
CONTRACT FOR SUPPORTIVE HOUSING 

THIS CONTRACT FOR SUPPORTIVE HOUSING (this iiContract") is made 

and entered into, in duplicate, as of January 2, 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 90064 ("Organization"), and the CITY OF LONG BEACH, a municipal 

corporation (the 'City"). 

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

Housing and Urban Development ("HUD") for a program 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 2002 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 ambunt 

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 ‘ID” entitled ‘Compliance with 

Federal Regulations”, Attachment “E” entitled “Office of Management and Budget 

(“OMB”) Circular A-I IO ” ,  Attachment “F” entitled OMB Circular A-I 22”, Attachment 

“G” entitled “OMB 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 January 2, 2008, and, unless sooner terminated as provided herein, shall 

terminate at 11 :59 p.m. on April 30, 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 Ninety-Four Thousand One Hundred Three Dollars 

($94,103.00) 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 (15) 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 

(1 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-1 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 1 I 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 
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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 Cit) 

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, engagc 

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 hislher 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. 

Ill 

Ill 

Ill 

Ill 

Ill 

Ill 

Ill 

Ill 
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IN WITNESS WHEREOF, the parties have signed this document with all 

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

PATH VENTURES, a non-profit California 

JA ,2008 BY 

‘5 e <. r“ f-4 
Title 

“0 rg a n iza t io n ” 

CITY OF LONG BEACH, a municipal 
corporation 

E?UECUTED PURSWAR’I 
TO SBCTlON 301 OF 

ITY C W T E R .  

F* 2 4  ,2008 

“City” 

This Contract is approved as to form on ,2008. 

ROBERT E. SHANNON, Citv Attorney . -  

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

submi t ted  i n  response t o  the  most re- 
cent]), pub]ished notjce of fund avaj]- 
abiljty and select applkations lor fund- 

583.405. Program cllanges. 
583.410 , Ohllgation ant1 deobligat~on of funds. 

AUTH&JT)'. 42 U.S.C 11389 and 3535(d). 

SOURCE 58 FR 13871 Mar 15. 1993 unless 
ing w ~ t h  the deobligated funds Such 
selections would be made in accordance 
with t h e  selection process described in 

ot,,erw,sc noted 

5 582.220 of this part. Any selections 
made using deobligated funds will be Subparl A-General 
subjecl t o  applicabre appropriation a c t  
requirements governing the use of 
deobligated funding authority 

(Approved by the Office of Management and 
Budgel under control number 2506-01 18) 

' 583'1 Purpose and scope' 
(a) General The Supportive Housing 

Program is authorized hy t i t l e  JV of 
the  Stewart B McKlnney Homeless As- 

PART 583-SUPPORTIVE HOUSING 
PR 0 GRAM 

Subpari k 4 e n e r a l  

Sec. 
583.1 Purpose and scope 
583.5 Definitions. 

Subpart &Assistance Provided 

583.100 Types and uses of assistance 
583.105 Grants for acquisition and rehabili- 

583r110 Grants for new construction. 
583.115 Granrs for leasing: 
583.120 Grants  for supportlve service costs. 
583.125 Grants for operating casts. 
583.130 Commitment or grant amDunts for 

leasing, supporcive services. and oper- 
ating costs. 

cation. 

583.135 Hdminlstrative costs. 
583.140 Technical assistance 
583.145 Matching requiremenu. 
583.'150 Limitations on use of assistance. 
583.155 Consolidated plan 

Subparl C-Application and Grant Award 
Process 

583.200 Application and grant.award 
583.230 Envlronmental rewew 
583.235 Renewal grams 

Subpart D-Program Requirements 

583.300 General operation. 
sen.3os Term o f  comrriltment. repayment or 

583.310 r)lsplacenienf.. relocaLion, and.acqul- 

583.315 Resldenl renL 
5113.3211 Slte control 
589.325 l\londiscriminaliun and equal oppor- 

5113.330 Applicabiilty of other Federal I.+ 

Subpart E-Administroilon 

grants: prevention of undue beneflts 

sl t iori  

tunlty requirenients. 

quiremcnLs 

sjstance Act (the McKinney Act) (42 
U.S.C. 11381-11389). The Supportive 
Housing program is designed t o  pro- 
mote the  development of supportive 
housing a n d ,  supportive services, in- 
cluding innovative approaches to assis t  
homeless persons in the  t ransi t ion 
from homelessness, and t o  promote t h e  
provision of supportive housing t o  
homeless persons t o  enable t h e m  t o  
live as independently as possible. 

(b) Components. . F m d s  under this par t  
may be used for: 

(1) Transitional housing to faci l i ta te .  
the movement of homeless individuals 
and families to permanent housing; 

(2) Permanent housing tha t  prmides  
long-term housing for homeless persons 
with disabilities; 

(3) Housing t h a t  is, .or is p a k  of, a 
particularly innovative project for, or 
alternatjve methods of, meeting the 
immediate and long-term needs of 
homeless persons; or 

(4) Supportjve services ior homeless 
persons not provided in conjunction 
with supportive housing. 

(58 FR 13871..Mar. 15, 1993. as amended at  Gl 
FR 51175. Scpt. 30. 199Gl 

9 583.5 Definitions. 
As used in this par t '  
AppJjcanf is defined in section 422(1) 

of t h e  IulcKinney Act (42 U . S . C .  
11382(1)). For purposes o l  this  defini- 
tion, governmental entities include 
those rhaL have genei-a1 governmental 
powers (such a5 a ci ty  or county), as  
well  as those  t h a t  have limited or spe- 
cial powers (such as  publjc houslng 
ag encj cs) . 

Coiisolidared plan means the  plan t i j a t  
a ju r i sd ic i ion  prepare. a n d  suhmir.5 to 
I-IUD i n  accordance with 24 CFR part 
91. 
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LJafra a/ /nlf /al  occupancy means the 
dil l c ctial the  supportive housing is ini- 
I:~iilly nccupled by a homeless person 
for  whrirri l iUD provides a~sis tance 
u t l r i w   his pari JI the a s ~ i s t a n c ~  is for 
an cxisrina homeless facility. the dare 
Or IniUaI fmupancy is . the  date tha t  
services arc firzt: provided to the resi- 
dents of supportive housing wlth fund- 
ing under this part. 

D a l e  of inltlal s e n k c  proi/is/on means 
the dace that supportive services are 
initially provided wlth funds under- this 
parr to homeless persons who do  not 
reside in supportive housing. This defi- 
nition applies only t o  projects funded 
under th i s  part tha t  do not provide sup- 
portive housing. 

Djsabllfty is defined in section 422(2) 

Projecr I S  defined in sections 422(8) 
and $Zrl(d) of the McKinney Act: ( 4 %  
U.S .C  11382(8), 11384(d)). 

Recjplenf is denned in section 422(9)  of 
the MclCinney Acl (42 U . s  C. 11382(9)) 

RehabilitaUon means the improve- 
ment or repair of a n  existing s t ruc ture  
or a n  addition to  a n  existing s t ructure  
tha t  does not increase the floor area by 
more than 100 percent. Rehabilitation 
does not include minor or routine re- 
pairs 

Scare is defined in section 42Z(II)  of 
the McKinney Act (42 U.S.C. 11382(11)). 

Supportfve housing is defined in sec- 
tion 1Z4(a) of t h e  McKinney Act (42 
U.S.C. 11384Ia)) 

Supportive services I S  defined in sec- 
tion 425 of the  McKinney Act (42 U.S.C. 

ol the McKinney Act (42 U.S.C 
1 1382 (2)). 

Homeless person means an individual 
or family that is described rn section 
103 o f  t h e  McKinney Act (42 U.S.C. 
11302). 

Merropolitan clw is defined in section 
IOZ(a)(l) of the Housing and Cornmu. 
n i t y  Development Act of 1974 (42 U.S .C .  
5302(a)(4)). In general, metropolitan cit- 
ies are those cities tha t  are eligible for 
an entitlement grant under 21 CFR 
p a r t  570, subpart D. 

New construction means the bujlding 
of a structure where none existed or an 
addition to  an existing structure tha t  
Increases the  floor area by more than 
100 percent 

Operating costs is defined in sectior. 
422(5)  of the McKinney Act (42 U.S.C 
11382(5)) 

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

Permanent housing for homeless p-ersons 
witn disabilities is defined in section 
424(c) of the IvlcKinne!; Act (42 U.S.C. 
i 1384 (c)). 

Prjvate nonprofit organization is de- 
fined in section 422(7) (A), (E), and (D) 
of the McKinney Ac: (42 U.S .C.  11382(7) 
(Aj, (Bj. 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 entity 
tha t  will maintain a functioning ac- 
counting sysrem for the organizarion 
ir? accordance with generally accepted 
accounting prjncipies. 

24 9 

11385). 
Transftianal housing is defined in sec- 

t ion 424(b) of the McKinney Act (42 
U.S.C. II384(b)). See also 5583.3OO(j) 

Tribe is defined in secrion 102 of the  
Housing and Community Development 
Act of 1974 (42 U.S .C.  5302). 

Urban couny is  defined in section 
JOZ(al(6) of the Housing and Commu- 
ni ty  Development Act of 1'371 (42 U.S.C. 
5302(a)(6)). In  general. urban counties 
are those counties that are eligible for 
an entitlement grant under 24 CFR 
part  570. subpart D. 
[GI FR 51 175. Sept 30. 19961 

Subpart 0-Assistance Provided 
5 TiBXZOO Types and U B ~ S  of assistance. 

(a) Grant assistance. Assistance in the 
form of grants is available for acquisi- 
tion of structures, rehabilitation of 
structures, acquisition and rehabilita- 
tion of structures, new construction, 
leasing. operating costs for supportive 
housing, and,supportive services. a5 de- 
scribed in ss583.105 through 583.125. Ap- 
plicants may apply for more than one 
type of assistance. 

(b) U.sm ofgranr assfsrance Grant 2s- 
sistance rriay he used to: 

( I )  Establish new supportive housing 
facilities or new facilities t o  providc 
supportive services, 

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

(3) Bring existing facilities up t o  a 
level tha t  meets State and local gov- 
ernment health and safety standards, 

. ._ .......... .^ .. -. . . . . . . .  ..-. . . .  - . 
1 I . , 1  , '  . :  . ,  , ' E  
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( I )  Provjde additjonal supportive and rehahillLation costs, grants of 
services lor residents .of .supportive more than :ZOO,flUO. b u t  no1 more t h a n  
housing or for homeless persons not re- 5400,000, m a y  be available. 
siding in  supportive housing; 

(5) purcllase WUD-owned single fam. h 589.110 
ily properties currently leased by the (a)  Use. NUD will g ran t  funds t o  re- 
appljcant for use as a homeless faciljty cipients IO pay a .portion of the cost of 
under 21 CFR part 291; and- new construction, including cost-effec- 

(G) Continue funding supportive hous- tjve energy measures and the cost of 
ing, where the recipient has received land associated with t h a t  construction. 
funding under this par t  for leasing, for use in  the provision of supportive 
supportive services, or operating costs. housing. If the grant funds are used for 

(c) Srrucrures used for multlple pur- new construction, the  applicant m u s t  
poses. Structures used t o  provide sup- demonstrate tha t  t h e  costs associated 
portive housing or supportive services with new construction a r e  s u b s t a r -  
may also be used for other purposes. tially less than the .  costs associated 
except that  assistance under this  part with rehabiljtation or t h a t  there is a 
will be available only in proportion t o  lack of available appropriate units that  
the  use of the structure for supportive could be rehabilitated at a cost less 
housing or supportive services. than new construction. For purposes of 

(d) Technical assjsrance. HUD may this  cost comparison, costs associated 
offer technical assistance, as described with rehabilitation or , new construc- 
in 5583.140. tion may include t h e  cost  of real prop- 

Grants for new construction. 

156 FR 13871. Mar. 1 5 ,  1993, as amended at  59 
FR 36891. Julv 19. 19941 (b) Amounr. The maximum grant 

ertY acquisition. 

available for new construction is t h e  
$583.103' Grants for acquisition and lower of 

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

cipients to. 
(I) P a y  a portion of the bf the  

acquisition of real propertjr selected by 
the recipients for use i n  the provision 
of supportive housing or support'ive 
services, including t h e  repayment of 
any outstanding debt on a Joan made 
t o  purchase property t h a t  has not been 
used previously as supportive housing 

(2) The t o h i  cost of t h e  new con- 
struction, including the.cost of land as- 
sociated with t h a t  constructjon, minus 
the  applicant's contrjbution toward t h e  
Cost orsame. 

ii583*115 Grants for leasin$. 
(a) General. HUD will provide grmts 

t o  pay (as described i n  5583.130 of t h i s  
part) for the actual custs of leasing a 

or for.supportive services; 
(2) Pay a portion of t h e  cost of reha- 

bilitation of structures, including cost- 
effective energy measures, selected by 
the recipients to  provjde SUppOJtlVf2 
housing or supportive servjces; or 

(3) Pay a portion of t h e  cost of acqui- 
sitjon and rehabilitation of structures, 
a s  described in paragraph- (a)(]) and (2) 
of this section. 

(L) Aniounr The maximum grant 
available for acquisition. rehabilita- 
tion, or acquisilion and rehabilitation 
is the  lower of: 

- 

( I )  S;200,000. or 
(2) T h e  total-cost of t h e  acquisition, 

rehabilitation, or acqu~sItion a n d  rcha- 
h i l i t a t ion  minus the applicant 's  con- 
Lribut jon toward the cost. 

(c) Jncreased ilmuunt.c. 1x1 areas deLer- 
mincd by HUD t o  have high arquis , t ion 

s t ructure  or s t ructures ,  or  portions 
thereof. used to provide supportive 
housing or supportive services for up Lo 
f ive  years  

(b) (1) Leasing structures Where gran ts  
are used t o  pay rent  for all or p a r t  of 
structures, the rent paid musl be rea-  
sonable in  relation t o  rents being 
charged In the  area for comparable 
space In  addition, tlie rent paid may  
not exceed rents curren t l j~  being 
charged b) t h e  sanie owner for com- 
parablr space 
(Z) Laaslrig IndJvJdual unl'ls Where 

grams are  used to pay rent for indi- 
vidual  housing units, the rent paid 
must be reasonable iri relation Lo rent5 
being charged for comparable i~nits, 
Laking i ~ i t u  account :he lncation SIZE,  
t y p e  qua l i iy  amenities iacililies and  
managcment S W S I C C . ~  I n  addltlon, t h e  
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rnnts may not exceed rents currently 
1)ririg charged hy the same owner for 
carnparahlc unassisted unjts. and the 
portiori or  rents paid with grant funds 
n-iily I lot cixceed HUD-determined fair 
rriarke1 rents. Recipients may use 
grant funds In an  amount up to one 
month's rent to pay  the non-recipient 
lar idlord Tor any damages to  leased 
uni ts  by homeless participants. 

1 %  FR 131171, Mar IS. 1993. as amelided at  59 
F R  Dlifl!Il, J u l y  19. l(19.4] 

4 6fX1.120 Grnnts for supportive sew-  

(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. All  or part of t h e  supportive 
services may be provided direcrly by 
the  recipient or by arrangement with 
public or private service providers. 

(b) Supportive services cosfi'. Costs as- 
sociated with providing supportive 
sewices include salaries paid to  pro- 
vlders of supportive services and any 
other  costs directly associated with 
providing such services. For a transi- 
tional housing project, supportive serv- 
ice: costs also include the  costs of serv- 
ices provided t u  former residents of 
transitional housing t o  assist their ad- 
justment to independent living. Such 
services may be provided for up to s ix  
months after they leave the transi- 
t ional  housing facility. 

158 F R  13871. Mar 15. 1993. as amended a t  59 
FK 3F891, J u l y  19. 19941 

$583.125 Grants for operating costs. 

(a) General. HUD will provide grants 
t o  pay a portion (2s described in 
3 583.130) _of the  actual operating costs 
of supportive housing for up to five 
years. 

ib) Dperatjng costs Operating costs 
a re  those associated with the day-to- 
d a y  operation of the supporcive ihous- 
ing. They also include the actual ex- 
pmses tha t  a recipjent incurs for con- 
ducting on-going assessments of the  
supportive services needed by residents 
a n d  the availability of such services; 
reiocatian assistance under 582.310, in- 
cluding payments a n d  services. and in- 
surance 

ices costs. 

' 
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(c) Recipienr marcti r-equlremenr f a r  a p -  
erarlng costs. Assistance for operat ing 
costs will be available for up t o  75 per-  - 
cent of rhe total cost in each year of 
the grant  term The recipient must pay 
the percentage of 1:he .actual operat ing 
costs not  funded by FIUD. A t  the end of 
each operating year, the recipient must 
demonstrare thaL 11 has met its m a t c h  
requirement of the costs for t h a t  year. 

1% ER 13871. Mar 1 5 .  1993. as amended at GI 
FR 51175. SepL 30. 1996: 65 FR 30023. May 12. 
ZOOOI 

1683.130 Commitment of grant 
amounts for leasing, supportive 
servioes, and operating costs. 

Upon executjon 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 will be equal ro 
an amount  necessary for the specified 
years of operation, less the recipient ' s  
share of  operating costs. 

(Approved by the Office of Management and 
Budget under OMH control numher 2506-0112) 

[59 FR 3GRSl. .luiy IO. IS941 

5 583.135 Administrative costs. 

(a) General Up t o  five percent of m y  
grant  awarded under th is  par t  may b e  
used for the purpose of paying costs of 
adminlstermg the assistance. 

(b) A drnin!strati ve costs. Admi n i  st ra- 
tjve costs include the costs associated 
with accounting for the use of grant 
funds, preparing reports for submission 
to  HUD. obtaining program audi t s ,  
similar costs related t o  adminis ter ing 
the gran t  after the award, and s taff  sal- 
aries associated with these adminis t ra-  
t jve costs. They do not  include t h e  
zosts of carrying o u t  eligible ac t iv i t ies  
mder $S!183 105 :]>rough 583.125. 

58 F R  !3R71. M a r  15, 1993. as amended at GI 
7R 51 175. Sept 30. I W G ]  

583.140 Technical assistance. 

(a) General HUD may set a s i d e  funds 
innually t u  provide technical ass is t -  
ince, either directly by HUD s ta f f  or 
ndi rec  t ly through :h i rd-  p a r t y  pro- 
'iclers. for any supportive housing 
roject This technical assistance is for 
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t h e  purpose of promoting The develop- (b) Faffli-based acffvItJes. ( I )  Orgaciiza- 
menL of supportive liousing and sup- rions that  are religious or fa~th-based  
portive services as par1 of a continuum are eligiblc, 0 1 1  the same .basis as any 
or care approach, including innovat~ve  other o r g a n ~ z a t ~ o n ,  t o  participate in 
approaches LG .assist liomeless persons t h e  Supportive Housing Program. Nei- 
jn the  transition from I~omelessness. rher the Federal go\'ernmenl noi- a 
and promoting the provision of sup- S t a t e  or local government receiving 
portive housing t u  homeless persons t~ funds under Supportjve Housing pro-  
enable them t o  live as independently as grams shall discriminate against  a n  or- 
possible. ganization on t h e  basis of the organiza- 

(b) Uses of lechnfcal assistance. HUD tion's religious character or affiliation. 
may use these funds to provide tech- (2) Organizations t h a t  are direct ly  
nical assistance t o  prospective appli- funded under the  Supportive Housing 
cants, applicants. recipients. or orher Program may not engage in inherent ly  
providers of supportive housing or serv- religious activities, such as worship, 
Ices for homeless persons. for SUP- religious instruction, or proselytiza- 
portive housing projects. The assist- tion as part of t h e  programs or services  
ance may include, but is not limjted to ,  funded under this  part. If an organiza- 
written information such as , papers, tion conducts such activities, t h e  ac-  
monographs, manuals, guides. and b o -  tivities must be offered separately, in 
chures: person-to-person exchanges; t ime or location, from the-programs or 
and training and related costs. services funded under this par t ,  and 

(C) SekCfion of provjders. From t ime participation must be voluntary for t h e  
t O  time, as HUD determines the  need. beneficiaries of the  HUD-funded pro- 
HUD may advertise and competjtively grams or services. 
select providers fo deliver technical as- ' (3) A organization t h a t  par- 
sistance. HUD may enter into con- ticipates in the  Supportive ~~~~i~~ 

!Fanrs* Or cooperative Program will retain irs independence 
merits, when necessary, to imp1ement from Federal. S ta te ,  and local govern- 
the technical assistance 

(59  FR 36892. J u l y  19, 19941 

5; 583.145 MatchLg requirements. 
(a) General. The recipient must 

match the funds provided by .HUD Tor 
grants for acquisition, rehabilitation, 
and new construction w i t h  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 or more of the  
fallow~ing: the recipient, the  Federal 
government, S la te  and local govern- 
ments. and p r i v a t e  resources 

(E) Maintenance of efforr. S t a t e  or 
local government funds used in the 
matching contribution are  subject 10 
t h e  maintenance of effort requirements 
clescribed a i  558?.lW(a) 

b569.1511 1,IniitatJons OD use of ;Isski.- 

( a )  MainLcnance of cfforl. No ass:sl- 
ance pi-ovided undei- this p a r t  (or any 
S t a t e  or local government -fuiids used 
! D  supplement chis  assistance) m a y  l i e  
used LCI replace SLat.e or i c m i  I u n d s  
j~rwious)!~ u s e d ,  or d r s i g n a ~ e d  Tor a:;?, 
t o  assist homeless persons 

ancc. 

ments, a n d  m a y  continue t o  car ry  o u t  
its missjon. including the  definjtion, 
practice, and expression of its religious 
beliefs, provided tha t  j t  does not  use d i -  
rect Supportive Housing Program 
funds to  support any inherently re l i -  
gious activities. such as worship, relj- 
gious instruction, or proselytlzation. 
Among other things. faith;based orga-  
nizations may use space in  their facili- 
ties i 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-funded 
religious organization retains its au- 
thori ty  over its Internal governance, 
and i t  may retain religious terms i n  i t s  
organization's name, select its board 
members on a religious basis, and in- 
clude religious references i n  JZS organj- 
zation's mission sta1ements and other 
governing documents. 

(I) An organization t h a t  participates 
i n  the Supportive Housing Program 
shall noL, i n  provjding pJOgl-aJI7 assist- 
ance. discriminate against a program 
t,enehciar), or prospective program 
I3enefJClaJY 011 ~ h c .  basis of religion or 
religious ticlief 
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( 5 j  Program funds may not be used 
lor- L h f :  acqiiisltion, construction, or re- 
1labilIl.ation of structures to the extent 
Iliac those structures are used for in- 
hcrcncly rcllgious activities Program 
run&; may be used for the acquisition, 
construction, or rehablljtation of 
structures only to  the extent that 
those structures are used for con- 
ducting eligible activities under thls 
part Where a structure is used for both 
eligible and inherently religious actrvi- 
ties. program Funds may not exceed the 
cost o f  those portions of the acquisi- 
tion, construction, or rehabilitation 
that  are attributable to  eligible activj- 
ties In accordance with the cost ac- 
counting requirements applicable t o  
Supportive Housing Program funds in 
this part. Sanctuaries, chapels, 07 
other  rooms that a Supportive Housing 
Program-funded religious congregation 
tses as its principal place of worship, 
however. are ineligible for Supportive 
Housing Program-funded improve- 
ments  Drsposition of real property 
after the term of the grant, or any 
change in use of the  property during 
the term of t h e  grant ,  is subject to gov- 
ernment-wrde regulations governing 
real property disposition (see 24 CFR 
parts  81 and B 5 ) .  

(6) If a State or local government vol- 
untarily contributes i t s  own funds to  
supplement federally funded activities. 
t n e  S ta te  or local government has the 
option t o  segregate the Federal funds 
or  commingle them. However. if the  
lilnds arc commingled. this section ap- 
plies t o  all of t h e  commingled funds. 

(c) Particrpanr conrrol ofsfte. Where an 
applicant does not.propose to  have con- 
ti-ol of a site or sites but rather pro- 
poses t o  assist a homeless family or in- 
dividual in obtaining a lease, whlch 
may include assistance with rent pay- 
merits and recejving supportive serv- 
ices, after which time the family or in- 
d iv idua l  remains in the same housing 
without further assistance under thls 
par t ,  that appljcant may not request 
assistance for acquisition. rehabilita- 
t:on. or new construction. 

j5E; FR 13871. Uar I!;, 1993, as amended at 59 
FR 36892. J u l ~  19. igS3: Gtl FR 56407, Sept 90. 
20031 

i j  559.155 Confiolidaled plan. 

(a) Appllcenfr that are States or unlts 
of general local government. The appli- 
cant musl  have a I-IUD-approved com- 
plete or abbrcviated consolidated plan, 
i n  accordance wlth 21 CFR part  91, and 
must submit a certification t h a t  the  
applicatron For funding is consistent 
wlth the FIUD-approved consolidated 
plan Funded applicants must certify in 
a grant  agreement that they are fol- 
lowing rhe HUU-approved consolidated 
plan. 

(b) Applicant- Char are nor Stares or 
unftr of general local government. The 
applicant must submit a certification 
by the  ~urisdict ion in which the  pro- 
posed project will be located that the  
applicant's application for funding is  
consistent with the  jurisdiction's HUD- 
approved consolidated plan. The  cer- 
tification must be made by t h e  unit of 
general local government or the  S ta te .  
in accordance with the consistency cer- 
tificalion provisjons Of the  consoli- 
dated plan regulations, 24 CFR part  91. 
subpart F. 

(c) Indian tribes and t h ~  Insular Areas 
of G u m ,  the 1J.S. Virgin Islands. Amer- 
ican Samoa, and the Northern Marjana 
Manu's. These entities are not required 
t o  have a consolidated pian o r  to  make 
consolidated plan cerrificatlons. An ap- 
plication by an Indian tribe or other 
applicant Tor a project that  will be lo- 
cated on a reservation of an lndian 
;ribe will not require a certification by 
the  tribe or the State However. where 
an Indian tribe is the applicant ior a 
project t h a t  will not be located on a 
reservation, the requirement for a cer- 
tification under paragraph (b) of this. 
section will apply. 

[d) Timing of consolidated pian certlfl- 
calion submrssjons Unless otherwise set 
forth i n  t h e  NOFA. the required certifi- 
caeion that the application lor funding 
is consistent wjth the HUD-approverl 
consolidated plan must  he submitted 
by the funding application s~ibmissiori 
deadline announced in the N O F P ,  

[GO FR 16380. Mar 30.  19Y51 

253 



5 583.200 

Subpart C-Application and Grant 
Award Process 

4 583.200 Application and gran t  aw'ard. 
When funds are made available lor 

assistance, HUD will publish a notice 
of funding availability (NOFA) in t h e  
FEDERAL KECISTEER, in accordance wjth 
the  requirements of 24 CFR part 4 .  NUD 
will review and screen applications i n  
accordance with the requirements in 
section 426 of the McKinney Act ( 4 2  
U.S.C. 11386) a n d  the guidelines, rating 
criteria, and procedures published in 
t h e  NOFA. 
/GI F R  5117G. Sept. 30, 19961 

5 583.230 Environmental review. 

24 CFI: Ch. V (4-1-05 Edifion). 

for a project under this part, OJ cor r -  
mil or expend HUD or local funds for  
such eligible activities under this  part ,  
until t h e  responsible entitj, (as defined 
in 556.2 of this tjtle) has complered t h e  
environmenral review procedures re: 
quired by part 58 and the environ- 
mental certlficatjon and RROF h a v e  
been approved or HUD has performed 
an environmental review under p a r t  50 
and t h e  recipient has received HUD ap- 
proval of t h e  property. HUD will not 
release grant funds if t h e  recipient or 
any other par ty  commits grant  funds 
(j .e. ,  incurs any  costs or expenditures 
to  be paid or reimbursed with s u c h  
funds) before t h e  recipient submits and 
HUD approves i t s  RROF (where s u c h  
submission is required) 
168 FR 56131, Sept. 29. ZOO31 

g583.235 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 
&he Stewart B. McKinney Homeless ks-  
jistance Act as in effect before October 
!E, 1992, may be renewed on a non-  
Iompetitive basis t o  continue ongoing 
easing, operations, and supportive 
;ervi.ces for additional years beyond 
:he initial funding period. To be con- 
;idered far renewal funding for leasing. 
rperating costs, or supportive, services, 
ecipients must submit a request for  
uch funding in  the form specified by 
IUD, must meet the .requirements of 
his par t ,  and must submit requests  
tithin t h e  t ime period established by  
UD. 
(i i)  Assistatice available. The f i rs t  re- 

ewai will be for a period of t ime not 
I exceed t h e  diflerence between the 
XI 01 the  i n i t ~ a l  funding per jod  and 
In years  from t h e  date of initial occu- 
incy or the d a t e  of initial service pro- 
sion. as applicable. Any subsequent 
,~-iewal wil l  he lor a period of time n o t  

exceed fivc years. Assistance during 
,ch year of t l i e  rencwal period, s u b -  
z t  LO mairitenance of effort require-  
cncs under 5583.I!,fI(a) may be for: 
11) Up LO 5 0  percent o f  t h e  actual op- 
a t m g  and leasing costs iri  t h e  final 
ar 01 t l i e  inilia1 lunding period, 
2) U p  l o  chc amount o f  I IUD assist- 
ce for supportiw services i n  the final 
ar of the initjai iuridirig period, ar id  

(a) Activities under this part are sub- 
jec t  t o  HUD environmental regulations 
in  part 58 OF this title, except that  HUE 
will perform an environmental review 
in accordance with par t  50 of this  t i t le  
prior to  i t s  approval of any condi- 
tionally selected applications for Fis- 
cal Year 2000 a n d  prior years t h a t  were 
received directly from private non- 
profit entities and governmental ent i -  
ties with special OJ limjted purpose 
powers. For activities under a grant 
tha t  generally would be subject t o  re- 
view under part 58, HUD may make a 
finding in accordance wit11 5 58.11 (d) a n d  
may itselr perform the environmental 
review under the provisions of parr 50 
of this title if 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 wi th  part 58 [or HUD in 
accord with part 50) performs the envj- 
ronmental review, the recipient shall 
supply all available. relevant informa- 
tion necessary for the  responsible entj- 
t y  (or I-IUD, if applicable) to perform 
lor each property any environmental 
resjew required by th i s  parL T h e  re- 
cipient also sliall carry OUI m i t i g a t ~ n g  
measures required by the responsible 
entity (or HUU, if applicable) .or  select 
alternate eligible property. H U D  may 
Eliminate from considerai.ion a n y  ap- 
plication thal would require an Envi- 
ronmental Impact Staterrlent (EIS) 

( b )  The recipieriL. i L s  pro-ject parCriers 
and their contractors rriay no1 acquire., 
rehabi l i ta te ,  convert, leasc, repair, dis-  
pose of, demolish or C O I ~ S ~ ~ I I C T  property 
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Ofc. of Assl. Secy., Comm. Planning, Develop., HUD !j 583.300 

(3) Ai1 allowance for cos1. increases. 
(c) HUD review ( I )  HUD will review 

t h c  request. for renewal and will evalu- 
ai.e t h e  recipient's perrormance i'n pre- 
vious years against t h e  plans and goals 
esr.ablished in the initial application 
lor assistance, as amended HUD will 
approve the request Tor renewal unless 
the recipient proposes to serve a popu- 
lation that is not homeless. or t h e  re- 
cipient nas not shown adequate 
progress as evidenced by an unaccept- 
ably slow expenditure ol' funds. or t h e  
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, consjder- 
ation will be given to  the leveI and 
t y p e  of problems of participants. For 
recipients wfth a poor record of SUC- 
cess, HUD will also consider t h e  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 
HLJD's decision t o  approve a renewal 
request include the  following: a con. 
t-inuing history of inadequate financial 
management accounting practices, in- 
dications of mismanagement on the 
part of the recipient. a drastic reduc- 
tjon in the population served by the re- 
c ip~ent .  program changes made by the 
recipient without prior HUD approval, 
and loss of project site. 

(2) HUD reserves the right t o  reject a 
request from any.organizatton with an 
outstanding obligation to HUD t h a t  is 
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 beeti ap- 
proved or disapproved. 

(Approved by the Offlce or Management and 
Budget under control number 2506-0112) 

Subpart D-Program Requirements 
$5S3.300 Gcncrd operation. 

(a) State and local requiremenfs. Each 
recipient of assistance under this par t  
must provide housing or services t h a t  
are  in complianre wjth all applicable 
Stat?  and local housing codes, Iiceix- 
ing requirements, and any  other re- 

quirements in the jurisdiction in which 
the project is located regarding t h e  
condition or the  structure and the op- 
eration of tlic housing orservices. 

(b) H ~ l ~ / L i t b l / f t ~ ~  standards. Except for 
such variations as  are proposed by t h e  
recipient anrl approved by HUD, sup- 
portive housing must meet the  tol- 
lowing requirements. 

( I )  Structure and rnaferhls. The s t ruc-  
tures must be structurally sound so a s  
not t o  pose any threat to the heal th  
and safety of t h e  occupants and sa as 
to  protect the  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 properties. Structures must pro- 
vide al ternate  means of egress in case 
of fire. 

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

(4) Infwior ajr quaffry. Every room or 
space must  be provided w i t h  natural  or 
mechanical ventilation. Structures  
must he free of pollutanrs in the  air a t  
levels t h a t  threaten the health of resi- 
dents. 

(5) M'ater supply. The water supply 
must  be free from contamination. 

(6) Sanitary facil/rIes. Residents m u s t  
have access t o  sufficient sani tary fa- 
cilities t h a t  are  in proper operating 
condition. may be used in privacy, and 
are adequate for personal cleanliness 
and the  disposal of human waste. 

(7) Thermal envjronrnent. The housing 
must have adequate heating and/or 
cooling facilities in  proper operating 
cond1:ion 

(8) Illumina~ion and electridty. T h e  
housing must  have adequate na tura)  or 
artificial illumination t o  permit nor- 
mal indoor activities and t o  support  
Lhe health and safety of residents. Suf- 
ficient electrical sources must be pro- 
vided t o  permit use of essential elec- 
trical appliances while assuring safety 
from fire. 

(9) Food preparation and refuse dis- 
DOSCII. P.11 food preparation areas m u s t  
contain suitable space and equipment 
to  store, prepare and serve food in a 
5aniLa-y manner 

' 
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(10) Sanllary condlllon. The housing lor HUD approval t G  otherwise consul t  
and any equipmen1 must be maintained with Iiomeiess IJJ lormer-ly homeless 
in sanl tary condition. persons i n  considering and making 

(11) Fir? safery. (i) Each unit mu51 in- policies and decisions. See a l s o  
clude a t  least one battery-operated or 
hard-wired smoke detector, in proper ( 2 )  Each recipient of assistance under  
working condition, on each occupied this  part must, t o  the maximum exten t  
level of t h e  unit. Smoke detectors practicable, involve homeless mdivid- 
must be located, t o  the extent prac- uals and families, through employ-  
ticable. in a hallway adjacent t o  a bed- ment ,  volunreer services, OJ 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 , in providing supportive services.for t h e  
for hearing-impaired persons in each project. 
bedroom occupied by a hearing-im- (g) Records and reporfi. Each recipient  
pajred person. of assistance under this part mus t  k e e p  

any records and make any reports (in- 
musr be equipped wjth a sufficienr cluding those pertaining t o  race, e t h -  
number, but not le55 than one for each nicity, gender. and disability s t a t u s  
area, of battery-operated or hard-wired data) t h a t  HUD may require within t h e  
smoke detectors. Public areas include, timeframe required. 
but are  not limited to, laundry rooms. (h) Confidentialfry. Each recipient  
cornmuniry rooms, day care centers, t h a t  provides family violence preven-  
hallways, s t a ~ w e l l s ,  and other corn- tion or treatment services m u s t  de- 
mon areas. velop and implemen; procedures t o  en- 

ance under this part who provides sup- (1) The confidentiality of records per- 
portive housing for homeless persons taining to any individual services; and 
with disabilities must provjde meals or (2) That  t h e  address or location of 
meal preparation facilities for resi- any project assisted will not be m a d e  
dents. public, except with written authoriza-  

tion of the person or persons respon- 
servjces. Each recipient of assistance sible for t h e  operation of the prqject. 

5 583.330(e) 

(ii) The public areas of all housing 

(c) Meals. Each recipient of assist- sure: 

(d) Ongoing assessment of supportive 

under this  part must conduct an ongo- 
ing assessment of the  supportive serv- 
ices required by t h e  residents of t h e  
project and the availability of sucli 
services, and make adjustments as ap- 
propriate. 

(e) Residenljal supcrvisjon. 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 
residents or the housing throughout 
the term 01 the commitment t o  operate 
suppurt iw housing Residential super- 
vision niay includc t h e  employment or 
a full. or part-time residentiaJ super- 
visor with sufficient Itnowledge to  pro- 
vide or t o  supervise the provision of 
supportive services to  the residents. 

(fj Parficjpatmn oflJomeleS2 persons. (1) 
Each recipient must p r o ~ i d r  for t!he 
~~arlhcipatjon of I-iorncless persons as re- 
quired i n  section iZG(g) or : t h c  i4cKin- 
ne)’ Act  ( 4 %  U.S .C .  113Rbjg)J This re- 
quirement I S  waived i f  ar]  applicanr is 
unable L O  meet it and prcscnts a plan 

(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 in t h e  m o s t  
severe cases. Recipients may resume 
assistance t o  a participant whose as- 
sistance was previously terminated. In 
terminating assistance t o  a par t ic i -  
pant ,  t h e  recipient must provide a for- 
mal process that  recognizes t h e  r igh ts  
of inclividuals receiving assistance to 
due process of law. This process, at a 
minimum, must consist of. 

( I )  W r l t ~ e n  notice t o  thc par.ticipant 
containing a clear statement of’ t he  
reasons Tor termination. 

(2) A review uf t he  decision. in w~hjch 
the  participant is giveri the oppor- 
tun i ty  LO present wrjtten OJ oral ubjec- 
t ions before a person other t h a n  t h e  
person (or a subordiriatc of that  person) 
w h o  made 01 approved t l i c  terminat ion 
decision; and 

( 3 )  Prornp1 written n o t ~ c e  oi thr- flrial 
rlecisiorr LLI L ! - I ~  participant. 
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( 1 )  Linr/&rrion o f  stay In trans~tional 
Imuring A i~omeless indivjdual or fam- 
i l y  may remain i n  transltional housing 
[or a period longer than 24 months, if 
Iicrniaiwnt lloiising for the individual 
o r  lamily ha:; n o t  been located or i f  the  
iridividunl or family requires addi- 
tional time t o  prepare for independent 
living However, HUD may discontinue 
assistance for a transltional housing 
project I f  more than half of the horn?- 
iess indlviduals or families remain in 
that project longer thari 21 months. 

(10 Dufpafienf healfh services. Out- 
patient health services provided by thc 
recipient must he approved as appro- 
priate by HUD and the Department ol 
Health and Human Services (HHS). 
Upon receipt of an application t h a t  
proposes t h e  provision of outpatient 
health services, HUD will consult with 
HMS with respect t o  the appropriate- 
ness of the proposed services. 

(1) Annual assurances. Recipients who 
recejve assistance only for leasing, op- 
erating casts or supportive services 
costs must provide an annual assur- 
aiice for each year such assistance is 
received thar t h e  project will he oper- 
ated for the purpose specified in t h e  ap- 
plication 

(Approved by t h e  Office of Management and 
Budget under control number 250G-0112) 

(58  FR 13871, Mar 15 1993. as amended at 59 
PR 31iR92. .Iuly 19. 1991: E1 FR 5I17G, SepK 30. 
!996] 

F 583.305 Term of commitment; repag- 
ment of grants; prevention of undue 
benefits. 

(a) Term of commtrmenf and  conversion 
Recipients must agree .to operate the 
housing or pravide supportive services 
in accordance with this part and with 
sectjons 123 (b)(l) and (h)(3) of the 
McKinney Act (42 U.S  C.  11383'(b)(I), 
1 138 3 (b) ( 3 ) )  

(b] Repaymenr o f  grant and prevention 
o f  undue DeneflG. In accordance with 
section 423(c) of the Mcliinney Act (42 
U.S.C. 11383(c)j, HUD wiII  require rp- 

cipients t o  repay the grant unless HUD 
has authorized conversion of the 
project under section 423(b)(3) of the  
McKinnq A c t  (42 U.S.C. ?1383(b)(3)). 

IF1 FE 51175, Sept 30, 1 9 F j  

5 583.310 Displacement, relocation, and 

(a) Minimizing displacemenf. Con- 
sistenc with thc other goals and ohjec- 
tives or this par t ,  recipients must as- 
sure that  they have taken all reason- 
able steps t o  minimize the displace- 
ment of persons (families, individuals, 
businesses, nonprofit organizations. 
and [arms) as a result of supportive 
housing assisted under this part. 

(b) Relocation as.sistancc for displaced 
persons A displaced person (defined in  
paragraph ( f )  of this section) mus1 be 
provided relocation assistance at t h e  
levels described in, and in accordance 
with, the requirements of the Uniform 
Relocatjon .Assistance and Real Prop- 
erty Acquisition Policies Act of 1970 
( U r n )  (42 U.S.C. 4601-4655) and imple- 
menting regulations a t  49 CFR part 24. 

(c) Real properry acquisltjon require- 
ments. The acquisition of real property 
for supportive housing is subject t o  the 
URA and t h e  requirements described i n  
49 CFR part 24, subpart B. 

(d) Responslbfljry of recQ-iprenr (1) T h e  
recipient mus t  certify (i.e., provide as- 
surance of compljance) that i t  will  
comply with t h e  URA, the regulations 
at 4 9  C F R  par t  24 ,  ant1 the requirements 
o f  this section, arid must ensure such 
compliance notwithstanding any  Th~rd  
party's contractual obligation t o  t h e  
recipient t o  comply with these provi- 
sions. 

(2) The cost of required relocation as- 
sistance is an eligible project cost i n  
the same manner and t o  the 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 
-ecords in suff'icient detail TO dem- 
mst ra te  compliance with provisions of 
:his section. 

(e) Appeals. A person who disagrees 
N i t h  :he recipient's determination con- 
:erning Chether  t h e  person qualiries as 
3 "displaced person," of the amount of 
d o c a t i o n  assistance for which the per- 
:on is eligible, may file a written ap-  
,ea1 of t h a t  determination w j t h  the  re- 
:ipient. A low-income person who i s  
IissaTisfied with the recipient's deter- 
nination on his or her appeal may sub- 
n i t  i: writ ten requesr for review of t h a t  
eterrnination t o  the X U 3  field office. 

acquisition. 

. .... .-.- -- 
i 
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(I) Delmirion of displaced person. ( I )  does not return t o  the building/com- 
For  purposes or this section. the term plex. if either: 
"displaced person" means a person (A) H tenant is  not offered payment  
(family, ~ndividual, business, nonprofit for all reasonable out-or-poclcet ex- 
organization, or farm) that  nioves from penses incurred In connection with t h e  
real property, or moves personal prop- temporarj' relocation. o r  
erty from rea) property permanentjy as (B) Other conditions of the  tern- 
a direcr result of acquisjtjon, rehabilj- porary relocation are not reasonable. 
ta t ion,  or demolition for supportive fv) A tenant of a dwelling who moves 
housing projects asslsted under this from the  building/compIex Perma- 
par t .  The term "displaced person" in- nently after he OJ she has been re-  
cludes. but may not be limited to: quired t o  move t o  another mit i n  the  

(i) A person that move5 permanently S a m e  bui]d'ndcomplex. jf either: 
from the rea] property after the prop- (A) The Wnazt is  not offered J-eim- 
e r ty  owner (or person in control of the for 
site) issues a vacate notice, or refuses 
t o  renew an expiring lease in order t o  
evade the  responsibility t o  provide re- 
location assistance, if the  move occurs 
on or after the date t h e  recipient sub- 
m i t s  t o  HUD the  application or applj- 
cation amendment designating the 
project site. 

(ii) Any person, including a person 
who moves before the  d a t e  described in 
paragraph (f)(l)(i) of th i s  section, if the 
recipient or HUD determines t h a t  the 
displacement resulted directly from ac- 
quisition, rehabilitation, OJ demolition 
for t h e  assisted project. 

(iij) A tenant-occupant of a dwelling 
uni t  who moves permanently from the 
building/cornplex on or after the date of 
t h e  "initiation of negotiations" (see 
paragraph (g) of this section) i f  the 
move -occurs before t h e  tenant has been 
provided writren notice offering him or 
her the opportunity t o  lease a n d  oc- 
cupy a suitable, decent, safe and sani- 
tary dwelling in t h e  same building/ 
complex, under reasonable terms and 
conditions. upon completion of the 
project. Such reasonable terms and 
conditions must include a monthly 
rent and estimated average monthly 
ut-iljty casts t h a t  do  not exceed the  
greater of 
(A) Tlic tenant's m o n t h l ~ ~  rent M o r e  

t h e  initiation or negotiations and esti- 
mated average utility costs. or 
(E) 311 percent 0: gross household in- 

come. If t h e  ~n i t ia l  rent is at or near 
tile maximum. there must be a reason- 
able basis lor concluding a t  the time 
t l i c  project is initiated t h a t  future rent 
illcreaser will  be modest. 

(IV) k le i iant  or a dwel l ing  WIKI 15 re- 
quired t o  relocate t e m ~ ~ o r a r i l y ,  but 

25 ti 

pocket expenses incurred in connection 
with the move; or 

(B) Other conditions of the move a r e  
. not reasonable. 

(2) Notwithstandlng the  provisions of 
paragraph Q(1) of this section, a per- 
son does not qualify as a "displaced 
person" (and is not  eligible for reloca- 
tion assistance under t h e  URA or this 
section), i f  

(i) The person has been evicted for se- 
rious or repeated violation of t h e  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 tribal 
law, or other  good cause, and HUD de- 
termines t h a t  t h e  eviction was not  un- 
dertaken for the  purpose of evading t h e  
obligation t o  provide relocation assist- 
ance; 

(ii) The person moved into the  prop- 
erty a k e r  the submission of the  appli- 
cation and, before signing.a lease and 
commencing occupancy, was provided 
written notice of the  project, i t s  pos- 
s ib le  impact on the person (e.&, t h e  
person may be displaced, temporarily 
relocated. or suffer a rent increase) and 
the Fact that  t h e  person would not 
qualify as a "displaced person" (or for 
any assistance provided under th i s  sec- 
tion), i f  the  project is approved: 

(iii) The person is inel~gible  under 19 
CFF' 24.Z(g)(2): 01- 

( iv)  HUD determines i l i a t  the person 
was not dlsplaced as a direct result of 
acquisitjon, rehabilital-ion, or demoli- 
~ J o n  Ihr ~ h c  project 

( 3 )  Tlie recipient may request. a1 any 
time. HUD's determination o f  ~ h c t l i e r  
a displacement' 1s or would he covered 
under this  section 

(E) i-,cfini[jon of jnlliafjori of nc, Jnofia- 
tmns For purposes of determining  he 

. 
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formula for  compilting the  replacement (c) Fees. In addition TCJ residcnl rcnt .  
housing assistance t o  be provided to a recipients may charge residents rea- 
rcstdential tenant displaced as a direct sonable lees fol- servjces not paid with 
resull. of privately undertaken rehabili- grant funds. 
tailon. demolition, or acquisition of FR 13R71, Mar 1 5 ,  1913, as amended al 59 
t h e  real property. the term "lnitiatlon T;R n i i ~ g ~ ,  . iUiy 19, 1994, 6 6  FR c225.   an. 19. 
of negotiations" means t h e  execution 
of the agreemenr between the recxpient 
and MUD 

(h) Dc6nftion of projecr. For purposes 
of this section, the term "project" 
means an undertaking paid for in 
whole  or in  part with assistance under 
this part Two .or more activities that 
a r e  integrally related, each essential to 
the others, are considered a single 
prolect, whether or not all component 
ac t~v i t i e s  reccjve assistance under this 
parL. 

[5R FR 13871, Mar. 15. 1993, as.amended a t  5II 
FR 36892, .iuly 19. 1994) 

9 583.315 Resident rent. 
(a) CaIculaOon of resident rent. Each 

resident of supportive housing may be 
required t o  pay as rent  an amount de- 
termined by the recipient which may 
n o t  exceed the highest of: 

(1) 30 percent of the family's monthly 
adjusted income (adjustment factors 
inciude the number of people in the 
family, age of family members, medical 
expenses and child care expenses). The 
calculation of the family's monthly ad- 
ju s t ed  Income must include the e x -  
pense deductions provided in 24 CFR 
5.Gll(a) .  and for persons with disabil- 
ities, the calculation of t h e  family's 
monthiy adjusted ir.come also must in- 
clude the djsallowance of earned in- 
come as provided in 24 CFR 5.617, if ap- 
plica bl e; 

(2) 10 percent of the family's monthly 
gross income: or 

(3) Tr the family is receiving pay- 
ments Tor welfare assistance from a 
public agency arid a part of the pay- 
ments, adjusted in accordance wjth rhe 
family's actual housing costs, is spe- 
cificaIly designated by t h e  agency t o  
meet the iamily'-s housing costs, the 
portior, of the payment t h a t  is des- 
ignated For housing costs. 

(b) Use ofrent. Resident rent  may be 
used In the operation of t h e  project or 
may be rpserved, in whole or in part, t o  
assist residents of transitionai housing 
i n  moving t n  permanent housing. 

2001] 

5 583.320 Site control. 
(a) Site control. ( I )  Where grant funds 

will be used for acquisition, rehabiljta- 
tion. or new construction to  provide 
supportive housing or supportive serv- 
ices, or where grant  funds will be used  
for operating costs of supportive hous- 
ing, OJ where grant  funds will be used 
to  provjde supportive services except 
where an applicant will provide serv- 
ices a t  sites not operated b y  the appli- 
cant, an applicant must demonstrate 
site control before HUD will execute a 
grant agreement (e.g., through a deed ,  
lease, executed contract of sale). If 
such site control is not demonstrated 
within one year after initial notifica- 
tion of the award of assistance under 
this part. the  grant  will be deobligated 
as provided in paragraph (c) of this sec- 
tion. 

(2 )  Where g ian t  funds wiIl be used to  
lease all or par t  of a structure t o  pi-o- 
vide supportive housing or supportive 
services, or where grant funds will be 
used t o  lease individual housing units 
for homeless persons who will eventu- 
ally control t h e  units, site control need 
not be demonstrated 

(b) Sire change. ( 1 )  A recipient may 
obtain ownership or control of a sui t -  
able s i te  different from the one speci- 
fied in its appljcation. Retention of an 
assistance award IS subject t o  the new 
site's meeting all requir- -merits under 
t h i s  par t  for suitable siLes. 

(2) If the  acquisition, rehabilitation, 
acquisition and rehabilitation, or new 
construction costs far the  subst i tute  
site arc  greater than the amount of t h e  
grant awarded for t h e  s i te  specified in 
the application. t h e  recipient must pro- 
vide for all additional costs. I f  the  re- 
cipient is unable to demonstrate to 
HUD tha t  i t  is able t o  provide for t h e  
difference in costs, HUD may 
deobligate t h e  award of assistance. 

(c) -Failure LO obtain s j te  control within 
one year. t W D  will recapture or 
deobligate any award for assistarice 
under t ' h s  part if the recipierir is not in 
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control of a suitable s i te  before the ex- struction accessibility requirements of 
piration of oile year after initial notifj- the Fair Housing ACL and sectiori 504 of 
cation of an award the Rehabilitation AcL of 1973. and t h e  

reasonable accommodation and reha- 
6 583.3% Nondiscrimination and e q u d  bi]jtatjon accessibil jty requiremenu of 

section 504 as follows: opportunity requiremcnts. 

(a) General. Notwithstanding the per- 
missibility or proposals t h a t  serve des- 
ignated populations of disabled home- 
less persons, recipients serving a des- 
ignated population of disabled home- 
less persons are required. within the 
designated population, t o  comply wjth 
these requirements for nondiscrimina- 
tion on the basis of race, color, reli- 
gion, sex, national origin. age, familial 
status, and disability. - 

(b) Nondiscrimination and equaJ oppor- 
tun@ requjrementr. .The nondiscrimina- 
tion and equal opportunity' require- 
ments set forth a t  par t  5 of this  title 
apply t o  this program. The Indian Civil 
Rights Act (25 U.S.C. 1301 et seq.) ap- 
plies t o  tribes when they exercise their 
powers of self-government. a n d  t o  In- 
dian housing authorities (1HP.s) when 

- 

established b y  the exercise of such 
powers. When an IHk  is established 
under State  law, the applicability of 
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 in compliance with i t s  provisions 
and all implementing HUD require- 
ments, instead of t i t l e  VI and t h e  Fair 
Housing Act and their implementing 
regulations. 

(c) Procedures. (1) If the  procedures 
that t h e  recipient intends t o  use t o  
make known the availability of the 
supportive housing are  unlikely to  
reach persons of any particular race, 
color., religion, sex, age, national ori- 
gin. Iarnilial status. or handjcap who 
may qualily Tor admission to  the lious- 
in& Ltie recipient muSP establish add,- 
tional procedures that will ensure that 
suck persons can obtain information 
concerning ai:ailabilj t y  of t h e  I iou~ing.  

( 2 )  T h e  recipient must adopt  proce- 
dures  LO make  available inlormalion 
011 T h e  existence and JocaLions or facili- 
ties and  services thai a re  accessible LO 

persons wi?Ii a handicap and maintain 
evidence oi imp1cmen:ati 011 oi  1 . 1 2 ~   pro^ 
cedures. 

c i r~ ie i i t  must comply wi th  t h e  iieu' cori- 
(d) /iCCCSSifJillr,V E</UJKYJJ~FJZZ ThC r e  

(I)  Al l  new construction must meet 
t h e  accessibility requirements of 24 
CFR 8.22 and. as applicable. 24 C F R  
100.205. 

(2) Projects in which costs or reha-  
bilitation are 75 percent or more of t h e  
replacement cost of the building must 
meet t h e  requirements of 24 C F R  
8.23(a). Other rehabilitation must m e e t  
the reauirements or 24 CFR 6.231b). 

' 

. .  

1% FR 13671, Mar. IS. 1993, as amended a t  59 
FR 33894. J u n e  30. 1991; GI FR 5210. Feb. 9. 
J996: 61 FR 51176. Sept. 30, 199GJ 

9: 583.330 Applicability of other Federal  

In addition t o  t h e  requirements set 
forth in 24 CFR part 5 ,  use of assistance 
provjded under- this  part mus t  comply 
with the  following Federal require- 

requirements. 

ments: 
(a) Floodinsut-ance. (1) The Flood Dis- 

aster Protection Act of 1973 (42 U.S.C. 
4001-4128) prohibits the approval of ap- 
plications for assistance for acquisition 
or construction (including rehabilita- 
?ion) for supportive housing iocated in  
an area identified by the Federal Emer-  
gency Managemenr Agency (FElvlk) as 
having special flood hazards, unless: 

(i) The community in 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 as  a 
condition of approval of t h e  applica- 
tjon. 
(2) Applicants with supportive hous- 

ing located in  an area identified by 
FElvlk as Iiaving special flood hazards 
arid rece~ving assistance lor acquisition 
or construction (including I-chabilita- 
tion) are responsible lor assuring t h a t  
flood insurance under the Natioi-ial 
Flood 11-isurance Program js ohtained 
and maintained 

fbi  T h e  Coastal Barrier R~SOUJCC: 
Act 01 1182 (16 U . S . C  3501 el 5e9.i m a y  
apply 1 : ~  proposals under this par t ,  de- 
pending 01-1 thc assisLanc~~ rcquesled 
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( c )  App/Icah/l/rJf of OA4B Circulars The 
pol I ci es. guiriel ines, and requirements 
rJ( OMR Circular No A 4 7  (Cost Prin- 
ciples Applicable t o  Grants. Concracts 
and  O\.her AErecments w i t h  Sta1.e and 
ILocaI Governmenrs) arid 24 CFK part 85 
~ p p l y  LO the  award. acceptance. and 
use of assistance under the  program by 
govcrrinienral entities. and OMB Cjr- 
cular Nos. A-I10 (Grants and  Coopera- 
t i v e  Arreernents w i t h  Instltutions of 

$5E3 X)l)(f) does not constirurr i) CDZI- 
~ I C L  o F  inl.crcst 

(2) Upon the written request of the  
recipient. H U D  may grant an exception 
tw t h e  provisions or paragraph ( e ) ( ] )  of 
this section on a case-by-case basis 
when 11 rlcIermine:; that the exception 
will serve l o  further the  purposes of 
ctrc progran- and t h e  effective and effi- 
cient administration or the recipient's 
project An exception may be cansid- 

Higher Education, Hospitals. and Other 
Nonprofit Organizations) and  A-122 
(Cost Principles Applicable to Grants. 
Contracts and Other Agreements wfth 
Ntinprofit Institutions) apply to the ac- 
ceptance and use of assistance by pri-  
vace nonprofit organizations, except 
where inconsistent with the provisions 
of  the McICinney Act, other Federal 
statutes, or this part. (Copies of OMB 
Circulars may be obtained from E.O.P. 
Publicatjons, room 2200. New Executive 
Office Building, Washington, DC 20503, 
tdephone (202) 395-7332. (This is not a 
toll-free number.) There is  a limit of 
two free copies. 

(d )  Lead-based paint. The Lead-Based 
Paint Poisoning Prevention Act ( 4 2  
lJ.5 C 4821-4846). the Residential Lead- 
Eased Paint Hazard Reduction Act of 
1992 (42 U.S.C 4851-4856). and imple- 
menting regulations a t  part 3 5 ,  sub- 
parts A, €3. J ,  K. and R of this t i t le  
apply to activities underthis  program. 

(e) Conflicrs of inrerest. (1) In addition 
tc, the conflict of interest requirements 
i n  21 CFR part  85, no person who is an 
employee. agent, consultant, officer, or 
elected or appointed official of the re- 
cipient and who exercises or has exer- 
cised any functions or responsibilities 
with respect t o  assisted activities. or 
who is iri a positjon to participate In a 
decisionmal.:ing process OJ gain inside 
mforrnation with regard to s u c h  activi- 
ties, may obtain a personal or f inanc~al  
interest or benefit frorr the activity, or 
have an interest in any  contract, sub- 
contract, or agreement w i t h  respecl 
thereto, or t h e  proceeds thereunder. ei- 
t h e r  for himself or herselr or for those 
w i t h  whom he or she has family or 
Dusiness ties, during his or h-. or tenure 
or lor one year thereafter Participa- 
t jon  by homeless individuals who also 
are  participants under the prugram 13 
palic), or decisionmaking under 

ere; only after ihe  recipient has pro- 
vided the following. 

( i )  For S ta tes  and other govern- 
mental entities. a disclosure of the na- 
ture of the conflict, accompanied by an 
assurance t h a t  there has been public 
disclosure of t h e  conflict and a descrip- 
tion of how t h e  publjc disclosure was 
made, and 

(ii) For all recipients, an opinion of 
the recipient's attorney rhat  the inter- 
est for which t h e  exception is sought 
would not violate State or local law. 

(3) In determining whether t o  grant a 
requested exception after the recipient 
has satisfactorily met the requirement 
of paragraph (e) (2) of this section, HUD 
will consider t he  cumulative effect of 
the following factors, where applicable: 

(i) Whether t h e  exception would pro- 
vide a significant cost benefit or ari es- 
senrial degree of expertise to  the 
project which would otherwise not be 
available. 

(ii) Whether t h e  person affected is a 
member of a group or class of eligible 
persons and t h e  exception will permit 
such person to receive generally t h e  
same interests or benefits as are being 
made available or provided to  the 
group or class; 

(iii) Whether the affected person has 
withdrawn from his or her functions or 
responsibilities. or t h e  decisionmaking 
process with respect t o  t h e  specific as- 
sisted activity in question: 

( jv )  Whether the interest or benefit 
was present before the afrected person 
was i n  a posirion as described in para- 
graph ( e ) ( ] )  of th i s  section: 

(v) Whether undue hardship wi11 re 
d t  either t o  t h e  recipient or the  per- 
son affected when weigiied against t h e  
public interest served by avoiding t h e  
prohibited conflict: and 

(vi) Any other  relevant consider- 
ati ons 
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( f j  Audlr The financial management 
sysLerns used by recjpients under this 
program musL provide for audits in ac  
cordance wltli 21 CFR parL 44 or part 15. 
as applicable HUD m a y  perform OJ re- 
qui re  additional audits as i t  finds nec- 
essary or appropriate 

(g) Davis Bacon Act The  provlsions 
of the Davis-Bacon Act do  not apply t o  
this prop-am 

24 CFR Ch. \/ (4-1-05 Editlon) 

musI be fully documented in the  recipi- 
en t ' s  records. 

156 Ffi 13871. Mar. 15.  1993. as amended a 1  61 
F R  51176, ScpL. 30. I9SGJ 

$563.410 Obligation and deobligation 

(a) Obligafion oflunds. Wnen HUD and 
t h e  applicant execute a grant agree- 
ment ,  funds are obligated to  cover t h e  

offunds. 

. -  
(58 Ffi 13871, Mar .  15, 1993, as amended at 61 
F R  5211. Feb. 9, 1996; 64 FR 50226, Sept. 15.  

amount O f  the approved assistance 
under subpar1 E of this  part. The re- 
cipient will be expected t o  carry out  
t h e  supportive housing OJ supportive 
services activities as proposed i n  t h e  
application. 

I9991 

Subparl E-Administration . .  
(b) Increases. After t he  initial obliga- 

t ion of funds, HUD will not m a k e  revi- 
9 583.400 Grant agreement. 

(a) General. The  d u t y  t o  provide sup- sjons to  increase t h e  amount obligated. 
portjve houslng OJ supportive services (c) DeobljgarJon. (1) HUD may 
in accordance with t h e  requirements of deobligate all or parts of grants for ac-  
this part will be incorporated in a quisition, rehabilitation. acquisition 
grant agreement executed by HUD and and rehabilitation, or new construc- 
the recipient. tion: 

(i) If the actual total  cost of acquisj- 
obligations in the grant agreement t ion,  rehabilitation, acquisition and re- 
through such action as may be appro- habilitation, or new construction is 
priate. including repayment of funds less than the total cost anticipated i n  
thac have aiready been disbursed t o  t h e  t h e  application; or 
recipient. (ii) If proposed activities for which 

.funding was approved are not  begun 
5 563.405 Program charqes. within three months, or residents d o  

not  .begin to  occupy t h e  facility within 

(2) HUU may deobligate the amounts  
Tor annual leasing costs, operating 
costs or supportive services in any 
year: 

(i) If the actual leasing costs, oper- 
sting costs or supportive services for 
that year are less tl,an 

approved type of activity to  anotr.her, ing operatjons are not begun ,,,,jt],jn 
and a change iii the category of partici- tllree months after the units  are 
panls to  lie served. Depending on t h e  & I e  for  occupancJ,, 
nature ol t h e  change, HUD may require (3) ?'lJC agreement ma,, Set 
a new certification of consistency wit11 rortIl in  detail otj,er circurnsLances 
the, consolidatcd plan (see $5B3.155]. under which funds  may be deohligated. 
(2) Approval lor changes is contin- and o t h e r  sanctions m a y b e  imposcd. 

gent upon the application ranking  r e -  
malninC Jijgh enough after the ap- (i) Readvertise [fie avajlahility of 
prol'ed change to lmve been cornpet]- junds thar  have  beer d e o b l i g a t e d  under 
t i v e l y  sclected for funding i n  tile year Illis sectiorj in a notjce or rund avail- 
the application was selected abilit)! under  5 583.200, or 

[b) Docunimlaljon d nfher chaqes .  [ii) Award deobligated lunds ID applj-  
An)' changes t u  ari appr-oved prngralTi catjons previ ously submitted in re- 
t h a t  do not rc:quire p i - 1 0 ~  I-IUD apprm-ul S ~ O I I S P  10 t l ie  ii-iost reccnrl), published 

(b) Enforcement. HUD will enforce the  

(a) HuD approval, (,) A ma,, 

approved program without prior HUD 
approval. Significanl changes include, 
but are n o t  limited to, a change in the  
recipient, a change in t h e  project s i te ,  
additions or deletions in the types of 
activities IisLed in 5563.100 of this part 

no[ rna]te any significant changes to an nine months grant execution' 

approved 'Or the program Or a Of 
more '!Ian l o  percent of funds from One 

antjcjpated in the application, or 
(ij) If the  supportive JJOUS- 

(4)  HUU may: 
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r t o i i c r  or Cund availability, and in ar- SOURCE GI! FR 9737 Frb Z! .  1995. unless 
c:oi-dance with subparc C of this part  

PART 585-YOUTHBUlLD PROGRAM 

Subpari A-General 

.5er 
5R5 i  Authorl1.y. 
585.2 Program purpose 
5 8 5 . 3  Program components 
5 8 5  1 Dcltnltlonr. 

Subpart B [Reserved] 

Subpari C-Youthbulld Planning Grants 

5B5.201 Purpose. 
585.20Z Award limits. 
fiR5.203 Grant term 
5B5.204 Locational considerations 
585.205 Ellglbie activlties. 

Subpart D-Y oufhbuild lrnplementafion 
Gronts 

585.301 Purpose. 
585.302 Award l i rn t t s  
585.303 Grant term. 
585 30.1 
585.305 Eligible activlties. 
5ES.ROG Designation or costs  
585.307 Environmental procedures and 

standards. 
S8.i.308 Relocation asslsrance and real prop- 

erty acquisition. 
585.309 Project-related restrlctions applica- 

ble to Youthbuild residennai renral 
housing . 

585.310 F'roject-related restrictions applica- 
ole t o  Youthbuild transltional houstng 
for the homeless. 

585.31 I project-related restrlctions applica- 
hle  t u  Youthbulld homeownership hous- 
ing. 

585.312 Wages, laaor standards, and non- 
discrimination 

585.313 Labor srandards. 

1.0 ca tlonal considerations 

Subparf &Administration 

585.401 Recordkeeping by recipients. 
585.402 Grant  agreement. 
585.403 Reportlng reqiilrements 
585.404 Program changes 
585.405 Obligation and deobligation or funds 
585 406 F a i t h - b a s e d  actlvitlcs. 

Subport F-Applicability of Ofher Federal 
Requirements 

Appljcallon of OMB Circulars. 5B5 SO1 
585.502 Certlficatlons 
5R5.503 Confllct of interest 
585.504 Use of debarred, suspended, or ineli- 

g fb le  cnntiarxors. 
4UTHOR:n '  42 u.s.c 3535(d) and 8011 1 

otherwise noted 

Subpart A-General 

ii 585.1 Aiithority. 
(a) General The  Youthbuild program 

is authorized under subtltle D of t l t le 
IV  of t h e  National Affordable Housing 
Act (12 U.S.C R011), a:; added hy section 
lG4 of t he  Housing and Communlty De- 
velopment Act o f  1!)92 (Pub. L. 102-550). 

[b) Authorfry restriction No provision 
of the  Yourhbuild program may he con- 
strued to authorize any agency, officer, 
or employee of the United States t o  ex- 
ercise any  direction, supervisiori, n r  
control over the curriculum, program 
OF instruction, administration. or per- 
sonnel of a n y  educational instttution. 
school, or school system, or over t h e  
selection of library resources, text- 
books, o r  o ther  printed or published in- 
structional materials used by any edu- 
cational insti tution or school system 
participating in a.Youthbuild program. 

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

gram a r e  set out in sect~on 1 5 1  of t h e  
National Affordable Housing Ac t  142 
U.S.C 12899) ("NAHP.") 

[GI FI? 52187, act. 4 199GJ 

4 585.3 Program components. 
A Youthbuild implementation pro- 

gram uses comprehensive and mul t i -  
disciplinary approaches designed t o  
prepare young adults who have dropped 
out of high school for educational and 
employment opportunities by employ- 
ing them as constructron trainees on 
work s i tes  for housing designated for 
homeless persons and low- and ve:y 
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- 
tively implemented. Youthbuild pro- 
grams must contain the three compo- 
nents  described in paragraphs (a). (b) 
and (d) of this  section. Other  activit ies 
described in paragraph (c) of thls scc- 
tion are  optional: 

(a) Educamnal servms, including: 
(1 )  Services and acti\rities designed t o  

meet the  basic educational needs of 
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CIRCULAR NO. A-322 
R ~ v i s e d  iqay 10, 2004 

SUBJECT': Cost Priiiciples for Non-Profit 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 (OMB) 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. T h i s  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. A11 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, 
this Circular shall apply; if a subaward is to a commercial organization, the 
cost principles applicable to commercial concerns shall apply; if a subaward is 
to a college or university, Circular A - i l l  shall apply; if a subaward is to a 
State, local, or federally-recognized Indian tribal government, Circular A-87 
shall apply. 

i 
I 
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( 1  1 1 s operated primarily for sci.ent;fiC, ~:dricati.nrtal., service, 
char1 table, 07 similar piizposes i.n the publ . ic  interest: 

(2: I S  not oryariized primarily f o r  profpt; and 

( 3 )  uses its net proceeds to maintain, improve, and/or expand its 
operati.oris. For this purpose, the term "rion-profit organization" Excludes (11 

colleges and universities; (ii) hospitals; (iii) State, local, and federally- 
recognized Indian tribal governments; and (iv) those 
non-profit organizations which are excluded from coverage of this Cj r cu la r  in 
accordance wi.th paragraph 5. 

b Prior approval means securing the awarding dgency's permisslop in 
advance to incur cos t  f o r  those items that are designated as requiring prior 
appl-oval by the Circular. Generally this permission will be in writing. Where 
an Ltem of cost requiring prior approval is specified in the budget of an award, 
approval of the budget constitutes approval of that cost 

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

6. Responsibilities. Agencies responsible for administering programs that 
involve a w a r d s  to nun-profit organizations shall implement the provisions of 
this Circular. Upon request, implementing instruction shall be furnished to 
OMB. Agencies shall. designate a liaison official to serve as the agency 
representative on matters relating to the impiementation of this Circular. The 
name and title of s u c h  representativs shall be furnished to OMB within 30 days 
of t h e  date of this Circular. 

7 .  Attachments. The principlcs and related policy guides are set forth in the 
following Attachments: 

AtEachment A - General Principles 

Attachment B - Selected Items of Cost 

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

8. Requests for exceptions. OME may qrant exceptions to the requirements of 
this Circular when permissible under  existing law. However, in the interest of 
achieving maximum unifornuty, exceptions w i l l  b e  permitted only in highly 
unusual circumstances. 

9. Effective Date. T h o  provlsions of this Circular a l e  effective immediately 
Implementation shall be phased in by incorporating the provisions into new 
awards made after tne start of the organization's next iiscal year For  
existing awards, the new principles may be applied L f  an organization and the 
cognizant Fecleral agency agree. Earlier implementation, or a delay in 
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:mp! enlentat ioi!  o f  i r i d i v i d u a l  p r u v i s i o n s ,  is a l s o  I j t - rn i l r ted  hy m u t u a  I agi-eerrlenr 
he tween  an o r y a n i z a t i  ais and :lie cognizant Federal  ageiicy. 

10. 1 n q u i r i t . c .  Fur t l~er  i r i formacion  coneerni.nq ch is  C i r c u l a r  may be obtained by 
c o n t a c t i n g  the O f f i c e  o i  Fed:?iaI Pinanci .a l  Kanagement, OPE, W a s h i n g ~ o n ,  DC 
20503, teleptiorie 1202) 395-31493. 
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ATTACHMENT A 
C i r c u l a r  No. B-i2? 

1 . Genera l  

2. S s r n p J  . L ~ J  ed al1oc:scion mettlcid 

2. Ivlui t i p 1  e ai1ocat;cn base method 

4. D i r e c t  allocation method 

5 .  Special indirect ccst races 
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E. 

1 .  Definition:; 

2 .  N ~ g o t i a t i o n  ;,rid a p p r o v a l  oi raLes  

Negotiation , iid Approva l  of 1ndl1-ect Cost Rates  



RTTAZHMENT A 
Circular N O  A - 1 2 2  

2 .  r a c t o r s  a f f e c t i n g  i ~ i J ~ w ~ : ~ o i l i t y  of  c o s t s .  T o  be .allowable under 
iiWar<J, cosLs must meet t h e  fo l lowing  gene ra l  c r i t e r i a :  

i i .  Be reasonable f o r  "Le  performance of the award ano  be alJi!c:arile 
t h e r e t o  under  t h e s e  p r i n c i p l e s .  

12. Conform t o  a n y  L imi t a t ions  o r  exc1.usions sot f o r t h  i n  t hese  
p r L n c l p . l e S  o r  i n  t h e  awairri d s  ;o types  o r  aniount C J ~  cost jtems. 

d .  Be accorded  c o n s i s t e n t  t r ea tmen t  

e .  Be de termined  i n  accordance w i t h  qeneral!y accepted  i ~ c ~ o u n t ~ n q  
p i i n c i p l e s  (GAAP).  

f .  Not be i n c l u d e a  d S  a c o s t  o r  used  t o  meet cost s h a r i n g  o r  
m a r c h i n g  r equ i r emen t s  of  any otnez federally-financed program i n  e i z n e r  the 
c u r r e n t  o r  a p r i o r  p e r i o d .  

q .  B e  adequarely documented 

3 .  Reasonable c o s t s .  k c a s t  i s  reasof iab ie  i f ,  In  i t s  n a t u r e  o r  m o u n t ,  
it does n o t  exceed t h a t  which wocld be i n c u r r e d  b y  a p ruden t  person under the 
c i r c u m s t a n c e s  prevailing a t  the t i m e  t h e  d e c i s i o n  was nade t o  i n c u r  t h e  c o s t s .  
The question of t h e  r e a s o n a b l e n e s s  of  s p e c i f i c  ccsts m u s t  be scrutinized ti) 
p a r t i c u l a r  c a r e  i n  c2nnec t ior ;  w i t h  o r g a n i z a t i o n s  o r  sepa ra t e  d i v i s i o n s  LrlereoL 
which r e c e i v e  the preponderance  3 f  t h e i r  support from a w a r d s  made b y  Federal  
agencies. I n  determining :he reasonableness  of a given c o s t ,  c o n s i d e r d t i o n  
shall be g iven  t o :  

a .  Whether t h e  Cost i s  of a t ype  generally recognized a s  ord ina ry  
and  necessary f o r  t h e  operatian of  :he o r g a n i z a t i o c  or tie performance of t h e  
a w a r d .  

,.__._--__.._ ~ . ~ ... .--c_G__- I 
I 0 I _._ . ______.. - 
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I J .  The  r e s t r a i n t s  o r  I equ i r emen t s  imposed by s u c h  f a c t o r s  a s  
genera l  1 y accep:  ed sound bus i r iess  p r a c t i c e s ,  arms l eng t l i  b a i - g a i m n g ,  Federa l  ar id 
S t a t e  l a w s  a n d  1 eguda t ions ,  and termr and c o n d i t i o n s  of t he  award.  

c. Whettler t h e  i r idividi la ls  concerried a c t e d  w i t h  pruderice i n  t h e  
cii-cunrsLaiices, cor i s ider ing  t h e i r  r e s p o n s i b i l i t i e s  t o  t h e  o r g a n i z a t i o n ,  i t s  
memJ:)ers, employee-,  and c l i e n ' ; ~ ,  t h e  public a t  l a r g e ,  a n d  t h e  Federal 
Government. 

d .  S i g n i f i c a n t  d e v i a t i o n s  from1 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 r g a n i z a t i o n  which 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. M l o c a b l e  costs 

a .  H c o s t  is 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  a s  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 e c e i v e d .  A c o s t  i s  a l l o c a b l e  t o  a Fede ra l  award if i t  i s  
t r e a t e d  c o n s i s t e n t l y  w i t h  o t h e r  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  
c i r cums tances  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 )  B e n e f i t s  bo th  t h e  award and o t h e r  work and can be  
d i s t r i b u c e d  i n  r ea sonab le  p r o p o r t i o n  t o  t h e  b e n e f i t s  r e c e i v e d ,  o r  

( 3 )  I s  n e c e s s a r y  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 though  a d i r e c t  r e l a c 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 c o s t  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 j e c t i v e  
under  these p r i n c i p l e s  may no t  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  avo id  r e s t r i c t i o n s  imposed by law o r  b y  t h e  t e r m s  of 
t h e  award 

5 .  App l i cab le  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 e d u c t i o n  of expend i tu re s  which o p e r a t e  t o  o f f s e t  o r  r educe  expense i t e m s  t h a t  
a r e  a l l o c a b l e  t o  awards a s  d i r e c t  o r  i n d i r e c t  c o s t s .  T y p i c a l  examples  of  such  
t r a n s a c t i o n s  a r e :  purchzse  d i s c o u n t s ,  r e b a t e s  o r  a l l o w a n c e s ,  r e c o v e r i e s  o r  
i n d e m n i t i e s  on l o s s e s ,  i n s u r a n c e  r e f u n d s ,  and a d j u s t m e n 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  b y  t h e  
o r g a n i z a t i o n  r e l a t e  t o  a l lowab le  c o s t ,  t h e y  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 e d u c t i o n  o r  cash  r e f u n d ,  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  
Go~7erninent t o  f i n a n c e  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 
t r e a t e d  a s  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.he concep t  of n e t t i n g  s u c h  c r ed i t  
items a g a i n s t  r e l a t e d  expend i tu re s  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  in 
determ-ini.~lg t h e  r a t e s  o r  amounts t o  be cha rged  t o  F e d e r a l  awards f o r  s e r v i c e s  
rendered  whenever Lhe i a c i l i t i  e s  o r  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  have been f inanced  d i r e c t l y ,  i n  whole or i n  p a r t ,  by F e d e r a l  f u n d s .  

c . For  r u l e s  cove r ing  program income ( i  . e . ,  g r o s s  income e a r n e d  
from i 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 )  s e e  S e c .  _ .  2 4  of O f f i c e  of Management arid 
Budget ( O M E )  C i . r c u 1 a r  A-110,  "[Jniform Hdmin i . s t r a t ive  Requirements  for G r a n t s  arid 
Agreements w i t h  l n s t j . t u t i o n s  of Higher  E d u c a t i o n ,  Hcspl ra l . s ,  and O t h e r  13on- 
P ~ o f  i t O r g a n  i 7.d t I on s . " 
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E;. Advance understand2.ngs.  Under any g iven  award, t l h t .  r e a sonab lenzss  arici 

a!.locabi3.1.ty of  cer ta j in  i;ems of  c o s t s  may be d i f f i c u l t  t o  de--ermine. This J.S 

p d r C !  r u l a r  L y  t r u e  j.11 zonnec t ion  w i t h  o r g a n i z a t i o n s  t h a t  recei . / e  a preponderance 
of Ehei.1 s u p p o r t  from F e d e r a l  a g e n c j e s .  I n  o r d e r  t o  avoid su:-isequent 
d i s a 1 . J  owar i co  o r  d i s p u t e  based on unreasonabl.eness or rronalJ.o:_ibiJ i:y, it 
o f t e n  desirable t o  seek  a w:- i t ten agreement w i t h  t h e  zognizzr!: 3r awarding 
ageincy i n  advance o f  :he i n c u c r e n z e  of s p e c i a l  o r  unusuai  c o s ~ s .  The absence of 
art a d v a n c e  agreement a n y  e1.ement of  c o s t  will n o t ,  i n  i t s e . . f ,  a f f e c t  t h e  
r e a s o n a b L e n e s s  o r  allocabili t y  of t h a t  e lement .  

7. Condi. t i o n a l  exempt ions  

a .  3ME a u t h o r i z e s  c o n d i t i o n a l  exemption from OMB a d m i n i s t r a t i  ve 
r e q u i r e m e n t s  and c o s t  p r i n c i p l e s  c i r c u l a r s  f o r  c e r t a i n  F e d e r a l  programs v i  t h  
s t a t u t o r i l y - a u t h o r i z e d  c o n s o l i d a t e d  p l ann ing  and conso l ida t ed  a d m i n i s t r a t i v e  
f u n d i n g ,  t h a t  a r e  i d e n t i f i e d  by  a Federa l  agency and  approved by t h e  head o f  
t h e  E x e c u t i v e  depar tment  or e s t a b l i s h m e n t .  A F e d e r a l  agency s h a l l  c o n s u l t  w i t h  
OMR d u r i n q  i ts c o n s i u e r a t i o n  of whether t o  g r a n t  such  a n  exemption. 

b .  To promote e f f j . c j . e n c y  i n  S t a t e  a n d  l o c a l  program a d m i n i s t r a t i o n ,  
wheri F e d e r a l  non-en t i t l emen t  programs w i t h  common purposes  have s p e c i f i c  
S t a t u  t o r i 1  y- a u t h o r i  zed c o n s o l i d a t e d  p lanning  and cons01 ida t e d  a d m i n i s t r a t i v e  
f u n d i n g  and uhere  most of  t h e  S t a t e  agency ' s  r e s o u r c e s  come from non-Federal  
soui:ces, Fede ra l  a g e n c i e s  may exempt t h e s e  cove red  S ta t e -admin i s t e red ,  n o n -  
e n t i  t l e m e n t  g r a n t  programs from c e r t a i n  OMB g r a n t s  management r e q u i r e m e n t s .  The 
e x e m p t i o n s  would be from a l l  b u t  t h e  a l l o c a b i l i t y  o f  costs p r o v i s i o n s  of OMB 
C i r c u l a r s  A-87  (Attachment  A ,  s u b s e c t i o n  C . 3 ) ,  "Cos t  P r i n c i p l e s  f o r  S t a t e ,  
L o c a l ,  a n d  I n d i a n  T r i b a l  Governments ,"  A - 2 1  ( S e c t i o n  C ,  subpar t  41, "Cos t  
P r i n c i p l e s  f o r  Educa t iona l  I n s t i t u t i o n s ,  " and A-122 (Attachment A ,  s u b s e c t i o n  
A .  4 ) , " C o s t  P r i n c i p l e s  f o r  Non-Profi t  O r g a n i z a t i o n s ,  ' I  and from all of t h e  
a d m i n i s t r a t i v e  r equ i r emen t s  p r o v i s i o n s  of OMB C i r c u l a r  A-110,  "Uniform 
A d m i r i i s t r a  t i v e  Requirements  f o r  Gran t s  and Agreements  w i t h  I n s t i t u t i o n s  of 
H i g h e r  E d u c a t i o n ,  H o s p i t a l s ,  and  C)ther Non-Prof i t  Organizat?ons, " and t h e  
a g e n c i e s  g r a n t s  management common r u l e .  

c .  When a F e d e r a l  agency p rov ides  t h i s  f l o x i b i l i t y ,  a s  a 
p r e r e q u i s i t e  t o  a S t a t e ' s  e x e r c i s i n g  t h i s  o p t i o n ,  a S t a t e  m u s t  adopt  i t s  own 
w r i t t e n  f i s c a l  and a d m i n i s t r a t i v e  requi rements  f o r  expending and accoun t ing  for 
a l l  f u n d s ,  which a r e  c o n s i s t e n t  wi th  t h e  p r o v i s i o n s  o f  OMB C i r c u l a r  A - 8 7 ,  and 
p-xtend s u c h  p o l i c i e s  to a l l  s u b r e c i p i e n t s .  These f i s c a l  and a d m i n i s t r a t i v e  
r e q u i r e m e n t s  must be s u f f i c i e n t l y  s p e c i f i c  t o  e n s u r e  t h a t :  f u n d s  a re  used i n  
c o m p l i a n c e  wi th  a l l  a p p l i c a b l e  Fede ra l  s t a t u t o r y  a n d  r egu la to ry  p r o v i s i o n s ,  
cos t s  a r e  r easonab le  and n e c e s s a r y  f o r  o p e r a t i n g  these programs, and funds  a r e  
n o t  be u s e d  f o r  g e n e r a l  e x p e n s e s  r e q u i r e d  t o  c a r r y  o u t  o ther  r e s p o n s i b i l i t i e s  of 
a S t a t e  o r  i t s  s u b r e c i p i e n t s .  

B .  Di rec t  C o s t s  

1. Direct c o s t s  a r e  t h o s e  t h a t  can be i d e n t i f i e d  s p e c i f i c a l l y  w i t h  a 
p a r t i c u l a r  f i n a l  cost  o b j e c t i v e ,  i . e . ,  a p a r t i c u l a r  award, p r o l e c t ,  s e r v i c e ,  o r  
o t h e r  d i r e c t  a c t i v i t y  of an  o r g a n i z a t i o n .  However, a cost  may not  be a s s i g n e d  
t o  a n  award  a s  a d i r e c t  cos t  i f  any o t h e r  c o s t  i n c u r r e d  f o r  t h e  same purpose, i r i  
l i k e  c i r c u m s t a n c e ,  h a s  been a l l o c a t e d  t o  a n  award a s  a n  i n d i r e c t  c o s t .  C o s t s  
i d e n t i f i e d  s p e c i f i c a l l y  w i t h  awards a r e  d i r e c t  cos t s  of t h e  awards and a r e  t o  be 
a s s i g n e d  d i r e c t l y  t h e r e t o .  Costs i d e n t i f i e d  s p e c i f i c a l l y  w i t h  o t h e r  f i n a l  c o s t  
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2. A n y  d i r e c t  cos t  of m i r i o i -  amount may be t r e a t e d  as an i i i d i r e c r  C , ; J S ~  

f o r  reasons of pnac!ic;;li t y  where t h e  account ing  t r t a t m e n t  f o r  such cos t  1:. 

corisisLerir1y app l i ed  t o  z l l  f - inal  c o s t  o b j e c t i v e s .  

3 .  'I'lie cost o f  c e r t a i n  activities a r e  riot a l l o w a b l e  a s  c h a r g e s  CG F e d e i - ~ l  
awards ( s e e ,  f o r  example, f u i ~ d r a i s i n g  c v s t s  i n  paragrapl-i  1 7  o f  At tachment  E;. 
However, even though these  costs a r e  unal lowable f o r  purposes  of comput ing  
cha rges  t o  Fede ra l  awards, t l ley nonet t ie less  m u s t  Ise t r e a t e d  a s  d i r e c t  c o s t s  f o r  
purposes  of de te rmining  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  their  s h a r e  of t h e  
o r g a n i z a t i o n  ' c  i n d i r e c t  c o s t s  if they  r e p r e s e n t  a c t i v i t i e s  which ( 1 )  i n c l u d e  t h e  
s a l a r i e s  of pe r sonne l ,  ( 2 )  occupy space ,  and ( 3 )  b e n e f i t  from 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 costs 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 h e  genera l  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  
organization's miss ion  m u s t  b e  t r e a t e d  a s  d i r e c t  c o s t s  whether o r  n o t  a l l o w a b l e  
and b e  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  
t y p e s  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 i n f o r m a t i o n  t o  members, l e g i s l a t i v e  o r  
administrative bod ies ,  o r  t h e  p u b l i c .  

C .  Promotion, l o b b y i n g ,  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 confe rences  excep t  t h o s e  h e l d  t o  conduc t  t h e  
g e n e r a l  a d m i n i s t r a r 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 i n v e s t m e n t  of  s p e c i a l  f u n d s  n o t  
used i n  o p e r a t i o n  of rhe o r g a n i z a t i o n .  

f .  Admin i s t r a t ion  of group b e n e f i t s  on behalf  of m e r r b e r s  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 s u r a n c e ,  a n n u i t y  o r  r e t i r e m e n t  p l a n s ,  
f i n a n c i a l  a i d ,  e t c .  

C .  I n d i r e c t  C o s 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 o r  j o i n t  
o b j e c t i v e s  and cannot  he 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 .  Direct cos t  of minor amounts may be t r e a t e d  a s  i n d i r e c t  cos t s  u n d e r  
t h e  c o n d i t i o n s  desc r ibed  1.n subparagraph  B .  2 .  A f t e r  d i r e c t  cos t - s  have  been 
determined and ass igned  d i r e c t l y  t o  awards o r  otkier  work 25 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 t .  those remain ing  t o  be allocated 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 .  A cost  m a y  no t  be a l l o c a t e d  to an award a s  a n  i n d i r e c t  cos t  i f  any  
o ther  c o s t  i n c u r r e d  f o r  the same purpose ,  i n  l i k e  c i r c u m s t a n c e s ,  h a s  beerr 
a s s i g n e d  i o  an a w a r d  a s  a d i r e c t  c o s t .  

2 .  Because of tlie d i v e r s e  c h a r a c t e r i s t i c s  and accoun t ing  p r a c t i c e s  of  
n o n - p r o f i l  o r g a n i z a t i o n s ,  i t  is  n o t  p o s s i b l e  t o  specify t h e  t y p e s  of  c a s t  w h i c h  
may khe c l a s s i f i e d  i t 5  i n d i r e c t  c o s t  i n  a l l  s i t u a c . 1  or i s .  Id0h1ever, t y p i . c a 1  e>:amples  
of i n d i r e c t  cos t  f c i i -  m a n y  non-p ro 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  
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use <J 1 1 o w a n c e s  on build.: n y s  arid equipment, the costs of operating and 
mLilri:.a;.r~i.rig f a c i  lities, drid general administration and general ?xpeR:ie3, such a s  
r r i e  saJ i l r i  e:; and ei:pens:,s of executive o f f 1  cers, p: rsonnel adm1TiiStrJEiOn, and 
a CC!-) UTI t 1 1 1  g 

' I  - .,. . ridirecl. cost? shall be classified withir. two broad categories: 
r d c : . ! . j  ties" and "Hdrni.rl:~stration. " "FacJLiries" is defined as d e p r e c i a x o n  ancl 

use 21-1 ow~iices on buildings, equipment and capital improvement, interest on debt 
~ S ~ C ) C J  aced with certain buildings, equipment and spital improvements, arid 
opera t i.ons arid maintenance expenses. "Administrat:on" is defined as general 
dchni.nistration and general expenses such as the di:'ector's office, accountinq, 
personnel, library expenses and al.1 other types of expenditures not listed 
specif1 call y under one of the subcategories of "Facilities" (including cross 
allocat~ons from other pools, where applicable). T;ee indirect cost rate 
report ].rig requirements i n  subparagraphs U ,  2. e arid 1 1 . 3 . 9 .  

I I .-. 

D. Allocation of Indirect Costs and Determination of Indirect Cost R d t e s  

1 .  General 

a .  Where a non-profit organization has only one malor function, or 
where a1.i its major functions benefit irom its indirect c o s t s  to approximately 
t h e  same degree, the aliocation of indirect costs and the  computation of an 
i ndi rect cost rate may be accomplished through simplified allocation procedures, 
as described in subparagraph 2. 

b. Where an organization has several major functions which benefit 
Erom its indirect costs in varying degrees, allocazion of indirect costs may 
requj-re tihe accumulation of such costs into separate cost groupings which then 
are a l . l o c a t e d  individually to beneficing functioxs by means of a base which  best 
measures the relative degree of benefit. The indirect costs allocated to each 
function are then distributed to individual awards and other activities included 
11: t h a t  f u r i c t i o n  by means of an indirect cost rate(s). 

c. The determination of what coristitutes an organization's major 
functions o r i i i  depend 'on i t s  purpose in 5eing; the types of services it renders 
to the public, its clients, and its members; and t n e  amount of effort it devotes 
50 such activities as fundraising, public information and membership activities. 

d .  Specific methods for allocating indirect costs and computing 
indiroct c33t rates along with the conditions u n d e r  w h i c h  each method stiould be 
used &re described in subparagraphs 2 through 5. 

e. The base period for the allocation of indirect costs is the 
period in which such costs are incurred and accumulated for allocation to work 
performed in that period. The base period normally should coincide with the 
organization's fiscal year but, in any event, shall be so selected as to avoid 
inequities in the allocation of the costs. 

2. Simplified allocation method. 

a. Where an organization's mdjor functions benefit from its 
indirect costs to approximate1 y the same degree, the allocation of indirect 
c o s t s  may be accxnplished by ( I )  separating the organization's total costs for 
t h e  base perid d s  either direct or indirect, and (11) dividing the tot21 
allowable i n c i i r e c t  costs (net of applicable credits) by an equitable 
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dist-.!-ibutJ.on b a s e .  Tlie i-e:: ;ult  of t h i z  p rocess  i s  an i r id i i -ec t  cosl. r a t e  W h l C J i  is 
u s e d  t o  d ; . s t r ibu l . t  I n d i r e c !  cos1.s t o  r i i d i v i d u a l  awards .  Tne  r a c e  s h o u l d  be 
expyesstid a s  tile pei-ceiitagc which tlie r o t a 1  amount of e l lowal i l t  i i i d l r e c t  cc is ts  
hears t o  t h e  base  s e i e c t e d  T h i s  mechod s h ~ u l d  also be used wliei-c a n  
o r g a n i z a t i o r ~  has only one ~rla:jor f u n c t i o n  encompassing ii numher c ) f  ~ i i d i v i d u a l  
pro?ec~s or a c t i v i t i e s ,  an($ m a y  lie used wirere t h e  l e v e l  of Federa! a w a r d s  t o  an 
orgar i iza t lor i  i s  r e l a t i v e 1  y s m a l l .  

h. Both t h e  d i r e c t  costs 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 c a l  e x p e n d i t u r e s  and una l lowab le  c o s t s .  However, unallowarJle c o s t s  w1-1j.ch 
r e p r e s e n t  a c t i v i t i e s  m u s t  be i n c l u d e d  i n  t h e  d i r e c t  costs under the c o n d i t i o n s  
d e s c r i b e d  in Subparagraph B. 3 .  

c .  The d i s t r i b u t i o n  b a s e  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  e x p e n d i t u r e s  and o t h e r  d i s t o r t i n g  i t e m s ,  such 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, o r  o t h e r  base  which r e s u l t s  i n  an 
equitable 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  pa rag raph  32 of  Attachment E .  

d .  Except where a s p e c i a l  r a t e ( s )  i s  r e q u i r e d  i n  a c c o r d a n c e  w i t h  
subparagraph  5,  t h e  i n d i r e c t  c o s t  r a t e  deve loped  under  t h e  above p r i n c i p l e s  i s  
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 s p e c i a l  r a t e ( s )  i s  required,  
a p p r o p r i a t e  mod i f i ca t ions  s h a l l  be  made i n  o r d e r  to d e v e l o p  t h e  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  
Fede ra l  fund ing  of d i r e c t  costs i n  a f i s c a l  y e a r ,  a b r e a k o u 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  
d e f i n e d  i n  subparagraph C . 3 ,  is  r e q u i r e d ;  The r a t e  i n  each  case  s h a l l  be s t a t e d  
as t h e  p e r c e n t a g e  which  t h e  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  or kdKlLRiS~ratiO?l) is of the  d i s t r i b u t i o n  b a s e  i d e n t i f i e d  w i t h  
t h a t  c a t e g o r y .  

3 .  M u l t i p l e  a l l o c a t i o n  base  method 

a .  General .  Where a n  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  i t s  
major f u n c t i o n s  i n  vary ing  d e g r e e s ,  i n d i r e c t  c o s t s  s h a l l  be  a c c u m u l a t e d  i n t o  
s e p a r a t e  c o s t  groupings,  as  d e s c r i b e d  i n  subpa rag raph  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 b a s e  which 
b e s t  measures  t h e  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  p o o l  
are d e s c r i b e d  i n  subparagraph c .  

b .  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 .  Cost group ings  s h a l l  be 
e s t a h l i s h e d  so  as t o  permi t  t h e  a l l o c a t i o n  of each  g roup ing  on c h e  b a s i s  o f  
b e n e f i t s  p rov ided  t o  t h e  major  f u n c t i o n s .  Each g r o u p i n g  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  o f  l i k e  c h a r a c t e r  i n  t e rms  o f  f u n c t i o n s  they b e n e f i t  arid i n  
terms of t h e  a l l o c a t i o n  base  whicli b e s t  measures  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  t h e  two b r o a d  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 ,  " a s  d e s c r i b e d  i n  subpa rag raph  C .  3 .  The 
indirect cost poo l s  a r e  defined a s  follows: 

i I )  Deprec ia t ion  and use  a l l o w a n c e s .  The expenses  under  t h i s  
i-leading a r e  t h e  p o r t i o n  o f  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  and b u i l d i n g s ,  and equipment w h i c h  a r e  computed i n  
accordance w i t h  paragraph 11 of Actachment 8 ( " D e p r e c i a t i o n  and u s e  
allowances") . 
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(Z! I n t e r e s t .  I r i tere- i t  on deb t  a s soc ia t ed  wirh c e z t a i n  
nuj 3.dincJ.5, r-qi.iiprnen; and c a p i t a l  improv:?ments a r e  computed I n  accordance w i t h  
p a r a g r a p h  %?, of Attachment H ( " T n t e r e s ; " )  . 

(3) 0perat i .on a n d  maintenance expenses .  Tne expenses  under 
this r1ead.i.nq are t hose  t . ha t ,  have been ncuzred f o r  t h e  admin i sy ra t ion ,  
operatJ .On,  maintenance,  p:-eservati .on,  and p r o t e c t i o n  of  the o r g a n i z a t i o n ' s  
p h y s i  c a l  pl a n t .  They : .ncJ  ude expenses -1ormal1y i n c u r r e d  f o r  such i t ems  as: 
j d r 1 . i  t 0 r ia .L  arid u t i l i . t y  ~ e r v i c e s ;  repairs and o r d i n a r y  or normal a l t e r a t >  01-1s of 
nui.l.di.ngs, Eurn i tu re  a n d  equipment;  care of g rounds ;  naintenance and opera t i  on 
of b u l l c l 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 ;  eaxhquake  and d i s a s t e r  
p r e p a r e d n e s s ;  envi ronmenta l  s a f e t y ;  hazardous was te  d isposa l ;  p r o p e r t y ,  
l i a b i l i  t y  arid o t h e r  i n s u r a n c e  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 j  1 j Iiy p1 anning  and management; and, c e n t r a l  r e c e i v i n g .  The o p e r a t i o n  and 
m a i n t e n a n c e  expenses  c a t e g o r y  s h a l l  als3 i n c l u d e  i t s  a l locab le  s h a r e  of f r i n g e  
be r i 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 )  Genera l  adminis t ra t i .on  and gene ra l  expenses .  The expenses  
u n d e r  t h i . s  headi.ng 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  t h e  o v e r a l l  gene ra l  
e x e c ~ i 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 h e  o r g a n i z a t i o n  and o t h e r  expenses  of a 
generd3.  n a t u r e  which do no t  r e l a t e  solely t o  any major func t ion  of t h e  
o r g a n i z a t i o n .  Th i s  c a t e g o r y  s h a l l  a l s o  i n c l u d e  i t s  a l l o c a b l e  s h a r e  of f r i n g e  
b e n e f i t  c o s t s ,  o p e r a t i o n  and maintenance expense ,  d e p r e c i a t i o n  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 i c e s ,  s u c h  a s  t h e  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 ,  b u s i n e s s  
s e r v i c e s ,  budget  and p l a n n i n g ,  pe r sonne l ,  s a f e t y  and risk management, gene ra l  
c o u n s e l ,  management i n f o r m a t i o n  systems,  and l i b r a r y  c o s t s .  

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  s h o u l d  be exerc ised  t o  ensu re  t h a t  
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  a r e  t r e a t e d  
c o n s i s t e n t l y  as 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  
t e c h n i . c a 1  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  cha rges ,  
c o m p u t e r  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  c o s t s  s h a l l  be  t r e a t e d  J S  
d i r e c t  costs wherever  i d e n 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 o f  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 normal ly  be t r e a t e d  a s  
i n d i r e c t  c o s t s .  D i r e c t  c h a r g i n g  o f  t h e s e  c o s t s  may De a p p r o p r i a t e  where a maj,-,r 
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 e q u i r e s  and budgers  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 n v o l v e d  can  be i d e n t i f i e d  w i t h  t h e  
program or a c t i v i t y .  I t e m s  s u c h  a s  o f i 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 n o r m a l l y  be t r e a t e d  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  sha l l  be  taken  i n t o  accoun-i 
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  
h e n e f i t t i n g  f u n c t i o n s .  The 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  c o s t s  t o  c o s 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 a c e a b l e  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 no r  t h e  e f f e c t  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 r o u p i n g  d i r e c t l y  t o  t h e  f u n c t i o n  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 t h e  expenses  i n  a c o s t  g r o u p i n g  a r e  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  u s e  of  a s e l ec t ed  b a s e  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  F e d e r a l  Government and t h e  o r g a n i z a t i o n .  
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  hero in  
u n l e s s  i t  can be  d e m o n s t r a t e d  t h a t  t h e  u s e  o f  a d i f f e r e n t  b a s e  would r e s u l t  i n  a 
more e q v . 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  a v a i l a b l e  base 
would n o t  i n c r e a s e  t h e  c o s t s  charged t o  s p o n s o r e d  awards.  The r e s u l t s  of 
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( a )  Ueprec ia t ion  o r  use  a l lowances  01-1 b u i l d i r l g s  used  
c - ' x C 1 u s i v T 1 y  1 1 1  t h e  conduct of a s i n g l e  func t i .on ,  and o n  c a p i t a l  improvements  and 
tiquiprnerii used in such b u i l d i n g s ,  s h a l l  lie a s s i g n e d  tc tliat, f u n c t i o n .  

( b )  D e p r e c i a t i o n  o r  use a l lowances  on b u i l d i n g s  used  f o r  
more than  one func t ion ,  and on c a p i t a l  improvenients and equipment used i n  such  
b u i l d i n g s ,  s h a l l  he 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 t h e  b a s i s  o f  u s a b l e  s q u a r e  feet of s p a c e ,  excluding common a r e a s ,  
such  a s  ha l lways ,  s t a i r w e l l s ,  and r e s t r o o m s .  

( c )  D e p r e c i a t i o n  o r  u s e  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  de te rmined  by  t h e  users  
of t h e  s p a c e )  s h a l l  be t r e a t e d  a s  fo l lows .  The cost of each j o i n t l y  u s e d  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 t h e  b a s i s  o f :  

(i) t h e  employees and o t h e r  u s e r s  on a f u l l - t i m e  
e q u i v a l e n t  (FTE) b a s i s  or 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  s p a c e ;  o r  

(ii) organ iza t ion -wide  employee FTEs or s a l a r i e s  
and wages a p p l i c a b l e  t o  t h e  b e n e f i t c i n g  f u n c t i o n s  o f  t h e  o r g a n i z a t i o n .  

( d )  D e p r e c i a t i o n  or use  a l lowances  on c e r t a i n  c a p i t a l  
improvements t o  l a n d ,  such as  paved p a r k i n g  a r e a s ,  f e n c e s ,  s i d e w a l k s ,  and  t h e  
l i k e ,  n o t  i nc luded  i n  t he  c o s t  of 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  u s e r  
c a t e g o r i e s  o n  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 211  employees a p p l i c a b l e  t o  t h e  f u n c r 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  d e p r e c i a t i o n  o r  u se  a l lowances  on t h e  b u i l d i n g s ,  e q u i p m e n t  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 main tenance  e x p e n s e s .  O p e r a t i o n  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  t h e  d e p r e c i a t i o n  
and use  a l lowances .  

( 4 )  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  arid genera l  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 niodif ied t o t a l  d i r e c t  c o s t s  (MTDC) , a s  d e s c r i b e d  i n  s u b p a r a g r a p h  D .  3 .  f .  
The expenses  included i n  t h i s  c a t e g o r y  cou ld  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 r g a n i z z t i o n  t o  which they  r e n d e r  s e r v i c e s  o r  p r o v i d e  b e n e f i t s .  
The a o q r e g a t e  expenses of each  group s h a l l  t hen  be a l l o c a t e d  t o  b e n e f i t t i n g  
func t lo r i s  based ori IvlTDC. 

d. Order ol d i s t r i b u t i o n .  

(1) I n d i r e c t  c o s t  c a t e g o r i e s  cons i sc i r iq  of d e p r e c i a t i o n  and 
use a l lnwcnces ,  i i ~ t e r e s t ,  ope ra t io r i  and  ma in tenance ,  and  g e n e r a l  a c l n i i n i s t r a t i o n  



(2) Normal.ly, an i n d i r e c t  c o s t  category w i > . l  be co;iside:ed 
c l o s e d  o n c e  i t  has been ail:,:;ated t o  o the r  c o s t  o b j e c t i v e s ,  and c o s t s  s h a j . 1  no: 
he subsequently a i l o c a t e d  t: i t .  However, a c r o s s  a l l o c a t i 9 n  of costs between 
' r w o  or more i n d i r e c t  c o s t s  c a t e g o r i e s  could be used  i f  such a l l o c a t i o n  will 
r e s u l t  in a more e q u i t a b l e  d l l o c a t i o n  of c o s t s .  I f  a cross a l l o c a t i o n  1s u s e d ,  
an a p p r o p r i a t e  m o d i f i c a t i o n  to t h e  composi t ion of  t h e  i n d i r e c t  c o s t  c a t e g o r i e s  
1.s r e q u i - r e d .  

e .  Appi.i.cation of i n d i r e c t  c o s t  r a t e  o r  rates.  Except where a 
spec j -a1  i n d L r e c t  c o s t  Kate ( s )  is r equ i r ed  i n  accordance  w i t h  subparagraph  D. 5, 
t h e  s e p a r a t e  groupings  of  i 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 func t ior i  st ial!  
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  func t ion .  The c o s t s  i n  t h e  
common pool  s h a l l  then be distributed to i n d i v i d u a l  awards inc luded  i n  t h a t  
f u n c t i o n  by use of a s i n g l e  i n d i r e c t .  cos t  r a t e .  

f .  D i s t r i b u t i o n  basi .s .  I n d i r e c t  c o s t s  s h a 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 t h i n  each major 
f u n c t i o n  o n  t h e  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 ,  ma 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  and 
s u b c o n t r a c t s  up t o  t h e  f i r s t  $ 2 5 , 0 0 0  of each s u b g r a n t  o r  s u b c o n t r a c t  ( r e g a r d l e s s  
o f  t h e  p e r i o d  covered  b y  t h e  subgran t  o r  s u b c o n t r a c t ) .  Equipment, z a p i t a l  
e x p e n d i t u r e s ,  cha rges  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 t h e  p o r t i o n  i n  excess  
of  $ 2 5 , 0 0 0  shall be exc luded  from MTDC. P a r t i c i p a n t  support c o s t s  s h a l l  
g e n e r a l l y  be exc luded  from MTDC. Other  i t ems  may only be excluded when t h e  
F e d e r a l  c o s t  cogn izan t  agency de te rmines  t h a t  an exclusion i s  nocessa ry  t o  a v o i d  
a serious i n e q u i t y  L n  t h e  d ; 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  c o s 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  s h a l l  be s t a t e d  a s  t h e  pe rcen tage  which t h e  amount o f  the p a r t i c u l a r  
i n d i r e c t  cost pool i s  of t h e  d i s t r i b u t i o n  b a s e  i d e n t i f i e d  w i t h  t h a t  p o o 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  o r  d e t e r m i n a t i o n  agreement shall i n c l u d e  
d e v e l o p m e n t  of t h e  r a t e  f o r  each i n d i r e c t  c o s t  p o o l  a s  w e l l  a s  t h e  c 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  w i t h i n  two 
b r o a d  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 ,  " as  desc r ibed  in 
s u b p a r a g r a p h  C . 3 .  

4 .  DJ r e c t  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  all c o s 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  and gene ra l  e x p e n s e s .  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 :  (1) Genera l  
a d m i n i s t r a t i o n  a n d  g e n e r a l  expenses ,  ( i i )  f u n d r a i s i n g ,  and (iii) o t n 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 ,  
such as  d e p r e c i a t i o n ,  r e n t a l  cos;s, o p e r a t i o n  and maintenance of f a c i l i t i e s ,  
t e l e p h o n e  expenses ,  arid the Like a r e  p r o r a t e d  i n d i v i d u a l l y  a s  d i r e c t  c o s t s  t o  
e a c h  c a t e g o r y  and t o  each award G?T o t h e r  a c t i v i t y  us ing  d b d s e  most a p p r o p r i a t e  
t o  t h e  p a r t i c u l a r  c o s t  b e i n g  p r o r a t e d .  

b. This method 1s a c c e p t a b l e ,  p r o v i d e d  each joint c o s t  i s  p r o r a t e d  
u s A n g  a b a s e  which a c c u r a k e l y  measures  t h e  b e n e f i t s  provided t o  each dward or  

& 
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otlhe~. a c t . l v i t y ,  The b a s e s  m u s t  be escabl iThed  in accordance  wi th 1-easoriahle 
c r iLe i - i z ,  and b q : ?  supported by c u r r e n t  d a t a .  T h i s  metilo0 15, corripaCi.ble with L l i e  
SLaridards of Accounting and F i ~ i a r i c i a l  lt<epc!l-ting f o r  V o J  untal-)' He;] t h  arid I d e j f a r e  
O r g a n i z a t i o n s  issued j o i n t 1  y by t h e  NatioriaJ Jlealtli C o u i i c i l ,  I I I C . ,  tlie N a t i o n &  
A s s e m b l y  of Volunrary H e a l t h  and S o c i a l  WeJ f a r e  O r g a n i z a t i o n s ,  and ';lie UniLed 
Way of  Pmer ich .  

c .  Under  t h i s  method, i n d i r e c ~  coscs  corrsi st e x c l u s i v e l y  yer ie r ; l l  
a d m i n i s t r a t i o n  and g e n e r a l  e x p e n s e s ,  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 a t e s  s h a l l  be  computed i n  tkie 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  o r  f o r  each major f u n c t i o n  o f  
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  it wou1.d not  t a k e  i n t o  a c c o u n t  
t h o s e  d i f f e r e n t  f a c t o r s  w h i c h  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 m a y  be t h a t  performed under a s i n g l e  award or it may c o n s i s t  of 
work under  a group of awards performed i n  a common envi ronment .  T h e s e  f a c t o r s  
may i n c i u d e  t h e  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  
s u p p o r t  r e q u i r e d ,  t he  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 s o u r c e s  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  or t e c h n i c a l  s k i l l s  i n v o l v e d ,  t h e  o r g a n i z a t i o n a l  
a r r angemen t s  used,  o r  any combina t 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 a p p e a 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  s h o u l d  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 . '  
shou ld  be developed du r ing  t h e  c o u r s e  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  c o s t  r a t e  r e s u l t i n g  the re f rom s h o u l d  be  used,  p r o v i d e d  i t  i s  
de termined  t h a t  ( i )  che r a t e  d i f f e r s  s i g n i f i c a n t l y  f rom t h a t  which would h a v e  
been o b t a i n e d  under subpa rag raphs  2 ,  3, and 4 ,  and (ii) t 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 .  N e g o t i a t i o n  and Approval of I n d i r e c t  C o s t  R a t e s  

1. D e f i n i t i o n s .  As used  i n  c h i s  s e c t i o n ,  t h e  f o l l o w i n g  t e r m s  h a v e  t h e  
m a n i n g s  s e t  
f o r t h  bel  ow : 

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  
negotiating and approving i n d i r e c t  c o s t  r a t e s  f o r  a n o n - p r o f i t  o r g a n i z a t i o n  on 
beha l f  of a l l  r e d e r a l  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 .  The 
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  not  s u b j e c t  t o  a d j u s t m e n t .  

c .  Fixed r a t e  means an i n d i r e c t  c o s t  r a t e  w h i c h  has  t h e  same 
c h a r a c t e r i s t i c s  a s  a p rede te rmined  r a t e ,  excep t  t h a t  t h e  d i f f e r e n c e  be tween t h e  
e s t i m a t e d  c o s t s  arid t h e  a c t u a l  c o s t s  of t h e  p e r i o d  c o v e r e d  by t h e  r a t e  i s  
c a r r i e d  f o r d a r d  a s  an ad jus tment  t o  t h e  r a t e  computb t ion  of  a s u b s e q u e n t  p e r i o d .  

d .  Final r a t e  means a n  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  
pas t  p e r i o d  which i s  based o n  t h e  a c t u a l  costs of t h e  p e r i o d .  A f i n a l  r a t e  i s  
not  s u b j e c t  t o  ad jus tmen t .  



e .  Pr : jv i s iona l  r a t e  o r  b;.jI.inq r a t e  means a ternporaiv i n d . i r e c t  co2 t  
i:dte a p p l i c a b l e  to a specir lec!  p e r i o d  which 1.3 r i s e d  Eo: fu: ,dinq,  i n t e r i m  
r e i x n b u r s e m e n t ,  and r e p o r t i n g  j - r rdirect  c o s t s  o r !  awards  pend. nq t h e  es tab l i s f iment  
o f  a fj.na; r a t e  Lo:- t h e  p e r i o d  

f. LndI r e c t  cos t  uropusal means t h e  documenta..ion p repa red  b y  an 
o r - g a r i ~ ~ r ? t . ~ . c ) n  t o  siJi::stantiate : t:; c l a i m  101- t h e  reimbursement of i n d i r e c t  c : ) s t s  
This ~ r o p o s a l  prov!des  t h e  b a s i s  f o r  :he review and  n e g o t i ~ t i o n  i .eading to t h e  
e s t a k L i s h m e n t  of d:? o r g a n i z a t i o n ' s  ~ . n d i r e c t  c o s t  r s t e .  

q .  Cost 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  , .onal s u b d i v i s i o n ,  
c o n t r a c t ,  q r a n t ,  or o t h e r  work u n i t  f o r  w h i c h  cost  d a t a  a r e  d e s i r e d  and f o r  
wh.ich p r o v i s i o n  i s  made t o  accumula te  and measure t h e  cost of p r o c e s s e s ,  
p r o j e c t s ,  jabs and c a p i t a l i z e d  p r o j e c t s .  

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 .  Unless  d i f f e r e n t  a r rangements  a r e  agreed  t o  by t h e  agenc ie s  
c o n c e r n e d ,  t h e  Fede ra l  agency w i t h  t h e  l a r g e s t  d o l l a r  value of 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  arid 
a p p r o v a l  o f  t h e  i n d i r e c t  cost  r a t e s  and, where n e c e s s a r y ,  o t h e r  r a tes  s u c h  as  
f r i n g e  benef1 . t  and computer charge-out  r a t e s .  Once an agency is ass igned  
c o g n i z a n c e  f o r  a p a r t i c u l a r  non-prof  i t  o r g a n i z a t i o n ,  t h e  ass ignment  w i l l  not be 
changed u n l e s s  t h e r e  i s  a major long-term s h i f t  i n  t h e  dol lar  volume of  t h e  
F e d e r a l  awards  t o  t h e  o r g a n i z a t i o n .  All conce rned  Federal  a g e n c i e s  s h a l l  be 
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  h a s  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  Federal a g e n c i e s .  When a 
F e d e r a l  agency  h a s  reason  t o  b e l i e v e  t h a t  s p e c i a l  ope ra t ing  f a c t o r s  a f f e c t i n g  
i t s  a w a r d s  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 wi th  
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 ime t h e  r a t e s  are 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  aqency .  

h .  A non-p ro f i t  o r g a n i z a t i o n  w h i c h  h a s  no t  p rev ious ly  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 t e  wi th  a F e d e r a l  agency s h a l l  submit  i t s  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  immediately a f t e r  t h e  o r g a n i z a t i o n  i s  advised t h a t  an award will 
be  made a n d ,  i n  no e v e n t ,  l a t e r  t han  t h r e e  rrronths a f t e r  the 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  have p r e v i o u s l y  e s t a b l i s h e d  i n d i r e c t  c o s t  
r a t e s  mus t  s u b m i t  a new i n d i r e c t  c o s t  p roposa l  t o  t h e  cognizant  agency d i t h i n  
s i x  mon ths  a f t e r  :he c l o s e  of  each  f i s c a l  y e d r .  

d .  A prede-ermined r a t e  may De n e g o t i a t e d  f o r  u s e  on awards where 
t h e r e  i s  r e a s o n a b l e  a s s u r a n c e ,  based  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 l e c t i o n  
of t h e  o r g a n i z a t i o n ' s  c o s t s ,  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 t e  Dased 
on t n 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 .  Fixed r a t e s  may be n e g o t i a t e d  where  predetermined r a t e s  a r e  no t  
considered 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  not be n e g o t i a t e d  i f  (1) 
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  a w a r d s  a r e  expec ted  t o  e x p i r e  
b e f o r e  t h e  ca r ry - fo rward  a d j u s t m e n t  can be made; (ii) the m i x  of Fede ra l  and 
n o n - F e d e r a l  w o r k  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  permit an e q u i t a b i e  
c a r r y - f o r w a r d  ad jus tmen t ;  o r  (iii) t h e  o r g a n i z a t i o n ' s  ope ra t ions  f 3 u c t . u a t e  
s i g n i f i c a n t l y  f rorn year  t o  y e a r .  

E .  P r o v i s i o n a l  and  f i n a l  r a r e 5  shall be nego t i a t ed  whe:-e n e i t h e r  
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1-1, li a d i s p u t e  ai-i:ies 1 1 1  a negotiation oi an ind i rec t  cos1 rate 
m T w e e r l  ~ l t e  coqn izan t  a y e r ~ c y  ai-10' the r ~ o r ~ - p r ~ f i t  o r g a n i . z a t i o n ,  -,the d i s p u c e  s h a l  1 
!x resol veo' 1 1 1  accordance w i . t h  tlie appeals procedures of the  c o g n i z a n t  a g e n c y .  

1. 3'0 t h e  e x t e n t  t h a t  problems a r e  encountered  among t h e  F e d e r a l  
agencies in c o n n e c t i o n  w i t 1 1  t h e  negotiation and  approva l  p rocess ,  OMB will l e n d  
a s s i s t a n c e  a s  r e q u i r e d  t o  r e s o l v e  s u c h  problems in d time1 y m a n n e r .  

17 
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W 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 1 Is 
A1 C O h < >  li c beverages 
A r i d i  t costs and r e l a t e d  s e r v i c e s  
Had d e b t s  
Bonding cos ts  
Communi.cs t ion cozts 
Compensation f o r  p e r s o n a l  serv3.ces 
Cont ingency  provis.Lons 
Defense  and p rosecu t ion  of c r i m i n a l  a n d  ::J V J  1 proceedings, cJ.almc, appea l s  
a n d  pa t e n t  infri.ngemerit 
D e p r e c i a t i o n  a n d  use a l lowances  
Dona t jons  and c o n t r i b u t i o n s  
Employee morale, h e a l t h ,  arid w e 1  i a r e  co:;t..s 
E n t e r t a i n m e n t  c o s t s  
E q i ~  i pme n t a n d o t h e r c a p I t a 1 e x p e Ji d 1 t u r e 7, 

F i n e s  a n d  pena l  t i e s  
Fund r a i s i n g  and inves tmen t  management ::r?zts 
G a i n s  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  p e r s o n a l  u s e  
Housing and pe r sona l  l i v i n g  expenses  
I d l e  f a c i l i t i e s  and idle c a p a c i t y  
I n s u r a n c e  and i n d e m n i f i c a t i o n  
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 11 g 
L o s s e s  on o t h e r  sponsored agreements  o r  c.3ntract.s 
Main tenance  and r e p a i r  costs 
M a t e r i a l s  and s u p p l i e s  c o s t s  
M e e t i n g s  and confe rences  
Memberships,  s u b s c r i p t i o n s ,  and p r o f e z r i o n a l  a c t i v i r y  c o s t s  
O r g a n i z a t i o n  costs 
Page cha rges  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  ,costs 
Pre-agreement  cos t s  
P r o f e s s i o n a l  s e r v i c e s  cos ts  
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  costs 
Reconvers ion  c o s t s  
R e c r u i t i n g  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 
i i o y a l t i e s  and o t h e r  costs f o r  u s e  o f  p a z e r i t s  J r ) d  L : J ~ I ) ~ I '  I <jk;t:, 

S e l . l i n g  and marke t ing  
S p e c i a l i z e d  s e r v i c e  f a c i l i t i e s  
T a x e s  
T e r m i n a t i o n  c o s t s  a p p l i c a b l e  t o  sponsored  agreements 
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ATTACHMENT 5 
Circular  No. A-122 

Parograpl -1% i ::hrouqh 5 3  pyoi / ide  prJ iiciplc-5 tc, b e  a p p l i e u  ; I; e s t t i b l i s h i n g  the 
s l . l o w a t 1 i l ~ t y  of c e r t a i n  items of c o s t .  Ttlese p r i n c i p l e s  apply wkiether a C( jS t .  1 5  

t z e a t e d  as d i r e c t  GI i n d i r e c t .  F ~ i l u r e  t o  ment ion a p a r t i c u l a r  i t e m  of cost J.S 

riot i n t e n d e d  t o  i m p l y  t h a t  i t  i s  una l lowable ;  r a t h e r ,  de te rmina t ion  a s  L O  

a l l . o w a h i L i t y  ~.r l  each c a s e  Sh0uJ .d  be based on t h e  treatmenL or p r i n c i p l e s  
provj .ded  :or s i m i l a r  o r  r e l a t e d  i t ems  of cost..  

1 . Advert. i s 2  rig ;And p u b l i c  r e l a t i o n s  cos t s .  

a .  T h e  t erm a d v e r t ~ . s i n g  costs  means t h e  costs of adve:ti.sing media ar id  
c o r o l l a r y  e d n \ i n i s t r a t J . v e  c o s t s .  a d v e r t ]  s i n q  med.ta 1 nc!ude magazines ,  
n e w s p a p e r s ,  r a d i o  arid 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 i t s ,  e l e c t r o n i c  or computer 
t r a n s m i t t a l s ,  and :he I1i .e .  

b. T h e  1:erm p u b l i c  r e l a t i o n s  i n c l u d e s  community r e l a t i o n s  arid means : : h o s e  
a c t i v i t i e s  d e d i c a t e d  t o  rnaintairi ing t h e  image of t h e  non-prof- t  0rqarii .zation or  
mair i ta i r i i .ng o r  promoting unde r s t and ing  and f a v o r a b l e  r e l a t i o n s  w j . t h  t h e  
communi.ty o r  public a t  l a r g e  o r  any segment of t h e  p u b l i c .  

c .  T h e  on ly  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  tnoso which a r e  s c l e l y  f2r: 

( 1 )  The r e c r u i t m e n t  of pe r sonne l  r e q u i r e d  for t h e  performance S y  t h e  
n o n - p r o f i t  organization of o b l i g a t i o n s  a r i s i n g  u n d e r  a Federal  award (See  a l s o  
A t t a c h m e n t  8, parag raph  Cli, Reczuiting c c s t s ,  and paragraph 4 2 ,  Re loca t lo r?  
c:1sts) ; 

12) The procurement  of  uoods and S e r v i c e s  for tae pezformance o f  s 
F e d e r a l  dward;  

(2j The d i s p c s a l  o f  s c rap  or su rpLus  matoriais acqu i red  i n  tfie 
p e r f o r m a n c e  o f  a Fede ra i  award e x c i p t  when rlon-profit o r j a n i z s t i o n s  are 
r e i m b u r s e d  :or d i s p o s a l  costs a t  a p rede termined  amount; o r  

( 4  j Other  s p e c i f i c  pur;)oses necessa ry  t o  meet t h e  requirements of 
t h e  F e d e r a l  award.  

d. T h e  o ~ l y  a l l o w a b l e  p u b l i c  r e l a t i o n s  c c s t s  a r e :  

(1) Costs s p e c i f i c a l l y  r equ i r ed  by t h e  Federal  award; 

( 2 )  C o s t s  of communicating w i t h  t h e  pilb 
s p e c i f i c  a c t i v i t i e s  o r  accomplishmencs w l ~ i c h  resi;? t 
a w a r d s  (these costs  a r e  cons1 dered necessa ry  a s  p a r  
t h e  Federal award ) ;  o r  

IC and press p e r t a i n i n g  t o  
i ron1 performance of Federz l  
of :ne o u t r e a c h  e f f o r t  f 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 r i  w i t h  n e w s  rneciia a n d  
gove rnmen t  p u b l i c  r e l a t i o n s  officers, t o  the e x t e n t  that s u c h  a c t i . v l t i e s  a r e  
l i m i t e d  %o communication and  l i a i s o n  n e c e s s a r y  keep  t h e  p u b l i c  i r L f o r m c ? d  on 
m h t t e r s  of  p u b l i c  conce rn ,  such  a s  n o t i c e s  of F e d e r a l  c o n t r a c t / g r a n t  awards,  
f i n a n c i a l  m a t t e r s ,  e t c .  

. ,. , -". - .  
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( I )  A l l  a d v e r t i s i n g  and  p u b l i c  relaEclons c o s r ~ s  other  than  a s  
s p e c i f i e d  i n  subparagraphs c ,  d ,  and e ;  

f 2 )  Costs of nree t ings ,  convent ions ,  convoca t ions ,  o r  o t h e r  events 
r e l a t e d  t o  o t h e r  a c t i v i t i e s  of t h e  non-p ro f i t  o rga r i i za t io r 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 ,  d e m o n s t r a t i o n s ,  and e x h i b i t s ;  

( h )  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 i n  c o n j u n c t i o n  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 a n d  
d i s p l a y i n g  e x h i b i t s ,  making d e m o n s t r a t i o n s ,  and p r o v i d i n g  b r i e f i n g s ;  

( 3 )  Costs of  p r o m o t i o n a l  items and memorabi l ia ,  i n c l u d i n g  m o d e l s ,  
g i f t s ,  and souven i r s ;  

( 4 )  Cos ts  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 t h e  non-p ro f i t  o r g a n i z a t i o n .  

2 .  hdv i so ry  Counci l s  

Cos ts  i n c u r r e d  by advisory  c o u n c i l s  or commit tees  a r e  a l l o w a b l e  2s a d i r e c t  cost  
where a u t h o r i z e d  by t h e  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  Federa l  awards.  

3 .  A l c o h o l i c  beverages .  C o s t s  of a l c o h o l i c  b e v e r a g e s  a r e  una l lowab le  

4 .  Audi t  c o s t s  and r e l a t e d  s e r ~ i c e s  

a The c o s t s  of a u d i t s  r e q u i r e d  by , and per formed i n  accordance  w i t h ,  t h e  
S ing ie  Audit  Act, as implemented by C i r c u l a r  P,-133, "Audi t s  of S t a t e s ,  Loca l  
Governments, and Non-Profit  O r g a n i z a t i o n s "  a r e  a l l o w a b l e .  Also see 31 USC 
7505(b) and s e c t i o n  230 ("Audi t  Cos ts" )  of C i r c u l a r  A-133. 

b .  Other aud.1.t costs  a r e  a l l o w a b l e  i f  i nc luded  i.n a n  i n d i r e c t  ccst r a t e  
p r o p o s a l ,  01- if s p e c i f i c a l l y  approved by the  a w a r d i n g  agency a s  a d i r e c t  cost to 
an award. 

c .  The cost  o f  agreed-upori p r o c e d u r e s  engagements  to moni tor  s u b r e c i p i e n t s  W h o  
a r e  exempted frorr! ?,-I33 under  sec t j .on  2 U O ( d )  a r e  a l l o w a b l e ,  s u b j e c t  t o  t h e  
c o n d i t i o n s  l i s t e d  i n  A-1-33, s e c t i o n  2 3 0  [b) (2). 

. . . . . . . . . .. . 
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d. Hondi.ng c o s t s  a r i s e  when t h e  Fede ra l  Government rc-.quires a s su rance  
a q a i n n t  f i r i d r i c i a l  I.oss to c s e l f  91 o t h e r s  by r eason  of tile a c t  or d e f a u l t  of 
tire non- pro:^ 1' o r g a n i z a t i o n .  They a r i s e  a l s o  i n  i n s t ances  where tne nor -p ro f1  i 
 organ^ z a t i o t - ~  r e q u i r e s  s imi . la r  a s s u r a n c e .  Included a r e  such bonds ils bl.d, 
pc!rformanc:e, paymerit, advance  payment,  i n f r ingemen t ,  and C J  d e l i t y  uondr,. 

b .  C o s t s  of bonding requil-ed pursuant  t o  t h e  terms o f  t h e  award a r e  
a l l o w a b l e  

c .  Costs of bonding r e q u i r e d  by the  n o n - p r o f i t  o rqan iza t ion  i n  t he  
q n r i e r a l  conduct  o f  i t s  o p e r a t i o n s  a r e  allowab1.e to t h e  ex ten t  t h a t  s u c h  bonding 
1s i n  acco rdance  w j . t n  sound b u s i n e s s  prac t j . ce  and t h e  r a t e s  and premiums a r e  
reasonab1.e  under t h e  c i r c u m s t a n c e s .  

7 Communication cos ts .  Costs i n c u r r e d  f o r  t e l e p h o n e  s e r v i c e s ,  l o c a l  arid long 
c l ~  s t a n c e  t e l ephone  c a l l s ,  t e l e g r a m s ,  pos tage ,  messenger ,  e l e c t r o n i c  o r  computer 
t r d n s m ~ t t a l  s e r v i c e s  and t h e  l i k e  a r e  a l l o w a b l e .  

8 .  Compensat ion f o r  pe r sona l  s e r v i c e s ,  

a .  D e f i n i t i o n .  Compensation f o r  p e r s o n a l  s e r v i c e s  i n c l u d e s  a l l  
c o m p e n s a t i o n  p a i d  c u r r e n t l y  o r  acc rued  by t h e  o r g a n i z a t i o n  f o r  s e r v i c e s  of 
e m p l o y e e s  rendered  dur ing  t h e  p e r i o d  of t h e  award ( excep t  as  o t h e r w i s e  provided 
i n  s u b p a r a g r a p h  h ) .  I t  i nc l i l des ,  bu t  i s  not l i m i t e d  t o ,  s a l a r i e s ,  wages,  
director's and execu t ive  committee member's f e e s ,  i n c e n t i v e  awards,  E r i n g e  
~ e n e f i t s ,  pensj.on p l an  c o s t s ,  a l lowances  f o r  o f f - s i t e  pay, i n c e n t i v e  pay ,  
l o c a t i o n  a l lowances ,  ha rdsh ip  pay ,  and c c s t  of l i v i n g  d i f f e r e n t i a l s .  

b .  A l l o w a b i l i t y .  Except a s  o the rwise  s p e c i f i c a l l y  p r v i d e c i  i n  this 
p a r a g r a p h ,  rhe c o s t s  of s u c h  compensat ion a r e  a l l o w a b l e  to t h e  e x t e x t  t h a t :  

(1) T o t a l  compensat ion t o  i n d i v i d u a l  employees i s  r e a s o n a b l e  f o r  the 
s e r v i c s s  rendered  and conforms t o  t h e  e s t a b l i s h e d  prJ l icy of the o r g a n i z a t i o n  
c o n s i s t e n t l y  a p p l i e d  t o  both F e d e r a l  and non-Federal  a c t i v i t i e s ;  and 

( 2 )  Charges t o  awards whether t r e a t e d  a s  d i r e c t  o r  i n d i r e c t  c o s t s  
a r e  d e t e r m i n e d  and suppor ted  a s  required i n  t h i s  2a rag raph .  

c .  Reasonableness .  

(1)  When =he organization i s  p r e d o m i n a n t l y  engaged ir: a c t i v i t i e s  
o t h e r  t h a n  t h o s e  sponsored by the Federa l  Government, compensation f o r  employees 
o n  f e d e r a l l y - s p o n s o r e d  work will be consi.dered r easonab le  t o  t h e  e l : tent  t h a t  it 
i s  consistent with t h a t  p a i d  f o r  s i m i l a r  wsrk i n  t h e  o r g a n i z a t i o n ' s  o t h e r  
a c t i v i t i e s .  

( 2 )  When the  o r g a n i z a t i o n  i s  p r e d o m i n a n t l y  engaqed i n  f e d e r a l l y -  
s p o n s o r e d  a c t i v i t i e s  arid i n  c a s e s  where t h e  k ind  of  employees r e q u i r e d  f o r  t h e  
Federal a c t i v i t i e s  a r e  not  found i n  t h e  o r g a n i z a t i o n ' s  o t h e r  a c t i v i t i e s ,  



comjlerisstj on io1 errrployees on f e d e r a l l y  i;ponsored work will be coi ls ideret i  
:-easonalsle tc tlie e x t e n t  t h a t  i t  i s  CGmpci:-ablf t o  t h a t  p a i d  f o r  s i m i l a i -  WOL-): J J !  

cl-ie >abor  market?; L ~ I  which t h e  01-ganizar ?or1 competes  f o r  rhe kind o f  employees 
LnvoJ vec i .  

ti. S p e c i a l  c o n s i d e r a t i o n s  i n  aett:-mining a l l o w a b i l i t y .  C e r t a i n  
: ;o r id i r io~rs  requ1.r-e s p e c i a 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  deLerrninlrici 
:;osts under  FederaL awards where amounts or  t y p e s  of compensation appear  
un reasonab le .  Among such c o n d i t i o n s  a r t  t h e  f o i loh l ing:  

( 1 )  Compensation t o  members C J f  n o n - p r o f i t  o r g a n i z a t i o n s ,  t r u s t e e s ,  
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 h e r e o f .  
Determina t ion  should be made t h a t  s u c h  compensat ion i s  r easonab le  for t h e  a c t u a l  
pe r sona l  s e r v i c e s  rendered r a t h e r  t han  a d i s t r i b u t i o n  of e a r n i n g s  i n  e x c e s s  of  
c o s t s .  

( 2 )  A n y  change i n  an o r g a n i z a t i o n ' s  compensat ion policy r e s u l t i n g  i n  
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 compensat ion,  p a r t i c u l a r l y  
when i t  was concur ren t  w i t h  an i n c r e a s e  i n  t h e  r a t i o  of Federa l  awards t o  o t h e r  
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  o r  any change i n  t h e  t r ea tmen t  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  F e d e r a l  p o l i c y .  

e .  Unallowable c o s t s .  C o s t s  which a r e  u n a l l o w a b l e  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 l o w a b l e  under  t h i s  paragraph  s o l e l y  on t h e  
b a s i s  t h a t  t h e y  c o n s t i t u t e  p e r s o n a l  compensat ion.  

f. Overt ime,  ex t ra -pay  shift, and m u l t i - s h i f t  p r e m i u m s .  Premiums for 
over t ime ,  ex t r a -pay  s h i f t s ,  and m u l t i - s h i f t  work a r e  a l lowab le  o n l y  w i t h  t h e  
p s i o r  approva l  of  t he  awarding agency  excep t :  

(1) When necessa ry  t o  cope wich emergenc ie s ,  s u c h  as t h o s e  r e s u l t i n g  
from a c c i d e n t s ,  n a t u r a l  d i s a s t e r s ,  breakdowns of equipment ,  or o c c a s i o n a l  
o p e r a t i o n a l  b o t t l e n e c k s  o f  a s p o r a d i c  n a t u r e .  

( 2 )  When employees a r e  per forming  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  accoun t ing .  

( 3 )  I n  t h e  per formance  of t e s t s ,  l a b o r a t o r y  p rocedures ,  o r  o t h e r  
similar o p e r a t i o n s  which a r e  c o n t i n u o u s  in n a t u r e  and cannot  r e a s o n a b l y  b e  
1 n t er r u p t  ed o r  o t h e rw1 s e comp 1 e t  ed  . 

( 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 .  r r i n g e  b e n e f i t s  

(1) Fr inge  b e n e f i t s  i n  t h e  form of r e g u l a r  compensat ion p a i d  t o  
employees d u r i n g  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  
l e a v e ,  s i c k  l e a v e ,  m i l i t a r y  l e a v e ,  arid the l i k e ,  a r e  a l lowab le ,  p rov ided  such  
c c s t s  a r c  absorbed by a l l  o r g a n i z a t i o n  a c t i v i t i e s  in p r o p o r t i o n  t o  t h e  relative 
amount of time o r  e f f o r 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  form of  employer  c o n t r i b u t i o n s  01 
expenses  for s o c i a l  s e c u r i t y ,  employee i n s u r a n c e ,  workmen's compensat ion 
insurancc- . ,  per ts ior  p l a n  c o s t s  ( s e e  subparagraph  r l ) ,  and t h e  l i k e ,  a r e  a l l o w a b l e ,  
provided such b e n e f i t s  a r e  granted i r l  accordance  w i t h  e s t a h l i s h e d  wi- i t ten  
o rgan izaz ion  p o l i c i e s .  Such b e n e f i t s  whetl-ier t r e a t e d  as  i n d i r e c t  c o s t s  o r  a s  
d i r e c t  cos t s ,  s h a l l  be  d i s t r i b u t e d  t o  particular awards  and other a c t i v i t i e s  i n  



(7) ( a )  Prov i s jons  for a r e s e r v e  u n d e r  a ? e l f - i n s u r a n c e  proqrdm 
for uri?inp:cjyment. compensati.on o r  workers ' compsnsatiorj  are a1iowabl.e t o  t.hp 
ex t en t  : . ha t  t h e  p r o v i s i o n s  r e p r e s e n t  r easonab le  estima';.s of t h e  1 i a b i l j . t i e s  f o r  
s u c k  compensa t ion ,  and t h e  type_s o f  coverage ,  e x t e n t  oi coverage,, and r a t e s  arid 
premiums would have beer) allowab3e had l r isurancz been purchased t.o cover  the  
r isks .  However, p r o v i s i o n s  f o r  s e l f - i n s u r e d  l i a b i l i t i z s  which do n o t  become 
p a y a b l e  f o r  more than  one year  a f t e r  t h e  p r o v i s i o n  i s  rade s h a l l  no t  exceed t h e  
p r e s e n t  va lue  o f  t h e  l i a b i l i t y .  

( b )  Where an o r g a n i z a t i o n  f o l l o w s  a cons i s t en t  p o l i c y  of 
experi:j?.riq a c t u a l  payments t o ,  o r  on b e h a l f  o f ,  employees o r  former employees for  
uriernpl.oynierit compensat ion o r  workers ' compensat ion,  s u c h  payments a r e  a l lowable 
in t h e  y e a r  of  payment w i t h  t h e  p r i o r  approval  of t h e  awarding 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) C o s t s  of i n su rance  on t h e  l i v e s  of t r u s t e e s ,  o f f i c e z s ,  o r  o ther  
employees  ho ld ing  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 y  are a l lowab le  o n l y  t o  t h e  
e x t e n t  t h a t  t h e  j n s u r a n c e  r e p r e s e n t s  a d d i t i o n a l  compensation. The  c o s t s  of s u c h  
i n s u r a n c e  when t h e  o r g a n i z a t i o n  i s  named a s  b e n e f i c i a r y  are unal lowable .  

ti Organi z a t i o n - f u r n i s h e d  au tomobi l e s .  That  po r t ion  of t h e  c o s t  of 
o r g a n i ; a t ~ o n - f u r n i s h e d  au tomobi les  t h a t  r e l a t e s  t o  personal  use by employees 
( i n c l u d i n g  t r a n s p o r t a t i o n  t o  and from w o r k )  is unal lowable as f r i n g e  b e n e f i t  o r  
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  i s  r epor t ed  as t a x a b l e  Jncome to 
the  employees .  These c o s t s  a r e  a l lowab le  a s  d i r e c t  c o s t s  t o  sponsored  award 
when n e c e s s a r y  f o r  t h e  performance of t h e  sponsored  award and approved b\r 
awarding  a g e n c i e s .  

1. Pension p l a n  c o s t s .  

(1 )  Cos t s  o f  t h e  o r g a n i z a t i o n ' s  pens ion  p lan  which a r e  i n c u r r e d  i n  
a c c o r d a n c e  w i r h  t h e  e s t a b l i s h e d  p o l i c i e s  of t h e  o rgan ida t ion  a r e  a l l o w a b l e ,  
p r o v i d e d  : 

{ a )  S u c h  p o l i c i e s  meet t h e  t e s 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 )  The c o s t  a s s igned  t o  each f i s c a l  year i s  de t e rmined  in 
accordance  w i t h  g e n e r a l l y  accepted  accoun t ing  p r i n c i p i e s  (GAAP) , a s  p resc r ibed  
i n  Account ing  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  a s s igned  t o  a g iven  f i s c a l  year  a r e  funded f o r  
a l l  p l a n  p a r t i c i p a n t s  w i t h i n  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  pens ion  c o s t s  caused by a d e l a y  in 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  quarFer of the  y e a r  t o  which 
such c o s t s  a r e  ass1 griabl e a r e  una l lowab le .  

( 2 )  Pension p l an  t e r m i n a t i o n  i n s u r a n c e  premiums p a i d  pu r suan t  t o  t h e  
Employee Ret i rement  Income S e c u r i t y  A c t  [ERISA) of 1974 (Pub. L .  53-406) a r e  
a l l o w a b l e .  La te  payment cha rges  on s u c h  premiums a r e  unal lowable.  
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j . Incen t ive  compensa t ion .  ~ r l c e j l r i v e  com.peiisat.Lor1 to employees hazed 0 1 )  

c o s t  r educ t io r , ,  or e f f i c i e n t  pei-formarice, s o y y e s t i  o n  awards ,  s a f e t y  awards ,  
e c c .  , are a l lowable  t o  the e x t e n t  t h a t  t h e  overal.1 compensation is de te rmi  Tied t ( i  

L J ~  r e a s o n a b l e  and s u c h  cosLs a r e  p a i d  or  acc rued  pu r suan t  L O  an agreement  
e n t e r e d  i n t o  i n  good f a j  th j j p ~ w e e i i  t h e  o r g a n i z a t i o i i  and  the employees thefore t : h ~  
services w e r e  rendered,  or  p u r s u a n i :  to ari e s t a b l i s h e d  p l a n  fo l lowed by the 
o r g a n i z a t i o n  so  c o n s i s t e n t l y  as to imply ,  in e f f e c t ,  an agreement t o  make s u c h  
payment. 

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

a payment i n  add i t ion  t o  r e g u l a r  s a l a r i e s  and wages,  by o r g a n i z a t i o n s  t o  w o r k e r s  
whose employment i s  be ing  t e r m i n a t e d .  Cos t s  of seve rance  pay 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  i n  each c a s e ,  i t  i s  r e q u i r e d  by 

( a )  law, 
( 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 )  c i r c u m s t a n c e s  o f  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 i v i d e d  i n t o  two c a t e g o r l e s  as  

( a )  Ac tua l  normal  tu rnove r  s e v e r a n c e  payments s h a l l  b e  
follows : 

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 g a n i z a t i o n  p rov ides  for  a r e s e r v e  
f o r  normal severances ,  s u c h  mechod w i l l  be a c c e p t a b l e  if t h e  c h a r g e  t o  c u r r e n t  
operaTions  i s  r easonab le  i n  l i g h t  of payments a c t u a l l y  made f o r  normal 
seve rances  o ~ e r  a r e p r e s e n t a t i v e  p a s t  p e r i o d ,  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 seve rance  pay 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  c o s t s  by means of an a c c r u a l  w i l l  no t  a c h i e v e  equirry 
to both p a r t i e s .  Thus ,  a c c r u a l s  for t h i s  purpose a r e  no t  a l l o w a b l e .  However, t h e  
Federa l  Government r ecogn izes  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  will b e  c o n s i d e r e d  
on a case-by-case  b a s i s  i n  t h e  even t  o r  o c c u r r e n c e  

(c) Costs i n c u r r e d  i n  c e r t a i n  seve rance  pay  p a c k a g e s  !commonly 
known a s  "a  golden pa rachu te"  payment)  which a re  i n  a n  amount i n  e x c e s s  of t h e  
normal seve rance  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 t e r m i n a t i o n  of  
employment and a r e  paid t o  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  o v e r ,  o r  ownership o f ,  t h e  o r g a n i z a t i o n  ' s a s s e t s  a r e  u n a l l o w a b l e .  

( d )  Severance  payments to f o r e i g n  n a t i o n a l s  employed by t h e  
o r g a n i z a t i o n  ou t s ide  t h e  Un i t ed  S t a t e s ,  t o  t h e  e x t e n t  t h a t  t h e  amount e x c e e d s  
rhe customary o r  p r e v a i l i n g  p r a c t i c e s  for t h e  o r g a n i z a t i o n  in t h e  Uni ted  States 
a = e  una l lowab le ,  un less  t h e y  a r e  necessa ry  f o r  t h e  performance of F e d e r a l  
p rograms  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 r g a n i z a t i o n  ou t s ide  t h e  Uni ted  S t a t e s  due t o  the t e r m i n a t i o n  of t h e  f o r e i g n  
na t iona l  a s  a r e s u l t  of t h e  closing 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  1317, t l ie  
o r g a n i z a t i o n  i n  t h a t  coun t ry ,  z r e  unal lowable ,  u n l e s s  they  a r e  n e c e s s a r y  f o r  ttie 
performance o f  Federal  programs 2nd approved by awarding a g e n c i e s .  
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11 ) Charges to awards f o r  s a l a r i s s  and wages, whether t r e a t e d  as 
d i r e  : co3t-s o r  i n d i r e c t  cost:;, w i l l  be based on documented p a y r o l l s  app1::ve.j by 
a re' rmr is ih le  o f f i c i a l ( s )  of  t h e  o r g a n i z a t i o n .  The d i s t r i b u t i o n  of s a l a r i e s  and 
wage to awards m u s t  be suppor ted  b y  personnel  a c t i v i t y  r e p o r t s ,  a s  p r e s c r i b e d  
i n  s: .:>paragraph (2), except  when a s u b s t i t u t e  sys tem has been approved jn 
w r i t : . n q  hy t h e  cogn izan t  agency .  ( S e e  subparaqraph E . 2  of Attachment P.. 1 

(2) Repor ts  r e f l e c t i n g  t h e  d i s t r i b u t i o n  o f  a c t i v i t y  of  each  e m p l o y %  
must be main ta ined  f o r  a l l  s t a f f  members ( p r o f e s s i o n a l s  and n o n p r o f e s s i o n a l s )  
Whos~. compensat ion i s  charged ,  i n  whole o r  ir! p a r t ,  d i r e c t l y  t o  awards .  II? 
addi.1 i o n ,  i n  o r d e r  to suppor t  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 ,  such  r e p o r t s  
must a l s o  be main ta ined  f o r  o t h e r  employees whose work involves  two o r  more 
f u n c t  J o n s  o r  a c t i v i t j e s  i f  a d i s t r i b u t i o n  o f  t h e i r  compensation between s u c h  
f u n c v i o n s  o r  a c t i  V J  t i .es IS needed i n  t h e  d e t e r m i n a t i o n  of The o r g a n i z a t i o n ' s  
indi: ect c o s t  r a t e ( s )  ( e , 3 . ,  an employee eitgaqed p a r t - t i m e  in i n d i r e c t  c o s t  
a c t i v i t i e s  and p a r t - t ~ . m e  i n  a d i r e c t  f u n c t i o n ) .  Repor ts  maintained by non- 
p r o f :  t orqaniz .a t . ions t o  s a t i s f y  t h e s e  requi rements  must meet t h e  f o l l o w i n g  
standards: 

( a )  T h e  r e p o r t s  must r e f l e c t  a n  a f t e r - t h e - f a c t  de t e rmind t ion  
o f  t h e  a c t u a l  a c t i v i t y  of each  employee. Budget e s t i m a t e s  ( i . e . ,  e s t i m a t e s  
d e t e r m i n e d  b e f o r e  t h e  s e r v i c e s  a r e  per formed)  do n o t  qua l i fy  a s  s u p p o r t  foz 
c h a r q e s  t o  awards .  

( b )  Each r e p o r t  must account  f o r  t h e  t o t a l  a c t i v i t y  f o r  which 
e m p l o y e e s  a r e  compensated and which i s  r e q u i r e d  i n  f u l f i l l m e n t  of t h e i r  
o b l i g a t i o n s  t o  the o r g a n i z a t i o n .  

( c )  The r e p o r t s  must be s igned  by t h e  i n d i v i d u a l  employee, 3r 

by a r e s p o n s i b l e  s u p e r v i s o r y  o f f i c i a l  having  f i r s t  hand knowledge of t h e  
a c t i i r i t i e s  performed by t h e  employee, t h a t  t he  d i s t r i b u t i o a  of  a c t i v i E y  
r e p r e s e n t s  a r e a s o n a b l e  e s t i m a t e  of t h e  a r t u a l  work performed by t h e  employee 
d u r i n g  ~ h e  p e r i o d s  covered  by t h e  r e p o r c s .  

id )  The r e p o r t s  m u s t  be p repa red  at l e a s t  monthly and m u s t  
coincide K i t h  one oz more pay p e r i o d s .  

( 3 )  Charges f o r  t h e  s a l a r i e s  and wages o f  nonprofess iona l  employees, 
i n  a d d i t i o n  t o  t h e  s u p p o r t i n g  documenta t ion  d e s c r i b e d  i n  subparagraphs  (1) and 
( 2 1 ,  must  a l s o  be suppor t ed  by r e c o r d s  i n d i c a t i n g  t h e  t o t a l  number o f  hours  
worked each  d a y  ma in ta ined  i n  conformance wi th  Department of Labor r e g u l a t i o n s  
i m p l e m e n t i n g  t h e  F a i r  Labor  S t a n d a r d s  Acr (FLSA) (29 CFR. D a r t  516). For t h i s  
p u r p o s e ,  the t e rm " n o n p r o f e s s i o n a l  employee" s h a l l  have the  same meaning a s  
"nonexempt employee, " under  FLSA. 

( 4 )  S a l a r i e s  and wages of  employees used i n  meeting c o s t  s h a r i n g  o r  
m a t c n i n g  r equ i r emen t s  on awards m u s t  be sup2ortecl  in the  same mariner a s  s a l a r i e s  
and vjages claimed for re imbursement  from awarding agenc ie s  

9 .  Cont ingency  p r o v i s i o n s .  C o n t r i b u t i o n s  t o  a cont ingency  r e s e r v e  o r  any 
s i m i l a r  provision made f o r  e v e n t s  t h e  occur rence  of which cannot be f o r e t o l d  
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T h e  term "contingeilcy reserve" excludes se l f - in su ra r i ce  reserves  ( s e e  A t t a c h r n e n t  E ,  
pa rag iap t i s  8 . ~ .  ( 3 )  a n d  2 2 , ~ ~  ( 2 j  ( d )  ) ;  p e n s i o r i  fund:, ( s e t  paraqraph 8 . i ) :  and i:ect.rves 
for normal severanie  p a y  ( s e e  parag raph  0 .  I: ) 

20. Defense and p rosecu t ion  uf c r i m i n a l  and c i v i l .  proceedirig:;, c l o i n s ,  app5al . s  
arid p a t e n t  in f r ingement .  

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

(1)  Convict ion,  a s  used h e r e i n ,  means a judgment o r  a c o n v l c t l o n  of 
a c r ln i l l i a l  o f f ense  by a n y  cour t  of competent j u r i s d i c t i o n ,  wliether e n t e r e d  upon 
as  a v e r d i c t  o r  a p l e a ,  i n c l u d i n g  a c o n v i c t i o n  due t o  a p l ea  of n o l o  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 
clerical  expenses ;  t h e  c o s t  of l e g a l  s e r v i c e s ,  whether  performed by i n - h o u s e  o r  
p r i v a t e  counse l ;  and the  c o s t s  of t h e  s e r v i c e s  of a c c o u n t a n t s ,  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 t h e  o r g a n i z a t i o n  t o  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 i m i l a r  c o s t s  i n c u r r e d  b e f o r e ,  d u r i n g ,  and a f t e r  
commencement o f  a j u d i c i a l  o r  adxr i in i s t ra r ive  p roceed ing  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  t h e  p r o c e e d i n g s ,  

( 3 )  Fraud, as u s e d  h e r e i n ,  means (iJ a c t s  of  f r a u d  c o r r u p t i o n  o r  '' 

a t t e m p t s  t o  def raud  t h e  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 f o r  debarment  o r  s u s p e n s i o n  ( a s  s p e c i f i e d  i n  a g e n c y  
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, or  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 )  Penal ty  does  n o t  i n c l u d e  r e s t i t u t i o n ,  re imbursement ,  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 .  

b. (1) Except a s  o t h e r w i s e  d e s c r i b e d  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 y  t h e  Fede ra l  Government, o r  a 
S t a t e ,  I .ocal  o r  fore ign  government ,  a r e  no t  a l l o w a b l e  i f  t h e  p r o c e e d i n g :  (1) 
r e l a t e s  t o  a v i o l a t i o n  o f ,  or f a i l u r e  t o  comply w i t h ,  a F e d e r a l ,  S t a t e ,  l o c a l  o r  
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 t s  a g e n t s  and 
employees ) ,  and ( 2 )  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 )  In a c r i m i n a l  p roceed ing ,  a c o n v i c t i o n  

( b )  I n  a c i v i l  01 a d m i n i s t r a t i v e  p roceed ing  i n v o l v i n g  a n  
a l l e g a t i o n  of f raud  o r  similar misconduct ,  a d e t e r m i n a t i o n  of o r g a n i z a t i o n a l  
1 i alji 1 i. t. y . 

! c )  I n  t h e  case  of any c i v i l  o r  a d m i n i s t r a t i v e  proceed. i r iq ,  rhe 
impos i t j on  of  a monetary  p e n a l t y  

( d )  11 f i n a l  decision by an a p p r o p r i a t e  Fede ra l  o f f i c i a l  t o  
debar- o r  suspend t h ~  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) I f  more t han  one proceeding ~ n ~ r o l v e s  the  same a l l eged  
misconduc t ,  the  coi;ts O K  a l l .  suci p roceed inys  shall be  unallowable I f  any one of 
them r e s u l t s  in one of t h e  d i s p o . . i t i o n s  shown i n  subparagraph b. (1). 

c If d proceeding  r e f e r r e d  to i n  subparagraph  b is commenced by t h e  
F e d e r a l  Government: and i s  reso1vL.d b y  consen t  o r  compromise pursuant  t o  z n  
dgruernent e n t e r e d  i n t o  by t h e  o r c a n i z a t i o n  and t h e  Federal  Government, t h e n  t h e  
c o s t s  i n c u r r e d  by t h e  o r g a n i z a t i o n  i n  connec t ion  w i t h  such proceedinqs that a r e  
o t h e r w i s e  no t  a l l o w a b l e  under  suhparagraph  b may be allowed t o  the  e x t e n t  
Spec)  f I cally provided  i n  s u c h  agreement 

d .  I f  a proceeding  r e f e r r s d  L 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  a u t h o r i z e d  Federa l  o f f i c i a l  may al low t h %  c o s t s  
i n c u r r e d  by t h e  o r g a n i z a t i o n  f o r  s u c h  p roceed ings ,  i f  such au tho r i zed  o f f i c i a l  
d e t e r m i n e s  t h a t  t h e  c o s t s  were i n c u r r e d  a s  a r e s u l t  o f  (1) a s p e c i f i c  term o r  
c o n d i t i o n  of a f ede ra l ly - sponsored  award,  or ( 2 )  s p e c i f i c  w r i t t e n  d i r e c t i o n  of 
an  a u t h o r i z e d  o f f i c j . a l  of t h e  s p c J n s o r i n g  agency.  

e .  C o s t s  i n c u r r e d  i n  connsc t ion  w i t h  p roceed ings  descr ibed  i n  
s u b p a r a g r a p h  b ,  bu t  which a r e  no: made una l lowable  by  tha t  subparagraph,  may he 
a l l o w e d  by t h e  Fede ra l  Government, but o n l y  t o  t h e  e x t e n t  t h a t :  

(1) The c o s t s  a r e  r e a s o n a b l e  i n  r e l a t i o n  t o  t he  a c t i v i t i e s  r e q u i r e d  
t o  dedl w i t h  t h e  proceeding  and t h e  u n d e r l y i n g  cause  of a c t i o n ;  

(2) Paymenc of t h e  c o s t s  i n c u r r e d ,  a s  a l lowab le  and a l l o c a b l e  c o s t s ,  
1s n o t  p r o h i b i t e d  by any o t h e r  provision(s) of t h e  sponsored award; 

13, The c o s t s  a r e  not  o t h e r w i s e  recoTFered from t h e  Federal  
Government o r  a t h i r d  p a r t y ,  e i t?r ; i r  d i r e c t l y  a s  a r e s u l t  cf t h e  proceeding  GJ- 
o t h e r w i s e ;  and,  

(4) The percentage  of c o s t s  a l lowed does  not exceed t h e  pe rcen tage  
d e t e r m i n e d  b y  an authorized Federa l  o f f i c i a l  t o  be a p p r o p r i a t e ,  z o n s i d e r i n g  t h e  
c o m p l e x i t y  of t h e  l i t i g a t i o n ,  g e n e r a l l y  accep ted  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  ac t io r , s  i n v o l v i n g  t h e  Uni ted  S t a t e s  a s  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 p e r c e n t a g e  s n z l l  not exceed 80 
p e r c e n t .  However, if an agreement r eached  under subparagraph  c nas e x p l i c i t l y  
c o n s i d e r e d  t h i s  BTJ percen t  l i m i t a t i o n  and p e r m i t t e d  a higher  percentage ,  then  
t h e  f u l l  amount of  costs r e s u l t i n g  from t h a t  agreement  sna l l  be a l lowab le .  

f. C o s t s  i n c u r r e d  b y  t h e  o r g a n i z a t i o n  i n  connec t ion  w i t h  t h e  de fense  of 
s u i t s  brought b y  i t s  employees o r  ex-employees under  s e c t i o n  2 o f  t h e  Malor 
Fraud  A c t  of 1988  ( P u b .  L .  103-?00), i n c l u d i n g  t h e  cost  o f  a ] !  L - e l J P f  necessa ry  
t c  make such employee wbole, where t h e  o r g a n i z a t i o n  was r r iund  JIJGJP o r  s e t + l r d ,  
a r e  u n a l l o w a b l e .  

g .  Cos t s  of  l e g a l ,  a c c o u n t i n g ,  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 o 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  a g a i r : s t  Federa.L Government claims 01 
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1 1 .  C o s t s  of l e g a l ,  a c c o u n t i n g ,  and con:;ultai-i t  s e r v i c e s ,  arid r e l a t e d  
c o s t s ,  i l l c u r r e d  i i r  connec t ion  w i t h  p a t e n t  i n f :  Ingement l i t i g a t i o n ,  a r e  
u i r a l i  owab1.e u n l e s s  otlrerwj s e  provided  f o r  i l l  1 ire sponsored awards .  

J . Cos15 which lmy be un61.lowaule under t h i s  -paragraph,  inClUdiri9 
d l i - e c t l \ /  a s s o c i a t e d  c o s t s ,  s i r a l l  be sey rega red  and accounted for  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 ,  During t h e  pendency :)f any p roceed ing  covered  b y  
subpa rag raphs  b and f , t h e  Fede ra l  Government s h a l l  g e n e r a l l y  wi thho ld  payment 
of s u c h  c o s t s .  Howevex, if i n  t h e  b e s t  i n t e r e s t s  of t h e  F e d e r a l  Government,  t he  
Federa l  Government may p r o v i d e  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  o f  
adequace s e c u r i t y ,  o r  o t h e r  adequa te  a s s u r a n c e ,  arid 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 lowab le  c o s t s ,  p l u s  i n t e r e s t ,  i f  t h e  c o s t s  a r e  
subsequen t ly  determined t o  be  una l lowable .  

11. D e p r e c i a t i o n  and use a l lowances .  

a .  Compensation f o r  t h e  use  of  b u i l d i n g s ,  o t h e r  c a p i t a l  improvements ,  and  
equipment o n  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  p rov ided  i n  Attachment B, parag raph  f ,  a combinat ion of t h e  two 
metnods may n o t  be used i n  connec t ion  w i t h  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 . ,  
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 u s e  a l lowances  o r  d e p r e c i a t i o n  s h a l l  be b a s e d  on the 
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 n v o l v e d .  The a c q u i s i t i o n  c o s t  of an a s s e t  
donated t o  t h e  non-prof i 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 computation of u s e  a l lowances  o r  d e p r e c i a t i o n  w i l l  e x c l u d e :  

(1) The c o s t  of l a n d ;  

( 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  b o r n e  by o r  
donated by t h e  Federa l  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 t ed  o r  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 o r  f o r  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  s a t i s f a c t i o n  of a s t a t u t o r y  m a t c h i n g  
1- e qu i r erne n t . 

d .  Where d e p r e c i a t i o n  method i s  f o l l o w e d ,  t h e  p e r i o d  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  in each c a s e  f o r  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  o€ t h e  equipment  
u s e d ,  t e c h n o l o g i c a 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 e n e w a l  
and rep lacement  p o l i c i e s  fo l lowed  f o r  t h e  i n d i v i d u a l  items or c l a s s e s  of assets 
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  t h e  c o s t  of arl a s s e t  ( o r  
g r o u ~ ~  of a s s e t s )  to  accoun t ing  p e r i o d s  s h a i l  r e f l e c t  t h e  p a t  t e r n  of c o n s u m p t i o n  
of t h e  a s s e t  du r ing  i t s  u s e f u l  l i f e .  

In tlie absence  of c l e a r  evidei ice  i n d i c a t i n g  t h a t  t h e  expec ted  consumption of  t h e  
a s s e t  w ~ l l  be s i g n i f i c a n t l y  g r e a t e r  o r  l e s s e r  in t h e  e a r l y  p o r t i o n s  of i t s  
u s e f u l  l i f e  than  I I J  t h e  l a t e r  p o r t i o n s ,  t h e  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 u s e d  s h a l l  riot he changed u n l e s s  approved i n  a d v a n c e  
by tlre c o g n i z a n t  Federal  agency ,  When t h e  d e p r e c i a t i o n  method is i n t r o d u c e d  f o r  
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e .  When the depreciation nie';nod A S  u sod  for buildings, a building's shet!. 
may De seg rega t - ed  fron each buii g i n g  component (e.g., plumbing system, hea:inrj, 
a n d  air conditioning zyst-em, e t c )  and each item depreciated over 1 ts PSt2.ITiated 
useful l i f e ;  or the entire burJd : .ng  ( ~ . e . ,  the shell arid ail ,components) may be 
treated a s  a s j .ng le  asset and de?reciated over a single usefiii life. 

f. When the depreciation method is used for a particular class of assets, 
r i c i  depreciation may be allowed on any such assets that, under subparagraph d, 
would he viewed as fully depreciated However, a reasonable use allowarir-E 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 negotiatlon, the effect of any 
Lncreased rnaInLeriancr charges or decreased efficiency due to age, and any othe; 
factors pertinent to tne utilization of the asset for the purpose contemplated 

g Where the U S P  allowance metnod 1 5  followed, the use allowance for 
Dulldings and improvement (including land improvements, such 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 allowance for equipment will be computed at an annual rate n o t  exceeding 
six and two-thirds percent of acquisiEion cost. When the use allowance method is 
used for buildings, the entire building must be treated as a single asset; the 
building's components (e. g. , plumbing system, heating and air conditioning, 
etc.) cannot be segregated from the building's shell. 

The two percent limitation, howeyer, need not be applied to equipment wtiicn is 
merely attached or fastened to the building but not permanently fixed to it and 
whi.ch is usod as furnishings or decorations or for specialized purposes (e.g., 
d e n t i s t  cha i rs  and dental treatment unics, counters, laboratory benches Sol.ted 
to the floor, dishwashers, modular furniture, carpeting, etc.) . Such equipmenr 
will be considered as not being permanently fixed to the building if 1.t can bo 
removed without the need for costly or extensive alterations or repairs to the 
building or the equipment. Equipment that meets these criteria w i l l  be sublect 
to the 6 2/3 percent equipment use allowance limitation. 

n. Cnarges for use allowances o r  depreciation must be supported by 
ad-equate property records and physical inventories must be taken at least once 
every two years (a statistical sampling basis is acceptable) to ensure that 
a.ssets e x i s t  and are usable and needed. When the depreciation method is 
followed, adequate depreciation records indicating the amount of depreciation 
taken each period must also be maintained. 

12. Donations and contributions 

a. Contributions or donations rendered. Contributions or donations, 
including cash, property, arid services, made by the organization, regardless of 
the recipient, are unallowable. 

b. Donated services received: 
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( 1 )  Donated o r  v o l u n t e e r  s e r v i c e s  may be ful-nisiied t o  an 
organiaa t i .on  by p r o i e s s i o n a l  and t e c i i n i c a i  p e r s o n n e l ,  c o n s u l t a n t s ,  arid oiz1-1t.i- 
s k i l l e d  and u n s k i l l e d  l a b o r .  T h e  v a l  ; ~ e  of  t l lose  s e r v i c e s  is not reirnfjursahi e 
e i t h e r  a s  . a  d i r e c t  or ind i rec l ;  c o s t .  However, =lie value  o€ donated service:; may 
be used t o  meet c o s t  siiari.ng o r  rrlatcliirig Tequirements  i n  accoraance kii th the 
C;ommori l t u l e  . 

(2 )The  va lue  of  donated s e r v i c e s  u t i l i z e d  i i i  t h e  performance of a 
d i r e c t  c o s t  a c t i v i t y  s h a l l ,  when rnatei-iai i n  amount, be cons ide red  i n  the 
dererni inat- ion of t h e  non-p ro f i t  o r g a n i z a t i o n  ' 9  i n d i r e c t  c o s t s  o r  r a t e  ( 5 )  and ,  
a c c o r d i n g l y ,  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  s h a r e  of a p p l i c a b l e  i n d i r e c t  
c o s t s  when t h e  fo l lowing  e x i s t  : 

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

(b) The s e r v i c e s  a r e  s u p p o r t e d  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  i ncu r red  b y  t h e  n o n - p r o 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  i s  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 Lhe Federa l  Government. 

( 3 )  I n  t hose  in s t ance :  where t h e r e  i s  no b a s i s  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 e n d e r e d ,  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 v i c e s .  

(4) Where dona ted  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 l 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  COSLS 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 
pa r t  of t h e  t o t a l  c o s t s  of t h e  p r o i e c t .  Such i n d i r e c t  c o s t s  may be r e i m b u r s e d  
under t h e  award or used  t o  meet c o s t  s h a r i n g  or matching r e q u i r e m e n t s .  

( 5 )  The va lue  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  or matching r equ i r emen t s  under  c o n d i t i o n s  d e s c r i b e d  i n  Set.-. 2 3  o f  
C i r c u l a r  A-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  
c o s t  r a t e s  will s e p a r a t e  t b e  va lue  of t h e  d o n a t i o n s  s o  t h a t  re imbursement  will 
not  be made. 

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

(1) Donated goods;  i .  e . ,  expendab le  p e r s o n a l  p r o p e r t y / s u p p l i e s ,  and 
donated  u s e  of space may  be f u r n i s h e d  t o  a n o n - p r o f i t  o r g a n i z a t i o n .  The v a l u e  o f  
the goods and space i s  no t  r e imbursab le  e i t h e r  a s  a d i r e c t  or i n d i r e c t  cos t .  

(2) The value  of the  d o n a t i o n s  may he used to meet cos t  sharing or 
iriatchirlg share requi rements  under t h e  c o n d i t i o n s  d e s c r i b e d  in C i r c u l a r  A-110. 
Where dona t ions  a r e  t r e a t e d  a s  i n d i r e c t  costs, i n d i r e c t  c o s t  r a t e s  w i l l  s e p a r a t e  
t h e  v a l u e  of t h e  donat ions  s o  t h a t  reunbursement  will no t  be made. 

1 3 .  Employee nrord le ,  h e a l t h ,  and wel ia i -e  c o s t s .  
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a .  ?ire cos ts  of  employee in fo rms t ion  p u b l j c , ; t i  ons, h e a l t h  o r  f i r s t - a  irl 
cl: n i r s  aod/or  inf i r rnar j .es ,  r e c r e a t i o r l a l  s c t i v i t i : : ~ ,  emphyee  counse l inc  
services, a n d  any  o t h e r  e x p e ~ i s e s  Incu r red  i n  acco:-dance with t h e  non-prof; t 
o r g a n i . z a t  . o n ' s  e s t a b l i s h e d  piactice o r  custom fo: t h e  improvement of w o r k ~ . r i g  
c o n d j  t i o r : . - ,  empl-oyer-empl.oyee relaEions, employee morsie, and employee 
performaric.e a r e  a l . towab;e ,  

b. : ;uch c o s t s  w i l l  be e q u i t a b l y  appor t ioned  t o  a i l  a c t i v i t i e s  of t h e  n o n -  
p r o f ]  t o r c a n i z a t i o n .  Income gene ra t ed  from any of t h e s e  a c t i v i t i e s  w i l l  be  
c r e d l - t e d  t o  t h e  c o s t  t h e r e o f  u n l e s s  such income has been i r r e v o c a b l y  s e t  o v e r  t o  
empl o y e e  w l . f a r e  o r g a n i z a t i o n s .  

1 4 .  E I i t e r ~ d i n m e n t  c o s t s .  C o s z s  o f  e r i t e r t a i n m e n t .  1 ncludiriq amusement, 
d i v e r s j o n ,  and s o c i a l  a c y - i v i t - i e s  arid any c o s t s  d i r e c t l y  a s s o c i a t e d  w i t h  s u c h  
c o s t s  ( s u c i i  a s  t i c k e t s  to shows o r  s p o r t s  e v e n t s ,  meals ,  I.odgi.ng, r e n t a l s ,  
t r a n s p o r t a t i o n ,  arid g r a t u i t i e s )  a r e  una l lowab le .  

1 5 .  Equipment and o t h e r  cap]  tal expend i tu re s  

a .  For purposes  of t h i s  subparagraph ,  t h e  f o l l o w i n g  d e f i n i t i o n s  a p p l y :  

( 1 )  "Cap i t a l  Expend i tu re s"  means e x p e n d i t u r e s  f o r  t h e  a c q u i s i t i o n  
cos t  o f  c a p i t a l  a s s e t s  (equipment ,  b u i l d i n g s ,  l a n d ) ,  or  expendi tures  t o  m a k e  
i m p r o v e m e n t s  t o  c a p i t a l  asse ts  t h a t  m a t e r i a l l y  i n c r e a s e  t h e i r  value o r  u s e f u l  
l i f e .  A c q u i s i t i o n  c o s t  means t h e  cost of t h e  a s s e t  i nc lud ing  t h e  c o s t  TO p u t  i t  
in p l a c e .  A c q u i s i t i o n  c o s t  f o r  equipment ,  f o r  example ,  means t h e  n e t  i n v o i c e  
p r i c e  o f  t h e  equipment, i n c l u d i n g  t h e  c o s t  of any m o d i f i c a t i o n s ,  a tzachments ,  
a cces so r i e s ,  or a u x i l i a r y  a p p a r a t u s  n e c e s s a r y  t o  m a k e  it u s a b l e  f o r  t h e  purpose  
for which  i t  i s  acqu i red .  A n c i l l a r y  c h a r g e s ,  s u c h  as  taxes, duty ,  p r o t e c t i v e  i n  
t r a n s i t  i n s u r a n c e ,  f r e i g h t ,  arid i n s t a l l a t i o n  may be inc luded  i n ,  o r  exc luded  
from t h e  a c q u i s i t i o n  cost i n  accordance  w i t h  t h e  non-p ro f i t  o r g a n i z a t i o n ' s  
r e g u l a r  accoun t ing  p r a c t i c e s .  

( 2 )  "Equipment" means an a r t i c l e  of nonexpendable ,  t a n g i b l e  p e r s o n a l  
p r o p e r t y  having  a u s e f u l  l i f e  of more than  orie y e a r  and a n  a c q u i s i t i o n  c o s t  
w h i c h  e q u a l s  o r  exceeds t h e  l e s s e r  of t h e  c a p i t a l i z a t i o n  l e v e l  e s t a b l i s h 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  f o r  f i n a n c i a l  s t a t e m e n t  purposes ,  or S j O O D .  

( 3 )  "Spec ia l  pu rpose  equipment" means equipment which i s  used on ly  
f o r  research, medical ,  s z i e n t i f i c ,  or o t h e r  t e c h n i c a l  a c t i v i t i e s .  Examples of 
s p e c i a l  purpose  equipment i n c l u d e  r r ic roscopes ,  x - r ay  machines,  s u r g i c a l  
i n s t r u m e n t s ,  and s p e c t r o m e t e r s .  

( 4  ) "General  pu rpose  equipment"  means equipment ,  which 1s not  
limited t o  r e s e a r c h ,  m e d i c a l ,  s c i e n t i f i c  o r  o t h e r  t e c h n i c a l  a c t i v i r i o s  Exampies 
i n c l u d e  o f f i c e  equipment and f u r n i s h i n g s ,  modular  o f f i c e s ,  t e lephone  networks,  
i n f o r m a t L o n  technology equipment  and sys tems,  a i r  cond: t ioning equipment,  
reproduction and p r i n t i n g  equipment ,  and motor  v e h i c l e s  

b .  The fo l lowing  r u l e s  of  a l l o w a b i l i t y  s h a l l  app ly  Lo e q u ~ p m e r i t  dnd o t h e r  
c a p i t a l  e x p e n d i t u r e s :  
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( 3 )  Capi t a l  e x p e n d i t u r e s  f o r  improvements t o  l a n d ,  bu i id i r ic j s ,  01- 

equipment w h i c h  m a t e r i a l l l ~  i n c r e a s e  t h e i r  v a l u e  CJZ u s e f u l  l i . f e  a r e  u n a l l o w a b l e  
a s  a d i r e c t  c o s t  except  w i t 1 1  t h e  p r i o r  approval  of  the awarding agency .  

( 4 )  When approved a s  a d i r e c t  cha rge  pu r suan t  t o  paragraph  1 5 . b .  (I), 
(2), and ( 3 )  above, c a p i t a l  e x p e n d i t u r e s  w i l l  be charged i n  t h e  p e r l o d  i n  w h i c h  
t h e  e x p e n d i t u r e  is  i n c u r r e d ,  o r  a s  o the rwise  de te rmined  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 h e  awarding agency.  

( 5 )  Equipment and o t h e r  c a p i t a l  e x p e n d i t u r e s  a r e  una l iowab le  as  
i n d i r e c t  COSLS.  However, s e e  Attachment E ,  paragraph  1 1 . ,  Deprec ia t ion  and  use 
a l lowance ,  for 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  or 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 .  Hlso, 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,  for rules 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  f o r  l and ,  b u i l d i n g s ,  and equipment .  

( 6 )  The unamor t 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 r ecove red  by c o n t i n u i n g  t o  c la im t h e  
o t h e r w i s e  a l lowab le  u s e  a l lowances  or  d e p r e c i a t i o n  on t h e  equipment,  or  b y  
a m o r t i z i n g  t h e  amount t o  be w r i t t e n  o f f  ove r  a p e r i o d  of y e a r s  n e g o t i a t e d  with 
t h e  c o g n i z a n t  agency. 

1 6 .  F i n e s  ana p e n a l t i e s .  C o s 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  
local laws and r e g u l a t i o n s  a r e  una l lowable  excep t  when i n c u r r e d  a s  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  from 
t h e  awarding agency. 

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

a .  Cos t s  of o rgan ized  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 b e q u e s t s ,  and s i m i l a r  e x p e n s e s  
i n c u r r e d  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  u n a l l o w a b l e .  

h .  Costs of inves tment  counse l  and s t a f f  and s i m i l a r  expenses  i n c u r r e d  
s o l e l y  t o  enhance income from inves tmen t s  a r e  una l lowab le .  

c .  Fund . r a i s ing  and I-nvestment 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 
app , ropr ia te  sha re  of i n d i r e c t  c o s t s  under t.he condj- t - ions d e s c r i b e d  i n  
suhparagrapl i  B .  3 of Rttachrrient A .  

1 8 .  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 .  

ti. (1)  Gains and  l o s s e s  on s a l e ,  r e t i r e m e n t ,  o r  o t h e r  d i s p o s i t i o n  of 
deprec: able proper ty  shall be  inc luded  i r i  r.he j l ea r  i n  w h c h  t hey  oI'cuL- a5 
c r e d i t s  o r  charges  t o  c o s t  g rouping  ( s )  i r i .  w l i i c h  t h e  d e p r e c i a t i o n  appilcable t o  

----I__-- 
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Sucfi p r o p e r t y  "ias i nc luded .  The amount : ; f  the qaii-, or l o s s  t o  be included as a 
credit o r  charge t o  the a p p r o p r . ~ a t e  cos t  g i - o i ~ p ~ n q  is) sha l l  b e  the d i f f e r e r r r e  
k e t w e e n  t h e  amount r e a l  3.zi.d 3 r i  t h e  propei - ty  ant> t he  i ir idepreciated b a s i s  of  the 
;.:-opPrry. 

(2) Gains and losses on t h e  c l i s p c s i t i o n  of d e p r e c i a b l e  p rope r ty  
s h d l . ,  not. he  recoqnized a s  i; s e p a r a t e  c r e d i t  oz cha rqe  under t h e  f o i l o w i n q  
c rind> t~ '311s: 

( a )  The gain o r  loss J . S  processed  t h r o u g h  a d e p r e c i a r l o n  
c ~ l : : c ~ u n t  arid J.S r e f l e c t e d  i n  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 paragraph 11. 

( b )  The p r o p e r t y  is given  i n  exchange as p a r t  of t h e  pu rchase  
i 'J - ic? of a si.mi.J.ar i t em and t h e  g a i n  o r  loss i s  t aken  i n t o  account  i n  
cJeLF'!:rnj n i .r iq the  d e p r e c i a t i o n  c o s t  b a s i s  C J f  t h e  n e w  j tem. 

( c )  A 1.05s results from the f a i l u r e  to ma in ta in  p e r m i s s i b l e  
i n s u r a n c e ,  e x c e p ;  a s  o';herwj.se provj.oed j.11 Uttachmcnt B ,  paragraph 22. 

( d )  Compensation f o r  t h e  use o f  t h e  p rope r ty  was provided  
t h r o u q h  u s e  al lowances in 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  paragraph Y 

( e )  Gains  and  l o s s e s  a r i s i n g  f rom mass o r  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 ,  or o t h e r  d i s p o s i 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 .  

h. Gains or  Losses of any n a t u r e  a r i s i n g  from t h e  s a i e  o r  exchange of 
p r o p e r t y  o t h e r  than  t h e  p r o p e r t y  covered  i n  subparagraph  a s h a l i  be exc luded  i n  
c o m p u t i n g  award c o s t s .  

19. Goods o r  s e r v i c e s  f o r  p e r s o n a l  u s e .  Costs of  goods or S e r v i c e s  for 
p e r s o n a l  use  of the o r g a n i z a t i o n ' s  employees a r e  una l lowable  r e g a r d l e s s  of 
N h e t h e r  t h e  c o s t  is r e p o r t e d  a s  Laxable  income to che employees 

20. Housing  and pe r sona l  l i v i n g  expenses .  

a .  C o s t s  of housirig ( e . g . ,  d e p r e c i a t i g n ,  main tenanse ,  i ~ t i l L i t i e s ,  
f u r n i s h i n g s ,  r e n t ,  e z c .  ) , hous ing  a l lowances  and p e r s o n a l  living expenses  for/of 
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  una l lowab le  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  c o s t s  
r ega rd le s s  of  whether t h e  cos t  1s repor;ed as t a x a b l e  income t3 the employees.  
T h e s e  costs a r e  a l lowaDle a s  d i r e c t  cos;s io sponsored  award wher! necessa ry  f o r  
t h e  pe r fo rmance  of t h e  sponsored  award and approved by awarding agenc le s .  

b .  The zerm " o f f i c e r s "  includes c u r r e n t  2nd p a s i  o f f icers  and employees.  

2 1 .  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  t h i s  s e c t i o n  t h e  fo l lowing  t e rms  have t h e  meanings se t  € o r t h  
below : 

(1) " F a c i l i t i e s "  inearls lancl and b u i l d i n g s  oi- any  g ~ o r t r i ~ n  t h e r e o f ,  
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  c a p i t a l  a s s e t ,  
w h e r e v e r  l o c a t e d ,  and whether  owned o r  l e a 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 .  
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( .,, 5 \ " I d l e  c a p a c i t y "  means tile unused capac! t y  of p a r t i a l l y  used  
f a c i l i t i e s .  I t  is  t h e  d i f f e r e n c e  h i tween:  ( a )  t h a t  w l - i ~ c h  a f a c i l i t y  c o u l d  
a c h i e v e  u n d e r  100  pe rcen t  opperat.irlg time on a one-shi i !  b a - i s  l e s s  o p e r a t i n g  
i n r e r r u p t i o f i s  r e s u l t i n g  f rom t i n t e  lost for r e p a i r s ,  ser~ups, u n s a t i s f a c t o i - y  
m a t e r i a l s ,  and o the r  normal d e l a y s ;  and (hj t l ie  exrer i t  t o  which t h e  f a c i l i t ) '  was 
ac tuaJ . ly  u s e d  t o  meet demands d u r i n g  t h e  accoun t ing  p e r i o d .  H m u l t i - s h i f t  b a s i s  
s h o u l d  be used  ii i t  can b e  s h o w n  t h a t  t h i s  amount of usage  would no rma l ly  be 
expec ted  f o r  the t ype  of f a c i l i t y  i nvo lved .  

( 4 )  "Cost of i d l e  f a c i l i t i e s  or i d l e  c a p a c i t y "  means c o s t s  s u c h  a s  
main tenance ,  r e p a i r ,  hous ing ,  s 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 t e r e s t ,  p r o p e r t y  t a x e s  and d e p r e c i a t i o n  o r  u s e  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  a r e  una l lowable  excep t  t o  t h e  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  

( 2 )  Although n o t  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,  t h e y  
were n e c e s s a r y  when a c q u i r e d  and a r e  now i d l e  because of changes i n  p rogram 
r e q u i r e m e n 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 t h e r  c a u s e s  which cou ld  no t  have been r easonab ly  f o r e s e e n .  
Under t h e  excep t ion  s t a t e d  i n  t h i s  subpa rag raph ,  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 l o w a b l e  f o r  a r easonab le  p e r i o d  of t ime,  o r d i n a r i l y  n o t  t o  exceed one y e a r ,  
depending on t h e  i n i t i a t i v e  t aken  t o  u s e ,  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  of 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 r e  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 rov ided  t h a t  t h e  c a p a c i t y  i s  r e a s o n a b l y  
a n t i c i p a t e d  t o  be necessa ry  o r  was o r i g i n a l l y  r e a s o n a b l e  and i s  not  s u b j e c t  t o  
r e d u c t i o n  o r  e l i m i n a t i o n  by  u s e  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 w i t h  sound b u s i n e s s ,  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  c a p a c i t y  th roughou t  a n  e n t i r e  f a c i l i t y  o r  among a group o f  
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 ide red  i d l e  f a c i l i t i e s .  

22. I n s u r a n c e  and i n d e m n i f i c a t i o n  

a .  In su rance  i n c l u d e s  i n s u r a p c e  which t h e  o r g a n i z a t i o n  is  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  t e rms  of  t h e  award and any o t h e r  
i n s u r a n c e  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  o p e r a t i o n s .  T h i s  pa rag raph  does  no t  app ly  t o  i n s u r a n c e  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  subpa rag raphs  8 . 9  and 8 . i ( 2 ) ) .  

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

1 2 )  Costs of o t h e r  i n s u r a n c e  ma in ta ined  by tlie o r g a n i z a t i o n  i n  
connec t ion  w i t h  t he  g e n e r a l  conduct  of iLs o p e r a t i o n s  a r e  a l lowab le  s u b j e c t  t o  
the  foll.o\.ring 1 imi t a t j . ons :  

( a )  Types and e x t e n t  of coverage  s h a l l  be i n  acco rdance  w i t h  
souud I:~usiness p r a c t i c e  arid t l i ~  r a t e s  and premiuns s h a l l  b e  reasonah1.e u n d e r  t h e  
c i r c u m s t a n c e s .  

- . __. , . . , 
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i d )  P r o v ~ s l o n s  € o r  a r e s e r v e  under  a s e l f - i n s u r a n c e  ?rograrn 
a r e  a l l o w a b l e  to t h e  e x t e n t  t h a t  t ypes  o f  cove rage ,  extent  of coverage ,  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  cover t h e  
~ . L s ~ 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  es t imated  self-insured 
I . i a b i . l i . t i e s ,  w h i c h  do not  become payable  f o r  more than  one y e a r  a f t e r  t h e  
provision i s  made, s h a l l  no t  exceed t h e  p r e s e n t  v a l u e  of t h e  l i a b i l i t y .  

( e )  Cos t s  of i n su rance  on :he l i v e s  of t r u s t e e s ,  o f f i c e r s ,  or  
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 lowable  o n l y  
t o  t h e  e x t e n t  t h a t  t h e  in su rance  r e p r e s e n t s  a d d i t i o n a l  compensation ( s e e  
s u b p a r a g r a p h  8 . g ( 4 )  ) . The cost of s u c h  ir isuxance w h e n  t h e  o r g a n i z a t i o n  i s  
i d e n t i f i e d  a s -  t h e  b e n e f i c i a r y  L S  una l lowab le .  

i f )  i n su rance  a g a i n s t  d e f e c t s .  Cos ts  of i n s u r a n c e  w i t h  
r espec t  t o  any cos ts  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 rgan iza t ion  ' 5  materLa1.s 
o r  workmanship a r e  una l lowab le .  

( g )  Medical 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 su rance  i s  an a l lowab le  c o s t  o f  F e d e r a l  research  programs only  t o  
t h e  e x t e n t  t h a t  t h e  Fede ra l  r e s e a r c h  programs 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  te -hniques .  Medical  l i a b i l i t y  i n s u r a n c e  c o s t s  s h a l l  
be t r e a t e d  a s  a d i rec t  cost and s h a l l  be  a s s i g n e d  t o  i nd iv idua l  p r o j e c t s  based 
on 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  covered 
b y  t h e  i n s u r a n c e .  

( 3 )  Actua l  l o s s e s  w h i c h  cou ld  have  been cove;ed b y  p e r m i s s i b l e  
1-r i l ->urance  ( through t h e  purchase  of  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) a r e  
u n a l i o w a b l e  u n l e s s  e x p r e s s l y  provided  for in t h e  award-, except :  

( a )  Cos t s  i n c u r r e d  bera i i se  o f  losses not covered  u n d e r  nominal 
d e d u c t i b l e  i n s u r a n c e  coverage  provided  i n  keeping  w i t h  sound Susi .n?ss  p r a - t i c e  
a r e  a i l o w a b i e .  

( b )  Minor l o s s e s  not  cove red  by insurance ,  s u c h  a s  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  in t h e  3 r d i n a r y  2ourse 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 .  pe r sons  and  any o t h e r  l o s s  o r  damage, n o t  compensated by in su rance  o r  
o t h e r w i s e .  The 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  t h e  e x t e n t  e x p r e s s l y  provided  i n  t h e  award .  

2 3 .  I n t e r e s t  

a .  Costs i n c u r r e d  f o r  i n t e r e s t  on borrowed c a p i t a l ,  temporary use of 
endowment funds,  o r  t h e  u s e  of t h e  n c n - p r o f i t  o r g a n i z a t i o n ' s  own funds ,  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, 1 9 9 5  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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( 1  ) FOX f a c i l . l t i e s  a c q u i s i  t i o n s  (exc luding  r e n o v ~ t l o n s  arid 
a l t e ! - a t i o n s )  c o s t i n g  ove r  $10 m i l l i o n  where the Federa l  Government 's  
reinounsernent is expected E O  e q u a l  or exceed 40 percen t  of  a r  a s s e t ' s  cos1 , L I I ~  
1IoJl-lil"Gfit o rgan iza t ion  pl-epal-es,  p r i o r  to t l i e  a c q u i s i t i o n  01 rep lacement  of tl-ie 
cap iLa1  a s s e t  (s), a j u s E i f i c a t i o n  t h a t  demonst ra tes  t h e  need for  t h e  f a c i l i t ) ,  ir! 
t h e  conduct  of f ede ra l ly - sponsored  a c t i v i t i e s .  Upon r e q u e s t ,  t h e  needs 
j u s t i f J . c a t i o n  m u s t  be p rov ided  t o  t h e  Federa l  agency w i t h  cost cognizance  
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  con t inued  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  
and d e p r e c i a t i o n  r e l a t e d  t o  t h e  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  t h e  
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 n 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 purpose  and j u s t i f i c a t l o ~  for f a c i l i t y  
a c q u i s i t i o n  o r  replacement  

( b )  A s t a t e m e n t  as t o  why c u r r e n t  f a c i l i t i e s  a r e  not  a d e u u a t e  

( c )  A s r a t e m e n t  of p lanned  f u t u r e  use  of t h e  f a c i l i t y  

( d )  A d e s c r i p E i o n  of t h e  f inanc ing  agreement  t o  be a r r a n g e d  
f o r  t h e  f a c i l i t y  

( 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  c o s t  
i n f o r m a t i o n  and s ta tement  of s o u r c e  and use  oi funds 

( f )  A s c h e d u l e  of  p lanned  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  over  $500 ,000 ,  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 repa res ,  p r i o r  t o  t h e  a c q u i s i t i o n  o r  r ep lacemen t  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  acco rdance  with the  p r o v i s i o n s  of S e c .  _ .  3 0  
th rough  .37 of C i r c u l a r  A - 1 1 0 ,  which shows t h a t  a f i n a n c e d  purchase  or  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  than  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  va lue  b a s i s .  Discount  r a t e s  used should 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 should be  no h i g h e r  t han  t h e  f a i r  
market  r a t e  a v a i l a b l e  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  from a n  u n r e l a t e d  ("arm's 
l e n g t h " )  t h i r d - p a r t y .  The l e a s e / p u r c h a s e  a n a l y s i s  s h a l l  i n c l u d e  a comparison of 
t h e  n e t  p r e s e n t  va lue  of t h e  p r o j e c t e d  t o t a l  c o s t  compar isons  of both  
a l t e r n a t i v e s  over t h e  p e r i o d  t h e  a s s e t  i s  expec ted  t o  be used 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  compar isons  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  shall 
i n c l u d e  t h e  e s t ima ted  pu rchase  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 main tenance  
costs ( i n c l u d i n g  p rope r ty  t a x e s ,  if a p p l i c a b l e )  not  i n c l u d e d  i n  t h e  deb 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  va lue  a t  t h e  end of t h e  p e r i o d  
d e f i n e d  above .  The c o s t  comparison f o r  a c a p i t a l  l e a s e  s h a l l  i n c l u d e  t h e  
estirnaZed t o t a l  l e a s e  payments,  any  e s t i m a t e d  ba rga in  p u r c h a s e  option, o p e r a t i r i g  
and main tenance  cozts, 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 rangement ,  l e s s  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  :lie 
p e r i o d  de f ined  ahove.  P r o j e c t e d  o p e r a t i n g  l e a s e  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  o f  l e s s i n g  comparable  f a c i l i t i e s  a t  f a i r  m a r k e t  rates under 
r e n t a l  agreements t h a t  would be renewed or r e e s t a b l i s h e d  over t h e  p e r i o d  d e f i n e d  
above, and any expected main tenance  cos ts  and  a l lowab le  p r o p e r t y  t a x e s  tu be 
borne b y  t h e  non-prof i t  o r y a n i z a t i o n  d i r e c t l y  o r  2s p a r t  of  t h e  l e a s e  
a r r  a n  gemeri t , 
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( 3 )  The d z t u a !  i n t e r e s t  cust cl-aimed is predica t t .3  u p o ~  i n t e r e s t  
i-at.es t t i a t  a r e  no h i c h e r  ttiari the  fdir market  r a t e  ava i l ab le  EO t h e  non-p rc f i t  
r , ! - g a n i z a t i . ~ n  Eroui an unre la t ,ed  : " a r m ' s  e n g t h " )  t h i r d  parLy. 

( 4 )  1.nv~;tmont c a r r i i n q s ,  1.ncluding i n t e r e s t  inco:i,e, o n  Dond o r  Ioari 
p ! - . ~ r r c ~ p ~ l ~ ,  pen:iing p a p e r i t  o f  thc c o n s t r u c t i o n  or a c q u r s i t i o ;  cLiztS, are used to  
:>Ffset a1 1:iwa~l~o ~ . n t ~ : ~ e ~ t  c o s t ,  P . rbi t rage ea r r , i ngs  reportab]  + t o  t h e  I n t 2 r n a l  
Revenue S e r v i c e  a r e  :lot r equ i r ed  t o  be o f f s e t  a g a i n s t  a l1owa:~le  i n t e r e s t  cos t s .  

1 5 )  Reimbursements a r e  l i m i t e d  t o  t h e  l e a s t  c0s t . y  a l t e r n a t i v e  based 
o n  t h e  t o t a l  cos t  a n z i y s i s  r e q u i r e d  under subpa rag raph  f b ) .  ?or example, if an 
o p e r a t i n g  l e a s e  i s  de te rmined  t o  be l e s s  c o s t l y  t h a n  purchasing through debt  
f i n a n c i n g ,  :hen reimbursement is l i m i t e d  t o  t h e  amount determined i f  l e a s i n g  had 
been  u s e d .  I n  a l l  c a s e s  where a l e a s e / p u r c h a s e  a n a l y s i s  i s  performed,  Federa l  
i-eimhursemen.i s h a l l  be based upon t h e  l e a s t  e x p e n s i v e  a l t e r r i a t - ive .  

(6) Non-prof  i t  o r g a n i z a t i o n s  a r e  a1 s o  s u b j e c t  t o  t h e  f o l  1 o w i r i g  
c o n d i t i o n s :  

( a ,  I n t e r e s t  on debt  1.ncurred to firiance or r e f i n a n c e  assets 
a c q u i r e d  b e f o r e  or r e a c q u i r e d  af:er September 2 9 ,  1995, 1 s  n2, t  a l l o w a b l e .  

( h 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  deprec ia ted  a s s e t s  IS 
una1 lowdb le .  

( c J  For  d e b t  a r rangements  o v e r  $1 m i l l i o n ,  u n l e s s  t h e  non-  
p r o f i t  o r g a n i z a t i o n  makes a n  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  EO t h e  a s s e t  purchase  
o f  25 p e r c e n t  o r  more, non-p ro f i t  o r g a n i z a t i o n s  s h a l l  reduce c l a ims  f o r  i n t e r e s t  
e x p e n s e  b y  an amount equa l  t o  imputed i n t e r e s t  e a r n i n g s  on excess  cash  flow, 
which is t o  be c a l c u l a t e d  as  fo l lows .  Annual ly ,  non-prof i t  c i rganiza t ions  s h a l l  
p r e p a r e  a cumula t ive  (from t h e  i n c e p t i o n  of t h e  p r o j e c t )  r e p o r t  of monthly cash  
f l o w s  t h a t  i n c l u d e s  i n f l o w s  and ou t f lows ,  r e g a r d l e s s  of  the funding s o u r c e .  
I n f l o w s  c o n s i s t  o f  d e p r e c i a t i o n  expense,  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  e x p e n s e .  For cash flow c a l c u l a t i o n s ,  
t h e  a n n u a l  i n f low f i g u r e s  s h a l l  be d i v i d e d  by t h e  number of months i n  t h e  year 
( u s u a l l y  2 2 )  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 r , 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  payments ! l e s s  t h e  p r o  
r a t a  s h a r e  a t t r i b u t a b l e  t o  t n e  una l lowable  costs of l and)  and i n t e r e s t  payments.  
Where cumula t ive  i n f l o w s  exceed cumula t 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  on t h e  e x c e s s  in f lows  f o r  t h a t  p e r i o d  and. be t r e a t e d  a s  a r educ t 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  of 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  cash  f l o w s  s h a l l  be t h e  t h r e e  month Treasury B i l l  c l o s i n g  
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  f ede ra 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 i n a n c e d  by indeb tedness ,  t h e  c o s t  of which was funded i n  whole 
or p h r t  through Fede ra l  re imbuxsements ,  t o  a n o t h e r  f a c i l i t y  p r i o r  t o  t h e  
e x p i r a t i o n  of a p e r i o d  of 20  y e a r s  r e q u i r e s  n o t i c e  t o  t h e  Fede ra l  cogn izan t  
a g e n c y .  The p x t e n t  o f  t h e  r e l o c a t i o n ,  t h e  amount o f  t he  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 e q u i r e  
n e g o t i a t i o n  and/or  downward ad jus tmen t s  of r ep lacemen t  space  c h a r g e d  t c  Federa l  
p r o g r a m s  i n  t h e  f u t u r e .  

( e )  T h e  a l l o w a b l e  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-prof i t  o r g a n i z d t r o n  from 

- I. -- an u n r e l a t e d  ("arm's l e n g t h " )  t h i r d  p a r t y .  _"- 
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c .  Tlie fo l lowing  def i r r i  t . ions a r e  t o  be u s e d  i o r  p u r p o s e s  of c h i s  
pa rag raph  : 

( 1 )  He-acquired a s s e t s  means a s s e t s  he ld  by t h e  non-pl-of i t  
o r g a n i z a t i o n  p r i o r  t o  September 2 9 ,  1595 t h a t  have aga in  come t o  he h e l d  by 
the o r g a n i z a t i o n ,  w h e t h e r  th rough r e p u r c h a s e  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  acqu i r ed  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 t h e  amount o r  v a l u e  of 
c o n t r i b u t i o n s  made by n o n - p r o f i t  o r g a n i z a t i o n s  f o r  t n e  a c q u i s i t i o n  of t h e  a s s e t  
or p r i o r  t o  occupancy of f a c i l i L i e s .  

( 3 )  Asset  c o s t s  means Ehe c a p i t a l i z a b l e  costs  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  COSLS,  and o t h e r  s u c h  c o s t s  c a p i t a l i z e d  i n  
acco rdance  w i t h  GAAP. 

2 4 .  Labor r e l a t i o n s  cos t s .  C o s t s  i n c u r r e d  i n  m a i n t a i n i n g  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 n c l u d i n g  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  are  
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 lowab le :  

(1 )  Attempts t o  i n f l u e n c e  t h e  outcomes of any Fede ra 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 ,  o r  s i m i l a r  p r o c e d u r e ,  th rough i n  k ind  o r  
c a s h  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 imi la 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  
expenses  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  conunittee,  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  pu rpose  of i n f l u e n c i n g  t h e  outcomes o f  
e l ec t  i o n s ;  

( 3 )  A n y  a t t empt  t-o i r i f l uence :  ( i )  The i n t r o d u c t i o n  o f  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 p e n d i n g  F e d e r i 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 nmnber 01- employee of t h e  
Congress  o r  S t a t e  l e g i s l a t u r e  ( i ~ i c l u d i n g  e f f o r t s  to i n f l u e n c e  S t a t e  or l o c a l  
o f f i c i a l s  t o  engage in s i m i l a r  l obby ing  a c t i v i t y )  , o r  w i t h  any Government 
o f f i c i a l  o r  employee in connec t ion  w i t h  a d e c i s i o n  t o  s i g n  o r  ve to  e n r o l l e d  
1 e g i s l a t i o n ;  

( 4 )  A n y  a t t empt  t.o i n f j 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  OL m o d i f i c a t i o n  of  any pendirig F e d e r a l  
Or S t a t e  l e g i s l a t i o n  by p r e p a r i n g ,  d i s t r i b u t i n g  o r  u s i n g  pu t j l i c i cy  o r  



1.5; Legisiative l i a i 3 o r i  acxivities, Including a:l;endance at 
l e g i S l a t d  ve s e ~ s i o n : ;  0: committee Ilearings, gathcrinq irifnrmatior; regarding 
Jeqislation, and analyzing the  e f f e i t  o f  ~eg~slarson, mer1 such activities 
c a r r i e d  :,'g i n  support of or i n  JcnowLng ~repsration for an effort to engage ir 
urid1lowaI:;;e 1obby;nu 

b .  The foliowinq activities are excepted Erom the coverage of 
subparagraplk a: 

( 1 )  Providing a technical and factual Presentation of information on 
a topic directly related to the performance of a grant, contract or other 
agreement through hearing testimony, statements or 3.etrers to the Congress o r  a 
State legislature, or subdivision, member, or cognizant staff member thereof, in 
response to a documenLed request (including a Congressional Record notice 
requesting testimony or statements tor the record at a regularly scheduled 
hearing) made by the recipient member, ieglslative body or subdivision, or a 
cognizant staff member thereof; provided such information is readily obtainable 
and can be readily put in deliverable form; and further provided that costs 
under this section for travel, lodging o r  meals are unallowable unless incurred 
to offer testimony a t  a regularly scheduled Congressional hearing pursuant to a 
wrj. tten reques; for such presentation made by the Chairman or Ranking Minority 
Member of the Committee or Subcommittee conduciing such hearing. 

(2) Any lobbying made unallowable by subparagraph a ( 3 )  to influence 
State Legislation in order to directly reduce the cost, or t o  avoid material 
impairment of the organization's authoxity to perform the grant, contract, or 
other agreement, 

(3) Any activity specifically autnorized by statute to be undertaken 
w i t h  funds from the grant, contract, or ocher agreement. 

r i. (1) When an organization seeks reimbursement for indirect costs, 
total Lobbying costs s h a l l  he separately identified in the indirect cost rate 
pr3posai, and thereafter treated as other unallowable activity costs i r i  

accordance with the procedures of subparagraph €3.3 of Attachment A. 

(2) Organizations shall submit, as p a r r  of the a n n u a l  indirect cost 
rate proposal, a certification that tne zequirements and standards of this 
paragraph have been complied with. 

( 3 )  Organizations shall maintain adequate records to demonstrate 
that the determination of costs as being allowable or unallowable pursuant to 
paragraph 25 complies wiEh the requirements of this Circular. 

(4) Time logs, calendars, or similar records shall not be required 
to be created for purposes of complying with this paragraph during any 
particular calendar month when: (1) the employee engages in lobbying ( a s  defined 
in subparagraphs (aj and i b ) )  25 percent or less  of the employee's compensated 
hours of employment d u r i n g  that calendar month, and (2) within t he  preceding 
five-year period, the organization has not materially misstated allowable or 
unallowable costs of any nature, including legislative lobbying c o s t s .  When 
conditions (1) and (2) are met, organizations aze not required to establish 
records to support the ailowabliliy sf claimed costs in addition to records 
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a l r e a d y  r e q u i r e d  01- m l n t a i n e d .  liiso, when c o n d i t i o n s  ( i )  arid ( 2 )  a r e  met ,  rlie 
absence  of t ime l o g s ,  c a l e n d a r s ,  01- s i n i i J a 1 -  r e c o r d s  will riot : ;erve as a basis 
ior d i s z l l o u i n g  cost5 by co r i t e s t inq  e s t i m a t e s  of lobhying tinir s p e n t  by 
employees du i r i r ig  a c a l enda r  month 

(5) Agencies s h a l l  e s i a b i i s h  procedures  for  i - e sc j  i r i n g  i n  advance ,  in 

c o n s u l t a t i o n  w i t t i  OitE! a n y  s i g n i f i c a n t  ques t ions  o r  disagl-eenienrs c o n c e r n i r q  t i i t ;  
i r i t e rp . r e t aL io t l  or app1 i c a t i o i l  of paragraph  25. Any s u c h  advaric:e r e s o l u t i o n  s h a l l  
he b i n d i r ~ g  in a n y  subsequent  s e t t l e m e n t s ,  a u d i t s  01- i n v e s t ~ g a ~ i  or:s w i c h  r e s p e c r  
t o  t h a t  g r a n t  o r  c o n t r a c t  f o r  pu rposes  of i n t e r p r e t a t l o n  of this C i r c u l a r ;  
p rov ided ,  however, t h a t  t h i s  shall n o t  be cons t rued  t o  prevent  a c o n t r a c t o r  o r  
g r a n t e e  from c o n t e s t i n g  the l a w f u l n e s s  of  such a d e t e r m i n a t i o n ,  

d .  Execut ive  lobbying  c o s t s ,  Cos t s  i n c u r r e d  i n  a t t e m p t i n g  t o  
imprope r ly  i n f l u e n c e  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 ,  an employee o r  o f f i c e r  of 
t h e  Execu t ive  Branch of t h e  Fede ra l  Government t o  g i v e  c o n s i d e r a t i o n  o r  t o  a c t  
r e g a r d i n g  a sponsored  agreement o r  a r e g u l a t o r y  m a t t e r  a r e  u n a i l o w a b l e .  Improper 
i n f l u e n c e  means any i n i l u e n c e  t h a t  i n d u c e s  o r  t ends  t o  induce a F e d e r a l  employee 
o r  o f f i c e r  t o  g i v e  c o n s i d e r a t i o n  o r  t o  a c t  r ega rd ing  a. f e d e r a l l y - s p o n s o r e d  
agreement o r  r e g u l a t o r y  m a t t e r  on any b a s i s  o t h e r  t han  t h e  m e r i t s  of t h e  m a t t e r .  

2 6 .  Losses  on ocher  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  
o v e r  income on any award i s  una l lowab le  a s  a c o s t  of any o t h e r  award.  T h i s  
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 i z a t i o n ' s  c o n t r i b u t e d  p o r t i o n  by 
r e a s o n  of c o s t  s h a r i n g  agreements  or  any unde r - r ecove r i e s  through n e g o t i a t i o n  of 
lump 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 1 .  Maintenance and r e p a i r  c o s t s .  C o s t s  i n c u r r e d  f o r  n e c e s s a r y  ma in tenance ,  
r epa i r ,  o r  upkeep of b u i l d i n g s  and equipment ( i n c l u d i n g  Fede ra l  p r o p e r t y  u n l e s s  
o t h e r w i s e  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  a p p r e c i a b l y  pro long  i t s  i n t e n d e d  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 lowab ie .  C o s t s  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  a p p r e c i a b l y  p r o l o n g  t h e i r  
i n t e n d e d  l i f e  shall be t r e a t e d  as c a p i t a l  e x p e n d i t u r e s  ( s e e  p a r a g r a p h  1 5 ) .  

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

a .  Cos ts  i n c u r r e d  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  carry out  a Federa l  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 a p p l i c a b l e  c r e d i t s .  Withdrawals  from g e n e r a l  s t o r e s  o r  
s tockrooms should be charged a t  t h e i r  a c t u a l  n e t  cost  under  any r e c o g n i z e d  
method of pr j -c ing  inven to ry  wi thd rawa l s ,  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  cha rges  a r e  a p rope r  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 for the per formance  of s 
FedeL-ai a w a r d  m a y  be charged a s  d i r e c t  c o s t s .  

d .  Where f ede ra l ly -dona ted  or f u r n i s h e d  m a t e r i a l s  a r e  used i n  p e r f o r m i n g  
t h e  Fede ra l  award, such m a t e r i a l s  will be used wi thou t  cha rge .  
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d Costs  of t h e  non-p ro f i t  o rgan  z a t i o n ' s  memesship  i n  bus iness ,  
t e c h r i L c d 1 ,  drid 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  a r e  a l l o w a b l e .  

b .  Cos;ts  oE 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  to bus iness ,  
p r o ~ ~ e s ~ n i o n a l . ,  and tc?chnica l  p e r i o d i c a l s  a r e  a l l o w a b l e .  

c. C u s t s  of  membership i n  any ci7:j.c or community organiza t ion  dre  
a l l o w a b l e  w i t h  p r i o r  approval  h y  F e d e r a l  cogn izan t  agency. 

d .  Cos1:s o f  membership i n  any coun t ry  c l u b  o r  s o c i a l  o r  d i n i n g  c l u b  o r  
o r q a n i z a t i o n  a r e  una l lowab le .  

31.  O r g a n i z a t i o n  costs. Expenditures, s u c h  a s  inco rpora t ion  f e e s ,  brokers' 
f e e s ,  f e e s  t o  promoters ,  o r g a n i z e r s  O L  management consu l t an t s ,  a t t o r n e y s ,  
a c c o u n t a n t s ,  o r  inves tment  c o u n s e l o r s ,  whether  o r  n o t  employees of t h e  
o r g a n i z a t i o n ,  i n  connec t ion  w i t h  e s t a b l i s h m e n t  o r  r eo rgan iza t ion  of  an 
o r g a n i z a t i o n ,  a r ?  una l lowable  except  w i th  p r ior  approval  of t h e  awarding agency.  

3 2 .  Page c h a r g e s  i i ~  p r o f e s s i o n a l  l o u r n a l s .  Page charges  f o r  p r o f e s s i o n a l  
j o u r n a l  publica:ions a r e  a l lowab le  a s  a n e c e s s a r y  p a r t  of r e s e a r c n  ccs~s, where: 

a .  The r e s e a r c h  p a p e r s  r e p o r t  wsrk s u p p o r t e d  by the Fede ra l  Government; 
aJld 

b. The ctlarges a r e  l e v i e d  i m p a r t i a l l y  on all research pape r s  published by 
rhe ]3urn5l ,  w h e t h e r  o r  not by f e d e r a l  :y-sponsoxed au thors .  

333 
2 2 .  P a r t i c i p a n t  suppor t  costs. P a r t i c i p a n t  s u p p o r t  cos ts  a r e  d i r e c t  c o s t s  f o r  
i t e m s  such  2s s t i p e n d s  3r s u b s i s t e n c e  a l lowances ,  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  o r  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  not  
e m p l o y e e s )  i n  connec t ion  w i t h  meeki r igz ,  c o n f e r e n c e s ,  sympasia, o r  t r a i n i n q  
p r G ; e C t s .  These c o s t s  a r e  a l l o w a b l e  w i t h  t h e  p r i o r  approval of t h e  awarding 
a g e n c y .  

34 .  P a t e n t  cssts 

a .  The fo l lowing  c o s t s  r e l a t i n g  to p a t e n t  and  copyright  m a t t e r s  a re  
a i lowable :  ( i )  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  by the F e d e r a l  award and sf s e a r c h i n g  t h e  a r t  to t h e  e x t e n t  necessa ry  
t o  m a k e  s u z h  d i s c l o s u r e s ;  ( j i )  c o s t  of p r e p a r i n g  documents and any o t h e r  p a t e n t  
costs i n  conriectiorl ~ 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 I Jn j 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  3r r o y a l t y - f r e e  l i c e n s e  i s  requi red  by tlhe Federa l  
GDvernment t o  be conveyed t o  t h e  F e d e r a l  Government; and ( i i i )  gene ra 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  macters,  s u c h  as adv ice  on 
p a t e n t  and copyr igh t  laws ,  r e g u l a t i o n s ,  c l auses ,  and  employee agreements  ( b u t  

! 
-. . 
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s e e  p a r a g r a p s  3 7 . ,  I’rofessioliaJ sei-vices c o s t s ,  aiid 44., Roya l r i e s  and o t h e r  
c o s t s  f o r  YSF: or; patents and copy i - jgh t s )  . 

h .  Tlie fo l lowing  c o s t s  related t o  pa t en t  and copyr ight  matcer  arc: 
una l lowable  : 

( I !  C o s t  of p repa r i r iq  d i s c l o s u r e s ,  r e p o r t s ,  2 n d  o t h e r  documents  arid 
of searchiiiq t h e  a r t  t C J  the e x t e n t  necessa ry  t<J makc disclosures no t  required by 
the award 

(2) Costs  i n  c o n n e c t i o n  w i t h  f i l i n g  and p rosecu t ing  any f o r e i g r r  
p a t e n t  a p p l i c a t i o n ,  o r  any 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 h e  F e d e r a l  
award does not  r e q u i r e  conveying t i t l e  o r  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 e e  paragraph  45., R o y a 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 t e n t s  
and  c o p y r i g h t s ) .  

35. P l a n t  and homeland s e c u r i t y  c o s t s .  NecessarSJ and r easonab le  e x p e n s e s  
i n c u r r e d  f o r  r o u t i n e  and homeland s e c u r i t y  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 p roduc t s  a r e  a l lowab le .  Such c o s t s  i n c l u d e ,  b u t  a r e  not l i m i t e d  t o ,  wages 
and uniforms of personnel  engaged i n  s e c u r i t y  a c t i v i t i e s ;  equipment;  ba r r i e r s ;  
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  e x p e n d i t u r e s  f o r  
homeland and p l a n t  securi ty  pu rposes  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 , .  o f  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  incu r 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 t h e  award d i r e c t l y  pu r suan t  t o  t h e  n e g o t i a t i o n  and i n  
a n t i c i p a t i o n  of t h e  award where such  c o s t s  a r e  n e c e s s a r y  t o  comply w l t h  t h e  
p r o p o s e d  d e l i v e r y  schedule  or  p e r i o d  of  per formance .  Such c o s t 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 y  would have been a l l o w a b l e  i f  i n c u r r e d  a f t e r  t h e  
d a t e  of t h e  award and only wi th  t h e  w r i t t e n  approva l  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 r v i c e s  c o s t s .  
-_ 

a .  Cos t s  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  p o s s e s s  a s p e c i a l  s k i l l ,  and  who a r e  
not o f f i c e r s  o r  employees 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  a l l o w a b l e ,  s u b l e c t  
to 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 no t  c o n t i n g e n t  upon r e c o v e r y  of t h e  c o s t s  from t h e  Fede ra 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  de te rmining  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  combina t ion  of f a c t o r s  i s  n e c e s s a r i l y  
d e t e r m i n a t i v e .  However, t h e  f o l l o w i n g  f a c t o r s  a r t .  r e l e v a n t :  

(1)  The na tu re  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  
se i -v i ce  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 ,  c o n s i d e r i n g  the  
non-p ro f 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 i . c u l a r  a r e a .  

( 3 )  The p a s t  p a t t e r n  of  s u c n  c o s t s ,  p a r t i c u l a r l y  i n  t h e  y e a r s  p r i o r  
t o  Federa l  a b a r d s .  
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(6) Whether t h e  s e r v i c e  can be performed more economicai ly  b y  d - r e c t  
fmpl.oynlent rather than 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 n d i v i d u a l  or concerri r ende r ing  tho 
s e r v )  c e  and  t h e  ciistomary f e e s  charged ,  e s p e c i a l l y  on non-Federal awards .  

( 8 )  hdequacy  o f  :he contract .ua1 aqreement  For t h e  s e r v i c e  l e .  g . ,  
d e s c r i p t i o n  cJr t h e  s e r v i c e ,  e s t ~ . m a t e  of time r equ i i -od ,  rd te  o f  compensat ion,  and 
t e r m i n a t i o n  p r o v i s i o n s )  . 

c. Jn a d d i t i o n  t o  t h e  f a c t o r s  i n  subparagraph  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  m u s t  be suppor t ed  h y  ev idence  of bona f J d e  s e r v i c e s  availdble or 
r e n d e r e d  

3 8 .  P u b l i c a t i o n  and p r i n t i n g  costs  

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  o f  p r i n t i n g  ( i n c l u d i n g  t h e  
p r o c e s s e s  of composi t ion ,  plate-making,  p r e s s  work, b i n d i n g ,  and  t h e  end 
p r o d u c t s  produced by such p r o c e s s e s )  , d i s t r i b u t i o n ,  promotion, mailing, and 
g e n e r a l  h a n d l i n g .  P u b l i c a t i o n  cos ts  a l s o  i n c l u d e  page  charges i n  p r o i e s s i o n a l  
p u b l i c a t i o n s .  

b. I f  t h e s e  ccsts a r e  no t  i d e n t i z i a b l e  wich a p a r t i c u l a r  cost o b j e c t i v e ,  
t h e y  s h o u i d  b e  aliocated a s  i n d i r e c t  costs t o  all benefi tLng a c t i v i t i e s  3 f  t h e  
n u n - p r o f i t  o r g a n i z a t i o n .  

c. P a g e  charges  f o r  p r o f e s s i o n a l  l o u r n a l  p u b l i c a t i o c s  a r e  a l lowab le  a s  a 
n e c e s s a r y  p a r t  o f  r e s e a r c h  c o s t s  where: 

(1) The r e s e a r c h  p a p e r s  r e p o r t  work suppor ted  by t h e  Fsde ra l  
Goaernment  : and 

(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 l y  on a i l  r e s f a r c h  p a p e r s  
p u b l i s h e d  by t i e  j o u r n a l ,  whether  or  n o t  by f ede ra l ly - sponsored  a u t h o r s .  

3 9 .  Rearrangement. and a l t e r a t i o n  costs. Costs 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 alteration of f a c i l i t i e s  are a l l o w a b l e .  S p e c i a l  arrangement 
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  the p r o j e c t  are al lowab2e with 
the p r i o r  approva l  o f  t h e  awarding agency .  

4 0 .  Reconvers ion  c o s t s .  C o s t s  i n c u r r e d  i n  the r e s t o r a t i o n  o r  :-?hahi litation rjf 
t h e  n o n - p r o € 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  approx ima te ly  t h e  same c o n d i t i o n  
e x i s t i n g  immediately prior t o  commencement of F e d e r a l  awards, less costs related 
t o  no rma l  wear and t s a r ,  a r e  a l l o w a b l e .  



C 1 .  R e c r u i t i n g  cos ts  

a .  S u b j e c t  to subparagraphs  Is, L, arid d ,  and rJrovided t h a t  tlie size of 
the  staff ~ ' e c r u i  t e d  arid nlairi tained is  111 keeping w i t h  worl.ioad r e y u i r e m e ~ ? t s ,  
casts of  "lielp wanted" a d v e r t i s i n g ,  ope1 at:l.ng c o s t s  of a n  employment o f f i c e  
r1ecezsai-y 7:o s e c u ~ e  arid r m i n t a i . J r  an adequate  s c a f  L ,  costs of  o p e r a t i n g  dli 

a p t i t u d e  arid educa t iona l  I i e s t i r i y  progi-ani, t r a v e l  C ~ S L S  of employees w h i l t :  
engaged i n  1 -ec ru i t i ny  p e r s o n n e l ,  t r a ,ve 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 l  ews f o r  
p r o s p e c t i v e  employment, and 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  r e c r u i  t r n e n t  G f  

new employees,  a r e  a l lowab le  t o  t h e  e x t e n t  t h a t  s u c h  c o s t s  a r e  i n c u r r e d  p u r s u a n t  
t o  a well-managed r ec ru i tmen t  program. Where t h e  o r g a n i z a t i o n  uses  employment 
agenc ie s ,  costs t h a t  a r e  no t  i n  excess  of  s t a n d a r d  commercial r a t e s  for s u c h  
s e r v i c e s  a r e  a l lowab le .  

b .  In 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 e c r u i t m e n t  purposes ,  o r  i s  
excess ive  i n  s i z e  ( t a k i n g  i n t o  c o n s i d e r a t i o n  r e c r u i t m e n t  purposes  f o r  which 
in t ended  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 .  C o s t s  of he lp  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 e a s o n a b l e n e s s  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 r g a n i z a t i o n ,  a r e  unz l lowab le .  

d .  Where 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  r ec ru i tmen t  of  a new 
employee have been allowed e i t h e r  a s  an 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  r easons  w i t h i n  h i s  concro l  w i t h i n  t w e l v e  
months a f t e r  b e i n g  h i r ed ,  t h e  o r g a n i z a t i o n  w i l l  be r e q u i r e d  t o  r e fund  o r  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  Fede ra l  Government. 

4 2 .  Re loca t ion  c o s t s  

a .  Reloca t ion  c o s t s  a r e  c o s t s  i n c i d e n t  t o  t h e  permanent change of d u t y  
assignment  [ f o r  a n  i n d e f i n i t e  p e r i o d  o r  f o r  a s t a t e d  p e r i o d  of no t  less  t h a n  1 2  
months)  of  an e x i s t i n g  employee o r  upon r e c r u i t m e n t  of  a new employee. 
Re loca t ion  c o s t s  a r e  a l lowab le ,  s u b j e c t  t o  t h e  l i m i t a t i o n  d e s c r i b e d  i n  
subparagraphs  b ,  c ,  a n d  d ,  p rov ided  t h a t :  

(1) The move is f o r  t h e  b e n e f i t  of t h e  employer .  

12) Reimhursemenr t o  t h e  employee is i n  accordance  w i K h  a n  
esLablished writ ten p o l i c y  c o n s i s t e n t l y  fo l 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  (01 
reasonably  e s t i m a t e d )  exp- Dnses. 

b. L.llohiable reI.ocatI.cn costs 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 c w i r i q :  

(1) The c o s t s  of t r a n s p o r t a t i o n  of t h e  employee, members O f  his 
immediate f ami ly  and h i s  household ,  and pe r sona l  e f f e c t s  t o  t h e  nebi l o c a t i o n  

45 



( 4 )  The con t inu ing  c o s t s  of ownership ot t h e  vacant former home 
a : t e r  the, r ;e t t lement  or l e a s e  d a t e  of t h e  e m p l o y e l ' s  new permanent home, s u c h  d S  

r r , d ~  riteriarlce of hulldings a n d  grounds ( e x c l u s i v e  :I? f i x i n g  up e x p e n s e s ) ,  
u : ~ h t l e s ,  [axes ,  and p r o p e r t y  in su rance  

( 5 )  Other  necessa ry  and r easonab le  expenses  normally i n c i d e n t  t o  
relocation, such a s  t h e  c o s t s  of c a n c e l i n q  an unexp i red  l e a s e ,  d i sconnec t ing  and 
r e i n s t a i l 1 . n g  household a p p l i a n c e s ,  and pu rchas inq  Liisuraiice a g a i n s t  loss of  or 
damages t o  personal  p r o p e r t y .  The c o s t  of carice:;.:ig an unexpired l e a s e  i s  
l i m i t e d  t.3 t h r e e  times t h e  monthly r e n t a l .  

c. P,llowable r e l o c a t i o n  c o s t s  tor n e w  employees are l i m i t e d  t o  those  
d e s c r i b e d  i n  [ 1 )  and ( 2 )  o f  suhparagraph  b .  Wher! r e l o c a t i o n  costs i n c u r r e d  
i n c i d e n t  to t h e  recrui tment  of new employees have been  allowed 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  and t h e  employee r e s i g n s  for  reasons w i t h i n  h i s  cont ro l  
within ?2 mont:hs a f t e r  h i r e ,  the o r g a n i z a t i o n  s h a l l  refund o r  c red i t  t h e  Federal  
Government for its s h a r e  of t h e  c o s t .  However, t h e  c o s t s  of  t r a v e l  t o  an 
3 v e r s e a s  I o c a t i o n  s h a l l  be c o n s i d e r e d  t r a v e l  cosrs i n  accordance wi th  paragraph 
50 and  n o t  r e l o c a t i o n  c o s t s  f o r  t h e  purpose  of t h i s  paragraph if dependents  a r e  
n n t  n e r - m i t t e d  a t  t h e  l o c a t i o n  f o r  any  r eason  and t h e  c o s t s  do no t  i n c l u d e  c z s t s  
o f  z r a n s p o r t i n g  household goods.  

d .  T h e  fo l lowing  costs  r e l a t e d  t o  r e l o c a t i o n  a r e  unal lowable:  

( 2 . )  Fees a n d  o t h e r  c o s t s  a s s o c i a t e d  w i t h  acqu i r ing  a n e w  hone 

( 2 )  ?\ I.oss on t h e  s a l e  of a fcrmer home. 

( 3 )  C3fitinuing mortgage p r i n c i p a l  a n d  r n t e r e s t  payments o n  a home 
b e i n g  sold. 

: 4 )  Income taxes p a i d  by an employee r e l a t e d  t o  re imbursed 
r e loca tLc ,n  zasts. 

43. R e n t a l  costs of b u i l d i n g s  and equipment  

a .  S ~ h j ~ c t  :o 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  subparagraphs  b .  th rough d .  of 
t h s  p a r a g r a p h  43, r e n t a l  c o s t s  a r e  aliowable t c  '_he exten t  t h a t  t h e  r a t e s  a r e  
r e a s o n a b l e  i n  l igh.-  of such f a c t o r s  a s :  r e n t a l  c o s t s  of comparable p rope r ty ,  i f  
any ;  m a r k e t  c o n d i t i o n s  i n  t h e  a r e a ;  a l z e r n a t i v e s  z v a i l a b l e ;  and, the 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 rope rcy  l e a s e d .  Renta l  arrangements  
s h o u l d  be reviewed p e r i o d i c a l l y  t o  de t e rmine  i f  c:i Lcun1stances h a v e  changed and 
o t h e r  o p t i o n s  a r e  a v a i l a b l e .  

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 
o n l y  up  t o  t h e  amount :hat would be a l lowed  had t h e  non-p ro f i t  

46 
. ... 



c .  Kenral  cost:; under  " l e s s - t h a n - a r n i s - 1 e r i g t l i "  l e a s e s  a r e  allowable o n l y  up  
to the  amount ( a s  expiai i ied i n  subparagi-aph h .  of t r i l  s parag -ap r i  4 3 . )  t h a t  would 
ht a l i o w e d  had t i t l e  L O  t h e  p rope r ty  ves t ed  j.r, rlie no l i -prof i t  o r g a n i z a t i o n .  FGI 
!:I.IJS purpcse, a i e s s  ';han-arm.s-lerigtt! l e a s e  i c  O I I C  under ~ l i i c h  orie p s r t ) '  t o  t h e  
lease agreement i s  aiJle t o  conrr-cl  01- s u h s t a n c i a i l y  ~ i i i l u e i i c t .  L l i e  a c t i o n s  of t h e  
o t h e r .  Such l e a s e s  ~ n c l u d e ,  bu t  a l e  11ot l i r r i t e d  Lo those betweeri (i) d i v i s i o n s  
of a n o n - p r o f i t  o rga r i i za t ion ;  ( i i)  n o n - p r o f i t  o r g a n i z a t i o n s  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 ,  o r  members; and [ iii) a non-p ro f i t  
o r g a n i z a t i o n  and i. d i r e c t o r ,  t r u s t e e ,  o f f i c e r ,  or key employee o f  t h e  n o n - p r o f i t  
o rgan iza t ion  or  h i s  immediate f ami ly ,  e i ~ h e r  d i r e c t l y  o r  through c o r p o r a t i o n s ,  
trusts, o r  s i m i l a r  arrangements  i n  w h i c h  the), ho ld  a c o n t r o l l i n g  i n t e r e s t .  For 
example, a non-p ro f i t  o r g a n i z a t i o n  may e s t a b l i s h  a s e p a r a t e  c o r p o r a t i o n  f o r  t h e  
s o l e  purpose  of ownirig p r o p e r t y  and l e a s i n g  i t  back 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 .  

d R e n t a 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  capitzl 
l e a s e s  u n d e r  GAAP a r e  a l lowab le  on ly  u p  t o  t h e  amount ( a s  e x p l a i n e d  i n  
subparagraph b )  t h a t  would be al lowed had t h e  non-p ro f i 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  p rope r ty  on t h e  da t e  t h e  l e a s e  agreement was executed .  The p r o v i s i o n s  of 
F inanc ia l  Accounting S tanda rds  Board S ta tement  13 ,  Accounting for L e a s e s ,  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 t e d  
t o  c a p i t a l  l e a s e s  a r e  a l lowab le  t o  t h e  e x t e n t  t h e y  meet t he  c r i t e r i a  i n  
subparagraph 23 Unallowable c o s t s  i n c l u d e  amounts p a i d  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 no t  have been i n c u r r e d  had t h e  n o n - p r o f i r  
o r g a n i z a t i o n  purchased t h e  f a c i l i t y .  

4 4 .  R o y a l t i e s  and o t h e r  c o s t s  € o r  use  o f  p a t e n t s  and c o p y r i g h t s  

a .  R o y a l t i e s  on a p a t e n t  o r  c o p y r i g h t  o r  a m o r t i z a t i o n  of t h e  c o s t  of 
acqu i r ing  by purchase  a c o p y r i g h 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  
proper  performance o f  t h e  award a r e  a l l o w a b l e  u n l e s s :  

(1)  The Federa l  Government has  a l i c e n s e  or t h e  r i g h t  t o  f r e e  u s e  of 
t h e  pa t en t  o r  copyr igh r  . 

(2) The p a t e n t  o r  copyr igh t  h a s  been a d j u d i c a t e d  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  de te rmined  t o  be i n v a l i d .  

( 3 )  The p a t e n t  o r  copyr igh t  i s  c o n s i d e r e d  t o  be u n e n f o r c e a b l e  

( 4 )  The p a t e n t  o r  copyr igh t  i s  e x p i r e d .  

b .  S p e c i a l  c a r e  should be e x e r c i s e d  i n  de t e rmin ing  r e a s o n a b l e n e s s  where 
the royalties may have a r r i v e d  a t  a s  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  
bargairiiriy, e .  g : 

(1) Roya l t i e s  p2J.d t o  p e r s o n s ,  i r i c l u d i n g  c o r p o r a t i o n s ,  a f f i l i a t e d  
with t h e  n o n - p r o f i t  o r q a n i z a t i o n .  

( 2 )  Roydl t i e s  p a i d  t o  u n a f f l l i d 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 ,  
wider an  agreemenl e11terc-d i n t o  i n  contemplci t ion t l , aL  a Fedeldl award would be  
made 

-IL.---,- i--- 
I 
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4.5. S e l 1 : n g  and marke t ing .  Cos t s  o f  s e l l i n g  and market ing any p r o d u c t s  o r  
seArvi.c:es o f  t h e  non-prof i  t o r g a n i z a t i o n  a r e  una l lowable  ( u n l e s s  a l lowed under 
k t - t a c h r n e n t  B ,  paragraph  1 .  a s  a l l o w a h i e  p u b l i c  r e l a t i o n s  c o s t .  However, t hese  
costs arc? d i l -owabie  as  d i r e c t  cos t s ,  v i t h  p r i o r  approval  by awarding agenc ie s ,  
w h e n  t h e y  a r e  necessary f o r  t h e  perfoTmance of F e d e r a l  programs. 

46. S p e c i a l i 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 a  of  se rv i .ces  provided  h y  highly complex or s p e c i a l i z e d  
f s c i 1 : t t j e s  o p e r a t e d  b y  t h e  non-profj  t o r g a n i z a t i o n ,  s u c h  a s  computers ,  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 rov ided  the cha rges  f o r  the s e r v i c e s  meet 
t h e  cond i t - ions  of  e i t h e r  4 6  b .  o r  c .  and,  i n  a d d i t i o n ,  take into account any 
i t e m s  o f  .income o r  Fede ra l  f i n a n c i n g  t h a t  q u a l i f y  a s  app l i cab le  c r e d i t s  under 
A t t a c h m e n t  A ,  subparagraph  &.5. of t h i s  C i r c u l a r .  

b .  The c o s t s  of  such servi-ces, w h e n  m a t e r i a l ,  must be charged  d i r e c t l y  t o  
spplI.cab1.r  awards based on a c t u a l  usage  of t h e  s e r v i c e s  on t h e  basis of  a 
s c h e d u l e  o f  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 a 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  non-p ro f i t  o r g a n i z a t i o n ,  i nc lud ing  
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  purposes ,  and (ii) is designed 
t o  r e c o v e r  on ly  t h e  a g g r e g a t e  c o s t s  of t h e  s e r v i c e s .  The c o s t s  of each  s e r v i c e  
shall c o n s i s t  normal ly  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  s h a r e  of a l l  
i n d i r e c t  c o s t s .  P,dtes  s h a l l  be a d j u s t e d  a t  l e a s t  b i e n n i a l l y ,  and s h a l l  t ake  
i n t o  c o n s - i d e r a t i o n  ove r /unde r  a p p l i e d  c o s t s  of t h e  prev ious  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  3 s e r v i c e  a r e  not 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 .  ijnder some e x t r a o r d ? n a r y  c i r cums tances ,  where :t i s  i n  t h e  b e s t  
i n t e r e s t  o f  t h e  Fede ra l  Government and t h e  i n s t i t u t i o n  t o  e s t a b l i s h  a'_ternatli:ie 
c o s t i n g  arzangemeri ts ,  s u c h  a r rangements  may be worked out  w i t h  t h e  cogn izan t  
F e a e r a l  agency .  

17. T a x e s .  

a .  I n  g e n e r a l ,  t a x e s  which t h e  o r g a n i z a t i o n  is requi red  t o  pay  and which 
a r e  p a i d  o r  acc rued  i n  acco rdance  w i t h  GFLRP, and payments made t o  l o c a l  
g o v e r n m e n t s  in l i e u  of  t a x e s  which a re  commensurate with t h e  l o c a l  g3vernment 
s e r v i c e s  r e c e i v e d  a r e  a l l o w a b l e ,  except f3r ( i )  t a x e s  from which exemptions a r e  
a v a i l a b l e  t o  t h e  o r g a n i z a t i o n  d i r e c t l y  o r  w h i c h  a r e  a v a i l a b l e  t o  t h e  
o r g a n i z a t i o n  based  on an exemption a f f o r d e d  t h e  Federa! Government and 13 t h e  
l a t t e r  case when t h e  awarding agency makes a v a i l a b l e  the necessa ry  exemption 
c e r t i f i c a t e s ,  ( i i )  spec ia l .  a s s e s s m e n t s  on ].and which r ep resen t  c a p i t a l  
improvemenrs ,  and ( i i i )  Fede ra l  incnrrie t a x e s .  

b .  Any re fund  of t a x e s ,  and any payment t o  t h e  o rgan iza t ion  of  i n t e r e s t  
t h e r e n n ,  which were a l lowed a s  award c o s t s ,  w i i l  be c ~ e d i t e d  e i t h e r  as a c o s t  
r e d u c t i o n  3r cash  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. 

.. ..-.....,-. ._.. .. !---..- .. ., ~. ~ 
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a .  T h e  cost of i t ems  reaso i lab ly  usab le  on rhe non-prof:  t organization's 
o the r  work s l i a l l  not be a l l o w a b l e  un le s s  t h e  non-p ro f i t  o r g a n i z a t i o n  s u b m i t s  
evidence t h a t  i t  would no t  r e t a i n  s u c h  i t ems  a t  cos t  w i thou t  s u s t a i n i n g  a l o s s .  
I n  dec id ing  whether  such items a r e  reasonably  u s a b i e  on o t h e r  work 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 s h o u l d  c o n s i d e r  t h e  non-prof1 t 
o r g a n i z a t i o n ' s  p l ans  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-p ro f 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.tems a r e  r easonab ly  u s a b l e  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 the r  work. Any acceptance  of common i t ems  a s  a i l o c a b l e  t o  t h e  
te rmina ted  p o r t i o n  of t h e  F e d e r a l  award s h a l l  be l i m i t e d  t o  t h e  exLent t h a t  t h e  
q u a n t i t i e s  of such i tems on hand,  i n  t r a n s i t ,  and on o r d e r  a r e  i n  e x c e s s  of  t h e  
reasonable  q u a n t i t a t i v e  r e q u i r e m e n 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  r ea sonab le  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 s c o n t i n u e d  immedia te ly  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 ,  such  COSYS a r e  g e n e r a l l y  a l l o w a b l e  hrirhin 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 ,  excep t  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 r g a n i z a t i o n  t o  d isconzinue  s u c h  c o s t s  s h a l l  be una l lowab le .  

C .  Loss of u s e f u l  v a l u e  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 

(1) S u c h  s p e c i a l  t o o l i n g ,  s p e c i a l  machinery,  o r  equipment is n o t  
reasonably  c a p a b l e  o f  use i n  t h e  o t h e r  work 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 ,  

(2) The i n t e r e s t  of t h e  Federa l  Government i s  p r o t e c t e d  by t r a n s f e r  
of t i t l e  o r  by o t h e 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  va lue  f o r  any one t e r m i n a t e d  F e d e r a l  award i s  
l i m i t e d  t o  t h a t  po r 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 h e  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  t e rmina ted  p o r t i o n  of t h e  Fede ra l  award bears 
t o  che e n t i r e  terminaced F e d e r a l  award and o t h e r  Federa l  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 ,  o r  equipment was a c q u i r e d .  

d .  Ren ta l  costs under unexpi red  l e a s e s  a r e  g e n e r a l l y  a l l o w a b l e  where 
c l e a r l y  shown t o  have been r easonab ly  necessa ry  for t h e  per formance  of t h e  
te rmina ted  Fede ra l  award  l e s s  che  r e s i d u a l  v a l u e  of s u c h  l e a s e s ,  i f :  

(1) t h e  amount of s u c h  r e n t a l  c l a imed  does  not  exceed t h e  r e a s o n a b l e  
use va lue  uf t h e  p lope r ty  l e a s e d  f o r  t h e  p e r i o d  of t h e  FederaJ  award and such 
fu r t l i e r  perj.od a s  may be r e a s o n a b l e ,  and 

(2) t h e  r ion-prof i t  o r g a n i z a t i o n  makes a l l  r e a s o n a b l e  e f f o r t s  t o  
t e rmina te ,  a s s i g n ,  s e t t l e ,  or o t h e r w i s e  reduce  t h e  cost of s u c l i  l e a s e .  There 
2 1 . ~ 0  may b~ included t h e  c o s t  of a l t e r a t i o n s  of such l e a s e d  p r o p e r t y ,  pro1,ided 
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(a] The p i ' e p a r a t ~ ~ o n  and p r e s e n t a t i o n  to  t h e  awarding agency o :  
s e t t l e m e n t  c l a i m s  and s u p p o r t i n g  d a t a  h r i t h  r e s p e c t  t o  rhe terminstec;  portion o f  
r h e  I:eder.al award, u n l e s s  t h e  t e r m i n a t i o n  i s  f o r  d e f a u l t  ( s e e  Subpart  - .61 Of 
Circulax P . - 1 1 0 ) ;  and 

ib) The t e r m i n a t i o n  and se t t l emen 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 i o n ,  p r o t e c t 1  on ,  
and  disposj . ' i ion of p r o p e r t y  provj-ded by t h e  Federal .  Government o r  acqu i r ed  o r  
p roduced  f o r  t h e  Federa l  award, except  when g r a n t e e s  OL c o n t r a c t o r s  a r e  
r e imbursed  f o r  d i s p o s a l s  a t  a prede termined  amount i n  accordance w i t h  Subpa r t s  

. 3 2  t h rough  __ .37 of C i r c u l - a r  A-11.0. 

i 3 )  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 r r i e n t  expenses  i n  subparagraphs  (1) and ( 2 )  . Normally, such i n d i r e c t  c o s t s  
s h a l l  b e  l i m i t e d  to  f r i n g e  beriefi  ts ,  occupancy cost, and immediate supervi-s ior i .  

f .  Cla ims  under  sub awards,  including t h e  a l l o c a b l e  po r t ion  of c l a ims  
which a r e  common t o  t h e  Federal award, and t o  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  a r e  g e n e r a l l y  a l l o w a b l e .  

An a p p r o p r i a t e  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 m a y  be 
a l l o c a t e d  t o  t h e  amount of  s e t t l e m e n t s  w i th  s u b c o n t r a c t o r s  and/or  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 n e s  c o n t a i n e d  i n  Attachment A. The i n d i r e c t  expense s o  a l l o c a t e d  s h a l l  
e x c l u d e  :he same and s i m i l a r  costs  clarmed d i r e c t l y  o r  i n d i r e c t l y  tis set t lemen:  
exper,.ses. 

119. T r a i n i n g  c o s t s .  

a .  C o s t s  of p repa raE ion  and main tenance  of 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  no t  l imi t -ed  t o  on-the- job,  c l a s s r m r r t ,  and a p p r e n t i c e s h i p  t r a i n i n g ,  
d e s i g n e d  t o  i n z 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 l -a in i r rg  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  wages of  t r a i n e e s  ( exc lud ing  over t ime 
compensa t ion  which might  a r i s e  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 m n g  and s t a f f  when t h e  t r a i n i n g  pzogram is conducted by t h e  o r g a n i z a t i o n ;  
'Jr (iij t u i t i o n  and f e e s  when t h e  t r a i n i n g  i s  in an i n s t i t u t i o n  n o t  opera t ed  by 
:he o r g a n i z a t L s n ,  a r e  a l l o w a b l e .  

h. Costs of p a r t - t i m e  e d u c a t i o n ,  a t  an undergraduate  cr pos t -g radua te  
c o l l e g e  l e v e l ,  i n c l u d i n g  t h a t  p rov ided  a t  t h e  organization's own f a c i l i t i e s ,  aze  
a l l o w a b l e  on ly  when t h e  course o r  deg ree  p u r s u e d  1s r e l a t i v e  t o  t h e  f i e l d  i n  
w h i c h  t h e  employee i s  now working o r  may r e a s o n a b l y  be expected to work, and a r e  
I I K i i Y n d  t o :  

( 1 ) T r a i n ]  rig m a t e r i a l s  

2) Textbooks 
i , , .  
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( 3 ; )  F e e s  c h a r g e s  IJ)I ttrr eciucat ional  ir is: icution 

( 4 )  Tuitiori cha rged  b y  i 1 1 i  ec iucat ionzl  institution or, iri l i e u  of 
t u i c i o n ,  i n s f r u c t o r s '  s i l a r i e r  ana L J V  r 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  of the 
educar ior ia l  i n s t i t u t i o r i  IC) che e x ~ e n t  t t lar  t h e  sum {-.hereof i s  not  i n  e x c e s s  oi 
t h e  t u i t i o n  wliicl-i would have heen p a i c i  to t t i e  par t j . c ;pa t i  rig educ :a t iona l  
i r i s c i  r u t i o n  

(5) S a l a r i e s  and r e l a t e d  c o s t s  of  l n s t r u c r o r s  who a r e  employees of 
t h e  o r g a n i z a t i o n .  

( 6 )  St ra igh t - t ime  CornpensaLiori 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  e x t e n t  t h a t  c i r c u m s t a n c e s  do no t  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 s e s  a f t e r  r e g u l a r  working hour s ;  o t h e r w i s e ,  s u c h  compensa t ion  
i s  una l lowab le .  

C .  C o s 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 e x t b o o k s  ( b u t  n o t  
s u b s i s t e n c e ,  s a l a r y ,  o r  any o t h e r  emoluments) i n  connec t 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 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 t  a 
p o s t - g r a d u a t e  [but not unde rg radua te l  c o l l e g e  l e v e l ,  a r e  a l l o w a b l e  on ly  when t h e  
course  o r  d e g r e e  pursued i s  r e l a t e d  t o  i h e  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 on ly  where t h e  c o s t s  r e c e i v e  
t h e  p r i o r  approva l  of  t h e  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  y e a r  f o r  each employee 
s o  Era ined .  I n  unusual c a s e s  t h e  p e r i o d  may be  ex tended .  

d .  C o s t s  of a t t endance  of u p  t o  1 6  weeks p e r  employee p e r  yea r  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 
e x e c u t i v e s  o r  managers o r  t o  p r e p a r e  employees f o r  s u c h  p o s i t i o n s  a r e  a l l o w a b l e .  
Such c o s t s  i n c l u d e  enro l lment  f e e s ,  t r a i n i n g  rna-cerials, 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 .  C o s t s  a l l o w a b l e  u n d e r  
t h i s  pa rag raph  do n o t  i n c l u d e  t h o s e  f o r  c o u r s e s  t h a t  a r e  p a r t  of  a deg ree -  
o r i e n t e d  cu r r i cu lum,  w h i c h  a r e  a l lowab le  on ly  t o  t h e  e x t e n t  s e t  f o r t h  i n  
subpzraqraphs  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 o r  l e a s e d  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  pu rposes  a r e  
a l lowable  t o  t h e  ex ten t  s e t  f o r t h  i n  paragraphs  11, 27 ,  and 5 0 .  

f .  Con t r ibu t ions  o r  d o n a t i o n s  t o  e d u c a t i o n z l  o r  t r a i n i n g  i n s t i t u t i o n s ,  
i r ic iuding t h e  donat ion 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 l o w s h i p s ,  a r e  una l lowable .  

g .  T r a i n i n g  and e d u c a t i o n  c o s t s  i n  e x c e s s  of t h o s e  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 al lowed w i t h  p r i o r  approva l  of t h e  awarding  
agency. To be considered f o r  a p p r o v a l ,  t h e  o r g a n i z a t i o n  m u s t  demons t r a t e  t h a t  
such c o s t s  a r e  cons i s t en t1  5) i n c u r r e d  pu r suan t  t o  an e s t a b l i s h e d  t r a i n i n g  and 
educa t ion  program, and  t h a t  the  c o u ~ s e  o r  d e g r e e  pursued 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 is nohi working or may r easonab ly  he  expec ted  t o  
work 

50. Ti-anspor ta t ion  c o s t s .  T r a n s p o r t a t i o n  c o s t s  i n c l u d e  f r e i g h t ,  e x p r e s s ,  
c a r t a g e ,  and post-age cha rges  I - e l a t i n g  e i t h e r  t o  goods pu rchased ,  i n  p r o c e s s ,  or 
d e l i v e r e d .  These cos t s  a r e  a l l o w a b l e .  When such costs  can r e a d i l y  be i d e n t i f i e d  
w i t h  t h e  i t e m s  invclved,  tllej '  maji I>?  d i i e c t l y  c l~a rged  2s  t r a n s p o r t a t i o n  cos t s  o r  
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a .  Gene ra l .  T r a v e l  c o s t s  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 odg ing ,  
subsistence, arid r e l a t e d  i t e m s  i n c u r r e d  13y empioyses  w!.:, are  i n  t r a v e l  stal,us * :  

o f f 1 . c i a l  5usiri t :ss 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! c o s t s  may be charged or) 
an acEual  c o s t  b a s i s ,  on a p e r  diem o r  mi l eage  b a s i s  i r !  l i e u  of a c t u a l  costs 
i n c u r r e d ,  or or' a combina t ion  of t h e  two, provJ.ded t h e  method used i s  a p p l i e d  t i )  
an  e n t i r e  t r i p  and not t o  s e l e c t e d  days of the t r i p ,  and r e s u l t s  i.n cha rges  
c o n s i s t e n t  w i t h  t hose  normal ly  al lowed i n  Like c i rcumstances  i n  t h e  non-p ro f i t  
o r ga n 3. z a t i on ' s n on - f ede r a 1.1 y - spon so  r ed a c t I v i  t. I e s . 

b .  Lodging and s u b s i s t e n c e .  Cos ts  i n c u r r e d  by employees and o f  fj.c:ers for  
t r a v e l ,  inc ludi -ng  c o s t s  of 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  expenses ,  
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 lowab le  o n l y  t o  t h e  ex t en t  s u c h  c o s t s  d o  
~ 0 %  exceed  cha rges  normal ly  a l lowed by t h e  r lon -p ro f i t  o rgan iza t ion  i n  1. 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  of the 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  
policy. I n  t h e  ab.ser,ce of an a c c e p t a b l e ,  w r i t t e n  non-prof i t  o r g a n i z a t i o n  po l3  cy 
r e g a r d i n g  t r a v e l  cos t s ,  t h e  r a t e s  and amounts e s t a b l i s h e d  under subchap te r  I o i  
C h a p t e r  5 7 ,  T i t l e  5, Uni ted  S t a t e s  Code [ "Trave l  and Subsis tence Expenses;  
MJ-leage Al lowances") ,  o r  by t h e  A d m i n i s t r a t o r  of General  Se rv ices ,  or  by t h e  
President ( o r  his or h e r  d e s i g n e e )  pu r suan t  t o  any  p rov i s ions  of s u c h  subchap te r  
shall a p p l y  t o  t r a v e l  under  F e d e r a l  awards ( 4 8  CFR 3 1 . 2 0 5 - 4 6 1 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 excess  of  t h e  customary s t anda rd  commercial 
a i . r f a r e  (coac t )  o r  e q u i v a l e n t ) ,  Fede ra l  Government c o n t r a c t  a i r f a r e  (where 
r?uZhorized and a v a i l a b l e ) ,  o r  t h e  lowes t  commercial  d i scount  a i r f a r e  a r e  
u n a l l o w a b l e  except w h e n  s u c h  accommodations would:  ( a )  r equ i r e  c i r c u i t o u s  
r o u t i n g ;  ( 5 )  r e q u i r e  t r a v e l  d u r i n g  un reasonab le  h o u r s ;  ( c )  e x c e s s i v e l y  pro long  
E r a v e i ;  (13) r e s u l t  i n  a d d i t i o n a l  cos t s  t h a t  wouid o f f s e t  t h e  t r a n s p o r t a t l o n  
s a v i n g s ;  sr [ e )  o f f e r  accommoda;ions n 3 t  z e a s o n a b l y  adequate  f o r  t h e  t r a v e l e r ' s  
niedica.1 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  must  j 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 case-by-case basis i n  o r d e r  for t h e  use  of f i r s t - c l a s s  a i r f a r e  
t o  be  a l l o w a b l e  i n  such  c a s e s .  

(2) U n l e s s  a p a t t e r n  of avoidance  i s  d e t e c t e d ,  t h e  Fede ra l  
Government will g e n e r a l l y  n o t  q u e s t i o n  a n o n - p r o f i t  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  cus tomary  s t a n d a r d  a i r f a r e  o r  o t h e r  discourit  a i r f a r e  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  che n o n - p r o f i t  o r g a n i z a t i o n  can demonst ra te  
e i t h e r  of t h e  fo l lowing :  ( a )  tha. t  such a i r i a r e  was no t  a v a i l a b l e  i n  the 
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  
t o  make r o u t i n e  use  of s u c h  a i r f a r e .  

d. A i r  z r a v e l  b y  o t h e r  t h a n  commercial c a r r i e r .  Costs of t r a v e l  by non- 
p r o f ]  t organiza t ion-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  i n c J . u d e  t h e  cos t  ot 
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 i n g  p e r s o n n e l  c o s t s ) ,  maintenance, 
d e p r e c i a t i o n ,  i n s u r a n c e ,  and o t h e r  r e l a t e d  costs. The porti .on of  s u c k  ::osts 
;hat exceeds  t h e  cost  of a l l .owable  commercial a i r  t r a v e l ,  a s  provided  f o r  i n  
s u b p a r a g r a p h ]  c . ,  i s  una l lowa-bie .  
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52. T r c s t e e s ,  T r a v e l  a n d  s u b s ~ s t e r i c e  c o s t s  o f  t r u s t e e s  (01 d i r e c t o r s )  a r e  
allowable. Tlhe costs a r e  subject l o  r e s t r i c t i o n s  r eqa rd l r ig  l o d g i n g ,  s u b s i s t e n c e  
arid a i r  travel costs p r o v i d e d  I n  p a r a g r a p h  51. 
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C i r c u l a r  No. A - 1 3 3  
R e v i s e d  t o  show changes pub l i shed  i n  t h e  Federal Register J u n e  2 7 ,  2 0 0 3  

A u d i t s  of  S t a t e s ,  Local  Governments, and N O n - P r o f i t  Organ iza t io r l s  

TO THE HEPJ.7, OF EXECIJTJVE DEPllIlTldEI\'TS AND ESTABLISHMIWI" 

SUE; JECr  : k u d i t c  of Sraces, ~ u c a l  eoveunments ,  and l.)ort-I'rof i t  Or-yaiii; a c i o i i s  

1 .  Purpose .  This C i r c u l a r  i s  i s sued  p u r s u a n t  t o  t h e  S i n g l e  A u d i t  A r t  of 
1984, P.L. 98-502, and t h e  S i n g l e  Audit  A c t  Amendments of 1 9 9 6 ,  P . L .  l(r4-156. 
I t  s e t s  f o r t h  s tandards  foi- o b t a i n i n g  c o n s i s t e n c y  and un i fo rmi ty  among F e d e r a l  
a g e n c i e s  foi- t h e  aud i t  of S t a t e s ,  l o c a l  governments ,  a n d  non-p i -of i t  
o r g a n i z a t i o n s  expending Federa l  awards.  

2 .  A u t h o r i t y .  C i r c u l a r  A-133 is i s s u e d  under  t h e  a u t h o r i t y  of s ec t ions  
5 0 3 ,  1111, and 7 5 0 1  et seq. of t i t l e  3 1 ,  Uni ted  S t a t e s  Code, and E x e c u t i v e  
Orders  .a248 and 11541. 

3 .  R e s c i s s i o n  and S u p e r s e s s i o n .  Th i s  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 - 1 2 8 ,  
"Audi t s  of S t a t e  and 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  
t h e  p r i o r  C i r c u l a r  A-133,  "Aud i t s  of I n s t i t u t i o n s  of Higher  Educat ion  a n d  
O t h e r  Non-Pro f 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  p a r a g r a p h  1 0  

4 .  P o l i c y .  Except as p rov ided  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 l s  
C i r c u l a r  s h a l l  be app l i ed  b y  all Federa l  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 r e s c r i b e s  p o l i c i e s  or s p e c i f i c  r equ i r emen t s  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 h e r e i n ,  .-he p r o v i s i o n s  of t h e  subsequent  s t a t u t e  s h a l l  
gove rn .  

F e d e r a l  agencies  s h a l l  app ly  t h e  p r o v i s i o n s  of t h e  s e c t i o n s  of chis 
C i r c u l a r  t o  non-Federai  e n t i t i e s ,  whether t h e y  a r e  r e c i p i e n t s  expending  
Fede ra l  awards rece ived .  d i r e c t l y  from F e d e r a l  awarding a g e n c i e s ,  or a r e  
s u b r e c i p i e n t s  expending Fede ra l  awards r e c e i v e d  from a pas s - th rough  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 ) .  

T h i s  C i r c u l a r  does no t  app ly  t o  non-U. S. based e n t i t i e s  expending  
Fede ra l  awards rece ived  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  or  i n d i r e c t l y  as a 
s u b r e c i p i  e n 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 t e r m s  used i n  t h i s  C i r c u l a r  a r e  
con ta ined  i n  S-.105 i n  t h e  Attachment t o  t h i s  C i r c u l a r .  

6 .  Requi red  Act ion .  The s p e c i f i c  r e q u i r e m e n t s  and r e s p o n s i b i l i t i e s  of  
Fede ra l  a g e n c i e s  and non-Federal  e n t i t i e s  a r e  se 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 .  Federal  a g e n c i e s  
making awards 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 ,  shzll 
adopt t h e  language i n  che 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  as pro\ i ided i 1 7  

S e c t i o n  10 (be low) ,  un less  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  by F e d e r a l  
s t a t u t e  o r  a r e  approved by t h e  O€fice of Management and Budget (OME) . 

7 .  OMB R e s n o n s l b i l i t i e s  , OMB w i l  1 review Fede ra l  agency r e g u l a t i o n s  and 
irnplerrientaEion of t h l s  C i r c u l a r ,  and w j . l l  p r o v i d e  i n t e r p r e t a t i o n s  of pol icy 
r-eguj I-ements and s s s i s t a r i ce  t o  ensu re  un i fo rm,  e f f e c t i v e  and e f f i c i e n t  
implementa t ion .  

8 .  1nformati .on Contact . F u r t h e r  i n f o r m a t i o n  conce rn ing  C i r c u l a r  A -  133 m a y  
be ob ta ined  by contac t ing  t h e  F i n a n c i a l  S t a n d a r d s  and Repor t ing  Branch ,  O f f  ice 
of Federa l  F inancia l  I\:anagement , Ofrice of -Management and Budget,  W a s h i n g t o n ,  
DC 2 0 5 0 3 ,  t e l ephone  [2C2) 3 9 5 - 3 9 9 2 .  
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9 .  i.'evl5>w Date. T h i s  Circalar w i l l  h a v e  a ;,31 ICY r e v i e w  t h r e e  yea-rs ?:-om 
the c ia lo  of i s s u a n z e  

1 0 .  g f fec t ive  D a t e s .  The stanciards s e t  f o r t r !  in S-.400 of thp Attachment 
to t h i . . ~  C i . r c u l a r ,  which a p p l y  d i  : r e c t l y  t o  F'edei-a1 agencies ,  s h a l l  be e f f e c t i v e  
J u l y  3 ,  1996, and  s h a l l  apply  t o  a u d i t s  of f i s c a l  y e a r s  begirining a f t e r  lJ~ine 

l 9 . 1 6 ,  fixcept as otherwise specified i n  5-. 4 0 0  ( a )  . 

T h e  s t anda rds  set forth ;n this C i r c u i a r  :hat Fedtral  agenc je s  snal.1 
a p y ~ l  y : -3  nori-Federal  e n t i t i e s  shall be adopted 3 y  F e d e r a l  agencj.es in cod- fled 
r e q u l . a t i o n s  not l a t e r  than  6 0  d a y s  a f t e r  p u b l i c a t i o n  of this final r ev i s Jon  
i n  t h e  Federal R e g i s t e r ,  so t h a t  they w i l l  a p p l y  t o  audi t s  of fiscal y e a r s  
begj.nni.ng a f t e r  J u n e  3 0 ,  1 9 9 6 ,  w i t h  t h e  except ion  t h a t  B-.305(b) o f  the 
Attachment  a p p l i e s  to a u d i t s  of f i s c a l  years  beg inn ing  a f t e r  June  3 0 ,  1998. 
The r e q u . ~ r e m e n t s  of C i r c u l a r  A - 1 2 8 ,  al.though t h e  C i rcu la r  i s  r e s c i n d e d ,  and 
t.he 3990 ver s ion  of C i r c u l a r  Fb1.33 remain i r i  e f f e c t  f o r  a u d l t s  of f i s c a l  y e a r s  
h o q i r i n i i i g  on or b e f o r e  June 3 0 ,  1 9 9 0  

The rev j . s ions  pub l i shed  i n  t h e  Federal Register June 2 7 ,  2003, a r e  
e f f e c t i v e  f o r  f i s c a l  yea r s  ending  a f t e r  December 3 1 ,  2 0 0 3 ,  and early 
irnpl.ementation i s  not permi t t ed  w i . t h  the except-ion of the d e f i n i t i o n  of 
OV.? l -SJgh t  agency for a u d i t  w h i c h  j.s effective J u l y  2 8 ,  2 0 0 3 .  

Augustine T Srnvthe 
Ac t ing  Director  

A E t a c: hm e n t 
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5- . 105 D e f i n i t i o n s .  

A u d i t e e  means a n y  nor]- Fedexa.. ept ic .y  that expends Federal  awards w h ~ . c k ,  
m u s t  he audi. ted under  t r i i s  p a r t  

Audi tor  means a n  a u d i t o r ,  t h a t  i s  a p u b l i c  accountant  or a F e d e r a l ,  
n ,. - . .>~ .d tc  01: loca l  government aiJd1.t o r g a n i z a t i o n ,  which meets the  g e n e r a l  
~ : t  ariciards spec ;  f i.ed j . n  gener;.il 1 y accep ted  government audi t ing  s t anda rds  
(GAGAS)  . The term audj t ~ c i r  d o e s  nor j.riclude i r i t .ernal  audj. tors of non-p ro f I r  
organi za :. oris 

Audi t  f ind i r iq  means deficiencies which the aud i to r  i s  r equ i r ed  by 
5-. 5 1 0  (a) to r e p o r t  in the scnedule of f i n d i n g s  and questioned costs. 

CFDA number means i-l-ie n u m t i e r  ass- ,gr ied  t o  a Fede::al program i n  t h e  
C a t a l o q  of Federal  Domestic Assis tdnce  iCF1JA) 

C l u s t e r  of D r o q r a m s  means ic grouping  of closely r e l a t ed  programs t h a t  
s h a r e  common compliance r equ i r emen t s .  The types of c l u s t e r s  of programs a r e  
r e s e a r c h  and development ( K L D ) ,  s t u d e n t  f i n a n c i a l  ai.d (SFA) , and o t h e r  
c l u s t e r s .  “Other  c l u s t e r s u 6  a r e  as d e f i n e d  by t h e  Off ice  of Management and 
Budget  (OME) i n  the compliance supplement  or a s  des igna ted  by a S t a t e  f o r  
Federal awards t h e  S t a t e  provides  zo i t s  s u b r e c i p i e n t s  t h a t  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 n e  Federal  awards i nc luded  i n  t h e  c l u s t e r  and adv i se  the  
s u b r e c i p i e n t s  of compl iance  requi rements  a p p l i c a b l e  t o  t h e  c l u s t e r ,  consistent 
with S- .400(d )  (1) and §-.400(d! ( 2 1 ,  r e s p e c t i v e l y .  A c l u s t e r  of programs 
shal.1 be c ~ n s i d e r e d  as clne prugl-am f o r  de t e rmin ing  m a j o r  programs, a s  
d e s c r i . b e d  i n  § - . 5 2 0 ,  and,  w i t h  t h e  excep t ion  of R&D a s  descr ibed  i n  
.F-. 2 0 0  ( e )  , whether  a program-specific a u d i t  may be e l x t e d .  

Coqnizant  aqenci/ f o r  audit means tl-ie Federa l  ageney des iqna ted  t o  ca:-ry 
out t h e  r e s p o n s i b i l i t i e s  desc r ibed  i n  §-.400 (a) 

Compliance supplement  r e f e r s  t o  t h e  C i r c u l a r  A - 1 1 3  Zomoliance 
SupDlement ,  i n c l u d e d  as Appendix B t o  C i r c u l a r  A - 1 3 3 ,  o r  such documents as 
C)MB 31 i t s  des ignee  may i s s u e  t o  r e p l a c e  i t .  Th i s  document i s  a v a i l a b l e  f r o m  
t h e  Government P r i n t i n g  Office, Super in t enden t  of Documents, Washington; DC 
2 0 4  02-9325 

C o r r e c t i v e  a c t i o n  means acLion t aken  by che audi tee  that: 

(1) C o r r e c t s  i d e n t i f i e d  d e f i c i e n c i e s ;  

12 j Produces recommnnded i.rrprovemen t s ,  31- 

( 3 )  Demonscrates  that a u d i t  f i n d i n g s  a r e  e 2 i h e r  i nva l id  3r do  riot 
w a r r a n t  a u d i t e e  a c t i o n .  

F e d e r a l  aaenc-7: has  :he same meaning a s  t h e  term aqency i n  Sec t ion  551 ( 1 )  
of t i t l e  5 ,  Un;ted S t a p e s  Code. 

Federa l  award means Federa l  f i n a n c i a l  a s s i s t a n c e  and Federa.1 cos t  - 
re imbursement  contracts that non-Federa l  e n t i t i e s  rece ive  d i r e c t l y  from 
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: in=i ude pj-ucuremenc c o n t r a c t s ,  under grants :lr c o n t r a c t . s ,  used i o  buy 
yocids 01- sei-vices  froril v e i ~ d o r s .  h y  a u d i t s  of siicl-I vendors  s h a l l  be covered 
b!.' t i l e  L T T I I I C  aiid con6i:ionr of the Conti-acL. Coi ;cracis  t G  opera!.e F'edci-al 
G 3 v ~ . ~ - i i i i i e i i i .  owiied, conizrac:or o p e r a t e s  facilities ( G O C O s )  are e x c l u d e d  f ~ - o n i  ~ 1 1 0  
!-;.qui i-eii~(int.s of :his pa1-i~ 

Fecieral awardina aqencji mtaiic the Fedei-;il iiqeiicy t h a t  pro\ i ides  an a w a r d  
di reci!y Lc) t j i e  r ec ip l e r i t  . 

Feuera1 f i nanc ia l  ass i s ta incr  means a s s i s t a r i c e  E h a t  non-Federal  e n t i  t i e s  
r e c e i v e  01- admin i s t e r  i n  the forni of g r a n t s ,  loans, loan guaran tees ,  p r o p e r t y  
( inc lud i r iq  donated s u r p l u s  p r o p e r t y )  , c o o p e r a t i v e  agreements ,  i n t e r e s t  
s u b s i d i e s ,  i n su rance ,  food 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 ,  bu t  does n o t  i nc lude  amounts r ece ived  as reimbursement 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  d e s c r i b e d  i n  5-. 2 0 5  ( h )  and si-. 2 0 5  (i 1 . 

Federa l  Droqrarn means : 

(1) A l l  Federal  awards t o  a non-Fede ra l  e n t i t y  ass igned  a s i n g l e  
nunha -  i n  the CFDA. 

( 2 )  When no  CFDA number i s  a s s i g n e d ,  a l l  F e d e r a l  awards f r o m  the same 
agency ma& for  t h e  same purpose shou ld  be combined and considered one 
program. 

( 3 )  Notwithstanding pa rag raphs  (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 )  ; 

(i i)  Student  f i n a n c i a l  a i d  ( S F A ) ;  and 

( i i i )  " O t h e r  c l u s t e r s ,  I' as d e s c r i b e d  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  governmenE a u d i t i n g  s t anda rds  i s s u e d  b y  
t h e  Tomptrcrller General of t h e  UniEed S t a L e s ,  which a r e  a p p l i c a b l e  t o  
f i n a n c i a l  a u d i t s .  

Gene ra l ly  a c c m t e d  .account in4 p r i n c i p l e s  has 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 a n d a r d s  i s s u e d  by t h e  A m e r i c a n  l 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  (AICPP.) . 

Indian  t i- ibe 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  
group o r  community, i nc lud ing  any Alaskan  Na t ive  v i l l a g e  01- r e g i o n a l  or  
v i l l a g e  c o r p o r a t i o n  ( a s  de f ined  i n ,  o r  e s t a b l i s h e d  u n d e r ,  the  Alaskan N a t i v e  
Claims Se t t l emen t  Ac t )  t h a t  i s  r ecogn ized  by t h e  U n i t e d  S ta . t e s  as e l i g i b l e  f o r  
the  s p e c i a l  programs and s e r v i c e s  p rov ided  by t h e  U n i t e d  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  I n d i a n s .  

I n t e r n a l  c o n t r o l  means a p rozess ,  e f f e c t e d  by a n  e n t i t y ' s  management a n d  
o t h e r  p e r s o n n e l ,  designed t o  p rov ide  r e a s o n a b l e  a s s u r a n c e  regard ing  t h e  
achievement of o b j e c t i v e s  i n  t h e  io l lowir ig  c a t e g o v i e s  : 

(I) E f f e c t i v e n e s s  and e f f j c i e n c y  of o p e r a t i o n s ;  

(2) K e l i a b i l i r y  of f i n a n c i a l  r e p o r t i n g ;  arid 

( 3 )  Compl.iance wj th z.pplicaGle laws a n d  r e g u l a t i  oris 

i n t e r n a l  cont.rol  D e r t . a i n l n q  t o  tile cornpli aric'c' r equi rements  Lor Fedei-a.1. 
nroqz-ams I lnteriial con~rcl mei-  Fede ra l  p rograms)  means a process -  - e f f e c t e d  by 



an entity's manayement <And ocnei- personnel --desi.gned to p r o v i d e  i-nasonab!.? 
iissu,'arice regarding the a r h j  evernent of Erie fo:l.lowing ob: eCt ive5  rol- Federal  
programs 

!I.) Transact  on:< are properly :recorded and accounted f n i -  .,,LO: 

( j . )  P e r m i :  the preparation of reliable f i n a n c i a l  statements drrd 
F'ede1ra2 repor t s ;  

(ii) Maintain accountabil; z y  over assets; a n d  

(iii) Demonstrate compliance with laws, regulations, and otrler 
compLLance requirements; 

(2) Trsnsactiocs are execuLcd in compliance witn 

! . i j  Laws, regulations, and the provisions of rontyacts or g r a n t  
; r q ? - e e m e r i t s  cha: c o u l d  have a dii-ecc and r n a t ~ r i a l  e f f e c t  on a Federal pirograrn; 
and 

(ii) An)r o r n e r  1.aws and regulations that are identified in the 
compliance supplement, and 

( 3  1 Funds, p r o p e r t y ,  and ot.her assets are sa:eguarded acjairist  loss 
from unauthorized use o r  disposition. 

Loan means a Federal loan or loan guai-antee 1-ecejved or administered by 
a non-Federal enti-ty. 

Local Government means any unit of local government within a State, 
including a county, borough, municipality, city, town, Lownship, parish, i oca l  
public authority, special district, school  district, inr-rastate dis:rict, 
council of governments, and any other instrumentality of l o c a l  government. 

M a j o r  uroqram means a Federal program determined a y  the auditor to be ii 
major program in accordance with 5- .520 o r  a program identified as a magoi- 
progra-m by a Federal agency or pass-through entity in accordance with 
§ - . 2 1 5  ( c )  

Manaqernent decision means tne evaluation by the Federal awarding agency 
c.i pass-through entity of the audic Findings arid corrective action p l a n  and 
the issuance of a written declsion as to what corrective action is necessary 

Mon-Federal entity means a State, l oca l  government, or non-profit 
organization. 

Non-Drofit orqanization means: 

i l !  any corporation, trust, association, coopera 
organization that : 

(i) Is ope-a t ed  primarily for scientific 
charitable, or similar purposes In t h e  public interest 

Lve, or other 

educatimal, s e r v i c e ,  

(ii) Is nat or-gar,ized primarily for prz f i t ;  and 

(iii) USES J ~ S  net proceeds to maintain. improve, or exparid . 
opera.tions ; a n d  

( 2 )  The term non-prof it oraanization includes non-prof 1 t insti tut 
of higher educatj on and hospitals. 
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01\IE niranr t h e  L:>:ecurlve O f f i c e  o f  t l i t  P I - e s iden t ,  0 ce o! Management 
and Budget. 

O v e r s j  qht aqeilcv fol- audit- mearis t h e  Fede ra l  awarding acie!-ir)' chat. 
pro~ides che preaominant amount of di  l e c t  fund ing  to a recipierri not assigneci  
a cognizant  agency f o r  a u d i t ,  When tlie1-e i s  no  d i r e c t  fund ing ,  the F e d e r a l  
aqe11f)' w i t h  LIie predominant i n d i r e c t  i u n d i n g  s h a l l  assume t h e  o v e r s i g h t  
responsibili Lies. Tlie dulies of the ~ i e ~ . ~ i q J i t  ayeiicy f ~ i  avdir 2i-e d?sci-ib=.c: 
in S-. 4 0 0 ( b )  

Effective J u l y  28, 2003, the  following is added to :his definition; 
F! Federa l  agency w i t h  o v e r s i g h t  f o r  an 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  to 
ano the r  Federa l  agency which p r o v i d e s  s u b s t a n t i a l  funding  and a g r e e s  to 
be  he o v e r s i g h t  agency f o r  a u d i t .  Within 30  days  a f t e r  any 
reass ignment ,  b o t h  t h e  o l d  and t h e  new o v e r s i g h t  agency fo i -  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  lcnown, t h e  a u d i t o r  of t h e  r e a s s l g n m e n t .  I' 

Pass-throuoh e n t i t y  means a n o w F e d e r a l  e n t i t y  t h a t  p ro l r ides  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  c a r r y  O U K  a Fede ra l  program. 

Proaram-sDecrfic a u d i t  means an a u d i t  of one Fede ra l  program a s  p r o v i d e d  
for in S - . 2 0 0 ( c )  and 5 ,235. - 

Quest ioned c o s t  means a c o s t  c n a c  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 a u d i t  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  o f  a 
p r o v i s i o n  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  ag reemen t ,  o r  
o the r  agreement or document gove rn ing  t h e  use of F e d e r a l  funds ,  i n c l u d i n g  
funds  used t o  match F e d e r a l  funds ;  

(21 Where t h e  c o s t s ,  a t  the  L i m e  of t h e  a u d i t ,  a r e  n o t  s u p p o r r e d  by 
adeqlia t e documena t i on ; o r  

(31 Where t h e  c o s t s  i n c u r r e d  a p p e a r  unreasonable  and d o  not r e i l e c t  
t h e  a c t i o n s  a p ruden 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 .  

Reciwient means a non-Federal  e n t i t y  t h a t  expends  Fede ra l  a w a r d s  
r e c e i v e d  d i r e c t l y  from a F e d e r a l  awarding agency t o  c a r r y  o u t  a F e d e r a l  
program. 

Research and develonment ( R h 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 ,  arld a l l  development a c t i v i t i e s  t h a t  a r e  per€ormn,d b y  a non- 
Fede ra l  e n t i t y .  Research is 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  toward  
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 t u d i e d .  The t e r m  
r ? s e a r c h  a l s o  i n c l u d e s  a c t i v i t i e s  invo! v i n g  t h e  t r a 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  t echn iques  where such  a c t 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 .  Develowment i s  t h e  s y s t e m a t l r  use of  knowledge 
and undeis tandinq ga ined  from r e s e a r c h  d i r e c t e d  toward  t h e  p r o d u c t i o n  of 
u s e f u l  m a t e r i a l s ,  d e v i c e s ,  sys tems,  o r  methods,  i n c l u d i r i y  d e s i g n  and 
deve l  opmen? of  p r o t o t y p e s  and p r o c e s s e s .  

S i l ~ q l  e a u d j t  means an a u d i t  whicl~ i n c l u d e s  IxJth the e n t i t y ' s  f i n a n c i a l  
s t a t  emeots a n d  t h e  Fedri-;:l awards d 5  described i n  S-. 500, 

State means any S t a t e  of t h e  United S t a t e s ,  t h e  D i s t r i c t  of C c ~ l u m b i a ,  
t h e  Conuionwtalth of Puerto Rice, tlie v i r g i  r) I s l a n d s ,  Guam, A1nerican Samoa, rl1e 
Cormnonk!ealth of the Northern I \ 'ar iar ia  I::] arlds, and t h e  T r u s t  T e r r i t o r y  o f  r h e  
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S t : u d e n .  F.Lniincj.2 1 Aid (Si;'&; l r i c l u d e s  t h o s e  prc , j rarns  of g e n e r a l  s t u d e n t  
G : ~ . s : : ~  st .aric:$,  -;uch a s  t h r , s e  a u t h o r ;  z e d  by T i z l ~ e  IV o f  :he H i g h e r  E d u c a t i o n  Act 
o f  196.5,  a:; . imended, (20 U . S . C .  1 0 7 0  e t  s e ~ . )  w h i c h  1s a d m i n i s t e r e d  b y  t h e  
(I. c:. Depa rzrri ! n t  of Education, and s i m i i a r  p r o g r a m s  provid2d b y  o:her F e d e r a l  
i ~ q e n c :  i e s .  I-. does n o t  inc! .ude p r o g r a m s  w h i c h  p r o v i d e  fellowshi.ps o r  s i m i l a r  
F'edei-a1 a w a l - : i s  to s t u d e n t s  on a c o m p e t i t i v e  basis, o r  for spoc j . f i ed  studies o r  
r e . z e d r c t i .  

.Subrec~ I i i e n t  m e a n s  a n o n - F e d e r a l  e n t i t y  t h a t  e x p e n d s  F e d e r a l  a w a r d s  
! - P ( ' P J  v e d  fi-om 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 F e d e r a l  p rogram,  b u t  does 
r i o t  i n c 1 . u d e  - in  i n d i v i d u a l  t h a t  i s  a b e n e f i c i a r y  of  s u c h  a program. PI 
r : u b r e c . i p ~ e n t  may a l s o  be a r e c i p i e n t  of o t h e r  F e d e r a l  awards d i r e c t J y  from a 
F ' e d e r a l .  a w a i - t l i ~ r i g  a g e n c y .  C;u~.dance o n  d i s t i n g i i i s l - u n q  b e t w n e n  ~i s u b r e c i p  I erit 
a n d  a veridor i s  p r o v i d e d  i n  S-.210. 

Tyses coniuIi.an::e rc?quj.;ernents r e f e r s  t o  the types of complj a n c e  
r e q u i  r emer i t s  l i s t e d  3.n the c o m p l i a n c e  suppl  Omen: .  E : x d m p l . e s  In:l.ude: 
a c t i v i t i  (2s a ;  1Lowr.d or u n a J . 1  owed; a1 l owab!  Y c o s t s i c o s !  pri.nc.~pl.c?:;; c a s h  
rr iar iagement;  ; , ~ ~ C J L L I J ~ L J  t . y ;  matchLny,  Level oi e f f o r t ,  earrnarlcinq; arid, 
r e y i 7 r t i n q .  

V e n d o r  means a d e a l e r ,  d i s t r i b u t o r ,  m e r c h a n t ,  o r  other s e l l e r  p r o v i d i n g  
g o o d s  o r  services  :ha: 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 F e d e r a l  p r o g r a m .  
These g o o d s  o r  s e r v i c e s  may be f o r  a n  o r g a n i z a t i o n ' s  o m  u s e  o r  f o r  the u s e  of 
b e n e f i c i a r i e s  sf the Fedezal p r o g r a m .  A d d i t i o n a l  g n i d a n c e  on d i s t i n g u i s h i n g  
hezween a s u b r e c i p i e n t  a n d  a v e n a o r  i s  p r o v i d e d  i n  S-.210. 

Subpar t  B--Audi ts 
S - .  2 0 0  A u d i t  requirements. 

( a )  A u d i t  required. Non-Federa!  e n t i t i e s  t h a t  e x p e n d  5300, 0 0 0  
15.500,OOO 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 3i, 2003) o r  more i n  a year 
in Federal a w a r d s  s h a l l  h a v e  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  c o n d u c t e d  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  provisions of t h i s  p a r t .  G u i d a n c e  on 
d e r - e r m i n i n g  F e d e r a l  awards e x p e n d e d  i s  p r o v i d e d  i n  S-.205. 

( b j  Sinqle a u d i t .  N o n - F e d e r a l  e n t i t i e s  t i i a t  expend 5 3 0 0 , 0 0 0  ( S S O 0 , O O O  
f c r  f i s c a l  y e a r s  e n d i n g  a f t e r  December 3 1 ,  2003) o r  more i n  a y e a r  Ln F e d e r a l  
a w a r d s  s h a l l  h a v e  a s i r i g l e  a u d i t  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  §-.500 e x c e p t  
when t h e y  e l e c t  t o  h a v z  a p r o g r a m - s p e c i f i c  a u d i t  c o n d u c t e d  i n  a c c o r d a n c e  with 
p a r a g r a p h  (c) o f  this s e c t i o n .  

( c )  P r o q r a m - s D e c i f i c  a u d i t  e l e c t i o n .  When a n  a u d i t e e  e x p e n d s  F e d e r a l  
a w a r r ' s  u n d e r  o n l y  o n e  F e d n r a l  p r o g r a m  ( e x c l u d i n g  R G 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  do  no: r e q u i r e  a f i n a n c i a l  
statement a u d i t  o f  t h e  a u c i i t e e ,  t he  auditee may elect to have  a p r o g r a m -  
s p e c i f i c  a u d i  t c o n d u c E e d  i n  a c c o r d a n c e  w i t h  §-. 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 nor b e  e l e c t e d  f o r  R&D unless all of t h e  F e d e r a l  a w a r d s  e x p e n d e d  
were rezeived f r o m  the same F e d e r a l  agency, o r  the same F e d e r a l  a g e n c y  and t h e  
same p a s s - t h r o u g h  e n L A  t.y, a n d  t h a t  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 r y  I n  
t h e  c a s e  of a s u b r e c l p i e n t ,  a p p r o v e s  i n  a d v a n c e  a p r o g r a m - s p e c i f i c  a u d i t .  

(d) E x e m o t i o n  when F e d e r a l  a w a r d s  e x p e n d e d  a r e  l ess  :tian S300,OOU 
~ $ 5 O O , O D O  for f i s c a l  vears  e n d i n a  a f t e r  December 3 1 ,  2 0 0 3 ) .  N o n - F e d e r a l  

.r L- 

i 8 t- I-- 
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S-. 205 B a s i s  f o r  determining F e d e r a l  awards expended.  

( a )  L)etermii:inq Federa l  award: exoended. The de te r r c rna t ion  of when a n  
award is expended should ~e based on when t h e  a c t i v i t y  r e l a r e d  t o  the award 
o c c u r s .  Gene ra l ly ,  t t 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  t h e  n o n -  
Fede ra l  e n t i t y  t o  comply w i t h  laws, r e g u l a r i o n s ,  arid t h e  p r o v i s i o n s  O f  

contracts 01- g r a n t  agreements,  s u c h  a s :  expendi ture/e>:per ise  t r a n s a c t l o n s  
a s s o c i  a t  ed w i t h  gr- a n t s  , c o s  t - r e  i m b u r  s eme n t con t r a c t s , 
and dii-ect  a p p r o p r i a t i o n s ;  t h e  d i sbur semen t  of  f u n d s  passed  th rough  t o  
s u h n e c i p i e n t s ;  the use of l oan  p roceeds  under l o a n  and loan  g u a r a n t e e  
programs;  che r e c e i p t  of  p r o p e r t y ;  t h e  r e c e i p t  o f  surplus p r o p e r t y ;  t h e  
r e c e i p t  o r  u se  of program income; t h e  d i s t r i b u t i o n  c.r corisumptior: of food 
commodit ies ;  r h e  disbursement  o f  amounts e n t i t l i n g  t h e  non-Federal  e n t i t y  t o  
an FnLeres t  subs idy ;  and, t h e  p e r i o d  when  i n s u r a n c e  i s  i n  f o r c e .  

cooper a t i B e a g r e  emen t s , 

(b) Loan and loan q u a r a n t e e s  ( l o a n s ) .  S i n c e  t h e  Fede ra l  Government i s  
a t  risk for l o a n s  u n t i l  t h e  deb t  i s  r e p a i d ,  t h e  fo? lowing  g u i d e l i n e s  s h a l l  be 
used L O  c a l c u l a t e  t h e  v a l u e  o i  F e d e r a l  awards expended under l oan  programs,  
e x c e p t  as  noted  i n  paragraphs  (c) and ( d )  of t h i s  s e c t i o n :  

(1) V a l u e  of neb: 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 )  BElance 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  F e d e r a l -  
Govei-nmc'nt imposes cont inuing  compl iance  r e q u i r e m e n t s ;  plus 

( 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 t r a t i v e  cost  a l l o w a n c s  
r e c e i v e d .  

(c) Loan a n d  loan  q 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  of hicrhel- 
e d u c a t i o n .  When loans  a r e  made t o  s t u d e n t s  o f  an i n s t i t u t i o n  of h l u h e r  
e d u c a t i o n  bur t h e  i n s t i t u t i o n  does n o t  make t h e  l o a n s ,  t hen  o n l y  t h e  v a l u e  o f  
l o a n s  made d u r i n g  the yea 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  ba lance  o f  l o a n s  for  p r e v i o u s  y e a r s  i s  n o t  i nc luded  a s  F e d e r a l  
awards expended because t h e  l e n d e r  a c c o u n t s  f o r  t h e  p r i o r  b a l a r i c e s .  

( d )  Prior loan  and loari q u a r a n t e e s  ( l o a n s ) .  Loans,  t h e  p r o c e e d s  of 
which w e r e  receiT7ed and expended in p r i o r - y e a r s ,  a r e  not c o n s i d e r e d  F e d e r a l  
awerds  e::pended under t h i s  p a r t  when t h e  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  or grant :  aqreemer?ts p e r t a i r l i n g  t o  s u c h  l ~ a r i s  impose no c o n t i n u i n g  
ccimp1 i snce requi rements  o the :  t h a n  t o  repay  t h e  loans. 

( 5 )  Lnciowiilerit f u n d s .  The cuniu la t ive  ba1 a n c e  of F e d e r a l  awards  lor 
e t idoweni  f u n d s  whic l l  a l e  fede:-aily r e s t r i c t e d  a r e  col i j idei-eo ~ V J Z L - ~ S  expended 
in e a c h  yea1  i n  k:hj ch t h e  f u n d s  are still r e s t r i c t e d .  

! T j  F1-t.e r e n t .  F ree  r e r i t  r e c e i v e d  by i t s e 3 . i  i s  riot c o n s i d e r e d  a 
redel 21 award ti::perided under this i>a?-t . However, l:-ct= rent rece2  ved i s  pa l - t  
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1 1 )  Ce r t a in  loans provided  bv t h e  Nat iona l  2redi. t  Union 
A d m i n i s t r a t i o n .  For  pu rposes  of tnis p a r t ,  l o a n s  made from t h e  N t ~ t i o i i a l  
C:-edj  t.' Union S h a r e  I n s u r a n c e  Furid and t.ne C e n t r a l  L.I q u l d ~ . t y  F ' a c l l l t y  t h a t .  a r e  
fundeti  b y  c o n t r i h u t . i o n s  f r o m  :.risured ; n s t l  t i i t- ions a r e  not  cons tderecl ! ' ,derai 
awards  expended.  

g-.210 Subreclpient and vendor determinations. 

( a )  Genera l .  An  a u d i t e e  may be 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 .  Fede ra l  awards expended a s  a r e c i p i e n t  o r  a subrec ip ien t  would be 
s u b j e c t  t o  a u d i t  under  this p a r t .  The payments rece ived  f o r  goods or  s e r v i c e s  
p:-ov.~ded as a vendor would not be cons ide red  F e d e r a l  awards.  The gu idance  i c  
pC~ircrgraphs (b) and ( E )  of t h i s  s e c t i o n  should be considered i n  de t e rmin ing  
whe the r  payments c o n s t i t u t e  a Federa l  award o r  a payment  f o r  goods and 
r ; ~ r \ i i  c e s .  

(2) E a s  i t s  perzormance measured a g a i n s t  wnether t h e  o b j e c t i v e s  
G f  t h e  f e d e r a l  program 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  programmatic  t iecision 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  adherence  t o  appl icable  ?ede:-al 
p rogram compliance r e q u i r e m e n t s ;  and 

( 5 1  Uses t h e  Fede ra l  funds t o  c a r r y  o u t  a program of t h e  
o r g a n i z a t i o n  a s  compared t o  providing goods 3r s e r v i c e s  f o r  a program 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  qoods  a n d  s e r v i c e s .  C h a r a c t e r i s t i c s  i r i d i c a t i v e  of  a 
paAmient f o r  goods and  ~ e i - v i c e s  r ece jved  by a vendor  a r e  when the o r g a n i z a t i o n :  

(1) Prov ides  t h e  goods and 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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(1;)  O f e i - a i e s  ~ r i  B C O J I I ~ ~ L ~  1.j ve enviroinriien! 

( 4 )  i ' rovider yovUs 01 s e r t ' ~ c e 5  t l , a t .  i r e  a i i z i l  i d r y  L o  :lie 
~JX:-?I!J I U I I  o f  r : t i i> F e d e r a l  p r o g r a n r ;  arid 

(5) Is n o t  suhj ject  L O  c o m p l i a n c e  r c - c j u . i r t . n i ~ ~ n i s  b i  the F e d e r a l  
p r o  y I: ani . 

i d )  U s e  of i u d a m e n t  i n  m a k i n a  d e t e r m i n a t i o n .  Tliei-e may be u n u s u a l  
c i r c u n ~ s t a r i c e s  o r  e x c e p t i o n s  t o  r1-1e l i s t e d  c h a r a c t e r i s t i c s .  I n  mai:J.ng t h e  
a e t e r m i n a t i o r r  of w h e t h e r  a s u b r e c i p i e n t  or v e n d o i  r e l a t i o n s h i p  e x i s t s ,  trie 
s u b s t a n c e  of r h e  r e l a t i o n s h i p  i s  more i m p o r r a n t  t h a n  t h e  form of  the 
agi-eernent.  I t  i s  n o t  e x p e c t e d  c h a t  a l l  of the  c h a r a c t e r i s t i c s  will be p r e s e n t  
and  judgment  should h e  u s e d  i n  d e t e r m i n i n g  hinet t ier  a n  e n t i t y  i s  a s u b r e c i p i e n t  
or ~ 7 e n d 0 ~ .  

( e )  F o r - D r o f i t  s u D r e c i D i e n t .  S i n c e  t h i s  p a r t  does n o t  apply  tc; f o r -  
p r o f i t  s u b r e c i p i e n t s ,  c h e  p a s s - r h r o u g h  e n t i t y  i s  r e s p o n s i b l e  for e s t a t J l i s h i n y  
r e q u i r e m e n t s ,  as  n e c e s s a r y ,  t o  e n s u r e  c o m p l i a n c e  b y  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  s h o u l d  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 t  s u b r e c i p i e n t ' 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 .  Methods 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 i  a w a r d s  made to for-- 
p r o f i t  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  .... .. . , 
c o n c r a c t ,  and p o s t - a w a r d  a u d i t s .  

(f) Cornrjliance r e s o o n s i b i l i t v  for- v e n d o r s .  I n  m o s t  c 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  i s  o n l y  t o  e n s u r e  c h a t  t h e  
p r o c u r e m e n t ,  r ece ip t ,  and  p a y m e n t  f o r  g o o d s  and  services  c o m p l y  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  a g r e e m e n t s .  Program 
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 .  H o w e v e r ,  t h e  
a u d i r 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  w h i c h  
a r e  s t r u c t u r e d  such  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  program c o m p l i a n c e  or'- 
the vend01 's records must be r e v i e w e d  t o  d e r e r m i n e  p r o g r a m  c o m p l i a n c e .  Also, 
when these  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 o f  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  whether  t h e s e  c r a n s a c r i o n s  a r e  i n  c o m p l i a n c e  
w i t h  laws, 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  o r  g r a n t  a g r e e m e n t s .  

5-.215 R e l a Z i o n  to other a u d i t  r e q u i r e m e n t s .  

( a )  A u d i t  u n d e r  t h i s  Dart in lieu o f  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 d i v i d u a l  F e d e r a l  a w a r d s .  T o  t h e  e x c 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  u p o n  a n d  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  limit t h e  a u t h o r i t y  o f  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  
I n s p e c t o r s  Genei-z l ,  01 GHO t o  c o n d u c t  o r  arranyc io:- a d d i t i o n a l  audirs ( e . g . ,  
f i n a n c i a l  a u d i t s ,  p e r f o r m a n c e  a u d i t s ,  e v a l u a t i o n s ,  i n s p e c t i o n s ,  01- r e v i e w s )  
n o r  a u t h o r i z e  any  a u d i t e e  t o  c o n s t r a i r i  F e d e r a l  a o e n c i e s  from c a r r y i n g  out 
a d d i t i o n a l  a u d i t s ,  A n y  a d d i t i o n z l  a u d i t s  s h a l l  be 1 , l a n n e d  and p e r f o m i e d  in 
such E way a s  t o  b u i l d  upon  w o r k  p e r f o r m e d  by otr!er a u d i t o r s .  

(12) F t l d e r a l  a a e n c v  t o  f o r  a d d i t j o n a l  a u c i 1 t . s .  U F e d e r a l  a g e n c y  
t h a t  c u r l d u c t s  o r  c o n t r a c t s  f o r  a d d i t i o n a l  a u d i t s  shall, c o n s i s t e n r  r i r h  o t h e r  
applicable 1;lus a n d  r e g u l a t i o n s ,  a r r a n g e  for f u n d i n g  the f u l l  cosr of sucll 
a d d i t i o n a l  a u d i t s .  

. . 



S-. 220 Frequency of a u d i t s .  

E x c e p t .  f o r  t h e  p r o v i s i o n s  for b; e n n . i a l  a u d J  t s  p r o v i d e d  I L R  p a r d q r a p h s  (a )  
a n d  (b) of th: s s e c t  i o n ,  a u d i  :.s r e q u i ~ r e d  h y  rh;s p a r :  s!iall be poi-f3rni?4 
a n n u a l  .I y . A n y  h i  nnn i a l  a u d i  t snal .1  c o v e r  r ) o t h  yecir:; w i ; h L r i  t.ne h i  e n n l h l  
pe J- i od . 

( d )  A State o r  l o c a l  government  t h a t  I S  r e q u i r e d  b y  c o n s t i t u t i o n  o r  
s l a t u t e ,  ~ r i  c f f e c t  on J a n u a r y  1 ,  1987, t o  u n d e r g o  I ~ S  a u d i t s  l e s s  f r e q u e n t l y  
t h a n  a n n u a l l y ,  is p e r m i t t e d  t o  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- ,  
b i e n n i a l l y .  T h i s  r e q u i r e m e n t  must  s t i l l  be i r i  e f f e c t  for  t h e  b i e n n i a l  p e r i o d  
u r i d e r  audit. 

(bj A n y  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  biennial a u d i t s  for 213 
b i e i i r i i i i l  periods e n d i n g  b e t w e e n  J u l y  1,  1992, a n d  J a n u a r y  1, 1995, is 
perm1 t t e d  to u n d e r g o  i t s  aud ic 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  Sanc t 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  wrien a u d i t s  r e q u j r e d  by 
this part h a v e  n o t  b e e n  made  o r  have  beon made G u t  n o t  i n  azcordance ~ ? t h  t h 1 . s  
> a r t .  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 n g r i s s s  L O  have  a n  audi: 
c o n d u c t e d  i n  a c c o r d a n z e  w i t h  t h i s  p a r t ,  F e d e r a l  a g e n c i e s  and p a s s - t h r o u n t i  
e r i t i t i es  s h a l l  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 q  a p e r c e n r a g e  of Federal awards u n t i l  tn- a u d i t  is 
compl e t  ed s a: is f a c t o =  I 2 y ; 

( b )  W i t h h o l d i n g  o r  d i s z l l o w i n g  o v e r h e a d  costs; 

( c )  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  conducted; o r  

(d.! T e r m i n a t i n g  the Federal a w a r d  

§-. 230 Audit costs. 

( a )  A l l o w a . b l e  c o s t s .  Unless p.L-oihiblted by  l a w ,  the cos t  o f  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  3f t h i s  p a r t  a r e  allowable cha:qrir. ::I 

F e d e r a l  awards.  Tlhe c t i a r g s s  may be c o n s l d e r e d  a d i r e c t  z o s t  o r  a n  a l1oca : ;ed  
i n d i r e c t  cost, a s  3 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  the p r o v i s i o n s  of a p p l i c a b l e  
OME cost p r i n c i p l e s  c i 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 o n  R e g u l a t i o n  (FAR 1 (48 
CFR parts 3 0  a n d  1 1 ) ,  a r  o t h e r  a p p l i c a b l e  cost principles or  r e g u l a t i o n s .  

. ~ 
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( 1 1 )  iini:! jor.iak,]i- c : ( J z I ~ : ,  . p. ~ i o r i - " e d e ! - ~  J e n t l l  y slliii! not cii61-q.e :-he 
i c , i  . < J V , ~ L ~ I ~  to ii rreclei-2i awi i rd :  

i i  ] Tne C:CJSL of a n y  a u d i t  uride:- t h e  i : i r i g l +  AudiL Act knieridiiients 
of ? Y ( ,  ( 3 1  U . C  C. 7503 p i  s e c ; . )  ~ G L  cor iduc led 111 ?~cco~-:~driCe \ . ! i U h  L l i i s  p a r C .  

(2) Tile cosl of a u d i t i n g  a rtoiN-Fedesal en1 i c y  wliicli  I I ~ S  F e d e r a J  
1.5 expended of 1 ~ P P  t i r a i i  $30(1, 0 0 0  (:'500,, 0 0 0  for-  iisc;..l ! ledrs e l l d i ! l g  a i i e r  

r iecr~mbei -  . ? I ,  20D3) pel- arid 1s t h e r e b y  exempted uiider 5- .200 (d) f rom 
riaT.i:iy ar!  a u d i t  conducted u n d e r  r h i s  p a r t ,  However, ~11.1s does  n o t  p r o h i b i t  a 
p a s :  - thi-ougt i  e n r i t ) ;  lrom c l i a rg ing  F e d e r a l  awcrds  €01- t h e  cost  of I i i n i t . e d  s c o p ~  
cludi L s  t o  mon i to r  its s u b r e c i p i e n t s  i r i  a c c o r d a n c e  h ' i t h  I;-. 4 0 0  (d) (3) , 
p r o - i ' i d e d  t h e  s u b r e c i p i e n t  d o e s  n o t  h a v e  a s i n g l e  a u d i t .  For p u r p o s e s  o f  rh l s  
p a r r ,  L i m i t e d  s c o p e  a u d i t s  on1 J) i n c l u d e  agreed-upon procedul -es  e n g a g e m e n t s  
coriducred i n  accordance  w i r h  e i t h e r  Llhe AICPI. . 's  g e n e r i 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  f o r  and a r r a n g e d  by a pas s -  
t h r o u g h  e n t i t y  and  a d d r e s s  o n l y  o n e  or more of t h e  f o l l o w i n g  t y p e s  O f  

c o m p l i a n c e  r e q u i r e m e n t s :  a c t i v i t i e s  a l l o w e d  o r  u n a l l o w e d ;  a l l o w a b l e  
r o s t r / 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 f f o r t ,  e a r m a r k i n g ;  
a n d ,  r e p o n i n g .  

E - . 235  Program-specific a u d i t s .  

( a )  P rouram-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 prograni -  
s p e c i f i c  a u d i t  gu ide  w i l l  b e  a v a i l a b l e  L 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  
a u d i t o r  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 ,  s u g g e s t e d -  
a u d i c  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  O f f i c e  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 rog ram-spec i f i c  a u d i t .  

(b) Proqram-sDec 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  is n o t  a v a i l a b l e ,  t h e  a u d i t e e  and  a u d i r o r  shzll h a v e  
b a s i c i 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  t h e y  would  h a v e  
f o r  an a u d i t  of a major proqram 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 r n e n t ( s )  f o r  t h e  
Fedei-al  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 j . g n i f i c a n t  
a c c o u n t 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 summai-y s c h e d u l e  of 
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 
corrective a c t i o n  plan 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 )  The 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  
F e d e z a l  program i r i  accordance  w i t h  G A G A S ;  

(ii) Obtain an u n d e r s t a n d i n g  of  i n t e m a l  c o n t r o l  a n d  
p i - f o r m  t e s t s  of i n t e r n a l  c o n t r o l  o v e r  t h e  F e d e r a l  p rogram c o n s i s t e r i L  w i t h  the 
- r r q u i r e m e n t s  o f  5 - . 500 (c) fo r  a rna jor  program; 

( i i i )  Pe r fo rm p r o c e d u r e s  t o  deLei-mine wlletlier t h e  a u d i t e e  
h a s  compl ied  w i t h  l a w s ,  r e g u l a t j o n s ,  end  t h e  p r o v i s i o n s  of c o n t r a c L s  01- g r a n t  
a q i - " % n i ? n t s  th6t cou ld  ha17e a d i r e c t  arid m a t e r i a l  e f f e c t  o n  t i e  i.'ede.-aJ pi-ogram 
c o n s i s t e n t  w i t h  tiie I -equi ren ien ts  of S-, 500 (d) for a m a j o r  prcigram; and 
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( 1 )  An o p i n i o n  ( o r  d i sc l a imer  o f  o p i n i o n ,  as  ;G w t i ? t r \ L j i -  
,- ' . . i l e  f ~ n a r i c ~ ~ i :  s t ; i t e m n n t  (s) o f  t h e  F e d e r a l  p r o g r a m  i s  p r e s e n t e d  f a i r l y  1.n a1.1 
mtl:-.er 1 0 1  i - t ' spec ;~  i n  c o n f o r m i t y  w i t h  che  s t a t e d  a c c o u n t i n g  p l i c i e s ;  

i 1 . i )  A r e p o r t  on i n t e r n a l  c o n t r o l  r e l a t e d  t o  t h e  P e d e z d l  
I.,Irogram, w h i c h  5 ; h d l J  d e s c r i b e  the  s c o p e  of  t e s t i . n g  o f  i n t e r n a l  c o n t r o l  a n d  ttie 
l-€?.?iJi t 9  of t h e  tests; 

! J  ! I )  A !-or>ort o n  c o m p l i a n c e  w h i c h  incjliides d n  ~ p ~ . r i i o r i  (or 
d.13~1.di.nier o f  o p : r I ~ c ~ i ~ )  ar; Lc, w h e - h e l -  t t i e  aud l  'ief: ::omulrt.d W J  ;li i a w s ,  
r e g u l  a t i o n s ,  and t.he ~ I - O V L I ;  I or:s o f  c o n t i - a c t s  o r  q r a n t  a q r e e m e n t s  w h i c h  c . 3 ~ 1  d 
h a v e  d d i r e c t  and rna:eri.iil e f f e c t  or1 t h e  F e d e r a l  pi-oqram; a n d  

( J V )  A s c h e d u l e  of  f i n d i n g s  a n d  q u e s t i o n e d  cos t s  f o r  t r le  
F e d e r a l  p r o g r a m  t h a t  i n c l u d e s  a summary o f  t h e  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  p r o g r a m  i n  a f o r m a t  c o n s i s t e n t  w i t h  S-.505(d) (1) arid f i n d i n g s  
a n d  f f u e s t J o n e d  costs c o n s i s t e n t  with t h e  r e q u i r e m e n t s  of §- .505(d)  ( 3 )  . 

( c )  K e y > o r t  s u b m i s s i o n  f o r  D r o e r a m - s D e c i f i c  aud.i!s. 
( 1 )  T h e  a u d i t  s h a l l  be c o m p l e t e d  and Eke r e p o r t i n g  r e q u i r e d  b y  p a r a g r a p h  
(c) ( 2 )  o r  ( c )  (3) o f  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 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  o f  t h e  a u d i t s r ' s  report(s), o r  n i n e  monLhs a f t e r  t h e  end o f  the a u d i t  
p e r j o d ,  u n l . e s s  a longer p e r i o d  is a g r e e d  t o  i n  advance b y  the  F e d e r a l  a g e n c y  
t h a t .  p r c v ~ . d e d  ;he fundinq or  a d i f f e r e n t  p e r i o d  i s  s p e c i f i e d  in 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 .  ( H o w e v e r ,  f o r  f i s c a l  y e a r s  b e g i n n i n g  on o r  D e f o r e  Jur i?  
:?(I, 1 9 9 8 ,  t . h e  audit-. s h a l l  D F ~  c o m p l e t e d  a n d  the r e q u i r e d  r e p o r t i n g  s h a l l  t e  
s u b m i t t e d  w i t h i n  the earlier of 30 d a y s  a f t e r  r e c e i p t  of t h ?  a u d i t - o r ' s  
report(si, o r  13  m o n t h s  a . f t e r  t h e  end o f  t h e  aud . i t  p e r i o d ,  unless a differear 
p e r i o d  is 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 . )  UnLess r e s t r i c t e d  o y  
law o r  r e g u l a t i o n ,  t h e  a u d i t e e  s h a l l  make r epor t  c o p i e s  a v z i l a b l n  f o r  public 
i r i s p e c t i o n .  

(2) When a p r o q r a m - s p e c i f i c  a u d j . t  g u i d e  i s  a v a i l a b l e ,  the 
a u d i t e e  shall s m m i t  t o  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  OMB t h e  d a t a  
c o l l e c t i o n  form p r e p a r ? d  i n  a c c o r d a n c e  w i t h  S-.320(b), a s  a p p l i c a b l e  t o  2 

p r o g r a m - s p e c i f i c  a u d i t ,  and  t h e  reporting r e q u i r e d  b y  the p r o g z a m - s p e z i f i c  
audiz g u i d e  t o  b e  r e t a i n e d  a s  a n  a r c h i v a l  c o p y .  Also, t h e  a u d i t e e  shall 
s u b m i t  ro tie Fedoral a w a r d i n g  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  t h e  r e p o r t i n g  
r e q u i r i d  by t h e  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 .  

( 3 1  When a p r o g r a m - s p e c i f i c  a u d J t  g u i d e  i s  riot a v a i l a b l e ,  t h e  
r e p o r t i n g  p a c k a g e  f o r  a 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 h e  f i n a n c i a l  
s t a t e m e n r :  ( s i  3f t h e  Fec ie ra l  program, a summary  s c h e d u l e  of 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 e 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  in p a r a g r a p h  (b) ( 2 )  o f  
t h i s  section, and t h e  a u d i t o r ' s  r e p o r t ( s )  d e s c r i b e d  i n  p a r a g r a p h  (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  f o r m  p r e p a r e d  i n  a c c o r d a n c e  w i t h  



i: __ .320(b) , 25, a p p l . i c a ~ ~ v  t o  L-, r,roUraru-sl.,ri.i.iic. audit, arid orif- c o p y  oi r h i r .  
2 e p o i - i ~ i r i g  paol :age S ~ ~ I S J . ~  s u i m ?  :;I eo' lo : ) i t .  i -euc- r~ : !  c l e ~ i - i n y l r o u s e  uezigi,ci:.ed 
i>): OME; t o  be ~ . - e t a ~ ~ ~ e c i  a l - c i l i \ r a l  copy .  /.;so, W I I ? L  ~ l l e  scliedilie of 
! . I I I ~ L I I ~ S .  a ~ i d  cjuesr.i.oiied c o s t s  d i - c l . ~ ~ s e O  a u d ~  r findings 01- t l i e  sum11ial-y scl ledule  
of p r ~ o x  i i ud i i  iindirlcj: r.epc,i-teo' tile s f - a t u s  of  a n y  a u d i t  f ~ n d i i ~ g s ,  the a u d i  tee 
-1t;11! s u n r u t  onc copy O [  tile J - e p o r L i n q  pa,-l:ai~e t o  t l ie F e d e r a l  c i t . ; i r ~  n g i i o u s e  0 1 1  

lieliai i O f  t h e  Fede ra l  a w a r d i n g  a g e n c y ,  0:- d l - e c t i y  E o  t r i P  ~ ~ , ~ : Z C . - ' C ! I L - O U ~ J J  + ' in t i  t y  
1 1 1  t l l e  C ~ S E  o f  a s u b i - e c i p i e n c .  1nsi ;eao '  oi s u b r ~ i ~ t L i i t g  tlrr I P ~ G ~ ' ~ L T J ( J  paci.Ggt. 'io 
T11e ] l a s s - th rough  e n t i t y ,  wlier~ a s u b r e c i p l e n t  i.s riot r e q u i r e d  t o  subrlrit i; 
1-epoi-t ing p a c k a g e  t o  tire pas s - th roug i ]  e n t i  c y ,  the subreciplent s r r a l i  p r c ) l r i d e  
k ! r i r ~ e n  n o t i f i c a t i o n  t o  zhe  p a s s - t h r o u g l i  entity, c o n s i s t e n t  b ! i t h  t h e  
r e q u i r e m e n t s  of S: - . 3 2 0 ( e )  ( 2 ) .  F: s u b r e c i p i e n t  m a y  submi t  a copy of  t h e  
r e p o r t i r r c ~  package  t o  t h e  p a s s - t h r o u g h  e n t i t y  t o  comply w i t h  t h i s  n o t i f i c a t i o n  
r e q u i r e m e n t .  

( d )  O the r  s e c t i o n s  of  t h i s  D a r t  ma\) a c m 1 v .  P r o g r a m - s p e c i f i c  a u a i t s  
a r e  s u b j e c t  t o  5-,30D t h r o u g h  5-,215(b), §-.220 t h rough  5-.230, 
S-.300 cI-irough 5-. 3 0 5 ,  S-. 315, S-. 320 (f) t h r o u g h  5-. 3 2 0  ( j )  , S-. 400 
t t l r o u g h  S-.  4 0 5 ,  §-.SlO t h r o u g h  5-.515, and o t h e r  r e f e r e n c e d  p r o v i s i o n s  
of t h i s  p a r t  u n l e s s  c o n t r a r y  t o  t h e  p r o v i s i o n s  of t h i s  s e c t i o 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 ,  o r  program l a w s  and regulations. 

Subpart C--Auditees 
5-. 300  A u d i t e e  responsibilities. 

The a u d i r e e  s h a l l :  

l a )  I d e n t i f y ,  in 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  and 
expended and t h e  F e d e r a l  p rog rams  unde r  which t h e y  were r e c e i v e d .  F e d e r a l  
p rogram and award i d e n t i : 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  CFDI! t i t l e .  
and number, award number and y e a r ,  name o f  t h e  F e d e r a l  agency ,  a n d  name of the 
pass - th rough  e n t i t y .  

(b) 192in ta in  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 rograms t h a t  p r o v i d e r  
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 t e e  i s  managing 
F e d e r a l  awards i n  compl iance  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  o f  
c o n t r a c t s  o r  g r a n t  ag reemen t s  t h a t  could have  a m a t e r i a l  e f f e c t  on e a c h  o f  i t s  
F e d e r a l  p rog rams .  

i s )  Comply w i t h  l a w s ,  r e g u i z t i o n s ,  and t h e  p r o v i s i o n s  o f  c o n t r a c t - s  or 
g r a n t  agreements r e l a t e d  to each of its F e d e r a l  p r o g r a m s .  

( d )  P r e p z 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  
o f  e x p e n d i t u r e s  of Federa l  awards  in a c c o r d a n c e  w i t h  5-.310. 

l 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  w h e n  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  submission 
due d a t e  r e q u l r e d  13)' S-, 320 (a) a r e  g r a n t e d  hy t h e  c o g n i z a n t  01: o v e r s i g h t  
agency  f o r  a u d i t ,  prolnptly r lo t l iy  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 OME! 
and each pass-Khrough errtit),  providing Fedel -a l  a w a r d s  of t h e  e x ~ e n s i o n  , 

( f )  F'olloii' up  and t a k e  c o r r e c t i v e  a c t i o r i  on audit f i n d i r l g s ,  ~ n c l u d i n g  
preparation of a sumnary s c h e d u l e  of p i - lo r  a u d i t  f i n c h r i g s  arid a c o r r e c t i v e  
a c t i o n  p l a n  I I I  a cco rdance  with 5-.315 (b) and 5-.315 (c), r e s p e c t i v e l y  

S-. 3 0 5  h u d i t o r  s e l e c t i o n ,  

I S  
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( I ;  4 i ~ d j  t:or ~ J - D C I : T e m e r i t ,  Irl p r i r z i l r i n q  : i ~ t J : :  1 L ' ~ j . l  3?:,, a U d l t o C 5  S i - r Z l J  

i - 2 . i  i o b i  ' n o  procurenr%ii t  s t .andards p r e s c r i 3 e d  k ~ y  ' ne 'Grants  Nnnagsrne t i t  Commori 
i'.:i ' L '  ~ I - ~ ~ . : - e i . r ! a : t e i -  r s f e ~ r r e d  t-o a s  c h e  " 1 ! - : 0 2  Cornllorl R u l e " )  p i i t i l l s h e d  Marcrl 1 1 ,  
'j08 a r i : i  i ~ r r ~ n d e d  / J , ~ : - J  1 19, 190.', [inserr. appropi- a t e  CFR c i t a t i o n ] ,  CIrc,ula:- 

+ I  I O ,  "Uni.form A d m i t  ';ra.ij v e  Requircmsrits fo i -  Gran:s arid Agreements w i t i :  
; n ? t  1 tu' i or is  o f  Hi.qher E:ducation, ' r losp~.t ,als arid : I t h e r  I J o n - F r o f i t  
O r q a r ! I z , i t i o r l s , "  07 t h e  PAR ( 4 8  rJFF p a z t  42), as applicasle 1OMB Circuiazs a r e  
avaiAab' 3 from t h e  Of f i ce  o f  A d m i n i  stration, Pu: i i ca t lo r i s  Otflce, room 2200, 
New E x e o i l t i  V P  Off i ce  Bui ld inq ,  Washington, DC 2, 5C3) . Whenever poss ib l e ,  
a u c l i t e e s  shal.1 make p o s i t i v e  e f f o r t s  to u t i l i z e  smal l  bus inesses ,  minorilry- 
o w n e d  firms, and women's bus iness  e n t e r p r i s e s ,  :n procuring aud i t  s e rv i ces  a s  
s t a t e d  i n  t h e  A - 1 0 2  Common Rule,  OMB C i r c u l a r  A - 1 1 0 ,  or t he  FAR ( 4 8  CFR p a r t  
42!, a s  a p p l i c a b l e .  I n  r eques t ing  p roposa l s  fo.; a u d i t  s e r v i c e s ,  the 
oD7ect j l res  and  scope of t he  a u d i t  should be made c l e a r .  Fac tors  t o  be 
cons1 del-ed i n  eva lua t ing  each proposal  f o r  aud i t  s e rv i ces  include t h e  
r e s p o n s J v e n e s s  t o  the  r eques t  f o r  p roposa l ,  relj-Jant experience,  ava i lah i  1 J t y  
of staff with pro fes s iona l  qualifications and t r rhnica l  a b i l i t i e s ,  t he  r e n u J  t.3 
Of e x t e r n a l  q u a l i t y  c o n t r o l  reviews,  and p r i c e ,  

(b) Res t r i c t ion  on  a u d i t o r  p repa r inq  i n d i r e c t  cost  n r o p o s a l s .  An 
a u d i t o r  who prepares  t n e  i n d i r e c t  c o s t  p roposa l  o r  cos t  a l l o c a t i o n  p l an  may 
n o t  also be se l ec t ed  t o  perform the  a u d i t  r e q u i r e d  by t h i s  pa r t  when t h e  
i n d i r e c t  costs recovered by t h e  aud i t ee  du r ing  :he pr io r  year exceeded si 
m i l l i o n .  This  r e s t r i c t s o n  appl jes  t o  the  base yea]-  u s e d  i n  t he  prepara t ion  of 
t h e  i n d i r e c t  cos t  proposal  o r  cos t  a l l o c a t i o n  p:an and any subsequent yea r s  i n  
which t h e  r e s u l t i n g  i n d i r e c t  cos t  agreement or zost a l l o c a t i o n  plan is used  t o  
:-ecover Costs. 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 ,  t h i s  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  
J u n e  3 0 ,  1998. 

(ci Use of Federal  a u d i t o r s .  Federa l  a u d i t o r s  may perform a l l  or par t  
of the work requi red  under t n i s  p a r t  i f  t h e y  corrLply fully w i t h  the  
r e q u i r e m e n t s  of t h i s  p a r t .  

§-.310 Financial statements. 

(ai Financia l  s t a t e m e n t s .  The audizee  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 n a n c i a l  p o s i t i o n ,  results of opera t ions  o r  
changes  i n  ne t  a s s e t s ,  and, where a p p r o p r i a t e ,  cash  flows f o r  t he  f i s c a l  year  
a u d j  Led. The f i n a n c i a l  s t a t emen t s  s h a l l  be fo- t h e  same o rgan iza t iona l  u n i t  
and f i s c a l  yzar 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 e m e n t s  may a l so  inc lude  departments ,  
a g e n c i e s ,  and o t h e 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  §-. 5 0 0  ( a )  and prepa 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 Federa l  awards .  The audi tee  s h a l l  
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  the  periDd 
c o v e r e d  by t he  auditeels f i n a n c i a l  s t a t e m e n t s .  While not r equ i r ed ,  the  
a u d i t e e  may choose t o  p rov ide  informat ion  r e q u e s t e d  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  s=hedule  e a s i e r  t o  use .  For 
example ,  when a Federal  program h a s  m u l t i p l e  a w i r d  years ,  t he  aud i t ee  m a y  L s t  
t h e  amount of Federal  a.wards expended f o r  eazh  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) List i n d i v i d u a l  Federa l  programs by Federal agency. For  
Federal programs included i n  a c l u s t e r  of programs,  list ind iv idua l  Federal 
programs wi th in  a 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 FEtderal agency and malor 
s u b d i v i s i o n  wi th in  the  Federal agency. For example,  t h e  Nat ional  I n s t i t u t e s  
sf H e a l t h  i s  a m a j o r  s u b d i v i s i o n  i n  t h e  Department of Health and Human 
S e r v i c e s  
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( 4  1 I n c l u d e  no te s  t h a t  describe the s ig i i i f ican!  accoun t ing  
p o l i c i e s  used i n  preparing the  schedule  

1 5 )  To the e x t e n t  p r a c t i c a l ,  pass-through e n t i L i e s  should  
identify i n  the schedule t h e  to ta l  amount provided t o  s u b r e c i p i e n t s  from each  
Federal  program. 

( 6 )  Include,  i n  e i t h e r  t h e  s c h e d u l e  or a note t o  t h e  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  y e a r ,  and loans or loan  
gua ran tees  outs tanding  a t  year  e n d .  While n o t  r e q u i r e d ,  i t  is 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 Audit f indings f o l l o w - u p .  

( 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 repare  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  prepare  a co r rec t ive  a c t i o n  p l an  for  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  sha l l .  
i nc 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  
S .510 ( c )  . Since the  summar)! 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 ,  i t  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  05  D r i o r  a u d i t  f i n d i n q s .  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  s h a l l  r epor t  t h e  s t a t u s  of all 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 ' s  schedule of f i n d i n g s  and q u e s t i o n e d  c o s t s  re la t ive  to 
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 e p i - t e d  in t h e  prior audit'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 nd ings  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  fu r r ,he 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  c o r r e c t e d ,  t he  summai-y 
schedule  need only l i s t  t h e  a u d i t  f i n d i n g s  and s t a t e  t ha t  c o r r e c t i v e  a c t i o n  
w a s  taken 

( 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 o n l y  
p a r t i a l l y  c o r r e c t e d ,  the summary schedule  s h a l l  d e s c r i b e  the planned 
c o r r e c t i v e  a c t i o n  a s  well as  any p a r t i a l  c o r r e c t i v e  ac t ion  talcen. 

( 3 )  When c o r r e c t i v e  a c t i o n  taken  is s i g n i f i c a n t l y  d i f f e r e n t  f rom 
coi - rec t ive  a c t i o n  previous ly  reporced i n  a co i - r ec t ive  ac t ion  p l a n  or i n  t h e  
Federa l  agency's or pass-chrough e n t i t y ' s  management dec i s ion ,  t h e  summary 
schedble  s h a l l  provide a n  explanation. 

( 0 )  When the  a u d i t e e  believes t l ~ e  a u d i t  f i nd ings  a r e  no l o n g e r  
v c ? l i d  01- do no t  warrant f u r t h e r  a c t i o n ,  t h e  1-easons fo r  t h i s  p o s i t i o n  s h a l l  be 
desci-lbed i n  the summary s c h e d u l e .  A v a l i d  reason f o r  cons ider ing  an a u d i t  
L i n d i r i g  a s  not warrariting f u r t h e r  a c t i o n  i s  t h a t  a l . l  of tlle fo l lowing  have  
o c s u 1- r e d  : 

L '  

(i) Two y e z r s  have  passed since t h e  audi t  r e p o r t  i n  which 
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I he f  rid; riq occurred was r:ubrn- ::ted r.c ::he Federal c:! Eia’.irigiic)use. 

(1.1) The Federal d1jen-y or pa?;s-cnrough entity is riot 
r: i?i~-rent.  1 1 2  ? ~ l l c ) w i . n g  up w j  ~ 1 :  tile audi.t.-e on iltie audit Einding; and 

iiii) fi. management decision was not issued. 

i c !  C‘orrectjve action Dlan. at the completion of the audit, the 
a i i d ~  t e e  s i i a l i  prepare a corrective ac:j.on plan 50 address each audit f i r i d i n c j  
i r 1 ~ 1 . u d e d  11) Lhe current year auditor’s reports The corrective action p l a n  
si1~1.l pi-ov.i.de the name ( s i  of the contact person (s) responsible for correct2 \IC: 

actloti, ihe corrective action planned, and the anticipated completion d a t e .  
:I f the audi tee does not agree with the audit findings or believes corrective 
act1311 !.s riot required, then the corrective action p lan  shall i nc lude  an 
~xpI.anr7. t  I on and spec I . f j c  r F a s o n s .  

6-. 3 2 0  Report  submiscion. 

(a) General. The audit shal .1  be completed and the data collection 
form described in paragraph (b) of t.his section and reporting package 
describEd in paragraph ( c )  of this section shall be submitted wi.thin the 
earlier of 30 days after receipt C J ~  the auditor’s report Is), or nine months 
aft .er the e n d  of the audit period, unless a longer period is agreed to iri 
advance by the cognizant or oversight agency for audit. (Mowevcr, for fi.scii1 
years beginning on or before June 30, 1998, the audit shall be completed and 
the data collection form and reporting package shall be submitted within the 
earlier of 30 days after receipt of the auditor’s reportls), or 13 months 
after the end of the audiE period.) Unless restricted by law or regulation, 
the auditee shall make copies available for public inspection. 

(b) Data Collection. (1) The auditee shall submit a data collection 
form which states whether the audit was completed in accordance with this part 
arid provi-des information about the audi tee, its Federal programs, and the 
results of the audit. The form shall be approved by OMB, available from the 
Federal clearinghouse designated by OMB, and include data elements similar to 
those presented in this paragraph. A senior level representative of the 
auditee (e.g., State controller, director of finance, chief executive officer, 
or chief financial officer) shall sign a statement to be included as part of 
the form certifying that: the auditee complied with the requirements of this 
part, the form was prepared in accordance with this part (and the instructiocs 
acc2mpanying ‘;he form), and the information included in the form, in its 
entirety, are accurate and complete. 

(2) The data. collec?ion form shall include the following data 
elements : 

!i) The t l p e  of r epor t  the auditor issued on the financial statements af 
c ,   ne auditee (i . e . ,  unqualified opinion, qualified opinion, adverse 
opinion, or disclaimer of opinion). 

(li) Where applicable, a statement that reportable conditions in in:ernal 
control were 6isclosed by the audit 3 f  t h e  financial statements and 
whether any such conditions were materizl weaknessEs. 

i i i i )  A statement as to whether the audit disclosed any noncompliance which 
is material to the financial statements of the auditee. 

iiv! Where applicable, a statement that reportable conditions in internal 
control over major programs were disclosed by the audit and whether  
any such conditions were material weaknesses. 

The type of report the auditor issued on compliance for major 
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(vi) h l i s t  of the Federa l  awardlrig agenc le s  w h i c h  W J I J  receive a copy of 
[.he r e p o r t i n g  package pursuanL to  5-. 3 7 0  ( d !  ( 2 )  of OME C i r c u l a r  
k - 1. 3 3 

( v i !  / i  y e s  or no staLemen'; a s  LC) whether  he c i u c i i ~ e r  quali-lieci as a iob' 
risk a u d i t e e  undei- E-. 5 3 0  of OtqB Ci rcu ia l -  >.-i?3. 

( v i i i )  The d o l l a r  th reshold  used t o  d i s t i n g u l s h  between T y p e  A and T y p e  E! 
programs as  de f ined  i n  s- .520(b) of OME Ci rcu lar  A - 1 3 3 .  

( i x )  The Cataloq of Federa l  Domestic A s s i s t a n c e  ( C F D A )  number for e a c h  
Federa l  program, as a p p l i c a b l e .  

(>:I The name of each Fede ra l  pi-ogram and  i d e n t i f i c a t i o n  of each ma jo r  
program. Indiv idua l  programs wi th in  a c l u s t e r  of programs should 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 re  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 expend i tu re s  of F e d e r a l  
awards a s soc ia t ed  wi th  each Federal  program. 

( x i i )  For each Federal  program, a yes  o r  no s ta tement  as  t o  whether t he re  
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 :  

Act iv i  t i e s  allowed o r  unal 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 i 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  funds.  
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  ?Same, Employer I d e n t i f i c a t i o n  Number(s ) ,  N a m e  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, Signacure , and Date .  

(>:iv) Audi tor  Name, Name and T i t l e  of Contac t  Person,  Auditor  Addres s ,  
Audi tor  Telephone Number, Signa 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 fox 
a u d i t .  

( x v i )  The name of t he  cogn izan t  or o v e r s i g h t  agency for a u d i t  d e t e r m i n e d  i n  
accordance w i t h  §- .¶ ( IO ( a )  and 5-.400 (b) , r e s p e c t i v e l y .  

( 3 )  Using the i n fo ima t  i o n  i n c l u d e d  iri  the r-epoi-t i n g  package  
described in paragraph ( 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 i g n  2 statement t G  be  
included a5 p a r t  of t h e  d a t a  c o l l e c t i o n  form t h a t  i n d i c a t e s ,  a t  a minimum, t h e  
source of Che informat ion  inc luded  i n  t he  f o r m ,  Lhe a u d i t o r ' s  r e s p o n s i b i l i t y  
;tor che in fo rma t ion ,  tha t  tlie C o r m  is l J O t  a subsCiLute  f o r  t h e  r e p o r t i n g  
package  desc r ibed  in paragraph ( c )  of c h i s  s e c t i o n ,  and tha t  the c o n t e n t  of 
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..he form LS I . r m j  :ed to t l i - ,  data e~ernerrts nresc r ibed  fly 3MP 

::! Repoi-tinq uacliaqe . The r e ~ o i - t ~ n g  package s h a l l  inc!ucle L h e :  

( 1. ) Financial statements and scheclul e of expenditu-es of 
r , ' e U e ~ r a l  awards discussed in g-.31D ( a )  and 5__.310 (b! , respectl-iely; 

( 2 )  Summa;-y schedule of prl?r aud? t findings dj s c u . s ~ : e d  iri 
s- .315 ( b )  ; 

( :: Auditor's report(s) discussed in § - . 5 0 5 ;  and 

(4) Corrective action plan discussed in I P . 3 L 5 ( c ) .  

( d )  Submj-ss ion  to c%earI.nqhouse. All auditees shall submit t.0 the 
F'tlderal c1.eair.irrghouse d e s  1 gnated by OMB the data coll.ection Eorm described in 
pa!ragi-aph (b) of c h i s  section and one cnpy of the reporting package described 
i r i  paragraph ( c )  of this section for: 

i l )  The Federal clearinghouse to retain as an archival copy; 
arid 

(2) Each Federal awarding agency when the schedule of find.ings 
and questioned costs disclosed audit findings relating to Federal awards ;hat 
the Federal awarding agency provided directly or the summary schedule of prior 
audit findings reported the status of any audit findings relating to Federal 
awards that the Federal awarding agency provided directly. 

( e i  Additional submission by subrecipients. (1) In addizion to the 
requirements discussed in paragraph ( d )  of chis sect ion,  auditees that are 
also subrecipients shall submit to each pass-rhrough enzity one copy of the 
reporting package described in paragraph ( c )  of this section for nach pass- 
through entity when the scheaule of f indings and questioned costs disclosed 
audit findings relating to Federal awards that the pass-through entity 
provided or t h e  summary schedule of prior audit findings reported the status 
of any audit findings relating to Federal awards that the pass-through entity 
provided 

(2) Instead of submitting the reporting package to a p a s s -  
through entity, when a subrecipient is not required to submit a reporting 
package to a pass-through entity pursuant 20 paragraph ( e )  (1) of this S P C ~ L C ) ~ ? ,  

the subrecipient s h a l l  provide written notification to the pass-through entity 
that: an audit of the subrecipient was conducted in accordance with this part 
(including t h e  period covered by the audit and the name, amount, and 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 provi-ded; and, the 
summary schedule of prior audit findings did not report on the status of any 
audit findings relating to the Federal award ( s )  tha: the pass-thi-xgh enticy 
provided. A subrecipient m a y  submit a copy of the reporting package described 
in Faragraph ( c )  of this section to J pass-through entity to comply with Lhis 
not.ification requirement, 

(f) Reauests for report copies. In response to requests by a Federal 
agency  or p a s s - t h r o u g h  entity, auditees shall submit the appropriate copies 3f 
the reporting package described in paragraph (c) of this section a n d ,  if 
?--a _,cp~o_sted,  a copy of any management letters issued. by the audicor. 

(g) Report retention requirements. Auditees s h a l l  keep one copy of 
the data collection form described in paragraph (b) of this section and one 
c 7 p y  of the reporting package described in 2aragraph ( c )  of Ehis section on 
file for th ree  years from the date of submission to the Federal clearinghouse 
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c Ioc ig i~~aLed  by OME. Pass-.;1i1-ougl-j e n t i l i e s  sl~;.! 1 1cet.p s u b - e c i p i e n ~ s  ' 
s u u m s s i o l l s  o n  .f:le fol- C ~ L - D E  )rears f J - o m  d a t e  oL ?rce i .pr  

f i l )  C:1 e a r l ~ . ~ y i ~ m l s e  ~ - e s p o ~ i s i b i . l i  tj 5 5  . The F e d e r a l  cl ear inghousc 
d r s j  gi-xted b ~ ,  011.1~: .shall  d l s i : r i t u t e  t h e  report in_ci packayes rece ived  i n  
accordaiicc.  r i i ~ l - I  pairagrapll ( d )  ( 2 )  of tllis sec t lor i  a n d  & - . 2 3 5  (c) ( 3 )  L G  
appl t Federal awarding a g e n c i e s ,  rrialiicain a d a t o  biase of conlpleted 
a u d i i s ,  p r o ~ i d e  approprj  at.e i r l fo rma t lo l i  to ~ e c i e r a l  ager ic ies ,  arid i o : t l o u ~  up 
wj t h  known audi  tees w h i c h  have not subinit.ted the required d a t a  c o l l e c t i o n  
f oriris arid r epor t ing  packages 

(i I Clearinqhouse a d d r e s s ,  The addres s  of the Federal  Clt?2IiJIghOUS€ 
c u r r e n t l y  des igna ted  by Ol4E is 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 .  

Cj) Elec t ron ic  f i l i n q .  Nothing i n  t h i s  p a r t  s h a l l  p rec lude  e l e c t r o n i c  
submissions t o  t h e  Federal  c l ea r inghouse  i n  such manner as may be approved b y  
OME. W i t h  OMB approval ,  t h e  Federal  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--Federal hgencies and Pass-Through Entities 
§-.400 Responsibilities. 

( a )  Coanizant aqency f o r  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 miilion ($50 million for f i s c a l  y e a r s  ending a f t e r  December 3 2 ,  
2 0 0 3 )  a yea r  i n  Federal  awards shal l  have a cognizant  agency for a u d i t .  The 
des igna ted  cognizant  agency f o r  a u d i t  s h a l l  be t h e  Federal  awarding agency 
t h a t  provides  t h e  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  
OMB makes a s p e c i f i c  cognizant  agency f o r  a u d i t  ass ignment .  

Foliowing is e f f e c t i v e  f o r  fiscal y e a r s  ending on or b e i o r e  December  31,  2003: 
T o  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  1995, 2000, 2005, and every  f i f t h  y e a r  
t h e r e a f t e r .  For  example, a u d i t  cognizance for p e r i o d s  ending i n  1 9 9 7  th rough  
2000 w i l l  be determined based on Federa l  awards expended i n  1 9 9 5 .  (HDwever, 
f o r  S t a t e s  and l o c a l  governments t h a t  expend more than  $25 m i l l i o n  a y e a r  i n  
Federa l  awards and have p r e v i o 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  are not  e f f e c t i v e  u n t i l  f i sca l  y e a r s  beg inn ing  
a f t e r  June 110, 2 0 0 0 . )  

Following is e f f e c t i v e  for fiscal yea1-s ending  a f t e r  December 31, 2003: 
The de termina t ion  of t h e  predominant amount of d i r e c t  funding s h a l l  be based 
upon direct  Federa l  awards expended i n  t h e  r e c i p i e n t ' s  f i s c a l  yea r s  ending  i n  
2 0 0 4 ,  2 0 0 9 ,  2 0 1 4 ,  a n d  every  f i f t h  yea r  t h e r e a f t e r .  For exampie, a u d i t  
cognizance f o r  per iods  ending i n  2 0 0 6  through 2 0 1 0  will be determined based  on 
Federal  awards expended i n  2004. (However, f o r  2 0 0 1  through 2005, t h e  
cognizant  agency for a u d i t  i s  determined based on t h e  predominant amount of 
d i r e c t  Federa l  awards expended i n  t h e  r e c i p i e n t ' s  f i s c a l  yeas  ending i n  2000)  . 

Notwithstanding the  manner i n  which a u d i t  cognizance  is  determined,  a F e d e r a l  
awarding agency w i t h  cognizance for a n  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  funding  and 
ag rees  t o  be t h e  cognj.zant agency for a u d i t ,  W i t h i n  3 0  days a f t e r  any 
reass ignment ,  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  
the a u d i t e e ,  a n d ,  i f  i;nown, t h e  a u d i t o r  of t h e  rEassignment . 'The cognizant  
agellz)' f o r  audit shall : 

( 3  1 Frovide technica l .  a u d i t  advi.ce and  l i a i s o n  t o  a u d i t e e s  a n d  
a u d i  t o r s .  

(2 Consider audiitee r e q u e s t s  f o r  e x t e n s i o n s  (Io the report 
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r r w y  y r C ~ n t  e x t  JOIX  for good cause. 

( 3  3 b t a i n  :ir conduct q u a l i t l r  ~ o n t r o l  r-,views of se:i czc:.~d 
~ a d t !  by non-Fe3e:ra.L auditors, arid prov ide  t h e  re;ul . ts ,  w h e n  

aK)p:-rq:, j. a. t E? , t :: o t he r interested organ i za  L I ons 

( 4  1 Promptly inform other affected Fede:-al ager1cJ.e~ and. 
a p p r o p r i a < ; - e  Federal law enforcement o f f  iciais of any d-rect reporti-ng by the 
;Ludi:-.Lie 01- j.ts auditor of irregularities or illegal act;, as required hy GAGAS 
C I Y  l a w s  and requlations. 

(5) Advise the auditor and, where appropriate, the auditee of 
a n y  d e f i  ci?ncjss found in the audits when the deficiencies require correct-ive 
a c t J o n  by zrle a u d i t o r .  When advised of deficiencies, the auditee shal.1 work 
wj th t h e  auditor to take corirective action. If correct:ve action 1.s not 
taken, the cognizant agency f o r  audit shall notLfy the auditor, the a u d i - t e e ,  
and appl.1.cable Federal awarding agencies and pass-through entities of the 
facts and make recommendations for follow-up action. Major inadequacies or 
repetitive substandard performance by auditors sha1.1 be i-eferr2d to 
appr3priat.e State 11 censinq agencies and protessional b o d i e s  for dj.scip1j.nary 
ac‘; i31: 

( 6 )  Coord>.nate ,  to the extent.  practical, audits or reviews 
made by or for Federal agencies t h a t  are in addition to the audits made 
pursuant to this part, so that the additional audits or reviews build upon 
a u d j  ts performed in accordance with this part. 

(7) Coordinate a management decision f o r  audit findings that 
affect the Federal programs of more than one agency. 

( 8 )  Coordinate the audit work and reporLing responsibilities 
among a u d j t o r s  to achieve the most cost-effective audit. 

( 9 )  For biennial audits permitted under § - . 2 2 0 ,  consider 
audiEee requests to qualify as a low-risk auditee under § - . 5 3 0 ( a )  

(b) Oversiqht aqency for audit responsibilities. An auditee which 
c ioe~  n o t  have a designated cognizant agency for audit w i l l  be under the 
general oversight of the Federal agency determined in accordance wi:h 
B - . l O E ; .  The oversight agency for audit: 

(1) Shall provide technical advice to auditees and audiEors as 
requested. 

(2) May assume all o r  some of the responsibilities normally 
performed by a cognizant agency for audit. 

(cj Federal awardinq agency responsibilities. The Federal awarding 
agency sha.ll perform the following for the Federal awards it makes: 

(1) Identify Federal awards made by intorming each r5cipient 
of the CFDA title and number, award name and number, award year, and i f  the 
award is for R&D. When some of this information is not available, the Federal 
agency shall provide information necessary to clear1 y describe the Federal 
award. 

( 2 )  Advise recipients 2 f  requirements imposed on them by 
Federal laws, regulations, and the provisions of cmtracts or grant 
agreements 

( 3 j  Ensure that audits are completed and reporEs a r e  received 
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1 1 1  a t i m e i y  manner and i n  dccoi-dance w i t h  ~ h t  ~-eguii-ements o€ this parr.  

( 4  1 I J I - ~ v ~ ~ c -  t echn j  cal adiTj ::e and c o u ~ s e l  t o  audj '.EF.S and 
; t ~ d i E o r ~  a s  !-equested. 

(5) I s s u e  b management d e c i s i u i !  o n  a u d i t  findj.lJg5 k ' i t - h ~ . l l  si>: 
iiionttis a f t e r  r e c e i p t  oi L h k  audit-  r epor t  a n d  e n s u r e  t l i a t  c1-1~ recjpi e n t  tal;es 
a p p ~  0.~1-i at e and t iiriel y COX :-e c t i vrt a c t  i oli 

( 6 )  Assign a person r e spons ib l e  f o r  provid ing  annudl upda te s  
of Lhe compliance supplement Lo OME. 

I d )  Pass-throuqh e n t i t y  r e s o o n s i b i l i t i e s  , A pass - through e n t i t y  s h a l l  
perform tlie following for t l ie 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 numbei- ,  award y e a r ,  i f  
the award i s  R & D ,  and name of Federal  agency.  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  provide tne  b e s t  i n fo rma t ion  
a v a i l 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 requi rements  imposed o n  them by 
Federal  l aws ,  r egu la t ions ,  and t he  p r o v i s i o n s  o f  c o n t r a c t s  o r  g ran t  agreements .  
a s  well a s  any supplemental  requirements  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  a s  necessa ry  t o  
ensure  t h a t  Federal  awards are used for au thor i zed  purposes i n  compliance wi th  
laws, r e g u l a t i o n s ,  ana t h e  p r o v i s i o n s  of c o n t r a c t s  or g r a n t  agreements and 
chat  performance goals are achieved .  

( 4 )  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  ($500, 000 for  
fiscal years ending after December 31, 2 0 0 3 )  o r  more i n  Federa l  awards du r ing  
the  s u b r e c i p i e n t ' s  f i s c a l  y e a r  have m e t  t h e  a u d i t  requi rements  of this p a r t  
f o r  t h a t  f i s c a l  year .  

( 5 )  I ssue  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  
mm'ihs a f t e r  r e c e i p t  of t h e  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 imely  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  perrni t t h e  pass  - through 
e n t i t y  and a u d i t o r s  t o  have a c c e s s  t o  t h e  r eco rds  and f i n a n c i a l  s tacements  as  
necessary  for t h e  pass - through e n t i t y  t o  comply wi th  tfils par'L. 

§-. 405 Management d e c i s i o n .  

l a )  Genera l ,  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  or 
no'L the  a u d i t  f i nd ing  i s  s u s t a i n e d ,  t he  reasons  f o r  t h e  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 costs, make f inancia .1  a d j u s t m e n t s ,  
01 t ake  othei-  a c t i o n .  If t h e  a u d i t e e  has  not completed c o r r e c t i v e  a c t i o n ,  a 
t imecable  for follow-up shou id  be g i v e n .  PI-ior t o  i s s u i n g  t h e  management 
dec i s ion ,  t h e  Federal  agency or pass- through e n t i t y  may request 
a d d i t i o n a l  information o r  documentation from t h e  a u d i t e e ,  i nc lud ing  a r e q u e s t  
f o r  a u d i t o r  assurance r e l a t e d  t o  the  documentat ion,  as a w a y  of m i t i g a t i n g  
dI.szJ lowed costs. Tile management decj  ::ion should d e s c r i b e  any appeal p r o c e s s  
a v a i l a b l e  t o  t h e  aud i t ee .  

( b )  Federal  asencj'. As provided i n  D-. 4 0 0  ( a )  ( 7 )  , the cognizant  
agency  for a u d i t  s h a l l  be r e s p o n s h l e  ioi-  cool-dinatirig J management d e c i s i o n  
f o r  aud i t  f i - n d i n g s  C h a t  a f f e c t  t h e  pi-ogranis of more than  one FederEl  a g e n q .  

. . ...*, . . 
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As :)ro\rtded i r l  5- .400 ( c )  ( 5 )  , 2 F e o  i awriu5ing  agent:: respoi-::; l r j l  e ; :)I' 
i s ? : ; J . r I g  a nlanaqoment d e c i s i o n  f o r  fl. ngs '.;iat r e l a t e  L O  Federal  a w a r d s  I t  
maI.-s t o  r e c i p i e n t s .  ~ l t r r n a t e  arl-a!lq.:men:.:. may be made or1 a case-Sy-case 
ha!  c: by agreement. among the Pede ra l  aqenr .1  :s concerned 

( c )  Pass-throuqh e r i t i t ~ .  1i.s ;13-9vid;.d i n  Ij-.400 (d) ( 5 )  , t he  p a s s -  
t-hl. ,ugh e n t i r y  s h a l l  hc  respons ib le  for mav,.:ng the  manaoement dez i s i . on  f o r  
d u c  ! t f i n d i n g s  t h a t  re1at.e t.o Federal  award-; i t  makes t o  subi -ec ip ien ts .  

( d )  Tirile requirements  , The e n t i t y  :-esponsibl.e for making the  
si.on s h a l l  do so w i t h i n  six months of rece ip t  OP the  audit 
tj.ve a c t i o n  should he i n i t i a - e d  wi th in  s ix  months af-tlr i : e ~ . e ~ p l .  

o f  :he a u d i t  report and proceed a s  r a p i d l y  ds p o s s i b l e .  

( e )  Reference numhers . Management dec i s ions  sha1.l i nc ]  ude the  
reL-.rence numbers the  a u d i t o r  ass igned t o  each aud i t  f ind ing  3.r  acco?-dancc? 
w . L t r ~  § _ _ . 5 1 0  ( c j  

Subpar t  E -  -Auditors 
5-.500 Scope of audit. 

( a )  General .  The  a u d i t  s h a l l  be roriducted in accordance w i t h  GACI?S 
T h e  a u d i t  s h a l l  cove]: t h e  e n t i r e  ope ra t ions  af t he  audi . tee;  o r ,  aft the  o p t J ? n  
of the a u d i t e e ,  such a u d i t  shall inc lude  a s e r i e s  of aud i t s  t h a t  C O V ~ L -  
d e p a r t m e n t s ,  agencies ,  and o t h e r  o rgan iza t iona l  u n i t s  which expended or  
o t h e r w i s e  adminis tered Federal  awards dur ing  such f i s c a l  y e a r ,  provided t .hat  
e ach  such a u d i t  s h a l l  encompass the  f i n a n c i a l  s ta tements  and schedu1.e of 
e x p e n d i t u r e s  of Federal  awards f o r  each sucn department,  agency, and o the r  
o r g a n i z a t i o n a l  u n i t ,  w h i c h  s h a l l  be cons idered  t o  he a non-Federal e n t i t y .  
The f i n a n c i a l  s ta tements  and schedule  of expend i tu re s  of Federal  awards s h a l l  
be f o r  t h e  same f i s c a l  yea r .  

(b) Financia l  s t a t e m e n t s .  The aud ico r  s h a l l  determine whether t h e  
f i n a n c i a l  s ta tements  of t h e  aud i t ee  :.TO presen ted  f a i r l y  i n  a l l  ma te r i a l  
r e s p e c t s  i n  conformity w i t h  g e n e r a l l y  accep-ed accounting p r i n c i p l e s .  The 
a u d i t o r  s h a l l  a l s o  determine whether the schedule  of expendi tures  of Federal  
awards is presented  f a i r l y  i n  a l l  m a t e r i a l  r e s p e c t s  i n  rp_latj.on t o  the  
a u d i  t e e ' s  f i n a n c i a l  s t a t e m e n t s  taken as a whole. 

( c )  I n t e r n a l  c o n t r o l .  (1) I n  addi . r ion t o  t h e  requirements  of GAGA.': 
t h e  a u d i t o r  s h a l l  perform procedures  t o  o b t a i n  an  understanding of i n t e r n a l  
cancra1 over Federal  programs s u f f i c i e n t  t o  p l an  t h e  audi t  t o  support  a lgw 
a s s e s s e d  l e v e l  of c o n t r o l  r i s k  f o r  major programs.  

(2) Except as pzovided i n  paragraph ( c )  ( 3 )  of t h i s  s e c t i o n ,  
t h e  a u d i t o r  sha.11.: 

( i )  P l a n  the  t e s z i n g  of i n t e r n a i  c o n t r o l  over major 
p r c q l - a m s  t o  suppar: a low assessed level sf z o n t r s l  r i s k  f o r  t h e  a s s e r t i o n s  
r e l e v a n t  t o  the  compliance requirements  f o r  each major program; and 

(ii) Perform t e s t i n g  of i n t e r n a l  con t ro l  as planned ir, 
paragra.ph ( c )  ( 2 )  (1) of t h i s  s e c t i o n .  

( 3 )  When i n t e r n a l  c o n t r o l  over some o r  a l l  of t he  compliance 
requiremenLs f o r  a major program a r e  L ike ly  t o  be i n e f f e c t i v e  i n  prevent ing or  
d e t e c t i n g  noncompliance, t he  planning and performing of t e s t i n g  descr ibed  ir? 
p a r a g r a p h  ( c )  ( 2 )  of t h i s  s e c t i o n  a r e  not  r e q u i r e d  f o r  those compliance 
r equ i r emen t s .  However, t h e  a u d i t o r  s h a l l  r e p o r t  a s epor t ab le  condi t ion  
( i n c l u d i n g  whether a n y  such cond i t ion  i s  a material  weakness) i n  accordance 
w i t h  1-.510, a s s e s s  t h e  r e l a t e d  c o n t r o l  r i s k  a t  t h e  maximum, and cons ider  
whether  a d d i t i o n a l  compliance t e s t s  a r e  r e q u i r e d  because of i n e f f s c t i v e  
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( d j  C o m u l  j ar icr  , (1 j 11-1 addit fi on the requi-ementn of G A G A S ,  C h e  
auditor shall determinp w)rether t jw  a u d ~  t e e  rlas complicd with l aws ,  
r egu iac ions ,  a110 :lie provlsiolls of conr : -ac ts  01’ qsant  c~greements t l i a t  may have 
a direct and m,+te:-iai effec’; or! eacl-J 0: i t s  major p1-”9;-ilms 

( 2 ;  Tile pl-iIJC;p2i cornpliancE i-equii-zm~n!_s a p p l i c a b l e  tc m o s t  
Fedez-al psogi-ailis and the compLiance requi rements  of I.)it- laryest Federr;? 
programs a r e  i i i c l u d e d  i n  t i l e  compliance supplement . 

( 3 )  For the compliance requi rements  r e l a t e d  to Federa l  
programs conta ined  i n  t h e  compliance supplement ,  an aud i t  of t h e s e  compliance 
requi rements  w i l l  meet t h e  requirements  of t h i s  p a r t .  Where t h e r e  have been 
changes L G  the compliance requi rements  and t h e  changes a r e  not r e f l e c t e d  i n  
t h e  compliance supplement,  the a u d i t o r  s h a l l  determine the  c u r r e n t  compliance 
requi rements  and modify t h e  a u d i t  p rocedures  accord ingly .  For t h o s e  Fede ra l  I 

programs not covered i n  t h e  compliance supplement ,  t he  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 h e  compliance supplement as  
guidance for i d e n t i f y i n g  t h e  types of compliance requirements t o  tes t ,  and 
determine the  requirements  govei-ning 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 t h e  laws 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  inc lude  t e s t s  of t r a n s a c t i o n s  
and such ocher  audi t ing  procedui-es 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 o p i n i o n  on compliance.  

( e )  A u d i t  f O l l O W - U D .  The a u d i t o r  s h a i 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 report, a s  a c u r r e n t  year  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 io i -  a u d i t  f i nd ings  m a t e r i a l l y  
mis rep resen t s  the  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  
per f  orm 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  y e a r .  

.- 

( f )  Data Col lec t ior !  Form. A s  r e q u i r e d  i n  5-.320(b) (31, 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 the  da ta  c o l l e c t i o n  form. 

1-.505 Audit reporting. 

The a u d i t o r ’ s  r e p o r t  (s) may be i n  t h e  form of e i t h e r  combined or 
separa.te r e p o r t s  and ma.y be organized  d i f f e r e n t l y  from Lhe 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 epor i r ( s )  s h a l l  s t a t e  t h a t  che a u d i t  w a s  
conducted i n  accordance w i t h  t h i s  p a r t  and i n c l u d e  the  fo l lowing:  

( a )  An opinion (01 d i s c l a i m e r  of o p i n i o n )  a s  t o  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  a l l  m a t e r i a l  r e s p e c t s  i n  conformi ty  K 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  an opinion (or  d i s c l a i m e r  of 
oFinion)  a s  t o  whether t h e  sc1iedul.e of e x p e n d i t u r e s  of Federal  awards . i s  
p resen ted  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  i n  r e l a t i o n  tcr t he  f i n a n c i a l  
s t a t emen t s  taken as a whole.  

( b )  A report on i n t e r n a l  c o n t r o l  r e l a t e d  t o  the  f i n a n c i a l  s t a t e m e n t s  
and rr ia ior  progi-ams. This  r e p o r t  shall desci- ibe the  scope of testing of 
~r i t . e rna l  con t ro l  and the  r e s u l t s  of t h e  tests, a d ,  where a p p l i c a b l e ,  i-efei- t o  
t h e  s e p a r a t e  cclsedu1.e of f i n d i n g s  and questioned c o s t s  desc r ibed  in parag raph  
( d )  of t h i s  section. 

(c) A r epor t  on compliance v ! i t l l  laws, r e g u l a t i o n s ,  and t h e  p i -ovis ions  
of contracts 01- grant agreements ,  noncompliance w i t h  w h i c h  could have a 

.._._l.. __.^. . .  . - 
I 
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cct. 311 t i l e  u,jnc.i.c;. : : : a t ~ r ~ i ~ r ~ " _ s  T h i s  1-i.p~ s n a i l  ais0 IT IC!  u3e 
an opir i ion (or dlsc l .a i rney  oi 3;1 r:io:ij as tG whether the a i id i tee  complied ui:n 
I i l w c : ,  r equ:  a t l o r i s ,  and t h e  pro;. ; J . T ) ~ S  of c o n t r a c t s  or gi-ant agreements w ? 1  cri 
cou.lCi hail:. t, il;rect and m a t e r i a .  2:fect on each major  program, and,  whel-.:: 
app.l..icict,l e ,  rete:- to the sepal i  3i Find ings  and  queszioned CC:?~:. 

rJe::=:i-j . i~cJ 1.n parag:-aph ( d )  of 

( d )  A schedule of f i n d i . 1 ~ ~ ~  arid questioned costs wnich  s h a l l  i r l c l ~ d e  
 hi-' io! lowi ng t h r e e  componenys  

( 3  1 A sgmmary of t h e  a u d i t o r ' s  r e s u 1 . t ~  which s h a l l  I . nc luc i~ .  

i i )  The ::\'De of r e p o r t  t h e  a u d i t o r  i s s u e d  on t h e  
F 1 ndr i c i . a l  s t a t e m e n t s  of t h e  audJcee (1 . e . ,  u n q u a l i f i e d  op in ion ,  q u a l i f i e d  
f ) p  I ri i o n ,  adverse o p i n i o n ,  o r  d i s c l a i m e r  of o p i n i o n )  ; 

i i i)  Where a p p l i c a b l e ,  a s t a t e m e n t  t h a t  r e p o r t a b l e  
c:ondi.tj.ons ;r: i n t e r n a l  c o n t r o l  were d i s c l o s e d  by t h e  aud i t  of t h e  f i na r i c i a l  
s t i i r e m e n t s  arid whether any  such  c o n d i t i o n s  were m a t e r i a l  wealinesses; 

f i i i )  A s t a t e m e n t  as t o  whether  t h e  a u d i t  d i s c l o s e d  any 
rioii(:ornpliance which i.s ma te r i . a l  to t h e  f i n a n c i a l  s t a t e m e n t s  of t h e  a u d i t w ,  

( i v )  Where a p p l i c a h l e ,  a s t a t e m e n t  t h a t  r e p o r t a b l e  
coridj t.ions i n  i n t e r n a l  c o n t r o l .  over major  programs were d i s c l o s e d  by che a u d i t  
arid whe the r  any s u c h  c o n d i t i o n s  were ma te r i . a l  weaknesses; 

( V )  The type  of r e p o r t  t h e  a u d i t o r  i s s u e d  on compLiance 
for rnajo- programs ( i .  e . ,  u n q u a l i f i e d  o p i n i o n ,  q u a l i f i e d  Dpinion, adve r se  
o p i r i j  on, o r  d i s c l a i m e r  of o p i n i o n )  ; 

(vi) P. s t a t e m e n t  as to whether  t h e  a u d i t  d i s c l o s e d  any 
a . u d i t  f i . n d i n g s  which t h e  a u d i t o r  i s  r e q u i r e d  t o  r e p o r t  under §-.510(a) ; 

( v i i )  An i d e n t i f i c a t i o n  of ma jo r  programs; 

Iviii)The d o l l a r  t h r e s h o l d  used t o  d i s t i n g u i s h  between 
Type  A a n d  Type B progr-ams, as clnscribed i n  § - .520(b ) ,  and 

(ix) D. s t a t e m e n t  as t o  whether  ttie a u d i t e e  qualifisd as 
3 I m - r i s k  audi:~.e under § - . 5 3 0 .  

(2) F i n d i n g s  r e l a t i n g  t o  t h e  f i n a n c i a l  staEements whicn a r e  
r e q u i r e d  t o  be r e p o r t e d  i n  acco rdance  w i t h  GAGAS. 

( 3 )  F i n d i n g s  and q u e s t i o n e d  costs for  Federal awards w h i c h  
shall i n c l u d e  a u d i t  f i n d i n g s  as  d e f i n e d  in §-.510(a). 

ii) Audi t  f i n d i n g s  [ e . g . ,  i n t e r n a l  conEr31 f i n d i n g s ,  
c o m p l i a n c e  f i n d i n g s ,  q u e s t i o n e d  c o s t s ,  o r  f r a u d )  which r e l a t e  ~o t h e  same 
issue should he p r e s e n t e d  as a s i n g l e  a u d i t  f i n d i n g .  Where p r a r t i c a l ,  a u d i t  
z i n c l i n g s  shoiild be o r g a n i z e d  by Federa.1 agency or  p a s s - t h r o u g h  e n t i t y .  _ I  

( i i )  Aud i t  f i n d i n g s  which r e l a t e  t o  both t h e  f i n a n c i a l  
s t a t e m e n t s  and F e d e r a l  awards ,  as r e p o r t e d  unde r  pa rag raphs  ( d )  ( 2 1  and (d) ( 3 )  
of this s e c t i o n ,  r e s p e c t i v e l y ,  shou ld  be r e p o r t e d  i n  both s e c t i o n s  of t h e  
schedule. Howevsr, t h e  r e p o r t i n g  i n  one s e c t i o n  of t h e  s c h e d u l e  may be i n  
summary form w i t h  a r e f e r e n c e  t ?  a d e t a i l e d  reporting in the o t h e r  s e c t i o n  G f  
t h e  s c h e d u l e .  

- F B .510 Audit f ind ings .  
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( a )  A u d i  t f?rid?.riqs ~ - e p o ~ - t e U  The  auditol- shall repox-c tne f ol II o w i i q  
as sudJ t findings in a s t n e d u i . e  oi fiiidirigs and ques t io i l -d  costs 

(11 Report-able cor~ditions in internal coiitrol over major  
prcqrains The auditor I c aetei-rniiiatior, oi wilether a de? j c i e n c y  i n  interncll  
control i.s a reportable condition fo r  the purpose of r e p o r t i n g  an audit 
finding is .in r r j a t i o n  tG a t y p e  of rompliarice requiremen: f o r  a m a j o r  progj-art 
01 ;111 audic objective ide1lcifieo in L i l t .  compliance suppi  enitlnL. T1-i~ audiLoi- 
s l i b L 1  i d e r i t i f y  I-eportable coridl~ions which a r e  individuhlly or cumularivej j/ 
matrriai weal;nesses, 

( 2 )  hjaterial noncompliance w1.th the provisions of laws, 
regulations, contracts, 01- grant-. agreements related to a major program. T h e  
a u d i E o r '  s determination of whether a noncompliance with t he  provisions of 
l a w s ,  regulations, contracts, or grant: agreements is maEerial f o r  the purpose 
of reporting an audit finding is in relation to a type of compliance 
requirement f o x  a major program or an audit objective identified in the 
compiiance supplement. 

(3) Yaown questioned costs which are greater than $10,000 for 
a tyye of compliance requirement for a majol- program. Known questioned costs 
are Ehose specifically identified by the auditor. In evaluating the effect of 
quesrioned costs on the opinion on compliance, the auditor considers the best 
estimate of total costs questioned (likely questioned costs), not just the 
quescioned costs specifically identified (known questioned costs) . The 
auditor shall also report known questioned costs when likely questioned costs 
are areater than $10,000 for a type of compliance requirement €or a major 
program. In reporting questioned costs, the auditor shall include information 
to provide proper perspective foi- judging the prevalence and consequences of 
the questioned costs. 

(4) Y ~ l o w n  questioned costs w h i c h  are greater than $10,000 for 
a Federal program which is not audited as a major program. Except f o r  audi: 
fo l low-up,  the auditor is not required under this part to perform audit 
procedures for such a Federal program; therefore, che auditor w i l l  normally 
not find questioned costs for a program which is not audited as a major 
program. However, if the auditor does become aware of questioned costs for.;a 
Federal program which is not audited as a major program ( ~ . g . ,  a s  part of 
audit foliow-up OK other audit procedures) and the known questioned costs are 
greater than $10,000, then the auditor shall report this 2s an a.udit finding. 

( 5 )  The circumstances concerning why the auditor's report on 
compliance for major programs is other than an unqualified opinion, unless 
such circumstances are otherwise reported as audit findings in the schedule of 
findings and questioned costs for Federal aw&rds. 

( 6 )  Known fraud affecting a Fejeral award, unless such fraud 
is otherwise reported as an audit finding in the schedule of findings and 
questioned costs for Federal awards.  This paragraph does not require the 
auditor to make an additional reporting when the auditor confirms that the 
fraud was reported outside or' the auditor's reports under the direct reporting 
requirements of GAGAS, 

( 7 )  Instances where the resu3.t~ of audit fo l low-up procedures 
disclosed that the summary schedule of p r i o r  audit findings prepared by the 
auditee in accordance w i t h  5 - ,  315 ( b )  rnateri ally misrepresents the status of 
any p r i o r  audit finding 

(b) kud.it firiclino detail Audit findings shall be presented i n  
s u f f i c i e n t  detail for the auditec LO &'repare a corrective ac l l ion  p i a n  a n d  take 
CoL-rective action and f u r -  F e d e r a l  a g e n c i e s  and pass-Lhroug!~i entities tc; ~I-IFVE. 
at a management decision. The following specific information s h a l l  be 



i r i c i  ar l . -d,  CL!; appIica: ,Ie,  J . I I  F J L I ~ , :  f indLngs 

( 1. I !.'-deral progxam and spec.i f i r  Fede ra l  ; iward i d e n t j  f i c a t i : ) n  
1d.i.ng the  CFDk t:tln, an6 num'her, Federal  a w a r t i  number and y e a r ,  name s: 

F?de?-a l  agency, and name of  :ne appLi=abLe p a s s - t h r o u g h  enZi::y, When 
I n ? o r m a t . l o n ,  such a s  tne  CFDA t i y i e  and number CIT Federal  award number, 15 nor 
a.va.j .Iable,  the a u d i t o r  s h a l l  p r s v i d e  t h e  best i n f o r m a t i o r ,  a v a i l a b l e  to 
cie!:ci-ihe the Federal  award.  

1 2 )  The c r i t e r i a  o r  s p e c i f i c  requi:-ernent upon whizh t he  a u d i t  
i Lr jd : . r iq  J S  oased,  i n c l u d i n g  s t a t u t o r y ,  r e g u l a t o r y ,  01- o t h e r  z i t a t l o r 1  

( 3 )  The c o n d i t i o n  found,  i n c l u d i n g  f a c t s  thar- suppor t  the 
r l e f  I c i e r i c y  i d e n t i f i e d  i n  t h e  a u d i . ~  f i n d i n g .  

1 4 )  I d e n t i f i c a t i o n  of  q u e s t i o n e d  c o s t s  and how they were 
CCJmplJ t ed  

(5) In fo rma t ion  t o  p rov ide  proper  p e r s p e c t i v e  f o r  judging t h e  
p r e v a l e n c e  and consequences of t h e  a u d i t  f i n d i n g s ,  such a s  whether  t h e  a u d i t  
: i . n d i n g s  r e p r e s e n t  an i s o l a t e d  i n s t a n c e  o r  a s y s t e m i c  problem. Where 
a p p r a p r i a t e ,  i n s t a n c s s  i d e n t i f i e d  s h a l l  be r e l a t e d  t o  tne unj  v e r s e  and t h e  
nuniher of c a s e s  examined and be q u a n t i f i - e d  i n  t e r m s  of d o l l a r  v a l u e .  

( 6 )  The p o s s i b l e  a s s e r t e d  e f f e c t  t o  provide s u f f i c i e n t  
i n f o r m a t i o n  t o  t h e  a u d i t e e  and Fede ra l  agency,  or pass - th rough  e n t i t y  i n  t h e  
c a s e  of a s u b r e c i p i e n t ,  t o  pe rmi t  them to d e t e r m i n e  t h e  c a u s e  and e f f e c t  t o  
faci? i t a t e  prompt and p r o p e r  c o r r e c t i v e  a c t i o n ,  

17) Racommendations t o  p r e v e n t  f u t u r e  occur rences  of t h e  
d e f i c i e n c y  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 .  

( 8 )  V i e w s  of r e s p o n s i b l e  o f f i c i a l s  of the a u d i t e e  when t h e r e  
LS d i s a g r e e m e n t  wi th  the a u d i t  f i n d i n g s ,  t o  t h e  e x t e n t  p r a c t i c a l .  

(c) Reference numbers .  Each a u d i t  f i n d i n g  i n  the s c h e d u l e  of f i n d i n g s  
arid q u e s t i o n e d  c0st.s s h a l l  i n c l u d e  a r e f e r e n c e  number t o  al low f o r  e a s y  
r e f e r e n c i n g  of t h e  a u d i t  findings d u r i n g  f o l l o w - u p .  

5-. 515 A u d i t  working p a p e r s .  

( a )  Re ten t ion  of workinq c a p e r s .  The a u d i t o r  s h a l l  r e t a i n  working 
papers a n d  r e p o r t s  f o r  a minimum of t h r e e  y e a r s  a f t e r  the d a t e  of i s suance  of 
che a u d i t o r ' s  r e p o r t l s )  t o  t h e  a u d i t e e ,  u n l e s s  t h e  a u d i t o r  i s  n o t i f i e d  in 
w r i t i n g  by t h e  cogn izan t  agency f o r  a u d i t ,  o v e r s i g h t  agency f o r  a u d i t ,  or 
p a s s - t h r o u g h  e n t i t y  t o  e x t e n d  t h e  r e t e n t i o n  p e r i o d .  When t h e  a u d i t o r  is aware 
t h a t  t h e  F e d e r a l  awarding agency ,  p a s s - t h r o u g h  e n t i z y ,  or a u d i t e e  is 
c o n t e s t i n g  an a u d i t  f i n d i n g ,  t h e  a u d i t o r  s h a l l  c o n t a c t  t h e  p a r t i e s  c o n t e s t i n g  
t h e  a u d i t  f i n d i n g  f o r  gu idance  p r i o r  t o  d e s t r u c t i o n  of the working pape r s  and 
reports. 

(b) Access t o  workinq papers. Audit  working papers  s h a l l  be made 
a v a i l a b l e  upon r e q u e s t  t a  t h e  c o g n i z a n t  or o v e r s i g h t  agency f o r  a u d i t  o r  i t s  
d e s i g n e e ,  a Fede ra l  agency p r o v i d i n g  d i r e c t  o r  i n d i r e c t  f u n d i n g ,  or GAO a t  t h e  
c o m p l e t i o n  of t h e  a u d i t ,  as p a r t  of a q u a - l i t y  review, to r e s o l v e  a u d i t  
f i n d i n g s ,  o r  t o  carry o u t  o v e r s i g h t  r e s p o n s i b i l i t i e s  c o n s i s t e n t  with t h e  
p u r p o s e s  of t h i s  pal-:.. Access t o  working pape r s  i n c l u d e s  t h e  r i g h t  of F e d e r a l  
a g e n c i e s  t o  o b t a i n  c o s i e s  of working p a p e r s ,  as i s  r e a s o n a b l e  and necessa ry  
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ib) S tep  1 .  (1) The a u d i t o r  s h a l l  i d e n r i f y  t h e  l a r g e r  Fede ra l  
programs, which sha.11 be I .aheled Type >. proqrams. Type A programs a r e  d e f i n e d  
as F e d e r a l  programs v i t h  Federa l  awai-ds expei-rded during che aud i t  p e r i o d  
exceeding t h e  l a r g e r  oi : 

( i )  $ 3 0 0 , 0 0 0  o r  t h r e e  pe rcen t  ( . 0 3 )  of t o t a l  F e d e r a l  
awai-us expended i n  the  c a s e  of an a u d i t e e  l o r  which toca l  Federal  awards 
expended equal  01- exceed $300,  000  but  a r e  l e s s  than or  equal t o  $ 1 0 0  m i l l i o n .  

( 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 p e r c e n t  ( . 0 0 3 3  of 
t o t a l  Federal  awards expended i n  :ne case  of an a u d i t e e  for which t o t a l  
Federa l  awards expended exceed $ 1 0 0  m i l l i o n  b u t  a r e  i e s s  than or  equa l  t o  $ 1 0  
bi 1 1 i on .  

(iii) $30 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 he  case  of an aud i t ee  f o r  which t o t a l  
Federal  awards expended exceed $ 1 0  b i l l i o n .  

( 2 )  Federal  programs n o t  l a b e l e d  T}Te A under pa rag raph  (b) (1) 
of this s e c t i o n  s h a l 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 loan guarantees  ( l o a n s )  
should not  r e s u l t  i n  t h e  exc lus ion  of o t h e r  programs as Type A programs.  When 
a Federal  program provid 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 
Type A programs, t he  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 A 
program and exclude i t s  v a l u e s  i n  de t e rmin ing  o t h e r  Type A programs.  

( 4 )  For b i e n n i a l  a u d i t s  p e r m i t t e d  under 5 - . 2 2 0 ,  t h e  
de te rmina t ion  of Type I! and Type E progi-ams s h a l l  be based upon t h e  F e d e r a l  
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  A programs which  a r e  
Low-risk. F o r  a T y p e  A program to 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  l e a s t  one of t h e  two most r ecen t  a u d i 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  case  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 P-. 5 1 0  (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 ) ,  
f r aud  under §- .510(a)  ( 6 ) ,  and a u d i t  f o l l o w u p  for t he  summary s c h e d u l e  of 
prior audit findings u n d e r  5- .51O(a)  ( 7 )  d o  not prec lude  the  Type I? program 
f rom being l o w - r i s k .  The auditor s h a l l  c o n s i d e r :  t he  c r i t e r i a  i n  5 _ _ . 5 2 5  ( c )  , 
s-. 5 2 5 ( d )  (l), s- .525(d)  ( Z ) ,  and §- .525(d)  ( 3 ) ;  t he  r e s u l t s  of a u d i t  
follow-up; whether any changes i n  pel-sonnel or  systems a f f e c t i n g  a T y p e  A 
pirogram 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  
determining whether a Type k program i s  low-risk. 

(2) Notwj t t i s tanding  p l - a g r a p h  (c) (1) of t h i s  section, Ol%!d ma)' 
approve a Federal  awarding a g e n c y ' s  r e q u e s t  t h a t  a Type A program a t  c e r t a i r !  
r e c i p i e n t s  may not be cons ide red  low- r i s l : .  For example, i t  may be n e c e s s a r y  
:or a i 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 r  
Lecripients t o  allow t i l e  Federal  agency t o  comply w i t h  t he  Government 
Management Reform Act of 1954 ( 3 1  U . S . C .  3515). The Federal  ayency s h a l l  
not;fy t h e  r e c i p i e n t  a n d ,  i f  l r n o w n ,  the a u d i t o i -  a t  least 180 days prior to the  
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-11d 0; t l i ?  f i . s ~ ; i J  yeiii- L O  ! ) e  aud. ~ c d  of <)ME' Y apr;:-ovai 

(dl Step 3 [ i )  7'he auditor sna!: iden ;  Cy Type E programs vrhi:h 

s l iou3d ciie auditoi- s e l e c t  Option 2 under S t e p  4 (paragraph ( e j  (2) (1) ( B )  or 
L:li;.s szct ~ . o r i ) ,  the  aud i to i -  i s  not  requi red  t-3 j -dent i fy  more h igh - r i sk  Type P. 
~ ~ ~ " c q r a m s  t h a n  the  num5ei- of low-I-isk Type A programs. Except fol- known 
i-er)o!-tab e condi t ions 1.n i n t e rna l .  cont ro l  o r  compliance problems as O l ~ s ~ u s s ~ c l  
in 5-.525(b) (l), 5 _ _ . 5 2 5  (b i  ( Z ) ,  and § - . 5 2 5 ( c !  (l), a s i n g l e  - : r i t e r i a  i n  
5--..525 woiild seldom cause ;J Type E program t o  h e  considered h ? . y h - r i s l c  

i .1.19h- rJ.si.; u s i n g  p roresssonal  judgment cind che cr::.eria in § _ _ .  5 2 5 .  tlow?vex, 

(2) The a u d i t o r  i s  not expected to perform r i s k  assessments on 
re] i l L 1 V e  l y  small  Federal  programs. Therefore ,  t he  audi tor  i s  only required t o  

k u r r r  Y ~ s k  assessments on Type E programs tha t  exceed :he larcjer of 

(1) $ i O O , O O O  or  t h r e e - t e n t h s  of one percent  ( . 0 0 3 )  : i f 
t : o Y . z ]  Federal  awards expended when the  audl. tee has  l e s s  t h a n  o r  equal t o  S I 0 0  
X l J  

ri 
1 1 1  

fo 

1 i o n  i n  t o t a l  Federal  awards expended. 

( i i !  $ 3 0 0 ,  0 0 0  o r  th ree-hundredths  of one percent ( fIOO!) 
t o t a l  Federal  a w a r d s  expended when the a u d i t e e  has more than SI00 m i l . ~ J o ~ ~  
tot:al Federal  awards expentkd 

( e )  Step  4. A t  r;i minimum, t .he  a u d i t o r  shall audit a l l .  0: the 
: lowi.ng as major programs : 

( 1 )  AIL1 Type A programs, except  t he  audi tor  may exclude any 
7'rpe A programs i d e n t i f i e d  as l o w r i s k  under S tep  2 (paragraph (c) (1) of t h l s  
secti .on) . 

( 2 )  (1) High-r i sk  Type E programs as  i d e n t i f i e d  under 
e i t h e r  of t h e  following t w o  o p ~ i o n s :  

( A )  Option 1. A t  l e a s t  one half  of the Type 9 
programs i d e n t i f i e d  as  h i g h - r i s k  under Step 3 (paragraph (d) of this sec t ion !  
except  t h i s  paragraph (e) ( 2 )  (i) ( A )  does not r e q u i r e  the  a u d i t o r  t o  audi t  more 
h i g h - r i s k  T y p e  B programs than  the  number of l ow- r i sk  T).pe A programs 
1 - d e n t i f i e d  a s  low-risk under  S t e p  2 .  

( E )  Oution 2 .  One h igh - r i sk  Type 9 prog-am for 
each  T j ~ e  P. program i d e n t i f i e d  zs low-r i sk  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 E programs f~ 
a u d i t  a s  major under e i t h e r  Option 1 o r  2 i n  paragraph  (e) ( 2 )  (i) (A!  o r  ( B ) ,  
t h e  a u d i t o r  is encouraged t o  u s e  an approach which provides  an opportuni ty  f a r  
d i f f e r e n t  h i g h - r i s k  T y p e  E programs t o  be a u d i t e d  as major ove r  a period of 
t i m e .  

( 3 )  Such a d d i t i o n a l  programs as m a y  be x c i s s a r y  t3 comply 
wi th  :he 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  a u d i t o r  t o  a u d i t  more programs 
as major  t h a n  the  number of Type >. programs. 

(f) Percentaae of coveraqe r u l e .  The a u d i t o r  sha l l  a u d i t  2s major 
programs Federa l  programs w i t h  Federal  awards expended that, i n  t he  aggrega te ,  
encompass at  l e a s t  50  pe rcen t  of t o c a l  Federal  awards expended. I f  the 
a u d i t e e  meets the c r i t e r i a  i n  §- .530  f o r  a l o w - r i s k  a u d i t e e ,  t he  audi tor  
need only a u d i t  a s  n i a j o r  programs Federal  programs w i t h  Federa l  awards 
expended t h a t ,  i n  t he  a g g r e g a t e ,  encompass a t  l e a s t  2 5  percent  of t o t a l  
Fede ra l  awards expended. 

( g )  Documentation of r i s k .  The a u d i t o r  shail document i n  the working 
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papers t i le r i s k  alia.! :,r :i c process  used lli de';t.rriiininy major TJ: ogi-anls 

(1.1) k u d i t o r ' : .  ludyrrtent . When the mziol- program determinaLion was 
periormed and documeiited i n  accordance wic].~ t h i s  p a r t ,  tlir a u d i t o l  ' c' j Lidgrrient 
i i i  a p l ~ l  y i n g  t n e  risl: basecl approach LO d ~ t e r n i i n e  ma joy programs s f i a l  i be 
,presuriied c o r r e c t  . Ct1;liI enges by Pede:-al agencies  and pass-  tilrough e n t i t i e s  
s h a l l  o n l y  be ioi- cl. ar-1)) improper use of tlie guidance i n  t h i  5 p a r t .  Hcn%1evei-, 
F . e d ~ ~ - ; i l  agencl es arid p a s s -  LiiroucJti entities r,ay provide a u d i t i ~ r s  gii idance abou(I  
t he  risk OE a particii lar  Federal  program and t 1 - 1 ~  a u d i t o r  s h a l l  c o i l c i d e r  L h i s  
guidance i n  determin!I-Jy major programs i n  a u d i t s  no t  yet compl etecj.  

(1) Deviatiori from use of risk c r i t e r i a  . For  f i r s t  -)/ear a u d i t s ,  t h e  
a u d i t o r  may e l e c t  t o  de te rmine  m a ~ o r  programs as a l l  Type  A programs p l u s  a n y  
Type E programs as 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 this 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 not be 
requ i r ed  t o  perform the procedures  d iscussed  i n  paragraphs ( c i  , ( a ) ,  and (e) 
of t h i s  s e c t i o n .  

(1) A f i r s t - y e a r  aud i t  i s  t h e  f i r s t  year  t he  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 .  

( 2 )  To e n s u r e  t h a t  a f r equen t  change of a u d i t o r s  would n o t  
prec lude  a u d i t  of h igh - r i sk  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 an 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  F e d e r a l  p r o g r a m  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  EO 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. A l s o ,  as part 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 w i s h  t o  d i s c u s s  a p a r t i c u l a r  Federal  program wi th  
aud i t ee  managerneat and t h e  Federal  agency o r  pass - through e n t i t y .  

(b) Current  and o i - io r  a u d i t  exDei-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 ide ra t  i o n  
should be given t o  the  c o n t r o l  environment ove r  Federal programs and such  
f a c t o r s  a s  t h e  expec tas ion  of management Is 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  
comperence and exper ience  of personnel  who a d m i n i s t e r  the Federal programs .  

( 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 s e s s i n g  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 n a l l  cons ide r  whether weaknesses are i s o l a k 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) or 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  p a r t s  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 foi- monitoring s u b r e c i p i e n t s  
would ind icace  h ighe r  risk. 

( i i i )  The ex ten t  t o  which computer p rocess ing  i s  used  t o  
admic i s t e r  Federai  programs, as we11 as the cornp1.exity of t.hat p r o c e s s i n g ,  
s h o u l d  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  risk. New a n d  r e c e n t l y  
niodj.:ied computei- systems may al .so ind ica- te  r i sk  

(2) P i - 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 r s u l a r l y  when the  s i t u a t i o n s  i .dent i f  led in t h e  a u d i t  f i n d i n g s  c o u l d  have a 
s j g n i f i c a i i t  impact on a Federa l  program 01- have not  been cori-ecped 

( 3 ) F e d e r a l  programs n o t  r ecen t  I}' aud i t ed  as major programs 
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b e  of hjgher r i s k  than I.'t..del-al :) anis : -uczr i t :  y a u d i :  .;:d i ~ o  nil ,;or- nrcioi-ams 
r iou?  a u d J  t f indingc 

i c  i .hrouqh t n t ?  ties 
i ; Qve-sjght  exercised by Federal  ag(2nci e s  ar pass- througn e i ) L I ; I E t s  z s u l t l  
1 . r i c I i  ca :e  r i s k .  For example, recent. mo: i i to r lna  or o t h e r  reviews performed by  
an o v e r s i g h t  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 indi:ate 
1 ower r i s k .  Hownver, monitor ing which d i sc losed  s i g n i f i c a n t  problems would 
: n d i  c a t e  h i ~ y h e r  r i s k .  

12)  Federal agenc ie s ,  w i t h  the  concurrence of OMB, niay 
).denti::)/ Federal  programs which a r e  h i g h e r  r i s k .  C)MB plans t o  pirovide :h!s  
J - d e n t j f i c a t i o n  i n  the  compl-lance supplement.  

( d l  Inherent  risk of the Federal  proqram. ( 1 )  The na tu re  of a 
F?dera:l program may i n d i c a t e  r i s k .  Consi.deration should be given to the 
cornp:1 exl t y  of t h e  program and the  ex ten t  t o  w h i c h  t h e  Federal program 
C o n t r a c t s  f o r  goods and serv i -ces  . Fo r  example, Federal  programs t-hat d j . s k u r s e  
f u n d s  through t h i r d  pa r ty  c o n t r a c t s  or have e l i g i b i l i t y  c r i t e r i a  may be of 
h i g h e r  risk. Federal programs primari1.y invo lv ing  s t a f f  p a y r o l l  c o s t s  may 
have a h j g h - r i s k  f o r  time and e f f o r t  r epor t ing ,  but otherwise be a t  low-risic. 

(2) The phase of a Federal  program i n  i t s  l i f e  cyc le  a t  t h e  
Fedel-a1 agency may i n d j c a t e  r i s k .  For example, a new Federal program W i t h  new 
01 interim 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 i  RIP- t.ested r e g u l a t j o n s .  ALSO,  s i g n i f i c a n t  changes i n  Federal  programs, laws, 
I-Cgulatiori:;, o r  the  provi.sioris of  c o n t r a c t s  o r  g r a n t  agreements may increase  
r i s k .  

13) The phase of a Federal  program i n  i t s  life cycle  a t  the  
auditee may i n d i c a t e  risk. For example, dur ing  t h e  f i r s t  and last years  t h a t  
an auditee p a r t i c i p a t e s  i n  a F e d e r a l  program, the  r i s k  may be h ighe r  due t o  
start-up o r  c loseou t  of program a c t i v i t i e s  and s t a f f .  

!4) Type B programs w i t h  l a r g e r  Federa l  awards expended would 
be of h i g h e r  r i s k  than programs with s u b s t a n t i a l l y  smaller Federal  awards 
expended. 

s-. 530  Criteria f o r  a l ow- r i sk  auditee .  

Un a u d i t e e  w h i c h  meets a l l  of the  fo l lowing  condi t ions  f o r  each of t h e  
pl-eeeding 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 receding  two aud i t  
periods) s h a l l  q u a l i f y  as a low-r i sk  a u d i t e e  and be e l i g i b l e  f o r  reduced a d i t  
cove rage  i n  accordance wi th  5-. 5 2  0 : 

( a )  S ing le  a u d i t s  were performed on an annual  bas i s  i n  accordance w i t h  
t h e  p r o v i s i o n s  of this 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  a u d i t s  
does  n o t  q u a l i f y  as a low-r i sk  a u d i t e e ,  u n l e s s  ag reed  t o  i n  advance by the 
c o g n i z a n t  3r over s igh t  agency f o r  audi:. 

(b) 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 tzmsnts  and :he 
s c h e d u l e  of expendi tures  of Federal  awards were unqua l i f i ed .  However, the 
Cognizant  or over s igh t  agency for aud i t  ma.y j u d g e  t h a t  an op in ion  
q u z l l f i c a t i o n  does not  affect t he  management of Federa l  a w a ~ d s  and provide a 
waiver. 

( c )  There were no d e f i c i e n c i e s  I n  i n t e r n a l  zontro? which were 
i d e n t i f i e d  a s  m a t e r i a l  weaknesses under t h e  requirements  of G A G A S .  However, 
t h e  cogn izan t  or  ove r s igh t  agency f o r  a u d i t  may judge t h a t  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 Federal awards arid provide 
a w a i v e r .  
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( 3 )  Known 0 1 -  likely q u e s t i o n e d  c o s t s  t h a t  exceed f i v e  p e r c e n t  
of t h e  toEal  Fede ra l  a w a r d s  expended f o r  a Type A program duri.ng the y e a r  

Appendix F! to Par t  - - Data C o l l e c t i o n  Forrr (Form SF-SAC) 
lirisert SF-SAC a f t e r  f i n a l i z e d 1  

Appendix B t o  Part - - C i r c u l a r  k - 1 3 3  Compliance Supplement 
Note: P r o v i s i o n a l  OMB C i r c u l a r  A - 1 3 3  Compliance Supplement is a v a i l a b l e  
from Che O f f i c ?  of A d m i n i s t r a t i o n ,  P u b l i c a t i o n s  Office, room 2 2 0 0 ,  New 
Execu t ive  O f f i c e  B u i l d i n g ,  Washington, DC 2 0 5 0 3 .  
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Health Information In Compliance With The Health Insurance Portabiiity 
And Accountability Act Of 1996 (HIPAA) 

BUSINESS ASSOCIATE AGREEMENT 
THIS BUSINESS ASSOCIATE AGREEMENT (“Agreement”) is m a d e  and  entered as of 

,20- by and  between J a  

[corporation, partnership, dba], whose  business address  is 
(hereinaf ter  

referred to as “Business Associate”), and  the CITY OF LONG BEACH, a municipal corporation 
(hereinafter referred to as “City” o r  “Covered Entity”). 

WHEREAS, the  City has a Department of Health that provides a multitude of heal th  care and 
related services; and  

WHEREAS, in the  course of providing health care and related services t h e  City obta ins  
protected health information; and  

WHEREAS, Business Associate performs particular duties and/or provides particular services 
to the  City; and 

WHEREAS, the  City wishes to disclose s o m e  information to  Business  Assoc ia te ,  some of 
which may contain protected health information; and 

WHEREAS, the  City and Bus iness  Associate intend to protect t he  privacy and  provide fo r  t he  
security of protected health information in compliance with the Health Insurance Portability a n d  
Accountability Act of 1996  (“HIPAA”) a n d  regulations promulgated thereunder  by t h e  U S .  Depar tment  
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. 

THEREFORE, in consideration of the  mutual terms covenants,  and  conditions in this 

DEFINITIONS. Terms used ,  but not otherwise defined, in this Agreement  shall h a v e  t h e  same 
meaning as those  terms in t h e  Privacy Rule codified in Title 45, Sect ions 160-164 of the C o d e  
of Federal Regulations. 
OBLIGATIONS AND ACTIVITIES OF BUSINESS ASSOCIATE. 2. 

a. Non-disclosure. Business  Associate ag rees  to not use o r  disclose protected 
health information other than as permitted o r  required by t h e  A g r e e m e n t  o r  as 
required by law. 

b. Safeguards,  Business  Associate a g r e e s  to u s e  appropriate s a f e g u a r d s  to 
prevent use or  disclosure of the  protected health information. 

C. Mitigation. Bus iness  Associate a g r e e s  to mitigate, to the  extent pract icable ,  any  
harmful effect that is known to Business Associate of a use o r  d isc iosure  of 
protected health information by Business Associate in violation of the  
requirements of this Agreement. 
Reporting of disclosures. Business Associate a g r e e s  to report to Covered  Entity 
a n y  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 a g r e e s  to  e n s u r e  t h a t  a n y  
agent ,  including a subcontractor, to whom it provides protected health 
information received from, or created or received by Bus iness  Assoc ia t e  on 
behalf of Covered Entity ag rees  to  the  s a m e  restrictions and  conditions t h a t  apply 
through this Agreement to Business Associate with respect  to  such  information. 
Availability of Information to City. Business  Associate a g r e e s  to provide prompt  
access to protected health information in a designated record s e t  to Covered  
Entity or, as directed by Covered Entity, to a n  individual upon Covered  Entity’s 
request in order to meet  the requirements under 45 C F R  5-764.524. 

e .  

f .  
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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 poiicies and procedures and protected health information, 
relating to the use and disclosure of protected health information received from, 
or created or received by Business Associate on behalf of, covered entity 
available to the Secretary of the U S .  Department of Health and Human Services 
for purposes of the Secretary determining the Business Associate’s compliance 
with the privacy rule. 

I. Reporting of Disclosures. Business Associate agrees to document such 
disclosures of protected health information and information related to such 
disclosures as would be required for the City to respond to a request by an 
individual for an accounting of disclosures of protected health information in 
accordance with 45 CFR § 164.528. 
Availability of Information to Covered Entity. Business Associate agrees to 
promptly provide to Covered Entity or an individual information collected in 
accordance with Section 2(i) of this Agreement, to permit Covered Entity to 
respond to a request by an individual for an accounting of disclosures of 
protected health information in accordance with 45 CFR 5 164.528. 

h. 

j .  

PERMITTED USES AND DISCLOSURES BY BUSINESS ASSOCIATE. 
Except as otherwise limited in this Agreement, Business Associate may use or disclose 
protected health information to perform functions, activities, or services for, or on behalf of, 
Covered Entity as specified in this Agreement, provided that such use or disclosure would not 
violate the Privacy Rule if done by Covered Entity or the minimum necessary policies and 
procedures of the Covered Entity. The specific use and disctosure 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 § 164.5OZ(j)( 1 ). 

Notification of Limitations in Notice of Privacy Practices. Covered Entity shall 
notify Business Associate of any limitation(s) in its notice of privacy practices of 
covered entity in accordance with 45 CFR $ 164.520, to the extent that such 
limitation may affect Business Associate’s use or disclosure of protected health 
information. 
Notification of Change or Revocation of Permission. Covered entity shall notify 
Business Associate of any changes in, or revocation of, . p e m k s ~ v i d u a l  

a. 

b. 

C. 

d. 

OBLIGATIONS OF COVERED ENTITY. 
a. 

b. 

i’ - 

I ,  
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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 5 164.522, to the extent that 
such restriction may effect Business Associate’s use or disclosure of protected 
health information. 

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. 

C. 

5. 

6. 
a. 

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 
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 

b. 

1. 

C. 
I. 

2 

7. 

violation to the Secretary. 
Effect of Termination. 
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 
Associate shall retain no copies of the protected health information. 
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 agajnst Covered Entity, its directors, officers, -or employees based on a 
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8. 
a. 

b. 

C. 

d. 

9. 

I O .  

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, o.ral 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, 
inciuding 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 Reguiations and California law. 
COSTS. If there is any legal proceeding between the patties 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 personalty 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 
the mail or on the date personal delivery is made, whichever first occurs.. I 

11. 

12. 

13. 

14. 
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15. WAIVER. The a c c e p t a n c e  of a n y  services  or t h e  payment of a n y  m o n e y  by City shall 
not opera te  as a waiver of a n y  provision of this Agreement ,  o r  of a n y  right t o  damages 
o r  indemnity s ta ted  in this Agreement .  The waiver of any b r e a c h  of this A g r e e m e n t  
shall not constitute a waiver of a n y  other  or s u b s e q u e n t  breach of this A g r e e m e n t .  
CONTINUATION. Termination or expiration of this Agreement  shall not affect rights o r  
liabilities of the parties which accrued pursuant  to  S e c t i o n s  7,12 a n d  14 prior to 
termination or expiration of this Agreement ,  a n d  shall not extinguish a n y  w a r r a n t i e s  
hereunder .  
ADVERTISING. B u s i n e s s  Associate  shall not u s e  t h e  n a m e  of City, its officials or 
employees  in a n y  advertising or solicitation for bus iness ,  nor a s  a reference,  without  t h e  
prior approval of t h e  City Manager  o r  des ignee .  
THIRD PARTY BENEFICIARY, This Agreement  is intended b y  t h e  parties to benefit  
themselves  only a n d  is not in a n y  w a y  intended o r  d e s i g n e d  to  o r  e n t e r e d  f o r  t h e  
purpose  of creating a n y  benefit or right for a n y  person  o r  entity of any kind t h a t  is not  a 
party to this Agreement .  

IN WITNESS WHEREOF, the par t ies  hereto h a v e  c a u s e d  t h e s e  presents  to be duly executed with all 
of the  formalities required by law as of t h e  date first s ta ted  herein. 

16. 

17. 

18. 

a 
(corpovation, parfhership, individual) 

(person legally allowed to bind organization) 
Title: 1 

(pergon legally allowed to bind organization) 
BY LLl. J - Y u  &lo LlLuLfQ 

Title: SF, c u‘ e,+ 6Pj  
G BEACH, ahunicipal corporation 
2 as%I!5’pm mG!x?UT&D PW5’dAY’ 

” City” !Ria C I T Y  C W T L P ,  
City M a e r  or designee rg SBCTION 3 [ ,  t t  

m z ,  2 0 3  

e n t  is hereby  a p p r o v 2 s  to form this w a y  of 

ROBERT E. SHANNON, 
Cit 
BY 
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CERTl FI CAT1 ON REGARD1 N G DEBARMENT 

2 

3. 

4 .  

5. 

6. 

7 

G 

E))' Siglling and submittirig this document, the recipieni of federal assistance f u n d s  is pl-ovidingj the 
certiiicalion as set oul below 

1 .  The ceililicatron in this clause is a rrialerial representaliori ol fact upon which r-eliar-ice v~las 
placed when this transaction was entered inlo. If if is taler defermiried fhaf the reciprenf of 
kderal assislarice funds knowingly rendered an erroneous cerlification, in addition to 
other remedies available to the Federal Governrnenl, the departmen! or agency with 
which this transaclion originafed niay pursue available remedies, including suspension 
and/or debarnienl. 

The recipieni of Federal assistance funds  shall provide immediate written notice to the 
person to which this agreement is entered, if a1 any time the recipienl of Federal 
Assistance funds learns that its certification was erroneous, when submitted or h a s  
become erroneous by reason of changed circumstance. 

Th e t e r m s " covered t r a n s a c t i o n 'I, " d e ba r r ed , " " s us pen d ed , " "I n el i g i ble , " " I ow e r ti e r cover e d 
transaction," "participant," "person," "primary covered transaction," "principal," "proposal," 
and "voluntarily excluded," a s  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 
origin at ed. 

The recipient of Federal assistance funds further agrees by submitting this document that 
i t  will include the clause titled "Celtification Regarding Debarment, Suspension, lneligjbility 
and Voluntary Exclusion - Lower Tier Covered Transactions," withoui modification, in all 
lower tier covered transactions and in all solicitations for lower tier covered transactions. 

k participant in 2 covered transaction rnay rely upon a certification of participant in a lower 
tier covered transaction that i t  is not debarred, suspended, ineligible, or voluntarily 
excluded from the covered transaction, unless i t  knows that the certification is erroneous.  
A participant niay decide the method and frequency by which i t  determines the eligibility of 
ils principals. Each parficipanf rnay, but is not required to, check the list of parties 
excluded from procurement or non-procurement programs. 

Nothing contained in the foregoing shall be constructed to require establishment of a 
syslern of records in order to render in good faith the ceriificatior) required by this clause.  
The knowledge and inlormatiori of a participanl is no1 required to exceed tlhat v\/hicti is 
normally possessed by a prudent person in the ordinary course of business dealings.  

Except lor trarrsaclions authorized under Paragraph 4 of these instructions, if  2 participant 
in a covered transaction knowingly enlers inlo a lower tiel covered trarisaction with a 
persoi-i who is suspended, debarred, ineligible, or voluntary excluded Iron1 parlicipation in 
this Iransaction, jn addition lo other remedies available l o  the Federal G.overnmen1, the  
department o r  agency with which the Iransaction originaled may purse available 
re  11-1 e d i es , in cI u d i ng su s pe n s io 1-1 a ndior d e  1x1 rrri e 111 , 

... . * Y . V C _ .  
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i The recrptent of Federal assistance funds certifies that neither rt nor lis priricipals 
are presently deoarred, suspended, proposed for debarment, declared ineligible, 
or voluntarily excluded from particlpatron in this trarisactrori by any Federal 
department or agency 

Where the recrpient of Federal assistance funds IS unable to certrfy to a n y  of the 
statements in this certrftcatm, such participants shall attach a n  explanation to this 
document 

') 

Y a rn e a ri dh T i t I e of Authorized Re pres en t a t i v $ : -- 



At t a c h m e n t ‘‘ I ” 



C E R TI F I C A TI ON KEG k R D I N G LOB E Y l  N G 

Conlraclor(s) and lobbyjsi firni(sj, as, defined iri [/he Los Airgeles Counly Code Chapter 2 160 
(ordinarm 53-0031), retained by the Contractor, shall fully ~on-iply with ihe requirements as  sel fortl-1 ti-) 
said CoLinly Code. The Cor-ilraclor must also certify in writing that 11 is farniliar with tl-it. Los Angeles 
County Code Chapter 2 160 and thal all persons aclirig on Gelialf of the Contraclor will cornply \with the 
Coilnfy Code. 

Failure on Ihe part oi the Contraclor aricl/or Lobbyisl to l~ l l ) /  comply with tl-ie Countfs  Lobhylsi 
requiremeni shall constilule a maier;al breach oi the (:ontracl upori vd'ilct-i the City of Lorig Beach may 
inmiedialely terminale this contracl arid the Contractor shall be liable for civil action. 

The Contractoi is prohibiled by the Deparlmeni of Interior and Related kgericies hppropriations Act, 
known as Ihe Byrd Amendments, and the Housing and Urban Developmenl Code of Federal 
Regulations 24 pati 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 oi 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, a n d  any 
extension, continuation, renewal, amendment or modification of said documents. 

The Contractor must certify in writing thal they are familiar with the Federal Lobbyisl 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 personslsubcontractors acting on behalf of 
fully comply with Federal Lobbyist Requirements shall be subject to civil penalties 
Zeriifies, to the best of hislher knowledge and belief, that: 

I .  No Federal appropriated funds have been paid or will be paid, by or on behalf of 

the Contractor to 
The undersigned 

the undersigned, 
of a n  agency ,  a 
Df a Member of 

. .  . 
to any person for influencing.or attempting to influence an officer or employee 
Member of Congress, an officer or employee of Congress, or an employee 1 

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 a n y  person for 
influencing or attempling 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 instructions. 

I The undersigned shall require thai the language of this certification be included in the award 
documents for all sub-awards at all tiers (including subcontracts, sub-grants, and contracts under 
grants, loans, and cooperative agreenrents) and that all sub-recipients shall ccriify and  disclose 
accordingly. 
This certification is a malerial representation of fact upon which reliance was placed when this 
transaclion was made or entered into. Submission of th is cerlificaliori is a prerequtsiie lor malting 
or erilering inlo this transaction imposed by Section 1352 Title 31, U.S. Code. A n y  person vd io  
jails l o  Iile the required ceriiiication sllall be wbject to a civil penally of riol less than 3;10,000 and 
not rriore Il-ian $100,000 for each such lailure. 

I 

91 eenwil J~IIITI Ijer Conlraci Agency - 

m e  arid Tilie 9'1 Authorized Representalise L d -___ 

"c. ... -1 I 
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