
CONTRACT FOR SUPPORTIVE HOUSING 

pcnn  
THIS CONTRACT OR SUPPORTIVE HOUSING (this "Contract") is made 

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

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

neeting on December 18,2007, by and between THE CHILDREN'S CLINIC, a nonprofit 

Zalifornia corporation, with offices located at 2801 Atlantic Avenue, Long Beach, 

2alifornia 90806 ("Organization"), and the CITY OF LONG BEACH, a municipal 

;o rpo ra t io n (the "City" ) . 

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

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

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

WHEREAS, Organization provides transitional housing, permanent 

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

WHEREAS, as part of the 2006 Supportive Housing Grant Agreement 

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

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

Organization as a sub-recipient of grant funds; and 

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

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

and program accountability by the City; 

NOW, THEREFORE, in consideration of the terms and conditions 

contained herein, the patties 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”, 

Attach men t ” B” en t i t I ed ‘I B u d get“, Attachment “C ” en t i t I ed “Logic Mod e I”, 

Attach men t I‘ D” en t i t I ed “ Co m pl ia n ce with Fed era I Reg u I at i o n s” , Attach men t “E” 

entitled “Office of Management and Budget (“OMB”) Circular A-I I O ” ,  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 December 1, 2007, and, unless sooner terminated as provided herein, shall 

terminate at 1 159 p.m. on December 31,2008. 

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 Seventy-Eight Thousand Three Hundred Sixty-Four 

Dollars ($78,364.00) over the term of this Contract. Upon execution of this 

Contract, the City shall disburse funds payable hereunder in due course of 

payments following receipt from Organization of billing statements in a form 

approved by the City showing expenditures and costs identified in Attachment "B". 

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

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

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

the City's Department of Health and Human Services, or his designee, make 

adjustments within and among the categories of expenditures in Attachment "B" 

and modify the performance to be rendered hereunder stated in Attachment "A; 
provided, however, that such adjustment(s) shall not cause the amount of the total 

budget stated in Attachment "B" to be exceeded. 

D. Organization shall prepare monthly invoices and submit them 

to the City within fifteen (1 5) days after the end of the month in which Organization 

provided services. Organization shall attach cancelled checks and other 

documentation supporting the charges and the amount of required matching funds 

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

within the 15-day period may result in late payment from the City. Submission of 

incorrect invoices or inadequate documentation shall result in the suspension of 

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

(a) received by it thirty (30) days after Organization provided the services relating 
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to that invoice; (b) including inallocable or ineligible expenses; or (c) for the 

unauthorized expense of funds requiring written approval for budget changes or 

modifications. 

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

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

documentation supporting the charges incurred and required matching funds for all 

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

funds. 

F. Each calendar quarter Organization shall, no later than fifteen 

(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-I 33 no later than thirty (30) days after receipt of 

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

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

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

audit report is optional. 

Section 6. 

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

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

subcontractor because of race, color, religion, national origin, sex, sexual 
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orientation, AIDS, HIV Status, condition, age, disability or handicap. Organization 

shall take affirmative action to assure that applicants are employed or served, and 

that employees and applicants are treated during employment or services without 

regard to these categories. Such action shall include but not be limited to the 

following: employment, upgrading, demotion or transfer; recruitment or recruitment 

advertising; layoff or termination; rates of pay or other forms of compensation; and 

selection for training, including apprenticeship. 

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

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

employment, employment advertisements, application forms and other pertinent 

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

fair employment practices provisions of this Contract. 

Section 7. 

A. In performing services hereunder, Organization is and shall 

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

agent of the City. Organization's obligations to and authority from the City are 

solely as prescribed in this Contract. Organization expressly warrants that it will 

not, at any time, hold itself out or represent that Organization or any of its agents, 

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

officials, employees or agents of the City. Organization shall not have any 

authority to bind the City for any purpose. 

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

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

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

Organization's behalf, and (c) the City will not provide and Organization and 

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

rights, benefits or privileges of City employees. 

Section 8. This Contract contemplates the personal services of 
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Organization and Organization’s employees. Organization shall not delegate its 

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

without the prior written consent of the City. Any attempted assignment or delegation 

shall be void, and any assignee or delegate shall acquire no right or interest by 

reason of the attempted assignment or delegation. 

Section 9. Organization shall indemnify and hold harmless the 

City, its Boards, Commissions, and their officials, employees and agents (collectively 

in this Section “City”) against any and all liability, claims, demands, damage, causes 

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

court costs, and expert and witness fees) (collectively “Claims” or individually “Claim”) 

arising, directly or indirectly, out of any negligent act or omission of Organization, its 

officers, employees, agents, subcontractors or anyone under Organization’s control 

(co I I e ct ive I y I n d e m n i to r” ) , breach of t h is Contract by 0 rg a n iza t io n , misrepresent at ion 

or willful misconduct by Indemnitor, and Claims by any employee of Indemnitor 

relating in any way to workers’ compensation. Independent of the duty to indemnify 

and as a free-standing duty on the part of Organization, Organization shall defend the 

City and shall continue such defense until the Claim is resolved, whether by 

settlement, judgment or otherwise. Organization shall notify the City of any Claim 

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

tender the defense of 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. 

(I ) Commercial general liability insurance (equivalent in 

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

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

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

not be limited to broad form contractual liability, cross-liability, independent 

contractors liability, and products and completed operations liability. The 

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

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

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

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

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

and Commission, and their officials, employees and agents. 

(2) Workers' Compensation insurance as required by the 

California Labor Code. 

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

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

(4) Professional liability or errors and omissions insurance in 

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

(5) Commercial automobile liability insurance (equivalent in 

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

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

combined single limit per accident. 

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

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

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

safeguard the proper handling of funds by employees, agents or 

representatives of Organization who sign as the maker of checks or drafts 
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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 (1 0) years nor more than 

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

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

B. Organization certifies that the building for which the grant 

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

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

homeless individuals during the term of this Contract. 

C. Organization shall comply with all requirements of the City's 

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

renovations using grant funds. 

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

Planning and Building Department has completed an environmental review under 

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

informs Organization of the completion and conditions of said environmental 

review. 

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

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

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

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

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

shall not: 

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

religious or denominational institution or organization or an organization 

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

connection with a religious or denominational institution or organization. 

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

in the following conduct: 

(a) discriminate against any employee or applicant 

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

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

not limit such services or give preference to persons on the basis of 

religion; 

(c) provide religious instruction or counseling, 

conduct religious worship or services, engage in religious 

proselytizing, or exert other religious influence in the provision of 

services or the use of facilities and furnishings; 

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

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

in which services are provided that are assisted under this Contract, contain 

sectarian religious symbols or decorations. 

G. Organization shall provide homeless individuals and/or 

families with assistance in obtaining: 

( I  ) Appropriate supportive services, including transitional 

housing, permanent housing, physical health treatment, mental health 

treatment, counseling, supervision and other services essential for 

achieving independent living; and 

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

available for such individuals, including mainstream resources. 

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

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

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

promulgated by HUD. 

I. Organization shall execute a Certification Regarding 

Debarment in the form shown on Attachment “I”. 

J. Organization shall execute a Certification Regarding Lobbying 

in the form shown on Attachment “J”. 
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Section 12. Organization certifies that it has established a Drug- 

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

has given a copy of said Program to each employee who performs services 

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

has published a statement notifying employees that unlawful manufacture, 

distribution, dispensation, possession or use of a controlled substance is prohibited 

and action will be taken for violation. 

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

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

City shall act as the primary contact for Organization to HUD for services provided 

under this Contract. The City shall facilitate directly to HUD the submission of any 

information related to all financial and programmatic matters in this Contract, including 

but not limited to reimbursements of grant funds, requests for changes to 

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

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

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

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

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

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

address first stated above. Notice shall be deemed given on the date personal 

delivery is made or the date shown on the return receipt, whichever is earlier. Notice 

of change of address shall be given in the same manner as stated for other notices. 

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

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

or hidher designee in connection with this Contract shall be final. 

Section 16. Organization shall have the right to terminate this 

Contract at any time for any reason by giving thirty (30) days prior notice of 

termination to the City, and the City shall have the right to terminate all or any part of 
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this Contract at any time for any reason or no reason by giving five (5) days prior 

notice to Organization. If either party terminates this Contract, all funds held by 

Organization under this Contract which have not been spent on the date of 

termination shall be returned to the City. 

Section 17. This Contract, including all exhibits and attachments 

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

agreements, oral or written, with respect to the subject matter herein. 

Section 18. This Contract shall not be amended, nor any provision 

or breach hereof waived, except in writing by the parties that expressly refers to this 

Contract . 

Section 19. The acceptance of any service or payment of any 

money by the City shall not operate as a waiver of any provision of this Contract, or of 

any right to damages or indemnity stated herein. The waiver of any breach of this 

Contract shall not constitute a waiver of any other or subsequent breach of this 

Contract. 

Section 20. This Contract shall be governed by and construed 

pursuant to the laws of the State of California, without regard to conflicts of law 

principles. 

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

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

Ill 

Ill 

Ill 

Ill 

Ill 

Ill 

Ill 

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

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

THE CHILDREN’S CLINIC, a non-profit 
California corporation 

,2008 BY 

Type or Print Name 

Title 
“0 rg a n iza t io n ” 

CITY OF LONG BEACH, a municipal 
corporation 
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Attach m e n t “A” 



City of Long Beach - Supportive Housing Program 
2006 Supportive Housing Program 

Scope of Work 

The Children's Clinic, Serving Children 
Agency: and Their Families CLB Contract: 

HUD Grant: CA168606-023 HUD Identifier: CA7436 

# 

1 

2 

3 

4 

Program Objective: To assist the homeless population with meeting their health care needs, thc 
MSC Clinic will provide physical exams and limited medical treatment to homeless adults, well- 
child / sick child care to families, and nursing case management. 

OutcomeslPerformance Measures 

70% of participants who complete the program will be placed in emergency, transitional or 
permanent housing upon exit from the program. 

45% of combined total eligible participants will obtain increased income/benefits 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 income 
upon exit from the program. 

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 Supportive Service Only Project. 

ATTACHMENT ......ft......... 1 
PAGE ...... .... OF ...... l.... PAGES I 
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ing with the deobligated funds. Such 
selectjons would be made jn accordance 
with t h e  selection process described in 

SOURCE 58 F R  13871, Mar. 15. 1993. unless 
otllerw,se 

$582.220 of this par t .  Any selections 
made using deobligated funds will be Subpart A-General 
subject t o  applicable appropriation a c t  
requirements governing the use of 
deobligated funding authority 
(Approved by the Office of Management and 
Budgel under conrrol number 2506-0118) 

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

Program I S  authorized by t l t l e  JV o€ 
t h e  Stewart B McKinney Homeless As- 
sistance Act (the McKlnney Act) (42 
U.S.C. 11381-11389) The Supportive 
Housing program is designed t o  pru- 
mote the  development of supportive 

PART 5B3-sUPP0RT'VE Ho"S"G 
PROGRAM . .  

housing and ,  supportive services, in- 
cluding innovative approaches t o  assist 

Sec. homeless persons .in the  t ransi t ion 
583.1 Purpose and scope. from homelessness, and to  promote t h e  
583.5 Definitions. provision of supportjve housing t o  

homeless persons t o  enable them t o  
Subpart 6-Assistance Provided live as independently as possible. 

583.100 Types and uses of assistance. (b) Componentr. -Funds under th i s  par t  
583.10s Grants for acquisltion and rehabili- may be used for: 

(1) Transitional housing t o  faci l i ta te '  
583:llO Grants for new construction. t h e  movement of homeless individuals 
583.115 Grants for leasing, and families t o  permanent housing; 583.120 Grants for supportwe service costs. (2) Permanent housing t h a t  provides 583.125 Grants for operating costs. 
583.130 Commitment or grant amounts for long-term housing for  homeless persons 

leasing, supportive services, and oper- with disabilities; 
ating costs. (3) Housing that  is, or is part of, a 

583.135 Admlnistrative costs. partjcularly innovative project for, or 
583.140 Technical assistance. alternative methods of, meet ing t h e  
583.1 45 Matching requirements. 
5a3:150 ~im~ts t ions  on use of assistance. immediate and long-rerm needs Of 
583.155 Consolidated plan. 

(4) Supportjve services for homeless 
SubDarl C-Application and Gronf Award persons not provjded in conjunction 

Process with supportive housing. 
583.200 Application and grant award. 158 F R  13871. Mar. 15, 1993, as amended at 61 

F R  51175. SepL 30. 1996) 583.230 Environmental review: 
583.235 Renewal grants. 

$583.5 Definitions. 

Subpart A-General 

tatjon. 

homeless persons; or 

As used in this part: Subparl D-Program Requirements 

583.300 General operatjon. Appllcanl IS defined in section 422(I) 
583.305 of commltment. repayment of of the IvlcI(inney Act (42 U.S.C.  

11382(1)). For purposes of th i s  defini- 
583.310 Dlsplacement, relocation. and acqul- r,on, entities 

those t ha t  have general governmental 
powers (such as a city 01- county), as  

583.315 Hesldenl rent. 
583.320 Slte control. 
583.325 Nondiscrimination and equal oppor. well as those tha t  have limited or spe- 

tunity requirements. cial powers (such as public hausing 
SA3.33D Hpplicabillty of ot l~er  Federal ?-e- agencies). 

quirements Cmsulidated plan means the  plan t h a t  
a jurjsdicljon prepares and submits t o  
-+IUD in accordance wi th  24 CFR part 

grants; prevention of undue beneflts 

sltion 

Subpart E-Adminisfrolion 

583.400 Granl agreement. 91. 

t 



Ofc of Asst. Secy., Comm. Planning, Develop.. HUD 5 553.100 

i3alr. oi jn/t/a/ occupancy means the Prqfecr is defined in  sections 4 2 2 ( 8 )  
d a t e  t h a t  thc  supportive housing is ini- and 424(d) of the McKinney A c t  ( 4 2  
t i ~ l l y  occupied by a homeless person U.S.C 13382(8), 11384(d)) 
for whom HUD provides assistance Reclplent is delined in section 422(9) of 
unclci- this part Ir the assistance is Tor 
a n  exisLing homeless facility. the daze RehabIlltat~on means the improve- 
of InlLtal occupancy is the date t h a i  ment  or repair of a n  existing s t ruc ture  
serv~ces are first provided to the resi- or an addition to  an existing s t ruc ture  
dents or supportive housing wlth fund- tha t  does not increase the.floor area by 
ing under this part. more rhan 100 percent. Rehabilitation 

Date o/ lnltlal servjcr provjsfon means docs not include minor or routine re- 
the date  that supportive services are pajrs. 
initially provided with funds under this Stare is defined In section 422(11) of 
part to  homeless persons who do not the McKinnv Act (42  u.s.c 11382(11)).  
reside in supportive housing. This defj- SuPPOrtjve housJng is defined Jn set- 
nition applies only t o  projects funded tion 424(a) of the McKimeY Act (42  
under t h i s  part t h a t  do not provide sup- U.S.C. 11384(a)) 
portive housing, Supportjve sendces is defined in  sec- 

Djsablljty is defined in section 422(2) tion 425 Of the  McKinney Act (42 U.S.C. 
of the McKinney A c t  (42 U.S.C. 11385). Transitional housjng is defined in  sec- 11382(2)). 

the  McKinney Act (42  U.S.C. 11382(9)). 

Homejess person means an individual 
family that is described in section 

tjon 4 2 4 b )  of the  McKinney A c t  (42 
U.S.C. 11384b)). See also §583.30o(j). 

103 of the M ~ K ~ ~ ~ ~ ~  Act (42 U.S.C. 
11 302) 

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

Metropolltan city is defined in section Act Of (42 5302). 
j02(a)(4) of t h e  Housing and Cornrnu. Urban coung' is defined in 

nity Development Act of 1974 (42 U.S.C.  102(a)(S) Of the Housing and Cornmu- 
5302(~) (4) ) .  general, metropoljtan tit-  nit^ Development Act of 197' (42 U.S.C.  
les are those cities t h a t  are for 
an  entitlement grant under 24 CFR 
part  570, subpart D. 

New construction means the building 

5302(a)(W. In general, urban counties 
are  those counties tha t  are eligible for 
an entjtlement grant  under 24 CFR 
part ''Om subpart D '  

of a structure where none existed or an 
addition to an existing structure t h a t  
increases t h e  floor area by more than 
100 percent. 

Operafin& costs is defined in section 
422(5) of the McKinney Act (42 U.S.C. 
11382(5)). 

Oufpatjent hedrb services is defined in 
section 422(6) of the  McKinney Act (42 
U.S.C. 3 l382(6)). 

Permanent housing for homeless persons 
with disabilities is defined in section 
424(c) of the McKinney Act (42 U.S.C. 
11384(c)). 

Prjvate nonprofit organjzatjon is de- 
fined in section 422(7) (A), (B), and (D) 
of the McJCinney Act (42 U.S.C. 11382(7) 
(A), (B). and (D)). The organization 
must also have a functioning account- 
ing system t h a t  is operated in accord- 
ance with generally accepted account- 
ing principles, or designate an entity 
that will maintain a functioning ac- 
counting system for the organization 
in accordance with generally accepted 
accounting principles. 

[GI FR 51175, Sept  30, 10961 

Subpart B-Assistance.Provided 
d 583.100 Types and uses of assistance. 

(a) Grant assfstance. Assistance in the 
form of grants is available for acquisi- 
tion of structures, rehabilitation of 
structures, acquisition and rehahilita- 
tion of structures. new construction, 
leasing, operating costs for supportive 
housing, and ,supportive services; as de- 
scribed in sQ'583.105 through 583.125. Ap- 
plicants may apply for more than one 
type of assistance. 

(b) Uses of granf assistance. Grant as- , 

ststance may be used to: 
( I )  Establish new supportive housing 

Iacilities or new facilities t o  provide 
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: 

' 
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5 583.105 

(4) Provide additional supportive 
services for residents of supportive 
housing or for homeless persons not  re- 
siding i n  supportive liousing. 

(5) Purchase HUD-owned single fam- 
ily properties currently leased by the 
applicant for use as a homeless Facility 
under 21 CFR par[ 291; and- 

(6) Continue funding supportive hous- 
ing where the recipient has received 

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

and rehabilltation costs. g ran ts  of 
more than .5200,000, ~ U L  not miore t h a n  
$400,000, may be available. 

6 583.110 
(a) Use. HUD will g ran t  funds t o  re- 

cipients to  pay a .portion of the cost of 
new construction, including cost-effec- 
t ive energy measures and the cost of 
land associated with t h a t  construction. 

Grants for new construction. 

fu;ding under this' par t  for leasing, 
supportive services, or operating costs. 

(c) Structures used for multJple pur- 
poses. Structures used t o  provide s u p  
portive housing or supportive service5 
may also be used for other purposes, 
except that assistance under this part 
will be available only in  proportion t o  
the use of the s t ructure  for supportive 
housing or supportive services. 

(d) Technical assisrance. HUD may 
offer technical assistance, as described 
in 5583.140. 
(58 FR :3871. Mar. 1 5 .  1993. as amended at  59 
FR 36891. July 19, 19941 

8 583.105 Grants for acquisition and 

[a) Use. HUD will grant  funds t o  re- 
cipients to: 

(1) Pay  a portion of the cost of t h e  
acquisition of real property selected by 
the recipients for use in the provision 
of supportive housing or supportive 
services, including t h e  repayment of 
any outstanding debt on a loan made 
t o  purchase property t h a t  has not been 
used previously as supportive housing 
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  provide supportive 
housing or supportive services; or 

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

(b) AmounL. The maximum grant 
available ior acquisition, rehabilita- 
tion, or acquisition and rehabilitation 
is the lower of: 

rehabilitaiion. 

( I )  $200,000, or 
(2) The total-cost of' t h e  acquisition, 

relmbilIratIon, OJ. acquisition and reha- 
bilitation minus the applicant's con- 
t J j b U L J O n  toward the  cost. 

(c) Increased amouiifs. 11-1 areas deter- 
mined by HUD t o  have high acquisition 

1 

for use in  the provision of supportive 
housing. If the grant funds  are  used for 
new construction, t h e  applicant m u s t  
demonstrate that  t h e  costs associated 
with new construction a re  s u b s t a r -  
tially less than t h e  costs associated 
with rehabilitation or t h a t  there  is a 
lack of available appropriate uni ts  t h a t  
could be rehabilitated a t  a cost less 
than new construction. For  purposes of 
th i s  cost comparison, costs associated 
with rehabilitation or  new construc- 
tion may include t h e  cost  of real prop- 
erty acquisition. 

(b) Amount. The maximum grant 
available for new construction is the 
lower of: 

(1) $400,000; or 
(2) The total cost of t h e  new con- 

struction. including t h e  cost of land as- 
sociated with t h a t  construction, m i n u s  
t h e  applicant's contribution toward t h e  
cost orsame.  

5 583.115 Grants for leasing. 
(a) General. HUD will provide grants 

t o  pay (as described i n  5583.130 of t h i s  
part) for the actual costs of leasing a 
s t ructure  or structures, or por t ions  
thereof, used t o  provide support ive 
housing .or supportive services-for up t o  
five years. 

(b) (1) Leasing ~1r~cturt-5. Where. grants 
are used t o  pay rent  for all or par t -  of 
structures, the rent  paid must be rea- 
sonable in relation t o  rents  being 
charged in t h e  area for comparable 
space. I n  addition, the  rent  paid may 
not exceed rents currently being 
charged by the same owner for  com- 
parable space. 
(2) Leas~ng individual unfts. .u'here 

grants a re  used t o  pay rent for indi- 
vjdual  housing units, the  r e m  paid -. 

n u s t  be reasonable in relation lo r e n t s  
Jeing charged for comparable uni t s ,  
:alting into account the location, size, 
:ype. quality, amenities, facilities, and 
nanagement services In addition, t h e  

' 

, 
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ircnts may not  exceed rents currently 
being charged by the  same owner lor 
comparable unassisred unlts. and the 
pnrtiorr or rents paid wjth grant runds 
rnay not  exceed MUD-determined lair 
market rents. Recipients rnay use 
grant funds In an amount up t o  one 
month's rent to pay the non-recipient 
landlord for any damages t o  leased 
units by homeless participants. 
/SR FR 13871 Mar 15. 1993. as ameiided a t  59 
F R  36841. July 19, 19941 

5 583.120 Grunts  for supportive .sew- 
ices costs. 

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

(b) Supportive services costs. Costs as- 
sociated with providing supportive 
services include salaries paid to  pro- 
viders of supportive services and any 
other cost3 directly associated with 
providing such services. For a transi- 
tional housing project, supportive serv- 
ices costs also include the costs of sew- 
ices provided to  former residents of 
transitional housing t o  assist their ad-  
justment to independent living. Such 
services may be provided for up to six 
months after they  leave the transi- 
tional housing facility. 

I58 FR 13871, Mar. IS. 1993, as amended at  59 
F R  36891, Ju ly  19. 19941 

8 583.125 Grants for operating costs. 

(a) General. HUD will provide grants 
t o  pay a '  portion (as described in 
5 583.130) _of the  actual operating costs 
of supportive housing for up  to five 
years. 

(b) Operating costs. Operating costs 
a re  those associated with t h e  day-to- 

ing. They also include the actual ex- 
penses that a recipient incurs far con- 
ducting on-going assessments of t h e  
supportive services needed by residents 
arid the availabili.ty of such services; 
reiocation assistance under 583.310, in- 
cluding payments and services; and in- 
surance. 

day operation of t h e  supportive I 'h ous- 

F 

L 

i 

( c )  Recipienr rnarcii requirement for op- 
eratfng costs. Asslstance lor operat ing 
costs will be available lor up  to  75 per- - 
cent of the total cosr in  each year or 
the  grant  term. The  recipient must pay 
the percentage of the-actual operat ing 
costs nor Funded by HUD At the end of 
each operating year, the recipient m u s t  
demonstrate that i t  has met its m a t c h  
requirement of the costs for t h a t  year  
158 FR 13871. Mar 1 4 .  1993, a5 amended a t  GI 
FR 51175. Sept 30. 1996: 65 FR 30823. May 12. 
ZOOO] 

9:683.130 Commitment of grant 
amounts for leasing, supportive 
services, and operating costs. 

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

(Approved by the Office of Management and 
Budget under OMB control number 2506-0112) 

(59 FR 36891. .7uiy 19. 1994J 

6 585.135 Administrative costs. 

(a) General. U p  to  five percent of m y  
grant awarded under this par t  m a y  be 
used for the purpose of paying costs of 
administering t h e  assistance. 

(b) Administrative costs. Administra- 
t ive  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 to  administering 
the  grant  after the award, and staff s a l -  
aries associated with these adminis t ra-  
tive costs. They do not include the 
costs of carrying out eligible act ivi t ies  
m d e r  $5583.105 through 583.125. 

58 FR 13871, Mar 15, 1993. as amended a t  61 
:R 51175, Sept. 30. 199G) 

i 583.140 Technical assistance. 
(a) General. H U P  may set aside funds 

innually to  provide technical assist- 
ince, either directly by WUD staFf or 
ndirectly through third-party pro- 
riders. for any supportive housing 
iroject This technical assistance is for 

251 



5 583.145 

the purpose of promoting the  develop- 
ment of supportive l~ousing and sup- 
portive services as part of a continuum 
of care approach, including innovative 
approaches t o  .assis1 homeless persons 
in the transitjon from homelessness, 
and promoting the provision of sup- 
portive housing t o  homeless persons t o  
enable them t o  live as  independen?ly as  
possible. 

(b) Uses of technical assistance. HUD 
may use these funds t o  provide tech 
nical assistance t o  prospective appli. 
cants, applicants, recipients, or other 
providers of supportive housing or serv- 
ices for homeless persons, for sup- 
portive housing projects. The assist- 
ance may include, but is not limited to ,  
written information such a s ,  papers, 
monographs, manuals, guides, and bro- 
chures; person-to-person exchanges; 
and training and related costs. 

(c) Selecfjon of providers. From t ime 
to time, as HUD determines the  need, 
HUD may advertise and competjtively 
select providers to deliver technjcal as- 
sistance. HUD may enter into con- 
tracts, grants, or cooperative agree- 
ments, when necessary, t o  implement 
the technical assistance. 
(59 FR 36892. July 19, 19941 

4 583.145 Matching requirements. 
(a) General. The recipient mus t  

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

(b) Cash resources. The matching 
funds must be cash resources provided 
t o  the project by one or more of t h e  
following: the recipient, t h e  Federal 
government, S t a t e  and local govern- 
ments, and privaxe resources. 

(c) I\dainrenance of efforL. S ta te  or 
)mal government funds used in t h e  
matching contribution are  subject lo 
the maintenance of effort requirements 
described a i  S583.l5D(a). 

$683.150 Lirditations on use  of assist- 
ance. 

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

(a) Adaintenance of effoil. No assist- 
ance provided under this part (or any 
State  or local governmenr -1unds used 
ro supplement this assistance) may be 
used t o  replace S ta t e  or local funds 
pJeViOUSl), used, or designated for use. 
to  assist homeless persons. 
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(b) Faifli-based acfivlltjes. [ I )  Organiza- 
tions t h a t  are religious or faith-based 
are eligiblc, on the same .basis as a n y  
other organization. t o  participate in 
the  Supportive Housing Program Ne] -  
ther  the  Federal governmen? nor a 
Sta te  or local government receiving 
funds under Supportive Housing pro- 
grams shall discriminate against an or- 
ganization on t h e  basis of the  organiza- 
tion's religious character Or affilia?ion. 

(2 )  Organizations t h a t  are direct ly  
funded under t h e  Supportive Housing 
Program may not  engage in inherent ly  
religious actjvities, such as worship, 
religious instruction, or proselytiza- 
tion as par t  of t h e  programs OJ services  
funded under this  part. If an organiza- 
tion conducts such activities. t h e  a c -  
tivities must be offered separately. in 
time OJ location. from the-programs or 
services funded under th i s  par t ,  and 
participation must be vohmtary for t h e  
beneficiaries of the  HUD-funded pro-  
grams or services. 

(3) A religious organization t h a t  par- 
ticipates i n  t h e  Supportive Housing 
Program will retain i t s  independence 
from Federal, S ta te ,  and local govern- 
ments, a n d  may continue t o  carry out  
i t s  mission, including the  definition, 
practice, and expression of its religious 
beliefs, provided t h a t  it does not use di- 
rect Supportive Housing Program 
funds t o  support any  inherently re l i -  
gious activities, such as worship, reli- 
gious instruction, or proselytization. 
kmong other things, faith-based orga-  
7izations may use space in ' the i r  facili- 
:ies t o  provide Supportive Housing . 
'rogram-funded services, without  re- 
noving religious a r t ,  icons, scr iptures ,  
ir other religious symbols In addi t ion,  
i Supportive Housing Program-funded 
eligious organization retains its au-  
hOJity over i ts  internal governance, 
ind i t  may retain religious terms in  i t s  
Irganization's name, select I ~ S  board 
inembers on a religious basis, and in- 
lude religious references in its organi- 
a t ion 's  mission s ta tements  and o ther  
overnjng documerits. 
(I)  An organization t h a t  participates 

i the Supportivr Housing Program 
 all not. in  providing program ass i s t?  
nce, discriminate against a program 
cncfjciary or prospective program 
cneficiary on the basis of religion or 
~ligious b e l i d  
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(Sj Program funds may noL be used 
for t h t  acquisition, construction, or re. 
habilitation o f  structures LO the  extent 
thai thosc structures are used for in-  
herently religious activities Program 
rurlds may be used for the acquisition, 
construction, or rehabllltation of 
structures only to  t h e  extent that  
those structures are used for con- 
ducting eligible activities under this 
part  Where a s t ructure  is used for both 
eligible and inherently religious activi- 
ties, program funds may not exceed the 
cost of those portions of the  acquisi- 
t ion,  construction. or rehabilitation 
that  are attributable t o  eligible activi- 
ties in accordance with the cost ac- 
counting requirements applicable t a  
Supportive Housing Program funds in 
this part. Sanctuaries, chapels, or 
other rooms that  a Supportive Housing 
Program-funded religious congregation 
w e s  a5 i t5  principal place of worship, 
however, are ineligible for Supportive 
Housing Program-funded improve- 
ments. Disposition of real property 
after the term of the grant ,  or any 
change in use of the property during 
the  term of the grant ,  is subject to  gov- 
ernment-wide regulations governing 
real property disposition (see 24 CFR 
parts 84 and 85) .  

(6) If a State or local government vol- 
untarily contributes its own funds t o  
supplement Federally funded activities, 
t h e  State or local government has the 
option to segregate t h e  Federal funds 
or commingle them. However, i f  t h e  
funds arc commingled, this  section ap- 
plies t o  all of the  commingled funds. 

(c) Partidpant conrrol of sfte. Where an 
applicant does not propose t o  have con- 
trol of a site or s i tes 'bu t  rather pro- 
poses t o  assist a homeless family or in- 
dividual in obtaining a lease, which 
may include assistance with rent pay- 
ments and receiving supportive serv- 
ices, after which t ime the family or in- 
dividual remains in  the  same housing 
without further assistance under this  
part, that applicant may not request 
assistance for acquisition; rehabiiita- 
t o n .  or new construction 
158 FR 13871. Mar. 15. 1993, as amended at 59 
FR 36892 July 19. 1993; 68 FR 56407. Sept. 30, 
2003) 

I '  

$583.155 Corwolidated plan. 

(a) Applicant< char are Srares or unfrs 
o f  general local government. The appli- 
cant must have a I-IUD-approved com- 
plete or abhreviated consolidated plan. 
in accordance w l t h  24 CFR part. 91. and 
must submit a certification t h a r  t h e  
application for funding is consistent 
wlth the HUD-approved consolidated 
plan. Funded applicants must certify in 
a grant  agreement that  they a r e  fal- 
lowing the MUD-approved consolidated 
plan. 

(b) AppIicanS that are nor Stares or 
u n f B  o f  generai local government. The 
applicant must submjt a certification 
by the jurisdiction in whlch t h e  pro- 
posed project will be located t h a t  the 
applicant's application for funding is 
consistent with the jurisdiction's HUD- 
approved consolidated plan. T h e  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- 
tification provisions of t h e  consoli- 
dated plan regulations, 21 CFR part  91. 
subpart F. 

( c j  Indian tribes and rbe Insular Areas 
o f  G u m ,  rhe U.S. VJrgin Islands, Amer- 
ican Samoa. and the Northern A4arIma 
Islands. These entities are  not required 
to  have a consolidated plan o r  t o  make 
consoIidated plan certifications. An ap- 
plication by an  Indian tribe or other 
applicant for a project that  will be lo- 
cated on a reservafion af an Indian 
tribe will not  require a certification by 
the  tribe or the State. However. where 
an Indian tribe is the appljcant for a 
project tha t  will not be located on a 
reservation, the requirement for a cer- 
tifjcation under paragraph (b) of th i s  
jectlon will apply. 

(d) Timing of consoljdated plan certifl- 
ratjon .submissJons. Unless otherwise set 
,rth in the NOFA, the required certifi- 
xition tha t  the application for funding 
s consistent with the >IUD-approved 
:onsolidaced plan must be submitted 
y the funding application. submission 
ieadline announced in  the NOFA 

GO FR 16380, Mar.  30, 19951 
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Subpart C-Application and Grant 
Award Process 

b 589.200 Application and grant award. 

When funds are made available for 
assistance, HUD will publish a notice 
of fundlng availability (NOFA) in  the  
FEDERAL REGISTER. in accordance with 
t h e  requirements of 21 CFR part 4 .  HUD 
will review and screen applications in 
accordance with the requirements in 
section 426 of the McKinney Act (42 
U.S.C. 11386) a n d  the guidelines, ra t ing 
criteria, and procedures published in 
t h e  NOFA. 
[GI FR 51176, Sept. 30. 19961 

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

jec t  t o  HUD environmental regulations 
in  part 58 of this title, except t h a t  HUD 
will perform an environmental review 
in accordance with part 50 of this  t i t le  
prior to  its approval of any condj- 
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 enti- 
ties with special or limited purpose 
powers. For activities under a gran t  
that  generally would be subject t o  re- 
view under part 58, HUD may make a 
finding in.accordance with 5 58.11 (d) a n d  
may itself perform the environmental 
review under the provisions of par t  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 with part 58 (or HUD in 
accord with part 50) perrorms t h e  envi- 
ronmental review, the reclpient shall 
supply all available. relevant informa- 
t ion  necessary for the responsible ent i -  
t y  (or H U D ,  if applicable) to  perform 
lor each property any environmental 
review required by th i s  part. The re-  
cipient also shall carry out mitigating 
measures required by the responsible 
entity (or HUD. if applicable).or select 
alternate eligible property HUD may 
eliminate from consideration any ap- 
plication that would require an Envi- 
ronmental lmpact Statement (EIS) . 

(b) Thc recipient, i t 5  project partners 
and rhcir contractors may not acquire, 
rehabilitate. convert, lease, repair, dis- 
pose of, demolish or construct property 

254 

r 

e 

F 

r 
L 
e 

n 

t 

t 

\I 

j '  

for  a project under this par t ,  o r  com- 
mit  or expend HUD or local funds for 
such eligible activlties under this p a r t ,  
until t h e  responsible ent i ty  (as defined 
in 5 5 S . 2  of this title) has completed t h e  
environmental revjew procedures r e -  
quired by part 58 and the  environ-  
mental certification and RROF have  
been approved or HUD has performed 
an environmental review under p a r t  50 
and t h e  recipient has received HUD a p -  
proval of t h e  property. HUD will not 
release grant funds if the  recipient or 
any other par ty  commits grant  funds 
(j.e., incurs any costs o r  expenditures 
t o  be paid or reimbursed with s u c h  
funds) before t h e  recipient submits  and  
HUD approves i t s  RROF (where such 
submission is required). 
168 FR 56131. Sept. 29. 20031 

5 583.235 Renewal grants. 
(a) General. Grants made under this 

par t ,  and grants made under subt i t les  
C and D (the Supportive Housing Dem- 
onstration and SAFAH, respectively) of 
t h e  Stewart B McKinney Homeless As- 
sistance Act as in effect before October 
28, 1992, may be renewed on a non- 
competitive basis t o  continue ongoing 
leasing, operations, and supportive 
services for additional years beyond 
the  initial funding period. To be con- 
sidered for renewal funding for leasing,  
operating costs, or supportive. services, 
recipients must submit a request for 
such funding in the form specified by 
-JUD, must meet the requirements of 
:his par t ,  and must submit requests  
within the  t ime period established by 
4UD. 

(b) Assistance available. The f i rs t  re- 
iewal will be for a period of t i m e  not 
o exceed the  difference between t h e  
mnd of the initial Punding period and 
en years  from t h e  date of initial occu- 
Nancy or the  date of initial service pro- 
.ision, as  applicable. Any subsequent 
enewal will be for a period of t i m e  n o t  
o exceed five years. Assistance during 
ach year of t h e  renewal period. sub-  
xi t o  maintenance of effort require-  
ients under $583,15O(a) may be for: 

( I )  U p  t o  50 percent of the actual op- 
rating and leasing costs in t h e  final 
ear 01 t h e  initial lunding period; 
(2) Up t o  t h e  arnounl of HLJD assist- 

nce lor supportive services i n  the final 
ear 01 the initial funding period, and 
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(3) 4r1 allowance for cost increases. 
(c) HUD review. ( I )  HUD will review 

t h e  request ior renewal and will evalu- 
ai:? t h e  recipient's perrorrnance i n  pre- 
vious years a g a i n s  the plans and goals 
established in the  initial application 
for assistance, as amended H U D  will 
approve the request for renewal unless 
the recipient proposes to  serve a popu- 
lation that is not homeless, or the re- 
cipient has not shown adequate 
progress as evidenced by an unaccept- 
ably slow expenditure of funds, or the 
recipient has been unsuccessful In a,s- 
sisting participants in achieving and 
maintaining independent living. In de- 
termrning the recipient's success in as- 
sisting participants t o  achieve and 
maintain independent living, consider. 
ation wil l  be given to  the level ana 
t ype  of problems of partjcipants. For 
recipients with a poor record of suc- 
cess, HUD will also consider the recipi- 
e m ' s  willingness t o  accept technical 
assistance and t o  make changes sug- 
gested by technical assistance pro. 
viders Other factors which will affect 
HUD's decision t o  approve a renewal 
request include the  following: a con- 
t inuing history of inadequate Financial 
management accounting practices, in- 
dications of mismanagement on the  
part of the  recipient. a drastic reduc- 
tion i n  the population served by the re- 
cipient, 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 -organization with an 
outstanding obligation t o  HUD that  is 
in arrears or for which a payment 
schedule has not been agreed t o ,  or 
whose response t o  an audit finding is 
overdue or unsatisfactory. 

(3) HUD will notify the recipient in 
writing that the  request has  been ap- 
proved or disapproved. 
(Approved by t he  Offlce or'Management and 
Budget under control number 2506-01 12) 

Subpart D-Program Requirements 
9 563.300 General operation. 

(a) State and local requirements. Each 
recipient of assistance under this part 
rnus't provide housing or services rhat  
a x  in compliance with all applicable 
State  and local housing codes, licer!s- 
ing requirements, and any other re- 

quirements in the jurisdiction i n  which 
the projecL IS located regarding t h e  
condttion of the structure and the  op- 
eration of the housing or servlces. 

(b) tlabliabfllry srandards. Except for 
such variations as are proposed by t h e  
recipient and approved by HUD. sup- 
portive housing must meet The fol- 
1 owing requirements , 

(1) Structure and rnaterlals The struc- 
tures musL be structurally sound so  as 
not t o  pose any  threat to the  heal th  
and safety of the occupants and so a s  
to protect the  residents from the ele- 
ments. 

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

(3) Space and securfw. Each resident 
must be afforded adequate space a n d  
security for themselves and their be- 
longings. Each resident must be pro- 
vided an accepcable place to sieep. 

(4) Inierjm ajr quallry. Ever-v room or  
space must be provided with natural  or  
mechanical ventilation Structures  
must be free of pollutants in t h e  a i r  a t  
levels thar  threaten the health of resi- 
dents. 

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

(6) Sanltar-7 farillrles. Residents m u s t  
have access to  sufficient sanitary fa- 
cilities t h a t  are in proper operating 
condition, may be used in privacy. a n d  
are  adequate for personal cleanliness 
and t h e  disposal of human waste. 

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

(8) Illumination and electridty. The 
housing must have adequate natural  or 
artificial illumination t o  permit nor- 
nal indoor activities and t o  support 
:he health and safety of residents. Suf-  
'icient electrical sources must he pro- 
tided to permit use of essential elec- 
.rical appliances while assuring safety 
rom fire. 

(9) Food preparafjon and refuse d~s- 
iosal P.11 food preparation areas must 
:ontain suitable space and equipment 
o store, prepare, and serve food in a 
ani tary manner 
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( I  0) Sanflary condlrlon. The housing 
and any equipment must be maintained 
in sanitary condition. 

(11) Fjre safery. (i) Each unit must in- 
clude a t  least one batter)/-operated or 
hard-wired smoke detector, in proper 
working condltion, on each occupied 
level of t h e  unit. Smoke detectors 

24 cFR Ch. V (4-1-05 Edition) 

for HUD approval t o  otherwise consulr 
with Iionieless or rormerly homeless 
persons i n  considering and m a k i n g  
policies and decisions See also 
5 583 330(e) 

(2) Each recipient of assistance under  
this par t  must ,  t o  the maximum e x t e n t  
practicable. involve homeless individ- 

must be located, t o  the  extent prac 
ticable, i n  a hallway adjacent t o  a bed- 
room. If the unit is occupied by hear- 
ing-impaired persons, smoke detectors 
must have an alarm system designed 
for hearing-impaired persons in each 
bedroom occupied by a hearing-im- 
paired person. 

(ii) The public areas of all housing 
must be equipped with a sufficient 
number, but not less than one for each 
area, of battery-operated or hard-wired 
smoke detectors. Public areas include, 
b u t  are not limited to, laundry rooms, 
community rooms, day care centers, 
hallways, sta&wells, and other com- 
mon areas. 

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

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

(e) Residentjal supervx5ion. Each re- 
cipient of assistance under this  part 
must provide residential supervisjon as 
necessary t o  facilitate the adequate 
provision of supportjve services t o  the  
residents of t h e  housing throughout 
the term or the commitment t o  operate 
supportive housing. Residential super- 
vision may include the employment of 
a full. or part-time residential super- 
visor w i t h  sufficienl knowledge t o  pro- 
vide or t o  supervise t h e  provision of 
supportive services t o  t h e  residents. 

(r) Pariicipafmn of homeless persons. (I) 
Each recipient must providr for the 
.participation of homeless persons as re- 
quired in section 42G(g) or the  McKin- 
ney Act (42 U.S.C.  llsas(g)j. This re- 
quirement is waived if  an applicant is 
unable t o  meet i t  and  presents a plan c 

Lals and families. through employ- 
ment ,  volunteer services, or otherwise, 
in constructing, rehabilitating, main-  
taining, and operating the project and 
in providing supportive services for  t h e  
project. 

(g) Records and reportr. Each recipient  
of assistance under this part must keep 
any records and make  any reports (in- 
cluding those pertaining t o  race, e th-  
nicity, gender, and disability s t a t u s  
data) t h a t  HUD may require within t h e  
timeframe required. 

(h) Confidenfjalfty. Each recipient  
tha t  provides family violence preven- 
tion or t reatment  services must  de- 
velop and implement procedures t o  en- 
sure: 

(1) The confidentiality of records per- 
taining t o  any individual services; a n d  

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

(i) Terminatjon of housjng 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  most 
severe cases. Recipients may resume 
assistance KO a participant whose as. 
sistance was previously terminated. In 
tezmjnating assistance to  a par t ic i -  
pant. t h e  recipient must provide a for- 
mal process t h a t  recognizes t h e  rights 
of inclIviduals receiving assistance t o  
due process of law. This process, a t  a 
minimum, must consist of. 

( I )  Written notice t o  t h e  participant 
containing a clear statement of t h e  
reasons for termination: 
(2) A review of the decision, in  which 

the participant is given the oppor- 
:unity t o  present written or oral objec- 
Zions berore a person other than  t h e  
xrson  (or a subordinate of that  person) 
~ h o  made or approved t h e  termination 
iecisjon, and 

(3) Prompt written notice of t h e  final 
lecision t o  the  participant. 
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(j) Ljrnltafron of stay in transftiona! 
boilsing. A homeless individual or fam- 
ily may  remain in transitional housing 
for il period ionger than 24 months, if 
pcrmanent housing lor the indwidual 
or lamily has no t  been located or i f  the  
individual or family requires addi- 
tional l ime to prepare for independent 
living However, H U D  may discontinue 
assistance for a transitional housing 
project i f  more than half of the home- 
less individuals or families remain in 
that  project longer than 24 months.  

(IC) Ourpatient health serv~ces. Out-  
patient health services provided by the 
recipient must be approved as appro- 
priate by HVD and the Department of 
Health a n d  Human Services (HHS). 
Upon receipt of an application t h a t  
proposes the provision of outpatient 
health services, HUD will consult with 
HHS with respect t o  the appropriate- 
ness of the  proposed services. 

(I)  Annual assurances. Recipients whc 
receive assistance only for leasing, op- 
erating costs or supportive services 
costs must provide an annual assur- 
ance for each year such assistance is 
received that the project will be oper- 
ated for the purpose specified in the ap- 
plication 

(Approved by the Office or Management and 
Budget under control number 2506-01 12) 

158 FR 13871, Mar 1 5 ,  1993, as amended at 59 
F R  35892, July 19. 1994: 61 FR 51176, Sept. 30, 
19961 

$583.305 Term of commitment; repay- 
ment of grants; prevention of undue 
benefits. 

(a) Term of commitment and conversion. 
Recipients must agree .to operate t h e  
housing or provide supportive services 
in accordance with this part and with 
sections 423 (b)(ll and (b)(3) of the  
McKinney Act (42 U.S C. 11383ib)(l), 
11383(b) (3)) 

(bj Repayment of grant and prevention 
of undue beneflw-. In accordance with 
section 423(c) of the McKinney Act (42 
U S .C .  11383(c)). HUD will require re- 
cipients t o  repay the grant  unless HUD 
has authorized conversion of the  
project under section 423(b)(3) of the 
McKinney Act (42 E.S.C. 11383(17)(3)). 

/GI F R  51176 Sepr. 30, 1996) 
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6 583.310 Displacement, reiucatiori, and 

(a) Minjmrzrng djsplacemenf Con- 
sistent with t h e  other goals and objec- 
tives of this part, 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 farms) as a result of supportive 
housrng assisted under this par t .  

(b) Relocation assisrance far displaced 
persom. A displaced person (defined in  
paragraph ( f )  of this section) must  be 
provided relocation assistance a t  t h e  
levels described in, and in accordance 
with. the requirements of the Uniform 
Relocation Assistance and  Real Prop- 
er ty  Acquisition Policies Act of 1970 
(URA) (42 U.S.C. 4601-4655) and imple- 
menting regulations at  49 CFR part 24. 

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

(d) Responsfblffry of recipient (I)  The 
recipien: mus t  certify (i.e., provide as- 
surance of compliance) tha t  i t  will 
comply with t h e  U M ,  the regulations 
a: 49 CFF part  21, and the requirements 
of thrs  section, and must ensure such 
compliance notwithstanding any third 
party's contractual obligation t o  t h e  
recipient to  comply with these provi- 
sions. 

(2) The cost of required relocation as- 
sistance is an  eligible project cost i n  
the  same manner and to  the same e x -  
tent  as other  project costs. Such costs 
also may be paid for with local public 
funds or funds available from other  
sources. 

(3) The recipient must maintain 
records in sufficient detail t o  dem- 
mst ra te  compliance with provisions of 
this section. 

(e) Appeals. A person who disagrees 
N i t h  the recipient's determination con- 
:erning whether t h e  person qualifies as 
- "displaced person," or the  amount of 
elocation assistance for which t h e  per- 
on is eligible, may file a written ap- 
ea1 of t h a t  determination with t h e  re- 
ipient. A low-income person who is 
issatisfied with the  recipient's deter- 
iination on his or her appeal may sub-  
i i t  a written request for review of t h a t  
etermination t o  the HUD field office. 

acquisition. 
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(fj LkfinifJon of dqplaced person. [ I )  does not return t o  the huildingicom- 
For  purposes of this  section, the term plex, if either: 
"displaced person" means a person (A)  A tenant is not offered payment  
[family. individual, business, nonprofit for all reasonable out-o~-poc~cet  ex- 
organization, or farm) that  moves from penses incurred 1n connection with t h e  
real property, or moves personal prop- temporarj' re loca t~on,  or 
e r ty  from real property permanently as (B) Other conditions of the tern- 
a direct result of acquisition, rehabili- porary relocation are  not reasonable. 
ta t ion.  or demolition for supportive ( v )  A tenant of a dwelling who moves 
housing projects assisted under this from the buildinglcomplex perma- 
par t .  The term "displaced person" in- nently after he or she has been re- 
cludes, but may not be limited t o :  quired t o  move t o  another unit in the 

(i) k person that  moves permanently S a m e  buildi%/comPlex, if either: 
from t h e  real property af ter  the prop- (A) The mnant  is not offered reim- 
e r ty  owner (or person in control of the  bursement for reasonable 0ut-d-  
site) issues a vacate notice, or refuses pocket expenses incurred i n  connectJon 
t o  renew an expiring lease in order t o  with the  move: Or 
evade the responsibility t o  provide re- (B) Other conditions of the move a r e  
location assistance. if the  move occurs 
on or after the date t h e  sub- 
mits  to HUD the application or appli- 

project site. 
(ii) Any person, including a person 

who moves before t h e  date described in 

. not 
(2) Notwithstanding the provisions of 

Paragraph (f)U) of this section, a per- 

person" (and is not eligible for reloca- 
tion assistance under t h e  URA or th i s  
section)' 

- 
cation amendment designating the  son does not qualify as a "displaced 

paragraph (f)(~)(i)  of th i s  section, if the  (i) The Person been evicted for se- 

;eci$en.t or HUD determines tha t  the 
displacement resulted directly from ac- 
quisition, rehabilitation, or demolition 
for the assisted project. 

(iii)- A tenant-occupant of a dwelling 
unit who moves permanently from the  
buildinglcomplex on OJ after the date of 
the  "initiation of negotiations" (see 
paragraph (g) of th i s  section) if the  
move OCCUJS before t h e  tenant has been 
provided written notice offering him OJ 
her the opportunity t o  lease and  oc- 
cupy a suitable, decent, safe and sani- 
t a ry  dweliing 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 
utiljty costs t h a t  do  not exceed the 
greawr of: 
(A) Tlic tenant's monthly rent before 

t h e  jriitiation or negotiations and esti- 
m a ~ e c l  average utility costs. or 
(I31 30 percent of gross household in- 

come. If the initial rent is at or near 
the maximum,  there must be a reason- 
able basis lor concluding at  the t ime 
the project is initiated t h a t  future rent 
increases will be modest. 

( IVJ  A Tenant  of a dwelling who is re- 
quired to  relocaLe temporarily, but 

rious or repeated violarion of the  t e r m s  
a n d  conditions of the  lease or occu- 
pancy agreement, violation of applica- 
ble Federal, S t a t e ,  OJ local or t r ibal  
iaw. OJ 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 after the  submission of the  appli- 
cation and, before s ign inga  lease and 
commencing occupancy, was provided 
written notice of t h e  project, i t s  pos- 
sible impact on the  person (e.&, t h e  
person may be displaced, temporarily 
relocated, or suffer a rent increase) and 
the fact tha t  t h e  person would no1 
qualify as a "displaced person" (or for 
a n y  assistance provided under this  sec- 
tjon), if the  project is approved; 

(iii) The person is ineligible under 4 9  
CFR 24.2(9)(2); or 

(iv) HUD determiries t h a t  t h e  person 
was not displaced as a direct rcsulr  of 
acquisition, rehabilitation, or demolj- 
t j on  for the project. 

(3) The recipient may request. at any 
time. HUD's determination of whether 
a displacement IS or would be covered 
under this section. 

(6) DePInilion of mdtiation of negotia- 
tjon5 For purposes or determining t h e  
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formula for cornpiicing the  replacernenr 
housing assistance t o  be provided to a 
rcsidential tenant displaced as a direct 
result. of privately undertaken rehablli- 
tation, demolition. or acquisition of 
t h e  real property, the term "initiation 
of negotiations" means t h e  execution 
o f  the  agreement between the recipient 
and H U D .  

(h) Definlfion of project. For purposes 
of. this section. the ferm "project" 
means an undertaking paid for ir- 
w h o i e  or i n  part wlth assistance under 
this part. Two or more activities that 
are integrally related, each essential tc  
the others, are considered a single 
project. whether or not all component 
activities receive assistance under t h ~ s  
part. 
[.58 F R  13871, Mar 15 ,  1993, asamended a t  59 
FR 36892, .luly 19, 19941 

4 583.315 Resident rent. 

(a) Caiculatron of  resjdent rent Each 
resident or supportive housing may be 
required t o  pay as rent  an amount de- 
termined by the recipient which may 
not exceed the highest of  

(1) 30 percent of t h e  family's monthly 
adjusted income (adjustment factors 
include t h e  number of people in the 
family, age of family members, medical 
expenses and child care expenses). The 
calculation of the family's monthly ad- 
justed income must include the ex-  
pense deductions provided in 24 CFR 
5.611(a), and for persons with disabil- 
ities, the calculation of t h e  family's 
monthiy adjusted izcome also must in- 
clude the disallowance of earned in- 
come as provided in 24 CFR 5.617. if ap- 
pli cab1 e: 

(2) 10 percent of the family's monthly 

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

(b) Use of rent. Resident rent  may be 
used in the operation of the  project or 
ma): be reserved, in whole or in part, t o  
assist residents of transitional housing 
i n  moving t o  permanent housing. 

. gross income; or 

( c )  Fees In addition t r '  resident rcnt ,  
reclpients may charge residents rea- 
sonable fees for- services not paid wlth 
grant funds 
l!iR FR 13R71. Mar 15. 19'13. as amended a t  59 
I;R 3liR92. J u l y  lC1. 1994. 61, FR G Z 2 5  J a r ,  29. 
20u 1 J 

583.320 Site control. 
(a) Slte control. (1) Where grant  funds 

will be used for acquisition, rehabilita- 
tion, or new construction t o  provide 
supportive housing or supportive serv- 
ices, or where grant funds will be used 
for operating costs of supportive hous- 
ing. or where grant funds will be used  
t o  provide supportive services except 
where an applicant will provide serv- 
ices a t  sltes not operated by t h e  appli- 
cant. an applicant must demonstrate 
s i te  control before HUD will execute a 
grant agreement (e.g., through a d e e d ,  
lease. executed contract of sale). If 
such s i te  control is not demonstrated 
within one year after Initial notifica- 
tion of the award of assistance under 
this par t ,  the grant will be deobligated 
as provided in paragraph ( c )  of this  sec- 
tion. 
(2) Where grant funds will be used to  

lease all or part of a s t ructure  t o  ~ I - G -  
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 the units, site control need 
not be demonstrated. 

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

(2) If the acquisition, rehabilitation, 
acquisition and rehabilitation, or new 
construction costs for the  substitute 
site are greater than the amount of the  
grant awarded for the s i t e  specified in 
the application, the  recipient must pro- 
vide for all additional costs. If the  re- 
cipient is unable to demonstrate LO 

HUD t h a t  i t  is able t o  provide for t h e  
difference in costs, HUD may 
deobligate the award of assistance. 

,(c) Failure to obrain site control within 
m e  year. HUD will recapture or 
deobligate any award for assistance 
under this  part if the recipienT is not m 
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control of a suitable s i t e  before the ex 
piration of one .year after initial notifi. 
cation of an award. 

5 m 3 2 F i  Nondiscrimination a n d  equa? 
opportunity requirements. 

(a) General. Notwithstanding the  per- 
missibility of proposals t h a i  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 with 
these requirements for nondlscrimina- 
tion on the basis of race, color, reli- 
gion sex, national origin, age, familial 
status, and disability. 

(b) Nondiscrimination and equal oppor- 
tunfv requjremenrs. The nondiscrimina- 
tion and equal opportunity' require- 
ments set forth at part 5 of this  titie 
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- 
d i m  housing authorities (1HP.s) when 
established by the  exercise of such 
powers. When an IHA 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  lndian Civil 
Rjgbrs Acr musr be developed and oper- 
ated in compliance with i t s  provisions 
and all implementing HUD require- 
ments, instead of t i t le  VI and t h e  Fair 
Housing Act and their  implementing 
regulations. 

(c) Procedures. (I) If the  procedures 
that the recipient intends t o  use to  
make known the availability of the 
supportive housing are  unlikely t o  
reach persons of any particular race, 
color, religion, sex, age, national ori- 
gin. familial s ta tus ,  OJ handicap wlio 
may qualify Tor admission t o  the  hous- 
ing, the  recipient must  establish addi- 
tional procedures that  will ensure that 
such persons can obta in  information 
concerning availability of t h e  housing. 
(2) The recipient must adopi proce- 

dures t o  make available information 
o r  the existence and locations of facili- 
ties and services that are  accessible to 
persons with a handicap and maintain 
evidence o f  implementation or t h e  pro- 
cedures. 

(d) AcccssIbiItzy reguirenrents. The re- 
cipieiit must comply with t h e  new con- 
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24 CFR Ch. V (4-1-05 idiiion) 

struction accessibility requirements o l  
t h e  Fair Housing ACL and section 504 of 
the Rehabilitation Act of 1973. and t h e  
reasonable accommodation and reha-  
bilitatjon accessibiljtj, requirements of 
section SO4 as follows: 

(1) All new construction must meet 
the  accessjbiljty Tequirements or 24 
CFR 8.22 and, as applicable. 24 CFR 
100.205 

(2) Projects in which costs of reha-  
biljtation are 75 percent or more of t h e  
replacement cost of the building m u s t  
meet the  requirements of 24 CFR 
B.Z3(a). Other rehabilitation must m e e t  
the requirements of 24 CFR 6.23(b) 

158 FR 13871, Mar. 15. 1993. as amended a t  59 
FR 33894, June 3D. 1991; GI FR 5210, Feb. 9, 
1996; 61 F R  51176, Sept. 30. 19961 

583.330 Applicability of other Federal 

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

(a) Flood jnsluance. (1) The Flood Dis- 
aster Protection Act of 1973 (42 U.S.C. 
1001-4128) prohibits the  approval of ap- 
dications for assistance for acqulsition 
ir construction (including rehabilita- 
:ion) for supportive housing located in 
in area identified by the Federal Emer-  
p c y  Management Agency (FEMA) as 
laving special flood hazards, unless: 

(i) The community in  which t h e  area 
s situated is participating in  t h e  Na- 
ional Flood Insurance Program (see 44 
:FR parts 59 through 79), o r  less than 
year has passed since FEMA notifica- 

ion regarding such hazards; and 
(ii) Flood insurance is obtained as a 

Dndition of approval of the  applica- 
on. 
(2) Applicants with supportjve hous- 

tg located in a n  area jdentifjed by 
EMA as Iiasing special flood hazards 
ICJ recejving assistance for acquisition 

construction (including rehabilita- 
on) a re  responsible for assuring that 
2od insurance under the National 
ood Insurance Program is obtained 
id maintained. 
(b) The Coastal Barrier Resources 
:t of 1982 (IG U . S . C .  3501 el s e q )  may 
ply T P  proposals u n d e r  this  par t ,  de-  
ndjng O J ~  the assisLance requested. 

requirements. 
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ic j  A p p l l ~ a b l l l r ~ ~  of OA4E Circulars The ~583.300[l j  does not ronstirut- a con- 
~iolicies guidelines, and requirements n J C L  of inicresz 
of OMIS Circ~ilar N o  A-87 [Cost Prin- (2) Upon the written request oi the  
cjples App!icab)e t o  Grants. Contracts recipient, I-IUD may grant av exception 
and OLher Agreements wit.h S t a t e  and to [he provisions of paragraph ( e ) ( ] )  of 
Local Governments) and 21  CFR part 85 this section on a case-by-case basis 
apply 10 the  award, acceptance. and when 11 determines that the exception 
use o r  assistance under the program by will serve t o  further t h e  purposes or  
governmental entlties, and UMB Cir- [he program and t h e  effective and effi- 
cular Nos. A-110 (Crancs and Coopera- cient administration or the recipient's 
rive .4greements with Institutions of project. An exception may be consid- 
Higher Education, Hospitals, and Other ered only after the  recipient has pro- 
Nonprofit Organizations) and A-122 vided the following. 
[Cost Principles Applicable t o  Grants, (i) For S ta tes  and other govern- 
Contracts arid Other Agreements with mental entities, a disclosure of the na- 
Nonprofit Institutions) apply to the ac- ture of the conflict. accompanied by an 
ceptance and use of assistance by pri- assurance t h a t  there has been public 
vace nonprofit organizations, except disclosure of t h e  conflict and a descrip- 
where inconsistent with the provisions -tion of how t h e  public disclosure was 
of the McICinney Act, other Federal made, and 
statutes. or this par t  (Copies of OMB (ii) For all recipients, an opinion of 
Circulars may be obtained from E.O.P. the  recipient's attorney t h a t  t h e  inter- 
Publications. room 2200. New Executive est for which t h e  exception is sought 
Office Building, Washington, DC 20503, would not  violate State  or local law. 
telephone (202) 395-7332 (This is not a (3) In determining whether t o  grant a 
toll-lree number.j  There IS a limit of requested exception after the recipient 
two free copies has satisfactorily met t h e  requirement 

(d) Lead-based paint. The Lead-Based of paragraph (e) (2) of this section, HUD 
Paint Poisoning Prevention Act  (42 will consider t h e  cumulative effect of 
U.S C 1821-4846), the Residential Lead- the following factors, where applicable. 
Based Paint Hazard Reduction Act of (i) Whether the  exception would pro- 
1902 (42 U.S.C 4851-4856). and imple- vide a significant cost benefit or an es- 
menting regulations a t  part 35, sub- sential degree of expertise t o  the 
parts A, B,  J .  K .  and R of this t i t le  project w h ~ c h  wouid otherwise not be 
apply t o  activities undez-this program. 

(e) Conflicts of inrerest. (I) In addition 
to the conflict of interest requirements 
in 24 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 I n  a position to participate in a 
decisionmaking process or gain inside 
information with regard to  such activi- 
ties, may obtain a personal or financial 
interes? or benefil from the activity, or 
have an interest in any contract, sub- 
contract, or agreement w i t h  respect 
thereto. or t h e  proceeds thereunder, ei- 
ther for himself or herself or for those 
with whom he or she has family or 
business ties, during his or her tenure 
or for orre year thereafter. Uarticipa- 
tjon by homeless individuals who also 
are participants under the program in 
p o l i q t  or decisionmaking under 

iva i  I ab1 e; 
(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 t o  receive generally the  
same interests or benefits as are  being 
made available or provjded t o  t h e  
group or ciass; 

(iii) Whether the  affected person has 
withdrawn from his or her functions or 
responsibilities, or the decisionmaking 
process with respect to the  specific as- 
sisted activity in question: 

(iv) Whether t h e  interest or beneflt 
was present before the affected person 
was in a position as described in para- 
graph (e)(l) of th i s  section; 

(v) Whether undue hardship will re- 
sult either t o  t h e  recipient or the per- 
son affected when weiglied against the 
public interest served by avoiding the  
prohjbited conflict, and 

(vi) Any orher relevant consicler- 
ations 
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(0 Audft  The iinancial management 
sysLerns used by recipients under t h ~ s  
program musL provide for audits in ac  
cordance wltli 24 CFR part 4 4  or part 4 5 ,  
as applicable HUD may perform OJ re  
quire additional audits as I t  finds nec- 
essary or appropriate 

(g) Davis Bacon Act The pJOVlSlOnS 
of the Davis Bacon Act do  not apply t o  
this program 
158 FR 13871, Mar 15. 1993 as amended at GI 
F R  5211 Feb 9 1996, 64 FR 50226, Sept 15. 
1999) 

Subparf E-Administration 
9 583.400 Grant  agreement. 

24 CFR Ch. V (4-1-05 idifion) 

musr be fully docurnenLed ~n the  recipi 
en t ' s  records 
/5& F R  23871, Mar. 1 5 .  1993, as amended at 61 
FR 51176, SepL 30. 19961 

4 583.410 Obligation and deobhgation 

[a) Obhgation of funds. When HUD and 
t h e  applicant execute a grant agree- 
ment ,  funds are obligated to  cover t h e  
amount of the approved assistance 
under subpart B of this part. T h e  re- 
cipient will be expected t o  carry our 
t h e  supportive housing or supportive 
services activities as proposed i n  t h e  
application. 

(b) Increases. After t h e  initial obliga- 
tion of funds, HUD will not make  revi- 
sions to  increase t h e  amount obligated. 

(c) Deobljgatjon. (1) HUD m a y  
deobligate all or par ts  of grants for ac- 
quisition. rehabilitation, acquisition 
and rehabilitation, OJ new construc- 
t ion:  

(i) If t h e  actual to ta l  cost of acquisi- 
tion, rehabilitation. acquisition and re- 
habilitation, or new construction is 
less than the  total  cost anticipated i n  
t h e  application: OJ 

(ii) If proposed activities for which 
funding was approved are not  begun 
within three months. or residents do 
not  begin t o  occupy t h e  facility within 
nine months after grant  execution. 

(2) HUD may deobligate the  amounts  
Tor annual leasing costs, operating 
costs OJ supportive services in  a n y  
year: 

(i) If the  actual leasing costs. oper- 
3ting costs or supportive services for 
:hat year are less than the total cost 
mtjcjpated in the appljcation; or 

( i j )  If t h e  proposed supportive hous- 
ng operations are not begun within 
.hree months after the  units are  avail- 
ible for occupancy. 

(3) The grant agreement may set  
orth in detail other  circumstances 
inder which Iiinds may be deobligated, 
,nd other sanctions may-be imposed. 

offunds. 

(4) HUD may: 
(i) Readvertise t h e  availability of 

inds t h a t  have been deobligated under 
his section in a notice of rund avai l -  
bility under 5583.200, OJ 

(ii) Award deobligated funds t o  appli- 
atjons previously submitted in re- 
3ome to the  most recently published 

(a) General The duty t o  provide sup- 
portjve housing OJ supportive services 
in accordance with the  requirements of 
this part will be incorporated in a 
grant agreement executed by HUD and 
the recipient 

(b) Enforcement. HUD wiIl enforce the  
obligations in  t h e  grant  agreement 
through such  action as may be appro- 
priate, including repayment of funds 
that  have aiready been disbursed t o  t h e  
recipienr. 

9; 583.405 Program changes. 
[a) H U !  approval. (I) A recipient m a y  

not make any significant changes t o  an 
approved program without prior HUD 
approval. Significant changes include, 
but are n'ot limited to ,  a change in t h e  
recipient, a change in the  project site, 
additions OJ deletions in t h e  types of 
actjvities listed in 5583. lOU of this par t  
approved for the  program OJ a shift of 
more than ID percent of funds from one 
approved type of activity t o  another, 
and a change in  the  category of partici- 
panis to be served. Depending on the 
nature of t h e  change, HUD may require 
a new certification of consistency with 
t h e  consoi~dated pian (see 55a2.155). 

(2) Approval for changes is contin- 
genl upon t h e  application ranlchg re- 
maining high enough after the ap- 
proved change to have been competi- 
tivel), selected ior funding in the year  
the  application was selected 

[ S )  Documentation of ocher changes. 
Any  changes to an approved program 
that d o  not require prior I-lUD approval 
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cordancc with subpart C of this pa r t  

PART 585-YOUTHBUILD PROGRAM 

Subpart A-General 

Sec 
585.1 Authorlry. 
5R5.Z Program purpose. 
5 R 5 . 3  Program components 
585 1 Definlrlons 

Subpart E [Reserved] 

Subpart C-Youthbuild Planning Grants 

585.201 Purpose 
585.202 Award limits. 
SRi.203 Grant term 
585.204 Locational conslderatlons 
585.205 Eliglble activlties. 

Subpart D-Youthbuild Implementation 
Grants 

585 301 Purpose 
585.302 Award limlts 
585.303 Grant r e m .  
585.304 Locatlonal considerations 
585.305 Eligible activities. 
585.306 Designation of costs. 
581.307 Environmental procedures and 

standards 
SRL.30E Relocation assisrance and real prop- 

erty acquisition. 
585.309 Prqject-related restrlctions applica- 

ble co Youthbuild residennal rental 
housing. 

5R5 310 Proiect-related restrictions applica- 
ble to Youthbuild transitional housing 
for the homeless. 

585.31 I Project-related restrlctions appllca- 
hle t o  Youthbulld homeownership hous- 
ing. 

585.312 Wages. laocr standards, and non- 
discrimination 

585.313 Labor standards. 

Subpart E-Administration 

585.401 Recordkeeping by reclpients. 
SE5.402 Grant agreement. 
585.103 Reporting requirements. 
585.404 Program changes. 
585.405 Obligation and deobligatlon of funds 
585 406 Faith-based actlvitjes. 

Subpart F-Applicability of Other Federal 
Requirements 

585.501 Application of OMB Circulars. 
565.502 Certlfications. 
585.503 Confllct  of interest. 
585.504 Use of debarred, suspended, or  ineli- 

gible contractors. 
A U T H O R I V  42 U.S.C 3535(d) and Roll 
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otherwise noted 

Subpart A-General 

4 585.1 Authority. 
(a) General. The You thbu i ld  program 

is authorized under subtitle D of t i t l e  
I V  of t h e  National Affordable Housing 
Act ($2 LJ.S.C R f l I I ) ,  as added by section 
164 of t h e  Housing and Community De- 
velopment ACL of 15192 (Pub. L 102-550). 

(b) Aurhoriry restriction N o  provision 
of the Youthbuild urogram may  be con- 
strued t o  authorize any agency. officer, 
or employee of the  United States  t o  ex- 
ercise any  direction, supervision. or 
control over the curriculum, program 
of instruction, admlnistratlon. or per- 
sonnel of any educational insti tution. 
school, or school system, or over t h e  
selecrion of library resources, text- 
books, or other printed or published in- 
structional materials used by any edu- 
cational insti tution or school system 
participating m a Youthbuild program. 

6 585.2 Program purpose. 
The purposes or the Youthbuild pro- 

gram are  set ou t  in section 451 of t h e  
National Affordable Housing Act (42 
U.S.C. 1289’3) (“NAHA”)  

[GI FR 52187. Oct. I .  !99Gj 

li 585.3 Program components. 
A Youthbuild implenlentatjon pro- 

gram uses comprehensive and mult 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 constr~ct ion trainees on 
work s i tes  for housing designated for 
homeless persons and low- and very 
low-income families. A Youthbuild 
planning grant is designed t o  give re- 
cipients sufficient time and financial 
resources t o  develop a comprehensive 
Youthbuild program tha t  can be effec- 
tively, implemented. Youthbuild pro- 
grams must contain the  three compo- 
nents described in paragraplx (a), (b) 
and (d) of this  sect~on. Other activities 
described in paragraph (c) of this  sec- 
t ion are optional: 

( a )  Educa rima1 serv~ces. in cl udi ng : 
(1) Services and act~vjties designed i o  

meet the basjc educational needs of 
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PARTS 200-2 14 [RESERVED] 

PART 215-UNIFORM ADMINISTRA- 
TIVE REQUIREMENTS FOR GRANTS 
AND AGREEMENTS WITH INSTITU- 
TIONS OF HIGHER EDUCATION, 
HOSPITALS, AND OTHER NON- 
PROFIT ORGANIZATIONS (OMB 
CIRCULAR A-l 10) 

Sec. 
215.0 About this part. 

Subpart A-General 

215.1 Purpose. 
215.2 Definitions. 
215.3 Effect on other issuances. 
215.4 Devlatlons. 
215.5 Subawards. 

Subpart B-Pre-Award Requirements 

215.10 Purpose. 
215.11 Pre-award policies. 
215.12 Forms for  applying for Federal assist- 

215.13 Debarment and suspension. 
215.14 Special award conditions. 
215.15 Metric system of measurement. 
215.16 Resource Conservation and Recovery 

ance. 

216.36 Intangible property. 
216.37 Property trust relationship. 

PROCUREMENT STANDARDS 

215.40 Purpose of procurenlent stsndards 
215.41 Recipient responsibilities. 
215.42 Codes of conduct. 
215.43 Competltion. 
215.44 Procurement procedures. 
215.45 Cost and price analysls. 

Act. 
215.17 Certifications and representations. 

Subpart C-Post-Award Requirements 

FINANCIAL AND PROGRAM MANAGEMENT 

215.20 Purpose of financial and program 
management. 

215.21 Standards for financial management 
systems. 

216.22 Payment. 
215.23 Cost sharing or matching. 
215.24 Program income. 
215.25 Revlslon of budget and program 

216.26 Non-Federal audits. 
215.27 Allowalile costs. 
216.28 Period o f  svallability of Rinds. 
216.29 Contlitional exemptions. 

plans. 

PROPERTY STANDARDS 

215.30 Purpose of property standards. 
216.31 Insurance coverage. 
215.32 Real pI'OpeI'tY. 
215.33 Federally-owned and exempt prop- 

215.34 Bqulpment. 
215.36 Supplies and other expendable prop- 

erty. 

erty. 
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215.46 Procurement records. 
215.47 Contract administration. 
215.48 Contract provisions. 

REPORTS AND RECORDS 

215.50 Purpose of reports and records. 
215.51 Monitoring and reporting program 

215.52 Financial reporting. 
215.53 Retention and access requirements 

TERMINATION AND ENFORCEMENT 
215.60 Purpose of termination and enforce- 

215.61 Terminatlon. 
215.62 Enforcement. 

Subpart D-After-the-Award Requirements 

215.70 Purpose. 
215.71 Closeout procedures. 
215.72 Subsequent adjustments and con- 

tinuing responsibllltles.. 
215.73 Collection of amounts due. 

performance. 

for records. 

ment. 

APPEND= A TO PART 215-CONTRACT PROVI- 
SIONS 

AUTHORITY: 31 U.S.C. 503; 31 U.S.C. 1111: 41 
U.S.C. 405; Reorganization Plan No. 2 of 1970; 
E.O. 11541, 35 FR 10737, 3 CFR, 19661570, p. 
939. 

SOURCE: 69 FR 26281, May 11, 2004, unless 
otherwlse noted. 

9215.0 About this part. 
(a) Purpose. This par t  contains OMB 

guidance to Federal agencies on the ad- 
ministration of grants t o  and agree- 
ments with institutions of higher edu- 
cation, hospitals, and other  non-profit 
organizations. The guidance seLs forth 
standards for obtaining consistency 
and uniformity In the agencies' a d m i n -  
istration of those grants  and agree- 
ments. 

(b) Applicability. (1) Except as pro- 
vided herein, the standards set forth in 
this par t  are applicable t o  all Federal 
agencies. If any s ta tu te  specifically 
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prescrlbes policies or specific require- 
ments that  differ from the standards 
provided in this par t ,  the provisions of 
the statute shall govern. 

(2) The provisions of subparts A 
through D of this par t  shall be applied 
by Federal agencies to recipients. Re- 
cipients shall apply the provisions of 
those subparts to subrecipients Per- 
formlng substantive work under grants 
a n d  agreements that  are passed 
through or awarded by the primary re- 
cipient, i f  such subrecipients are orga- 
nizations described in paragraph (a)  of 
this section. 

(3) This par t  does not apply t o  grants, 
contracts, or other agreements be- 
tween the Federal Government and 
units of S t a t e  or local governments 
covered by OMB Circular A-102, 
“Grants and Cooperative Agreements 
with State and Local Governments”l 
a n d  the Federal agencies’ grants man- 
agement common rule (see 8215.5) 
which standardize the administrative 
requirements Federal agencies impose 
on Sta te  and local grantees. In addi- 
tlon, subawards and contracts to  S ta te  
or local governments are not covered 
by  this part ,  However, this part applies 
t o  subawards made by State and local 
governments t o  organizations covered 
b y  this part. 

(4) Federal agencies may apply the 
provisions of subparts A through D of 
this part to commercial organizations, 
foreign governments, organizations 
under the jurisdiction of foreign gov- 
ernments, and international organiza- 
tions. 

(c) OMB responsibilities. OMB is re- 
sponsible for: 

(1) Issuing and maintaining the guid- 
ance in this par t .  

(2) Interpreting the policy require- 
ments in this par t  and providing assist- 
ance to  ensure effective and efficient 
implementation. 

(3) Reviewing Federal agency regula- 
tions implementing the guidance in 
this part ,  as  required by Executive 
Order 12866. 

(4) Granting any deviations to  Fed- 
eral agencies from the guidance in this 
part, as provided in  $215.4. Exceptions 
will only be made in particular cases 
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where adequate justification is pre- 
sented. 

(5) Conducting broad oversight of 
government-wide compliance with the 
guidance in this part. 

(d) Federal agency responsibilities. The 
head of each Federal agency that  
awards and administers grants and 
agreements subject to the guidanoe in 
this part is responsible for: 

(1) Implementing the guidance in 
subparts A through D of this part by 
adopting the language in those sub- 
parts unless different provisions are re- 
quired by Federal statute or are ap- 
proved by OMB. 

(2) Ensuring tha t  the agency’s com- 
ponents and subcomponents comply 
with the agency’s implementation of 
the guidance in subparts A through D 
of this part. 

(3) Requesting approval from OMB 
for deviations from the guidance in 
subparts A through D of this part in 
situations where the guidance requires 
tha t  approval. 

(4) Performing other functions speci- 
fied in this part. 

(e) Relationship to previous issuance. 
The guidance in this part previously 
was issued as OMB Circular A-110. Sub- 
parts A through D of this part contain 
the guidance tha t  was in the attach- 
ment t o  the OMB circular. Appendix A 
to this part contains the guidance that  
was in the appendix to the attachment. 

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

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

Subpart A-General 
(j 216.1 Purpose. 

This part establishes uniform admin- 
istrative requirements for Federal 
grants and agreements awarded to  in- 
stitutions of higher education, hos- 
pitals, and other non-profit organiza- 
tions. Federal awarding agencies shall 
no t  impose additional or inconsistent 
requirements, except as provided in 
5 215.4, and 5 215.14 or unless specifically 

~ 
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required by Federal s t a t u t e  or execu- 
tive order. Non-profit organizations 
that  implement Federal programs for 
the States  a re  also subject to State  re- 
quirements. 

$216.2 Definitions. 
(a) Accrued expenditures means the 

charges incurred by the recipient dur- 
ing a given period requiring the provi- 
sion of funds for: 

(1) Goods and other tangible property 
received; 

(2) Services performed by employees, 
contractors, subrecipients, and other 
payees; and, 

(3) Other amounts  becoming owed 
under programs for which no current 
services or performance is required. 

(b) Accrued income means the  sum of 
(1) Earnings during a given period 

from: 
(i) Services performed by the recipi- 

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

erty delivered t o  purchasers, and 
(2) Amounts becoming owed to  the 

recipient for which no current  services 
or performance is required by the re- 
cipien t. 

(c) Acquisition cost of equipment means 
the net invoice price of the equipment, 
including the cost of modifications, at- 
tachments, accessories, or auxiliary 
apparatus necessary to make  the prop- 
erty usable for t h e  purpose for which it 
was acquired. Other charges, such as 
the cost of installation, transportation, 
taxes, duty o r  protective in-transit in- 
surance, shall be included or excluded 
from the uni t  acquisition cost in  ac- 
cordance with the recipient’s regular 
accounting practices. 

(d)  Advunce means a payment made 
by Treasury check or other  appropriate 
payment mechanism to a recipient 
upon its request either before outlays 
are made by t h e  recipient or  through 
the use of predetermined payment 
schedules. 

(e) Aiourd ineaiis financial a~s is t~ance  
that  provldes support or stimulation to 
accomplish a public purpose. Awards 
include grants and other  agreements in 
the form of money or property in lieu 
of money, by the Federal Government 
to an eliglble recipient. The Lerrn does 
not include: technical assistance, 
which provides services instead of 

9215.2 

money; other  assistance in the form of 
loans, loan guarantees, interest  sub- 
sidies, o r  insurance; direct payments of 
any kind to  individuals; and, contracts 
which a re  required to be entered into 
and administered under procurement 
laws and regulations. 

(f) Cash contributions means the re- 
cipient’s cash outlay, including the 
outlay of money contributed t o  the re- 
cipient by third parties. 

(g) Closeout means the process by 
which a Federal awarding agency de- 
termines that all applicable adrninis- 
trative actions and all required work of 
the award have been completed b y  the 
recipient and Federal awarding agency. 

(h) Contract means a procurement 
contract under an award or subaward, 
and a procurement subcontract under a 
recipient’s or subrecipient’s contract. 

(i) Cost sharing or matching means 
that portion of project or program 
costs n o t  borne by the Federal Govern- 
ment .  

(j) Date of completion means the date 
on which all work under an award is 
completed or the date on the award 
document, or any supplement or 
amendment thereto, on which Federal 
sponsorship ends. 

(k) Disallowed costs means those 
charges t o  an award that the Federal 
awarding agency determines to  be un- 
allowable, in accordance with the ap- 
plicable Federal cost principles or 
other terms and conditions contained 
in the award. 

(1) Equipment means tangible non- 
expendable personal property including 
exempt property charged directly to 
the award having a useful life of more 
than one year and an acquisition cost 
of $5,000 or more per unit. However, 
consistent with recipient policy, lower 
limits may be established. 

(m) Excess properly means property 
under the control of any  Federal 
awarding agency that, as determined 
by the head thereof, is no longer re- 
quired for i t s  needs or the discharge of 
lts responsibilities. 

(n)  Esempl proper& means tangible 
personal property acquired in whole or 
in par t  with Federal funds,  where the 
Federal awarding agency has statutory 
tuthori ty  t o  vest title in Lhe recipient 
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wlthout further obligation to the Fed- 
eral Government. An example of ex- 
empt property authority is contained 
in the Federal Grant and Cooperative 
Agreement Act (31 U.S.C. 6306), for 
property acquired under an award to 
conduct basic or applied research by a 
non-profit institution of higher edu- 
cation or non-profit organization 
whose principal purpose is conducting 
scientific research. 
(0) Federal awarding agency means 

the Federal agency that provides an 
award to  the recipient. 

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

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

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

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

(t) Obligations means the amounts of 
orders placed, contracts and grants 
awarded, services received and similar 
transactions during a given period tha t  
require payment by the recipient dur- 
ing the same or a future period. 
(u) Outlaus or expenditures means 

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

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

(w) Prior approval means written ap- 
proval by an  authorized official evi- 
dencing prior consent. 
(x) Program income means gross in- 

come earned by the recipient that is di- 
rectly generated by a supported activ- 
i ty or  earned as a result of the award 
(see exclusions in §215.24(e) and (h)). 
Program income Includes, but Is no t  
limited to ,  income from fees for serv- 
ices performed, the use or rental of real  
or personal property acquired under 
federally-funded projects, the sale of 
commodities or items fabricated under 
an award, license fees and royalties on 
patents and copyrights, and interest on 
loans made with award funds. Interest 
earned on advance6 of Federal funds is 
not program income. Except as other- 
wise provided in Federal awarding 
agency regulations or the terms and  
conditions of the award, grogram in- 
come does n o t  include the receipt of 
principal on loans, rebates, credits, dis- 
counts, etc., or interest earned on any 
of them. 
(y) Project costs means all allowable 

costs, as s e t  forth in the applicable 
Federal cost principles, incurred by a 
recipient and the value of the contrlbu- 
tlons made by Lhird parties in accom- 
plishing the objective6 of the award 
during the project period. 
(2) Project period means the period es- 

tablished in the award document dur- 
ing which Federal sponsorship begins 
and ends. 

(aa) Property means, unless otherwise 
stated, real property, equipment, in- 
tangible property and debt instru- 
ments. 
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(bb) Real pi-operty means land, includ- 
ing land improvements, structures and 
appurtenances thereto, bu t  excludes 
movable machinery and equipment;. 

(cc) Recipient means an organization 
receiving financial assistance directly 
from Federal awarding agencies to 
carry out a project or program. The 
term includes public and private insti- 
tut ions of higher education, public and 
private hospitals, and other  quasi-pub- 
lic and private non-profit organizations 
such as, hut not limited to ,  community 
action agencies, research institutes, 
educational associations, and health 
centers. The term may include com- 
mercial organizations, foreign or inter- 
nat ional  organizations (such as agen- 
cies of the United Nations) which are 
recipients, subrecipients, or contrac- 
tors  or subcontractors of recipients or 
subrecipients a t  the discretion of the 
Federal awarding agency. The term 
does n o t  include government-owned 
contractor-operated facilities or re- 
search centers providing continued 
support  for mission-oriented, large- 
scale programs that are government- 
owned o r  controlled, o r  a re  designated 
as federally-funded research and devel- 
opment  centers. 

(dd) Research and development means 
a l l  research activities, both basic and 
applied, and al l  development activities 
that a r e  supported at universities, col- 
leges, and other  non-profit institu- 
tions. “Research” is defined as a sys- 
temat ic  study directed toward fuller 
scientific knowledge or understanding 
of the subject studied. “Development” 
is the systematic use of knowledge and 
understanding gained from research di- 
rected toward the production of useful 
mater ia ls ,  devices, systems, or meth- 
ods, including design and development 
of prototypes and processes. The term 
research also includes activities in- 
volving the training of individuals in 
research techniques where such activi- 
ties utilize the same facilities as other 
research and development activities 
and where such activities are  not  in- 
cluded in  the instruction function. 

(ee) Stntill aiourds means a grant or 
cooperative agreement not; exceeding 
the  small purchase threshold fixed a t  
11 U.S.C. 403(11) (currently S25,OOO). 

(ff) Subaward means an award of fi- 
nancial zssistance in the form of 
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money, or property in lieu of money, 
made under an award by a recipient t o  
an eligible subrecipient or by a sub- 
recipient to a lower tier subrecipient. 
The term includes financial assistance 
when provided by any legal agreement ,  
evem i f  the agreement is called a con- 
t ract ,  b u t  does not include procure- 
ment  of goods and services nor does it 
include any form of assistance which is 
excluded from the definition of 
“award” in gZ15.2(e). 

(gg) Subrecipient means the  legal enti- 
ty  to which a subaward is made and 
which is accountable to  the recipient 
for the use of the funds provided. The 
term may include foreign or inter- 
national organizations (such as agen- 
cies of the  United Nations) at the  dis- 
cretion of the Federal awarding agen- 
CY. 

(hh) Supplies means all personal prop- 
er ty  excluding equipment, intangible 
property, and debt instruments  as de- 
fined i n  this section, and inventions of 
a contractor conceived or f i rs t  actual ly  
reduced to  practice in the performance 
of work under a funding agreement  
(“subject inventions“), as defined in  37 
CFR par t  401, “Rights t o  Inventions 
Made by Nonprofit Organizations and 
Small Business Firms Under Govern- 
ment  Grants, Contracts, and Coopera- 
tive Agreements.” 

(ii) Suspension means a n  ac t ion  by  a 
Federal awarding agency that tempo- 
rarily withdraws Federal sponsorship 
under a n  award, pending corrective ac- 
tion by the recipient or pending a deci- 
sion to terminate the award b y  the  
Federal awarding agency. Suspension 
of an award is a separate ac t ion  from 
suspension under Federal agency regu- 
Lations implementing E.O. 12549 (51 F R  
j370, 3 CFR, 1986 Comp., p .  1B9) a n d  E.O. 
L2GO9 (54 FR 34131, 3 CFR, 1989 Comp., p. 
135), “Debarment and Suspension. ” 

( j  j )  Terminution means the  cancella- 
;ion of Federal sponsorship, in whole or  
n par t ,  under an agreement at any 
;ime prior to the date of completion. 

(Irk) Third perty in-kind co?rtributions 
neans the value of non-cash contribu- 
,ions provided by noli-Federal third 
iarties. Third party in-kind contribu- 
ions may be in the form of real prop- 
r t y ,  equipment, supplies and o ther  ex- 
endable property, and the value of 
oods and services directly benefiting 
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and specifically identifiable to the 
project or program. 

(11) Unliquidated obligations, for finan- 
cial reports prepared on a cash basis, 
means the amount of obligations in- 
curred by the recipient that  have not 
been paid. For reports prepared on an 
accrued expenditure basis, they rep- 
resent the amount of obligations in- 
curred by the recipient for which an 
outlay has not been recorded. 

(mrn) Unobligated balance means the 
portion of the funds authorized by the 
Federal awarding agency tha t  has not 
been obligated by the recipient and is 
determined by deducting the cumu- 
lative obligations from the cumulative 
funds authorized. 

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

(00) Working capital advance means a 
procedure whereby funds are advanced 
t o  the recipient t o  cover its estimated 
disbursement needs for a given initial 
period. 

5 216.3 Effect on other issuances. 
For awards subject to  this par t ,  all 

administrative requirements of codi- 
fied program regulations, program 
manuals, handbooks and other non- 
regulatory materials which are incon- 
sistent with the requirements of this 
part shall be superseded, except t o  the 
extent they are required by s ta tute ,  or 
authorized in accordance with the devi- 
ations provision in 5 215.4. 

5 216.4 Deviations. 
The Office of Management and Budg- 

e t  (OMB) may grant exceptions for 
classes of grants or recipients subject 
t o  the requirements of this par t  when 
exceptions are not prohibited by stat- 
ute. However, in the interest of max- 
imum uniformity, exceptions from the 
requirements of this part shall be per- 
mitted only in unusual circumstances. 
Federal awarding agencies m a y  apply 
more restrictive requirements t o  a 
class of recipients when approved by 
OMB. Federal awarding agencies may 
apply less restrictive requirements 
when awarding small awards, except 
for those requirements which are stat- 
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utory. Exceptions on a case-by-case 
basis may also be made by Federal 
awarding agencies. 

5 215.5 Suhawards. 
Unless sections of this part specifi- 

cally exclude subrecipients from cov- 
erage, the provisions of this par t  shall  
be applied to subrecipients performing 
work under awards if such subrecipi- 
ents are institutions of higher edu- 
cation, hospitals or other non-profit or- 
ganizations. S ta te  and local govern- 
ment subrecipients are subject t o  the 
provisions of regulations implementing 
the grants management common rule,  
“Uniform Administrative Require- 
ments for Grants and Cooperative 
Agreements to State and Local Gov- 
ernments,” published at 7 CFR par t s  
3015 and 3016, 10 CFR part 600, 13 CFR 
part 143, 15 CFR part 24, 20 CFR par t  
437, 22 CFR part 135,24 CFR parts 44, 85, 
111, 511, 570, 571, 575, 590, 850, 882, 905, 
941, 968, 970, and 990, 28 CFR par t  66, 29 
CFR parts 97 and 1410, 32 CFR par t  278, 
34 CFR parts 74 and 80, 36 CFR par t  
1207, 38 CFR part  43,40 CFR parts 30, 31, 
and 33, 43 CFR part 12, 44 CFR par t  13, 
45 CFR parts 74, 92, 602, 1157, 1174, 1183, 
1234, and 2015, and 49 CFR part 18. 
[69 FR 26281, May 11, 2004, as amended a t  70 
FR 51880, Aug. 31, 20051 

Subpart B--Pre-Award 
Requirements 

5216.10 Purpose. 
Sections 215.11 through 215.17 pre- 

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

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

Agreements, and Contracts. In each in- 
stance, the Federal awarding agency 
shall decide on the appropriate award 
instrument (Le. ,  grant, cooperative 
agreement, or conbract). The Federal 
Grant and Cooperative Agreement Act 

grants, cooperative agreements and 
contracts. A grant or cooperative 
agreement shall be used only when the 
principal purpose of a transaction is to  
accomplish a public purpose of support 
or stimulation authorized by Federal 

(31 U.8.c.  6301-08) gOV8Z’ZZS the U S 0  Of 
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s ta tu te .  The s ta tutory criterion for 
choosing between grant?  and coopera- 
tive agreements is that  for the latter, 
“substantial involvement is  expected 
between the executive agency and the 
S ta te ,  local government, or other re- 
cipient when carrying out  the activity 
contemplated in the agreement.” Con- 
tracts shall be used when the principal 
purpose is acquisition of property or 
services for t h e  direct benefit or use of 
the PederaI Government. 

(b) Public Notice and Priority Set- 
ting. Federal awarding agencies shall 
notify the public of i t s  intended fund- 
ing priorities for discretionary grant 
programs, unless funding priorities are 
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established by Federal s ta tute .  

0215.12 Forms for applying for Ped. 

(a) Federal awarding agencies shall 
comply with the applicable report 
clearance requirements of 5 CFR part  
1320, “Controlling Paperwork Burdens 
on the Public,” with regard t o  all 
forms used by the Federal awarding 
agency in place of or as a supplement 
to  the Standard Form 424 (SF-424) se- 
ries. 

(b) Applicants shall use the SF-424 
series or those forms and instructions 
prescribed by the Federal awarding 
agency. 

(c) For Federal programs covered by 
E.O. 12372, “Intergovernmental Review 
of Federal Programs,” (47 FR 30959, 3 
CFR, 1982 Comp., p. 197) the applicant 
shall complete the appropriate sections 
of the SF-424 (Application for Federal 
Assistance) indicating whether the ap- 
plication was subject t o  review by the 
S ta te  Single Point of Contact (SPOC). 
The name and address of the SPOC for 
a particular S t a t e  can be obbained from 
the Federal awarding agency or the 
Catulog 01 Pedaml Domestic Assistance. 
The SPOC shall advise the applicant 
whether the program for which applica- 
tion is made has  been selected by tha t  
S ta te  for review. 

(d) Federal awarding agencies t h a t  do 
not use the SF-424 form should indi- 
cate whether the application is  subject 
to review by the  State  under E.O. 12372. 

$215.13 Debarment and suspension. 
Federal awarding ag.encies and re- 

cipients shall comply with Federal 

era1 assistance. 
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agency regulations implemeiitiiig E.0.s 
12549 and 12609, “Debarment and Sus- 
pension,” Under those regulations, cer- 
tain parties who are debarred, sus- 
pended or otherwise excluded may not  
be participants or principals in Federal 
assistance awards and subawards, and 
in certain contracts under those 
awards and subawards. 
[70 FR 51879, Aug. 31, 20051 

1 215.14 Special award conditions. 
I f  an applicant or recipient: has a his- 

tory of poor performance, is n o t  finan- 
cially stable, has a management  sys- 
tem that does not meet t h e  s tandards 
arescribed in this part, has n o t  con- 
formed to the terms and conditions of 
a previous award, or is n o t  otherwise 
responsible, Federal awarding agencies 
may impose additional requirements as 
needed, provided that  such applicant or  
recipient is notified in writing as to: 
the nature  of the additional require- 
ments, the  reason why the additional 
requirements are being imposed, the 
nature of the corrective act ion needed, 
the time allowed for completing the  
corrective actions, and the method for 
requesting reconsideration of t h e  addi- 
tional requirements imposed. Any spe- 
cial conditions shall be promptly re- 
moved once the conditions that 
prompted them have been corrected. 

1216.15 Metric system of measure- 

The Metric Conversion Act ,  as 
amended by the Omnibus Trade and 
Competitiveness Act (15 U.S.C. 205) de- 
clares that the metric system is the 
preferred measurement system for U.S. 
trade and commerce. The Act requires 
each Federal agency to  establish a date 
or dates in consultation with t h e  Sec- 
retary of Commerce, when the  met r ic  
system of measurement will be used in 
the agency’s procurements, grants, and 
other business-related activities. Met- 
ric implementation may take  longer 
where the use of the system is iniLialls 
impractical or likely to cause signifi- 
cant inefficiencies in the accomplish- 
ment of federally-funded activities. 
Federal awarding agencies shall follow 
the provisions of E.O. 12770, “Metric 
Usage in Federal Government Pro- 
grams” (56 FR 35001, 3 CFR, 1991 Comp., 
p.  313). 

ment. 
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$215.16 Resource Conservation and 

Under the Act, any State agency or 
agency of a political subdivision of a 
State  which is using appropriated Fed- 
eral funds must comply with section 
6002. Section 6002 requires t h a t  pref- 
erence be given In procurement pro- 
grams to the purchase of specific prod- 
ucts containing recycled materials 
identified in guidelines developed by 
the Environmental Protection Agency 
@,PA) (40 CFR parts 247-254). Accord- 
ingly, State  and local institutions of 
higher education, hospitals, a n d  non- 
profit organizations tha t  receive direct 
Federal awards or other Federal funds 
shall give preference in their procure- 
ment programs funded with Federal 
funds to the purchase of recycled prod- 
ucts pursuant to the EPA guidelines. 

8215.17 Certifications and representa- 

Unless prohibited by statute or codi- 
fied regulation, each Federal awarding 
agency is authorized and encouraged to 
allow recipients to submit certlfl- 
cations and representations required 
by statute, executive order, or regula- 
tion on an annual basis, if the  recipi- 
ents have ongoing and continuing rela- 
tionships with the agency. Annual cer- 
tifications and representations shall be 
signed by responsible officials with the 
authority to ensure recipients’ compli- 
ance with the pertinent requirements. 

Recovery Act. 

tions. 

Subpart C-Post Award 
Requiremenfs 

FINANCIAL AND PROGRAM MANAGEMENT 

8216.20 Purpose of financial and pro- 

Sections 215.21 through 215.28 pre- 
scribe standards for financial manage- 
ment systems, methods for making 
payments and rules for: satisfying cost 
sharing and matching requirements, 
accounting for program income, budget 
revision approvals, making audits, de- 
termining allowability of cost, and es- 
tablishing fund availability. 

4 216.21 Standards for financial man- 

gram management. 

agement systems. 
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data to  performance data and develop 
unit cost information whenever prac- 
tical. 

(b) Recipients’ financial management 
systems shall provide for the following. 

(1) Accurate, current and complete 
disclosure of the financial results of 
each federally-sponsored project or 
program In accordance with the report- 
ing requirements set forth In $215.62. If 
a Federal awarding agency requires re- 
porting on a n  accrual basis from a re- 
cipient that maintains its records on 
other than an accrual basis, the recipi- 
en t  shall not  be required to establish 
a n  accrual accounting system. These 
recipients may develop such accrual 
data  for i ts  reports on the basis of an 
analysis of the  documentation on hand, 

(2) Records that Identify adequately 
the source and application of funds for 
federally-sponsored activities. These 
records shall contain information per- 
taining to Federal awards, authoriza- 
tions, obligations, unobligated bal- 
ances, assets, outlays, income and in- 
terest. 

(3) Effective control over and ac- 
countability for all funds, property ana 
other assets. Recipients shall ade- 
quately safeguard all such assets and 
assure they are  used solely for author- 
ized purposes. 

(4) Comparison of outlays with budg- 
e t  amounts for each award. Whenever 
appropriate, financial information 
should be related to performance and 
unit cost data. 

(5) Written procedures t o  minimize 
the time elapsing between the transfer 
of funds to the recipient from the U.S. 
Treasury and the issuance or redemp- 
tion of checks, warrants or payments 
by other means for program purposes 
by the recipient. To the extent tha t  the 
provisions of the Cash Management Im- 
provement Act (CMIA) (Pub. L. 101-453) 
govern, payment methods of S t a t e  
agencies, instrumentalities, and fiscal 
agents shall be consistent with CMIA 
Treasury-State Agreements or the  
CMIA default procedures codified at 31 
CPR part  205, “Withdrawal of Cash 
from the Treasury €or Advances under 
Federal Grant and Other Programs.” 

(6) Written procedures for deter- 
mining the reasonableness, allocability 

(a) Federal awarding agencies shall and allowability of costs in accordance 
require recipients to relate financial with the provisions of the applicable 
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Federal cost principles and the terms 
and conditions of the award. 

(7) Accounting records including cost 
accounting records tha t  are supported 
by source documentation. 

(c) Where the Federal Government 
guarantees or insures the  repayment of 
money borrowed by the recipient, the 

5215.22 

the actual disbursements by the recipi- 
ent organization for direct program or 
project costs and the proportionate 
share of any allowable indirect costs. 

(c) Whenever possible, advances shall 
be consolidated to cover anticipated 
cash needs for all awards made by the 
Federal awarding agency to the recipi- 

Federal awarding agency, at i ts  discre- 
tion, may require adequate bonding 
and insurance if  the bonding and insur- 
ance requirements of the recipient are 
not deemed adequate t o  protect the in. 
terest of the Federal Government. 

(d) The Federal awarding agency may 
require adequate fidelity bond coverage 
where the recipient lacks sufficient 
coverage to protect the Federal Gov- 
ernment’s interest. 

(e) Where bonds are required in the 
situations described above, the bonds 
shall be obtained from companies hold- 
ing certificates of authority as accept- 
able sureties, as  prescribed in 31 CFR 
par t  223, “Surety Companies Doing 
Business with the United States.” 

P 216.22 Payment. 
(a) Payment methods shall minimize 

the time elapsing between the transfer 
of funds from the United States Treas- 
ury and the issuance or redemption of 
checks, warrants, o r  payment by other 
means by the  recipients. Payment 
methods of S t a t e  agencies or instru- 
mentalities shall be consistent with 
Treasury-State CMIA agreements or 
default procedures codified at 31 CFR 
part  205. 

(b) Recipients are to  be paid in ad- 
vance, provided they maintain or dem- 
onstrate the willingness to maintain: 
(1) Written procedures t h a t  minimize 

the time elapsing between the transfer 
of funds and disbursement by the re- 
cipient, and  

(2) Financial management systems 
that  meet Lhe standards for fund con- 
trol and accoun tabillty as established 
in 5 215.21. Cash advances to a recipient 
organization shall be limited t o  Lhe 
minimum amounts needed and he 
timed to be in accordance with the ac- 
tual ,  immediate cash requirements of 
the recipient organization in cari’ying 
ou t  the purpose of the approved pro- 
gram or project. The timing and 
amount of cash advances shall be as 
close as is administratively feasible t o  
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ent. 
(1) Advance payment mechanisms in- 

clude, but are not limited to ,  Treasury 
check and el.ectronic funds transfer. 

(2) Advance payment mechanisms are 
subject t o  31 CFR part  205. 

(3) Recipients shall be authorized to 
submit requests for advances and reim- 
bursements at least monthly when 
electronic fund transfers are n o t  used. 

(d) Requests for Treasury check ad- 
vance payment shall be submitted on 
SF-270, “Request for Advance or Reim- 
bursement,” or other forms as  may  be 
authorized by OMB. This form is no t  to  
be used when Treasury check advance 
payments are made to the recipient 
automatically through the use of a pre- 
determined payment schedule or if pre- 
cluded by special Federal awarding 
agency instructions for electronic 
funds transfer. 

(e) Reimbursement is  the preferred 
method when the requirements in 
g215.12(b) cannot be met. Federal 
awarding agencies may also use this 
method on any construction agree- 
ment, or if the major portion of the 
construction project is accomplished 
through private market  financing or 
Federal loans, and the Federal assist- 
ance constitutes a minor portion of the 
project, 

(1) When the reimbursement method 
is used, the Federal awarding agency 
shall make payment within 30 days 
after receipt of the billing, unless the 
hilling is improper. 

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

(f) If a recipient cannot meet the cri- 
teria for advance payments and the 
Federal awarding agency has deter- 
mined tha t  reimbursement is no t  fea- 
sible because the recipient lacks suffi- 
cient working capital, the Federal 
awarding agency may provide cash on a 
working capital advance basis. Under 
this procedure, the Federal awarding 
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agency shall advance cash to the re- 
cipient t o  cover its estimated disburse- 
ment needs for an initial period gen- 
erally geared to  the awardee’s dis- 
bursing cycle. Thereafter, the  Federal 
awarding agency shall reimburse the 
recipient for i t s  actual  cash disburse- 
ments, The working capital advance 
method of payment shall not be used 
for reciplents unwilling or  unable to 
provide timely advances to  their sub- 
recipient to meet the subrecipient’s ac- 
tual cash disbursements. 

(g) T o  the extent available, recipi- 
ents shall disburse funds available from 
repayments to and interest earned on a 
revolving fund, program income, re- 
bates, refunds, contract settlements, 
audit recoveries a n d  interest earned on 
such funds before requesting additional 
cash payments. 

(h) Unless otherwise required by stat- 
ute, Federal awarding agencies shall 
not withhold payments for proper 
charges made by recipients at a n y  time 
during the project period unless para- 
graphs (h)(l) or (2) of this section 

(1) A recipient has failed to comply 
with the project objectives, the terms 
and conditions of the award, or Federal 
reporting requirements. 

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

(i) Standards governing the use of 
banks and other institutions as deposi- 
tories of funds advanced under awards 
are as follows. 

(1) Except for situations described in 
paragraph (i)(2) of this section, Federal 
awardlng agencies shall no t  require 
separate depository accounts for funds 
provided to  a recipient or establish any 
eligibility requirements for deposi- 
tories for funds provided to a recipient. 
However, recipients must  be able to ac- 
count for the receipt, obligation and 
expenditure of funds. 

apply. 
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(2) Advances of Federal funds shall be 
deposited and maintained in insured 
accounts whenever possible. 

( j )  Consistent with the national goal 
of expanding the opportunities for 
women-owned and minority-owned 
business enterprises, recipients shall be 
encouraged to  use women-owned and 
minority-owned banks (a bank which is 
owned at least 50 percent by women or 
minority group members). 

(k) Recipients shall maintain ad- 
vances of Federal funds in interest 
bearing accounts, unless paragraphs 
(k)(l), (2) or (3) of this section apply. 

(1 j The recipient receives less than 
$120,000 in Federal awards per year. 

(2) The best  reasonably available in- 
terest bearing account would not  be ex- 
pected to  earn interest in excess of $250 
per year on Federal cash balances. 

(3) The depository would require a n  
average or minimum balance so high 
that it would not be feasible within the  
expected Federal and non-Federal cash 
resources. 

(1) For those entities where CMIA 
and its implementing regulations at 31 
CFR part  205 do not apply, interest 
earned on Federal advances deposited 
in interest bearing accounts shall be 
remitted annually to Department of 
Health and Human Services, Payment  
Management System, Rockville, MD 
20862. Interest  amounts up to $250 per 
year may be retained by the recipient 
for administrative expense. S ta te  uni- 
versities and hospitals shall comply 
with CMIA, as it pertains to interest. If 
an ent i ty  subject t o  CMIA uses i t s  own 
funds to  pay pre-award costs for discre- 
tionary awards without prior written 
approval from bhe Federal awarding 
agency, it waives its right to recover 
the interest  under CMIA. 

(m) Except as noted elsewhere in this 
part, only t h e  following forms shall be 
authorized for the reciaients in re- 
questing advances and reimburse- 
ments. Federal agencies shall not  re- 
quire more than an original a n d  two 
copies of these forms. 

(1) SF-270, Request for Advance or 
Reimbursement. Each Federal award- 
ing agency shall adopt the SF-270 as a 
standard form for all nonconstruction 
programs when electronic funds trans- 
fer or predetermined advance methods 
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are not  used. Federal awarding agen- 
cies, however, have the option of using 
this form f o r  construction programs in 
lieu of the SF-271, “Outlay Report and 
Request for Reimbursement for Coii- 
struction Programs.” 

(2) SF-271, Outlay Report and Re- 
quest for Reimbursement for Construc- 
tion Programs. Each Federal awarding 
agency shall adopt the SF-271 as the 
standard form t o  be used for requesting 
reimbursement for construction pro- 
grams. However, a Federal awarding 
agency may substitute the SF-270 
when the Federal awarding agency de- 
termines tha t  it provides adequate in- 
formation to  meet Federal needs. 

9: 215.23 
(a) All contributions, including cash 

and third party in-kind, shall be ac- 
cepted as part of the recipient’s cost 
sharing or matching when such con- 
tributions meet all of the following cri- 
teria. 

(1) Are verifiable from the  recipient’s 
records. 

(2) Are not included as contributions 
for any other federally-assisted project 
or program. 

(3) Are necessary and reasonable for 
proper and efficient accomplishment of 
project or program objectives. 

(4) Are allowable under the  applica- 
ble cost principles. 

(5) Are not paid by the  Federal Gov- 
ernment under another award, except 
where authorized by Federal s ta tu te  to 
be used for cost sharing or matching. 

(6) Are provided for in the  approved 
budget when required by the Federal 
awarding agency. 

(7) Conform to other provisions of 
this part, as applicable. 

(b) Unrecovered indirect costs may be 
included as par t  of cost sharing or 
matching only with the prior approval 
of the Federal awarding agency. 

(c) Values roor recipient contributions 
of services and property shall be estab- 
lished in accordance with the applica- 
ble cost principles. If a Federal award- 
ing agency authorizes recipients to do- 
nate  buildings or land for construction/ 
facilities acquisition projects or long- 
Lerni use, the value of the donated 
iiroperty for cost sharing or matching 
shall be t h e  lesser of paragraphs (c)(l) 
or (2) of this section. 

Cost sharing or matching. 

6215.23 
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(1) The certified value of t h e  remain- 
ing life of the property recorded in t h e  
recipient’s accounting records at the 
time of donation. 

(2) The current fair m a r k e t  value. 
However, when there is sufficient jus- 
tification, the Federal awarding agen- 
cy may approve the use of t h e  current  
fair marke t  value of the donated prop- 
erty, even if i t  exceeds t h e  certified 
value at the time of donation to  the 
project. 

(d) Volunteer services furnished by 
professional and technical personnel, 
consultants, and other skilled and un- 
skilled labor may be counted as cost 
sharing or matching i f  the service is an 
integral and necessary p a r t  of a n  ap- 
proved project or program. Rates  for 
voIunteer services shall be consistent 
with those paid for similar work in the  
recipient’s organization. In those in- 
stances in  which the required skills are  
not found in the recipient organization, 
rates shall be consistent wi th  those 
paid for similar work in the  labor  mar- 
ket in which the recipient competes for 
the kind of services involved. In either 
case, paid fringe benefits that are  rea- 
sonable, allowable, and allocable may 
be included in the valuation. 

(e) When an employer o ther  than  the  
recipient furnishes the services of an 
employee, these services shall be val- 
ued at the employee’s regular ra te  of 
pay (plus a n  amount of fringe benefits 
that  are  reasonable, allowable, and al- 
locable, bu t  exclusive of overhead 
costs), provided these services a re  in 
the same skill for which the employee 
is normally paid. 

(f) Donated supplies m a y  include 
such i tems as  expendable equipment, 
office supplies, laboratory supplies or 
workshop and classroom supplies. 
Value assessed to donated supplies in- 
:luded in the  cost sharing o r  matching 
;hare shall be reasonable and shall not 
:xceed the fair market  value of the 
iroperty at the time of the donation. 

(g)  The method used roor determining 
:ost sharing or matching for donated 
:quipment, buildings and land for 
vhich title passes to  the recipient; may 
liffer according to  the purpose of the 
.ward, if paragraphs (g)(l) o r  (2) of this 
ection apply. 
(1) If the purpose of the award is to 

ssist the recipient in the acquisition 
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of equipment, buildings or land, the 
total value of the donated property 
may be claimed as cost sharing or 
matching. 

(2) If the purpose of the award is to 
support activities that  require the use 
of equipment, buildings or land, nor- 
mally only depreciation or use charges 
for equipment and buildings may be 
made. However, the full value of equip- 
ment or other capital assets and fair 
rental charges for land may be allowed, 
provided that  the Federal awarding 
agency has approved the charges. 

(h) The value of donated property 
shall be determined in accordance with 
the usual accounting policies of the re- 
cipient, with the following qualifica- 
tions. 

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

(2) The value of donated equipment 
shall no t  exceed the fair market  value 
of equipment of the same age and con- 
dition at the time of donation. 

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

(4) The value of loaned equipment 
shall no t  exceed i t s  fair rental  value. 

(5) The following requirements per- 
tain to  the recipient's supporting 
records for in-kind contributions from 
third parties. 

(i) Volunteer services shall be docu- 
mented and, to the extent feasible, sup- 
ported by the same methods used by 
the recipient for its own employees. 

(ii) The basis for determining the 
valuation for personal service, mate- 
rial, equipment, buildings and land 
shall be docnmented. 

9: 215.24 Program income. 
(a) Federal awarding agencies shall 

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

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

related t o  projects financed in whole or 
in par t  with Federal funds. 

(b) Except as provided in paragraph 
(h) of th i s  section, program income 
earned during the project period shall 
be retained by the recipient and, in ac- 
cordance with Federal awarding agency 
regulations or the terms and condl- 
tions of the award, shall be used in one 
or more of the ways listed in the fol- 
lowing. 

(1) Added to  funds committed to the 
project b y  the  Federal awarding agency 
and recipient and used to further eligi- 
ble project or program objecttves. 

(2) Used to finance the non-Federal 
share of the project or program. 

(3) Deducted from the total project or 
program allowable cost in determining 
the n e t  allowable costs on which the 
Federal share  of costs is based. 

(c) When an agency authorizes the 
disposition of program income as de- 
scribed in paragraphs (b)(l) or (b)(2) of 
this section, program income in excess 
of any limits stipulated shall be used in 
accordance with paragraph (b)(3) of 
this section. 

(d) In the  event that the Federal 
awarding agency does not specify in i t s  
regulations or the terms and condi- 
tions of the award how program income 
is to be used, paragraph (b)(3) of this 
section shall apply automatically to  
a11 projects or programs except re- 
search. For awards that  support re- 
search, paragraph (b)(l) of this section 
shall apply automatically unless the 
awarding agency indicates in  the terms 
and conditions another alternative on 
the award or the recipient is subject to 
special award conditions, as indicated 
in $215.14. 

(e) Unless Federal awarding agency 
regulations or the terms and condi- 
tions of t h e  award provide otherwise, 
recipients shall have no obligation to 
the Federal Government regarding pro- 
gram income earned after the end of 
the project period. 

(f) I f  authorized by Federal awarding 
agency regulations or the terms and 
conditions of the award, costs incident 
to the generation of program income 
may be deducted from gross lncome to 
determine program lncome, provided 
these costs have not been charged to  
the award. 
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(9) Proceeds from the sale of property 
shall be handled in  accordance wlth the 
requirements of the Property Stand- 
ards (see 5215.30 through § 215.37). 

(h) Unless Federal awarding agency 
regulations or the terms and condition 
of the award provide otherwise, recipi- 
ents shall have no obligation to the 
Federal Government with respect to 
program income earned from license 
f ees  and royalties for copyrighted ma- 
terial, patents, patent  applications, 
trademarks, and inventions produced 
under an award. However, Pa ten t  and 
Trademark Amendments (35 U.S.C. 18) 
apply to inventions made under an ex- 
perimental, developmental, or research 
award. 

8215.25 Revision of budget and pro- 

(a) The budget plan is the financial 
expression of the project or program as 
approved during the award process. It 
may include either the  Federal and 
non-Federal share, or only the Federal 
share, depending upon Federal award- 
ing agency requirements. It shall be re- 
lated to  performance for program eval- 
uation purposes whenever appropriate. 

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

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

(1) Change in the scope or the objec- 
tive of the project or program (even if 
there is no associated budget revision 
requiring prior written approval). 

(2) Change in a key person specified 
in the application or award document. 

(3) The absence for more than three 
months, or a 25 percent reduction in 
time devoted to the project, by the ap- 
proved project director or principal in- 
vestigator. 

( 4 )  The need for additional Federal 
funding. 

(5) The transfer of amounts budgeted 
for indirect costs to absorb increases in 
direct costs, or vice versa, i f  approval 
is  required by the Federal awarding 
agency. 

gram plans. 
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(6) The inclusion, unless waived by 
the Federal awarding agency, of costs 
that  require prior approval In accord- 
ance with any of the following, as ap- 
plicable: 

(i) 2 CFR part 220, “Cost Principles 
for Educational Institutions (OMB Cir- 
cular A-21);” 

(ii) 2 CFR part 230, “Cost Principiles 
for Non-Profit Organizations (OMB Cir- 
cular A-122); ” 

(iii) 45 CFR par t  74, Appendix E, 
“Principles for Determining Costs Ap- 
plicable to  Research and Development 
under Grants and Contracts with Hos- 
pitals;” and 

(iv) 48 CFR part  31, “Contract Cost 
Principles and Procedures.” 

(7) The transfer of funds allotted for 
training allowances (direct payment t o  
trainees) to  other categories of ex- 
pense. 

(8) Unless described in the applica- 
tion and funded in  the  approved 
awards, the subaward, transfer or con- 
tracting out  of any  work under a n  
award. This provision does not  apply t o  
the purchase of supplies, material, 
equipment or general support services. 

(d) No other prior approval require- 
ments for specific i tems may be im- 
posed unless a deviation has been ap- 
proved by OMB. 

(e) Except for requirements listed in 
paragraphs (c)(l) and (c)(4) of this sec- 
tion, Federal awarding agencies are  au- 
thorized, at their option, to waive cost- 
related and administrative prior writ- 
ten approvals required by 2 CFR parts 
220 and 230 (OMB Circulars A-21 and A- 
122). Such waivers may include author- 
izing recipients to do any one or more 
of the following. 

(1) Incur pre-award costs 90 calendar 
days prior to  award or more than 90 
calendar days with the prior approval 
of the Federal awarding agency. All 
pre-award costs are incurred at the re- 
cipient’s risk (Le , ,  the Federal award- 
ing agency is under 1 7 0  obligation to re- 
imburse such costs if for any reason 
the recipient does noL receive a n  award 
or if the award is less than anticipated 
and inadequate to cover such costs). 

(2) Initiate a one-time extension of 
the expiration date of the award of up 
t o  12 months unless one or more of the 
following conditions apply. For  one- 
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time extensions, the recipient must  no- 
tlfy the Federal awarding agency in 
writing with the supporting reasons 
and revised expiration date at least 10 
days before the expiration date speci- 
fled in the award. This one-time exten- 
sion may not be exercised merely for 
the purpose of using unobligated bal- 
ances. 

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

(ii) The extension requires additional 
Federal funds. 

(iii) The extension involves any 
change in the approved objectives or 
scope of the project. 

(3) Carry forward unobligated bal- 
ances to  subsequent funding periods. 

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

(0 The Federal awarding agency 
may, at i ts  option, restrict the  transfer 
of funds among direct cost categories 
or programs, functions and activities 
for awards in which the Federal share 
of the project exceeds $100,000 and the 
cumulative amount of such transfers 
exceeds or is expected to exceed 10 per- 
cent of the total  budget as last  ap- 
proved by the Federal awarding agen- 
cy. N o  Federal awarding agency shall 
permit a transfer that  would c a m e  any 
Federal appropriation or pa r t  thereof 
to be used €or purposes o ther  than 
those consistent with the original in- 
tent of the appropriation. 

(g) All other changes t o  nonconstruc- 
tion budgets, except for the changes de- 
scribed in  paragraph (j) of this section, 
do not  require prior approval. 

(h) For construction awards, recipi- 
ents shall request prior written ap- 
proval promptly from Federal awarding 
agencies for budget revisions whenever 
paragraphs (h)(l), (2) or (3) of this sec- 
tion apply, 

(1) The revision results from changes 
in the  scope or the objective of the 
project or program. 

(2) The need arises for additional 
Federal funds to  complete the project. 

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

(3) A revision is desired which in- 
volves specific costs for which prior 
written approval requirements may be 
imposed consistent with appllcable 
OMB cost principles listed in 1215.27. 

(1) No other prior approval require- 
ments for specific ltems may be im- 
posed unless a deviation has been ap- 
proved by OMB. 

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

(k) For  both construction and non- 
construction awards, Federal awarding 
agencies shall require recipients to no- 
tify the Federal awarding agency in 
writing Promptly whenever the amount 
of Federal authorized funds is expected 
to  exceed the needs of the recipient for 
the project period by more than $5000 
or five percent of the Federal award, 
whichever is greater. This notification 
shall no t  be required if an application 
for additional funding is submitted for 
a continuation award. 

(1) When requesting approval for 
budget revisluns, recipients shall use 
the budget forms that were used in the 
application unless the Federal award- 
ing agency indicates a letter o€ request 
suffices. 

(m) Within 30 calendar days from the 
date of receipt of the request for budg- 
e t  revisions, Federal awarding agencies 
shall review the request and notify the 
recipient whether the budget revisions 
have been approved. If the revision is 
still under consideration at the end of 
30 calendar days, the Federal awarding 
agency shall inform the recipient in 
writing of the date when the recipient 
may expect the declsion. 
[69 FR 26281. May 11, 2004, as amended at 70 
FR 51880, Aug. 31, 20061 

5 216.26 Nan-Federal audits. 
(a) Recipients and subrecipients t ha t  

are insti tutions of higher education or 
other non-profit organizations (includ- 
ing hospitals) shall be subject to the 
audit requirements contained in the 
Single Audit Act Amendments of 1996 
(31 U.S.C.  7501-7507) and revised OMB 
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Circular A-133, “Audits of States, visions of the Federal Acquisltion Reg- 
- ulation (FAR) at 40 CFR p a r t  31. Local Governments, and Non-Profit Or- 

ganizations. ” 
(b) State and local governments shall 

be subject t o  the  audi t  requirements 
contained in  the Single Audit Act 
Amendments of 199G (31 U.S.C. 7501- 
7507) and revised OMB Circular A-133, 
“Audits of States ,  Local Governments, 
and Non-Profit Organizations.” 

(c) For-profit hospitals not covered 
by the audit provisions of revised OME 
Circular A-133 shall be subject LO the 
audit requirements of the Federal 
awarding agencies. 

(d) Commercial organizations shall 
be subject to the audi t  requirements of 
the Federal awarding agency or the 
prime recipient as incorporated into 
the award document. 

$215.27 Allowable costs. 
For each kind of recipient, there is a 

set of Federal principles for deter- 
mining allowable costs. Allowability of 
costs shall be determined in accord- 
ance with the cost principles applicable 
to the entity incurring t h e  costs. Thus, 
allowability of costs incurred by State, 
local or federally-recognized Indian 
tribal governments is determined in 
accordance with the provisions of 2 
CFR part 225, “Cost Principles for 
State ,  Local, and Indian Tribal Govern- 
ments (OMB Circular A-87.’’ The allow- 
ability of costs incurred by non-profit 
organizations is determined in accord- 
ance with the provisions of 2 CFR part 
230, “Cost Principles for  Non-Profit Or- 
ganizations (OMB Circular A-122).” The 
allowability of costs incurred by insti- 
tutions of higher education is deter- 
mined in accordance with the provi- 
sions of 2 CFR part 220, “Cost Prin- 
ciples for Educational Institutions 
(OMB Circular A-21).” The allowability 
of costs iiicurred by hospitals is deter- 
mined in accordance with the provi- 
sions of Appendix E of 45 CFR part 74 ,  
”Principles for Determining Costs Ap- 
plicable to Research and Development 
Under Grants and Contracts with Hos- 
pitals.” The allowability of costs in- 
curred by commercial organizations 
and those non-profit organizations list- 
ed in Attachment C to  Circular A-122 is 
determined in accorclance with the pro- 

[70 FR 51800, Aug. 31, 20051 

~ 5215.28 Period of availability of funds. 
Where a funding period is specified, a 

recipient may charge to  the grant only 
allowable costs resulting from obliga- 
tions incurred during the funding pe- 
riod and any pre-award costs author- 
ized by the Federal awarding agency. 

9: 215.29 Conditional exemptions. 
(a) OMB authorizes conditional ex- 

emption from OMB administrative re- 
quirements and cost principles circu- 
lars for certain Federal programs with 
statutorily-authorized consolidated 
planning and consolidated administra- 
tive funding, that  are  identified by a 
Federal agency and approved by the 
head of the Executive department or 
establishment. A Federal agency shall 
consult with OMB during its consider- 
ation of whether t o  grant such an ex- 
emption. 

(b) To promote efficiency in  S ta te  
and local program administration, 
when Federal non-entitlement pro- 
grams with common purposes have spe- 
cific statutorily-authorized consoli- 
dated planning and consolidated ad- 
ministrative funding and where most of 
the S t a t e  agency’s resources come 
from non-Federal sources, Federal 
agencies may exempt these covered 
State-administered, non-entitlement 
grant  programs from certain OMB 
grants management requirements. The 
exemptions would be from: 

(1) The requirements in 2 CFR part 
225, “Cost Principles for S t a t e ,  Local, 
and Indian Tribal Governments (OMB 
Circular A-B7)” other than the 
allocability of costs provisions that  are 
contained in subsection C.3 of Appendix 
A to t h a t  part; 

(2) The requirements in 2 CFR part 
220. “Cost Principles for Educational 
Institutions (OMB Circular A-21)” 
other than the allocability of costs pro- 
visions tha t  are contained i n  paragraph 
C.4 in  section C of the Appendix t o  that  
part; 

(3) The requirements in 2 CFR part  
230, “Cost Principles for Non-Profit Or- 
ganizations (OMB Circular A-122)’’ 

’ 
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other than the allocability of costs pro- 
visions that are in paragraph A.4 in 
section A of Appendix A to that  part; 
(4) The administrative requirements 

provisions of part 215 (OMB Circular A- 
110, "Uniform Administrative Require- 
ments for Grants and Agreements with 
Institutions of Higher Education, Hos- 
pitals, and Other Non-Profit Organiza- 
tions,"); and 

(5) The agencies' grants management 
common rule (see $216.5). 

(c) When a Federal agency provides 
this flexibility, as a prerequisite to a 
State 's  exercising this option, a State 
must adopt its own written fiscal and 
administrative requirements for ex- 
pending and accounting for all funds, 
which are consistent with the provi- 
sions of 2 CFR part 225, "Cost Prin- 
ciples for State,  Local, and Indian 
Tribal Governments (OMB Circular A- 
87)" and extend such policies to all sub- 
recipients. These fiscal and administra- 
tive requirements must be sufficiently 
specific t o  ensure that: funds are used 
in compliance with all applicable Fed- 
eral statutory and regulatory provi- 
sions, costs are reasonable and nec- 
essary for operating these programs, 
and funds are not be used for general 
expenses required to carry out  other 
responsibilities of a State or its sub- 
recipients. 
(139 FR 26281, May 11. 2004, as amended at 70 
%R 51881. Aug. 31, ZOOS] 

PROPERTYSTANDARDS 

5215.30 Purpose of property stnnd- 

Sections 215.31 through 215.37 set 
forth uniform standards governing 
management and disposition of prop- 
erty furnished by the Federal Govern- 
ment whose cost was charged to  a 
project supported by a Federal award. 
Federal awarding agencies shall re- 
quire recipients to  observe these stand- 
ards under awards and shall no t  impose 
additional requirements, unless specifi- 
cally required by Federal statute.  The 
recipient may use its own property 
management standards and procedures 
provided it observes the provisions of 
8 215.31 through 0 215.37. 

ards. 

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

9: 215.31 Insurance coverage. 
Recipients shall, at a minimum, pro- 

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

9: 216.32 Real property. 
Each Federal awarding agency shall 

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

(a) Title to real property shall vest in 
the recipient subject t o  the condition 
that  the recipient shall use the  real 
property for the authorized purpose of 
the project as  long as It is needed and 
shall no t  encumber the property with- 
out approval of the Federal awarding 
agency. 

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

(c) When the real property is no 
longer needed as provided in para- 
graphs (a) a n d  (b) of this section, the 
recipient shall request disposition In- 
structions from the Federal awarding 
agency or i t s  successor Federal award- 
ing agency. The Federal awarding 
agency shall observe one or more of the 
following disposition instructions. 

(1) The recipient may be permitted to 
retain t i t le without further obligation 
to the Federal Government after it 
compensates the Federal Government 
for that percentage of the current fair 
market  value of the property attrib- 
utable to the Federal participation in 
the project. 

ATr'ACHMENT .._. 
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(b) Exempt property. When s ta tutory 
authority exists, the Federal awarding 
agency has the option to vest title to 
property acquired witk Federal funds 
in the recipient without further obliga- 
tion to the Federal Government and 
under conditions the Federal awarding 
agency considers appropriate. Such 
property is ”exempt property.” Should 
a Federal awarding agency not estab- 
lish conditions, title to exempt prop- 
erty upon acquisition shall vest in the 
recipient without further obligation to 
the Federal Government. 

5 216.34 Equipment. 
(a) Title to equipment acquired by a 

recipient with Federal funds shall vest 
in the recipient, subject to conditions 
of this section. 

(b) The recipient shall not  use equip- 
ment acquired with Federal funds to  
provide services to  non-Federal outside 
organizations for a fee t h a t  is less than 
private companies charge for equiva- 
lent services, unless specifically au- 
thorized by Federal s ta tute ,  for as long 
as the Federal Government retains an 
interest in the equipment. 

(c) The recipient shall use the equip- 
ment in the project or program for 
which it was acquired as long as need- 
ed, whether or not  the project or pro- 
gram continues t o  be supported by Fed- 
eral funds and shall n o t  encumber the 
property without approval of the Fed- 
eral awarding agency. When no longer 
needed for the original project or pro- 
gram, the recipient shall use the equip- 
ment in connection with i t s  other  fed- 
erally-sponsored activities, in t h e  fol- 
lowing order of priority: 

(1) Activities sponsored by the Fed- 
eral awarding agency which funded the 
xiginal  project, then 

(2) Activities sponsored by other Fed- 
:ral awarding agencies. 

(d) During the time that  equipment 
s used on the project or program for 
Nhich i t  was acquired, the recipient 
;hall make it available for use on other 
rojects  or programs if such other  use 
vi11 not interfere with (;he work on the 
roject  or program for which the equip- 
nent was originally acquired. First 
reference for such other use shall he 
.iven 60 other projects or programs 
ponsored by the Federal awarding. 
.gencg that  financed the equipment; 

(2) The recipient may be directed to 
sell the property under guidelines pro- 
vided by the Federal awarding ag.ency 
and pay the Federal Government for 
t h a t  percentage of the current fair 
marke t  value of the property attrib- 
utable to the Federal participation in 
the project (after deducting actual ancl 
reasonable selling and fix-up expenses. 
if any, from the sales proceeds). When 
the recipient is authorized or required 
to sell the property, proper sales proce- 
dures shall be established that  provide 
for competition to the extent prac- 
ticable and result in the highest pos- 
sible return. 

(3) The recipient may be directed to  
transfer title to the property to the 
Federal Government or to a n  eligible 
third party provided that ,  in such 
cases, the recipient shall be entitled to  
compensation for its attributable per- 
centage of the current fair market  
value of the property. 

§ 215.33 Federally-owned and exempt 

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

(2) If the Federal awarding agency 
has no further need for the property, it 
shall be declared excess and reported to 
the General Services Administration, 
unless the Federal awarding agency 
has statutory authori ty  to  dispose of 
the property by alternative methods 
(c.g., the  authority provided by the 
Federal Technology Transfer Act (15 
U.S.C. 3710 (I)) to donate research 
equipment to educational and non-prof- 
it; orgaiiiza tions in accordance wl th 
E O .  12821, “Improving Mathematics 
and Science Education in Support of 
the National Education Goals” (57 FR 
54285, 3 CPR, 1992 Comp., p. 323)). Ap- 
propriate instructions shall be issued 
t o  the recipient by the Federal award- 
ing agency. 

property. 
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second preference shall be given to 
projects or programs sponsored by 
other Federal awarding agencies. If the 
equipment is owned by the Federal 
Government, use on other activities 
not sponsored by the Federal Govern- 
ment shall be permissible if authorized 
by the Federal awarding agency. User 
charges shall be treated as program In- 
come. 

(e) When acquiring replacement 
equipment, the recipient may use the 
equipment to be replaced as trade-in or 
sell the equipment and use the pro- 
ceeds to offset the costs of the replace- 
ment equipment subject to  the ap- 
proval of the Federal awarding agency. 

(f)  The recipient's property manage- 
ment standards for equipment acquired 
with Federal funds and federally-owned 
equipment shall include all of the fol- 
lowing: 
(1) Equipment records shall be main- 

tained accurately and shall include the 
following information. 

(1) A description of the equipment. 
(ii) Manufacturer's serial number, 

model number, Federal stock number, 
national stock number, or other identi- 
fication number. 

(iii) Source of the equipment, includ- 
ing the awaxd number. 

(iv) Whether title vests in the recipi- 
ent or the Federal Government. 

(v) Acquisition date (or date re- 
ceived, if the equipment was furnished 
by the Federal Government) and cost. 

(vi) Information from which one can 
calculate the percentage of Federal 
participation in the cost of the equip- 
ment (not applicable t o  equipment fur- 
nished by the Federal Government). 

(vii) Location and condition of the 
equipment and the date the informa- 
tion was reported. 

(viii) Unit acquisition cost. 
(ix) Ultimate disposition data,  in- 

cluding date of disposal and sales price 
or the method used to determine cur- 
rent fair market  value where a recipf- 
ent compensates the Federal awarding 
agency for its share. 

(2) Equipment owned by the Federal 
Government shall be identified to  indi- 
cate Federal ownership. 

(3) A physical inventory of equipment 
shall be taken and the results rec- 
onciled with the equipment records a t  
least once every two years. Any dif- 

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

ferences between quantities deter- 
mined by the  physical inspection and 
those shown in the accounting records 
shall be investigated to determine the 
causes of the difference. The recipient 
shall, in connection with the inven- 
tory, verify the existence, current uti-  
lization, and continued need for the 
equipment. 

(4) A control system shall be in effect 
to  insure adequate safeguards to  pre- 
vent loss, damage, or theft of the 
equipment. Any loss, damage, or theft 
of equipment shall be investigated and 
fully documented; i f  the equipment was 
owned by the Federal Government, the 
recipient shall promptly notify the 
Federal awarding agency. 

(5) Adequate maintenance procedures 
shall be implemented t o  keep the 
equipment in good condition. 

(6) Where the recipient is authorized 
or required t o  sell the equipment. prop- 
er sales procedures shall be established 
which provide for competition to the 
extent practicable and result in the 
highest possible return. 

(g) When the recipient no longer 
needs the equipment, the equipment 
may be used for other activities in ac- 
cordance with the following standards.  
For equipment with a current per unit  
fair marke t  value of $5000 or more, the 
recipient may retain the equipment for 
other uses provided that compensation 
is made to  the original Federal award- 
ing agency or its successor, The 
amount of compensation shall be corn- 
puted by applying the percentage of 
Federal participation in the cost of the 
original project or program to the cur- 
rent fair marke t  value of the equip- 
ment. If the recipient has no need for 
the equipment, the recipient shall re- 
quest disposition instructions from the 
Federal awarding agency. The Federal 
awarding agency shall determine 
whether the equipment can be used to  
meet the agency's requirements. I f  no 
requirement exists within that agency, 
the availability of the equipment shall 
be reported to the General Services Ad- 
ministration by the Federal awarding 
agency to  determine whether a requirs- 
ment for t he  equipment exists in other 
Federal agencies. The Federal award- 
ing agency shall issue instructions Lo 
the recipient no later than 120 calendar 
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days after the recipient’s request and the equipment shall be subject to the 
the following procedures shall govern. provisions for federally-owned equip- 

instructions are  n o t  issued within 120 
calendar days a f te r  the recipient’s re- 8215.96 Supplies and other expend- 
quest, the recipient shall sell the  able property. 
equipment and reimburse the Federal (a) Title t o  supplies and other  ex. 
awarding agency a n  Emount computed pendable property shall vest in the re- 
by aPPlyiW to the  sales Proceeds the cipient upon acquisition, If there is a 
percentage of Federal participation in residua] inventory of unused supplies 
the cost of the original project or  pro- exceeding $5000 in total aggregate 
grani. However, the recipient shall be value upon termination or completion 
permitted t o  deduct and retain from of the project or program and t h e  sup- 
the Federal share $500 or ten percent of plies are not needed for any other fed- the proceeds, whichever is less, for the  
recipient,s selling and handling ex- erally-sponsored project or program, 

the recipient shall re ta in  the supplies penses. 
(2) If the recipient is instructed to for use on non-Federal sponsored ac- 

ship the equipment elsewhere, the re- tivities or sell them, b u t  shall, in ei- 
cipient shall be reimbursed by the Fed- ther case, compensate the Federal Gov- 
el.al G~~~~~~~~~ by an amount which ernment for its share. The amount  of 
is computed by applying the percent- compensation shall be computed in the 
age of the recipient’s participation in  same manner as for equipment. 
the cost of the  original project or pro- (b) The recipient shall not  use sup- 
gram to the current  fair market value plies acquired with Federal funds to 
of the equipment, plus any reasonable provide services t o  non-Federal outside 
shipping or inter im storage costs in- organizations for a fee that is less than 
curred. private companies charge for equiva- 

(3) If the recipient is instructed to lent services, unless specifically au- 
otherwise dispose of the  equipment, the  thorized by Federal s ta tu te  as long as 
recipient shall be reimbursed by the the Federal Government re ta ins  an in- 
Federal awarding agency for such costs terest in the supplies. 
incurred in i t s  disposition. 

reserve the r igh t  t o  transfer the t i t le  (a) me recipient may copyright any 
to the Federal Government or to a work that  is subject to and 
third Party named by the Federal GoV- was developed. or for which ownership 

erwise eligible under existing s ta tutes .  Federal awarding agency(ies) reServe a 
Such transfer shall be subject to  the royalty-free, nonexclusive and il,rev- 

ocable right to reproduce, publish, o r  following standards. 

priately identified in the award or 0th- poses, and to authorize others to do so, erwise made known to the recipient in 
writing. (b) Recipients a re  subject to applica- 

(ii) The Federal awarding ble regulations governing patents  and 
issue disposition instructions inventions, including government-wide 
120 calendar days after regulations issued by the Department 

of a final inventory The final inven- Of Commerce at 37 CFR part 401i 

tory shall l i s ~  all  equipment acquired “Rights t o  Inventiozis Made by  Non- 
with grant fuIldS and federally-owned profit Organizations and Small Busi- 

~f the  ~ ~ d ~ ~ ~ l  awarding ness Firms Under Government Grants, 
agency fails to  issue disposition in- Contracts and Cooperative Agree- 
structions within the 120 calendar day ments.” 
period, the recipient shall apply the (c) The Federal Government has the 
standards of this section, as appro- right to: 
priate. (1) Obtain, reproduce, publish or 0th- 

(iii) When the Federal awarding erwise use the da ta  first produced 
agency exercises i t s  right to take tible, 

(1) If so instructed or if disposition ment, 

(4)  The Federal awarding agency may 5 215.36 Intangible property. 

Wnment when such third Party is 0th- was purchased, under an award, The 

(i) The equipment shall be appro- otherwise use the work for ~ ~ d ~ ~ ~ l  pur- 

under an award. 
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(2) Authorize others to receive, repro- 
duce, publish, or otherwise use such 
data for Federal purposes. 

(d)  (1) In addition, in response to  a 
Freedom of Information Act (FOIA) re- 
quest for research data relating to pub- 
lished research findings produced under 
an award tha t  was used by the Federal 
Government in developing an agency 
action that  has the force and effect of 
law, the Federal awarding agency shall 
request, and the reclpient shall pro- 
vide. within a reasonable time, the re- 
search data so tha t  they can be made 
available t o  the  public through the pro- 
cedures established under the POIA. If 
the Federal awarding agency obtains 
the research data  solely in response to 
a FOIA request, the  agency may charge 
the requester a reasonable fee equaling 
the full incremental cost of obtaining 
the research data. This fee should re- 
flect costs incurred by t h e  agency, the 
recipient, and the applicable suhrecipi- 
ents. This fee is in addition t o  any fees 
the agency may asseas under the FOIA 
(5 U.S.C. 552(a)(4)(A)). 

(2) The following definitions apply 
for purposes of paragraph (d) of this 
section: 

(i) Research data  is defined as the re- 
corded factual material commonly ac- 
cepted in the scientific community as 
necessary to validate research findings, 
but not  any of the following: Prelimi- 
nary analyses, drafts of scientific pa- 
pers, plans for future research, peer re- 
views, or communications with col- 
leagues. This “reoorded” material ex- 
cludes physicaI objects (e.g., laboratory 
samples). Research data also do not in- 
clude: 

(A) Trade secrets, commercial infor- 
mation, materials necessary to be held 
confidential by a reaearcher until they 
are published, or similar information 
which is protected under law; and 

(B) Personnel and medical informa- 
tion and similar information the dis- 
ciosure of which would constlfxte a 
clearly unwarranted invasion of per- 
sonal privacy, such as information t h a t  
could be used to identify a particular 
person in a research study. 

(li) Published is defined as either 
when: 

(A) Research findings are published 
in a peer-reviewed scientific or tech- 
nical journal; or 

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

(B) A Federal agency publicly and of- 
ficially cites the research findings in  
support of an agency action that  has 
the force and effect of law. 

(lit) Used by the Federal Government 
in developing an agency action t h a t  
has the force and effect of law is de- 
fined as when an agency publicly and 
officially cites the research findings in 
support of an agency action that  has 
the force and effect of law. 

(e) Title to  intangible property and 
debt instruments acquired under an 
award or subaward vests upon acquisi- 
tion in the recipient. The recipient 
shall use t h a t  property for the orlgi- 
nally-authorized purpose, and the re- 
cipient shall not encumber the prop- 
erty without approval of the Federal 
awarding agency. When no longer need- 
ed for the originally authorized pur- 
pose, disposition of the intangible prop- 
erty shall occur in accordance with t h e  
provisions of 5 215.34(g). 
[69 FR 26281, May 11, 2004, as amended at 70 
FR 51881. Aug. 31. 20051 

8 215.37 Property trust relationship. 
Real property, equipment, intangible 

property and debt instruments that a re  
acquired or improved with Federal 
funds shall be held in trust by the re- 
cipient as trustee for the beneficiaries 
of the project or program under which 
the property was acquired or improved. 
Agencies may require recipients to 
record liens or other appropriate no- 
tices of record to indicate that per- 
sonal or real property has been ac- 
quired or improved with Federal funds 
and tha t  use and disposition condltions 
apply to  the  property. 

PROCUREMENT STANDARDS 

6 216.40 Purpose of procurement 

Sections 215.41 through 216.48 s e t  
forth standards for uae by recipients In 
establishing procedures for the pro- 
curement of supplies and other expend- 
able property, equipment, real property 
and other services with Federal funds. 
These standards are furnished to en- 
sure t h a t  such materials and services 
are obtained in an effective manner 
and in compliance with the provisions 

standards. 
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of applicable Federal s ta tu tes  and ex- 
ecutive orders. No additional procure- 
ment standards or requirements shall 
be imposed by the Federal awarding 
agencies upon recipients, unless spe- 
cifically required by Federal s ta tu te  or 
executive order or approved by OMB. 

5 216.41 Recipient responsibilities. 
The standards contained in this sec- 

tion do not relieve the recipient of the 
contractual responsibilities arising 
under i ts  contract(s). The recipient is  
the responsible authority, without re- 
course to the Federal awarding agency, 
regarding the settlement and satisfac- 
tion of all contractual a n d  administra- 
tive issues arising out of procurements 
entered into in support of an award or 
other agreement. This includes dis- 
putes, claims, protests of award, source 
evaluation or other mat ters  of a con- 
tractual nature. Matters concerning 
violation of s ta tu te  are t o  be referred 
to such Federal, State  o r  local author- 
i ty  as  may have proper jurisdiction. 

fi 216.42 Codes of conduct. 
The recipient shall maintain written 

standards of conduct governing the  
performance of its employees engaged 
in the award and administration of 
contracts. No employee, officer, or 
agent shall participate in the selection. 
award, or administration of a contract 
supported by Federal funds if a real o r  
apparent conflict of interest would be 
involved. Such a conflict would arise 
when the employee, officer, or agent, 
any member of his or her immediate 
family, his or her partner, or an orga- 
nization which employs or is about to  
employ any of the parties indicated 
herein, has a financial or other interest 
in the firm selected for an award. The 
officers, employees, and agents of the 
recipient shall neither solicit nor ac- 
cepL gratuities, favors, or anything of 
monetary value from contractors, or 
parties to subagreements. However, re- 
cipients ma.y s e t  standards for situa- 
tions i n  which the financial interest is 
noL substantial or the gift is an unso- 
licited item of nominal value. The 
standards of conduct shall provide for 
disciplinary actions to he applied for 
violations of such standards by offi- 
cers, employees, or agents of the re- 
cipien t. 
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8 215.43 Competition. 
All procurement transactions shall 

be conducted in a manner to provide, 
to the maximum extent practical, open 
and free competition. The recipient 
shall be alert to organizational con- 
flicts of interest as well as noncompeti- 
tive practices among contractors that 
may restrict or eliminate competition 
or otherwise restrain trade. In order to 
ensure objective contractor perform- 
ance and eliminate unfair competitive 
advantage, contractors that  develop or 
draft specifications, requirements, 
statements of work, invitations for 
bids and/or requests for proposals shall 
be excluded from competing for  such 
procurements. Awards shall be made  to  
the bidder or offeror whose bid or offer 
is responsive to  the solicitation and is 
most advantageous t o  the recipient, 
price, quality and other factors consid- 
ered. Solicitations shall clearly se t  
forth all requirements that the bidder 
or offeror shall fulfill in order for the 
bid or offer t o  be evaluated by the  re- 
cipient. Any and all bids or offers may 
be rejected when it is in the recipient's 
interest to do so. 

8 215.44 Procurement procedures. 
(a) All recipients shall establish writ- 

ten procurement procedures. These 
procedures shall provide for. at  a min- 
imum, tha t  paragraphs (a)(l), (2) and 
(3) of this section apply. 

(1) Recipients avoid purchasing un- 
necessary Items. 

(2) Where appropriate, an analysis is 
made of lease and purchase alter- 
natives to  determine which would be 
the most economical and practical pro- 
curement for the Federal Government. 

(3) Solicltations €or goods and serv- 
ices provide for al l  of the following. 

(i) A clear and accurate description 
of the technical requirements for the 
material, product or service to be pro- 
cured. In competitive procurements, 
such a description shall not contain 
features which unduly restrict com- 
petition. 

(ii) Requirements which the bidder/ 
Jfferor must fulfill and all other  fac- 
tors to be used in evaluating bids or 
oroposals. 

(iii) A description, whenever prac- 
;icable, of technical requirements in 
,erms of functions t o  be performed or 
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performance required, including the 
range of acceptable characteristics or 
minimum acceptable standards. 

(iv) The specific features of “brand 
name o r  equal” descriptions that bid- 
ders a re  required to meet when such 
items are  included in the solicitation. 

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

(vi) Preference, to  the extent prac- 
ticable and economically feasible, for 
products and services that conserve 
natural resources and protect the envi- 
ronment and are  energy efficient. 

(b) Positive efforts shall be made by 
recipients to  utilize small businesses, 
minority-owned firms, and women’s 
business enterprises, whenever pos- 
sible. Recipients of Federal awards 
shall take all of the following steps to  
further this goal. 

(1) Ensure that small businesses, mi- 
nority-owned firms, a n d  women’s busi- 
ness enterprises are used to the fullest 
extent practicable. 

(2) Make information on forthcoming 
opportunities available and arrange 
time frames for purchases and con- 
tracts to encourage and facilitate par- 
ticipation by small businesses, minor- 
ity-owned firms, and women’s business 
enterprises. 

(3) Consider In the contract process 
whether firms competing for larger 
contracts intend to subcontract with 
small businesses, minority-owned 
firms, and women’s business enter- 
prises. 

(4) Encourage contracting with con- 
sortiums of small businesses, minority- 
owned firms and women’s business en- 
terprises when a contract is too large 
for one o f  these firms t o  handle individ- 
ually. 

(5) Use the services and assistance, a6 
appropriate, of such organizations as 
the Small Business Administration and 
the Department of Commerce’s Minor- 
ity Business Development Agency in 
the solicitation and utilization of 
small businesses, minority-owned firms 
and women’s business enterprises. 

(c) The type of procuring instruments 
used (e.g., fixed price contracts, cost re- 
imbursable contracts, purchase orders, 
and incentive contracts) shall be deter- 
mined by the recipient but shall be ap- 
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propriate for the particular procure- 
ment and for promoting the best inter- 
est of the program or project involved. 
The “cost-plus-a-percentage-of-cost” 
or “percentage of construction cost” 
methods of contracting shall not be 
used. 

(d) Contracts shall be made only with 
responsible contractors who possess 
the potential ability to perform suc- 
cessfully under the terms and condl- 
tions of the proposed procurement. 
Consideration shall be given to  such 
matters as  contractor integrity, record 
of past performance, financial and 
technical resources or accessibility to 
other necessary resources. In certain 
circumstances, contracts with certain 
parties are restricted by agencies’ im- 
plementation of E.O.6 12549 and 12689, 
“Debarment and Suspension.’’ 

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

(1) A recipient’s procurement proce- 
dures or operation fails to  comply with 
the procurement standards in the Fed- 
eral awarding agency’s implementation 
of this part. 

(2) The procurement is expected to 
exceed the small purchase threshold 
fixed at  41 U.S.C. 403 (11) (currently 
$25,000) and is t o  be awarded without 
competition or only one bid or offer is 
received in response to  a solicitation. 

(3) The procurement, which is ex- 
pected to  exceed the small purchase 
threshold, specifies a “brand name” 
product. 

(4) The proposed award over the 
small purchase threshold is to be 
awarded to other than the apparent 
low bidder under a sealed bid procure- 
ment. 

(5) A proposed contract modification 
changes the scope of a contract or in- 
creases the contract amount by more 
than the amount of the small purchase 
threshold. 

$215.45 Cost and price analysis. 
Some form of cost or price analysis 

shall be made and documented in the 
procurement files in connection with 
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every procurement action. Price anal- 
ysis may be accomplished in various 
ways,  including the comparison of 
price quotations submitted, market  
prices and similar indicia, together 
with discounts. Cost analysis is the re- 
view and evaluation of each element of 
cost to determine reasonableness, 
aliocability and allowability. 

6 215.46 Procurement records. 
Procurement records and files for 

purchases i n  excess of the small pur- 
chase threshold shall include the fol- 
lowing at a minimum: 

(a) Basis f o r  contractor selection; 
(b) Justification for lack of competi- 

tion when competitive bids or offers 
are not obtained; and 

(c) Basis for award cost or price. 

5 215.47 Contract administration. 
A system for contract administration 

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

5 216.48 Contract provisions. 
The recipient shall include, in addi- 

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

(a) Contracts in excess of the small 
purchase threshold shall contain con- 
tractual provisions or conditions tha t  
allow for administrative, contractual, 
or legal remedies in instances in which 
a contractor violates or breaches the 
contract terms, and provide for such 
remedial actions as may be appro- 
priate. 

(b) All contracts in excess of the 
small purchase threshold shall contain 
suitable provisions for termination by 
the recipient, including the manner by 
which termination shall be effected 
and the basis for settlement. In addi- 
tion, such contracts shall describe con- 
ditions under which the contract may 
be terminated for default as well as 
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conditions where the contract may be 
terminated because of circumstances 
beyond the control of the contractor. 

(c) Except as  otherwise required by 
s ta tute ,  a n  award tha t  requires t h e  
contracting (or subcontracting) for 
construction or facility improvements 
shall provide for the recipient to  follow 
its own requirements relating to bid 
guarantees, performance bonds, and 
payment bonds unless the construction 
contract or subcontract exceeds 
$100,000. For those contracts or sub- 
contracts exceeding 5100,000, the  Fed- 
eral awarding agency may accept the  
bonding policy and requirements of the  
recipient, provided the Federal award- 
ing agency has made a determination 
that  the Federal Government’s interest  
is adequately protected. If such a de- 
termination has not  been made,  the  
minimum requirements shall be as fol- 
lows. 

(1) A bid guarantee from each bidder 
equivalent to  five percent of t h e  bid 
price. The “bid guarantee” shal l  con- 
sist of a firm commitment such as a 
bid bond, certified check, or other  ne- 
gotiable instrument accompanying a 
bid as assurance that the bidder shall, 
upon acceptance of his bid, execute 
such contractual documents as may be 
required within the t ime specified. 

(2) A performance bond on the par t  of 
the contractor for 100 percent of the 
contract price. A “performance bond” 
Is one executed in connection with a 
contract to secure fulfillment of a l l  the 
zontractor’s obligations under such 
:ontract. 

(3) A payment bond on the p a r t  of the 
:ontractor for 100 percent of t h e  con- 
;ract price. A “payment bond” is one 
:xecuted in connection with a contract  
;o assure payment as required by  s ta t -  
i t e  of all persons supplying labor and 
naterial in the execution of the  work 
rovided for in Lhe contract. 

( 4 )  Where bonds a re  required in  Lhe 
ituations described herein, the bonds 
hall be obtained from companies hold- 
ng certificabes of authority as  accept- 
.ble sureties pursuant to 31 CFR par t  
23, “Surety Companies Doing Business 
rith the United States .  ” 
(d)  All negotiated contracts (except 

those for less than Lhe small purchase 
iireshold) awarded by recipients shall 
iclude a provision to the effect that 
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the recipient, the Federal awarding 
agency, the Comptroller General of the 
United States, or any of their duly au- 
thorized representatives, shall have ac- 
cess to any books, documents, papers 
and records of the contractor which are 
directly pertinent to a specific pro- 
gram for the purpose of making audits, 
examinations, excerpts and tran- 
scriptions. 

(e) All contracts, including small 
purchases, awarded by recipients and 
their contractors shall contain the pro- 
curement provisions of appendix A to 
this par t ,  as applicable. 

REPORTS AND RECORDS 

3215.50 Purpose of reports and 

Sections 215.51 through 215.53 set  
forth the procedures for monitoring 
and reporting on the recipient’s finan- 
cial and program performance and the 
necessary standard reporting forms. 
They also set forth record retention re- 
quirements. 

8 215.51 Monitoring and reporting pro- 

(a) Recipients are  responsible for 
managing and monitoring each project, 
program, subaward, function or activ- 
i ty  supported by the award. Recipients 
shall monitor subawards to  ensure sub- 
recipients have m e t  the audit require- 
ments m delineated in 5215.26. 

(b) The Federal awarding agency 
shall prescribe the frequency with 
which the performance reports shall be 
submitted. Except as provided in 
3 215,51(f), performance reports shall 
not be required more frequently than 
quarterly or, less frequently than an- 
nually. Annual reports shall be due 90 
calendar days after the grant  year; 
quarterly or semi-annual reports shall 
be due 30 days after the reporting pe- 
riod. The Federal awarding agency may 
require annual reports before the anni- 
versary dates of multiple year awards 
in lieu of these requirements. The final 
performance reports are due 90 cal- 
endar days after the expiration or ter- 
mination of the award. 

(c) I f  inappropriate, a final technical 
or performance report shall no t  be re- 
quired after completion of the project. 

records. 

gram performance. 
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(d) When required, performance re- 
ports shall generally contain, for each 
award, brief information on each of the 
following. 

(1) A comparison of actual accom- 
plishments with the goals and objec- 
tives established for the period. the 
findings of the investigator, or both. 
Whenever appropriate and the output 
of programs or projects can be readily 
quan tlfied, such quantitative data 
should be related to cost data for com- 
putation of unit costs. 

(2) Reasons why established goals 
were not met, if appropriate. 

(3) Other pertinent information in- 
cluding, when appropriate, analysis 
and explanation of cost overruns or 
high uni t  costs. 

(e) Recipients shall not be required to  
submit more than the original and two 
copies of performance reports. 

(f) Recipients shall immediately no- 
tify the Federal awarding agency of de- 
velopments that  have a significant im- 
pact on the award-supported activities. 
Also, notification shall be given in the 
case of problems, delays, or adverse 
conditions which materially impair the 
ability to meet the objectives of the 
award. This notification shall include a 
s ta tement  of the action taken or con- 
templated, and any assistance needed 
to resolve the situation. 
(9) Federal awarding agencies may 

make s i te  visits, as needed. 
(h) Federal awarding agencies shall 

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

5 216.62 Financial reporting. 
(a) The following forms or such other 

forms as may be approved by OMB a r e  
authorized for obtaining financial in- 
formation from recipients. 
(I) SF-269 or SF-Z69A, Financial Sta- 

tus Report. 
(i) Each Federal awarding agency 

shall require recipients to use the SF- 
269 or SF-269A to report the status of 
funds for all nonconstruction projects 
or programs. A Federal awarding agen- 
cy may, however, have the option of 
not requiring the SF-269 or SF-269A 
when the SF-270, Request for Advance 
or Reimbursement, or SF-272, Report 
of Federal Cash Transactions, is deter- 
mined to  provide adequate information 
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to meet its needs, except tha t  a final 
SF-269 or SF-269A shall be required at 
the completion of the project when the 
SF-270 is used only for advances. 

(ii) The Federal awarding agency 
shall prescribe whether the report shall 
be on a cash or accrual basis. If the 
Federal awarding agency requires ac- 
crual information and the recipient’s 
accounting records are not normally 
kept on the accrual basis, the recipient 
shall n o t  be required t o  convert i t s  ac- 
counting system, but shall develop 
such accrual information through best 
estimates based on an analysis of the 
documentation on hand. 

(iii) The Federal awarding agency 
shall determine the frequency of the 
Financial Status Report for each 
project or program, considering the 
size and complexity of the particular 
project or program-. However, the re- 
port shall no t  be required more fre- 
quently than quarterly or less fre- 
quently than annually. A final report 
shall be required at the completion of 
the agreement. 

(iv) The Federal awarding agency 
shall require recipients to submit  the 
SF-269 or SF-269A (an original and no 
more than two copies) no la ter  than 30 
days after the end of each specified re- 
porting period for quarterly and semi- 
annual reports, and 90 calendar days 
for annual and final reports. Exten- 
sions of reporting due dates may be ap- 
proved by the Federal awarding agency 
upon request of the recipient. 

(2) SF-272, Report of Federal Cash 
Transactions. 

(i) When funds are advanced to  re- 
cipients the Federal awarding agency 
shall require each recipient to submit  
the SF-272 and, when necessary, its 
continuation sheet, SF-272a. The Fed- 
eral awarding agency shall use this  re- 
port to monitor cash advanced to  re- 
cipients and t o  obtain disbursement in- 
formation for each agreement with the 
recipieii ts. 

(ii) Federal awarding agencies mag 
require forecasts of Federal cash re- 
quirements in the “Remarks” section 
of the report. 

(iii) When practical and deemed nec- 
essary, Federal awarding agencies may 
require recipients to report in the 
“Remarks” section the amount of cash 
advances received in excess of three 

days. Recipients shall provide short 
narrative explanations of actions taken 
to reduce the excess balances. 

(iv) Recipients shall be required to 
submit not more than the original and 
two copies of the SF-272 15 calendar 
days following the end of each quarter. 
The Federal awarding agencies may re- 
quire a monthly report from those re- 
cipients receiving advances totaling $1 
million or more per year. 

(v) Federal awardmg agencies may 
waive the requirement for submission 
of the SF-272 for any one of the  fol- 
lowing reasons: 

(A) When monthly advances do not  
exceed $25,000 per recipient, provided 
that  such advances are monitored 
through other  forms contained in this 
section; 
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(B) If, in  the  Federal awarding agen- 
cy’s opinion, the  recipient’s accounting 
controls are adequate t o  minimize ex- 
cessive Federal advances; or, 

(C) When the electronic payment 
mechanisms provide adequate data. 

(b) When the Federal awarding agen- 
cy needs additional information or 
more frequent reports, the  following 
shall be observed. 

(1) When additional information is 
needed t o  comply with legislative re- 
quirements, Federal awarding agencies 
shall issue instructions to require re- 
cipients t o  submi t such information 
under the “Remarks” section of the re- 
ports. 

(2) When a Federal awarding agency 
determines that a recipient’s account- 
ing system does n o t  meet the standards 
in 5 215.21, additional pertinent infor- 
mation to  fur ther  monitor awards may 
be obtained upon written notice to the 
recipient until such time as the system 
is brought up to standard. The Federal 
awarding agency, in obtaining this  in- 
formation, shall comply with report 
clearance requirements of 5 CFR part  
1320. 

(3) Federal awarding agencies are en- 
couraged to  shade ou t  any line i tem on 
any report i f  n o t  necessary. 

(4)  Federal awarding agencies may 
accept the identical information from 
the recipients in machine readable for- 
mat or computer printouts o r  elec- 
tronic outputs in lieu of prescribed for- 
mats. 
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(5) Federal awarding agencies may 
provlde computer or electronic outputs 
t o  recipients when such expedites or 
contributes to the accuracy of report- 
ing. 

(i 216.65 Retention and access require- 

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

uments, statistical records, and all 
other records pertinent to an award 
shall be retained for a period of three 
years from the date  of submission of 
the final expenditure report or, for 
awards that  a re  renewed quarterly or 
annually, from the date  of the submis- 
sion of the quarter ly  or annual finan- 
cial report, as authorized by the Fed- 
eral awarding agency. The only excep- 
tions are the following. 
(1) If any litigation, claim, or audit is 

started before the  expiration of the 3- 
year period, the  records shall be re- 
tained until all litigation, claims or 
audit findings involving the records 
have been resolved and final action 
taken. 

( 2 )  Records for real  property and 
equipment acquired with Federal funds 
shall be retained for 3 years after final 
disposition. 

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

(4) Indirect cost ra te  proposals, cost 
allocations plans, e tc .  as specified in 
§215.53(g). 

(e) Copies of original records may be 
substituted for t h e  original records if 
authorized by the Federal awarding 
agency. 

(d) The Federal awarding agency 
shall request transfer of certain 
records to i ts  custody from recipients 
when it determines that the records 
possess long t e r m  retention value. 
However, in order t o  avoid duplicate 
recordkeeping, a Federal awarding 
agency may make  arrangements for re- 
cipients to retain any records that are  
continuously needed for joint use. 

ments for records. 
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(e) The Federal awarding agency, the 
Inspector General, Comptroller Gen- 
eral of the United States, or any of 
their duly authorized representatives, 
have the right of timely and unre- 
stricted access to any books. docu- 
ments, papers, or other records of re- 
cipients that  are pertinent t o  the 
awards, in order to  make audits. ex- 
aminations, excerpts, transcripts and 
copies of such documents. This right 
also includes timely and reasonable ac- 
cess to a recipient's personnel for the 
purpose of interview and dlscussion re- 
lated to such documents. The rights of 
access in this paragraph are not lim- 
ited t o  the required retention period, 
but shall last as long as records are re- 
tained. 

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

(9) Indirect cost rate proposals, cost al- 
locations plans, etc. Paragraphs (g)(l) 
and (g)(2) of this section apply to the  
following types of documents, and their  
supporting records: indirect cost ra te  
computations or proposals, cost alloca- 
tion plans, and any similar accounting 
computations of the rate  at which a 
particular group of costs is chargeable 
(such a6 computer usage chargeback 
rates or composite fringe benefit 
rates). 
(I) I f  submitted for negotiation. If t h e  

recipient submits to  the Federal 
awarding agency or the subrecipient 
submits to the recipient the proposal, 
plan, o r  other computation to form the 
basis for negotAatlon of the rate, then 
the 3-year retention period for i ts  sup- 
porting records starts on the date of 
such submission. 

(2) If not submitted for  negotiation. If 
the recipient is not  required t o  submit 
to the Federal awarding agency o r  the  
subrecipient is not required t o  submit 
to the recipient the proposal, plan, or 
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the terms and conditions of an award, 
whether stated in a Federal s ta tute ,  
regulation, assurance, application, or 
notice of award, the Federal awarding 
agency may, in addition to imposing 
any of the special conditlons outlined 
in 5215.14, take one or more of the fol- 
lowing actions, as appropriate in the 
circumstances. 

(1) Temporarily withhold cash pay- 
ments pending correction of the defi- 
ciency by the recipient or more severe 
enforcement action by the Federal 
awarding agency. 

(2) Disallow (that is, deny both use of 
funds and any applicable matching 
credit for) all or par t  of the cost  of the 
activity or action not in compliance. 

(3) Wholly or partly suspend or ter- 
minate the current award. 

(4) Withhold further awards for the 
project or program. 

(5) Take other remedies t h a t  may be 
legally available. 

(b) Hearings and appeals. In taking an 
enforcement action, the awarding 
agency shall provide the recipient an 
opportunity for hearing, appeal, or 
other administrative proceeding t o  
which the recipient is entitled under 
any s ta tute  or regulation applicable to  
the action involved. 

(c) Effects of suspension a n d  termi- 
nation. Costs of a recipient resulting 
from obligations incurred by the  re- 
cipient during a suspension or after 
termination of an award are not allow- 
able unless the awarding agency ex- 
pressly authorizes them in the  notice 
of suspension or termination or subse- 
quently. Other recipient costs during 
suspension or af ter  termination which 
are necessary and not  reasonably 
avoidable are  allowable if paragraphs 
(c)(l) and (2) of this section apply. 

(1) The costs resul t  from obligations 
which were properly incurred by  the re- 
cipient before the effective date  of sus- 
pension or termination, are n o t  in an- 
ticipation of i t ,  and in the case of a ter- 
mination, are noncancellable. 

(2) The costs would be allowable if 
;he award were not  suspended or ex- 
]ired normally a t  the end of t h e  fund- 
ng period in which the termination 
;alces effect. 

(d)  Relatioirslrip t o  dcbarineitt nnd sus- 
,ension. The enforcemenl remedies 
dentified in this section, including 

other computation for negotiation pur- 
poses, then the 3-year retention period 
for the proposal, plan, or other com- 
putation and Its supporting records 
s tar ts  a t  t h e  end of the fiscal year (or 
other accounting period) covered by 
the proposal, plan, or other computa- 
tion. 

TERMINATION AND E N F O R C E M E N T  

5 215.60 Purpose of termination and 

Sections 215.61 and 215.62 se t  forth 
uniform suspension, termination and 
enforcement procedures. 

5 215.61 Termination. 
(a) Awards may be terminated in 

whole or i n  part only if paragraphs 
(a)(l), (2) or (3) of this section apply. 

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

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

(3) By the recipient upon sending to  
the Federal awarding agency written 
notification setting forth the reasons 
for such termination, the effective 
date, and, in the case of partial termi- 
nation, the portion to  be terminated. 
However, if the Federal awarding agen- 
cy determines in the case of partial 
termination that the reduced or modi- 
fied portion of the gran t  will not  ac- 
complish t h e  purposes for which the 
grant  was made, i t  may terminate the 
grant in its entirety under either para- 
graphs (a)(l) or (2) of this section. 

(b) If costs are allowed under an 
award, the responsibilities of the re- 
cipient referred to in 5215.71(a), includ- 
ing those for property management as 
applicable. shall be considered in the 
termination of the award, and provi- 
sion shall be made for conbinuing re- 
sponsibilities of the recipient after Ley- 
mination, as appropriate. 

$215.62 Enforcement. 
(a) Re7nedies /OT- i io?~ompl iance .  If a re- 

cipient rn,zt;erially fails to comply with 

enforcement. 
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suspension and termination, do not  
preclude a recipient from being subject 
to debarment and suspension under 
E.0.s 12549 and 12689 and the Federal 
awarding agency implemen tlng regula- 
tions (see 8215.13). 

Subpart D-After-the-Award 
Requirements 

$216.70 Purpose. 
Sections 215.71 through 215.73 contain 

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

0 216.71 Cloaeout procedures. 
(a) Reclpients shall submit, within 90 

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

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

(c) The Federal awarding agency 
shall make prompt payments t o  a re- 
cipient for allowable reimbursable 
costs under the award being closed out. 

(d) The recipient shall promptly re- 
fund any balances of unobligated cash 
that  the Federal awarding agency has 
advanced or paid and that is not au- 
thorized to be retained by the recipient 
for use in other projects. OMB Circular 
A-129 governs unreturned amounts that  
become delinquent debts. 

(e) When authorized by the terms and 
conditions of the award, the Federal 
awarding agency shall make a settle- 
ment for any upward or downward ad- 
justments to  the Federal share of costs 
after closeout reports are received. 

(f) The recipient shall account for 
any real and personal property ac- 
quired with Federal funds or received 
from the Federal Government in ac- 
cordance with $215.31 through 9 215.37. 

(9) In the event a final audit has not 
been performed prior t o  the closeout of 

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

a n  award, the Federal awarding agency 
shall retain the right to recover an ap- 
propriate amount after fully consid- 
ering the recommendations on dis- 
allowed costs resulting from the final 
audit. 

4 215.72 Subsequent adjuatments and 

(a) The closeout of an award does not 
affect any of the following: 

(1) The right of the Federal awarding 
agency to disallow costs and recover 
funds on the basis of a later audit o r  
other review. 

(2) The obligation of the recipient t o  
return any funds due as a result of 
later refunds, corrections, or other 
transactions. 

continuing responsibilities. 

(3) Audit requirements in 5215.26. 
( 4 )  Property management require- 

ments in 8215.31 through § 215.37. 
(5) Records retention as required in  

$215.53. 
(b) After closeout of an award, a rela- 

tionship created under an award may 
be modified or ended in  whole or in  
par t  with the consent o f  the Federal 
awarding agency and the recipient, 
provided the responsibilities of the re- 
cipient referred to in paragraph (a) of 
this section, including those for prop- 
erty management as applicable, are 
considered and provisions made for 
continuing responsibilities of the re- 
cipient, as appropriate. 
[69 FR 26281, May 11, 2W4, as amended at 70 
FR 51081, Aug. 31, 20051 

$216.73 Collection of nmounts due. 
(a) Any funds paid to  a recipient in  

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

(1) Making an administrative offset 
against other requests for reimburse- 
ments. 

(2) Withholding advance payments 
otherwise due to the recipient. 

(3) Taking other action permitted by 
s ta tute .  

(b) Except as otherwise provided by 
law, the Federal awarding agency shall 

AlTACHMENT ..... e.......... 1 
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charge interest; 011 mi overdue debt in 
accordaiice with 4 CPR Chapter 11, 
“Federal Claims Collection Stand- 
ards.” 

APPENDIX A TO PART 2 1 S C O N T R A C T  
PROVISION s 

All contracts, awarded by a recipient in- 
cluding small purchases, shall contain the 
following provislons as applicable: 

1. Equal Employment Uppot’trr.tritg-AIl con- 
tracts shall contain a provision requiring 
compliance with E.O. 11246, “Equal Employ- 
ment Opportunity” (30 FR 12319, 12935, 3 
CFR, 1964-1965 Conip., p. 3391, as aniended by 
E.O. 11375, ”Amending Executlve Order 11246 
Relating to Equal Employment Oppor- 
tunity,” and  as supplemented by regulations 
a t  41 CFR par t  60, “Office of Federal Con- 
tract Compliance Programs, Equal Employ- 
ment Opportunity, Department of Labor.” 

2. Copelaird ”Anti-Kickback” Act (18 U.S.C. 
874 and 40 U.S.C. Z76c)-All contracts and sub- 
grants in excess of $2000 for construction or 
repair awarded by reciplents and subrecipi- 
ents shall include a provision for compliance 
with the Copeland ”Anti-Kickback” Act (18 
U.S.C. 874), as supplemented by Department 
of Labor regulatlons (29 CFR part 3, “Con- 
tractors and Subcontractors on Public Build- 
ing or Public Work Financed in Whole or in 
Part by Loans or Grants from the United 
States”). The Act provides that each con- 
tractor or subreclpient shall be prohibited 
from inducing, by any means, any person 
employed i n  the construction, completion, or 
repair of public work, to  give up any part of 
the compensation t o  which he is otherwise 
entitled. The recipient shall report all sus- 
pected or reported violations to the Federal 
awarding agency. 

3. Davis-Bacon Act, as amended (40 U.S.C. 
27Ga l o  a-7)-Wien required by Federal pro- 
gram legislation, all construction contracts 
awarded by the recipients and subrecipients 
of more than $2000 shall include a provision 
for compliance wlth the Davis-Bacon Act (40 
U.S.C. 276a t o  a-7) and as supplemented by 
Department of Labor regulations (29 CFR 
part 6, “Labor Standards Provisions Applica- 
ble to  Contracts Governing Federally Fi- 
nanced and Assisted Construction”). Under 
this Act, contractors sliall be required to  pay 
wages t o  laborers and meclianics a t  a rate 
not less Llian the minimum wages specified 
in a wage tletermlnation made by the Sec- 
retary of Labor .  In additlon, contractors 
sliall be recluired to pay wages not less than 
once a week. The recipient shall place a copy 
of Liie current prevailing wage determination 
Issued by the Department o i  Labor in each 
sollcitatlon and the award of a contract shall 
be conditioned upon the acceptance o l  the 
wage deterniinatlon. The reclpient shall re- 

Pt. 215, App. A 

port all suspected 01’ reported violations to 
the Federal awarding agency. 

4 .  Contracf Work Hotirs and Saletu Standards 
Act (4U U.S.C. 327-3331-Wliere applicable, all 
contracts awarded by recipients in excess of 
$2000 for construction contracts and in ex- 
cess of $2500 for other contracts tha t  involve 
the employment of mechanics or laborers 
shall include a provision for compliance with 
sections 102 and 107 of the Contract Work 
Hours a n d  Safety Standards A c t  (40 U.S.G. 
327-333), as supplemented by Department of 
Labor regulations (29 CFR part 5). Under sec- 
tion 102 of the Act, each contractor shall be 
requlred t o  compute the wages of every me- 
chanic and laborer on the basis of a standard 
work week of 40 hours. Work in excess of the 
standard work week is perrnlssible provided 
that the worker is compensated at a rate of 
not less than 1% times the basic rate of pay 
for all hours worked in excess of 40 hours in 
the work week. Section 107 of the Act is ap- 
plicable to  construction work and provides 
that no laborer or mechanic shall be required 
to work i n  surroundings or  under working 
conditions which are unsanitary, hazardous 
or dangerous. These requirements do not 
apply t o  the purchases of supplies or mate- 
rials or articles ordinarily available on the 
open market, or contracts for transportation 
or transmission of intelligence. 
5. Rights to inventions Made Under a Con- 

tract or Agreement-Contracts or agreements 
for the performance of experimental, devel- 
opmental, or research work shall provide for 
the rights of the Federal Government and 
the recipient In any resulting invention in 
accordance with 37 CFR part 401, “Rights to  
Inventions Made by Nonprofit Organizations 
and Small Business Firms Under Govern- 
ment Grants, Contracts and Cooperative 
Agreements,” and any implementing regula- 
tions issued by the awarding agency. 

6. Clean Ail- Act (42 U.S.C. 7401 et seg.) and 
the Federal Water Pollution Control Act (33 
U.S.C. 1251 et seq.). us atnended-Contracts 
and subgrants of amounts in excess of 
$100,000 shall contain a provision that re- 
quires the recipient to agree to comply with 
all applicable standards, orders or  regula- 
tlcns Issued pursuant t o  the Clean Air Act 
(42 U.S.C. 7401 el seq.) and the Federal Water 
Pollution Control Act as amended (33 U.S.C. 
1251 el seq.). Violations shall be reported to 
the Federal awarding agency and the Re- 
gional Office of the Environmental Protec- 
tion Agency (EPA). 

1. Bjjrd A?iti-LoDbyi?rg A7ncndineiil (31 U.S.C. 
135Z)-Contractors who apply or bid for an 
award of $100,000 01’ more shall file the re- 
quired certification. Each tIer certifies t o  
the tier above that i t  will not and has not 
used Federal appro~~riated funds t o  pay any 
person or organizatlon for influencing or at- 
~emptlng to influence an officer or employee 
of any agency, a member oi Congress, officer 
01’ employee of Congress, or an employee of a 
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member of Congress In connection wlth ob- 
talnlng any Federal contract, grant or any 
other award covered by 31 U.S.C. 1352. Each 
tier shall also disclose any lobbying with 
non-Federal funds that takes place in con- 
nectlon wlth obtaining any Federal award. 
Such disclosures are forwarded from tler t o  
tler up t o  the reciplent. 
0. Debarment and Suspenslon (E.0.s 12549 

and 12689hA contract award with an 
amount expected to equal or exceed $25,000 
and certaln other contract awards (see 2 CFR 
100.220) shall not be made to parties listed on 
the government-wlde Excluded Parties List 
System, In accordance wlth the OMB guide- 
llnos at 2 CFR part 180 that Implement E.0.s 
12549 (3 CFR, 1986 Comp., p. 169) and 12669 (3 
CFR, 1989 Comp., p. 235), “Debarment and 
Suspension.” The Excluded Parties Llst Sys- 
tem contains the names of partles debarred, 
suspended, or otherwise excluded by agen- 
cies, as well as partles declared Ineligible 
under statutory or regulatory authority 
other than E.O. 12549. 

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

PARTS 2 1 6-2 19 [RESERVED] 

PART 220-COST PRINCIPLES FOR 
EDUCATIONAL INSTITUTIONS 
(OM6 CIRCULAR A-21) 

Sec. 
220.5 Purpose. 
220.10 Scope. 

220.20 Applicability. 
220.25 OMB responsibilities. 
220.30 Federal agency responsibilltles. 
220.35 Effective date of changes. 
220.40 Relatlonship t o  previous Issuance. 
220.45 Informatlon contact. 

220.15 POllCY. 

APPENDLX A T O  PART 22@-PRINCIPLES FOR DE- 
TERMINING COSTS APPLICABLE TO GRANTS, 
CONTRACTS, AND OTHER AGREEMmNTS WITH 
EDUCATIONAL INSTITUTIONS 

AUTHORITY: 31 U.S.C. 503: 31 U.S.C. 1111: 41 
U.S.C. 405: Reorganization Plan No. 2 of 1970; 
L.O. 11541, 35 FR 10737, 3 CFR, 19661970, p. 
939. 

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

9: 220.6 Purpose. 
This pa r t  es tabl ishes  principles for 

determining costs  applicable to grants ,  
contracts, and o the r  agreements with 
educational i n s t i t u t ions .  

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

ti 220.10 Scope. 
The  principles in this p a r t  deal with 

t h e  subject of cost deterrnlnation, and 
m a k e  no a t t e m p t  to identify the cir- 
cumstances or dictate  the exten t  of 
agency and Inst i tut ional  participation 
in the financing of a par t icular  project. 
Provlsion for profit  or o ther  increment 
above cost is outside the scope of this 
pa r t .  

$220.16 Policy. 
The principles in this part are  de- 

signed to provide tha t  the Federal Gov- 
ernment bear its fair share  of total  
costs, determined in accordance with 
generally accepted accounting prin- 
ciples, except where restr ic ted or pro- 
hibited by law. Agencies are not ex- 
pected to place additional restrictions 
on individual items of cost. The suc- 
cessful application of cost accounting 
principles requires development of mu- 
tua l  understanding between represent- 
a t ives  of educational i n s t i t u t ions  and 
of the Federal Government  as to their  
scope, implementation, and interpreta- 
tion. 

5 220.20 Applicability. 
(a)  All Federal agencies that sponsor 

research and development, training, 
and o ther  work at educational insti tu- 
t ions shall  apply the provisions of Ap- 
pendix A to this part in  determining 
the  costs incurred for such work. The 
principles shall  also be used as a guide 
in the pricing of fixed price or lump 
sum agreements.  

(b) Each federal  agency that awards 
defense-related contracts to  a Feder- 
a l ly  Funded Research and Development 
Center (FFRDC) associated with an 
educational institution shall  require 
the FFRDC to comply with the  Cost 
Accounting S tandards  a n d  with the 
rules and regulations issued by the  
Cost Accounting S tandards  Board and 
set forth in 47 CFR p a r t  99. 

$ 220.26 OMB responsibilities. 
OMB is responsible for: 
(a)  Issuing and maintaining the guid- 

ance 1n this pa r t .  
(b) Interpret ing t h e  policy require- 

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





CIRCULAR 1\10. A-122  
He\7ised I4ay 10, 2004 

SUBJECT:  Cost Priiiciples for Non-Profi t Organizations 

1 .  Purpose. This Circular establishes principles f o r  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 (OMS) 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 i t s  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 01 matching s h a l l  not be accomplished through arbitrary 
limitations on individual cost elements by Federal agencies. Provision for 
profit or other increment above cost is outside the scope of this Circular. 

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

3 .  Applicability. 

a. These principles shall be used by all Federal agencies in determining 
the costs of work performed by non-profit organizations under grants, 
cooperative agreements, cost reimbuxsement contracts, and other contracts in 
which costs are used in pricing, administration, or settlement. A 1 1  of these 
instruments are heZeafter 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. A l l  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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i ? i  is not orqarl;zed prirnarii;y for profiz; and 

( , ' j !  uses i t s  net proceeds to marntain, inprove,  a n d o r  expand 
o p e r a t i o r i s .  For this purpose, the term "non-profit organization" excludes 
c o l l e g e s  and universities; (ii) hospitals; (iii) State, l o c a l ,  and federa? 
recognized Indian tribal governments; and (iv) those 
n o n - p r o f i t  organLzations which are excluded f rom coveraqe of th15 Cj-rcular 
accordance wi.th paragraph 5. 

b. Prior dpproval means securing the awarding dgency's permission in 
advance to incur cost for those items that are designated as requiring prior 
approval by the Circular. Generally this permission w l J l  be in writinq. Where 
an item of cost requiring prior approval is specified in the budget of an award, 
approval of the budget constitutes approval of tnat cosi 

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

6. Responsibilities. Agencies responsible for administering programs that 
involve awards to non-profit organizations shall implement the provisions of 
this Circular. Upon request, implementing instruction shall be furnished to 
OMB. Agencies sha l l .  designate a liaison o f f i c i a l  to serve as  the agency 
representative on matters relating to the implementation of this Circular. The 
name and title of such representative s h a l l  be furnished to OMB within 30 days 
of the date of this Circular. 

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

Attachment A - General Principles 

Attachment B - Selected Items of Cost 

Attachment C - Non-Profit Organizations Not Subject To This Circular 

8. Requests for exceptions. OME may grant exceptions to the requirements of 
this Circular when permissible under existing law. However, in the interest of 
achieving maximum uniformity, exceptions will be permitted only in highly 
u n u s u a l  circumstances. 

9. Effective Date. T h e  provisions of this Circular are effective immediately 
Implementation shall be phased in by incorporating the provisions into new 
awards made after the start of the organization's next iiscal year. For 
existing awards, the new principles may be applied . ~ f  an organization and the 
cognizant Federal agency agree. Earlier implementation, or a delay in 
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4 .  D i r e c t  allocation method 

5 .  Special indirect cos t  rates 

4 
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d .  He r e a s o n a b l e  f o r  t h e  pe r fo rmance  of the award arid Lie a:I.oc:c?r,ie 
l:tiei-eEa tirider t h e s e  p r i n c i p l e s .  

b .  Conform to a n y  L i r n j t a t i o n s  OL- excLusioas  SF:!: for ' ; i i  i n  t t i c s e  
p r i n c i p l e s  o r  i n  t h e  award d s  to t y p e s  o r  amount of cost  i t ems .  

d .  Be accorded  cori:;i s t e n t  treatment 

e .  B e  d e t e r m i n e d  in accordance  w i t h  generally accepted d c c o u n t i n g  
p r ~ n c i p l e s  ( G A A P ) .  

f. Not be i n c l u d e d  as  a c o s t  o r  used tc: meet c o s t  s h a r i n g  o r  
m a r c h i n g  requirements of a n y  o t n e r  f e d e r a l l y - f l n a n c e 3  ?rogram i n  ni:her t n e  
c u r r e n t  or a p r i o r  p e r i o d .  

9. Be a d e q u a t e l y  dDcumented. 

3 .  Reasonable c o s t s .  $1 cost i s  r e a s o c a b i e  i f ,  :n its r i a tu re  or amount, 
i t  does n o t  exceed t h a t  which would be i n c u r r e d  b y  a p r u d e n t  p e r s o n  u n d e r  t h e  
c i r c u m s t a n c e s  p r e v a i l i n g  a t  t h e  t ime t h e  d e c i s i o n  was made t o  i n c u r  t h e  cosCLs. 
T h e  question of  t h e  reasonableness  of  s p e c i f i c  cos t s  mcst be s c r u t i n i z e d  w l . t n  
p a r t i c u l a r  c a r e  i n  c o n n e c t i o n  w i t h  o r g a n i z a t i o n s  o r  s e p a r a t e  d i v i s i o n s  trierecjf 
w h i c h  r e c e i v e  t h e  p reponderance  of t h e i r  s u p p o r t  from awards made by Federal 
a g e n c i e s .  I n  d e t e r m i n i n g  t h e  r e a s o n a b l e n e s s  o f  a given c o s t ,  c o n s i d e r s t i o n  
s h a l l  be g.iven t o :  

a .  Whetner the  c o s t  i s  of a t y p e  g e n e r a l l y  r ecogn ized  a s  ord ,na ry  
and n e c e s s a r y  f o r  t h e  o p e r a t i o n  of rhe o r g a n i z a t i o n  or t he  performance of t h e  
award. 

, ( _ _  ,___-,.__ . .~ _... - ... ..-, -.- 'I '*.. 
.. . .E .-_.. _. 
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d .  S i g n i f i c a n t  d e v i a t i o n s  from the  e s t a b l i s h e d  p r a c t i c e s  of t h e  
o rgan iza t ion  w h I . c h  may u n j u s t i f i a b l y  i n c r e a s e  the  award c o s t s .  

4 .  A l locab le  costs 

a .  A cos t  i s  a l l o c a b l e  t o  a p a r t i c u l a r  c o s t  o b j e c t i v e ,  such 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 ,  or o t h e r  a c t i v i t y ,  i n  accordance wi th  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 Federa l  award i f  i t  i s  
t r e a t e d  c o n s i s t e n t l y  w i t h  o t h e r  c o s t s  i n c u r r e d  f o r  rhe  same purpose i n  l i k e  
ci rcumscances 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  both t h e  award and o t h e r  work and can be 
d i s t r i b u t e d  i n  r ea sonab le  p ropor t ion  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  necessa ry  t o  t h e  o v e r a l l  o p e r a t i o n  of t h e  o r g a n i z a t i o n ,  
a l though a d i r e c t  r e l a t i o n s h i p  t o  any p a r t i c u l a r  c o s t  o b j e c t i v e  c a n n o t  be shown. 

b .  Any 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 t h e s e  p r i n c i p l e s  may not  be s h i f t e d  t o  o t h e r  F e d e r a l  awards t o  overcome 
funding d e f i c i e n c i e s ,  o r  t o  avoid  r e s t r i c t i o n s  imposed b y  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 ,  o r  
r educ t ion  of expend i tu re s  which o p e r a t e  t o  o f f s e t  o r  reduce  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 rec t  o r  i n d i r e c t  c o s t s .  Typ ica l  examples  of such  
t r a n s a c t i o n s  a r e :  purchase d i s c o u n t s ,  r e b a t e s  or a l lowances ,  r e c o v e r i e s  o r  
indemni t i e s  on l o s s e s ,  i n su rance  r e f u n d s ,  and ad jus tmen t s  of overpayments  o r  
e r roneous  cha rges .  To t h e  e x t e n t  t h a t  s u c h  c r e d i t s  a c c r u i n g  o r  r e c e i v e d  by t h e  
o rgan iza t ion  r e l a t e  t o  a l lowab le  c o s t ,  they  s h a l l  be c r e d i t e d  t o  t h e  F e d e r a l  
Government e i t h e r  a s  a c o s t  r educ t ion  o r  cash  r e fund ,  a s  a p p r o p r i a t e .  

b .  I n  some i n s t a n c e s ,  t h e  amounts r e c e i v e d  from t h e  F e d e r a l  
Government t o  f i 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  shou ld  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 concept  of n e t t i n g  s u c h  c r e d i t  
items a g a i n s t  r e l a t e d  expend i tu re s  shou ld  be a p p l i e d  by t h e  o r g a n i z a t i o n  i n  
de te rmining  the  r a t e s  o r  amounts t o  be charged t o  Fede ra l  awards f o r  s e r v i c e s  
rendered whenever 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  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  who le  o r  i n  p a r t ,  by Fede ra l  f u n d s .  

c .  F o r  r u l e s  cover ing  program income (i.e., g r o s s  income e a r n e d  
from fede ra l ly - suppor t ed  a c t i v i t i e s )  s e e  Sec .  _ .  2 4  of O f f i c e  of Management arid 
Budget (OlvlE) C i r c u l a r  A-110, "Uniform A d m i n i s t r a t i v e  Requirements  f o r  G r a n t s  arid 
Agreements w i t h  I n s t i t u t i o n s  of Hjgher Educat ion ,  H o s p i t a l s ,  and Othe r  Non- 
P r o f i t  Organ iza t ions .  " 



7. C o n d J  t ional exemptions 

ii. 3ME authorizes conditional exemption from OME administrative 
requirements and cost principles circulars for c e r t a i n  Federal programs w~ th 
S t a t ut or i 1. y - a u thori zed consolidated planning and con sol i d a  ted adrr i ini  s t rat i ve 
funding, that are identified by a Federal agency and approved hy the head of 
the ExecutJve department or establishment. A Federal agency shall consul'; with 
OMR d u r i r i q  i t s  consideration of whether to grant such an exemption. 

b .  To promote e f f i c ~ e n c g  in S t a t e  and 2.ocal prOgrJm d d m i . a i . 5 L r a t J o n ,  
w h e n  Federal non-entitlement programs with zommon purposes have specific 
3 tatutorily-authorized consolidated planning and consolidated adminip" L rative 
funding and where most of the State agency's resources come from non-Federal 
SOUITC~S, Federal agencies may exempt these covered State-administered, non- 
enti-tlement grant programs from certain OMB grants management requirements. The 
exemptions would be from all but the allocability of costs provisions of OMB 
Circulars A-87 (Attachment A, subsection C. 3), "Cost Principles for S t a t e ,  
Local, and Indian Tribal Governments," A-21 (Section C, subpart 4 ) ,  "zest 
Principles for Educational InsEitutions, " and A-122 (Attachment A, subsection 
A. 4 1 , "Cost Principles for Non-Profit Organizations, " and from all of the 
admini strati ve requirements provisions of OMB Circular A-1 10, "Uniform 
Administrative Requirements f o r  Grants and Agreements w i t h  Institutions of 
Eigher Lclucation, Hospitals, and Other NoI?-?rofir, Orgariizatj.ons, ' I  and the 
agencies ' grants management common rule. 

c. When a Federal agency provides this flexibility, as a 
prerequisite to a State's exercising this option, a State must adopt its own 
written fiscal and administrative requirements for expending and accounting €or 
all f u n d s ,  which are consistent with the provisions of OMB Circular A-87, and 
extend such policies to all subrecipients. These fiscal and administrative 
requirements must be sufficiently specific to ensure that: funds are used in 
compliance w i t h  a l l  applicable Federal statutory and regulatory provisions, 
costs are reasonable and necessary f o r  operating these programs, and funds are 
not be used for general expenses required to carry out other responsibilities of 
a State or its subrecipients. 

B. Direct Costs 

1. Direct costs are those that can be identified specifically with a 
particular final cost objective, i.e., a particular award, project, service, or 
other direct activity of an organization. However, a cost may not be assigned 
to an award as a direct cost if any other cost incurred for the same purpose, in 
like circumstance, has been allocated to an award as an indirect cost. C o s t s  
identified specifically with awards are direct costs of the awards and are to be 
assigned directly thereto. Costs  identified specifically with other final cost 
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3 .  ' l ' l i ~  C ~ J S L  of c e r t a i n  activirr3e.s art .  iiot a l i o w a h J e  a s  cliai-yes to Fedt:-;J 
a w a r d s  ( s e e ,  f o r  e;:ample, fundra is i .ng  c o s t s  in parag!rapt! 1 7  o f  At tachment  E) . 
However, even though these  c o s t s  a r e  unal lowable f o r  purposes  of computii ig 
cha rges  t o  Federa l  a w a r d s ,  t hey  none the le s s  m u s t  be t r e a t e d  a s  d i r e c t  c o s t s  foi- 
purposes  of determining i n d i r e c t  c o s t  rates 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 ' s  i n d i r e c t  c o s t s  if t h e y  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  personnel ,  ( 2 )  occupy space ,  and ( 3 )  b e n e f i t  from 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 s .  

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

a .  Maintenance of  membership rolls, 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  func t ions .  

b .  Providing s e r v i c e s  and in fo rma t ion  t o  members, l e g i s l a t i v e  o r  
a d m i n i s z r a t i v e  bodies ,  o r  t h e  publ ic .  

c .  Promotion, lobbying ,  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  he ld  t o  conduct  che  
g e n e r a l  admin i s t r a t ion  of t h e  o r g a n i z a t i o n .  

e .  Maintenance, p r o t e c t i o n ,  and inves tmen t  of s p e c i a l  f u n d s  n o t  
used i n  ope ra t ion  of t he  o r g a n i z a t i o n .  

f .  Adminis t ra t ion  of group b e n e f i t s  on beha l f  of members o r  
c l i e n t s ,  i nc lud ing  l i f e  and h o s p i t a l  i n su rance ,  a n n u i t y  or  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  Cos ts  

1. I n d i r e c t  cos ts  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 be r e a d i l y  i d e n t i f i e d  w i t h  a p a r t i c u l a r  f i n a l  c o s t  
o b j e c t i v e .  Direct cost  of minor amounts may be t r e a t e d  a s  i n d i r e c t  c o s t s  under  
t h e  c o n d i t i o n s  descr ibed  i.n subparagraph 8.2. A f t e r  d i r e c t  c o s t s  have  been 
determined and assigned d i r e c t l y  t o  awards o r  o t h e r  work a s  a p p r o p r i a t e ,  
i n d i r e c t  c o s t s  a r e  those remaining t o  be a l l o c a t e d  t o  b e n e f i t i n g  c o s t  
o b j e c t i v e s .  A cos t  m a y  n o t  be a l l o c a t e d  t o  an award a s  an i n d i r e c t  c o s t  i f  any  
o t h e r  c o s t  i ncu r red  f o r  t h e  same purpose ,  i n  l i k e  c i r cums tances ,  h a s  been  
a s s igned  t o  an award a s  a d i r e c t  c o s t .  

2 .  Because of t he  d i v e r s e  c h a r a c t e r i s t i c s  and account ing  p r a c t i c e s  of 
non-p ro f i t  o rgan iza t ions ,  i t  i s  not p o s s i b l e  t o  s p e c i f y  t h e  types  of c o s t  w h i c h  
may be  c l a s s i f i e d  as  i n d i r e c t  c o s t  i n  a l l  s i t u a t i o n s .  However, t y p i c a l  examples  
of i n d i r e c t  c o s t  f o r  many non-p ro f i t  o r g a n i z a t i o n s  may inc lude  d e p r e c i a t i o n  o r  



', . irld., rect. cos t s  stia2.i be : : l & s ~ i ? ~ . e d  w1.::.1ri t w o  broad  caceaor  
~ " c e s "  d n d  " A d m i r l j . s t ~ a _ i 3 n . "  " F a c . 1 i t i e s "  LS defined a s  cieproz 

yse al-ioi.;arrces on bu i ld ings ,  equipment anc Z E I ? ~  c-.! ;mFrnvnment< i n t c r e s r  ori deb .  

ope:-ati .orrs and maintenance expenses .  "Adrnin is t ra t . io r i "  i s  de f ined  a s  general 
r ~ c h i r i ~ ~ t r d t i ~ r ~  a n d  general  expenses  such 2 s  t h e  d i r e c t o r ' s  o f f i c e ,  account inq ,  
p e r s o n n e l ,  l i b i - a ry  expenses and a l l  o the r  t ypes  o f  expendi tures  not 2~1sted 
.spec:if.i c a l 3 y  under one of t he  subca tegor i e s  of " F a c i l i t i e s "  ( i n c l u d i n g  c ross  
a l l o c a t j o n s  From other  pools, where a p p l i c a b l e ) .  See i n d i r e c t  cost  r a t e  
r e p o i - t j  rig requiremenLs in subparagraphs 3 . 2 . ~  arid D . 3 . g .  

3 ,c , . , L ) c ~  L- .- ;i::ed with c e r t a i n  b u i l d i n g s ,  equipment a : :~  c a p i t z l  improvementz, arid 

r J .  A 1  l . o c a t 1 o n  of Ind i r ec t  Cos t s  and Determinat ion of Ind i r ec t  Cost R a t e s  

I .  General 

a Where a non-p ro f l t  o r q a n i ? a t i o n  h d s  only one major f u n c t i o n ,  o r  
w h e r e  d l l  i t s  major func t ions  b e n e f i t  from i t s  i n d i r e c t  c o s t s  t o  approximately 
the  Same d e g r e e ,  the a l l o c a t i o n  of i n d i r e c t  c o s t s  and t h e  computation of an 
i rid2 rert cr,,st r a t e  may be dccomplished through s i m p l i f i e d  a l l o c a t i o n  procedures ,  
a s  d e s c r i b e d  i n  subparagraph 2 .  

h. Where an o r g a n i z a t i o n  has  s e v e r a l  major func t ions  whlch b e n e f i t  
from i t s  i n d i r e c t  c o s t s  i n  vary ing  degrees ,  a l l o c a t i o n  of i n d i r e c t  c o s t s  may 
r e q u i  re  tile accumulation of such c o s t s  i r l t o  s e p a r a t e  cost groupings which then 
a r e  a 3 l o c a t e d  i n d i v i d u a l l y  t o  b e n e f i t i n g  f u n c t i o n s  by means cf a base w h ~ c h   est 
measures  the  r e l a t i v e  degree  of b e n e f i t .  The i n d i r e c t  costs a l l o c a t e d  t o  each 
f u n c t i o n  a r e  t h e n  d i s t r i b u t e d  to i n d i v i d u a l  awards and 3 t h e r  a c t i v i t i e s  included 
-r '  t h a t  f u n c t i o n  ny means of  an  i n d i r e c t  cost r a t e ( s )  . 

c. The de te rmina t ion  of what constitutes an organization's m a j o r  
f u n c t i o n s  w i i i  depend or1 its purpose LE being;  t h e  types of s e r v i c e s  i t  r ende r s  
t o  t h e  p u b l i c ,  i t s  c l i e n t s ,  and i t s  members; and the amount of e f f o r t  it devotes  
t o  s u c h  a c t i v i t i e s  as  f u n d r a i s i n g ,  p u b l i c  i n fo rma t ion  and membership a c t i v i t i e s .  

d .  Spec i f i c  methods f o r  a l l o c a t i n g  i n d i r e c t  costs and computing 
i n d i r e c t  c o s t  r a t e s  along with t h e  c o n d i t i o n s  under  w h i c h  each  method should be 
used ;Ire d e s c r i b e d  i n  subparagraphs  2 through 5 .  

e .  Tne base p e r i o d  for t he  a l l o c a t i o n  of i n d i r e c t  c o s t s  i s  t h e  
p e r i o d  i n  w h i c h  such c o s t s  a r e  i n c u r r e d  and accumulated for allocation t o  work 
F e r f o r m e d  i n  t h a t  pe r iod .  
o r g a n i z a t i o n ' s  f i s c a l  year  b u t ,  i n  any e v e n t ,  s h a l l  be s o  s e l e c t e d  a s  t o  avoid 
i n e q u i t i e s  i n  t h e  a l l o c a t i o n  of t h e  c o s t s .  

The base  pe r iod  normal ly  should co inc ide  w i t h  the 

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

a .  Where an o r g a n i z a t i o n ' s  major f u n c t i o n s  b e n e f i t  from i t s  
i n d i r e c t  costs t o  approximately t h e  same degree ,  t h e  a l l o c a t i o n  o f  i n d i r e c t  
costs may be accomplished by (i) s e p a r a t i n g  t h e  o r g a n i z a t i o n ' s  t o t a l  costs for 
t h e  b a s e  p e r i o d  a s  e i t h e r  d i r e c t  o r  i n d i r e c t ,  and (ii) d i v i d i n g  the  t o t a l  
a l l o w a b l e  i n d i r e c t  c o s t s  ( n e t  of applicab1.e credi- ts)  b y  an e q u i t a b l e  
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b. Both the d i r e c t  costs and t l ie  i n d i r e c t  costs s h a l l  e x c l u d e  
c a p i t a J  expend i tu re s  and una l lowable  c o s t s .  However, unal lowable c o s t s  which 
r e p r e s e n t  a c t i v i t i e s  m u s t  be  inc luded  i n  t h e  d i r e c t  c o s t s  under t h e  c o n d i t i o n s  
desc r ibed  i n  subparagraph B .  3 .  

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

d .  Except w h e r e  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  acco rdance  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  developed 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 .  I f  a s p e c i a l  r a t e ( s )  i s  r e q u i r e d ,  
a p p r o p r i a t e  mod i f i ca t ions  s h a l l  be made i n  o r d e r  t o  deve lop  the  s p e c i a l  r a t e ( s )  . 

e .  For an o r g a n i z a t i o n  t h a t  r e c e i v e s  more t h a n  $10 million i n  
Federa l  funding  o f  d i r e c t  c o s t s  i n  a f i s c a l  y e a r ,  a b reakou t  of t h e  i n d i r e c t  
c o s t  component i n t o  t w o  broad c a t e g o r i e s ,  F a c i l i t i e s  and Admin i s t r a t ion  a s  
de f ined  i n  subparagraph C . 3 ,  i s  r equ i r ed :  The r a t e  i n  each case shall be s t a t e d  
as the  percentage '  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  o r  Admin i s t r a t ion )  is of t h e  d i s t r i b u t i o n  base i d e n t i f i e d  with 
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  b a s e  method 

a .  General .  Where an o r g a n i z a t i o n ' s  i n d i r e c t  c o s t s  b e n e f i t  i t s  
major f u n c t i o n s  i n  varying 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 accumula ted  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  subparagraph  b. Each g roup ing  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  bases  by c o s t  pool 
a r e  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 .  Cos t  g roup ings -  s h a l l  be 
e s t a b l i s h e d  s o  a s  t o  permit  t h e  a l l o c a t i o n  of each grouping  on t h e  basis o f  
b e n e f i t s  p rovided  t o  the  major  f u n c t i o n s .  Each g roup ing  s h a l l  c o n s t i t u t e  a pool 
of expenses  t h a t  a r e  of l i k e  c h a r a c t e r  i n  t e rms  of  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  whicl-i 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 road  c a t e g o r i e s :  
" F a c i l i t i e s "  and "Adminis t ra t ion ,  " a s  desc r ibed  i n  subparagrapt i  C .  3 .  The 
i n d i r e c t  c o s t  pools  a r e  d e f i n e d  a s  follows: 

( 3 )  Deprec ia t ion  and use  a l lowances .  The expenses  under  t h i s  
heading a r e  t h e  po r t lon  of t h e  c o s t s  of t h e  o r g a n i z a t i o n ' s  b u i l d i n g s ,  c a p i t a l  
improvements t o  l a n d  and  b u i l d i n g s ,  arid equipment which a r e  computed i n  
accordance w i t h  paragraph 11 of Attachment B [ " D e p r e c i a t i o n  and use  
a l lowances" ) .  

. .,. . .  , . . . .  
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: 3 1  0pe ra t i . on  arid ~ ~ ~ . ~ . r ! ~ ~ e r ' , ~ ~ r ~ ~ : ~  expenses Tn5 expenses  UI-ICIC.I- 

: i l A < ,  h2adL:iy ar t '  ::lese t h a t  have  heeri ..!icur:-;.d f o r  t n e  ad?unis:rzrion, 
1 t - J  0 5 ,  rriaLntenarize, p:-eservarJ.oi-!, r n d  p;:ot_ectior! of the orgaf i iza t ior i ' s  

:?h)?'; I ::a1 pi .dnt .  They inc lude  expense: r ior rna l :  j' :nz7;rzed f o r  such izems as: 
!a:i I : .orir~.L arid u t i i i t y  services, r c :pa .  - 5  and  :)l-cI~ria;y o r  normal a l t s r s t i m s  of 
nu. i , -li .ngs, F u r n i t u r e  and equipment;  c r i : - e  of  qrounds;  maintenance an3 o?erat!.ori 
af i - ) u L l d i r i a s  and o t h e r  p l a n t  f a c i l i t i - s ;  s e c u r i t y ;  earthquake and d i s a s t e r  
p r e p a r e d  n e s s ; environment a 1 s a  f e t y ; ha  2 a r dou s was t e d i s po s a 1 ; p r ope r t y , 
LiablL1 t y  and  o t h e r  insurance  r e l a t i n g  t o  p r o p e r t y ;  space and capital l e a s i r i q ;  
f a c  11 I t:y p j .anr i i~ng  and management; and, c e n t r a l  r ece iv ing .  The ope ra t ion  and 
m a l  in::ensnce expenses ca t egory  s h a l l  a l s o  i n c l u d e  -t.s a l l o c a b l e  sha re  oE t r i n g e  
berie!'i t. costs, d e p r e c i a t i o n  and u s e  a l lowances ,  a n d  . interest  c o s t s .  

( 4 )  General admin i s t r a t ion  and genera l  expenses .  T h e  experises 
u n d e r  t k 1 j . s  headj.ng a r e  those  t h a t  have been i n c u r r e d  f o r  t h e  o v e r a l l  general  
executive and a d m i n i s t r a t i v e  offices of the  o rgan iza t ion  and o t h e r  expenses of a 
general n a t u r e  which do not  r e l a t e  solely t o  any major func t ion  of the  
orqanization. T h i s  ca t egory  s h a l l  a l s o  i n c l u d e  i t s  a l locab le  s h a r e  of frir iqe 
b e n e f i t  c o s t s ,  ope ra t ion  and maintenance expense,  dep rec i a t ion  and use 
a l l o w a n c e s ,  and i n t e r e s t  c o s t s .  Exampies o f  t h i s  cateqory i n c l u d e  c e n t r a l  
o f f ] - c e s ,  s u c h  a s  t he  d i r e c t o r ' s  o f f i c e ,  t he  o f f i c e  of f inance,  bus iness  
s e r v i c e s ,  budget and p l ann ing ,  personnel ,  s a f e t y  and risk management, genera l  
counsel, management informat ion  systems,  and l i b r a r y  cos t s .  

I n  d e v e l o p i n g  t h i s  c o s t  pool ,  s p e c i a l  c a r e  should be exercised t o  ensure  t h a t  
costs i n c u r r e d  fo 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  a s  e i t n e r  d i r e c t  or i n d i z e c t  c o s t s .  For example, s a l a r i e s  of 
t e c h n j . c a l  s t a f f ,  p r o j e c t  s u p p l i e s ,  p r o j e c t  p u b l i c a t i o n ,  te lephone t o l l  charges ,  
computer  c o s t s ,  t r a v e l  c o s t s ,  and s p e c i a l i z e d  s e r v i c e s  cos ts  s h a l l  be t r e a t e d  a s  
di:-ecL c o s t s  wherever i d n n t i f i a b l e  ro a p a r t i c u l a r  program. The s a l a r i e s  and 
wages of a d m i n i s t r a t i v e  and pooled c l e r i c a l  s t a f f  should normally 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 rec t  charg ing  o f  these  c o s t s  may be appropr i a t e  where a majsr 
p r o j e c t  or a c t i v i t y  e x p l i c i t l y  requires and budgets  for a d m i n i s t r a t i v e  o r  
c l e r i c a l  s e r v i c e s  and o t h e r  i n d i v i d u a l s  i nvo lved  can be i d e n t i f i e d  w i t h  the  
p rogram o r  a c t i v i t y .  I tems s u c h  a s  o f f i c e  s u p p l i e s ,  postage,  l o c a l  te lephone 
c o s t s ,  p e r i o d i c a l s  and memberships should normal ly  be t r e a t e d  as i n d i r e c t  c o s t s .  

c .  A l loca t ion  bases .  Actual c o n d i t i o n s  s h a l l  be  taken  i n t o  account 
in s e l 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 o  
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  t h e  pool of c o s t s  t o  cos t  
o b j e c t i v e s  in accorda-nce w i t h  b e n e f i t s  d e r i v e d ;  a t r aceab le  cause  and e f f e c t  
r e l a t i o n s h i p ;  o r  l o g i c  and reason ,  where n e i t h e r  t h e  cause nor  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  de te rminab le .  When a n  a l l o c a t i o n  can  be made by assignment of  a 
c o s t  g roup ing  d i r e c t l y  t o  t h e  func t ion  b e n e f i t e d ,  t h e  a l l o c a t i o n  s h a l l  be made 
i n  t h a t  manner.  When t he  expenses  i n  a c o s t  g rouping  a re  more gene ra l  i n  na tu re ,  
t h e  a l l o c a t i o n  s h a l l  be made through the  u s e  of a s e l ec t ed  base  which produces 
r e s u l t s  t h a t  a r e  e q u i t a b l e  t o  both the  Fede ra l  Government and t h e  o rgan iza t ion .  
The d i s t r i b u t i o n  s h a l l  be made i n  accordance w i t h  t h e  bases d e s c r i b e d  here in  
u n l e s s  i t  can be demonst ra ted  t h a t  t he  use  of a d i f f e r e n t  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  that a more r e a d i l y  a v a i l a b l e  base 
w o u l d  n o t  i n c r e a s e  t h e  c o s t s  charged t o  sponsored  awards. The r e s u l t s  of 
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( = I )  Dep rec i a t ion  or use  d l l o w a r i c e s  011 I , u i i d i r i q c  used 
e x c l u s i v e l y  i i i  the cor iduc~  of a s i n g l e  fu i l c t ion ,  a n d  o n  cap]  t a l  i~~ip i -~vei i in r i t s  and 
equiprrerlL u s e d  I n  such b u i l d i n q s ,  shall Jbe a s s ~ y r i e d  i o  t i i a t  f u n c t i o n .  

(b) Deprec ia t ion  01 use  a l lowances on b u i l d i n g s  u s p d  f o i  
more than  one func t ion ,  and on c a p i t a l  impaovements and equipment used i n  such 
bQildinqs, 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  furrct lons performed i n  each 
b u i l d i n g  on the  b a s j s  of u s a b l e  square f ee t  of space ,  excluding common a r e a s ,  
s u c h  a s  ha l lways ,  s t a i r w e l l s ,  and r e s t rooms .  

( c )  Deprec ia t ion  or use al 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 func t ion  ( a s  determined by t h e  users  
of t h e  space )  s h a l l  be t r e a t e d  a s  f o l l o w s .  The c o s t  of each j o i n t l y  used  u n i t  
of space  s h a l l  be a l l o c a t e d  t o  t h e  b e n e f i t t i n g  f u n c t i o n s  o n  t he  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  o r  s a l a r i e s  and wages of t h o s e  i n d i v i d u a l  f u n c t i o n s  
b e n e f i t t i n g  from the use of t h a t  space ;  o r  

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

( d )  Deprec ia t ion  o r  u s e  a l lowances  on c e r t a i n  c a p i t a l  
improvements t o  land,  such as  paved pa rk ing  a r e a s ,  f e n c e s ,  s idewa lks ,  and t h e  
l i k e ,  n o t  inc 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 a l l  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 r 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  same 
manner a s  t h e  dep rec i a t ion  o r  u se  a l lowances  on t h e  b u i l d i n g s ,  equipment  and 
c a p i t a l  equipments t o  which t h e  i n t e r e s t  r e l a t e s .  

( 3 )  Opera t ion  and maintenance expenses .  Opera t ion  and 
maintenance expenses shall 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 u s e  a l lowances .  

( 4 )  General  a d m i n i s t r a t i o n  and gene ra l  expenses .  Gene ra l  
a d m i n i s t r a t i o n  arid general  expenses  s h a l l  be a l l o c a t e d  t o  b e n e f i t t i n g  f u n c t i o n s  
based on modified t o t a l  d i r e c t  c o s t s  (MTDC),  a s  d e s c r i b e d  i n  subpa rag raph  D . 3 . f .  
The  expenses  included i n  this 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 rganiza t ion  t o  which t h e y  r ende 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 .  
T h e  aggrega te  expenses of each group s h a l l  then  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 o n  MTDC. 

d .  Order of 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  cor i s i s t i i ig  of d e p r e c i a t i o n  and 
use  a l lowances ,  i n t e r e s t ,  o p e r a t i o n  and maintenance,  and gene ra l  aclrr~inistr-aLion 
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e .  Rppl ica t i~on  oi i n d i r e c t  cos t  r a t e  o r  ra tes .  Except wnerc a 
s p e c i a l  i n d i r e c t   COS^ r a t e  ( s )  is req!:ired i n  accordance w i t h  subparagraph D. 5 ,  
t h e  s e p a r a t e  groupLngs o r  I n d i : : e c t  costs allozated t o  each ma3or func t ion  shsl! 
be a g g r e g a t e d  a.nd t r e a t e d  a s  a common pool far that f u n c t i o n .  T h e  c o s t s  in i h e  
common pool  s h a l l  then be d i s t r i b u t e d  t o  i n d i v l d u a l  awards inc luded  in t h a t  
t u n c t i o n  by use  of a s i n g l e  ind i rec :  c o s t  r a t e .  

f .  D i s t r i b u t i o n  b a s i s ,  I n d i r e c t  c o s t s  sha l l  he d i s t r i b u t e d  t3  
appl j .cah1.e  sponsored awards and o t h e r  b e n e f i t t i n g  ac t iv i - t i e s  w ~ . t h i n  each major 
f u n c t i o n  on the  b a s i s  of MTDC. MTDC c o n s i s t s  of  a l l  s a l a r i e s  and wages, f r i n g e  
b e n e f i t s ,  mat -er ia 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 subgrsncs and 
s u b c o n t r a c t s  up t o  the  f i r s t  $ 2 5 , 0 0 0  of e a c h  subgran t  o r  subcon t rac t  ( r e g a r d l e s s  
o f  t h e  pe r sod  covered by the  subgrant  o r  s u b c o n t r a c t ) .  Equipment, c a p i z a l  
e x p e n d i t u r e s ,  charges  f o r  p a t i e n t  c a r e ,  r e n t a l  c o s t s  and t h e  p o r t i o n  i n  excess  
of  $ 2 5 ,  0 0 0  s h a l l  be excluded from MTDC. P a r t i c i p a n t  support c a s t s  s h a l l  
g e n e r a l l y  be excluded from MTDC. Orher i t ems  may o n l y  bo exciuded when the  
F e d e r a l  c o s t  cognizant  agency de termines  t h a t  an exclusion is n o c e z s a r y  t o  a v o i d  
a serious i n e q u i t y  in t h e  d i s t r i b u t i o n  of i n d i r e c t  cos t s .  

g .  Ind iv idua 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  cost pool  developed. The r a t e  i n  each 
c a s e  shall be s t a t e d  a s  t he  percentage  which t h e  amount o f  t h e  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  base i d e n t i f i e d  w i t h  t h a t  wool. F.ach 
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  de t e rmina t ion  agreement s h a l l  i nc lude  
development  of t h e  r a t e  for each i n d i r e c t  cos t  pool a s  w e l l  as the o v e r a l l  
i n d i r e c t  c o s t  r a t e .  The i n d i r e c t  c o s t  pools  s h a l l  be c l a s s i f i e d  wi th in  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 ,  'I as descr ibed  i n  
s u b p a r a g r a p h  C . 3 .  

4. Direc t  a l l o c a t i o n  method. 

a .  Some non-p ro f i t  o r g a n i z a t i o n s  t r e a t  a l l  c o s t s  as d i r e c t  c o s t s  
except g e n e r a l  a d m i n i s t r a t i o n  and qenera l  expenses .  These o r g a n i z a t i o n s  
g e n e r a l l y  s e p a r a t e  t h e i r  c o s t s  i n t o  t h r e e  b a s i c  ca t egor i e s :  ( i )  General 
a d m i n i s t r a t i o n  and gene ra l  expenses ,  ( i i )  f u n d r a i s i n g ,  and [iii) o t h e r  d i r e c t  
f u n c t i o n s  ( i n c l u d i n g  p r o j e c t s  performed under  F e d e r a l  awards)  . Joint cos t s ,  
such  a s  d e p r e c i a t i o n ,  r e n t a l  costs, 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 t h e  l i k e  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  
each  category and to each award o t h e r  a c t i v i t y  u s i n g  a base 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  be ing  p r o r a t e d .  

b This  method i s  accep tab le ,  p r o v i d e d  each l o i n t  c o s t  is pro ra t ed  
u s i n g  a base which a c c u r a t e l y  measures t h e  b e n e f i t s  provided t o  each award o r  

1 F 
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c .  Under C r i i s  rrietliod, . ~ l i d i r e c t  C O S L S  cons l~ : l :  5 ! c c l u s i v e ~ y  of y o i i e i 6 1  
a d m i n i s t r a t i o n  and yerieral e;:penses. 111 all o t h e r  respeci;s, the o ryan iz ; t i on  ' 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 r i  t he  same rnanrier a s  t h a t  d e s c r i b e d  i n  
subparagraph 2 .  

5 .  Spec ia 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 rgan iza t ion  01- f o r  each major f u n c t i o n  of  
t h e  o r g a n i z a t i o n  may  not be  a p p r o p r i a t e ,  s i n c e  it would not  t a k e  i n t o  account  
t hose  d i f f e r e n t  f a c t o r s  which may s u b s t a n t i a l l y  a f f e c t  t h e  i n d i r e c t  c o s t s  
a p p l i c a b l e  t o  a p a r t i c u l a r  segment of work. For t h i s  purpose ,  a p a r t i c u l a r  
segment of work may be t h a t  performed under a s i n g l e  award o r  it m a y  c o n s i s t  of 
work under a group of awards performed i n  a common environment .  These f a c t o r s  
may i n c l u d e  the  phys ica l  l o c a t i o n  of t h e  work, t h e  l e v e l  of a d m i n i s t r a t i v e  
suppor t  r equ i r ed ,  t h e  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  involved ,  t h e  o r g a n i z a c i o n a l  
a r rangements  used, o r  any combinat ion t h e r e o f .  When a p a r t i c u l a r  segment of  
work i s  performed i n  a n  environment which appears  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  should  be made f o r  a s e p a r a t e  
i n d i r e c t  c o s t  pool  a p p l i c a b l e  t o  such work. The s e p a r a t e  i n d i r e c t  c o s t  pool 
should  be developed dur 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  cos t  r a t e  r e s u l t i n g  theref rom should  be used, p r o v i d e d  i t  i s  
determined t h a t  ( i) rhe r a t e  d i f f e r s  s i g n i f i c a n t l y  from t h a t  which would have 
been o b t a i n e d  under subparagraphs  2 ,  3 ,  and 4 ,  and (ii) 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 .  

I /  

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

1. D e f i n i t i o n s .  P.s used  i n  c h i s  s e c t i o n ,  t h e  fo l lowing  t e r m s  have t h e  
meanings s e t  
f o r t h  below: 

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

b .  Predetermined r a t e  means an i n d i r e c t  c o s t  r a t e ,  a p p l i c a b l e  t o  a 
s p e c i f i e d  cu r ren t  or f u t u r e  pe.r iod,  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 a n  e s t i m a t e  of t h e  c o s t s  to be i n c u r r e d  du r ing  t h e  p e r i o d .  A 
predetermi-ned r a t e  i s  n o t  s u b j e c t  t o  ad jus tmen 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 termined  r a t e ,  except  t h a t  t h e  d i f f e r e n c e  between t h e  
e s t ima ted  c o s t s  and t h e  a c t u a l  c o s t s  of t he  p e r i o d  covered  by t h e  r a t e  is 
c a r r i e d  forward as an ad jus tment  t o  t h e  r a t e  computat ion of a subsequen t  p e r i o d  

d .  F ina l  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  
pas t  p e r i o d  which i s  based on t h e  a c t u a l  c o s t s  of t h e  p e r i o d .  A f i n a l  r a t e  i s  
riot s u b j e c t  t o  ad jus tment .  
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(3. Cost  o b j e c t i v e  ITF~JES a f u n c t i o n ,  o rgan iza r iona l  s u b d i . v i ~ i ~ i i ,  
c o n t r d c t ,  c j r a n t ,  o r  o the r  w o r k  L J R ! ~  f o r  which c o s t  da t a  are d e s i r e d  a n d  for 
which p r o v J . s i o n  i s  made t o  accumuLate and measure t h e  cos: 3 f  processes, 
P J - O ] P C ~ S ,  jobs arid c a p i t a l i z e d  p r s j e c t s .  

2 .  Negot ia t ion  and approval  of r a t e s  

a .  U n l e s s  d i f f e r e n t  arrangements a r e  agreed to b y  t he  agencies 
c o n c e r n e d ,  t he  Federa l  agency w i t h  t he  Largest  d o l l a r  value o f  awards w i t h  an 
o r g a n i z a t i o n  w i l l  be des igna ted  a s  the coqn izan t  agency for  t h e  nego t i a t ion  and 
a p p r o v a l  o f  t h e  i n d i r e c t  c o s t  r a t e s  and, where necessa ry ,  o t h e r  r a t e s  s u c h  a s  
frinqe b e n e f i t  and computer charge-out  r a t e s .  Once an agency IS assigned 
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-p ro f i t  o r g a n i z a t i o n ,  the assignment  w i l l  not be 
changed  u n l e s s  t h e r e  is  a major long-term s h i f t  i n  t h e  d o l l a r  volume of the 
Federal .  awards t o  t h e  o r g a n i z a t i o n .  A i l  concerned  Federal agenc ie s  s h a l l  be 
gJ.ven 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 
ra t . e  h a s  been ag reed  upon ,  i t  w i l l  be accepted  by a l l  Federal agenc ie s .  When a 
F e d e r a l  agency has  reason t o  b e l i e v e  t h a t  s p e c i a l  opera t ing  f a c t o r s  a f f e c t i n g  
i t s  awards n e c e s s i t a t e  s p e c i a l  i n d i r e c t  c o s t  r a t e s  i n  accordance w i c h  
s u b p a r a g r a p h  D.5, i t  w i l l ,  p r i o r  t o  the  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  agency.  

b .  A non-prof i t  3 rgan iza t ion  which h a s  not prev ious ly  e s t ab l i shed  
a n  i n d i r e c t  c o s t  r a t e  w i t h  a Tocieral agency s h a l l  s u b m i t  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  i m r e d i a t e l y  a f t e r  t he  o r g a n i z a t i o n  i s  advised t h a t  an award w i l l  
be  made and ,  i n  no even t ,  l a t e r  than th ree  mon ths  a f t e r  the e f f e c t i v e  date  of  
t h e  award .  

c .  Organ iza t ions  ; 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  cost 
x a t o s  m u s t  submit 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 n i n  
s i x  months a f t e r  t h e  c l o s e  of each f i s c a l  y- e a r .  

d .  A p rede termined  r a t e  may be  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 su rance ,  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 ro jec t ion  
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  based 
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 nego t i a t ed  w h e r e  predetermined r a t e s  a r e  not 
c o n s i d e r e d  a p p r o p r i a t e .  A f i x e d  rate, however, s h a l l  not  be n e g o t i a t e d  i f  (i) 
all or  a s u b s t a n t i a l  p o r t i o n  of  t h e  o r g a n i z a t i o n ' s  awards a r e  expected t o  exp i r e  
b e f o r e  t h e  car ry- forward  ad jus tment  can be made; (ii) the m i x  of Federal  and 
non-Fede ra l  work a t  the  o r g a n i z a t i o n  is t oo  e r r a t i c  t o  permit an equ i t ab ie  
ca r ry - fo rward  ad jus tment ;  o r  (iii) t h e  o r g a n i z a t i o n ' s  opera t ions  f l u c t u a t e  
s i g n i f i c a n t l y  from year  t o  y e a r .  

f .  Provisional and f i n a l  r a t e s  s h a l l  be negot ia ted  where ne i the r  



i .  To t h e  e x t e n t  that problems a r e  encountered among t h e  Federal 
agenc ie s  i n  conriectiort w i t t i  t h e  n e g o t i a t i o n  arid approval  p rocess ,  OMB w ~ l l  l e n d  
assistance a s  requi red  LO r e s o l v e  s u c h  problems i n  a t imely m a n n e r .  
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28. 

Fidvertising dnd Duhli2 : e l a - , ? - o n s  c o s t s  
kdvi sory councils 
A i co ti o 1 i c beverage s 
A u d i  t costs and related servj.c:os 
B a d  debts 
Bondi rig costs 
C ommu ri i c a t I o c o 3 t s 
Compensation for p e r s o n a l  : i e ~ v i  c e s  
Contingency provisions 
Defense and prosecution 0: c r i m : n ; l l  and c i i ‘ i  I n ~ o < ; e X ~ l n c s ,  c! . i i lmS,  a p p e 2 l s  
and patent infringement 
Depreciation and use d l l o W J f l C e 5  

Donat] ons and coritribui i o n s  
Employee morale, health, &rid we; i d r e  co5 f .s  
En te r t- a inmen t costs 
Equipment and other cap.1 tal. expencli:ure:i 
Fines and penaltj-es 
Fund raising and invesrment management c o s t s  
Gains and l o s s e s  on depreciable assezs  
Goods or services for pnrsonal u s e  
Housing and personal  1iv;ng exp,.. 0n.se.s 
Idle facilities and idle capacity 
Insurance and indemnification 
Interest 
Labor relations costs 
Lobby in g 
Losses  on other sponsored agreements or zontracts 
Maintenance and z e p a i ~  costs 
I q a t e r i a l s  and supp l i e r ;  E s s t S  

Meetings and conferences 
Memberships, subscriptions, and prafessional ~ c t i ~ i c y  costs 
Organization cos~s 
Page  charges in professional journals 
Participant support costs 
Patent costs 
P l a n t  and  homeland securit.y costs 
Pre-agreement c o s t s  
P r o f  e ss i onal s D r vi ces  costs 
Publication and printing costs 
Rearrangement and alteration costs 
Reconversion costs 
Recruiting costs 
R e l o c a t i o n  costs 
Rental costs of buildings and equipment 
Royalties and other costs for use of p a t e n L s  and c o p y r i g h t r ,  
S e l l i n g  and marketing 
Specialized service facilities 
Taxes 
Termination costs applicable ‘to sponsored agreements 
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a .  T h e  !-.erm adver : : s inq  cos t s  means t h e  costs  o f  a d v e z t i s i n g  medid arid 
c 3 r o l l a r y  a d n i i n i s t r a t i . v e  c o s t s .  k d v e r t i  s i n g  media : nc l i ide  magazine.-; ,  
n e w s p a p e r s ,  r a d i o  arid t e l e v ~ s i o n ,  direct m a l l ,  e x h i 5 1  ' c s ,  electronic o r  computer 
t r a n s m i  : t a l  s ,  a n d  t.he 1 1  I.,?. 

b .  The term p u b i i c  r e l a t i o n s  1.ncl.iides cornrnuui t y  r e l a t J o r i s  and  means t h r i s t -  
a c t i v i t i e s  d e d i c a t e d  t o  m a i n t a i n i n g  the image o f  the  r i o n - p r o f i t  organ)  : :a t ion  01- 
m a i r i t a . L n i n g  or promoting u n d e r s t a n d i n g  a n d  f a v o r a b l e  r e l a t i o n s  Nj. t t i  the 
commurii.ty o r  pub i . l c  a t  large or  a n y  segmenr of t h e  pub1i. i .  

c .  The o n l y  a l l o w a b l e  a d v e r t i s i n p  m s t s  a r e  t h o s e  which a r e  sciely f o r :  

(1) The r e c r u i t m e n t  of  p e r s o n n e l  r e q u i r e d  for t h e  pe r fo rmance  by che 
n o n - p r o f i t  o r g a n i z a t i o n  of  o b l i g a t i o n s  a r i s i n q  u n d e r  a Federa l  award ( S e e  a l so  
A t t a c h m e n t  B ,  p a r a g r a p h  4i, R e c r u i t i n g  ccs t s ,  a n d  pa rag raph  4 2 ,  R e l o c a t i o n  
C O S k S )  ; 

(2) T h e  p rocuremen t  of uoods and  s e r v i c e s  f o r  t h e  p e r f o r m r i c e  of a 
F e d e r a l  award ;  

( 3 )  The d i S p o S d ~  of s c r a p  o r  s u r p l u s  m a t e r i a i s  d c q u i r e d  i n  :ne 
p e r f o r m a n c e  o f  a F e d e r a l  dwara e x c e p t  when r ior l -prof i t  o r ; a n , z a r i o n s  arc- 
r e i m b u r s e d  f o r  disposal c o s t s  a t  a p r e d e t e r m i n e d  amount ,  or 

( 4 )  0:her spezicic p u r p o s e s  n e c e s s a r y  t o  meet t h e  r e q u i r e m e n t s  of 
t h e  F e d e z a l  award .  

d. T h e  o n 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 o s t s  a r e :  

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

( 2 )  Costs of communica t ing  w i t h  the p u b l i c  and press p e r t a i n i n g  t o  
s p e c i f i c  a c t i v i t i e s  o r  accompl i shmen t s  which r e s u l t  f ron i  pe r fo rmance  of Fede ra l  
a w a r d s  ( t h e s e  costs a r e  c o n s r d e r e d  n e c e s s a r y  a s  p a r t  of t h e  o u t r e a c h  e f f o r t  f o r  
the F e d e r a l  a w a r d ) ;  o r  

( 3 )  C o s t s  of c o n d u c t i n g  g e n e r a l  l i a , s o n  w i t h  neb's meciia a n d  
g o v e r n m e n t  p u b l i c  r e l a t i o n s  o f f i c e r s ,  t o  t h e  e x t e n t  that such  a c t i v i t i e s  a r e  
l i m i t e d  to communica t ion  a n d  l i a i s o n  n e c e s s a r y  k e e p  t h e  p u b l i c  ir ,formed on 
m a t t e r s  of p u b l i c  c o n c e r n ,  s u c h  a s  notices 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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( 1 )  A11 a d v e r t ~ . s i n g  and p u b l i c  r e l a r i o n s  coscs  o t h e r  tiian as 
sppcified i n  subparagraphs c ,  d ,  and e ;  

(2) Costs of mee t ings ,  convent ions,  convocat ions ,  or  o t h e r  e v e n t s  
r e l a t e d  to o t h e r  a c t i v i t i e s  of t h e  noi t -prof i t  o r g a n i z a t i o n ,  i n c l u d i n g :  

(a) C o s t s  of d i s p l a y s ,  demonstl-ations,  and e x h i b i t s ;  

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

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

( 3 )  COSLS of  p romot iona l  i t e m s  and memorabilia,  i n c l u d i n g  mode l s ,  
g i f t s ,  and souveni rs ;  

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

2 .  Advisory Counci ls  

C o s t s  i n c u r r e d  by advisory c o u n c i l s  o r  committees a r e  a l lowab le  as a d i r e c t  c o s t  
where au tho r i zed  by the  Fede ra l  awarding agency o r  as an i n d i r e c t  c o s t  where 
a l l o c a b l e  t o  Federal  awards. 

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

4 .  Audi t  costs and r e l a t e d  s e r v i c e s  

a The c o s t s  of a u d i t s  r equ i r ed  b y  , and performed i n  accordance wi th ,  t h e  
S i n g l e  Audit A c t ,  a s  implemented by  C i r c u l a r  P.-133, "Audits of S t a t e s ,  L o c a l  
Governments, and Non-Profit Organ iza t ions"  a r e  a l l o w a b l e .  Also s e e  31 USC 
7505(b)  and s e c t i o n  230 ("Audit  Cos ts" )  of C i r c u l a r  A-133. 

b .  Other  aud.it costs a r e  a l l o w a b l e  i f  i nc luded  i n  an i n d i r e z t  cost r a t e  
p roposa l ,  or  i f  s p e c i f i c a l l y  approved by t h e  awarding agency a s  a d i r e c t  cost t o  
an award. 

e .  The cos t  of agreed-upon p rocedures  engagements t o  monitor s u b r e c i p i e n t s  who 
a r e  exempted from k-133 under  s e c t i o n  200(d) a re  allowable, s u b j e c t  t o  t h e  
cond. i t ions l i s t e d  i n  A - 3 3 3 ,  s e c t i o n  230 ( b )  (2). 
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b. Costs of bonding r e q u r r e d  pursuant  t o  t h e  terms of t h e  swdrd  a r e  
allowatle. 

c .  Costs  of bonding requi red  by the  non-p ro f i t  organi.zation i r i  the 
q n r i e r a l  conduct o f  1:s opera t ions  a r e  allowable to t h e  extent  t h a t  s u c h  horidi.nq 
i s  i n  accordance w j t h  sounc' bus1.ness pract~ce and t h e  rates and p r e m i u n r s  d1-p  

r e a s o n a b l e  under the c:  rcumstances 

7 .  Communication c o s t s .  C o s t s  i n c u r r e d  f o r  t e l ephone  se rv ices ,  ].oca1 arid j o n q  
d i - s t a n c e  te iephone c a l l s ,  telegrams, pos tage ,  messenger,  e l e c t r o n i c  or  computer 
t r a n s m i ~ t t a l  s e r v i c e s  and  the  l i k e  a r e  a l lowab le .  

8 .  Compensation f o r  personal  s e r v i c e s  

a .  D e f i n i t i o n .  Compensation f o r  pe r sona l  s e r v i c e s  inc ludes  a l l  
compensa t ion  pa id  c u r r e n t l y  or accrued  by r,he o rgan iza t ion  f o r  s e r v i c e s  of 
employees  rendered dur ing  t h e  pe r iod  of t he  award (except  a s  orherwise  p r ~ v l d e d  
i n  subparagraph  h ) .  I t  i nc ludes ,  bu t  is not  l i m i t e d  t o ,  s a l a r i e s ,  wages, 
d i r e c t o r ' s  and execu t ive  committee memher's f e e s ,  i ncen t ive  awards, f r i n g e  
b e n e f i t s ,  pension 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 ,  hardship  p a y ,  and c o s t  of L iv ing  d i f f e r e n t i a l s .  

h. A l l o w a b i l l t y .  Except a s  o the rwise  s p e c i f i c a i l y  provided i n  t-his 
p a r a g r a p h ,  t he  costs of s u c h  compensation are a l lowab le  to t h e  e x t e n t  i h a c :  

(1) Tota l  compensation t o  i n d i v i d u a l  employees i s  reasonable  f o r  the  
s o r v i c e s  rendered an3 conforms t o  t h e  e s t a b l i s h e d  p o l i c y  of t h e  o rgan iza t ion  
c o n s i s t e n t l y  a p p l i e d  t o  bozh Fede ra 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 ec t  o r  i n d i r e c t  c o s t s  
a r e  de t e rmined  and supported a s  r e q u i r e d  i n  t h i s  paragraph.  

c .  Reasonableness .  

(1) When the  o r g a n i z a t i o n  is predominant ly  engaged i n  a c t i v i t i e s  
o t h e r  than t hose  sponsored by t h e  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 w i l l  be cons ide red  r easonab le  t o  the  e x t e n t  t h a t  it 
is c o n s i s t e n t  w i t h  t h a t  pa id  f o r  s i m i l a r  work  in 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  IS predominant ly  engaged 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 in c a s e s  where t h e  kind of  employees r e q u i r e d  f o r  t he  
F e d e r a l  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 ther  a c t i v i t i e s ,  

,__ - 
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c i .  Special c o n s i d e r a t i o i l s  i n  d e t r r m n i n g  a ~ ~ O W a ~ J ~ ] . l t ~ y .  : :er ta i r '  
c; on d i 
cc1st.s under  Federal awards whei-e a m o u r i t s  31- r y p e s  u 1  compe~~~sa::~i?n appear 
un reasonab le ,  &nono such c o n d l t i o ~ i s  art .  t he  f o l l o w i n g :  

o 11 s 1- c q u i r e spec 1 a 1 c or1 s i d e r  a t i on and p o s s i b1 e 1 i n 1 1  t a t  1 *) rl c' ir i  de t t r r n i  11 in rj 

( 1  ) Compensation t o  members of non-p ro 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 .  
Determinat ion s h o u l d  be made t h a t  s u c h  compensation is r easonab le  f o r  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  than a d i s t r i b u t i o n  of ea rn ings  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  compensation p o l i c y  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 compensation, p a r t i c u l a r l y  
when  it was concurren t  w i t h  an i n c r e a s e  in t h e  r a t i o  of Federal  awards t o  o t h e r  
a c t i v i t i e s  of t h e  o 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 in Federa l  p o l i c y .  

e .  Unallowable c o s t s .  Cos t s  which a r e  una l lowable  under o t h e r  p a r a g r a p h s  
of t h i s  Attachment s h a l l  n o t  be  a l lowable  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  compensation. 

f. Overt ime,  ex t ra -pay  s h i f t ,  and m u l t i - s h i f t  p r e m i u m s .  P r e m i u m s  f o r  
over t ime,  ex t ra -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  with t h e  
p r i o r  approval  o f  t he  awarding agency except :  

(1) When necessa ry  t o  cope w i t h  emergencies ,  such 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,  o r  o c c a s i o n a l  
o p e r a t i o n a l  bo t t l enecks  o f  a s p o r a d i c  n a t u r e .  

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

( 3 )  I n  t he  performance 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  cont inuous  i n  n a t u r e  and cannot  rkasonably  be 
i n t e r r u p t e d  o r  o therwise  comple ted .  

( 4 )  When lower o v e r a l l  c o s t  t o  t h e  Fede ra l  Government will r e s u l t  

g .  Fr inge  b e n e f i t s  

( 1 )  Fringe b e n e f i t s  i n  t h e  form of r e g u l a r  compensation pa id  t o  
employees du r ing  per iods  o f  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 eave ,  s i c k  l e a v e ,  m i l i t a r y  l e a v e ,  and t h e  l i k e ,  a r e  a l lowab le ,  p rovided  such  
c o s t s  a r e  absorbed b y  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  the  r e l a t i v e  
amount of t ime 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  o r  
expenses for s o c i a l  s e c u r i t y ,  employee in su rance ,  workmen ' s compensation 
in su rance ,  pensioii plan c o s t s  ( s e e  subparagraph h ) ,  and t h e  like, a r e  a l l o w a b l e ,  
provided such henef Its a r e  g r a n t e d  in accordance w i t h  e s t a b l i s h e d .  w r i t t e n  
o rgan iza t ion  p o l i c i e s .  Such b e n e f i t s  whether 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  costs ,  s h a l l  he  d i s t r i . b u t e d  t o  p a r t i c u l a r  awards and o t h e r  a c t i v i t i e s  i n  



(b) Where an o r g a n i z a t i o n  follows a c o n s i s t e n t  p o l i c y  o f  
expensinq ac tua l .  payments  t o ,  o r  an b e h a l f  o f ,  employees  o r  former employees f o r  
unempl.oymer~t compensa t ion  o r  w o r k e r s '  compensa t i .on ,  s u c h  payments a r e  a l l o w a b l e  
i n  t h e  y e a r  of  payment w i t h  t h e  p r i o r  a p p r o v a l  o f  t h e  awarding a g e n c y ,  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  o f  the  o r g a n i z a t i o n .  

( 4 )  C o s t s  of i n s u r a n c e  OP t h e  l i v e s  of t r u s t e e s ,  o f f i c e r s ,  o r  o t h e r  
e m p l o y e e s  h o l d i n g  p o s i t i o n s  o f  s i m i l a r  r e spons ib i1J :y  a r e  a l l o w a b l e  D E I  y t o  t h e  
e x t e n t  t h a t  t h e  i n s u r a n c e  r e p r e s e n t s  add2 t i o n a l  compensa t ion .  T h e  c o s t s  of such 
i n s u r a n c e  when t h e  o r g a n i z d t i o n  i s  named a s  b e n e f i c i a r y  a r e  u n a l l o w a b l e  

h .  O r g a n i z a c i o n - f u r n i s h e d  a u t o m o b i l e s .  T h a t  p o r t i o n  of t h e  cost  of  
O r g a n i z a t i o n - f u r n i s h e d  a u t o m o b i l e s  t h a t  r e l a t e s  t o  p e r s o n a l  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 )  i s  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 e g a r d l e s s  o f  whether  t h e  cost  i s  reported a s  t a x a b l e  income to 
t h e  e m p l o y e e s .  These  c o s t s  a r e  a l l o w a b l e  a s  d i r e c t  c o s t s  t o  s p o n s o r e d  award 
when n e c e s s a r y  f o r  t h e  pe r fo rmance  of t h e  s p o n s o r e d  award and approved  by 
a w a r d i n g  a g e n c i e s .  

i .  Pens ion  p l a n  c o s t s .  

(1) C o s t s  of t h e  o r g a n i z a t i o n ' s  p e n s i o n  p l a n  which a r e  i n c u r r e d  i n  
a c c o r d a n c e  witr t h e  e s t a b l i s h e d  p o l i c i e s  of the  o r g a n i z a t i o n  a r e  a l l o w d h l e ,  
p r o v i d e d  : 

( a )  Such p o l i c i e s  meet  t h e  t e s t  o f  r e a s o n a b l e n e s s ;  

( b )  The methods of cos t  a l l o c a t i o n  are n o t  d i s c r i m i n a t o r y ;  

(c) The cost a s s i g n e d  t o  each  fiscal year  i s  d e t e r m i n e d  i n  
a c c o r d a n c e  with g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  ( G A A P ) ,  a s  p r e s c r i b e d  
i n  A c c o u n t i n g  P r i n c i p l e s  Board Op in ion  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  A c c o u n t a n t s ;  and 

Id) The costs a s s i g n e d  t o  a g i v e n  f i s c a l  year are  funded  f o r  
a l l  plan p a r t i c i p a n t s  w i t h i n  six months  a f t e r  t h e  e n d  of t h a t  y e a r .  However, 
i n c r e a s e s  t o  normal  a n d  p a s t  s e r v i c e  p e n s i o n  costs caused  by a d e l a y  i n  fund ing  
the a c t u a r i a l  l i a b i l i t y  beyond 3 0  d a y s  a f t e r  e a c h  q u a r t e r  of t h e  y e a r  t o  which 
such cos ts  a r e  a s s i g n a b l e  a r e  u n a l l o w a b l e .  

( 2 )  P e n s i o n  p l an  t e r m i n a t i o n  i n s u r a n c e  p r e m i u m s  p a i d  p u r s u a n t  t o  t h e  
Employee  R e t i r e m e n t  Income S e c u r i t y  A c t  ( E R I S A )  of 1974 ( P u b .  L .  9 3 - 4 0 6 )  a r e  
a l l o w a b l e .  L a t e  payment charges on such premiums a r e  una l lowab le .  
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s e r v i c e s  w e r e  rendered, oz p u r s u a n t  t C J  ar, e s t ab l i s l i ed  p l a n  !allowed by tile 
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  a s  to imply,  i n  e f f e c t ,  a12 agreement t o  makc such 
payment. 

k. Severance pay .  
(1) Severance pay,  also commonly r e f e r r e d  t o  a5 d i s m i s s a l  wages, i s  

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

( a )  law, 
( b )  employer-employee agreement,  
IC) 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 cums tances  of t he  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 )  Costs of s e v e r a n c e  payments a r e  d iv ided  i n t o  t w o  c a t e g o r i e s  a s  

( a )  Actua l  normal turnover  severance  payments s h a l l  be 
fo l lows  : 

a l l o c a t e d  t o  a l l  a c t i v i t i e s ;  o r ,  where t h e  o r g a n i z a t i o n  p rov ides  f o r  a r e s e r v e  
f o r  normal severances,  s u c h  method w i l l  be a c c e p t a b l e  i f  t h e  charge  t o  c u r r e n t  
operaz ions  i s  reasonable  in l i g h t  of payments a c t u a l l y  made f o r  normal 
severances  over a r e p r e s e n t a t i v e  p a s t  pe r iod ,  and i f  amounts charged a r e  
a l l o c a t e d  t o  a l l  a c t i v i t i e s  of t h e  o r g a n i z a t i o n .  

(b)  Abnormal o r  mass severance  pay i s  of  s u c h  a c o n j e c t u r a l  
n a t u r e  t h a t  measurement o f  c o s t s  by means of a n  a c c r u a l  will n o t  a c h i e v e  e q u i t y  
t o  both p a r t i e s .  T h u s ,  a c c r u a l s  f o r  t h i s  purpose a r e  not  a l lowab le .  However, t h e  
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 be 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  or occurrence .  

( c )  Cos ts  i n c u r r e d  i n  c e r t a i n  severance  pay packages  (commonly 
known as " a  golden pa rachu te"  payment) which a r e  i n  a n  amount i n  e x c e s s  of t h e  
normal severance pay p a i d  by t h e  o rgan iza t ion  t o  an employee upon t e r m i n a t i o n  o f  
employment and a r e  paid t o  t h e  employee con t ingen t  upon a change i n  management 
c o n t r o l  ove r ,  01 ownership of, t h e  o rgan iza t ion  ' s a s s e t s  a r e  una l lowab le .  

( d )  Severance payments t o  f o r e i g n  n a t i o n a l s  employed by t h e  
o rgan iza t ion  outs ide  t h e  United 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 exceeds  
t h e  customary o r  p r e v a i l i n g  p r a c t i c e s  €o r  t h e  o r g a n i z a t i o n  i n  t h e  United S t a t e s  
a r e  una l lowable ,  un less  t h e y  a r e  necessa ry  f o r  t h e  performance of Fede ra l  
programs and approved by awarding a g e n c i e s .  

( e )  Severance payments t o  f o r e i g n  n a t i o n a l s  employed by t h e  
o rgan iza t ion  outs ide  t h e  United S t a t e s  due t o  t h e  t e r m i n a t i o n  of t h e  f o r e i g n  
n a t i o n a l  a s  a r e s u l t  o f  t h e  c l o s i n g  o f ,  o r  c u r t a i l m e n t  of a c t i v i t i e s  by, t h e  
o rgan iza t ion  i r ,  t h a t  coun t ry ,  a r e  unal lowable,  u n l e s s  they a r e  n e c e s s a r y  for t he  
performance of Federal  programs arid approved by awarding a g e n c i e s .  
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i 2 )  Reports  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  of ac t iv l  r y  of each e m p l o y w  
must be maintained f o r  all s t a f f  members ( p r o f e s s i o n a l s  and nonprafessior i ; i ls j  
whose compensation i s  charged ,  i n  whole o r  i n  p a r t ,  direct1.y t o  awards.  Ir! 
a d d i . t J o n ,  i r i  o rder  t o  suppor t  the a i l o c a t i o n  of i n d i r e r t  c o s t s ,  such r e p o r t s  
must alsa be maintained for o t h e r  employees whose work involves  two o r  more 
f u n c t i o n s  o r  a c t . 1 ~ 1  t i  e s  i f  a d i s t r i b u t i o n  o f  the i - r  compensation between such 
f u n c t i o n s  o r  a c t . i v i t  i e s  is needed i n  the de te rmina t ion  of 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 :  ( e . g . ,  a n  employee eitqaqed part-rime i n  i n d i r e c t  c o s t  
a c t i v i t i e s  and part-t j-rne 111 a d i r e c t  f u n c : i o r i ) .  Reports maintained by n o n -  
p r o f i t  o r q a n i z a t i o n s  t o  s a t i s f y  these  requi rements  must meet the  following 
s t a n d a r d s :  

( a )  T h e  r e p o r t s  m u s t  r e f l e c t  an a f t e r - t h e - f a c t  de te rmina t ion  
of t h e  a c t u a l  a c t i v i t y  o f  e a c h  employee. Budget e s t ima tes  ( i . e . ,  e s t i m a t e s  
d e t e r m i n e d  be fo re  the s e r v i c e s  a r e  performed) do n o t  qua l i fy  a s  suppor t  f o r  
c h a r g e s  t o  awards.  

(b) Each rnpor t  m u s t  account  for t h e  t o t a l  a c t i v i t y  f o r  which 
employees  a r e  compensated and vJhich IS r e q u i r e d  i n  f u l i i l i r n e n t  of their 
o b l i g a t i o n s  i o  t he  o r g a n i z a t i o n .  

(c) T h e  r e p o r t s  must be s igned  by t h e  individua? employee, o r  
b y  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  the  
a c t i v 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 n  of  a c t i o i c y  
r e p r e s e n t s  a r easonab le  e s t i m a t e  of the  actual work performed by t h e  employee 
d u r i n g  ~ h e  per iods  covered  by the  r e p o r t s .  

(d) The r e p o r t s  m u s t  be prepared  a t  l ea s t  monthly and m u s t  
c o i n c i d e  with one o r  more pay p e r i o d s .  

( 3 )  C h a r g e s  f o r  t he  s a l a r i e s  and wages of nonprofessional  employees, 
I n  a d d i t i o n  t o  the  s u p p o r t i n g  documentat 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 eco rds  i n d i c a t i n g  the t o t a l  number of hours 
worked each day ma in ta ined  i n  conformance wi th  Department of Labor r e g u l a t i o n s  
implemenr ing  the F a i r  Labor S tandards  A c t  ( F L S A )  129 CFR Par t  516). For  t h i s  
p u r p o s e ,  t h e  term "nonpro fes s iona 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 u s e d  i n  meeting c o s t  sha r ing  or  
ma tch ing  requi rements  on awards m u s t  be suppor ted  i n  the same manner a s  s a l a r i e s  
and wages claimed f o r  reimbursement from awarding a g e n c i o s .  

9 .  ConEsngency 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 se rve  or any 
s i m i l a r  p r o v i s i o n  made f o r  e v e n t s  t h e  occur rence  of whlch cannot be f o r e t o l d  

. r :  
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a .  Def in i t i ons  

(1) Convict ion,  a s  used he re in ,  means a judgment o r  a c o n v i c t i o n  of 
a c l - i n u n ; l l  o f f ense  by any c o u r t  of competent j u r i s d l c t i o n ,  whether e n t e r e d  upon 
a s  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 convic t ion  due t o  a plecl of nolo c o n t e n d e r e .  

( 2 )  C o s t s  i n c l u d e ,  bu t  a r e  not l i m i t e d  t o ,  a d m i n i s t r a t i v e  and 
c l e r i c a l  expenses ;  t h e  cost of l e g a l  s e r v i c e s ,  whether pei-fornied by i n -house  o r  
p r i v a t e  counse l ;  and the  c o s t s  of t he  s e r v i c e s  of accoun tan t s ,  c o n s u l t a n z s ,  o r  
o t h e r s  r e t a i n e d  b y  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 ncu r red  be fo re ,  du r ing ,  and a f t e r  
commencement of a j u d i c i a l  o r  a d m i n i s t r a t i v e  proceeding t h a t  b e a r s  a d i r e c t  
r e l a t i o n s h i p  t o  the  p roceed ings .  

( 3 )  Fraud, a s  used  h e r e i n ,  means (i) a c t s  o f  f r aud  c o r r u p t i o n  o r  .' 

a t t e m p t s  t o  def raud  the  F e d e r a l  Government o r  t o  c o r r u p t  its a g e n t s ,  ( i i)  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  suspens ion  ( a s  s p e c i f i e d  i n  agency 
r e g u l a t i o n s ) ,  and (iiil a c t s  which v i o l a t e  t h e  Fa l se  C l a i m s  Act,  31 U . S . C . ,  
S e c t i o n s  3729-3731, o r  t h e  Anti-Kickback A c t ,  01 U . S . C . ,  s e c t i o n s  51 and 5 4 .  

( 4 )  Penal ty  does  n o t  i nc lude  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) E x c e p t  as o t h e r w i s e  desc r ibed  h e r e i n ,  c o s t s  i n c u r r e d  i n  
connect 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 by t h e  Fede ra l  Government, o r  a 
S t a t e ,  l o c a l  o r  fore ign  government,  a r e  not  a l lowab le  i f  t h e  p roceed ing :  (1) 
r e l a t e s  t o  a vi-olat ion of ,  o r  f a i l u r e  t o  comply wi th ,  a Fede ra 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  any of t h e  fo l lowing  d i s p o s i t i o n s :  

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

( b )  In a c i v i l  o r  a d m i n i s t r a t i v e  proceeding  i n v o l v i n g  a n  
a l l e g a t i o n  o f  fraud o r  similar misconduct,  a de t e rmina t ion  of o r g a n i z a t i o n 2 3  
l i a b i  1 i t y . 

( c )  I n  t h e  c a s e  of any c i v i l  o r  a d m i n i s t r a t i v e  p r o c e e d i n g ,  t he  
impos i t ion  of a monetary p e n a l t y .  

( d )  A f i n a l  dec i s ion  b y  an a p p r o p r i a t e  Federa l  o f f i c i a l  t o  
debar or suspend t h e  o r g a n i z a t i o n ,  t o  r e s c i n d  o r  void an award, o r  t o  t e r m i n a t e  
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C .  If a prozeecling r e f e r r s d  t c j  i n  s u b p a r a g r a p h  b LS commenced by the 
Federa: Government; dad is  1-esolved oy c o n s e n t  o r  compromise p u r s a a n t  t o  a n  
a g r e e m e n t  e n t e r e d  sn to  by t h e  o r g a n i z a t i o n  and  = h e  Federa l  Government, t h e n  t h e  
cos t s  i r rcur i -ed  b y  :he o r g a n i z a t i o n  i n  c o n n e c t i o n  w i t h  such  p r o c e e d i n g s  t h a t  a r e  
o t h e r w i s e  not a l l o w a b l e  u n d e r  s u b p a r a g r a p h  b m a y  be allowed t o  t h e  e x t e n t  
s p e c i f i c a l l y  p rov ided  i n  such  a g r e e m e n t .  

d .  I f  a p r o c e e d i n g  r e f e r r e d  t o  i n  s u b p a r a g r a p h  b is commenced b y  a S t a t e ,  
local or f o r e i g n  government ,  t h e  a u t h o r i z e d  F e d e r a l  o f f i c i a l  may a l l o w  t h e  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  f o r  such  p r o c e e d i n g s ,  i f  s u c h  a u t h o r i z e d  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  of (11 a s p e c i f i c  t e r m  o r  
c o n d i t i o n  of a f e d e r a l l y - s p o n s o r e d  award ,  o r  (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 i . a l  of t h e  s p o n s o r i n g  a g e n c y .  

e .  Costs  i n c u r r e d  i n  c o n n e c t i o n  w i t h  p r o c e e d i n g s  d e s c r i m d  111 
s u b p a r a g r a p h  G ,  b u t  which are  n o t  made u n a l l o w a b l e  b y  t h a t  s u b p a r a g r a p h ,  may be 
a l l o w e d  b y  t h e  F e d e r a l  Government,  b u t  o n l y  t o  t h e  e x t e n t  t h a t :  

i l )  T h e  costs a re  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  a c t i v i t i e s  required 
t o  d e a l  w i t h  t h e  p r o c e e d i n g  and t h e  u n d e r l y i n g  c a u s e  of a c t i o n ;  

(2) Payment of t h e  c o s t s  i n c u z r e d ,  dr a l l o w a b l e  and  a l l o c a b l e  C O s t 5 ,  

i s  n o t  p r o h i b i t e d  by any o t h e r  p r o v i s i o n i s )  of t h e  sponsored  award; 

ii) Tlre c o s t s  a r e  n o t  o t h e r w i s e  r e c o v e r e d  f r o m  t h e  F e d e r a l  
Government  o r  a t h i r d  p a r t y ,  e i t h e r  d i r e c t l y  a s  a r e s u l t  of t h e  p r o c e e d i n g  cr 
o t h e r w i s e ;  and ,  

(4) The p e r c e n t a g e  of costs  a l l o w e d  d o e s  not  e x c e e d  t h e  p e r c e n t a g e  
d e t e r m i n e d  by a n  a u t h o r i z e d  F e d e r a l  o f f i c i a l  t o  be a p p r o p r i a t e ,  c 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  a c c e p t e d  p r i n c i p l e s  g o v e r n i n g  t h e  award 
of l e g a l  fees  i n  c i v i l  a c t i o n s  i n v o l v i n g  t h e  U n i t e d  S t a t e s  a s  a p a r t y ,  a n d  such  
o t h e r  f ac to r s  as fray be a p p r o p r i a t e .  Such  p e r c e n t a g e  s h a l l  n o t  exceed  D O  
p e r c e n t .  However, i f  an ag reemen t  r e a c h e d  u n d e r  subpa rag raph  c has  e x p l i c i t l y  
c o n s i d e r e d  t h i s  80 p e r c e n t  l i m i t a t i o n  and  p e r m i t t e d  a h ighe r  p e r c e n t a g e ,  t h e n  
the full a m o u n t  of c o s t s  r e s u l t i n g  f r o m  t h a t  ag reemen t  s h a l l  be allowable. 

f .  Cos 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  c o n n e c t i o n  w i t h  the  d e f e n s e  of 
suits b r o u g h t  by i t s  employees  o r  ex -employees  u n d e r  s e c t i o n  2 of t h e  Malor 
F r a u d  A c t  of 1988 ( P u b .  L. 100-700), i n c l u d i n g  t h e  cost o f  a l l  r e l i e f  n e c e s s a r y  
t c  m a k e  s u c h  employee who le ,  where t h e  o r g a n i z a t i o n  was 1ou:td l i a b l e  or  settiecl, 
a r e  u n a l l o w a b l e .  

9.  Costs 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 ,  arid r e l a t e d  
ccsts ,  i n c u r r e d  i n  c o n n e c t i o n  w i t h  d e f e n s e  a g a i n s t  Fede ra l  Government c l a i m s  or 
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i . C C J ~ L ~  w l i i  cti  iridy be urrol lowauie u n d e r  t l : i :  pa?dqraph, ir icludiriq 
d i r e c t l y  ;issoc;ar:ed e o s t s ,  s t l a l i  be segreqzLed and  accounted fCJ1 by L ~ E  

orgar!i.zatiori s epa l - a t r - ly .  D u r i n g  t h e  pendency of arty prc>ceedirig covered by 
subparagraphs  h and f , t he  Federa l  Government s h a l l  gene i -a l l ) /  w i  t l ~ i i o l d  pa)ment  
of such c o s t s .  However, if in t h e  b e s t  i n t e r e s t s  of t h e  Federa l  Government, t h e  
Federal  Government may p rov ide  f o r  c o n d i t i o n a l  payment upon p r o v i s i o n  of 
adequate  s e c u r i t y ,  or o t h e r  adequate  assurance ,  arid agreements  by t h e  
o r g a n i z a t i o n  t o  repay all unal lowable  c o s t s ,  p l u s  i n t e r e s t ,  if the  c o s t s  a r e  
subsequen t ly  determined t o  be una l lowable .  

11.  Deprec ia t ion  and use a l lowances  

a .  Compensation for t h e  use o f  b u i l d i n g s ,  o the r  c a p i t a l  improvements,  and  
equipment o n  hand may be made through use allowance o r  d e p r e c i a t i o n .  However, 
except  a s  provided  i n  Attachment B,  paragraph f, a combinat ion of t h e  two 
methods may not  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 xed  a s s e t s  ( e . g . ,  
buildings, o f f i c e  equipment,  computer equipment,  e t c . ) .  

b. The cornputation of u s e  a l lowances or  d e p r e c i a t l o n  s h a l l  be based  on  t h e  
a c q u i s i t i o n  c o s t  of t he  a s s e t s  i nvo lved .  The a c q u i s i t i o n  c o s t  of an a s s e t  
donated t o  che non-profi t  o r g a n i z a t i o n  by a t h i r d  p a r t y  s h a l l  be i t s  f a i r  m a r k e t  
va lue  a t  t h e  t ime of t he  d o n a t i o n .  

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

(1) The c o s t  of  l and ;  

(2) Any port ior i  o f  che c o s t  of b u i l d i n g s  and equipment bo rne  by 01 

donated by t h e  Federal  Go~ernment  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 ox f o r  t h e  non-prof 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  matching  
requi rement .  

d .  Where d e p r e c i a t i o n  method i s  fol lowed,  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  i n  each c a s e  f o r  u sab le  c a p i t a l  a s s e t s  must t a k e  into 
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 s e  of t h e  equipment  
used, t echno log ica l  developments i n  t h e  p a r t i c u l a r  program a r e a ,  and t h e  r e n e w a l  
and replacement  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  i t e m s  o r  c l a s s e s  of a s s e t s  
i nvo lved .  The method of d e p r e c i a t i o n  used t o  a s s i g n  t h e  c o s t  of an a s s e t  ( o r  
group of a s s e t s )  t o  account ing  p e r i o d s  s h a l l  r e f l e c t  t h e  p a t t e r n  of consumpt ion  
of t he  a s s e t  during i t s  u s e f u l  l i f e .  

I n  t he  absence of c l e a r  ev idence  i n d i c a t i n g  t h a t  t h e  expec ted  corsurnption o€ t h e  
a s s e t  will 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  i n  t h e  e a r l y  p o r t i o n s  of i t s  
use fu l  l i f e  than i n  t h e  l a t e r  p o r t i o n s ,  the s t r a i g h t - l i n e  method s h a l l  be 
presumed t o  be t h e  a p p r o p r i a t e  method. 

Deprec ia t ion  methods once used sha l l .  no t  be changed u n l e s s  approved i n  advance  
by tile cognizant  F e d e r z l  agency.  When t h e  d e p r e c i a r i o n  method i s  i n t r o d u c e d  for 

--- _.,_. ...,, .. . ' .._ ..--.- ---- 
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f .  When che d e p r e c i a t i o n  methnd i s  u s e d  f o r  a p a r t i c u l a r  - l a s s  of a s s e t s ,  
no d e p r e c i a t i o n  may be allowed on any such a s s e t s  t h a t ,  under subparagraph a ,  
wou1.d be viewed as  f u l l y  d e p r e c i a t e d .  However, a reasonable  use allowance may 
be n e g o t i a t e d  for such a s s e t s  if warranted a f t e r  tak ing  i n t o  cons ide ra t ion  the  
amount of  deprecid t,on p r e v i o u s l y  cnaraed t o  the  Federal  GovernnienE, t he  
e s t i m a t e d  u s e f u l  l i f e  remaining a t  t ime of n e g o t i a t i o n ,  t h e  e f f e c t  of any 
i n c r e a s e d  mainteriance charges  o r  decreased e f f i c i e n c y  due t o  age ,  and  any otrier 
f a c t o r s  per:inent to t h e  u t i l i z e t i o n  o f  t he  a s s e t  f o r  the  purpose contemplated.  

g Where tne use allowance method >s fol lowed,  the use  allowance f o r  
b u i l d i n g s  and imDrovement (inc? uding land improvements, such ils 3aved park,ng 
a r e a s ,  f e n c e s ,  and s idewalks)  w i l l  be computed a t  a n  a n n u a l  r a t e  not exceeding 
two p e r c e n t  of a c q u i s i t i o n  c o s t .  

T h e  u s e  alJowance f o r  equipment w i l l  be computed a t  an a n n u a l  r a t e  not exceeding 
SIX and two-thirds  pe rcen t  of a c q u i s i t i o n  c o s t .  When t h e  use  allowance method 1s 
used  for b u i l d i n g s ,  t he  e n t i r e  bu i ld ing  must be t r e a t e d  a s  a s i n g l e  a s s e t ;  t h e  
b u i l d i n g ' s  components ( e .  g . ,  plumbing system, hea t ing  and a i r  cond i t ion ing ,  
etc.) cannot  be seg rega ted  from the  b u i l d i n g ' s  s h e l l .  

T h e  two p e r c e n t  limiiation, however, need n o t  be app l i ed  t o  equipment which is 
m e r e l y  a t t a c h e d  o r  f a s t e n e d  t o  t h e  b u i l d i n g  b u t  not permanently f ixed  t o  i t  and 
whrch i s  used a s  f u r n i s h i n g s  o r  decora t ions  o r  f o r  s p e c i a l i z e d  purposes ( e . g . ,  
d e r l t i s t  c h a i r s  and d e n t a l  t rea tment  u n i t s ,  c o u n t e r s ,  l abo ra to ry  benches bo:. t e d  
t o  t h e  f l o o r ,  disnwashers ,  modular f u r n i t u r e ,  ca rpe t ing ,  etc.) . S u c h  equipnienr- 
w i l l  be cons idered  as  n o t  be ing  permanently f i x e d  t o  t h e  bu i ld ing  i f  i t  can be 
removed wi thou t  t he  need f o r  costly o r  e x t e n s i v e  a l t e r a t i o n s  o r  r e p a i r s  t o  the  
b u i l d i n g  o r  t h e  equipment.  Equipment t h a t  meets t h e s e  c r i t e r i a  w i l l  be sublezt 
t o  t h e  6 2 / 3  percent  equipment use al lowance l i m i t a t i o n .  

h .  Charges f o r  use al lowances o r  d e p r e c i a t i o n  must be supported by 
a d e q u a t e  p rope r ty  r eco rds  and phys ica l  i n v e n t o r i e s  must be taken  a t  l e a s t  once 
e v e r y  two y e a r s  ( a  s t a t i s t i c a l  sampling b a s i s  i s  accep tab le )  t o  ensure t h a t  
a . s s e t s  e x i s t  and a r e  usab le  and needed. When the  dep rec i a t ion  method i s  
f o l l o w e d ,  adequate  d e p r e c i a t i o n  r eco rds  i n d i c a t i n g  t h e  amount of deprec ia t ion  
t a k e n  each  pe r iod  must a l s o  be maintained.  

1 2 .  Donat ions and c o n t r i b u t i o n s .  

a .  Con t r ibu t ions  or donat ions  rendered. Cont r ibu t ions  o r  donat ions ,  
i n c l u d i n g  cash ,  p r o p e r t y ,  arid s e r v i c e s ,  made b y  t h e  o rgan iza t ion ,  r e g a r d l e s s  of 
t h e  r ec ip i en t ,  a r e  una l lowable .  

b .  Donated s e r v i c e s  r ece ived :  
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(2) The value of donated services u t i l i z e 6  11-1  the pel-formarice of a 
d i r e c t  cost .  ac t i \7 i ty  s l i a l l ,  when m a t e r i a l  i r i  a m o u n t ,  he coric?.dered i n  the 
decerrriinat.iori of t h e  non-prof i t  o r g a n i z a t i o n ' s  i n d i r e c t  cos t s  o r  r a t e  (s) and,  
acco rd ing ly ,  s h a l l  be a l l o c a t e d  a p r o p o r t i o n a t e  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  f o l l o w i n g  e x i s t :  

( a )  The aggrega te  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  suppor ted  by a s i g n i f i c a n t  amount of t h e  
i n d i r e c t  c o s t s  incur red  by the  non-prof 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 t h e  Federal  Government. 

( 3 )  I n  those i n s t a n c e s  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  o f  t h e  s e r v i c e s  rendered ,  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  cost t o  t h e  
s e r v i c e s .  

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

( 5 )  The va lue  of  t he  donated s e r v i c e s  may be used t o  meet c o s t  
s h a r i n g  o r  matching requi rements  under c o n d i t i o n s  desc r ibed  i n  Sec.- .23 of 
C i r c u l a r  ?.-110. Where donated s e r v i c e s  a r e  t r e a t e d  as  i n d i r e c t  c o s t s ,  i n d i r e c t  
cos t  r a t e s  w i l l  s epa ra t e  t h e  va lue  of t h e  dona t ions  so t h a t  reimbursement w i l l  
n o t  be made. 

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

(1) Donated goods; i . e , ,  expendable  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 use  of space may  be  fu rn i shed  t o  a non-p ro f i t  o r g a n i z a t i o n .  The v a l u e  of 
the goods and space i s  not  re imbursable  e i t h e r  as  a d i r e c t  or i n d i r e c t  cos t .  

(2) The value o€ t h e  dona t ions  may be used t o  meet cost s h a r i n g  o r  
,matching sha re  requirements  under t h e  c o n d i t i o n s  d e s c r i b e d  i n  C i r c u l a r  P.-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  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  
the  v a l u e  of t h e  donat ions s o  t h a t  reimbursement will not be made. 

1 3 .  Employee morale, h e a l t h ,  and we l fa re  c o s t s .  
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b .  5uc:ki costs will be equitahly appor!:i3riec to a i l  dc t :vs : ies  3 f  ihe nor : -  
u r o f J  t o r g a n ; z a z i o n .  Incorna generayed from d:iy of t h e s e  activltiss wlll be 
::rt.di.ted to t h e  C C : S ~  t he reo f  unless s u c h  income has been i r r e v o c a b l y  set over to 
smpl o y e e  w i  f a r e  organiza~ions. 

2 4 .  E:rit . . rr .- lIrirner~t cc3st.s. C o n t n  of e r r t e r t d i n m e n ? ,  i n c l u d i r i q  amusement, 
divsrsi on, a n d  social a c ~ i v i ~ i e s  arid any costs di x e c t . l y  a n s o c i ; i t e ~  k l l t h  such 
cos'is ( s u c h  as ' r i c k e t s  to shows  or sporrs events, meal s ,  Jodqi.riy, r e n t a l s ,  
t r a n s p o r t a t j . o n ,  arid gratuit.i e s i  a r e  znallowable. 

15. Equipment and other- capital expenditures 

a .  F o r  purposes of this subparagraph, the following definitions a p p l y :  

( 1 )  "Capital Expenditures" means expenditures for the acquisition 
cost of capital assets (equipment, buildings, land), 01 expenditures to make 
.improvements to capital assets that materially increase their value or useful 
life. Acquisition cost means the cost of the asset including t h e  cost to put it 
in place. Acquisition cost for equipment, for example, means the net invoice 
price of the equipment, including cne cost of any modifications, attachments, 
accessories, or auxiliary apparatus necessary to make it usable for Che purpose 
for which it is acquired. Ancillary charges, such as taxes, duty, protective in 
transit insurance, freight, and installation may be included in, or excluded 
L L O ~  t h e  acquisition cost in accordance w i t h  the non-profit organization's 
regular accounting practices. 
c 

(2) "Equipment" means  an a r t i . c l e  of nonexpendable, tangible personal 
property having a useful life of more t h a n  one year and an acquisition cost 
which equals or exceeds the lesser of the capitalization level established by 
the non-pzof it organization for financiai statement purposes, or $5000. 

i3) "Special purpose equipment" means equipment which is used only 
for r e s e a r c h ,  medical, scientific, or otner technical activities. Examples of 
special purpose equipment include microscopes, x-ray machines, surgical 
instruments, and spectrometers. 

( 4) "General purpose equipment" means equipment, which is no t  
limited to research, medical, scientific or other technical activities. Examples 
include office equipment and furnishings, modular offices, telephone networks, 
information technology equipment and systems, air conditioning equipment, 
reproduction and printing equipment, and motor vehicles. 

b. The following rules of allowability shall apply to equJpment and other 
cap I t a 1 e xpe ndi t ure s : 
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( 3 )  Capitdl  experrcii tu i - rs  f o r  improvements t o  land, t i u i !  d i n g s ,  01- 

equipnierit w h i c h  materially i n c r e a s e  t h e i r  vziue or useful 1 2  f c  a r e  u n a l l o w a b l e  
a s  a d i r e c t  cosx except  w i t ] l  t he  prior approval o f  the awarding agency .  

(4) Wlien approved a s  a d i r e c t  charge pursuant  t o  pal-agiaph 1 5 . b .  ( 1 )  , 
(2), arid ( 3 )  above, c a p i t a l  expend i tu re s  w i l l  be charged i n  tric p e i i o d  i n  which 
the  expendi ture  i s  i n c u r r e d ,  o r  a s  o therwise  determined a p p r o p r i a t e  by and 
negocia ted  w i t h  t he  awarding agency 

(5) Equipment and o t h e r  c a p i t a l  expend i tu re s  a r e  una l lowab le  a s  
i n d i r e c t  c o s t s .  However, s e e  Attachment E ,  paragraph ll., Deprec ia t ion  and u s e  
a l lowance,  f o r  rules on the a l l o w a b i l i t y  of use al 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.  Also, see  Attachment B ,  
paragraph 4 3 . ,  Rental  c o s t s  of b u i l d i n g s  and equipment, f o r  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  land ,  bu i ld ings ,  and equipment.  

( 6 )  The unamortized 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  capitalization l e v e l s  may be recovered by con t inu ing  t o  c l a i m  t h e  
o the rwise  al lowable use a l lowances  or  a e u r e c i a t i o n  on the  equipment, o r  by  
amor t i z ing  t h e  amount t o  be w r i r t e n  o f f  over a pe r iod  of yea r s  n e g o t i a t e d  w i t h  
t h e  cognizant  agency 

1 6 .  F ines  and p e n a l t i e s .  Cos ts  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 l o l a x i o n s  o f ,  o r  f a i l u r e  o f  t h e  o rgan iza t ion  t o  comply w i t h  F e d e r a l ,  S t a t e ,  and 
l o c a l  laws and r e g u l a t i o n s  a r e  unal lowable except  when incu r red  as  a r e s u l t  o f  
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  vd r i t i ng  f r o m  
the  awarding agency. 

1 7 .  Fund r a i s i n g  and inves tment  management c o s t s .  

a .  Costs  of organized  fund r a i s i n g ,  i nc lud ing  f i n a n c i a l  campaigns ,  
endowment d r i v e s ,  s o l i c i t a t i o n  of  g i f t s  and beques t s ,  and 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  or 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 investment  counsel  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  enharice income from inves tments  a r e  una l lowable .  

c .  Fund r a i s i n g  and investmenL a c t i v i t i e s  s h a l l  be a l l o c a t e d  an  
a p p r o p r i a t e  share  of i n d i r e c t ,  c o s t s  under t.he c o n d i t i o n s  d e s c r i b e d  i n  
suhparagrapli  B .  3 of Attachment 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 .  

a .  (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 
dep rec i ab le  pi-operty s h a l l  be inc luded  i n  t h e  yea r  i n  which they o c c u r  iis 
c r e d i t s  o r  charges  t o  c o s t  grouping ( s )  i r i .  which the  d e p r e c i a t i o n  a p p l i c a b l e  t o  

. . . -. ....-....----I___ 

I .. , -.. ... . .  . 
5 . _ . .  :'...I" 1 ..... F:.... _ _ _ _  
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! a i  The q t i i n  cJr .lsss . I S  nroce: .sed t h r 3 u q h  a d e p r e c i a t i o n  
c i ~ , : : c ~ ~ n L  a n 2  J T ;  r e f l e c t e d  i n  the d e p r e c i a t i o r  ~liowable uiiaer pa rag raph  11. 

( b )  T h e  p r o p e r t y  is g i v e n  iri fxchange  as p a r t  of t h e  purchar i r  
r ) F j C e  of a sirni..l.ar i t em and t h e  g a i n  ;ir l o s s  i s  t a k e n  i n t o  a c c o u n t  i n  
dei-e::rn.i n i n q  t h e  de?rec. is t iorr  z o s t  b a s i s  o f  t h e  n e w  > tern. 

( c )  A l o s s  r e s u l t s  from the f a i l u r e  t o  m a i n t a i n  p e r m ~ s s i t i l o  
In-s i l l -ance ,  cxcepc  a s  o the rwj . se  provi .ued  1.n .Attt!chrncnt U, parag raph  2 2 .  

(d) Compensa t ion  €or t h e  use o f  the  oroDer ty  was prov ided  
t h r o i J q n  u s e  a l l o w a n c e s  in l i e u  of d e p r e c i a t i o n  i r j  accordance  w i t h  pa rag raph  '3 

( e )  Ga ins  and l o s s e s  a r i s i n g  f r o m  mass o r  e x t r a o r d i n a r y  s a l e s ,  
r e t l r e m e r i t s ,  o r  other 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  on a case -by-case  basis. 

n. G a i n s  or losses of any  n a t u r e  a x i s i n g  f r o m  t h e  s a l e  or  exchange of 
p r o p e r t y  other t h a n  t h e  p r o p e r t y  cove red  in s w p a r a g r a p h  a s h a l l  be exc luded  i n  
computing award costs .  

19. Goods o r  s e r v i c e s  €or p e r s o n a l  u s e .  C o s t s  o f  goods o r  s e r v i c e s  f o r  
n e r s n n a l  u s e  of t h e  o r g a n i z a t i o n ' s  employees a r e  una l lowab le  r e g a r d l e s s  of 
u h e t h e r  t h e  cost  is r e p o r t e d  a s  t a x a b l e  income t o  t h e  employees.  

20. H o u s i n g  and  p e r s o n a l  l i v i n g  expense:;. 

a .  C o s t s  of hous ing  ( e . g . ,  d e p r e c i a t i g n ,  ma in tenance ,  u t i 1  ities, 
f u r n i s h i n g s ,  r e n t ,  etc. ) , h o u s i n g  a l l o w a n c e s  and p e r s o n a l  l i v i n g  expenses  f o r l o f  
t h e  o r g a n i z a t i o n ' s  o f f i c e r s  a r e  u n a l l o w d b l e  a s  f r i n g e  b e n e f i t  or i n d i r e c t  costs 
r e g a r d l e s s  o f  whe the r  t h e  cost  i s  r e p o r t e d  a s  t a x a b l e  income to t h e  ernployees 
These  costs a r e  allowaD1e as d i r e c t  cos t s  t o  sponsored award wher! n e c e s s a r y  f o r  
t h e  p e r f o r m a n c e  of  t h e  spo r i so red  award and  a p p r o v e d  by awarding  a g e n c i e s .  

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

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  u sed  i n  t h i s  section t h e  f o l l o w i n g  t e r m s  have t h e  meanings s e t  f o r t h  
below: 

(1) " F a c i l i t i e s "  m a n s  l a n d  
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 ,  
w h e r e v e r  l o c a t e d ,  and w h e t h e r  owned o r  

and  b u i l d i n g s  o r  any p o r t i o n  t h e r e o f ,  
o r  a n y  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 ,  
eased by  t h e  non-p roEi t  o r g a n i z a t i o n .  
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1 4 1  "Cost of  i d l e  f a c i l i E i e s  o r  i d l e  c a p a c i t y "  means c o s t s  s u c h  a s  
maintenance,  r e p a i r ,  housing,  r e n t ,  and o t h e r  r e l a t e d  c o s t s ,  e . g . ,  i n s u r a n c e ,  
i n t e r e s t ,  p r o p e r t y  taxes  and d e p r e c i a t i o n  o r  use a l lowances .  

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

(11 They a r e  necessa ry  t o  meet f l u c t u a t i o n s  i n  workload; o r  

( 2 )  Although no t  necessa ry  t o  meet f l u c t u a t i o n s  i n  workload,  t h e y  
were necessa ry  when acqui red  and a r e  noh' i d l e  because of changes i n  program 
requ i r emen t s  , e f f o r t s  t o  achieve  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 ,  o r  o the r  causes  which could not  have been reasonably  f o r e s e e n .  
Under the  except ion  s t a t e d  i n  t h i s  subparagraph,  c o s t s  of i d l e  f a c i l i t i e s  a r e  
a l lowab le  f o r  a reasonable  p e r i o d  of t ime,  o r d i n a r i l y  not  t o  exceed one y e a r ,  
depending on the  i n i t i a t i v e  taken  t o  use ,  l e a s e ,  o r  d i s p o s e  of such f a c i l i t i e s .  

c .  The c o s t s  of i d l e  capac i ry  a r e  normal c o s t s  of doing 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  f rom 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 lowab le ,  p rovided  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 necessary  o r  was o r i g i n a l l y  r e a s o n a b l e  and is not  s u b j e c t  t o  
r e d u c t i o n  or  e l imina t ion  b y  use  on o t h e r  Federa l  awards,  s u b l e t t i n g ,  r e n t i n g ,  o r  
s a l e ,  i n  accordance with sound 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  capac i ty  throughout  a n  e n t i r e  f a c i l i t y  o r  among a g roup  of 
a s s e t s  having s u b s t a n t i a l l y  t h e  same f u n c t i o n  may be cons idered  i d l e  f a c i l i t i e s .  

22. Insu rance  and indemni f i ca t ion  

a .  Insurance  i n c l u d e s  in su rance  w h i c h  t h e  o r g a n i z a t i o n  i s  r e q u i r e d  t o  
c a r r y ,  o r  which i s  approved, under t h e  terms of t h e  award and  any o t h e r  
i n su rance  which t h e  o rgan iza t ion  ma in ta ins  i n  connec t ion  w i t h  t h e  g e n e r a l  
conduct of i t s  ope ra t ions .  T h i s  paragraph does  n o t  apply  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 . g  and 8 . i  (2) ) . 

( 1 )  Costs  o f  i n s u r a n c e  r equ i r ed  o r  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 ,  

(2) C o s t s  of  o t h e r  i n su rance  main ta ined  b y  t h e  o r g a n i z a t i o n  i n  
connect ion w i t h  the gene ra l  conduct of i t s  o p e r a t i o n s  a r e  a l lowable  s u b j e c t  t o  
the  ioll.owirig l i m i t a t : !  ons : 

( a )  Types and e x t e n t  of coverage  s h a l l  he i n  a cco rdance  w i t h  
souiid t rusiness  p r a c t i c e  arid tlie r a t e s  and premiums s h a l l  be r easonab le  unde r  t h e  
c i r cums tances .  

35 



i d )  provLsLor ;s  f o r  a x z z e r v e  unae: a s e l f - i r l su ra r i ce  $r3g:anl 
:):E psjjai4dbie to t h e  e x t n n t  t k l a t  t y p o s  o f  c o v e r a g e ,  n x t c n t  of c n v e r a q e ,  r a t i . 5 ,  
2nd p r e r n i u m s  w:>uld nave been a l l o w e d  had  i n s u x a n c e  3oen pu rchased  t o  C O V ~ L  ;h~1. 
L-J.: ;~:; .  However, p r o v i s i o n  f o r  known or  r e a s o n a b l y  Estimated s e l f - i n s u r e d  
Iiahilities, w h i c h  do no t  become payab ie  f o r  inore t h a n  o n e  y e a r  a f t e r  t h e  
prov:sian LS made, s h a l l  n o t  exceed  :he 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 )  C o s t s  o f  i n s u r a n c e  on t h e  1:ves of t r u s t e e s ,   office:"^, o r  
o t h e r  employees  h o l d i n g  p o s J . t i o n s  of s i m i l a r  re . spons ib i l i t i es  a r e  al1owabj.e only 
t o  t h e  e x t e n t  t h a t  t h e  i n s u r a n c e  r e p r e s e n t s  additj orial compensa t ion  ( s e e  
subparagraph 8 .  g ( 4 )  ) , The cos t .  of such insu::-ance when t h e  o r g a n i z a t i o n  is 
i d e n t i f i e d  a s  t h e  b e n e f i c ] - a r y  i s  unallowable. 

(f] I n s u r a n c e  a g a i n s t  d e f e c t s .  Costs  of i n s u r a n c e  WI th 
respect t o  any  costs i n c u r r e d  t o  c o r r e c t  d e f e c t s  . ~ n  t h e  organization's rnaterLdJ.- 
o r  woi: kmanship  a r e  unallowab1.e.  

( g )  Medica l  l i a b i l i t y  ( m a l p r a c t i c e )  i n s u r a n c e  Medical 
? i a h l l i t y  i n s u r a n c e  1 s  an a l l o w a b l e  c o s t  of  F e d e r a l  r e sea rch  programs on ly  t o  
t h e  e x t e n t  t h a t  t h e  F e d e r a l  r e s e a r c h  programs i n v o l v e  human s u b i e c t s  o r  t r a i n i n g  
of pdrticipants i n  r e s e a r c h  t e c h n i q u e s  Med ica l  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  a n d  s h a l l  be a s s i g n e d  t o  i n d i v i d u a l  pro]ects  b a s e d  
o n  the manner i n  which t h e  i n s u r e r  a l l o c a t e s  t h e  r i s k  t o  t h e  p o p u l a t i o n  cove red  
~y the i n s u r a n c e .  

( 3 )  A c t u a l  losses which c o u l d  h a v e  been  covered b y  p e r m i s s i b l e  
1 n r ; u r a n c e  ( t h r o u g h  t h e  p u r c h a s e  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) are 
u n a l l o w a b l e  u n l e s s  e x p r e s s l y  p r o v i d e d  f o r  i n  t h e  award ,  e x c e p t :  

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

(b) Minor losses n o t  c o v e r 2 d  b y  in su rance ,  s u c h  a s  s p o i l a g e ,  
D r e a k a g e ,  and  d i s a p p e a r a n c e  o f  s u p p l i e s ,  which  o c c u r  i n  t he  o r d i n a r y  cour se  of 
o p e r a t i o n s ,  a re  a l l o w a b l e .  

b. I n d e m n i f i c a t i o n  i n c l u d e s  s e c u r i n g  t h e  o r g a n i z a t i o n  a g a i n s t  l i a b i l i t i e s  
t o  t h i r d  p e r s o n s  and  any o t h e r  l o s s  o r  damage, n o t  compensated by  i n s u r a n c e  o r  
o t h e r w i s e .  The F e d e r a l  Government is obligated 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  p r o v i d e d  i n  t h e  a w a r d .  

2 3 .  I n t e r e s t .  

a .  Costs i n c u r r e d  for i n t e r e s t  on bo r rowed  c a p i t a l ,  t empora ry  use of 
endowment f u n d s ,  o r  t h e  u s e  o f  t h e  n o n - p r o f i t  o r g a n i z a t i o n ' s  GWn f u n d s ,  however 
r e p r e s e n t e d ,  a r e  u n a l l o w a b l e .  However, i n t e r e s t  on deb t  i n c u r r e d  a f t e r  
September 2 9 ,  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  ) F'OI f a c i l i t i e s  a c q u l s i  t i o n -  ( e x c l u d i l i q  3 enovat ions  arid 
dJ.'..e!.:t! i31!:; J c:ost~r ig  o v e r  .$I(: r n i J  Ij.ori w1lei-c- tlie Fedei-a]  GoVernmsnt ' c' 

r e i i r t ~ u i  sement I S  expec;.ed LO ecyad o r  e x c e e d  40 pe:-cent of ail a s s e t  's cos1 , ~ I - t t  

~ion--pic,i ;  t orpanizat ior t  p i - e p ~ r . e s ,  prior to the  ;rcqb!isi t1on o r  i ep i acemen t  ~i Z I I P  
c a p i i s l   asset^ (s) , a I u s r i f i c a t i o n  t h a t  demonsrrates  cne need ior t h e  f a c i l i y j ,  11' 
t h e  conducL of redera l iy-sponsored  a c t i v i t i e s .  Upon r e q u e s t ,  t he  needs 
j u s t i f i c a t i o n  must be provided  t o  the  Federal  agency w i t h  cos t  cogn izance  
a u t h o r i t y  ss a p r e r e q u i s i t e  t o  r h e  continued 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  should  inc lude ,  a t  a m i n i m u m ,  t h e  fo l lowing :  

( a )  A s t a t emen t  of purpose and j u s t i f i c a t l o n  f o r  f a c i l i r y  
a c q u i s i t i o n  or  replacement 

(b) P, s t a t e m e n t  a s  t o  w h y  c u r r e n t  f a c i l i t i e s  a r e  not  a d e q u a t e  

( C )  A SKatement of planned f u t u r e  U S E  of the  f a c i l i t y  

id) A description of the  f inanc ing  agreement t o  be  a r r a n g e d  
f o r  rhe  f a c i l i t y  

( e )  A summary of t he  bu i ld ing  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  
informaTion and s ta tement  of sou rce  and use of funds 

( f )  A s chedu le  of  planned occupancy d a t e s  

12) For f a c i l i t i e s  c o s t i n g  over $ 5 0 0 , 0 0 0 ,  t h e  n o n - p r o f i t  
o r g a n i z a t i o n  prepares ,  p r i o r  t o  t h e  a c q u i s i t i o n  o r  replacement  of t h e  f a c i l i t y ,  
a l ea se /pu rchase  a n a l y s i s  i n  accordance w i t h  t h e  p r o v i s i o n s  of S e c .  - . 3 0  
th rough . 3 7  of C i r c u l a r  A-110,  which Shows t h a t  a f inanced  pu rchase  o r  c a p i t a l  
l e a s e  i s q 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 ,  o n  a 
n e t  p r e s e n t  value b a s i s .  Discount r a t e s  used should be equa l  t o  the .  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 ighe r  t h a n  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  non-p ro f i t  Organiza t ion  from 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 .  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 nc lude  a compar ison  of 
t h e  n e t  p re sen t  value of t h e  p r o j e c t e d  t o t a l  c o s t  comparisons of b o t h  
a l t e r n a t i v e s  over t h e  pe r iod  t h e  a s s e t  i s  expected 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 cos t  comparisons a s soc ia t ed  w i t h  purchas ing  t h e  f a c i l i t y  s h a l l  
i n c l u d e  the  es t imated  purchase  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 ma in tenance  
c o s t s  ( i nc lud ing  proper ty  t a x e s ,  i f  a p p l i c a b l e )  no t  i nc luded  i n  t h e  d e b t  
f i nanc ing ,  l e s s  any e s t ima ted  a s s e t  sa lvage  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 cos 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  
e s t ima ted  t o t a l  l e a s e  payments, any es t imated  ba rga in  purchase  o p t i o n ,  o p e r a t i n g  
and maintenance c o s t s ,  and t a x e s  not  inc luded  i n  t h e  c a p i t a l  l e a s i n g  
arrangement ,  l e s s  a n y  e s t ima ted  c r e d i t s  due under t h e  l e a s e  a t  t h e  end of t h e  
pe r iod  def ined  abo17e. P ro jec t ed  o p e r a t i n g  l e a s e  c o s t s  s h a l l  be based  on t h e  
a n t i c i p a t e d  cos t  of l e a s i n g  comparable f a c i l i t i e s  a t  f a i r  market r a t e s  undelr 
r e n t a l  agreements t h a t  would be renewed o r  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 maintenance c o s t s  and a l lowab le  p r o p e r t y  t a x e s  t o  be 
borne b y . t h e  nori-profit  o r g a n i z a t i o n  d . i r e c t l y  o r  a s  p a r t  of t h e  l e a s e  
arrangement .  
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1.5) Reimbursements a r e  L imi t ed  t o  the l e a s t  cost1 y a l t e r n a t i v e  ba:;ed 
%,,t * .  ,. ~ r i t '  ? ~ l : d l   COS^ a n a l y s i s  r e q u i r e d  under z u h p a r a g r a p h  ( b ) .  Fo r  example,  ~f iir, 

c Jp t ' r aL ing  l e a s e  i.s de te rmined  to be less  c o s t l y  t h a n  pu rchas ing  t h r o u g h  deb t  

h e e n  u s . j d .  I n  all cases where a l e a s e / p u r c n a s e  a n a l y s i s  is p e r f o r m e d ,  F'ederal  
i-~li .mbu~sement;  s h a l l  he 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 ~ d t - i v e .  

r ia r l : ;~ .nq ,  :tien re imbursement  is l i m i t e d  t o  the amount de t e rmined  if l e a s i n g  )rad 

i 6 )  Non-p ro f i t  o r g a n i z a t i o n s  a r e  a j s o  sublect to the i o 1  l o w i n q  
conditions: 

( a )  interest or 3eb? i n c u r r e d  t o  tir ianc;e or r e f i n a n c e  assex- ;  
a c q u i r e d  b e i o r e  or r e a c q u i r e d  a f t . e r  September  2 9 ,  1 9 9 5 ,  i s  not allowable. 

(b) I n t e r e s t  d t t r i b u t a b l e  t o  f u l l y  deprec idEed a s s e t s  IS 
una I lowabl e .  

(c) For d e b t  a r r a n g e m e n t s  o v e r  $1 m i l l i o n ,  u n l e s s  the nori- 
p r o f i t  o r g a n i z a t i o n  makes an i n i t i a l  e q u i t y  c o n t r i b u t i o n  t o  t h e  a s s e t  puycnase 
of 2 5  p e r c e n t  3r more,  n o n - p r o 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 i m s  f o r  i n t e r e s t  
e x p e n s e  b y  a n  amount e q u a l  t o  impu ted  i n t e r e s t  e a r n i n g s  on e x c e s s  c a s h  f low,  
wh ich  i s  t o  be calcu1a:ed a s  f o l l o w s .  A n n u a l l y ,  non-prof;: D r g a n i z a t i o n s  s h a l i  
p r e p a r e  a c u m u l a t i v e  ( f r o m  t h e  incepLior i  of t h e  p r e j e c t )  r e p o r t  o f  monthly cash 
f l o w s  t h a t  i n c l u d e s  inflows and  o u t f l o w s ,  r e g a r d l e s s  of the  f u n d i n g  s o u r c e .  
I n f l o w s  c o n s i s t  of d e p r e c i a t i o n  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 a n n u a l  i n t e r e s t  e x p e n s e .  For cash f l o w  c a l c u l a t i o n s ,  
t n e  a n n u a l  inflow 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 t i a l l y  12)  t h a t  t h e  b u i l d i n g  i s  i n  s e r v i c e  for monthly amoun t s .  Out f lows  
consist 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  
rata s h a r e  a t t r i b u t a b l e  t o  the  u n a l l o w a b l e  cos t s  of  l a n d )  and  i n t e r e s t  payments .  
Where c u m u l a t i v e  i n f l o w s  e x c e e d  c u m u l a t i v e  o u t f l o w s ,  i n t e r e s t  shall be 
c a l c u l a t e d  sn t h e  e x c e s s  i n f l o w s  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 reciuccion 
t o  a l l o w a b l e  i n t e r e s t  e x p e n s e .  The r a t e  of i n t e r e s t  t o  be u s e d  t o  compute 
e a r n i n g s  on  e x c e s s  c a s h  f l o w s  s h a l l  be t h e  t h r e e  m o n t h  T r e a s u r y  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  d a y  of t h a t  m o n t h .  

( d )  S u b s t a n t i a l  r e l o c a t i o n  of 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  
f r o m  a f a c i l i t y  f i n a n c e d  by i n d e b t e d n e s s ,  t h e  c o s t  of  which was funded  i n  whole 
or p a r t  t h r o u g h  F e d e r a l  r e imbu- r semen t s ,  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  o f  20  y e a r s  r e q u i r e s  n o t i c e  to the  F e d e r a l  c o g n i z a n t  
a g e n c y .  The e x t e n t  of t h e  r e l o c a t i o n ,  t h e  amount o f  t h e  F e d e r a l  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 ,  a n d  t h e  d e p r e c i a t i o n  a n d  i n t e r e s t  cha rged  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  a n d / o r  downward a d j u s t m e n t s  o f  r e p l a c e m e n t  space c h a r g e d  t o  F e d e r a l  
programs i n  t h e  f u t u r e .  

( e )  The 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  v a l u 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  ( " a r m ' s  l e n g t h " )  t h i r d  p a r c y .  
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C .  Tile fol lowing c l e f i ~ l i t i o r i s  a r e  tcj Gt u s e d  Cor p u r p o s e s  of ~ 1 1 1 5  
paragraph : 

( 1 )  Re-acquired a s s e t s  means a s s e t s  he ld  by the  non-p ro f i t  
o r g a n i z a t i o n  p r i o r  t o  September 2 9 ,  1 3 9 5  t h a t  have again come t o  he h e l d  b y  
t i le  o r g a n i z a t i o n ,  whether through repurchase o r  r e f ~ n a n c i n g .  J t does  n o t  i n c l u d e  
a s s e t s  acqui red  to r ep lace  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  con t r ibu t ion  means t h e  amount 01- va lue  of  
c o n t r i b u t i o n s  made by non-prof i t  o rgan iza t ions  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 E i e s .  

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

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

25 .  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 he  fo l lowing  a c t i v i t i e s  a r e  unal lowable:  

(1)  Attempts t o  i n f l u e n c e  t h e  outcomes of any Federa l ,  S t a t e ,  o r  
l o c a l  e l e c t i o n ,  referendum, i n i t i a t i v e ,  or s imi la r  procedure ,  th rough i n  k ind  o r  
cash  c o n t r i b u t i o n s ,  endorsements,  p u b l i c i t y ,  o r  s i m i l a r  a c t i v i t y ;  

( 2 )  E s t a b l i s h i n g ,  admin i s t e r ing ,  c o n t r i b u t i n g  t o ,  o r  p a y i n g  t h e  
expens-es of a p o l i t i c a l  p a r t y ,  campaign, p o l i t i c a l  a c t i o n  conunittee,  o r  o t h e r  
o r g a n i z a t i o n  e s t a b l i s h e d '  f o r  t h e  purpose of i n f l u e n c i n g  t h e  outcomes o f  
e l e c t i o n s ;  

( 3 )  A n y  a t tempt  t o  i n f l u e n c e :  ( i )  The i n t r o d u c t i o n  of  F e d e r a l  o r  
S t a t e  l e g i s l a t i o n ;  o r  ( i i)  t h e  enactment o r  m o d i f i c a t i o n  of any pending  Fede ra l  
or S t a t e  i e g i s l a t i o n  through communication w i t h  any member or employee of t h e  
Congress  o r  S t a t e  l e y i s l a t u r e  ( i n c l u d i n g  e f f o r t s  t o  i n f l u e n c e  S t a t e  o r  l o c a l  
o f f i c i a l s  t o  engage i n  s i m i l a r  lobbying a c t i v i t y )  , 01 w i t h  any Government 
o f f i c i a l  o r  employee i n  connect ion w i t h  a d e c i s i o n  t o  s i g n  or ve to  e n r o l l e d  
legislation; 

( 4 )  B n y  a t tempt  t o  i n f l u e n c e :  (i) The i n t r o d u c t i o n  of F e d e r i l  or 
S r a t e  l e g i s l a t i o n ;  o r  (ii) t h e  enactment 01 m o d i f i c a t i o n  of any pending  Fede ra l  
or StAte l e g i s l a t i o n  by p repa r ing ,  d i s t r i b u t i n g  or  us ing  p u b l i c i t y  o r  



(1) Providing a technicai and f a c t u a l  presentation 3f i n f o r m a t J o n  on 
;J topic directly reiated to the performance of a grant, contract or other 
agreement through heari.ng testimony, statements or 1.eZters to the Congress or a 
State legislature, or subdivision, member, or cognizant staff member thereof, in 
response to a documented request (incl.uciing a Congress iona l  Record notice 
requesting testimony or statements for the record a t  a regularly scheduled 
n e a r i r i g )  made b y  the recipient member, ieqislstive body or subdivision, or a 
coqni zant s t a f f  member thereof; provi.ded such information is readily obtainable 
and can he readily put in deliverable form; and further provided that costs 
under this section foz travel, lodging or mea1.s are unallowable unless incurred 
to o € f e r  testimony at a regularly scheduled Congressional hearing pursuant to ii 

written request for s u c h  presentation made by the Chairman or Ranking Minority 
Member of the Committee 01. Subcommittee conducting such hearing. 

(2) Any lobbying made unallowaDle by subparagraph a(3) to influence 
Stare legislation in order to directly reduce the cost, oz to avoid material 
impdirment of ths organization's authority to perform the grant, contract, or 
other agreement. 

( 3 )  Any activity specifically autnozized by sLatute to be undertaken 
W i E h  f u n d s  f rom the gzant, contract, or other agreement. 

c. (I 1 When an o r g a n i z a c i s n  seeks reimbursement for indirect costs, 
total lobbying costs shall b e  separately identified in the indirect cost rate 
proposal, and thereafter treated as other unallowable activity costs in 
accordance with the procedures of subparagraph B.3 of Attachment P A .  

(2) Organizations shall submit, as part of the annual indirect cost 
rate proposal, a certification that tne requirements and standards of this 
paragraph have been complied wrzh .  

( 3 )  Organizations shall maintain adequate records to demonstrate 
that the determination of costs a s  b s m g  allowable or unallowable pursuant to 
paragraph 25 complies with the requirements of this Circular. 

(4) Time logs, calendars, or similar records shall not be required 
to be created for  purposes of complying with t h i s  paragraph during any 
particular calendar month when: (1) the employee engages in lobbying (as defined 
in subparagraphs (a) and (b)) 25 percent or less of the employee's compensated 
hours of employment during that calendar month, and (2) within the preceding 
five-year period, the organization has not materially misstated a l l o w a b l e  or 
unallowable costs of any nature, including legislative lobbying costs. When 
conditions ( 1 )  and (2) are met, organizations are not required to establish 
records to support the allowabliliy of claimed costs in addition to records 



d .  Execut ive lobbying  c o s t s .  Costs  i ncu r red  i n  a t t empt ing  t o  
improper ly  in f luence  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 or  o f f i c e r  of 
t h e  Execut ive B r a n c h  of t h e  Fede ra l  Government t o  g ive  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 sponsored agreement o r  a r e g u l a t o r y  m a t t e r  a r e  . una l lowab le .  Improper 
i n f l u e n c e  means any i n f l u e n c e  t h a t  induces o r  t e n d s  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  cons ide ra t ion  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 egu la to ry  m a t t e r  01-1 any b a s i s  o t h e r  than  the  meriEs of t h e  m a t t e r .  

2 6 .  Losses on o t h e r  sponsored agreements o r  c o n t r a c t s .  Hny e x c e s s  of c o s t s  
ove r  Lncome on any award i s  una l lowable  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 ,  but  i s  not l i m i t e d  t o ,  t h e  o r g a n i z a f i o n ' s  c o n t r i b u t e d  p o r t i o n  by 
reason  of cos t  sha r ing  agreements  o r  any under - recover ies  through n e g o t i a t i o n  of 
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 7 .  Maintenance and r e p a i r  c o s t s .  Cos ts  i n c u r r e d  f o r  necessa ry  main tenance ,  
r e p a 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  Federa l  p r o p e r t y  u n l e s s  
o the rwise  provided f o r )  which n e i t h e r  add t o  t h e  permanent va lue  of t h e  p r o p e r t y  
nor  apprec i ab ly  prolong i t s  in t ended  l i f e ,  b u t  keep i t  i n  an e f f i c i e n t  o p e r a t i n g  
c o n d i t i o n ,  a r e  a l lowable .  Cos t s  i n c u r r e d  f o r  improvements w h i c h  add to t h e  
permanent value of t h e  b u i l d i n g s  and equipment o r  apprec i ab ly  p r o l o n g  t h e i r  
i n t ended  l i f e  s h a l l  be t r e a t e d  a s  c a p i t a l  expend i tu re s  ( s e e  pa rag raph  15). 

2 8 .  r i a t e r i a l s  and s u p p l i e s  c o s t s .  

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

b .  Purchased m a r 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 ,  ne t  of app l i cab le  c r e d i t s .  Withdrawals from gene ra l  s t o r e s  o r  
stocl:rooms should be charged a t  t h e i r  a c t u a l  ne t  c o s t  under any r e c o g n i z e d  
method of p r i c i n g  inventory  wi thdrawals ,  c o n s i s t e n t l y  a p p l i e d .  Incoming 
t r a n s p o r t a t i o n  charges  a r e  a p 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 .  Only m a t e r i a l s  and s u p p l i e s  a c t u a l l y  used f o r  t h e  per formance  of a 
Fede ra l  award may he charged a s  d i r e c t  c o s t s .  

d .  Where f ede ra l ly -dona ted  or  fu rn i shed  m a t e r i a l s  a r e  used i n  pe r fo rming  
t h e  Federal  award, s u c h  m a t e r i a l s  w i l l  be used wi thout  cha rge .  

f--- . ........... ...-.... .̂ ----.I-- 
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;1 C a s t s  of t h e  n o n - p r o f i t  o r g a r , i z a t i o n ' s  memSership ir. business, 
' ? z i ! n i  c;iJ , arid p r o f e s s i o n a l  o rga r i i zaz13r i s  are a l l o w a b l e .  

r j .  C:c!r;t.'; oE t h e  n o c - p r o f i t  o r g a n i z a t i o n ' s  s u b s c r i p t i o n s  t o  D u s i n f l s s ,  
K ) ~ ~ ; - E : Z S ~  orrcll , and t e c h n i c a l  p e r i o d i c a l s  a r e  allowable. 

c. Costs of membership i n  a n y  C L V I C  o r  community o r g a n i z a t i o n  a r e  
a l l o w a ~ l e  w i t h  p r i o r  approva l  by F e d e r a l  c o g n i z a n t  agency .  

d .  C o s l s  or membership in any c o u n t r y  c l u b  o r  s o c i a l  or  d i n i n g  club OL 
o r q a n i  z a t i o r ?  a r e  una l lowab1.e .  

3 1 .  Y r g a n i z a t i o n  costs. K x p e n d i c u r e s ,  s u c h  as i n c o r p 9 r a t I o n  f e e s ,  h rake r : ; '  
f e e s ,  f e e s  t o  p r o m o t e r s ,  o r g a n i z e r s  OK management c o n s u i t a n t s ,  a t t o r n e y s ,  
a c c o u n t a n t s ,  or  i n v e s t m e n t  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  c o n n e c t i o n  w i t h  e s t a b l i s h m e n t  o r  r e o r g a n i z a t i o n  o f  an 
c i r g a n i z a  t i o n ,  a r e  u n a l l o w a b l e  e x c e p t  w i t h  p r i o r  a p p r o v a l  of  t h e  awarding  agency 

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

a .  The research p a p e r s  r e p o r t  work s u p p o r t e d  by the  F e d e r a l  Government; 
s nd 

k ~ .  The c h a r g e s  a r e  l e v i e d  i m p a r t i a l l y  on a l l  r e s e a r c h  p a p e r s  p u b l i s h e d  b y  
t h e  3 csuri i i l .  whether or  not  h y  f e d e r a !  l y - s p o n s o r e d  a u t h o r s .  

3 3 .  P a r t i c i p a n t  support costs. P a r t i c i p a n t  s u p p o r t  c o s t s  a r e  d i r e c t  costs f o r  
i terns s u c h  as s t i p e n d s  o r  s u b s i s t e n c e  a l l o w a n c e s ,  t r a v e l  a l l o w a n c e s ,  and 
r e g i s t r a t i o n  f ees  p a i d  t o  o r  on b e h a l f  of p a r t i c i p a n t s  o r  t r a i n e e s  ( b u t  not. 
e m p l o y e e s )  i n  c o n n e c t i o n  w i t h  m e e t i n g s ,  c o n f e r e n c e s ,  symposia, o r  t r a i n i n q  
p r o j 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  approva l  of t h e  awarding 
aqency. 

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

a. The f o l l o w i n g  c o s t s  r e l a t i n g  t o  p a t e n t  a n d  c o p y r i g h t  m a t t e r s  a r e  
a l l o w a b l e :  (i) c o s t  of p r e p a r i n g  d i s c l o s u r e s ,  r e p o r t s ,  and o t h e r  documents 
r e q u i r e d  by t h e  F e d e r a l  award and of s e a r c h i n g  t h e  a r t  t o  t h e  e x t e n t  n e c e s s a r y  
to make s u c h  d i s c l o s u r e s ;  (ii) c o s t  o f  p r e p a r i n g  documents and  any  o t h e r  patent 
c o s t s  i n  connectiorr w i t h  t h e  f i l i n g  and p r o s e c u t i o n  of a Uni ted  S t a t . e s  p a t e n t  
a p p l i c a t i o n  where t i t l e  o r  r o y a l t y - f r e e  l i c e n s e  i s  r e q u i r e d  by t h e  F e d e r a l  
Governmen t  to be  conveyed  t o  t h e  F e d e r a l  Government; and !iii) g e n e r a l  
c o u n s e l i n g  s e r v i c e s  r e l a t i n g  t o  p a t e n t  and  c o p y r i g h t  m a t t e r s ,  s u c h  a s  a d v j c e  on 
p a t e n t  and c o p y r i g h t  laws,  r e g u l a t i o n s ,  c l a u s e s ,  and employee ag reemen t s  ( a u t  

... . i 
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(2) Costs in connect ion  w i t h  f i l i n g  and prosecut ing  any f o r e i g n  
p a t e n t  a p p l i c a t i o n ,  or any U n i t e d  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 equ i r e  conveying t i t l e  or a r o y a l t y - f r e e  l i c e n s e  t o  t h e  Fede ra l  
Government (bu t  see paragraph 45., Roya l t i e s  and o t h e r  c o s t s  for use of  p a t e n t s  
and c o p y r i g h t s ) .  

35. Plan t  and homeland s e c u r i t y  c o s t s .  Necessar))  and reasonable  expenses  
i n c u r r e d  f o r  rou t ine  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 products  a r e  a l lowable .  Such costs i n c l u d e ,  bu 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; b a 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  expend i tu re s  f o r  
homeland and p l a n t  s e c u r i t y  purposes  a r e  s u b j e c t  t o  paragraph 15., Equipment and 
o t h e r  c a p i t a l  expendi tures ,  of t h i s  C i r c u l a r .  

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

37 .  P r o f e s s i o n a l  s e rv i ces  COSKS . 
- 

a .  Costs  of  p ro fes s iona 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  sh.11, and who a r e  
n o t  o f f i c e r s  o r  employees of t h e  non-p ro f i t  o r g a n i z a t i o n ,  a r e  a l l o w a b l e ,  s u b j e c t  
to suhparagraphs b and c when r easonab le  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 n o t  cont ingent  upon recovery  of t h e  c o s t s  from t h e  Federa l  Government.  

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

h. I n  determining the  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  c a s e ,  no 
s i n g l e  f a c t o r  o r  any s p e c i a l  combination of f a c t o r s  i s  n e c e s s a r i l y  
de t e rmina t ive .  However, t h e  fo l lowing  f a c t o r s  a r e  r e l e v a n t :  

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

(2) The necess i ty  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  t h e  
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 pas t  patEern of sucn c o s t s ,  p a r t i c u l a r l y  i n  t k i e  y e a r s  p r i o r  
t o  Federal  aba rds  

43 



( 7 )  The  q u a l i f i c a t i o n s  o f  t h e  ir- idividual.  o r  concero re r ider2nq :he. 
';DTV I ce  and the customary f e e s  charged ,  e s p e c i a l l y  on nori-Federal awards.  

(8) i idequacy of tile con t r ac tua l  a q r e e m e n t  f o r  t h e  s e r v i c e  i e . q . ,  
des - r lp t . lOn  of ihe s e r v i c e ,  es*::.:nate o f  t i m e  r e q u - r e d ,  r a t e  <i f  comperir;ation, arid 
t- e rmi n a t i. on p r o  v 1 s 1 o n  s ) . 

c .  J n  add i t ion  t o  the  : a c t o r s  3.n subparagraph b, r e t a ine r  f e e s  Lo S e  
dliowable rriust be supported by ev idence  of  bond f ~ d e  services a v a i l . a b l e  31- 

r P n d n  r e  d 

38. 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 .  

a .  Pub l i ca t ion  c o s t s  i nc lude  the  c o s t s  of printing ( inc lud ing  t h e  
p r o c e s s e s  of  composi t ion,  plate-making,  press  work, binding, 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, ma i l ing ,  and 
g e r i e x a l  hand l ing .  Pub l i ca t ion  costs a1 s o  inc lude  page charges II? pro fes s iona l  
p u b l i c a r i o n s .  

U .  I f  t hese  c o s t s  a r e  riot i d e n t i f i a b l e  w i t h  a p a r t i c u l a r  c o s t  objective, 
t h ~ y  s h o u l d  h e  a ? l o c a ~ % d  as i n d i r e c t  c o s t s  t o  a i l  benefiting a c t i v i t i e s  of :no 
non-p ro f1  t organization. 

c .  Page charges f o r  p r o f e s s i o n a l  Iournz l  p u b l i c a t i o n s  a r e  a l iowable  a s  a 
n e c e s s a r y  p a r t  of r e s e a r c h  c o s t s  where: 

( 1 )  The r e s e a r c h  papers r e p o r t  work supported by t h e  Federal  
Government:  and 

(2) The cha rges  a r e  l e v i e d  i m p a r t i a l l y  on a l l  r e sea rch  papers  
published by the  j o u r n a l ,  w h e t h e r  o r  not  by federa l ly-sponsored  a u t h o r s .  

3 9 .  Rearrangement and a l t e r a t i o n  c o s t s .  C o s t s  i n c u r r e d  f o r  o rd ina ry  o r  normal 
r ea r r angemen t  and a l t e r a t i o n  of f a c i l i t i e s  a r e  a l lowab le .  S p e c i a l  arrangement 
and a l t e r a t i o n  c o s t s  i n c c r r e d  s p e c i f i c a l l y  f o r  t h e  p r o j e c t  are  ailowabLe with 
t h e  p r i o r  appzoval of the awarding agency. 

4 C .  Reconversion costs. Cos t s  i n c u r r e d  i n  t h e  z e s t o r a t i o n  o r  r e h a b i l i t a t i o n  of  
t h e  n o n - p r o f i t  o r g a n i z a t i o n ' s  f a c i l i t i e s  t o  approximately the  same cond i t ion  
e x i s t i n g  immediately p r i o r  t o  commencement of Federzl  awards, l e s s  c o s t s  r e l a t e d  
t o  normal  wear and t e a r ,  a r e  a l l o w a b l e .  

... ,.,- :_- ,..... -..---.. 
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a .  i;ul?]ecr t o  s u b p a r a q r - a p l ~ ~ s  11, c ,  arid d ,  ilnci provided t h a t  the C l 7 . t '  C j f  
i h e  ? I  ail recrcrr.ed a ~ ~ d  n10 i r  11-~r-d is i n  keeping w i t t r  w o i ~ k i o a d  requi . rements ,  

s.a:-y I c., secure d i d  I J I ~ L I I I ~ A L I ~  ail) adequate szafi, COS?.:. of operat. ir iy ar, 
apt  I r u c l t  a rid rciuca t i o n ; i l  t e s  t i n q  pl-opranl, t v a  ve i cos c s  ai eii ipi ciyees wli I 1 e 
engaged l r r  r e c r u i t i n g  pe r sonne l ,  t r2 ,vel  costs of a p p l r c a n t s  fo r  i n ' l e i - v j  ews 101 
prospec t i  ve employment, and r e l o c a t i o n  costs i n c u r r e d  inc iden t  to r ec ru i  trnent of 
riew em-ployees, a r e  allowable t o  t h e  ex ten 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 recruirnrent  program. Where t h e  o rgan iza t ion  Uses empioyment 
agencies ,  c o s t s  t h a t  a r e  not  in e x c e s s  of s t anda rd  commercial r a t e s  f o r  such 
se rv ices  a r e  a l lowable .  

b .  I r j  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 nc ludes  a d v e r t i s i n g  m a t e r i a l  f o r  o the r  than r ec ru i tmen t  purposes ,  o r  i s  
excess ive  i n  s i z e  (Laking into cons ide ra t ion  r ec ru i tmen t  purposes  f o r  which 
in tended  and  normal o r g a n i z a t i o n a l  p r a c t i c e s  i n  t h i s  r e s p e c t ) ,  a r e  u n a l l o w a b l e .  

c .  Cos ts  of help 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  al 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 rgan iza t ions  c h a t  do not meet t h e  t e s t  of r easonab leness  o r  do nor conform w i t h  
Che e s i a b l i s h e d  p r a c t i c e s  of t h e  o rgan iza t ion ,  a r e  una l lowable .  

d .  Where r e l o c a t i o n  c o s t s  i ncu r red  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  
the  newly h i r e d  employee r e s i g n s  f o r  reasons  w i t h i n  h i s  c o n t r o l  w i t h i n  twe lve  
months a f t e r  b e i n q  h i r ed ,  t h e  o rgan iza t ion  w i l l  be r equ i r ed  t o  r e f u n d  o r  c r e d i t  
such relocaEion c o s t s  t o  t h e  Federa l  Government. 

42.  Relocat ion cos t s  

a .  Re loca 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  permanenr: change of d u t y  
assignment ( f o r  an i n d e f i n i t e  pe r iod  or for a s t a t e d  pel-iod of n o t  l e s s  t h a n  1 2  
months) of an e x i s t i n g  employee o r  upon r ec ru i tmen t  of a new employee 
Relocat 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  desc r ibed  i n  
subpzragraphs b ,  c ,  and d ,  p rovided  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.  

( 2 )  Reirnbursement t o  t h e  employee i s  i n  accordance w i r h  a n  
e s t a b l i s h e d  w r i t t e n  p o l i c y  c o n s i s t e n t l y  fol lowed by t h e  employer.  

(31 The r e i d u r s e m e n t  does n o t  exceed t h e  employee ' s  a c t u a l  (01 

reasonabiy e s t ima ted )  expenses .  

b .  Allowable r e l o c a t i o n  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  
fol lowing:  

( 1 )  The c o s t s  of t r a n s p o r t a t i o n  of the employee, members of  h l s  
immediate fami ly  and h i s  household, 2nd pe r sona l  e f f e c t s  t o  t h e  new l o c a t i o n .  
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( 4 )  The continbjng c o s t s  of  ownezshi? of  t h e  vacant  former hame 
a f i e r  L h e  s e t t l e m e n t  :~r l o h s e  d a t e  of t h e  e m p l o y e e ' s  new permanent noms, such 
n iaJ  ri teriarice of b u i l d i n u s  a n d  g rounds  ( e x c l u s i v e  o f  f i x i n g  up expen:;?;!, 
u t i ! . . ~ t i e s ,  t axes ,  and p r o p e r t y  iy i surance .  

(2) Other  n e c e s s a r y  and r e a s o n a b l e  e x p e n s e s  n o r m a l l y  i n c i d e n t  t o  
re1 o c a t i o r i ,  such a s  t h e  costs of car ice l i .nq  an ur iexpsred  l e a s e ,  d i s c 3 n n e c t i n g  and 
r e l n s t a i l i . n g  household  a p p l . i a n c e s ,  arid p u r c h a s i n g  i n s u r a n c e  a g a i n s t  i o s s  of or 
damages  t o  pe r sona l .  p r o p e r t y .  The c o s t  o f  caricel.Lriq an unexpi red  l e a s e  i s  
l i m i  t e d  t o  t h r e e  times the monthly  r e n t a l .  

r 3 .  P.liowahJe r e l o c a t i o n  c o s t s  for n e w  employees  a r e  l i m i t e d  to t h o s e  
d e s c r i b e d  i n  (1) arid (21 of s u b p a r a g r a p h  h. When r e l o c a t i o n  cost5 i n c u r r e d  
i n c i d e n t  t o  t-he r e c r u i t m e n t  of new employees have b e e n  allowed e i t n e r  a s  a 
d i r e c t  o r  indirect c o s t  and t h e  employee r e s i g n s  for r easons  w i t h i n  his control  
w i t h i n  12 months  a f t e r  h i r e ,  t h e  o r g a n i z a t i o n  s h a l l  r e fund  o r  c r e d i t  t h e  Fede ra l  
Government  f o r  J t S  s h a r e  of t h e  c o s t .  However, t h e  costs of t r a v e l  to an 
g v e r s e a s  1 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  c o s t s  i n  accordance  w i t h  pa rag raph  
-50 a n d  not r e l o c a t i o n  c o s t s  for t h e  pu rpose  of  this parag raph  i f  d e p e n d e n t s  a r e  
n o t  p e r m i t t e d  a t  E h e  L o c a t i o n  f o r  any  r e a s o n  and  t h e  c o s t s  do  n o t  i n c l u d e  m s t s  
o f  c r a n s p o r t i n g  househo ld  goods. 

d. T h e  f o l l o w i n g  cos ts  r e l a t e d  t o  r e l o c a t i o n  a r e  una l lowab le  

{ I )  T o e s  and  other costs a s s o c i a t ~ d  w i t h  a c q u i r i n g  a ne*i home 

( 2 )  A 1.035 on the sa1.s of a former  home. 

( 3 )  C o r i t i n u i n g  moi tgage  p r i n c i p a l  and i n t e r e s t  payments on a home 
SeLng sold. 

( 4 )  Income t a x e s  p a i d  b y  an employee r e l a t e d  :o r e imbursed  
:elocatlon costs. 

41. R e n t a l  c o s t s  of b u i l d i n g s  and equ ipmen t .  

a .  S u b j e c t  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  s u b p a r a g r a p h s  b .  through d.  of 
this paragrapb 43 ,  r e n t a l  cos t s  a r e  a l l o w a b l e  to t h e  extent 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  1igh.- of  s u c h  f a c t o r s  a s :  r e n t a l  c o s t s  of comparable p r o p e r t y ,  i f  
a n y ;  m a r k e t  c o n d i t i o n s  i n  t h e  a r e s ;  a l t e r n a t i v e s  a v a i l a b l e ;  and ,  the t y p e ,  1i:e 
e x p e c t a n c y ,  c o n d i t i o n ,  and  v a l u e  of t h e  p r o p e r t y  l e a s e d .  R e n t a l  a r r angemen t s  
should be  r ev iewed  p e r i o d i c a l l y  t o  d e t e r m i n e  i f  c i r c u m s t a n c e s  have changed and 
o t h e r  options a r e  a v a i l a b l e .  

b .  R e n t a l  c o s t s  unde r  " s a l e  and  l e a s e  back" a r r a n g e m e n t s  a r e  a l l o w a h j e  
o n l y  up t o  t h e  amount t h a t  would  be  a l l o w e d  had  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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c .  Rental  c o s ~ s  I J I I ~ ~ L  " l e s s - t ~ - , a i ~ - a r n i s - i e r i u t ~ i "  ! e a s e s  a r e  a I i o w ~ a i L e  only u p  
L D  t i i p  aniount (as e x p l a i n e d  in subparagraph h. t l i i s  paragraph 4 3 .  i t , l - i a ~  would 
I ) t  ;iiLoweC! had L L t l e  r.o t h e  p roper ty  vested i r ,  L I I C .  nol i -prof i t  o rga r i i za t io r i .  Fcir 
i . h l  5 ~ ~ J c ! J o s ( ? ,  i; J ~ s ~ - ~ : ~ i ~ i ~ - - ~ i ~ r i i ~ : ~ i e r l ? t t l  l e a s e  IC' oiic u1idt.1- wliick, Orle ??il-Ly L O  t h e  
Iez.:.c aqi-eezrient i r  ab1 e t L )  conr rc l  01- s u n s t a n i i a i  1)' j.nCiueiice t l ie a c t ~ o i i s  of c h e  
o!.her. S u c h  l e a s e s  inc lude ,  but a r e   lot l i m i t e d  'io rliosc betweeri i i j  d l v i s i c i n s  
of o no1.1-profit o rgan iza t ion ;  (11) n o n - p r o f l t  o rgan iza t ions  under cornion c o n t r o l  
thi-ouyh common o f f i c e r s ,  d i r e c t o r s ,  o r  members; and ( i i i )  a non-p ro f i t  
o rgan iza t ion  and i d i r e c t o r ,  t r u s t e e ,  o f f i c e r ,  o r  key employee of t h e  n o n - p r o f i  t 
o rgan iza t ion  o r  h i s  immediate family,  e i t h e r  d i r e c t l y  or  through c o r p o r a t i o n s ,  
trusts, o r  s i m i l a r  arrangements ir which t h e y  hold a c o n t r o l l i n g  i n t e r e s t .  For 
example, a non-pi-ofi t o rgan iza t ion  may e s t a b l i s h  a s e p a r a t e  COrpOratlOri f G r  the  
s o l e  purpose of owning 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 .  Renta l  costs under l e a s e s  which a r e  r equ i r ed  t o  be Erea ted  a s  c a p i t a l  
l e a s e s  under GRAP a r e  a l lowable  only  up t o  t h e  amount ( a s  exp la ined  i n  
subparagraph b) t h a t  would be allowed had t h e  non-prof 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  proper ty  on t h e  da te  t h e  l e a s e  agreement was executed.  The p r o v i s i o n s  of 
F inancia l  Accounting S tandards  Board S ta tement  13,  Accounting f o r  L e a s e s ,  s h a l l  
be used t o  determine whether 2 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  they  meet t h e  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 pa id  f o r  p r o f i t ,  management 
f e e s ,  and t a x e s  t h a t  would not  have been i n c u r r e d  had the  non-p ro f i t  
o rgan iza t ion  purchased t h e  f a c i l i t y .  

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

a ,  R o y a l t i e s  on a p a t e n t  o r  copyr igh t  o r  amor t i za t ion  of t h e  c o s t  of 
acqu i r ing  by purchase a copyr igh t ,  p a t e n t ,  o r  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  the  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  o r  t h e  r i g h t  t o  f r e e  LISP of 
t h e  p a t e n t  o r  copyr igh t .  

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

( 3 )  T h e  pa t en t  o r  copyr ight  i s  cons ide red  t o  be u n e n f o r c e a b l e .  

( 4 )  The pa ten t  or copyr ight  i s  e x p i r e d .  

b .  S p e c i a l  ca re  should be exe rc i sed  i n  de te rmining  r e a s o n a b l e n e s s  where 
t h e  r o y a l t i e s  may have a r r i v e d  a t  a s  a result of l e s s - t h a n - a r m ' s - l e n g t h  
I~argair i ing , e ,  g . : 

( 1 )  Royal t i e s  pa id  t o  pe r sons ,  i n 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  
w i t h  the r ~ o n - p r o f i t  o rgan iza t ion .  

(2) Royal t ies  pa id  t o  u n a f f l l i a t e d  p a r t i e s ,  i n c l u d i n g  c o r p o r a t i o n s ,  
under a n  agreement en tered  i n t o  i n  contempldLion t h a t  a Fedeia l  award would b e  
made 
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4 r ~ .  S e 1 l i . r i g  and m a r k e t r r i q .  Costs of splilng and marketin2 an); ? ' o c i a c t s  3: 
s e r v ~  :es  of tne non-prof i t  o r g a n i z a t i c n  are ucai lowable ( L I i ~ l l ~ C S  i~ ,. 13i*eCi ilrtder 
1;'::achrnent B ,  paragraph 1. a s  a l lowahie  p u b l i c  re la ' ; ions c s s t ,  t i a ~ e ~ e r ,  t h e s e  
c o s t s  a r e  d i l lowable  a s  d i r e c t  costs, w i t h  p r i o r  approval by aw;ir5,nG a g e n c i e s ,  
w f i e r i  they a r e  necessary  fo r  t he  perfozmance of Federal  programs. 

4 6. SpeciaI . iz ,ed service f a c i . l i  t i e s .  

t c .  T h e  c o s t s  of s e r v : ~ c e s  provided by  h ighly  complex or  s p e c i a l i z e d  
f a c i l i t J e s  opera ted  b y  t h e  non-prof]  t o rgan iza t ion ,  such as  compurers, wind 
t u n n e l s ,  and r e a c t o r s  a r e  a l l  owable, p r o v i d e d  t h e  charges  for  the s e r v j - c e s  meet 
the c o n d i t i o n s  o f  e i t h e r  46  h .  o r  c .  and,  i n  a d d i t i o n ,  t a k e  into account  any 
- terns of income o r  Federal  f;nancing that q u a l i f y  a s  appl  Lcable  i . z e d i . t ~  under 
t\:iachment A ,  subparagraph P.. 5 .  of 2 f i i s  C i r c u l a r .  

b .  The c o s t s  of s u c h  se rvJces ,  when m a t e r i a l ,  m u s t  be charged d i r e c t l y  t o  
a p p l j - c a b l e  awards based on a c t u a i  usage of  the  s e r v i c e s  on the  b a s i s  o f  a 
s c h e d u l e  of r a t e s  or e s t a b l i s h e d  methodology t h a t  ( i )  does not d i s c r i m i n a t e  
a g a i n s t  f ede ra l ly - suppor t ed  a c t i v i t i e s  of t h e  non-p ro f i t  o rgan iza t ion ,  inc luding  
usage  by t h e  non-prof i t  o r g a n i z a t i o n  for i n t e r n a l  purposes,  and (ii) i s  designed 
t o  r e c o v e r  only  the  aggrega te  c o s t s  of  t he  s e r v i c e s .  The c o s t s  of each s e r v i c e  
s h a l l  c o n s i s t  normally of bo th  i t s  d i r e c t  c o s t s  and i t s  aLlocable s n a r e  o f  a l l  
i n d i r e c t  costs. Rates  shall be a d l u s t e d  a t  l e a s t  b i e n n i a l l y ,  and shall t ake  
i n t o  c o n s i d e r a t i o n  over /under  a p p l i e d  c o s t s  of t h e  previous p e r i o d ( s )  . 

r .  Where t h e  c o s t s  i ncu r red  f o r  3 service a r e  not  ma te r i a l ,  tney may be 
a l l o c a t e d  a s  i n d i r e c t  costs. 

d .  Under some e x t r a o r d i n a r y  c i rcumstances ,  where it i s  i n  t he  b e s t  
i n t e r e s t  of ;n$ Federal  Government and the  i n s t i t u t i o r A  io e s t a b l ~ s h  a l t e r n d t - v e  
c o s t i n g  a r rangements ,  such arrangements  may be worked o u t  w i t h  t h e  cognizant  
F e a e r a l  agency .  

47. T a x e s .  

a .  I n  gene ra l ,  t a x e s  which t h e  o rgan iza t ion  i s  required to pay and which 
a r e  p a i d  o r  accrued i n  accordance w i t h  GPAP, and paymenEs made t o  l o c a l  
governments  i n  i i o l i  of t a x e s  which  a r e  commensurate w i t h  the l o c a l  government 
S e r v i c e s  r ece ived  a r e  a l lowab le ,  excep t  for ( i )  t a x e s  from which exemptions a r e  
a v a i l a b l e  t o  the  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  ava i l ab le  t o  :he 
o r g a n i z a t i o n  based on an exemption a f fo rded  t h e  Federa l  Government and i n  t he  
l a t t e r  case  when t h e  awarding agency makes a v a i l a b l e  the  necessary exemption 
c e r t i f i c a t e s ,  !ii) s p e c i a l  assessments  on J.and which represent  c a p i t a l  
improvements ,  and (iii) Federal incame t a x e s .  

b .  Any re fund  of t axes ,  and any payment t o  t h e  organiza t ion  of  i n t - e re s t  
t h e r e o n ,  which were al lowed a s  award costs, w i l l  be  c red i t ed  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 refund, a s  a p p r o p r i a t e ,  t o  t h e  Federa l  Governmen:. 
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a .  The  C G S I  of item reasoIiab1.1; usable on t he  n o w p r o f i r  c!:-ganizacion 's 
ocher work s h a l l  nor be a1lowabl.e unl.ess the non-p ro f i t  o r g a n i z a L i o n  s u b m i t s  
evidence t h a t  i t  would not  r e t a i n  such i tems  a t  cos t  without  s u s t a i n i n g  a l o s s .  
I n  dec id ing  wheEher such i t e m s  a r e  reasonably usab le  on o t h e r  WGl-k of t h e  non- 
p r o f i t  o r g a n i z a t i o n ,  the  awarding agency should  cons ide r  t h e  non-p ro f i t  
o r g a n i z a t i o n ' s  p lans  and o r d e r s  f o r  cu r ren t  and scheduled a c t i v i t y .  

Contemporaneous purchases of  common items by t h e  non-p ro f i t  o r g a c 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  reasonably  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 tems  as  a l l o c a b l e  t o  t h e  
terminated p o r t i o n  o f  t he  Federa l  award s h a l l  be l i m i t e d  t o  t h e  e x t e n t  t h a t  t h e  
q u a n t i t i e s  of s u c h  i tems on hand, i n  t r a n s i t ,  and on o rde r  a r e  i n  excess  of t h e  
reasonable  q u a n t i t a t i v e  requi rements  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  by t h e  non- 
p r o f i t  o r g a n i z a t i o n ,  c e r t a i n  c o s t s  cannot be d i scon t inued  immediately a f t e r  t h e  
e f f e c t i v e  d a t e  of t e rmina t ion ,  s u c h  c o s t s  a r e  g e n e r a l l y  a l lowab le  wichin t h e  
l i m i t a t i o n s  s e t  f o r t h  i n  t h i s  C i r c u l a r ,  except  t h a t  any such c o s t s  c o n t i n u i n g  
a f t e r  t e rmina t ion  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  of  t h e  n o n - p r o f i t  
o rgan iza t ion  t o  d i scon t inue  s u c h  c o s t s  s h a l l  be una l lowable .  

c .  Loss of useful  va lue  of s p e c i a l  ' ioo l ing ,  machinery,  and i s  g e n e r a l l y  
a l lowable i f :  

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

( 2 )  The i n t e r e s t  or' t h e  Federal  Government i s  p r o t e c t e d  by r r a n s f e r  
of t i t l e  o r  by o the r  means deemed appropr i a t e  by t h e  awarding agency, and 

( 3 )  The l o s s  of u s e f u l  value f o r  any one t e rmina ted  Fede ra l  award i s  
l i m i t e d  t o  t h a t  por t ion  of  t h e  a c q u i s i t i o n  c o s t  which b e a r s  t 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  te rmina ted  p o r t i o n  of t h e  Fede ra l  award bears 
t o  the  e n t i r e  terminated Fede ra 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 .  Renta l  c o s t s  under unexpired l e a s e s  a r e  g e n e r a l l y  a l lowab le  where 
c l e a r l y  shown t o  have been r easonab ly  necessa ry  f o r  t h e  performance of  t h e  
terminated Federa l  award l e s s  t h e  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)  the  amount of s u c h  r e n t a l  c la imed does  not  exceed tlie r e a s o n a b l e  
use v a l u e  of  t h e  property l e a s e d  f o r  the  p e r i o d  of the Federal  award and s u c h  
fu r t l i e r  per iod  a s  m a y  be r e a s o n a b l e ,  and 

( 2 )  t he  non-p ro f i t  o rgan iza t ion  makes d 1 l  r e a s o n a b l e  e f f o r t s  t o  
te rmina te ,  a s s i g n ,  s e t t l e ,  o r  o the rwise  reduce tlJe c o s t  of s u c h  l e a s e .  T h e r e  
6150 may be included the c o s t  of  a l t e r a t i o n s  of s u c h  l e a s e d  p r o p e r t y ,  p r o v i d e d  
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(b) T h e  terminatlan and settlement of suDaws.r:ls 

12  I Reasonable  costs for the storage, transportation, protect] on, 
and d I . s p o s ~ . t i . o n  o f  property p r o v ~ . d e d  by the F'ederal Government or acquj-red o r  
produced for the F e d e r a l  award, except when grantees or contrac:ors a r e  
reimbursed f o r  disposals at a predetermined amouri t in accordance w i t h  Subparts 

.37 of Circu!.ar A-110. __ . 3 2  throuqh - 

(3) Indirect costs re l .a ted io salaries and  waaes incurred as  
settlement e x p e n s e s  in subparagraphs (1) and (2). Normally, such indirect cost3 
s h a l l  he limited t o  friricje benefits, occupancy cos:, and immediate supervision. 

f. Claims u n d e r  s u b  awards,  including the allocable port:on of claims 
which are common to tne Federal award, and to other work of the non-profit 
organization are generally allowable. 

An a?pro?riate share of the non-profii organization's indirect expense mal? DD 

a l l o c a t e d  t o  the amount of settiemenys with subconzractors andior subgranLees, 
provided that the amount aliocated is otherwise consistent w i t h  the b a s l c  
guidelines contained in Attachment P,. The indirect expense so aliocaced shall 
e x c l u d e  the same and similar costs claimed directly or indirectly as ssett!ement 
expenses. 

49. TrainLnu c o s t s .  

a Costs of prepdration and maintenance of a program of instruction 
including but not limited to on-the- job, classroom, and apprenticeship trdinirig, 
designed to increase the vocational effectiveness of employees, including 
trdining materials, textbooks, salaries or wages of tralnees (excluding overtime 
compensation which might arise therefromi, and (1) salaries of the director of 
training and staff when the training program 1s conducted by the organization; 
or (111 tuition and fees when the training is in an institution n o t  operated by 
:he organizatian, are allowable. 

h .  Costs of part-time education, at an undergraduate or post-g1aduate 
college level, including that provided at the organization's own facilities, are 
allowable only when the cagrse or degree pursued is relative to t h e  field in 
which the employee is now working or  may reasonably be expected to work, and are 
1 ink t e d t o : 

(1) Traini-rig materials 

(2) Textbooks. 
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(5) Salaries and r e l a t e d  c o s t s  of i n s t ruc ro i - s  w h c  are employees of 
t h e  o i g a r i i  z a t i o n .  

(6) Stra ight - t ime cornpensarion of each employee f o r  t ime s p e n t  
a t t end ing  c l a s s e s  during working hours not  i n  excess  of 156  h o u r s  p e r  y e a r  and 
O n l y  t o  t h e  ex ten t  t h a t  c i r cums tances  do not  permit  t he  ope ra t ion  of c l a s s e s  o r  
a t tendance  a t  c l a s ses  a f t e r  r e g u l a r  working hours ;  o therwise ,  s u c h  compensat ion 
i s  una l lowable ,  

c .  Costs 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 texrbooks ( b u t  no 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  connect ion w i t h  f u l l - t i m e  
educa t ion ,  inc luding  t h a t  p rovided  a t  t he  o r g a n i z a t i o n ' s  own f a c i l i t i e s ,  a t  a 
pos t -g radua te  (but  not undergraduate)  c o l l e g e  l e v e l ,  a r e  a l lowab le  on ly  when t h e  
course o r  degree  pursued is r e l a t e d  t o  t h e  f i e l d  i n  which t h e  employee i s  now 
working or m a y  reasonably be expected t o  work, and only  where t h e  c o s t s  r e c e i v e  
t h e  p r i o r  approval  of t he  awarding agency. Such c o s t s  a r e  l i m i t e d  t o  t h e  c o s t s  
a t t r i b u t a b l e  t o  a t o t a l  p e r i o d  n o t  t o  exceed one school  year  f o r  each employee 
s o  t r a i n e d .  I n  unusual c a s e s  t h e  per iod  may be extended.  

a .  Cos t s  of a t t endance  of up t o  1 6  weeks pe r  employee pe r  year  a t  
s p e c i a l i z e d  programs s p e c i f i c a l l y  designed t o  enhance t h e  e f f e c t i v e n e s s  of  
execut ives  o r  managers o r  t o  p r e p a r e  employees f o r  such p o s i t i o n s  a r e  a l l o w a b l e  
Such c o s t s  i nc lude  enrol lment  f e e s ,  t r a i n i n g  m a t e r i a l s ,  t ex tbooks  and r e l a t e d  
charges ,  employees'  s a l a r i e s ,  s u b s i s t e n c e ,  and t r a v e l .  Cos t s  z l lowab le  under  
t h i s  paragraph  do not i n c l u d e  t h o s e  for 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  curr iculum, which a r e  a l lowable  on ly  t o  t h e  e x t e n t  s e t  f o r t h  i n  
subparagraphs b and c .  

e .  Maintenance expense,  and normal d e p r e c i a t i o n  o r  f a i r  r en ta l ,  on 
f a c i l i t i e s  owned or l ea sed  by t h e  o r g a n i z a t i o n  f o r  t r a i n i n g  purposes  a re  
a l lowable  t o  the  extent se t  f o r t h  i n  paragraphs  11, 2 7 ,  and 5 0 .  

f. Contr ibut ions  o r  d o n a t i o n s  tu e d u c a t i o n a l  o r  t r a i n i n g  i n s t i t u t i o n s ,  
i nc lud ing  t h e  donation of f a c i l i t i e s  o r  o t h e r  p r o p e r t i e s ,  and s c h o l a r s h i p s  'or  
f e l lowsh ips ,  a r e  unal lowable.  

g .  T ra in ing  and educa t ion  c o s t s  i n  e x c e s s  of t h o s e  o the rwise  a l l o w a b l e  
under subparagraphs b and c may be allowed w i t h  p r i o r  approval  of t h e  awarding 
agency. To be considered for  approval ,  t h e  o r g a n i z a t i o n  must demonst ra te  t h a t  
s u c h  c o s t s  a r e  cons i s t en t ly  i n c u r r e d  pursuant  t o  an e s t a b l i s h e d  t r a i n i n g  and 
educat ion prograni, and t h a t  the course o r  deg ree  pursued i s  r e l a t i v e  t o  t h e  
f i e l d  in which the  employee is now working o r  may reasonably  be expec ted  t o  
work 

50 .  T ranspor t a t ion  c o s t s .  T ranspor t a t ion  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 postage charges  r e l a t i n g  e i t h e r  t o  goods purchased ,  i n  p r o c e s s ,  or 
de l ive red .  These cos t s  a r e  a l l o x a b l e .  When such  c o s t s  can r e a d i l y  be i d e n t i f i e d  
w i t h  t h e  i.terris involved, they m a y  be d i r e c t l y  cliarged a s  t r a n s p o r t a t i o n  c o s t s  o r  
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a. 'G?rieral . T r a v e l  c:>s!:c e;:per.ses f 3 z  t z a r  :-;-;,:?on, l o d g ;  
subsistence, and r e l a t e d  i:.ems ..ncurred by empioyees i.il-i(~ :ray721 ~LZ;',]: ::: 
O L  fi c i a l .  C i u x  ness  :jf the ncn-profit a 1 - g a c i z a t i o n .  Sucri C ' C Z L C  msy  be charaezi or 
iir! a c t u a l  c o s t  b a s i s ,  on a pe r  dienl or m;ieage basis :n L I S I J  ~ 3 :  a c t u a J .  css:..$ 
i n c u r r e d ,  o r  on a c o m i n a r i o n  3f t h e  t w o ,  p r o v ~ . d ~ d  the metnod used i s  dppl i -c  t.(. 
iirr entire t r i p  arid not t o  s e l e c t e d  d a y s  o f  t he  t r i p ,  and r e s u l t s  i n  charges  
c o n s r s t e n r  w i t h  those normally aI.1.owed i n  l i k e  ci rcumstances i n  the  non-mrof ;  t 
0 r y a ri 1 2 J t ion ' s no n - fed e r a  1. J y - s pon s o r  ed a c t I v i  t. 2 e s . 

b .  Zodginq and s u b s i s t e n c e .  Costs i ncu r red  b y  employees and o f f i c e r s  f o r  
t r a v e l ,  i n c l u d i n g  c o s t s  of  lodging ,  o t n e r  s u b s i s t e n c e ,  a n d  i n c i d e n t a l  expenses., 
s h a l l  be cons ide red  r easonab le  and a l lowable  on ly  t o ' t h e  extent  such cos t s  clc, 
riot exceed charges  normally allowed by the  rion-prof1.t o rganiza t ion  ir. j tj 
r e g u l a r  o p e r a t i o n s  a s  the  result of  t h e  non-prof i t  o r g a n i z a t , m ' s  w r i t t o r :  tr.!Jvp! 
p o l i c y .  I n  t h e  ainssrice of an accep tab le ,  w r i t t e n  non-profi t  o rgan iza t ion  pol icy  
r e g a r d i n g  t r a v e l  c o s t s ,  t h e  r a t e s  and amounts e s t a b l i s h e d  under subchapter  I of 
C h a p t e r  57, T i t l e  5 ,  IJnited S t a t e s  Code ("Trave l  and Subsistence Expenses; 
M~. i .eage  F!llowances"), o r  by t h e  Adminis t ra tor  of General  Serv ices ,  o r  by :he 
P r e s i d e n t  ( o r  h i s  or her  des ignee )  pursuant  t o  any provis ions  o f  such subchapter  
s h a l l  apply  t o  t r a v e l  under Federa l  awards (48 CFR 3 1 . 2 0 5 - 4 6 i a ) ) .  

c. Commercial air t r a v e l  

( 1 )  A i r f a r e  c o s t s  in excess  o f  t h e  customary s tandard  commercial 
a i - r f d r e  (coach  o r  e q u i v a l e n t )  , Federal  Government con t r ac t  a i r f a r e  (where 
a u t h o r i z e d  arid a v a i l a b l e ) ,  o r  t h e  lowest  commercial discount  a i r f a r e  a r e  
UEallowable exce;lt when s u c h  accommodations would: ( a )  requi re  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  du r ing  unreasonable  hour s ;  (c) excess ive ly  prolong 
, L ~ $ c J ~ ;  ( d )  r e s u l t  i n  a d d i t i o n a l  c o s t s  t h a t  would o f f s e t  the t r a n s p o r t a r i o n  
savings; or ( e )  of"r accommodations not r easonab ly  adequate f o r  t he  t r a v e l e r ' s  
mediCa.1 n e e d s .  The n o n - p r o f i t  o rgan iza t ion  m u s t  j u s t i f y  and document these  
c o n d i t i o n s  on a case-by-case b a s i s  i n  o rde r  f o r  t h e  u s e  of f i r s t - c l a s s  a i r f a r e  
t o  h e  a l l o w a b l e  i n  s u c h  c a s e s .  

L 

(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  Federa l  
Government w i l l  g e n e r a l l y  riot ques t ion  a non-p ro 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  customary s t anda rd  a i r f a r e  o r  o t h e r  d i scount  a i r f a r e  i s  
unavailable for s p e c i f i c  trips if t h e  non-p ro f i t  o rgan iza t ion  can demonstrate  
e i r h e r  of the fo l lowing :  ( a , )  t h a t  such a i r f a r e  was not  a v a i l a b l e  i n  t he  
s p e c i f i c  c a s e ;  o r  ( b )  t h a t  i t  i s  the  non-p ro 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  m a k e  r o u t i n e  use of s u c h  a i r f a r e .  

d .  A i r  t r a v e l  by o t h e r  than  commercial c a r r i e r .  Costs of t r a v e l  by non- 
p ro f1 . t  organizat 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  incJ.ude t h e  cos t  of 
l e a s e ,  c h a r t e r ,  o p e r a t i o n  ( i n c l u d i n g  pe r sonne l  costs), maintenance, 
d e p r e c i a t i o n ,  i n su rance ,  and o t h e r  r e l a t e d  c o s t s .  The por t ion  of  s u c h  c o s t s  
t h a t  exceeds  t h e  c o s t  of a l lowab le  commercial a i r  t r a v e l ,  a s  provided f o r  i n  
subpa rag raph]  c . ,  i s  una l lowable .  
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I n c ; t  ": i i te of Gas T e c h n o l o g y ,  Eriicaqc,  l l : . incis 

M i t r e  Z o r p c r a t ; . o n ,  &dfo:-d, Massachuse t t s  

M i t r e t e k  Systems, Inc., Falls Criurch, '"-- '  " i i ? l r ! L 2  

Natianai R a d i o l o g i c a l  P s t r o n o r n y  Observatory, G r e e n  Sank,  West 1TirqLr::a 

N a t i O r l a ?  Renewaole Energy  L a b c r a t o r y ,  Golden, Colorado 

. I G ~  D.idge P .ssoc ia ted  U n i v e r s i t i e s ,  Oak Ridge ,  T e n n e s s e e  ,p .. 

Uand Corporation, S a n t a  Monica, California 

T..e;F:arch T r i a n g l e  I n s t i t u t e ,  Rescarch Triangle Park., INor!.ki Czrolina 

R i v e r s i d e  Ke::earch T n s t i z u t . e ,  N e w  York, New Y o r k  

S o u t h  C a r o l i n a  Research ? . u t h o r i t y  ( S C U S )  , C h a r l e s t o n ,  South Carz l i r Ia  
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Urbaii I n s t i t u t e ,  Washington D . C .  

Nori-pi-of1 t i n s u r a n c e  companies, s u c h  a s  E l u e  Cross arid E l u e  Shield 0 i - q a n i z a t . i o n s  

Ocher non-profit o r g a n i z a t i o n s  a s  nego ; i a t ed  w i t h  award ing  a g e n c i e s  
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C i r c u l a r  No. A-133 
Revised to show changes published in the Federal Register June 27, 2 0 C 3  

Audits of S t a t e s ,  Local Governments, and N a n - P r o f  it 0rganizati .ons 

STJBJECT : Audics of States, Local Governments, and Non-Profit 01-ganizations 

1 .  Purpose. This Circular is issued pursuant to the Single Audit Act of 
1984, P.L. 9 8 - 5 0 2 ,  and the Single Audit Act Amendments of 1996, P.L. 104-156. 
It sets forth standards for obtaining consistency and uniformity among Federal 
agencies f o r  the audit of States, local governments, and non-profit 
organizations expending Federal awards. 

2. Authoritv. Circular P.-133 is issued under the authority of sections 
503, 1111, and 7501 et seq.  of title 31, United States Code, and Executive 
Orders 8248 and 11541. 

3. Rescission and Supersession. This Circular rescinds Circular A-128, 
"Audits of State and Local Governments, I' issued April 12, 1985, and supersedes 
the prior Circular A-133, "Audits of Institutions of Higher Education and 
Other Non-Profit Institutions, 'I issued April 22, 1996. For effective dates, 
see paragraph 10. 

4. Policy. Except as provided herein, the standards set forth in this 
Circular shall be applied by all Federal agencies. If any statute 
specifically prescribes policies or specific requirements that differ from the 
standards provided herein, the provisions of the subsequent statute shall 
govern. 

Federal agencies shall apply the provisions of the sections of this 
Circular to non-Federal entities, whether they are recipients expending 
Federal awards received'directly from Federal awarding agencies, or are 
subrecipients expending Federal awards received from a pass-through entity (a 
recipient o r  another subrecipient). 

This Circular does not apply to non-U.S. based entities expending 
Federal awards received either directly as a recipient or indirectly as a 
subrecipient. 

5. Definitions. The definitions of key terms used in this Circular are 
contained in S-.105 in the Attachment to this Circular. 

6 .  Required Action. The specific requirements and responsibilities of 
Federal agencies and non-Federal entities are set forth in the Attachment to 
this Circular. Federal agencies 
making awards to non-Federal entities, either directly or indirectly, shall 
adopt the language in the Circular in codified regulations as provided in 
Section 10 (below), unless different provisions are required by Federal 
statute or are approved by the Office of Management and Budget (OMB). 

7. OMB Responsibilities . OMB will review Federal agency regulations and 
implementation of this Circular, and w i l l  provide interpretations of policy 
requirements and assistance to ensure uniform, effective and efficient 
implementation. 

e Information Contact Further information concerning Circular A-133 may 
be obtained by conLacting the Financial Standards and Reporting Branch, Off ice 
of Federal Financial Management, Off ice of Mandgement and Budget, Washington, 
DC 20503, telephone ( 2 0 2 )  395-3993 
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, .  R ~ V J ~ X \ ~ '  I idL t . ,  T n i s  C L r c i l ? a . ~ -  will %-.,re a pol i c y  re ' r i ew  :?Tee y e a r s  f r m  
c h e  date .nf ~ssuan 

l e .  Effective Dates  The s t a n d a r d s  set f o r t h  in §-.400 of t h e  At tachment  
t.0 this C l . r c u l a r .  which a p p l y  d i r e c t l y  to F e d e r a l  a g e n c i e s ,  s i i a l l  be e f f e c t i v e  
J u l y  I., 1996 and  shall a p p l y  t o  a ; tdirs  of fiscal y e a r s  b e g i n n i n g  a f t e r  Juri.= 
30, 1996. o x z e p t  as o t h e r w i s e  spez~fied i n  B-. 4 0 0  ( a ) .  

The s t a n d a r d s  s e t  f o r t h  i n  t h i s  C i r c u l a r  :ha t  Fede ra l  a g e n c i e s  m a l l  
a p p l y  tij nor i -Federa l  e n t i t i e s  s h a l l  be adopted by F e d e r a l  a g e n c i e s  i n  c o d i f i e d  
r e g u l a t i o n s  not la ter  t h a n  6 0  d a y s  after p u b l i c a t i o n  of t h i s  f i n a l  r e v i s i o n  
in the Federal Register, so t h a t  t h e y  w i l l  a p p l y  t o  a u d i t s  of fiscal years 
beg i -nn ing  a f t e r  J u n e  3 0 ,  1 9 9 6 ,  w i t h  t h e  e x c e p t i o n  t ha t  §-.305(b) of t h e  
A t t a c h m e n t  a p p l i e s  t o  a u d i t s  of f i s c a l  y e a r s  b e g i n n i n g  a f t e r  J u n e  30, 1 9 9 8 .  
T h e  r e q u i r e m e n t s  of C i r c u l a r  A - 1 2 8 ,  a1 though t h e  C i r c u l a r  i s  r e s c i n d e d ,  and 
t h e  !990 v e r s i o n  of C i . r c u l a r  Ji-1.33 rernair. i.rr e f f e c t  f o r  a u d i t s  o f  f i s c a l  y e a r s  
b e g j . n n i n g  on  o r  b e f o r e  J u n e  3 0 ,  1996. 

The r e v i s i o n s  p u b l i s h e d  i n  t h e  F e d e r a l  Register June 2 7 ,  2003, are  
e f f e c t i v e  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 3 1 ,  Z O O ? ,  and e a r l y  
i m p l e m e n t a t i o n  i s  n o t  p e r m i t t e d  w i t h  t h e  e x c e p t i o n  o f  the  d e f i n i t i o n  3: 
oversight agency f o r  a u d i t  w h i c h  j.s e f f e c t i v e  July 2 8 ,  2003. 

Augus t ine  T .  Smythe 
A c t i n g  Director 

A t t a c h m e n t  
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S u b p a r t  A- -Genera l  
s-_. 1 o a Purpose.  

Th i  s p a r t  50,:s forth starida:-d:; t31- oDtain.Lng z2nsistency and uniformity 
among Federal a g e n c i e s  foi- :he audit sf non- Feriera!. en:i;Les expending Federal 
awai-ds 

5 _ _ .  105 Definitions. 

Auditee means an), non- F e d e r a l  ~ z t i r y  that sxpends Fideral awards which 
must be audited under this part. 

Auditor means an auditor, that is a public accountant or a Federal, 
State or local government aud1.t organization, which meets the general 
standards specified ~n g e n e r a l  7 y accepted governmenr. auditing standards 
(GAGAS). The term audjtor does n o t  j . n c l u d e  jnterna? andi.tors of non-profit 
organ1 zat ions. 

Audit findinq means deficiencies which the auditor is required by 
§-.510(a) to report in the schedule of findings and questioned costs. 

CFDA number means the  number assigned to a Federal program i n  the 
Cataloq of Federal Domestic Assistance ( C F D A )  

Cluster of Droqrams means a grouping of closely related programs that 
share commori compliance requirements. The Lypes of clusters 3f programs are 
research and development ( R & D )  , student financial aid (SFA) , and o t h e r  
clusters. “Other clusters“ are as defined by the Office of Management and 
Budge t  JOMB) in the compliance supplement o r  as designated by a State for 
Federal awards the State p r o v i d e s  to its subrecipienEs ;hat meet the 
definition of a cluster o f  programs. When designating an “other cluster,” a 
State s h a l l  identify the F e d e r a l  awards included in the cluster and advise the 
s u b r s c i - p i e n t s  of compliance requirements applicable to the cluster, consistent 
with §-.400(d) (1) and §-.400(d! ( 2 ) ,  respectively. A cluster of programs 
shall be cmsidered as one program for determining major programs, as 
described in § - . 5 2 0 ,  and, with the exception of R&D as described in 
§ _ _ . Z O O  ( c )  , whether a program-specific audit may be elected. 

Coqnizant aqency f o r  audit means the Federal agency designated to carry 
out the responsibilities described in §-.400 (a) . 

Compliance supplement refers to the Circular A-133 Compliance 
Supulement, included as Appendix B to Circular A-133, o r  such documents as 
OMB or its designee may issue to replace it. This document is available from 
=he Government Printing Office. Superintendent of Documents, Washington, DC 
2 04 0 2 - 9 3 2 5 .  

Corrective action means action taken by the auditee that: 

(11 Corrects identified deficiencies; 

(2) Produces reccmmended improvements; or 

( 3 )  Demonstrates that audit findings are eiLher invalid or da not 
warrant auditee action 

Federal aaenci‘ has che same meaning as the term aqency in Section 551 (1) 
of title 5, United States Code. 

Federal award means Federal financial assistance and Federal cost- 
reimbursement contracts that non-Federal entities receive directly from 
Federal awarding agencies or indirectly from pass-through entities. It does 
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noL i r , c i u d t  procurement contracts, u n d e r  grants or  c o n t r a c t s ,  u s e d  to buy 
goods G I -  services fi-onl vendors .  ?in), audits of s u c h  vendoi-s s h a l l  be covered 
by t i l e  t e rn i s  ai-ld condi;ions of the contract Cont:-acts Lc, o p e r i t e  Federal 
Govfrnnrent owned, conci-actor operatee t a c l L i  Lies (GOCOs) Ere exciuded f r o n i  izlie 
requi i -e inen!  s of ; h i s  parr. 

Federal awardinq aqencv means :he Fedei-a1 agency that provides an award 
direcci). tcr the recipleiit . 

Federal financial assistance means assistance that non-Federal entities 
receive 01- administer in r;he form of grants, loans, loan guarantees, property 
(including donated surplus property) , cooperative agreements, interest 
subsidies, insurance, food commodities, direct appropriations, and other 
assistance, but does not include amounts received as reimbursement f o r  
services rendered to individuals as described in §-.2D5 (h) and §-.205 (i) . 

Federal oroqram means : 

(1) A l l  Federal awards to a non-Federal entity assigned a single 
number in the CFDA. 

(2) When no CFDA number is assigned, all Federal awards f r o m  the same 
agency made for the same purpose should be combined and considered one 
program 

( 3 )  Notwithstanding paragraphs (1) and ( 2 )  of thls definitlon, a 
cluster of programs The types of clusters of programs are 

(1) Research and development ( R & D ) ,  

(11) Student financial aid (SFA), and 

(111) "Other clusters, 'I as described in the definition of cluster 
of programs in this section 

GAGAS means generally accepted government auditing standards issued by 
the Comptroller General of the UniKed States, which are applicable to 
financial audits. 

Generally accepted .account ins Drincivles has the meaning specified in 
generally accepted auditing standards issued by the American Institute of 
Certified Public Accountants (AICPP.) . 

Indian tribe means any Indian tribe, band, nation, or other organized 
group or community, including any Alaskan Native village or regional or 
village corporation (as defined in, or established under, the Alaskan Native 
Claims Settlement Act) that is recognized by the United States as eligible for 
the special programs and services provided by the United States to Indians 
because of their status as Indians. 

Internal control means a process, effected by an entity's management and 
other personnel, designed to provide reasonable assurance regarding the 
achievement of objectives in the f ollowing categories : 

(1) Effectiveness and efficiency of operations; 

(2) Reliability of financial reporting; and 

( 3 )  Compliance with applicable laws and regulations 

Internal control pertaininq to the compliance requirements €or Federal. 
proqr-ams (Internal control over Federal programs) means a process- -effected by 
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ar. zntity's management and Dtner personritl~-designed io provide r-aannab!? 
assurance regarding :he achi C'vement of t n e  fo l iowi r iq  abj eccives f o r  Fede ra l  
p r 03 ranis : 

I ) Transact io:is are properly recorded and account=.d for .So : 

( 1 )  Permi: the preparation of reliable financial statements and 
F e d - r a l  rnports ; 

!L:) Maintain accountability over assets; and 

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

(2) Transactions are executed in compliance with: 

(ii Laws, regulations, and the provisions of contracts or grant 
agroement.~ =hat could have a direct and material effect on a Federal program; 
and 

i l l )  Any other laws and regulations that are identified i n  the 
compliance supplement; and 

( 3 )  Funds, property, and ot-her assets are safeguarded against loss 

Laan means a Federal loan or loan guarantee received or administered by 
from unauthorized use or disposition. 

a non-Federal entity. 

Local  aovernment means any unit of local government within a State, 
including a county, borough, municipality, city, town, township, parish, local 
public authority, special district, school  district, intrastate district, 
council of governments, and any other instrumentality of local government. 

Maior proqram means a Federal program deteimined by the auditor to De a 
major program in accordance with §-.520 or a program identified as a major  
program by a Federal agency or pass-through entity in accordance with 
P-. 21s (c) 

Manaqement decision means the evaluation by the Federal awarding agency 
or pass-through entity of the audit findings and corrective action p l a n  and 
the issuance of a written decision as to what corrective action is necessary. 

Non-Federal entity means a State, local government, or non-profic 
organ i za t 1 on. 

Non-Drofit orqanization means: 

(1) any corporation, trust, association, cooperative, or other 
organization that : 

(i) Is operated primarily for scientific, educational, service, 
charitable, or similar purposes in the public interest; 

(ii) Is not organized primarily for profit; and 

(iii) Uses its net proceeds to maintain, improve, or expand its 
opera.tions; and 

( 2 )  The term non-profit orqanization includes non-profit institutions 
of higher education and hospitals. 
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rneaiic the Cxecut I v t  Office of t h e  President, Office of llariagemenc 
arid kucige t  

O v r i - s j  s h r  aqencv  f 0 Z -  a u d i t  means t h e  F e d e r a l  aw2rding  agency  c h a t  
pl-o\rides !.fie p redomir ian t  amount of d:rect f u n d i n g  t o  a r e c i p i e n t  n o t  a s s i g r l e d  
21 ::oyn.izant agency  for a u d i t .  Whec tl-iere i s  no d i r e c t  f u n d i n g ,  Lhc- F e d e r a l  
aoenc)’ W I  t h  t h e  predoni inanr  indirect f u n d i n g  siiall assume t h e  o v e r s i g h t  
i - e s p o n s i b i ~ i ~ i e s .  The d u L i t . 5  0 5  the oversiqht auelicy fo r  a u d i t  a r e  d e s c r i b e d  
ir, 6 _ _ .  4 0 0  (b) 

E f f e c t i v e  J u l y  Z R ,  2003, t he  f o l l o w i n g  is  added  t o  t h i s  definition: 
A F e d e r a l  agency w i t h  o v e r s i g h t  for 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  t o  
a n o t h e r  F e d e r a l  a g e n c y  which  p r o v i d e s  s u b s t a n t i a l  f u n d i n g  and  a g r e e s  t o  
be t h e  o v e r s i g h t  a g e n c y  for a u d i t .  Wi th in  30  d a y s  a f t e r  a n y  
r e a s s i g n m e n t ,  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  f o r  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 i g n m e n t .  I’ 

P a s s - t h r o u o h  e n t i t y  means a non-Fede ra l  e n t i t y  t h a t  p rox7 ides  a F e d e r a l  
award t o  a s u b r e c i p i e n t  to c a r r y  o u t  a F e d e r a l  p rog ram.  

P roqra rn - sDec i f i c  a u d i t  means an a u d i t  o f  one  F e d e r a l  p rogram a s  p r o v i d e d  
f o r  i n  §-.2OO(c) and §-.235. 

O u e s t i o n e d  c o s t  means  a c o s t  c h a t  i s  q u e s t i o n e d  by t 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  f rom 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  a g r e e m e n t ,  o r  
o t h e r  a g r e e m e n t  o r  document g o v e r n i n g  t h e  u s e  of  F e d e r a l  f u n d s ,  i n c l u d i n g  
f u n d s  u s e d  t o  mscch F e d e r a l  f u n d s ;  

( 2 )  Where t h e  c o s t s ,  a t  t h e  t i m e  o f  t h e  a u d i t ,  a r e  n o t  s u p p o r t e d  b y  
a d e q u a t e  d o c u m e n t a t i o n ;  o r  

( 3 )  Where t h e  cos t s  i n c u r r e d  a p p e a r  u n r e a s o n a b l e  and do n o t  r e f l e c t  
t h e  a c t i o n s  a p r u d e n t  p e r s o n  would t a k e  i n  t h e  c i r c u m s t a n c e s .  

R e c i p i e n t  means a n o n - F e d e r a l  e n t i t y  t h a t  expends  F e d e r a l  a w a r d s  
r e c e i v e d  d i rec t ly  from a F e d e r a l  a w a r d i n g  a g e n c y  t o  c a r r y  o u t  a F e d e r a l  
p rog ram.  

R e s e a r c h  and d e v e l o p m e n t  ( R & 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  bas i c  
and a p p l i e d ,  and  a l l  d e v e l o p m e n t  a c t i v i t i e s  t h a t  a r e  pe r fo rmed  by a non- 
F e d e r a l  e n t i t y .  R e s e a r c h  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  t o w a r d  
f u l l e r  s c i e n t i f i c  knowledge  o r  u n d e r s t a n d i n g  o f  t h e  s u b j e c t  s t u d i e d .  The  t e r m  
r e 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  i n v o l 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 e c h n i q u e s  where  s u c h  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  deve lopmen t  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  
i n  the i n s t r u c t i o n  f u n c t i o n .  Develoument i s  t h e  s y s t e m a t i c :  u s e  of k n o w l e d g e  
and u n d e r s t a n d i n g  g a i n e d  f r o m  r e s e a r c h  d i r e c t e d  t o w a r d  t h e  p r o d u c t i o n  o f  
u s e f u l  m a t e r i a l s ,  d e v i c e s ,  s y s t e m s ,  o r  me thods ,  i n c l u d i n g  d e s i g n  a n d  
deveJopment  of p r o t o t y p e s  and  p r o c e s s e s .  

S i n a l e  a u d i t  mearis a n  a u d i t  which i n c l u d e s  b o t h  t h e  e n t i t y ’ s  f i n a n c i a l  
s t a t e m e n t s  and t h e  Fedei-a1 awards  a s  d e s c r i b e d  i n  §- .500.  

S t a t e  means any  S t a t e  o f  t h e  Un i t ed  S t a t e s ,  t h e  D i s t r i c t  o f  C o l u m b i a ,  
t h e  Commonwealth of P u e r t o  R i c o ,  t h e  V i r g i n  I s l a n d s ,  Guam, Amer ican  Samoa, t h e  
Commonwealth of  t h e  N o r t h e r n  Mar i ana  I s l a n d s ,  a n d  t h e  T r u s t  T e r r i t o r y  o f  t h e  
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S t u d e n t  € ? i n a n c i a >  A i d  (SY.0.) inc!udes triose programs 0: g e n e x a l  s t u d e n t  
Z I . ? C ; J . S ~ ~ ~ ~ C : C . ,  s u c n  a s  t h o s e  a u t h o r i z e d  b y  Ti : le  IV cf r h e  Higher S a u c a t i o n  A C L  
o f  1965, as ameiidsd, ('(i U . S . C .  1070 et s e q . )  idhicn i s  a d m i c i s r e r e d  b y  t h e  
I . ) .  .>. Depdrtnient of  E d u c a t i o n ,  and s i m i l a r  p roqrams  p r o v i d e d  by o;her F e d e r a l  
a g e n c i e s .  I t  does no t  i n c l u d e  p roqrams  which p r o v i d e  fellowsRi.?s o r  s i m i l a r  
Tede i - a l  awards  to s t u d e n t s  o n  a comgetitive bzsis, o r  far s p e c i f i e d  s t u d i e s  GI: 

r s s e a r c h .  

r /  - 

S u b r e c i D i e n t  means a non-Fede ra l  e n t i t y  t h a t  expends Fede ra l  awards  
:-eceivecl from a p a s s - t h r o u g h  e n t i t y  t o  c a r r y  o u t  a Fede ra l  program, b u t  does 
riot i n c l u d e  an  i n d i v i d u a l  t h a t  1 s  a b e n e f i c i a r y  o f  s u c h  a program. A 
s u b r e c - ~ p ~ e n t  may al.so be a r e c i p i e n t  o f  o t h e r  F e d e r a l  awards d l r e c t l y  from a 
F e d e r a l  award ing  a g e n c y .  Guidance on d i s t i n g u i s h i n g  between a s u b r e c i p i e n t  
and a v e n d o r  i s  p r o v i d e d  i n  5-.210. 

T v p e s  of compl i ance  r e a u i r e m e n t s  r e c e r s  t o  t h e  : y p e s  O f  compl i ance  
r e q u i r e m e n t s  l i s t e d  i n  t n e  compl i ance  suppJement. Examples i n c l u d e :  
activities a l lowed  o r  una l lowed ;  a l l o w a b l e  cosEs/cos t :  p r i n c i p l e s ;  c a s h  
management ;  eilglbillty; match ing ,  1 e v e 1  o f  e f f o r t ,  earmarkinq;  and, 
r F p 3 r t i n q .  

Vendor 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  o t h e r  s e l l e r  p r o v i d i n g  
goods  o r  sezvices t h a t  a r e  r e q u i r e d  f o r  t h e  c o n d u c t  of a Fede ra l  p rog ram.  
T h e s e  goods 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  own u s e  o r  f o r  t h e  u s e  of 
b e n e f i c i a r i e s  of t h e  F e d e r a l  p rog ram.  A d d i t i o n a l  g u i d a n c e  on d i s t i n g u i s h i n g  
b e t w e e n  a s u b r e c i p i e n t  and a vendor  i s  p r o v i d e d  i n  §-.210. 

Subpar t  €3--Audits 
5-. 2 0 0  A u d i t  requirements. 

( a  j Aud i t  r e q u i r e d .  Non-Federa l  e n t i t i e s  t h a t  expend 5300, 0 0 0  
15.500,006 for f i s c a l  years e n d i n g  after December 31, 2 0 0 3 )  o r  more i n  a yea r  

i n  F'pderal  awards s h a l l  have a s i n g l e  o r  p r o g r a m - s p e c i f i c  a u d i t  conduc ted  f o r  
t r i a z  y e a r  LP, a c c o r d a n c e  with the provisions of this part. Guidance on 
d e t e r m i n i n g  F e d e r a l  awards  expended i s  p r o v i d e d  i n  §-.205. 

(b) S i n q l e  a u d i t .  Non-Federa l  e n t i t i e s  t h a t  expend $ 3 0 0 , 0 0 0  1$500,000 
fcr 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 year  i n  F e d e r a l  
a w a r d s  s h a l l  have  a s i n 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  wi th  §-.500 e x c e p t  
when t h e y  e l e c t  t o  hav? 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  w i t h  
p a r a g r a p h  ( c )  o f  t h i s  s e c t i o n .  

( c )  P r o q r a m - s p e c i f i c  a u d i t  e l e c t i o n .  When a n  a u d i t e e  expends  F e d e r a l  
a w a r d s  u n d e r  o n l y  one  F e d e r a l  p rog ram ( e x c l u d i n g  R & 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 n o t  r e q u i r e  a f i n a n c i a l  
s t a t e m e n t  a u d i t  of t h e  a u d i t e e ,  t h e  a u d i t e e  may e l e c t  to  have a program- 
s p e c i f i c  aud1.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  § - . 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 nox be e l e c t e d  f o r  R & D  u n l e s s  a l l  of t h e  F e d e r a l  awards expended 
were r e c e i v e d  from t h e  same F e d e r a l  a g e n c y ,  o r  t h e  same F e d e r a l  agency  and t h e  
same p a s s - t h r o u g h  e n t i t y ,  and  t h a t  F e d e r a l  agency ,  o r  pas s - 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 ,  a p p r o v e s  i n  advance  a p r o g r a m - s p e c i f i c  a u d i t .  

(dj Exemption when F e d e r a l  a w a r d s  expended  a r e  less t h a n  $ 3 0 0 , 0 0 0  
( $ 5 0 0 , 0 0 0  f o r  f i s c a l  years  e n d i n a  a f t e r  December 3 1 ,  2 0 0 3 L .  Non-Federal  
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§-.205 Basis  for determining Federal awards expended 

( a )  D e t e r m i n i n ~  F e d e r a l  award: expended .  T h e  d e t e r m i n a t i o n  of when a n  
award i s  expended s h o u l d  b e  b a s e d  on w h e n  t h e  a c t i v i t y  r e l a t e d  t o  t h e  award  
o c c u r s .  G e n e r a l l y ,  t h 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  non- 
F e d e r a l  e n t i t y  t o  comply w i t h  l a w s ,  r e g u l a t i o n s ,  and  tlhe p r o v i s i o n s  of  
contraccs 01- g r a n t  a g r e e m e n t s ,  s u c h  a s :  e x p e n d i t u r e / e x p e n s e  t r a n s a c r i o n s  
a s s o c i a t e d w i t h g r ant  s , 
and d i r e c t  a p p r o p r i a t i o n s ;  t h e  d i s b u r s e m e n t  of f u n d s  p a s s e d  t h r o u g h  t o  
s u b i - e c i p i e n t s ;  t h e  use of l o a n  p r o c e e d s  unde r  l o a n  and l o a n  g u a r a n t e e  
p rograms ;  t h e  r e c e i p t  o f  p r o p e r t y ;  t h e  r e c e i p t  of  s u r p l u s  p r o p e r t y ;  t h e  
r e c e i p t  o r  u s e  of  pi-ogram income; t h e  d i s t r i b u t i o n  o r  consumpt ion  of f o o d  
commodi t i e s ;  t h e  d i s b u r s e m e n t  o f  amounts e n t i t l i n g  t h e  n o n - f e d e r a l  e n t i t y  t o  
an  i n c e r e s t  s u b s i d y ;  a n d ,  t h e  p e r i o d  when i n s u r a n c e  is i n  f o r c e .  

c o s t - r e i mbu r s eme n t c o n t r a  c r_ s , coop e r a t 1 v e a g r e e m e  n t s , 

( b )  Loan and l o a n  q u a r a n t e e s  ( l o a n s ) .  S i n c e  t h e  F e d e r a l  Government i s  
a t  risk f o r  l o a n s  u n t i l  t h e  d e b t  i s  r e p a i d ,  t h e  f o l l o w i n g  g u i d e l i n e s  s h a l l  be 
used  to c a l c u l a t e  t h e  v a l u e  of  F e d e r a l  awards  expended  unde r  l o a n  p rograms ,  
e x c e p t  a s  n o t e d  i n  p a r a g r a p h s  ( c )  and  (d) o f  t h i s  s e c c i o n :  

(1) Value  o f  new l o a n s  made o r  r e c e i v e d  d u r i n g  t h e  f i s c a l  y e a r ;  
p l u s  

( 2 )  B a l a n c e  o f  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  
Government imposes c o n r i n u i n g  compl i ance  r e q u i r e m e n t s ;  p l u s  

( 3 )  Any 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 E r a c i v e  c o s t  a l l o w a n c e  
r e c e i v e d .  

(c) Loan and l o a n  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 h i a h e r  
e d u c a t i o n .  When l o a n s  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  o f  h i g h e r  
e d u c a t i o n  b u t  t h e  i n s t i t u t i o n  d o e s  n o t  make t h e  l o a n s ,  t h e n  o n l y  t h e  v a l u e  o f  
l o a n s  made d u r i n g  t h e  y e a r  s h a l l  be c o n s i d e r e d  F e d e r a l  awards  expended  i n  t h a t  
y e a r .  T h e  b a l a n c e  of l o a n s  f o r  p r e v i o u s  y e a r s  i s  n o t  i n c l u d e d  a s  F e d e r a l  
awards  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 n c e s .  

! d )  P r i o r  l o a n  and  l o a n  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 were  r e c e i v e d  and expended  i n  p r i o r - y e a r s ,  a r e  n o t  c o n z i d e r e d  F e d e r a l  
ahjards expended  under t h i s  p a r t  when t h e  l a w s ,  r e g u l a t i o n s ,  and  t h e  p r o v i s i o n s  
of c o n t r a c t s  o r  grant a q r e e m e n t s  p e r t a i n i n g  t o  s u c h  l o a n s  impose no  c o n t i n u i n g  
compliance r e q u i r e m e n t s  o t h e r  t h a n  t o  r e p a y  t h e  l o a n s .  

( e )  Endowment f u n d s .  The c u m u l a t i v e  b a l a n c e  of F e d e r a l  awards  f o r  
endownieni f u n d s  which a r e  f e d e r a l l y  r e s t r i c t e d  a r e  c o n s i d e r e d  awards  expended  
i n  e a c h  y e a r  i n  w h j c h  t h e  f u n d s  a r e  s t i l l  r e s t r i c t e d .  

( f )  F r e e  r e n t .  F r e e  r e n t  r e c e i v e d  b y  i t s e l f  i s  n o t  c o n s i d e r e d  a 
Fedel-a1 award  expended u n d e r  t h i s  p a r t .  However, f r e e  r e n t  r e c e i v e d  a s  p a r t  
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1 q~ ! ' a l u i n q  nor i -cash  a s s i s t i n : . e .  E't-derai n o r ! - c a s h  a s s i s t a n c e ,  ssch a s  
-+!-E!" r e n t ,  L;;od s c a m p s ,  f o o d  comn~o.ci: ~ j e l - ,  d o n a t e d  n r 2 p e r t y ,  91- d o n a t e d  surplus 

d:;sessed v a l i i e  ?rovi . l i ed  by t h e  F e d e r a l  a q e n c y .  
1 bs v a l u e d  at fair ;n et v a l u e  at t n i !  t i m e  of r e c n i p ;  o r  t h e  

( t i l  M e d i c a r e .  M e d i c a r e  p a y m e n t s  t o  a n o n - F e d e r a l  e n t i t y  f o r  p r o v i d i n q  
par.> e n l  c a r e  s e r v i c e s  t o  M e d i c a r e  e l i g i b l e  i n d i v i d u a l s  a z e  n o t  c o n s i d e r e d  
F.=dera:  a w a r d s  e x p e n d e d  u n d e r  t h i s  p a r t .  

(1)  M e d i c a i d .  M e d i c a i d  p a y m e n t s  t o  a s u b r e c i p i e n t  f o r  p r o v i d i n y  
p a t 1 . e n t  c a r e  s e r v i c e s  t o  M e d i c a i d  e 1 i c j i b l . e  i n d i v i d u a l s  a r e  n o t  c o n s i d e r e d  
Fodei-a? a w a r d s  e x p e n d e d  u n d e r  t h i s  p a r t  u n l e s s  a S t a t e  r e q u i r e s  t h e  f u n d s  to 
be t r e a t e d  a s  F e d e r a l  a w a r d s  e x p e n d e d  b e c a u s e  r e i m b u r s e m e n t  i.s on a c o s t -  
r e i m b u r s e m e n t  b a s i s .  

! I !  C e r t a i n  l o a n s  p r o v i d e d  bv t h e  N a t i o n a l  C r e d i t  Union 
A U m i n i s ; r a t i o n .  F o r  p u r p o s e s  of this p a r t ,  l o a n s  made from t h e  N a t i o n a l  
C r e d i t .  Union  S h a r e  i n s u r a n c e  Fund a n d  t h e  C e n t r a l  L i q u i c l i - t y  F a c i l i t y  t h a t  a r e  
f u n d e d  b y  c o n t r i b u t i o n s  f r o m  i n s u r e d  i n s t i . t u t i o n s  a r e  n o t  c o n s i d e r e d  F e d e r a l  
a w a r d s  e x p e n d e d .  

S-.210 Subrecipient and vendor determinations. 

( a )  G e n e r a 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 .  F e d e r a l  a w a r d s  e x p e n d e d  a s  a r e c i p i e n t  o r  a s u b r e c i p i e n t  w o u l d  be 
s u b j e c t  t o  a u d i t  u n d e r  t h i s  p a r t .  T h e  p a y m e n t s  r e c e i v e d  f o r  g o o d s  or s e r v i c e s  
p r o v i d e d  as  a v e n d o r  w o u l d  n o t  De c o n s i d e r e d  F e d e r a l  a w a r d s .  The g u i d a n c e  i n  
p a r a g r a p h s  (b) a n d  (c) of t h i s  s e c t i o n  s h o u l d  b e  c o n s i d e r e d  i n  d e t e r m i n i n g  
i . r h e t h e r  p a y m e n t s  c o n s t i t u t e  a F e d e r a l  a w a r d  o r  a p a y m e n t  f o r  goods  a n d  
s e r v i c e s .  

(5) C e d e r a i  a w a r d .  C h a r a c t e r i s t i c s  i n d i c a t i v e  0: d F e a e r a l  awclrd 
~ e c ~ i v e d  ~y a s u b r e c i p i e n t  a r e  when E h e  o r g a n i z a t i o n :  

(1) Determines who i s  eligibie t o  r e i e i v e  % h a t  F e d e r a l  f i n a n c i a !  
a s s i s t a n c e ;  

(21 Has i t s  p e r f o r m a n c e  m e a s u r e d  a g a i n s t  whether the  oblectives 
Gf t n e  F e d e r a l  p r o g r a m  a r e  m e t ;  

( 3 )  Has r e s p o n s i b i l i t y  f o r  p r o g r a m m a t i c  d e c i s i o n  m a k i n g ;  

( 4 )  H a s  r e s p o n s i b i l i t y  f o r  a d h e r e n c e  t o  a p p l i c a b l e  Federal  
p r o g r a m  c o m p l i a n c e  z e q u i r e m e n t s ;  a n d  

( 5 )  Uses t h e  F e d e r a l  f u n d s  t o  c a r r y  o u t  a program of t h e  
o r g a n i z a t i o n  a s  c o m p a r e d  t o  p r o v i d i n g  goods o r  se rv ices  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 .  

( c )  P a v m e n t  f o r  Q o o d s  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 n d i c a t i v e  of a 
p a y m e n t  f o r  goods a n d  s e r v i c e s  r e c e j . v e d  b y  a v e n d o r  a r e  when t h e  o r g a n i z a t i o n :  

!I) P x o v i d e s  t h e  goods a n d  s e rv i ces  w i t h i n  n o r m a l  b u s i n e s s  
3 p e  r a t i o n s  ; 
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( 4 )  U ~ o v i d e s  goods 01 : ;?~- I , . I  c e s  tl;at ' I F  a n c i l i a r y  to the 
ope!-a t ion  of 7 he Ferierzl prooram;  arid 

(5) Is not s u b ~ e c t  LO compliance requirements of the 'Federal 
proyr am.  

id) Use of judqment in makino determinarion. There may be unusu6l 
circumstances or exceptions to the listed characteristics. In maKing the 
determination of whether a subrecipienL or vendor relationship exists, the 
substance of the relationship is mole important Lhan the forrn of the 
agreement. It is not expected that ali of the characteristics will be present 
and judgment should be used in determinino wnether an entity is a subrecipient 
O L  vendor. 

(e) For-profit SubreciDient. Since this part does not apply to for- 
profit subrecipients, the pass-through entity is responsible for establishing 
requirements, as necessary, to ensure compliance by for-profit subrecipients. 
The contract with the for-profit subrecipient should describe applicable 
compliance requirements and the for-profirr subrecipient's compliance 
responsibility. Methods to ensure compliance for Federal awards made to for- 
profit subrecipients may include pre-award audits, monitoring during the . , .  . . .  
contracc, and post-award audits. 

(f) ComDliance resDonsibilitv for vendors. In most cases, the 
auditee's compliance responsibiliry for vendors is only to ensure that the 
procurement, receipt, and payment for goods 2nd services comply with laws, 
regulations, and the provisions of contracts or grant agreements. Program 
compliance requirements normally do not pass through to vendors. However, the 
auditee is responsible for ensu.ring compliance for vendor transactions which 
are structured such that the vendor is responsible for program compliance or'- 
the vendor's records must be reviewed to determine program compliance. Alsc, 
when these vendor transactions relate to a major program, the scope of the 
audit shall include determining wheuher these transactions are in compliance 
with laws, regulations, and the provisions of contracts or grant agreements. 

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

(a) Audit under this Dart in l i e u  of other audits. An audit made in 
accordance with this part shall be in lieu of any financial audit required 
under individual Federal awards. To the extent this audit meets a Federal 
agency's needs, it shall rely upon and use such audits. The provisions of 
this part neither limit the authority of Federal ayencies, including their 
Inspectors General, or G A O  to conduct or arrange for additional audits ( e . g . ,  
financial audits, performance audits, evalua t ions, inspections, or reviews) 
nor authorize any auditee to constrain Federal agencies from carrying out 
additional audits. Any additional audits shall be planned and performed in 
suck a way  as to build upon work performed by other auditors. 

(h) Federal aoencv to rJa\, f o r  additional audits. k Federal agency 
that conducts or contracts for additional audits shall, consistent with other 
applicable laws and regulations, arrange for funding the full c o s t  of such 
additional audits. 
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a ‘LO :. z 55 e , c o n s u l t a t :  o r  w i t h  its a u d i t o r ,  shouj 3 prornFtl j1 r e spond  ti? zlicn 

a u d ~ ~ t e d  2s d in;lpr p rogram u - i n q  t h e  r ~ s K - D a s e d  a u d i t  a p c i o a c h  de3cl-ibL.d ;n 
S-.520 and, i f  n ~ t ,  t h e  e s t i m a t e d  i n c r e m e n t a l  csst. Tho “ederal agenzy  
s h a l l  the:] prompi ly  c o n f i r m  t o  t h e  a u d i t e e  wherrlez i t  wpan:s t h e  p r 3 g r a n  
a u d i t e d  a s  a major  p r o g r a m .  I f  t h e  program i s  t o  be a u d i t e d  a s  2 m a j o r  
p r o g r a m  b a s e d  u p s n  t h i s  F e d e r a l  a g e n c y  r e q u e s t ,  and  t h e  F e d e r a l  agency  a q r e e s  
t o  p a y  t h e  full i n c r e m e n t a l  c o s t s ,  t h e n  t h e  a u d i t e e  shall have t h e  program 
i ~ i i d i t e d  a s  a major  p r o g r a m .  A p a s s - t n r o u g h  e n t i t y  may u s e  t h e  p r o v i s i o n s  of 
t h ~ s  p a r a g r a p h  for a s u b r e c i p i e n t .  

§-.220 Frequency of a u d i t s .  

E x c e p t  f a r  t h e  p r o v i s i o n s  f o r  b i e n n i a l  a u d i t s  provided  i n  p a r a q r a p h s  ( a )  
a n d  (b) of L h ; s  s e c t i o n ,  a u d i t s  r e q u i r e d  b y  t h i s  p a r t  s n a i l  be pe r fo rmed  
annua1 l .y .  Any b i e n n i a l  a u d i t  s h a l l  cover both y e a r s  w i t h i n  t n e  b i e n n i a l  
p e r i o d .  

( a )  A S t a t e  o r  l o c a l  government  t h a t  i s  r e q u i r e d  by c o n s t i t u t j o n  o r  
s t a t u t e ,  ir: e f f e c t  on  J a n u a r y  1,  1967, t o  unde rgo  i t 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  annually, i s  p e r m i t t e d  to undergo  its a u d i t s  p u r s u a n t  t o  t h i s  p a r t  
b i e n n i a l l y .  T h i s  r e q u i r e m e n t  must s t i l l  b e  i n  e f f e c t  f o r  t h e  b i e n n i a l  p e r i o d  
u n d e r  a u d i t .  

ib )  Any n o n - p r o f i t  o r g a n i z a t i o n  t h a t  had  b i e n n i a l  a u d i t s  f o r  a l l  
biennial p e r i o d s  e n d i n g  be tween July 1, 1 9 9 2 ,  a n d  J a n u a r y  1, 1 9 3 5 ,  i s  
p e r m i t t e d  t o  unde rgo  i t s  a u d i t s  p u r s u a n t  t o  t h i s  p a r t  b i e n n i a l l y .  

S- .  225  Sanct ions .  

No a u d i t  c o s t s  may b e  c h a r g e d  t o  F e d e r a l  a w a r d s  when a u d i t s  r e q u i r e d  by 
:his p a r t  have  n o t  b e e n  made o r  have  b e e n  made b u t  n o t  i n  a c c o r d a n c e  w i t h  t h i s  
p a r t .  I n  cases of 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 n e s s  t-o have an  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  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 g h  
e n t i t i e s  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 q  s a n c t i o n s  such a s :  

‘ a )  W i t h h o l d i n g  a p e r c e n t a g e  o f  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  i s  
c o m p l e t e d  s a t i s f a c t o r i l y ;  

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

( c )  Suspend ing  F e d e r a l  awards  u n t i l  t h e  a u d i t  i s  conduc ted ;  o r  

(d.)  T e r m i n a t i n g  t h e  F e d e r a l  a w a r d .  

5-. 230 Audit costs 

( a )  A l l o w a b l e  c o s t s .  U n l e s s  p r o h i b i t e d  b y  l a w ,  t h e  c o s 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  of this p a r t  a r e  a l l o w a b l e  c h a r q e s  t o  
F e d e r a l  a w a r d s .  The c h a r g e s  may b e  c o n s i d e r e d  a d i r e c t  c o s t  o r  an  a l l o c a t e d  
i n d i r e c t  c o s t ,  a s  d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  t h e  p r o v i s i o n s  of a p p l i c a b l e  
OMB c o s t  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) ( 4 8  
CFR p a r t s  3 0  and 3 1 ) ,  o r  o t h e r  a p p l i c a b l e  c o s t  p r i n c i p l e s  o r  r e g u l a t i o n s .  
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(2 i Tihe c o s t  o f  auoir:nc! a nor>-Federa!. e n ~ i t y  wl-iich 1125 Fedel-ai 
dwards  expended o f  l e s s  thaii  $ ~ O [ J ,  O(J0 ( $ 5 0 3 ,  000 f o r  f i s c a l  j/e;.-s eijding ~ T c ~ J -  
Decembei- 31, 2 0 0 3 )  p e r  y e a r  and is t h e r e b y  exempted under  5-.200(d) from 
h a v i n g  an a u d i t  conduc ted  under ch is  p a r t .  However, this does n o t  p r o h l b i t  a 
p a s s - t h r o u g h  e n t i t y  f rom c h a r g i n g  F e d e r a l  awards  for t h e  c o s t  o f  l i m i t e d  scope 
f i u d i t s  t o  m o n i t o r  i t s  s u b r e c i p i e n t s  i n  a c c o r d a n c e  w i t h  5-.400 (d) ( 3 ) ,  
p r o v i d e d  t n e  s u b r e c i p i e n t  does  n o t  have  s s i n g l e  a u d i t .  For p u r p o s e s  of  c h i s  
p a r t ,  l i m i t e d  s c o p e  a u d i t s  o n l y  i n c l u d e  agreed-upon p r o c e d u r e s  e n g a g e m e n t s  
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  e i t h e i -  t h e  P.ICPA's g e n e r a l l y  a c c e p t e d  a u d i t i n g  
s t a n d a r d s  or  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 p a s s -  
t h r o u g h  e n t i t y  and a d d r e s s  o n l y  one  o r  more of t h e  f o l l o w i n g  t y p e s  of  
c o m p l i a n c e  r e q u i r e m e n r s :  a c t i v i t i e s  a l l o w e d  01- una l lowed ;  a l l o w a b l e  
cos ts /cos 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  05 e f f o r t ,  e a r m a r k i n g ;  
a n d ,  r e p o r t i n g .  

§-.235 Program-specific audi t s  

( a )  P r o a r a m - s D e c i f i c  a u d i t  o u i d e  a v a i l a b l e .  I n  many c a s e s ,  a p r o g r a m -  
s p e c i f i c  a u d i t  gu ide  w i l l  be a v a i l a b l e  KO 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 t  p r o c e d u r e s ,  and a u d i t  r e p o r t i n g  r e q u i r e m e n t s .  The a u d i t o r  s h o u l d  
c o n t a c t  t h e  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  
w h e t h e r  s u c h  a gu ide  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  g u i d e  when 
p e r f o r m i n g  a p r o g r a m - s p e c i f i c  a u d i t .  

(b) P r o u r a m - s p e c i f i c  a u d i t  a u i d e  n o t  a v a i l a b l e .  (1) When a 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  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 t o r  s h s i l l  h a v e  
b a s i c a 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  p rogram a s  t h e y  wou ld  h a v e  
f o r  an  a u d i t  o f  a major  p rogram i n  a s i n g l e  a u d i t .  

( 2 )  The a u d i t e e  s h a l l  p r e p a r e  t h e  f i n a n c i a l  s t a t e m e n t ( s )  f o r  t h e  
F e d e r a l  p r o g r a m  c h a t  i n c l u d e s ,  a t  a minimum, a s c h e d u l e  o f  e x p e n d i t u r e s  o f  
F e d e r a l  awards f o r  t h e  program and n o t e s  t h a t  d e s c r i b e  t h e  s i g n i f i c a n t  
a c c o u n t i n g  p o l i c i e s  u s e d  i n  p r e p a r i n g  t h e  s c h e d u l e ,  a summary s c h e d u l e  o f  
p r i o r  a u d i t  f i n d i n g s  c o n s i s t e n t  w i t h  t h e  r e q u i r e m e n t s  of §-.315(b), a n d  a 
c o r r e c t i v e  a c t i o n  p l a n  c o n s i s t e n t  w i t h  t h e  r e q u i r e m e n t s  o f  §-.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  of t h e  f i n a n c i a l  s t a t e m e n t ( s )  f o r  t h e  
F e d e r s l  p rog ram i n  a c c o r d a n c e  v i r h  GAGAS; 

( i i )  O b t a i n  an  u n d e r s t a n d i n g  o f  i n t e r n a l  c o n t r o l  a n d  
p e r f o r m  tes ts  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 n t  w i t h  t h e  
r e q u i r e m e n t s  of 5- .5OO(c )  f o r  a m a j o r  p rogram;  

(iii) Per fo rm p r o c e d u r e s  t o  d e t e r m i n e  w h e t h e r  t h e  s u d i t e e  
h a s  c o m p l i e d  w i t h  l aws ,  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 y s  o r  g r a n t  
a g r e e m e n t s  t h a t  cou ld  have  a d i r e c t  and m a t e r i a l  e f f e c t  on t h e  F e d e r a l  p r o g r a m  
c o n s i s L e n t  w i t h  t h e  r e q u i r e m e n t s  of §-.500(d) f o r  a ma jo r  program;  a n d  
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[ I V !  .rcj-.lc)w UP' :)n pr-91 ~ ~ 1 3 ~ 3 .  11.;:. , r ~ e r r s r r r  pro::? 
." i . l ~ e  :-eas3n;ib! eriess or  the summary :;r;t.lc'.iI L prior audit i i n d  

J.-L_'.?E?T~zs ;he st-a::us of any p:i.or audit f i r :c! ;nq ii, accordance , w i t t i  Y I I P  

~~I IP I - I ' :~  of 5- .500 (e) . 

(4) The auditor's report(s1 may u e  ,ii tne form of Eiitfier 
-.-mh; ried o r  segarate reports and may be organize3 d i f f e r e n t l y  from the rrianner 

s en tea  ir: t h i s  section. Tne auditor's report i s !  shall state that the a u d i t  
conducted in accordance with this part and include the following: 

(i) An opinion (or disclaimer of opinion1 as to whether 
!..he f ~ n a r ~ c i a l ~  statement(s) of the Federal program is presented fairly in all 
maleriai respects in conformity with the stated accounting policies; 

(ill A report on internal contro l  related to the Federal 
progrdm, w n i z h  Shdll describe the scope of testing of internal control and the 
~ e s u l t s  :)f the tests; 

! J I . J , )  re?ort on compiiance w h i c h  includes a n  opinion (or 
disclaimer of o p i n i o n )  as to whether the auditee complied with l.aws, 
regulations, and the provis . ions  of contracts or grant agreements which could 
nave a direct and material effect on the Federal program; and 

(iv) A schedule of findings and questioned costs for the 
?ederal program that includes a summary of the auditor's results relative to 
the Federal program in a format consistent with §-.505(d) (1) and findings 
and questioned costs consistent with the requirements of §- .505(d)  (3) . 

( c )  ReDort submission for Droaram-sDecific audits. 
(1) The audit shall be completed and -,he reporting required by paragraph 
(c) (2) or ( c )  (3) of this section submitted within the earl.ier of 30 days after 
receipt of the auditor's report is), o r  nine months after the end of the audit 
period, unless a longer period is agreed to in advance by the Federal agency 
that prcvided the funding or a different period is specified in a program- 
specific audit guide. (However, for fiscal years beginning on or before June 
3 0 ,  1998, ~ h e  audit shall be completed and the required reporting shall be 
submitted within the earlier of 30 days after receipt of the auditor's 
report(s), or 13 months after the end of the aud.it period, unless a different 
period is specified in a program-specific audit guide. ) Unless restricted by 
law o r  regulation, the auditee shall make report copies available for public 
inspection. 

(2) When a program-specific audit guide is available, the 
auditee shall submit to t h e  Federal clearinghouse designated by OMB the data 
collecrion form prepared in accordance with §-.320(b), as applicable to a 
program-specific audit, and the reporring required by the program-specific 
audit guide to be retained as an archival copy. A l s o ,  the auditee shall 
submit to the Federal awarding agency or pass-through entity the reporting 
required by the program-specific audit guide. 

(3) When a program-specific audit guide is riot available, the 
reporting package f u r  a program-specific audit shall consist of the financial 
statement i s )  of the Federal program, a summary schedule of prior audit 
findings, and a corrective action plan as described in paragraph (b) (2) of 
this section, and the auditor's report(s) described in paragraph (b) ( 4 )  of 
this section. The data collection form prepared in accordance with 
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( d )  O t h e r  s e c t i o n s  of t h i s  D a r t  ma\/ aonlv. P r o g r a m - s p e c i € i c  a u d i t s  
a r e  s u b j e c c  t o  S:- . lOD t h r o u g h  5-.215(b), 5- ,220 t h r o u g h  5-. 2 3 0 ,  
§-.300 r h r o u g h  S - . 3 0 5 ,  5- ,315, 5-. 320 (f) t h r o u g h  5-. 3 2 0  ( j )  , 5-. 4 0 0  
t n r o u g h  5-.405, §-.510 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  
o f  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  o f  t h i s  s e c t i o n ,  a p r o g r a m -  
spec i f ic  a u d i t  g u i d e ,  o r  p rogram l a w s  and r e g u l a t i o n s .  

Subpart C --Audi tees 
5- , 3 0 0  Audi tee  responsibilities. 

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

( a )  I d e n t i f y ,  i n  i t s  a c c o u n t s ,  a l l  F e d e r a l  awards  r e c e i v e d  and  
expended  and r h e  F e d e r a l  p r o g r a m s  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 f i c a t i o n  s h a l l  i n c l u d e ,  as  a p p l i c a b l e ,  t h e  CFDP. t i t l e  
and number, award number and  y e a r ,  name o f  t h e  F e d e r a l  agency ,  a n d  name of  t h e  
p a s s - t h r o u g h  e n t i c y .  

(b) N a i n t a i n  i n t e r n a l  c o n t r o l  o v e r  F e d e r a l  p rog rams  t h a t  provides 
r e a s o n a b l e  a s s u r a n c e  t h a t  t h e  a u d i t e e  i s  managing 
F e d e r a l  ahiards i n  c o m p l i a n c e  w i t n  l a w s ,  r e g u l a t i o n s ,  and t h e  p r o v i s i o n s  of  
c o n t r a c t s  o r  g r a n t  a g r e e m e n t s  t h a t  c o u l d  have  a m a t e r i a l  e f f e c t  or! e a c h  o f  i t s  
F e d e r a l  p r o g r a m s .  

( c )  Comply wi th  l a w s ,  r e g u l a t i o n s ,  and  t h e  p r o i r i s i o n s  o f  c o n t r a c t s  o r  
g r a n t  a g r e e m e n t s  r e l a t e d  t o  e a c h  of  i t s  F e d e r a l  p r o g r a m s .  

( d )  P r e p a r e  a p p r o p r i a t e  f i n a n c i a l  s t a t e m e n t s ,  i n c l u d i n g  t h e  s c h e d u l e  
of e x p e n d i t u r e s  of F e d e r a l  awards  i n  a c c o r d a n c e  w i t h  5-.310. 

[ e )  E n s u r e  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  par t  a r e  p r o p e r l y  
pe r fo rmed  and s u b m i t t e d  when d u e .  When e x t e n s i o n s  t o  t h e  report  s u b m i s s i o n  
due d a t e  r e q u i r e d  b}, §-.320(a) a r e  q r a n t e d  by 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 ,  p rompt ly  n o t i f y  t h e  F e d e r a l  c l e a r i n g h o u s e  d e s i g n a t e d  by OMB 
and e a c h  p a s s - t h r o u g h  e n t i t y  p r o v i d i n g  F e d e r a l  awards  of the e x t e n s i o n .  

if) Fol low up and t a k e  c o r r e c t i v e  a c t i o n  on a u d i t  f i n d i n g s ,  i n c l u d i n g  
p r e p a r a t i o n  o f  a s u m i a r y  s c h e d u l e  o f  p z i o r  a u d i t  f i n d i n 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 n  a c c o r d a n c e  w i t h  §-. 315 (b )  a n d  5-.315 (c) , r e s p e c t i v e l y .  

5-.305 Auditor selection 
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i d )  Huui :J:-o:cremenc. I r i  L - '  - .  I .  ' : ! 3  d\: . " ' L Z < 5 ,  ;u3i.t..os shz! 1 
w t he  prozurem . s t a n d a r d s  ?re:;= s riariaqemerit  Cc,mmon 
; tiei-e:.riaft PI: r -:red L O  as the " r' F(cl?"I p u D l i s i i o c  March !I, 

and amended Ap 19, 199.5 [ins?:: te CFR cica:J.onj,  , ^ i r cu la : -  

t u t . ~ . ~ r : s  of 3 i g n e r  E d u c a t i o n ,  Hospica!s ar!3 3 tner  l J o r ! - P r o i i t  
Izati~oris, " or zrie FAR (48 CFR. ? a r t  a s  applicable ( S I B  C ~ r c u l a ~ s  a r e  

. i'-i - 1 P \i, "Uniform A d n i i : : i s t r a t i v e  k e q u i r e  ranLs a n d  Agreements w i t , !  

a v a A  lahle irom the Office of Administre: ?ut;licatioiis Office, room 2203, 
bjew ExecutJ .ve  Office Building, Washington, DC: 20503) . Whenever possible, 
auditees shall make 2ositive efforts to utilize small ousinesses, minority- 
owned f i r m s ,  and women's business enterprises, in procuring audit services as 
stated in the A-102 Common Rule, OMB Circular A-110, or the FAR (48 CFR part 
4 2 ) ,  as applicable. In requesting proposals for audit services, the 
ob-)ertives and scope of the audit should be made clear. Factors to be 
considered in evaluating each proposal for audit services include the 
responsiveness to the request for proposal, relevant experience, availability 
of staff with professional qualifications and technical abj.lities, the resu1.t-s 
of external quality control reviews, and price. 

aud 
not 

(b) Restriction on auditor preparinu indirect mst Droposals. An 
.itor who prepares the indirect cost proposal or cost allocation plan may 
also be selected to perform the audit required by this part when the 

indirect casts recovered by the auditee during the prior year exceeded $1 
million. This restriction applies to the base year used in the preparation of 
:he indirect cost proposal or c o s t  allocation pian and any subsequent years in 
which the resulting indirect cost agreement or cost allocation plan is used t~ 
recover costs. To minimize any disruption in existing contracts for audit 
services, this paragraph applies to audits of fiscal years beginning after 
June 30, 1998. 

( c )  Use of Federal auditors. Federal auditors m a y  perform a l l  m par: 
of the work required under this part if they comply fully with the 
requirements of this part. 

I-. 310 Financial statements. 

(a) Financial statements. The audiEee shall prepare financial 
statements that reflect its financial position, results of operations or 
changes in n e t  assets, and, where appropriate, cash flows for the fiscal year 
audited. The financial statements shall be for the same organizational unit 
and fiscal year that is chosen to meet the requirements of this part. 
However, organization-wide financial statements may also include departments, 
a-gencies, and other organizational units that have separate audits in 
accordance with §-.SO0 (a) and prepare separate financial statements. 

(b) Schedule of expenditures of Federal awards. The auditee shall 
also prepare a schedule of expenditures of Federal awards for the periDd 
coversd by the auditee's financial statements. While not required, the 
auditee may choose to provide information requested by Federal awarding 
agencies and pass-through entities to make the schedule easier to use. For 
example, when a Federal program has multiple award years ,  the auditee may list 
the amount of Federal awards expended f o r  each award year separately. At a 
minimum, the schedule shall: 

( 1 )  List individual Federal programs by Federal agency. For 
Federal programs included in a cluster of programs, list individual Federal 
programs within a cluster of programs. For RLD,  total Federal awards expended 
shall be shown either by individual award or by Federal agency and major 
subdivision within the Federal agency. For example, the National Institutes 
of Healch is a ma.jor subdivision in the Department of Health and Human 
Services. 
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(4) Include noLes t h a t  desc r ibe  t h e  s i g n i f i c a n t  account ing  
p o l i c i e s  u s e d  i n  p repar ing  the  schedu le .  

(5) To t h e  e x t e n t  p r a c t i c a l  I pass- through e n c i t i e s  should  
idenEi fy  i n  the  schedule t h e  totai amount provided t o  s u b r e c i p i e n t s  from each 
Federa l  program. 

( 6 )  Inc lude ,  i n  e i t h e r  the schedule  01- 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  the  y e a r ,  and loans or loan  
gua ran tees  outs tanding  a t  year  end .  While not  r e q u i r e d ,  i t  i s  p r e f e r a b l e  t o  
p r e s e n t  t h i s  information i n  ;he schedu le .  

S-.315 Audit f ind ings  fo l low-up.  

( a )  General .  The a u d i t e e  i s  r e spons ib l e  f o r  follow-up and c o r r e c t i v e  
a c t i o n  o n  a l l  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  
sha.11 p repa re  a summary schedule  of p r i o r  a u d i t  f i n d i n g s .  The a u d i t e e  s h a l l  
a l s o  p repa re  a c o r r e c t i v e  a c t i o n  p l a n  f o r  c u r r e n t  year  aud i 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  s h a l l .  
i n c l u d e  t h e  re ference  numbers t h e  a u d i t o r  a s s i g n s  t o  aud i t  f i n d i n g s  under  
S .510 ( c )  . Since the  summary schedule  may i n c l u d e  aud i t  f i n d i n g s  from 
m z i p l e  y e a r s ,  i t  s h a l l  i nc lude  t h e  f i s c a l  yea r  i n  which the f i n d i n g  
i n i t i a l l y  occur red .  

( b )  Summarv schedule  of Dr io r  aud i t  f i n d i n q s  . The summary schedu le  of 
p r i o r  a u d i t  f i nd ings  s h a l l  r e p o r t  t h e  s t a t u s  of all a u d i 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 ques t ioned  c o s t s  re la t ive  t o  
Federa l  awards.  The summary schedule  s h a l l  a l s o  inc lude  aud i t  f i n d i n g s  
r e p o r t e d  i n  t h e  p r i o r  a u d i t ' s  summary schedule  of p r i o r  audi t  f i n d i n g s  excep t  
a u d i t  f i n d i n g s  l i s t e d  as c o r r e c t e d  i n  accordance wi th  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  no t  warran t ing  f u r t h e r  ac t ion  i n  accordance  
wi th  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 h e  summary 
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 h a t  c o r r e c t i v e  a c t i o n  
was t a k e n .  

( 2 )  When a u d i t  f i n d i n g s  were not  corrected 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 ,  t he  summary schedule  sha.11 d e s c r i b e  the  p lanned  
c o r r e c t i v e  a c t i o n  a s  well a s  any p a r t i a l  c o r r e c t i v e  a c t i o n  t aken .  

( 3 )  When c o r r e c t i v e  a c t i o n  talcen i s  s i g n i f i c a n t l y  d i f f e r e n t  from 
c o r r e c t i v e  action prev ious ly  reporced. i n  a. c o r r e c t i v e  ac t ion  p l a n  or  i n  t h e  
Fedel-a1 a g e n c y ' s  o r  pass- through e n t i t y ' s  management dec i s ion ,  t h e  summary 
schedule  s h a l l  provide an e x p l a n a t i o n .  

(4) When t h e  a u d i t e e  b e l i e v e s  t h e  a u d i t  f i nd ings  a r e  no  l o n g e r  
v a l i d  o r  do not  warrant f u r t h e r  a c t i o n ,  t he  r easons  for t h i s  p o s i t i o n  s h a l l  be 
d e s c r i b e d  i n  t h e  summary schedu le .  A valid r eason  for cons ider ing  an a u d i t  
f i n d i n g  as not  warrant ing f u r t h e r  a c t i o n  i s  t h a t  a l l  of t h e  io l lowing  have 
oc c u r r e d : 

(1) Two yea r s  have passed s i n c e  t h e  audit r e p o r t  i n  which 
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ed w a s  :;uhmittecl LC, ::I&? Ff i3era? 7:; ear-:righrust. 

(ii) The Federal ager i -? i  31- pass-through e n t i l y  is not 
cuurently :'allowing up w i t h  tm i li:.ae sn :.he audit findin?; and 

( i i i ~  P. managernenz d e z i s 1 3 ~ .  was n o t  issued. 

ic ' i  'corrective actior? pian. At t h e  cornpietior. of tne audit, the 
a u d r t e e  stia:.l ?repare  a Corrective actian p l a n  to address each audit findin9 
l n c l l u d e d  ii! tne current y e a r  auditor's r e p o r t s .  The corrective action p l a n  
shal.1 pyovide ':he name (s) of the c o n t a c t  person ( S I  responsible f o r  corrective 
a c t i o n ,  t h e  corrective action planned, and che anticipated completion date. 
If t h e  auditee does not agree with the audit findings or believes corrective 
actim is not required, then the corrective action plan shall include an 
explanation a n d  specifi-c reasons 

§ - . 3 2 0  Report submission. 

(a) General. The audit shall be completed and the data collerrion 
form described in paragraph ( b )  of this seczion and reporting package 
described in paragraph ( c )  of this section shall be submit'ied within che 
earlier of 30 days after receipt of the auditor's reportls), or nine months 
a f t e r  the end of the audit period, unless a longer period i s  agreed to i r r  
advance by the cognizant or oversight agency for audit. (However, for fiscal 
years beginning on or before June 30, 1 9 9 8 ,  the audit shall be completed and 
the data collection form and reporting package shall be submitted within the 
earlier of 30 days after receipt of the auditor's report[s), or 13 months 
after the end of the audit period.) Unless restricted by law or regulation, 
:he auditee shall make copies available for public inspection. 

(b) Data Collection. (1) The auditee shall submit a data collection 
f o r m  which states whether the audit was completed in accordance with this part 
and provides information about the auditee, its Federal programs, and the 
results of the audit. The form shali be approved by OMB, available from the 
"ederal clearinghouse designated by OMB, and include data elements similar tc 
those presented in this paragraph. A senior level representative of t h e  
auditee (e. g. , State controller, director of finance, chief executive officer, 
or c h i e f  financial officer) shall sign a statement to be included as part of 
the form certifying that: the auditee complied with the requirements of this 
part, the form was prepared in accordance with this part (and the instructions 
accompanying the form), and the information included in the form, in its 
entirety, are accurate and complete. 

(2) The data collection form shall include the following data 
elemenzs : 

!il The type of report the auditor issued on the financial statements of 
the auditee (i.e., unqualified opinion, qualified opinion, adverse 
opinion, or disclaimer of opinion). 

(ii) Where applicable, a statement that reportable conditions in internal 
control were disclosed by the audit of the financial statements and 
whether any such conditions were material weaknesses. 

iiii) A statement as to whether the audit disclosed any noncompliance which 
is material to the financial statements of the auditee. 

i i v !  Where applicable, a statement that reportable conditions in interna.1 
control over major programs were disclosed by the audit and whether 
any such conditions were material weaknesses. 

iv) The type of report the auditor issued on compliance for major 



f v i i  1 21 OY 110 statement  as to witether the auditep qualified as a l o w  
?-isl: auditee undei- 5 - . 5 3 0  oi OME Circular A-133. 

(viii) The dollar threshold used to distinguish between Type A and Type E 
programs as defined in s p . 5 2 0 ( b )  of OMB Circular A-133. 

(ix) The Cataloq of Federal Ijomestlc Assistance (CFDA) number for each 
Federal program, as applicable. 

( y . )  The name of each Federal program and identification of each major 
program. Individual programs within a cluster of programs should be 
listed in the same level of decail as they are listed in the schedule 
of expenditures of Federal awards. 

(Xi) The amount of expenditures in the schedule of expenditures of Federal 
awards associated with each Federal program. 

(xii) For each Federal program, a yes or no statement as to whether there 
are audit findings in each of the following types of compliance 
requirements and the total amount of any questioned costs: 

Activities allowed or unallowed. 
Allowable costs/cost principles. 
Cash management. 
Davis-Bacon Act. 
Eligibility. 
Equipment and real property management. 
Matching, level of effort, earmarking. 
Period of availability of Federal funds. 
Procurement and suspension and debarment. 
Program income. 
Real property acquisition and relocation assistance 
Reporting. 
Subrecipient monitoring. 
Special tests and provisions. 

.- 

(xiii) Auditee Name, Employer Identification Number(s1, Name and Title of 
Certifying Official, Telephone Number, Signature, and Date. 

(xiv) Auditor Name, Name and Title of Contact Person, Auditor Address, 
Auditor Telephone Number, Signature, and Date. 

(XV 1 Whether the auditee has either a cognizant or oversight agency f o r  
audit . 

(m7i ) The name of the cognizant or oversight agency for audit determined in 
accordance with §-. 4 0 0  ( a )  and gp.400 (b) , respectively. 

( 3  1 Using the information included in the reporting package 
described in paragraph ( c )  of this section, the auditor shall complete the 
applicable sections of the f o r m .  The auditor shall sign a statement to be 
included as part of the data collection form that indicates, at a minimum, the 
source  of the information included in the form, the auditor's responsibility 
f o r  the information, that the f o r m  is not  a substitute f o r  the reporting 
package described in paragraph ( c )  of this section, and that the content of 
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:.ne -?ciri i i  1 5  : i n i i t s d  to :he d a t a  ei5rrieii::, p r e s c ! - i h ~ t i  ny 3ME 

i ::I Reuortinq package. 310 r e ~ o i - c i n g  package shall include t h e .  

(1: Financial StaterneEzs and schedule of expenditures of 
F'ecieral awards  discussed i n  5-.3iO (a) and ,S-.310 !b), respecElvely: 

( 2 " Surnrna-ry s c n e d u l ~  of p r i o r  audic ? ; d i n g s  d i . s c u s s e d  in 
s _ _ .  3 1 5  ! S )  ; 

( 3 )  Auditor's report(s; discussed in § _ . 5 0 5 ;  and 

(4) Corrective action plan discussed in §-.315(c). 

( d )  Submission to ~Learinqhouse. All auditees shall. submit to :he 
Federal clearinghouse designated by OPIB the data collection form described in 
paragraph (b) of this section and one c ~ p y  of the reporting package described 
in paragraph ( c )  of this sectlor, far: 

(1) T h e  Federal clearinghouse to retain as an archival copy; 
and 

1 2 )  Each Federal awarding agency when the schedule of findings 
and questioned costs d-sclosed audit findings relating to Federal awards that 
the Federal awarding agency provided directly or the summary schedule of prior 
audit findings reported the status of any audit findings relating to Federal 
awards that the Federal awarding agency provided directly. 

(el Additional submission bv subrecipients. (1) In addition to the 
requirements discussed in paragraph (d) of this section, auditees that are 
a l s o  subrecipients shall submit to each pass-through entiEy one copy of the 
reporting package described in paragraph (c) of this section for each pass- 
through Entity when the schedule of findings and questioned costs disclosed 
audit findings relating to Federal awards that the pass-through entity 
provided or Ehe summary schedule of prior audit findings reported the sEatus 
of any audit findings relating to Federal awards that the pass-through entity 
provided. 

( 2 )  Instead of submitting the reporting package to a pass- 
through entity, when a subrecipient is not required to submit a reporting 
package to a p3ss-Lhrough entity pursuant to paragraph (e) (1) of this se~ction, 
the subrecipient shall provide written notification to the pass-through entity 
that: an audit of the subrecipient was conducted in accordance with this part 
(including the period covered by the audit and the name, amount, and 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 provided; and, the 
summary schedule of prior audit findings did not report on the status of any 
audit findings relating to the Federal award(s) that the pass-through entity 
provided. A subrecipient may submit a copy of the reporting package described 
i n  paragraph ( c )  of this section to a pass-through entity to comply with this  
not.ification requirement. 

( f )  Requests for report copies. In response to requests by a Federal 
a.gency or pass-through entity, auditees shall submit the appropriate copies of 
Lhe reporting package described in paragraph ( c )  of this section and, if 
requested, a copy of any management letters issued by the auditor. 

( g )  Report retention requirements. Auditees shall keep one copy of 
the data collection form described in paragraph (b) of this section and one 
copy of the reporting package described in paragraph ( c )  of this section on 
file for three years from the date of submission to the Federal clearinghouse 
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dusig:ia:.i.-' I ) )  0 P a s s - ~ i i : - n u q l ~  encities s h a l l  ~ e e p  sub-ecipien~s' 
sixmi n s  1 oris or. e f o r  rrh-ee y e a :  c f r o m  Gate of :-eceipr 

i 1-1 C'leaririariousr i-espoinc.ib;.11 :J e s  . Tile Federal clearinghouse 
riusigriat-ed 13)' OM" s h a ? l  distriDuEr ~ h - e  r e p o r t  >.ng packages received in 
accordance i .:~iili JJardCJiraph id)  ( 2 )  of this  section an6 s - . 2 ? 5  I C )  ( 3 )  to 
appl i.zaLile F'edei-zl awarding a g e n c i e s ,  ninincain a da tE  base of completed 
audics, provide  appropria~e irifor-n-ia,ioi; io Federal agencies, arid follow L I ~ .  

with known auditees which have no', submitted the required data collecyion 
forms and reporting packages. 

i 1 i Clearinqhouse address. ?he address of the Federal clearinghouse 
currently designated by OME is Federal Audit Clearinghouse, Bureau of the 
C e n s u s ,  1201 E. i0th Street, Jeffersonvi11e. IN 47132. 

(1) Electronic filinq. Nothing in this part shall preclude electronic 
submissions to the Federal clearinghouse in such manner as may be approved by 
OME. MFth OMB approval, the Federal clearinghouse m a y  pilot test methods of 
electronic submissions. 

Subpart D--Federsl Agencies and Pass-Through Entities 
§-.400 Respansibilities. 

(a) Coqnizant aqency for audit responsibilities. Recipients expending 
more than $25 million ($50 million for fiscal years ending after December 3 1 ,  
2 0 0 3 )  a year ir, Federal awards shall have a cognizant agency for audit. The 
designated cognizant agency for audit shall be the Federal awarding agency 
that provides the predominant amount of direct funding to a recipient unless 
OME makes a specific cognizant agency for audit assignment. 

Foliowing is effective f o r  fiscal years ending on or before December 3 1 ,  2003: 
To provide for continuity of cognizance, the determination of the predominant 
amount of direct funding shall be based upon direct Federal awards expended in 
the recipient's fiscal years ending in 1995, 2000, 2005, and every fifth year 
thereafter. For example, audit cognizance for periods ending in 1997 through 
2000 will be determined based on Federal awards expended in 1995. (However, 
for States and 1ocal.governments that expend more than $25 million a year in 
Federal awards and have previously assigned cognizant agencies for audit, the 
requirements of this paragraph are not effective until fiscal years beginning 
after June 30, 2 0 0 0 . )  

Following is effective for f i s c a l  years ending after December 3 1 ,  2003: 
?he determination of the predominant amount of direct funding shall be based 
upon direct Federal awards expended in the recipient's fiscal years ending in 
2004, 2009, 2014, and every fifth year thereafter. For example, audit 
cognizance for periods ending in 2006 through 2010 will be determined based on 
Federal awards expended in 2004. (However, for 2001 through 2005, the 
cognizant agency f o r  audit is determined based on the predominant amount of 
direct Federal awards expended in the recipient's fiscal year ending in 2 0 0 0 1 .  

Notwithstanding the manner in which audit Cognizance is determined, a Federal 
awarding agency with cognizance f o r  an auditee may reassign cognizance to 
another Federal awarding agency which provides substantial direct funding and 
agrees to be the cognizant agency for audit. Within 3 0  days after any 
reassignment, both the old and the new cognizant agency for audit shall notify 
the auditee, and, if known, the auditor of the reassignment. The cognizant 
agency for audit shall: 

(1 1 Provide technical audit advice and liaison to auditees and 
auditors, 

( 7 )  Considev auditee requests f o r  extensioris to the report 
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lor.  d u e  date r e q u ? r o d  : ~ y  § _ _ . 3 2 0  (a] :'!le z:jqcizal-1l dgerrcy :-):- 

i i i c?y  :qi-dr'!t extens ions  i c r  g o d  cause 

[ 3 : Obtain 0:: conduct qual.ity contrnl reviews of sei~ec:eC 
made hy non-Federal a u d i r o r s ,  and proi,ride the results, when 

app:-rq!ri a ?.e ,  to other ; nze reszed  o:-gar!i za', ions 

(4 j Promptly inform other affected Zedera1 agencies and 
a ; n p r ~ ? r i a t : e  Federal law enforcement officials of any direct reporting by rne 
auditee 3r its auditor of irregularities or illegal acts, as required by GAGAS 
oi- laws and regulations. 

( 5 )  Advise the auditor and, where appropriate, the auditee of 
a n y  def icjencies found in the audits when the deficiencies require corrective 
itction by the auditor. When advised of deficiencies, the auditee shall work 
wj . th  the auditor to take corrective action. If corrective actisn is not 
taken, the cognizant agency for audit shall notify the auditor, the auditee, 
and applicable Federal awarding agencies and pass-through entities of the 
facts and make recommendations for follow-up action. Major inadequacies or 
repetitive substandard performance by auditors shal.1 be referred to 
appropriaze State licensing agencies and professional bodies Eor disciDLi~nary 
action. 

( 6 1  Coordinate, to :he extent practical, audits or reviews 
made by or for Federal agencies that are in addition to the audits made 
pursuant to this part, so that the additional audits or reviews build upon 
a i id i t s  performed in accordance with this part. 

( 7 )  Coordinate a management decision for audit findings that 
affect the Federal programs of more than  one agency. 

( 8 )  Coordinate Lhe audit work and reporting responsibilities 
among auditors to achieve the most cost-effective audit. 

( 9 )  For biennial audits permitted under §-.220, consider 
auditee requests to qualify as a low-risk auditee under §-.530(a). 

(b) Oversiqht aqency for audit responsibilities. An auditee which 
does not have a designated cognizant agency for audit w i l l  be under the 
general oversight of the Federal agency determined in accordance with 
§-.105. The oversight agency for audit: 

( 1 )  Shall provide technical advice to auditees and auditors as 
requested. 

( 2 )  May assume all or some of the responsibilities normally 
performed by a cognizant agency for audit. 

(c) Federal awardinq aqency responsibilities. The Federal awarding 
agency shall perform the following for the Federal awards it makes: 

(1) . Identify Federal awards made by informing each recipient 
of the CFDA title and number, award name and number, award year, and if the 
award is for R&D.  When some of this information is not available, the Federal 
agency shall provide information necessary to clearly describe the Federal 
award. 

( 2 )  Advise recipients of requirements imposed on them by 
Federal l a w s ,  regulations, and the provisions of contracts or grant 
agreements. 

( 3 )  Ensure that audits are completed and reports are received 
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L I I  E, i irrlely rnanner arid ;.i-I a::cordance with ~ h t .  r-equll-errie:~ts of t h ~ s  p ~ 1 - L  

( 4  i v ~ 3 r  ~ e c h r ~ ~ c a l  ad-\rict and counsel t~ audi:ees anc 
audiLo1-s as r e q u e s t  

(5) Issue ij management decision on aulit findings wit-iiin Si>: 
nionEhs af tP-r  receipt o l  t h ~  audit: report and ensure that the recipient Cakes 
appioprlate arid tinieiy CcJrL-eztivt acyioi-1. 

(6) Assign a person responsible for providing annual updates 
of rhe compliance supplement to OMB. 

id) Pass-throuqh entity resDonsibilities . A pass-through entity shall 
p e r f o r m  the  following for  the Federal awards it makes: 

(1) Identify Federal awards made by informing each 
subrecipient of CFDA title and number, award name and number, award vear, if 
the award is R&D, and name of Federal agency When some of this information 
is not available, the pass-through entity shall provide che best informarion 
available to describe the Federal award. 

(2) Advise subrecipients of requirements imposed on them by 
Federal laws, regulations, and the provisions of contracts or grant agreements 
as well as any supplemental requirements imposed by the pass-through entity. 

( 3 )  Monitor the activities of subrecipients as necessary to 
ensure that Federal awards are used for authorized purposes in compliance with 
laws, regulations, and the provisions of contracts or grant agreements and 
chat performance goals are achieved. 

(4) Ensure that subrecipients expending $300, 000 ( $ 5 0 0 ,  000 f o r  
fiscal years e n d i n g  after December 31, 2003) o r  more in Federal awards during 
the subrecipient's fiscal year have met the audit requirements of this part 
f o r  that fiscal y e a r .  

( 5 )  Issue a management decision on audit findings within six 
m m t h s  iifter receipt of the subrecipient's audit report and ensure that the 
subrecipient takes appropriate and timely corrective act ' 

( 6 )  Consider whether subrecipient audits necessitate 
adjustment of the pass-through entity's own records. 

( 7 )  Require each subrecipient to permit the pass-through 
entity and auditors to have access to the records and financial statements as 
necessary for the pass-through entity to comply with this part. 

5- , 4 0 5  Management d e c i s i o n .  

(a) General. The management decision shall clearly state whether or 
not the audit finding is sustained, the reasons for the decision, and the 
expected auditee action to repay disallowed costs, make financial adjustments, 
or take other action. If the auditee has not completed corrective action, a 
timecable f o r  follow-up should be given. Prior to issuing the management 
decision, the Federal agency or pass-through entity may 1-equest 
additional information or documentation from the auditee, including a request 
for auditor assurance related to the documentation, as a way of mitigating 
disallowed costs. The management decj sion should describe any appeal process 
available t o  the auditee. 

(b) Federal aqency . As provided in 5-.400 (a) ( 7 )  , the cognizant 
agency for audit shall be responsible for coordinating a management decision 
for audit findings that affect the programs of more than one Federal agency. 
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i3.s ?ro;r ided L T I  5 _ _ .  4 0 0  i c )  ( 5 )  , a Fit ic . l ra ;  aiia:-;ii.riq a-jenr!’ is i-es~)?!~ 
~ . ~ s ~ ~ I I . I I C  a management decision f o r  firid;ngs ::na’; re!ate  L O  Fe-derzl a’V:%r?s i; 
r~i~lces  L O  recipieri~s. i?.? ternate ar:-a:igttnien:.s may be made on a zase-b~,-czs ‘ :  
has:  5 by agreemen? among t n e  Federal  agencies zonzerned. 

{c) P a s s - t r l r o u q h  entity P.3 pr3vi3ed in §-.400 (dj ( 5 )  , rhc pEiiss- 
:.h-ougn entity shall he responsiSle :or mahzing tne manaaement d-ccLsix! f3r 
audit findings that relate to Federal awards it makes  tG su5recipisxLs. 

!di Tinre requirements. The entity responsible for making :he 
management decision shall do so wizkiin six months 3f receip: of the audit 
report. Corrective action should be initiaLed within six months a f t e r  r e c e i p t  
of the audit reporL and proceed as rapidly as possible. 

( e )  Reference numbers. Management decisions shal.1 include the 
reference numbers t h e  auditor assigned to each audit finding in accordance 
wi:h §-. 510 (c) 

Subpart E- - A u d i t o r s  
§- .500 Scope of a u d i t .  

( a )  General .  The audit shall be conducted in accordance w i t h  G A G A S .  
The audit shall cover the entire operations of the auditee; or, at the option 
of the auditee, such audit shall include a series of audits that coves 
departments, agencies, and other organizational units which expended or 
otherwise administered Federal awards during such fiscal year, provided that 
e a c h  such audit shall encompass the financial statements and schedule of 
expenditures of Federal awards for each such department, agency, and other 
orgarizational unit, which shall be considered to be a non-Federal entity. 
The financial statements and schedule of expenditures of Federal awards s h a l l  
be for the same fiscal year. 

ib) Financial statements. The auditor shall determine whether the 
financial statements of the auditee ;.re presented fairly in all material 
respects in conformity with generally accepted accounting principles. The 
auditor shall also determine whether the scheduie of expenditures of Federal 
awards is presented fairly in all material respects in relation to the 
auditee‘s financial statements taken as a whole. 

(c) Internal control. (1) In addition to the requirements of GAGAS,  
:he auditor shall perform procedures to obtain an understanding of internal 
control over Federal programs sufficient to plan the audit to support a l o w  
assessed l e v e l  of control risk for major programs. 

( 2 )  Except as provided in paragraph ( c )  ( 3 )  of this section. 
the auditor shall: 

( i )  Plan t h e  testing of internal control over major 
programs t c j  support a low assessed level of control risk fo r  the assertions 
relevant Eo the compliance requirements for each majo r  program; and 

(ii) Perform testing of internal control as planned in 
paragraph (c) ( 2 )  (i) of this section. 

13) When internal control over some or all of the compliance 
requirements for a major program are likely to be ineffective in preventing or 
detecting noncompliance, the planning and performing of testing described in 
paragraph ( c )  ( 2 )  of this section are not required f o r  those compliance 
requirements. However, the auditor shall report a reportable condition 
(including whether any such condition is a material weakness) in accordance 
with §__.510, assess the related control r i s k  at the maximum, and consider 
whether additional compliance tests are required because of ineffective 
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t d )  Comuliancr (I) 111 addition to the requirements of SAGAS, the 
a u d i ~ o r  snaJ.1 derermirii- whether the audites n s s  complied with l aws ,  
reguiationc, and LIIP p : - o \ r i s l o l - l F  oi con;racts or grant agreements cliaT. may have 
E d i i - e c t  and ncatt.:-,ai 2ffec:  311 eack of i t s  major pi-narams 

t :: ) .--- ~ ' i  i r ~ c i . j a i  compliance requirements applicable to most 
Federal  programs arid ~ h t  compliance requirements of t he  largest Federa:! 
programs are included 117 the  compliance supplement. 

( 3 )  For the compliance requirements related t.0 Federal 
programs contained in the compliance supplement, an audit of these compliance 
requirements will meet the requirements of this part. Where there have been 
changes L O  the compliance requirements and the changes ai-e not reflected in 
the compliance supplement, the auditor shall determine the current compliance 
requirements and modify the audit procedures accordingly. For those Federal 
programs not covered in the compliance supplement, the auditor should use the 
types of compliance requirements contained in the compliance supplement as 
guidance for identifying the types of compliance requirements to test, and 
determine the requirements governing the Federal program by reviewing the 
provisions of contracts and grant agreements and the laws and regulations 
referred to in such contracts and grant agreements. 

(4) The compliance testing shall include tests of transactions 
and such other auditing procedures necessary to provide the auditor sufficient 
evidence to support an opinion on compliance. 

(e) Audit follow-UD. 'The auditor shall follow-up on prior audit 
findings, perform procedures to assess the reasonableness of the summary 
schedule of prior audit findings prepared by the auditee in accordance with 
§-.315(b), and report, as a current year audit finding, when the auditor 
conciudes that the summary schedule of prior audit findings materially 
misrepresents the status of any prior audit finding. The auditor shall 
perform audit follow-up procedures regardless of whether a prior audit finding 
relates to a major program in the current year. 

.- 

(f) Data Collection Form. As required in §-.320(b) (31, the auditor 
shall complete and sign specified sections of the data collection . form.  

§-. 505  Audit r epor t ing  

The auditor's report(s) may be in the form of either combined or 
separate reports and may be organized differently from the manner presented in 
this section. The auditor's report(s) shall state that the audit was 
conducted in accordance with this part and include the following: 

(a) An opinion [or disclaimer of opinion) as to whether the financial 
statements are presented fairly in all material respects in conformity with 
generally accepted accounting principles and an opinion (or disclaimer of 
opinion) as to whether the schedule of expenditures of Federal awards-is 
presented fairly in all material respects in relation to the financial 
statements taken as a whole. 

(b) A report on internal control related to the financial statements 
and m a j o r  programs. This report shall describe the scope of testing of 
internal control and the results of the tests, and, where applicable, refer to 
the separate schedule of findings and questioned costs described in paragraph 
(d) of this section. 

(c) A report on compliance w i t h  laws, regulations, and the provisions 
of contracts or grant agreements, noncompliance with which could have a 
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rrla:o_r-Ldi e 
rlr ?p:.nion 01- d i s c l a i m e r  of api:: 1 0 1 1 ;  cc ,  whether the aubire- c 

r:o~.~ld have a i and material f i f t ~ c  3ri each major program, and, wheze 
applicable, T E ~ ~ E I T  to tne separate sccyciuip of findings and questioned costs 
clesci-I.bed i n  p a r a g r a p h  (d) 3f t h i  s sect:cln. 

and the pro-, . isions contracts or grant a g - e e m e n t s  whi zri 

( d l  b schedule  of findings and ? u e s t i o n _ ~ d  z o s t s  wh ich  shall ~ n c l u d i s  
:he ED! i owing  three compcnents: 

1. i A summary of the auditor's results which shall include. 

(i) The t-e of report the auditor issued on tile 
financial statements of the audizee (i,e., unqualified opinion, qualified 
0p.i nion, a d v e r s e  opinion, or disclaimer of opinion) , 

(ii) Where applicable, a statement that reportable 
conditions j n  internal control were disclosed by the audit of the financial 
statements arid whether any such conditions were material weaknesses; 

(iii) A statement as to whether the audit disclosed any 
noncompl lance which is material to the financial statements of the auditee; 

(iv) Where applicable, a statement that reportable 
conditions in internal control over major programs were disclosed try the audit 
and whether any such conditions were material weaknesses; 

iv )  Tne type of report the auditor issued on compliance 
f o r  ma] 3:- programs [ i .e., unqualified opinion, qualified opinion, adverse 
opinion, or disclaimer of opinion) ; 

(vi) A statement as to whether the audit disclosed any 
aud1.t findings which the auditor is required to report under §-.510 (a) ; 

(vii) An identification of major programs, 

(vii i) The dollar threshold used to distinguish between 
Type A and Ty2e 9 programs, as described in §-.520 (b) ; and 

(ix) A statement as to whether the auditee qualified as 
~. 

a low-risk audi.tee under §-.530. 

( 2  i Findings relating t3 the financial statements which are 
required to be reported in accordance with GAGAS. 

( 3 )  Findings and questioned costs for Federal awards which 
shall include audit findings as defined in 9-.510(a). 

ii) Audit findings ( e .  g . , internal control findings, 
compliance findings, questioned costs, or fraud) which relate to t h e  same 
issue should be presented as a single audit finding. Where practical, audit 
findings should be organized by Federal agency or pass-through entity. 

(ii) Audit findings which relate to both t h e  financial 
statements and Federal awards, as reported under paragraphs (d) ( 2 )  and ( d )  ( 3 )  
of this section, respectively, should  be reported in both sections of the 
schedule. However, the reporting in one section of the schedule may be in 
summary f o r m  with a reference to a detailed reporting in the other section of 
the schedule. 

5 - .SI0 Audit f ind ings .  

z 3.3 
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i;d) Ttie audiEoi- shall I -EJJZI-L (.ne f o l !  owing 
as nudlt iindii:.js in a s c r ~ e d u i e  oi- i i n d i r i g s  and g u e s t i o n e s  C ~ S C S  

(i! Reportazle conditions in internal control mei-  major 
programs.  The ditor's deEermina~ion of whether a der] ciency :r! internal 
control 1s i. L- r ' iable  condition f o r  the purpose of r e p c > r t : i n g  an audit 
iindino is 111 
ar a17 audii ab- t:ve identified in tne compliance supplerrieiit . Tlie auditoi- 
shall Identify l-epoxahie conditions which are individual!>' or zumulaLlvely 
material weaknesses. 

a L i o n  L O  a zype of compliance requiremen- f a r  E malo?: prograni 

( 2  i Ib'laterial noncompliance with the provisions of laws, 
regulations, contracts, or grant agreements related to a major program. The 
auditor's determination of whether a noncompliance with the provisions of 
laws, regulations, contracts, or grant agreements is macerial  for the purpose 
of reporting an audit finding is in relation to a type of compliance 
requirement fo r  a major program or an audit objective identified in the 
cornpiiance supplement. 

(3) Yaown questioned costs which are greater than $10,000 for 
a type of compliance requirement for a major program. mown questioned costs 
are rhose specifically identified by the auditor. In evaluating the effect of 
questioned costs on :he opinion on compliance, the auditor considers the best 
estimate of total costs questioned (likely questioned costs), not just the 
questioned costs specifically identified (known questioned costs). The 
auditor shall also report known questioned costs when likely questioned costs 
are greater than $10,000 for a type of compliance requirement for a major 
program. In reporting questioned costs, the auditor shall include information 
to provide proper perspective for judging the prevalence and consequences of 
the questioned costs. 

( 4 )  Known questioned costs which are greater than S l 0 , O O O  for 
a Federal program which is n o t  audited as a major- program. Except for audit 
follow-up, the auditor is not required under this part to perform audit 
procedures for such a Federal program; therefore, izhe auditor will normally 
not find questioned costs for a program which is not audited as a major 
program. However, if the auditor does become aware of questioned costs for-a 
Federal program which is not audited as a major program ( e . g . ,  as part of 
audit follow-up or other audit procedures) and the known questioned costs are 
greater than $10,000, then the auditor shall report this as an audit 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 a s  audit findings in the schedule of 
findings and questioned costs for Federal awards. 

( 6 )  Known fraud affecting a Federal award, unless such fraud 
is ocherwise 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 of the auditor's reports under the direct reporting 
requi,rements of GAGAS, 

( 7 )  Instances where the results of audit follow-up procedures 
disclosed that the summary schedule of prior audit findings prepared by the 
auditee in accordance with S-, 315 (b) materially misrepresents the status of 
any prior audit finding. 

(b )  Audit findinq detail. Audit findings shall be presented in 
sufficient detail for the auditee LO prepare a corrective action plan and take 
corrective action and for Federal agencies and pass-through entities to arrive 
at a management decision. The following specific information shall be 

.. ... . -. 
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iric;i:ccied, ai; .ipp: icable, i.1, ;i LA.rld:xJs 

l l l  Federal pro3lra.m aiid specific Fecle:-a! award iiient; fication 
i i i c l u d i n q  ; ne  CFDFi title and  n. imSor,  Fed.--a1 award number and !?oar, name 2: 
Federa l  acrency, and name of ;ne ap?lisable pass-';lirough en~ity. dhon 
~nformation, such as the CFDA xirle and number or Federal award number, 1s ROC 
a-\:ailable , ::he auditor shall pr~.~i& the b e s t  information availabJ.e to 
des-ribe the Federal award. 

(2) 
Cindi r iy  is based 

1 3 )  
deficiency ident 

( 4 )  
computed. 

(5) 

The criteria cr  specific requirement upon wh3-h  the a u d i i  
including statutory, regulatory, or other ciEation. 

The condition found, including facLs that support Lhe 
fied in the audit finding. 

Identification of questioned costs and how they werc. 

Inforrnariofi to provide proper perspective for judging the 
preval-ence and consequences of the audit findings, such as whether the audit 
findings represent an isolated instance or a systemic problem. Where 
appropriate, instances identified shall be related to the universe and the 
number of cases examined and be quantified in terms of dollar value. 

( 6 )  The possible asserted effect to provide sufficient 
information to the auditee and Federal agency, or pass-through entity in the 
case of a subrecipient, to permit them to determine t h e  cause and effect to 
facilitate prompt and proper corrective action. 

( 7 )  Recommendations to prevent future occurrences of the 
deficiency identified in the audit finding. 

( 8 )  Views of responsible officials of the auditee when there 
is disagreement with the audit findings, to the ext.ent practical. 

(cl Reference numbers. Each audit finding in the schedule of findings 
and questioned costs shall include a reference number to allow for easy 
referencing of the audit findings during follow-up. 

9-. S 15 A u d i t  working papers.  

(a) Retention of workinq papers. The auditor shall retain working 
pa?ers and reports for a minimum of three years after the date of issuance of 
the auditor's report(s) to the auditee, unless the auditor is notified in 
writing by the cognizant agency for audit, oversight agency for audit, or 
pass-through entity to extend the retention period. When the auditor is aware 
that the Federal awarding agency, pass-through entity, or auditee is 
contesting an audit finding, the auditor shall contact the parties contesting 
the audit finding for guidance prior to destruction of the working papers and 
reports. 

(b) Access to workinq papers. Audit working papers shall be made 
available upon request to the cognizant o r  oversight agency fo r  audit or its 
designee, a Federal agency providing direct or indirect funding, or GAO at the  
completion of the audit, as part of a quality review, to resolve audit 
findings, or to carry out oversight responsibilities consistent with the 
purposes of this part. Access to working papers includes the right of Federal 
agencies to obtain copies of working papers, as is reasonable and necessary. 

-. .......... .*.. i. -.c. ... 
. . .  
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s-. i r  c70 Major program determination. 

( a i  Geineral. The audiLoi- shall use a r ; sk-basec i  appz-oach SO determi l ie  
W i i i C h  Fedsza i  oroyi-arns a r e  major programs T h i s  risl: -1I:ised approach shall 
~ I - J C ~  ~ i d e  cor i s idura : l  or) c)f : C u r r e n t  and p r i o r  a u d i t  c>:L>erieiicc, overs , igh t  hy 
Feder;ll a q e n c j  FC' arid pass-through e n E i r ; i e s ,  and t he  infierent r i s k  of t h e  
Federa l  pi-og-ani .  The process ir1 paragr-aphs (ti) t h r o u y k i  (1) of -,his s e c t i o r l  
snall be folioweti .  

(b) Step  1 .  ( 1 )  The a u d i t o r  s h a l l  iden:ify the  l a r g e r  Federa l  
programs,  which s h a l l  be l a b e l e d  Type A programs. Type A programs a r e  d e f i n e d  
a s  Federa l  programs w i t h  Fede ra l  awards expended dur ing  r;he a u d i t  p e r i o d  
exceeding  t h e  l a r g e r  o f :  

(i) $ 3 0 0 ,  0 0 0  or t h r e e  pe rcen t  ( .  0 3 )  of t o t a l  Fede ra l  
a w a r d s  expended i n  the case of an aud i t ee  f o r  which t o t a l  Federal  awards 
expended equal  o r  exceed $ 3 0 0 , 0 0 0  b u t  a r e  l ess  than o r  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 pe rcen t  ( . 0 0 3 )  of 
t o t a l  Federa l  awards expended i n  the  case  of an a u d i t e e  f o r  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  $10  
b i l l i o n .  

(iii) $ 3 0  m i l l i o n  o r  1 5  hundredths  of one p e r c e n t  (.0015) 
of t o t a l  Federa l  awards expended i n  the  case  of an a u d i t e e  f o r  which t o t a l  
Federa l  awards expended exceed $ 1 0  b i l l i o n .  

( 2 )  Federal  programs not  l a b e l e d  Type A under pa rag raph  (b) (1) 
of t h i s  s e c t i o n  s h z 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 gua ran tees  ( l o a n s )  
should  n o t  r e s u l t  i n  t h e  e x c l u s i o n  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 h e  number o r  size of 
Type A programs,  the a u d i t o r  s h a l l  c o n s i d e r  t h i s  Federal  program as  a Type A 
program and exclude i t s  v a l u e s  i n  de te rmining  o t h e r  Type A programs.  

( 4 )  For b i e n n i a l  a u d i t s  p e r m i t t e d  under § - . 2 2 0 ,  t h e  
de t e rmina t ion  of T).pe A and Type B programs s h a l l  he based upon t h e  Fede ra 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 re  
l o w - r i s k .  For a Type A program t o  be cons ide red  l o w - r i s k ,  i t  s h a l l  have been  
a u d i t e d  as  a major program i n  a t  l e a s t  one of t h e  two most r e c e n t  a u d i t  
p e r i o d s  ( i n  t h e  most r e c e n t  a u d i t  p e r i o d  i n  t h e  c a s e  of a b i e n n i a l  a u d i t ) ,  
and ,  i n  t h e  most recent  a u d i t  p e r i o d ,  i t  s h a l l  have had no a u d i t  f i n d i n g s  
under §-.510(a). However, t h e  a u d i t o r  may use  judgment and considel-  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) (41, 
f r a u d  under  §-.510(a) ( 6 ) ,  and a u d i t  f o l l o w - u p  f o r  t he  summary schedu le  of 
p r i o r  a u d i t  f i nd ings  under §-.510(a) ( 7 )  d o  n o t  p rec lude  the  Type 3. program 
from be ing  low- r i sk .  The a u d i t o r  s h a l l  c o n s i d e r :  t h e  c r i t e r i a  i n  § - . 5 2 5 ( c ) ,  
§-.525(d) (l), S-.525(d) ( 2 ) ,  and § - . 5 2 5 ( d )  ( 3 )  ; t he  results of a u d i t  
f o l . 1 0 ~ - u p ;  whether any changes i n  personnel  o r  systems a f f e c t i n g  a Type  A 
program have s i g n i f i c a n t l y  i n c r e a s e d  r i s k ;  and app ly  p r o f e s s i o n a l  judgment i n  
de te rmining  whether a Type A program i s  l o w - r i s k .  

( 2 )  Notwi ths tanding  paragraph  (c) ( I )  of t h i s  sec t ion ,  OMB may 
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 n  
r e c i p i e n t s  may not be cons ide red  low- r i sk .  For example,  i t  may be n e c e s s a r y  
f o r  5 l a r g e  Type A program t o  be aud i t ed  as major  each yea r  a t  p a r t i c u l a r  
r e c i p i e n t s  t o  allow the  Fede ra l  agency t o  comply with t h e  Government 
Management Refoi -m A c t  of 1954 ( 3 1  U . S . C .  3 5 1 5 ) .  The Federa l  agency sha l l  
n o t i t ) .  t h e  r e c i p i e n t  and ,  i f  known, the  a u d i t o r  a r  l e a s t  18U days p r i o r  to t h e  
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( d )  S t e y ,  3 (1: 1 0  a u d i t 0 : -  s h a l l  ld?nL.if!T T Y D ~  E pr,Igi-ams V : ~ L C L I  ~ I T F  
high- r i s k  u s i n g  p r o f e s s 1  3 udgmen:: a n d  -,he c r i t i r i a  i n  §-. 5 2 5 .  ficiwzve:, 
shotilci zhe a u d i t o r  selec: ' 3p t ion  2 unde:- Step 4 (paragragh  ( e )  (2) (i) (13) s: 
t h ~ s  section), t h e  a u d i t  s no: required t o  i d e n z i f y  more high-risk T : ~ o  E 
programs t h a n  the  number ai? l o w - j r i s k  Type A programs. 
reportable c0ndi t ior .s  in i nye rna l  con:rol. o r  compliance prob312ms a s  ~ ~ S C . U S S Y : !  

i n  5- .525(b)  (l), E- .525(b )  ( Z ) ,  and § _ _ . 5 2 5 ( c )  (l), a s i n g l e  c r i t e r i a  ;n 
§ - - - . 5 2 5  woii id  seldor, cause  a Typo E? prsgram Lo  be cor .s ldered  ,C:?$h-rl .sk 

Zr,z?p: for known 

(2) The audiLor i s  not expected t o  perform r i s k  assessments on 
re . la t - ive ly  small  Federal  programs. Therefore ,  t h e  audicor is only  requi red  t o  
pe!rf-orrri risk assessments OT? Type 8 programs t h a t  exceed the l a r g e r  of 

( i )  $100, 000 or  t h r e e - t e n t h s  of one pe rcen t  ( . 0 0 3 i  of  
t o t a l  Federal  awards expended when the a u d i t e e  has less than or equal  t G  $ 1 0 0  
m i  11 j.on i n  t o t a l  Federal  awards expended. 

(ii) 5 3 0 0 ,  0 0 0  o r  :bee-hundredths  of one percent  ( 0002) 
of t o t a l  Federal  awards expended when the  a u d i t e e  has more t h a n  $100 million 
i n  t o t a l  Federal  awards ezpenaed.  

( e )  S tep  4 .  A t  a minimum, the  aud i to r  s h a l l  audit  a l l  of the 
f 011 owing as m a j o r  programs : 

(1) Al.1 Type A programs, except  t h e  audi tor  may exclude any 
Type  P. programs i d e n t i f i e d  a s  l ow- r i sk  under S tep  2 (paragraph (c) (1) of t h l s  
section). 

(2) (1) E i g h - r i s k  Type B programs as  i d e n t i f i e d  under 
e i t h e r  of t h e  fo l lowing  two o p t i o n s :  

( A )  Option 1. A t  l e a s t  one half  of t h e  Type E 
programs i d e n t i f i e d  a s  h i g h - r i s k  under S tep  3 (paragraph (dl of t h i s  s e c t i o n ) ,  
excep t  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  aud i t  more 
h i g h - r i s k  Type B programs than  t h e  number of low-r i sk  T y p e  A programs 
i d e n t i f i e d  a s  l ow- r i sk  under S tep  2 .  

(E) ODtion 2 .  One h igh- r i sk  Type B program for 
each  T y p e  A program i d e n t i f i e d  a s  low-r i sk  under Step 2 .  

( i i )  When i d e n t i f y i n g  which h igh- r i sk  Type  B programs t o  
a u d i t  2s major under e i t h e r  Option 1 o r  2 i n  paragraph (e) (2) (i) ( A )  or (B), 
t h e  a u d i t o r  is encouraged t o  use an approach which provides an oppor tuni ty  f o r  
d i f f e r e n t  h igh - r i sk  Type  B programs t o  be a u d i t e d  a s  major ove r  a per iod  of 
t i m e .  

( 3 )  Such a d d i t i o n a l  programs a s  may be necessary t o  comply 
w i t h  the percentage  of coverage r u l e  d iscussed  i n  paragraph ( f )  of t h i s  
s e c t i o n .  This  paragraph (e) ( 3 )  may r e q u i r e  t h e  aud i to r  t o  a u d i t  more programs 
as major  than  t h e  number of Type P. programs. 

( f )  Percontaqe of coveraqe r u l e .  The a u d i t o r  s h a l l  a u d i t  a s  major 
programs Federal  programs wi th  Federal  awards expended t h a t ,  i n  t h e  aggregate ,  
encompass a t  l e a s t  50  pe rcen t  of t o t a l  Federal  awards expended. I f  the 
a u d i t e e  meets t h e  c r i t e r i a  i n  5 - . 5 3 0  f o r  a low-r i sk  aud i t ee ,  t he  aud i to r  
need o n l y  aud i t  as major programs Federal  programs w i t h  Federal  awards 
expended t h a t ,  i n  t h e  aggrega te ,  encompass at l e a s t  25  percent  of  t o t a l  
F e d e r a l  awards expended. 

( g )  _Documentation of r i s k .  The a u d i t o r  s h a l l  document i n  t h e  working 
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( 1 , )  Auditor's l u d q n i e n t  . When  lie ma~or progi-am determination was 
performed and aocurnented in accordance with th i s  part, t h z  auditor Is judgmen'c 
ii? a ~ r , i l ) ~ i r i g  t h e  1-j sk-based app?:oach to deLerniine m5)ol- progranls shall he 
presumed cor-rect  . Challenges by F e d e - a l  agencies  and  pass-through e n r l t j  es 
shall o n l y  be f o r  c l e a r l y  I.mproper use of the gGidance in rhls p a r t .  However, 
Pscieral  ager ic j  e s  a n d  ~ , a s s - ~ h x - ~ u g h  e r l t i t i e s  may pi-oi'ide aud i t ax -5  guidanze abou!. 
the r i s k  of a particular Federal program and tne auditor shall consider Enis 
guidance ii: deterrnlning major programs in audits not  yet completed. 

(i) Deviation from use of risk criteria. For first-year audits, the 
auditor may elect to determine major programs as all T y p e  k programs plus any 
Type B programs as necessary to meet the percentage of coverage rule discussed 
in paragraph (f) of this section. Under this option, the audiror would not be 
required to perform the procedures discussed in paragraphs ( c ) ,  ( d ) ,  and ( e )  
of this section. 

(1) A first-year audit is the first year the entity is audited 
under this part o r  the first year of a change of auditors. 

( 2 )  To ensure that a frequent change of auditors would not 
preclude audit of high-risk Type B programs, this election for first-year 
audits may not be used by an auditee more than once in every three years. 

§-.525 Criteria for Federal program r i s k .  

(a) General. The auditor's determination should be based on an 
overall evaluation of che risk of noncompliance occurring which couid be 
material to the Federal program. The auditor shall use auditor judgment and 
consider criteria, such as described in paragraphs (b), (c), and (d) of this 
section, to identify risk in Federal programs. Also, as part of the risk 
analysis, the audiEor may wish to discuss a particular Federal program with 
auditee management and the Federal agency or pass-through entity. 

(b) Current and Drior audit experience. (1) Weaknesses in internal 
control over Federal programs would indicate higher risk. Consideration 
should be given to the control environment over Federal programs and such 
factors as the expectation of management's adherence to applicable laws and 
regulations and the provisions of contracts and grant agreements and the 
competence and experience of personnel who administer the Federal programs. 

li) A Federal program administered under multiple 
internal control structures may have higher risk. When assessing risk in a 
large single audit, the auditor shall consider whether weaknesses are isolated 
in a single operating unit (e.g., one college campus) or pervasive throughout 
the entity. 

(ii) When significant parts of a Federal program are 
passed through to subrecipients, a weak system for monitoring subrecipients 
would indicate higher risk. 

(iii) The extent to which computer processing is used to 
administer Federal programs, as well as the complexity of that processing, 
should be considered by the auditor in assessing risk. New and recently 
modified computer sj'stems may also indicate risk. 

12) P r i o r  audit findings would indicate higher risk, 
particularly when the situations identified in the audit findings could have a 
significant impact on a Federal program or have not been corrected. 

( 3 )  Federal programs n o t  recently audited as major programs 

31 



!.)e o t  higher. r i s k  : h < L : l  Fed. 2 vYDqjldrr!s ri:z.::it.! ;,' 
h s ~ t  a u d i t  f i n d i n g s  

(c) 3 v e r s i q h t  r=y.erciseU by Federal  acrei-iciec and  ass- :hrc:isn ?nrJ cie5 
1, A ; Q-Jezsight exe rc i sed  2)' Federal  ageil-I e s  3:- pass- through encities "uL3 
i r i d i  cate risk. For e;:am?Le, r ecen t  monitol-inq DY 3the.1 reviews p-ZfSXE!c? by 
an oversight e n t i t y  w h i c h  disclosed n c  significant problems would :ndicace 
lower r;sk. However, monitoring which disclosed s i q n i f i z a n t  pr3blern-c i.lauld 
1nclicar.e h ighe r  r i s k .  

(2) Federal  agenc ie s ,  w i t h  t he  concurrence of 3 M B ,  may 
i d e n t i f y  Federal  programs which a r e  higher  r i s k .  OMB plans co provide t h i s  
i d e n t i f i c a t i o n  i n  t h e  compliance supplement.  

( d )  I n h e r e n t  risk of the  Federal  proqram. (1) The na tu re  of a 
Fede ra l  program may i n d i c a t e  r i s k .  Considerat ion s h o u l d  be given t o  the 
complexj ty  of t h e  program and t h e  ex ten t  t o  which t h e  Federal  program 
c o n t r a c t s  €or  goods and s e r v i c e s .  For example, Federal  programs that disburse 
funds  through t h i r d  p a r t y  c o n t r a c t s  o r  have e l i g i b i l i t y  c r i t e r i a  may be of 
h igh - r  r i s k .  Federa l  programs p r imar i ly  involv ing  s taff  p a y r o l l  c o s t s  may 
nave a h j g h - r i s k  f o r  time and e f f o r t  r e p o r t i n g ,  bu t  otherwise be a t  low-risk. 

(2) The phase of  a Federal  program i n  i t s  l i f e  cyc le  a t  the 
Federa l  agency may i n d i c a t e  r i s k .  F o r  example, a new Federal  program w i t h  new 
or i n t e r i m  r e g u l a t i o n s  may have h igher  r i s k  than  an e s t a b l i s h e d  program w i t h  
t i m e - t e s t e d  r e g u l a t i o n s .  Also,  s i g n i f i c a n t  changes i n  Federal  programs, laws, 
r e g u l a t i o n s ,  o r  t h e  p rov i s ions  of c o n t r a c t s  o r  g r a n t  agreemenLs may increase 
r i s k  

( 3 )  The phase of a Federal  program i n  i t s  l i f e  cyc le  a t  the  
a u d i t e e  may i n d i c a t e  r i s k .  For  example, dur ing  t h e  f i r s t  and l a s t  years  t h a t  
a n  a u d i t e e  p a r t i c i p a t e s  in a Federal  program, t h e  risk may be h ighe r  due to 
s t a r t - u p  or c l o s e o u t  of program a c t i v i t i e s  and s t a f f .  

( 4  1 Type B programs wi th  l a r g e r  Federa l  awards expended would 
be o€ h i g h e r  risk than  p r o g r a m s  w i t h  s u b s t a n t i a l l y  smal le r  Federal  awards 
expended.  

§-. 5 3 0  Criteria f o r  a l o w - r i s k  auditee. 

An a u d i t e e  which meets a l l  of t he  fo l lowing  condi t ions  f o r  each of t he  
p r e c e d i n g  two y e a r s  ( o r ,  i n  t h e  case  of b i e n n i a l  a u d i t s ,  preceding two aud i t  
p e r i o d s )  s h a l l  q u a l i f y  a s  a l ow- 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 u d i t  
coverage  i n  accordance  with E-.520: 

( a )  S i n g l e  a u d i t s  were performed on an annual  bas i s  i n  accordance with 
t h e  p r o v i s i o n s  of t h i s  p a r t .  A non-Federal  e n t i t y  t h a t  has  b i e n n i a l  aud i t s  
does  n o t  q u a l i f y  a s  a low-r i sk  a u d i t e e ,  u n l e s s  agreed  t o  i n  advance by the  
cogri izant  or  o v e r s i g h t  agency f o r  a u d i t .  

(b) The a u d i t o r ' s  op in ions  on t h e  f i n a n c i a l  s t a t emen t s  and the  
s c h e d u l e  of expend i tu re s  of Federa l  awards were u n q u a l i f i e d .  However, the  
cDgnizant  o r  o v e r s i g h t  agency for a u d i t  may judge t h a t  an opinion 
q u a l i f i c a t i o n  does not a f f e c t  t h e  management of Federa l  awards and provide a 
wa ive r .  

( e )  There were no d e f i c i e n c i e s  in i n t e r n a l  con t ro l  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  o f  GAGAS. However, 
t h e  cogn izan t  o r  o v e r s i g h 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  
mater ia l  weaknesses do not  a f f e c t  t h e  management of Federal  awards and provide 
a wa ive r .  

i 
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rnEiL.5:- iai w r a k n e s s t s ,  

( 2 )  Noncompliance with the pi-DLrisions of law5, reguiations, 
contracts, 01- g r a n t  agreenien:s which have a material e f f e c t  on tile Type  P. 
program; or 

1 3 )  Known or l i k e l y  questioned costs that exceed five percent 
of the tocal Federal awards expended f o r  a Type A program d u r i n g  the year. 

Appendix k to Part - - Data Collection Form (Form SF-SAC) 
[insert SF-SAC afKer finalized] 

Appendix B to Part - - Circular &.-I33 Compliance Supplement 
Mote : Provis iona l  OMB Circular A - 1 3 3  Compliance Supplement is available 
from the Office of Administration, PublicaLions O f f i c e ,  room 2200, New 
Executive O f f i c e  Building, Washington, DC 20503. 

. .., 
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Health Information In Compliance With The Health Insurance Portability 
And Accountability Act Of 1996 (HIPAA) 

BUSINESS ASSOCIATE AGREEMENT 
THIS BUSINESS ASSOCIATE AGREEMENT (“Agreement”) is made and entered as of 

,20- by and between , a  
[corporation, partnership, dba], whose business address is 

referred to as “Business Associate”), and the CITY OF LONG BEACH, a municipal corporation 
(hereinafter referred to as ‘City” or “Covered Entity”). 

WHEREAS, the City has a Department of Health that provides a multitude of health care and 
related services; and 

WHEREAS, in the course of providing health care and related services the City obtains 
protected health information; and 

WHEREAS, Business Associate performs particular duties and/or provides particular services 
to the City; and 

WHEREAS, the City wishes to disclose some information to Business Associate, some of 
which may contain protected health information; and 

WHEREAS, the City and Business Associate intend to protect the privacy and provide for the 
security of protected health information in compliance with the Health Insurance Portability and 
Accountability Act of 1996 (“HIPAA”) and regulations promulgated thereunder by the U.S. Department 
of Health and Human Services and other applicable laws, including, but not limited to Title 45, Section 
164.504(e) of the Code of Federal Regulations. 
NOW, 

Agreement, the patties agree as follows: 
1. 

(hereinafter 

THEREFORE, in consideration of the mutual terms covenants, and conditions in this 

DEFINITIONS. Terms used, but not otherwise defined, in this Agreement shall have the same 
meaning as those terms in the Privacy Rule codified in Title 45, Sections 160-164 of the Code 
of Federal Regulations. 
OBLIGATIONS AND ACTIVITIES OF BUSINESS ASSOCIATE. 2. 

a. Non-disclosure. Business Associate agrees to not use or disclose protected 
health information other than as permitted or required by the Agreement or as 
required by law. 

b. Safeguards. Business Associate agrees to use appropriate safeguards to 
prevent use or disclosure of the protected health information. 

C. Mitigation. Business Associate agrees to mitigate, to the extent practicable, any 
harmful effect that is known to Business Associate of a use or disclosure of 
protected health information by Business Associate in violation of the 
requirements of this Agreement. 
Reporting of disclosures. Business Associate agrees to report to Covered Entity 
any use or disclosure of the protected health information not provided for by this 
Agreement of which it becomes aware. 
Business Associate’s Agents. Business Associate agrees to ensure that any 
agent, including a subcontractor, to whom it provides protected health 
information received from, or created or received by Business Associate on 
behalf of Covered Entity agrees to the same restrictions and conditions that apply 
through this Agreement to Business Associate with respect to such information. 
Availability of Information to City. Business Associate agrees to provide prompt 
access to protected health information in a designated record set to Covered 
Entity or, as directed by Covered Entity, to an individual upon Covered Entity’s 
request in order to meet the requirements under 45 CFR $j 164.574. 

e. 

f. 

p _ _ _  I 
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3. 

4. 

h.  

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 § 764.526 at the request of Covered Entity or an individual. 
Internal Practices. Business Associate agrees to make internal practices, books, 
and records, including policies and procedures and protected health information, 
relating to the use and disclosure of protected health information received from, 
or created or received by Business Associate on behalf of, covered entity 
available to the Secretary of the U.S. Department of Health and Human Services 
for purposes of the Secretary determining the Business Associate's cornpfiance 
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 § 164.528. 

PERMlTfED USES AND DISCLOSURES BY BUSfNESS ASSOCIATE. 
Except as otherwise limited in this Agreement, Business Associate may use or disclose 
protected health information to perform functions, activities, or services for, or on behalf of, 
Covered Entity as specified in this Agreement, provided that such use or disclosure would not 
violate the Privacy Rule if done by Covered Entity or the minimum necessary policies and 
procedures of the Covered Entity. The specific use and disclosure provisions are as follows: 

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)(Z)(i)(B). 
Business Associate may use protected health information tu report viotations of 
law to appropriate federal and state authorities, consistent with § 164.502(j)( 1 ). 

j, 

a. 

b. 

C. 

d. 

OBLIGATIONS OF COVERED ENTITY. 
a. 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, .pel&-sion by individual 

b. 
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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 § 164.522, to the extent that 
such restriction may effect Business Associate’s use or disclosure of protected 
health inform at ion . 

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. 

6. 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. 
Terminafion 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; 
Immediately terminate this Agreement if Business Associate has breached a 
material term of this Agreement and cure is not possible; or 
If neither termination nor cure are feasible, Covered Entity shall report the 
violation to the Secretary. 

C. 

5. 

a. 

b. 

1. 

2. 

3. 

C. Effect of Termination. 
1. Except as provided in paragraph (2) of this Section, upon termination of this Agreement 

for any reason, Business Associate shall return or destroy all protected health 
information received from Covered Entity, or created or received by Business Associate 
on behalf of Covered Entity. This provision shall apply to protected health information 
that is in the possession of subcontractors or agents of Business Associate. Business 
Associate shall retain no copies of the protected health information. 

2. In the event that Business Associate determines that returning or destroying the 
protected health information is infeasible, Business Associate shall provide to Covered 
Entity notification of the conditions that make return or destruction infeasible and shall 
extend the protections of this Agreement to such protected health information and limit 
further uses and disclosures of such protected health information to those purposes that 
make the return or destruction infeasible, for so long as Business Associate maintains 
such protected health information. 

Business Associate shall make itself and any subcontractors, employees, or agents 
assisting Business Associate in the performance of its obligations under this Agreement 
with the Covered Entity, available to Covered Entity, at no cost to Covered Entity to 
testify as witnesses or otherwise, in the event of litigation or administrative proceedings 
commenced against Covered Entity, its directors, officers,.,or employees based on a 

7. ASSISTANCE IN LITIGATION OR ADMINISTRATIVE PROCEEDINGS. 
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8. 

9. 

I O .  

11. 

12. 

13. 

14. 

a. 

b. 

C. 

d. 

claimed violation of HIPAA, the HIPAA Regulations or other laws relating to security or 
privacy, except where Business Associate or its subcontractors, employees or agents 
are named as an adverse party. 
MISCELLANEOUS 

References. A reference in this Agreement to a section in the Privacy Rule means 
the section as in effect or as amended. 
Amendment. The parties agree to take such action as is necessary to amend this 
Agreement from time to time as is necessary for covered entity to comply with the 
requirements of the Privacy Rule and the Health Insurance Portability and 
Accountability Act of 1996. Amendments must be in writing and signed by the 
parties to the Agreement. 
Survival. The respective rights and obligations of Business Associate under Section 
6(c) of this Agreement shall survive the termination of this Agreement. 
Interpretation. Any ambiguity in this Agreement shall be resolved to permit Covered 
Entity to comply with the Privacy Rule. 

LAW. This Agreement shall be governed by and construed pursuant to federal law and 
the laws of the State of California (except those provisions of California law pertaining to 
conflicts of laws). Business Associate shall comply with all laws, ordinances, rules and 
regulations of all federal, state and local governmental authorities. 
ENTIRE AGREEMENT. This Agreement, including Exhibits, constitutes the entire 
understanding between the parties and supersedes all other agreements, oral or 
written, with respect to the subject matter herein. 
INDEMNITY. Business Associate shall protect, defend, indemnify and hold City, its 
officials, employees, and agents (collectively in this Section referred to as "City") 
harmless from and against any and all claims, demands, causes of action, losses, 
damages, and liabilities, whether or not reduced to judgment, which may be asserted 
against City arising from or attributable to or caused directly or indirectly by Business 
Associate, Business Associate's employees, or agents in the performance of the duties 
under this Agreement or any alleged negligent or intentional act, omission or 
misrepresentation by Business Associate, Business Associate's employees or agents, 
which act, omission or misrepresentation is connected in any way with performance of 
the duties under this Agreement. If it is necessary for purposes of resisting, adjusting, 
compromising, settling, or defending any claim, demand, cause of action, loss, damage, 
or liability, or of enforcing this provision, for City to incur or to pay any expense or cost, 
including attorney's fees or court costs, Business Associate agrees to and shall 
reimburse City within a reasonable time. Business Associate shall give City notice of 
any claim, demand, cause of action, loss, damage or liability within ten (IO) calendar 
days. 
AMBIGUITY. In the event of any conflict or ambiguity in this Agreement, such ambiguity 
shall be resolved in favor of a meaning that complies and is consistent with HIPAA, 
HIPAA Regulations and California law. 
COSTS. If there is any legal proceeding between the parties to enforce or interpret this 
Agreement or to protect or establish any rights or remedies hereunder, the prevailing 
party shall be entitled to its costs and expenses, including reasonable attorneys' fees 
and court costs, including appeals. 
NOTICES. Any notice or approval required hereunder by either party shall be in writing 
and personally delivered or deposited in the U.S. Postal Service, first class, postage 
prepaid, addressed to Business Associate at the address first stated herein, and to the 
City at 333 West Ocean Boulevard, Long Beach, California 90802 Attention: Director, 
Health Department. Notice of change of address shall be given in the same manner as 
stated herein for other notices. Notice shall be deemed given on the date deposited in 
the mail or on the date personal delivery is made, whichever first Q.CCU,TS,. . ,.,~ 

"I- ..~.- AI".:. . _ _ _  
! . .  ; 



15. WAIVER. The acceptance of any services or the payment of any money by City shall 
not operate as a waiver of any provision of this Agreement, or of any right to damages 
or indemnity stated in this Agreement. The waiver of any breach of this Agreement 
shall not constitute a waiver of any other or subsequent breach of this Agreement. 
CONTINUATION. Termination or expiration of this Agreement shall not affect rights or 
liabilities of the parties which accrued pursuant to Sections 7,12 and 14 prior to 
termination or expiration of this Agreement, and shall not extinguish any warranties 
here u nd er. 
ADVERTISING. Business Associate shall not use the name of City, its officials or 
employees in any advertising or solicitation for business, nor as a reference, without the 
prior approval of the City Manager or designee. 
THIRD PARTY BENEFICIARY. This Agreement is intended by the parties to benefit 
themselves only and is not in any way intended or designed to or entered for the 
purpose of creating any benefit or right for any person or entity of any kind that is not a 
party to this Agreement. 

IN WITNESS WHEREOF, the parties hereto have caused these presents to be duly executed with all 
of the formalities required by Jaw as of the date first stated herein. 

16. 

17. 

18. 

(Name of Business Associate), 

(corporation, partnership, individual) 

(person legally allowed to bind 
Title: b - - 4 S ? -  (?,+%&i,~. 

- 
a \ b C  h & & , e A b  c \  < ? I C  . 

2-123 ,20& B d M  

BY 
(person legally allowed to bind organization) 
Title: 

ONE; BEACH, a municipal corporation 
,20-32 -t Citv Manager 

City M*er or designee 

Agree ent is 
2 o g  

to form this d% ay 

ROBERT E. SHANNON. 
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C ER TI FI C: AT1 ON REG A R DI N C- DE !3 AR M EN T 

Bj signing and submitting this document, the reciuien! of federal assislance funds IS providing the 
cpnification 3s sel ~ u l  below 

1 

2 

3 

4 

5 

E; 

7 

B 

1 he certificatiori in this clause is a i l laterial representation oi faci upon vrihich reliance was 
placed vmen this transaction was enfered info If i f  IS later determined that t h e  recipient of 
federal assistance funds knowingly rendered an erroneous certification, in addition to 
other remedies available to the Federal Government, the department or agency with 
which this transaction originated niay pursue available remedies, including suspension 
and/or debarment 

The recipient of Federal assistance funds shall provide immediate written notice to the 
person to which this agreement is entered, if at any time the recipienf of Federal 
P,ssistance funds learns that its certification was erroneous, when submitted or has 
become erroneous by reason of changed circumstance 

The terms “covered transaction”, “debarred,” “suspended,” ”ineligible,” “lower tier covered 
transaction,” “participant,“ ”person,” ‘primary covered transaction,” ”principal,” “proposal,” 
and “voluntarily excluded,” as used in this clause, have the meanings set out in the 
Definitions and Coverage sections of rules implementing Executive Order 12549 

The recipient of Federal assistance funds agrees by submitting this document thaf it shall 
not knowingly enter into any lower tier covered transaction with a person who is debarred, 
suspended, declared ineligible, or voluntarily excluded from participation in this covered 
transaction, unless authorized by the departmental or agency with which this transaction 
originated. 

The recipient of Federal assistance funds further agrees by submitting this document that 
it will include the clause titled “Certification Regarding Debarment, Suspension, Ineligibility 
arid Voluntary Exclusion - Lower Tier Covered Transactions,” without modification, in all 
lower tier covered transactions and in all solicitations for lower tier covered transactions. 

A participant in 2 covered transaction may rely upon a certification of participant in a lower 
tier covered transaction that it is not debarred, suspended, ineligible, or voluntarily 
excluded from the covered transaction, unless i t  knows that the certification is erroneous. 
A participani rnay decide the method and frequency by which i t  determines the eligibility of 
i!s principals Each participant may, bu! 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 
system of recoids in order to render in good faith the certification required by this clause 
The knowledge and information of a participant is not required to exceed that which is 
noimally possessed by a prudent person in the ordinary course of business dealings 

Excepl for transactions authoiized under Paragraph 4 of these instructions, if 2 participant 
in a covered transaction knowingly entprs into a lower tier cc~vered transaction with a 
person who is suspended, debarred, ineligible or \wluntar)/ excluded froin pailicipatron in 
this transaction, in addition to other remedies available to the Federal Government, t h e  
department or agency with which the tiansaction originated rnay purse available 
i einedies, including suspension andioi debarment X“ - __-__’__i 



- Where the r ~ c i p i e ~ i  of Fsderal assistance funcs IS ur,aSk tG c;rtify to  any of fne 
statements in this certification such partlzipan!s shall attacn an sxolananm to this 
document 
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Attach m e n t " J " 



CERTIFICATION REGARD IN G LOBBYING 

Contractorjs) and tobbytst firrn(s), as defined in the Los Hngeles County Code Chapter 2.160 
(ordinance 93-0031), retained by the Contractor, shall fully compl)/ with the requirements as set forth in 
said County Code, The Contractor must also certify in writing that it is familiar with the Los kngeles 
County Code Chapter 2 160 and that all persons acting on behalf of the Contractor will comply with the 
County Code. 

Failure on the part of the Contractor and/or Lobbyist to  fully comply with the County's Lobhyisi 
requiremeni shall constitute a niateriai breach of the contract upon which the Cit)' o i  Long Beach m a y  
immediaiely terminate this contract and the Contractor shall be liable for civil action. 

The Contractor is prohibited by the Department of Interior and Related Agencies Appropriations Act, 
known as the Byrd Amendments, and the Housing and Urban Development Code of Federal 
Regulations 24 part 87, from using federally appropriated funds for the purpose of influencing or 
attempting 10 influence an officer or employee of any agency, a Member of Congress, an office or 
employee of Congress, or any employee of a Member- of Congress in connection with the awarding of 
any federal contract, the making of any Federal grant, loan or cooperative agreement, and a n y  
extension, continuation, renewal, amendment or modification of said documents. 

The Contractor must certify in writing that they are familiar with the Federal Lobbyist Requirements 
and that all persons andlor subcontractors acting OR behalf of tbe Contractor will cornpjy with the 
Lobbyist Requirements. 

Failure on the part of the Contractor or persondsubcontractors acting on behalf of the Contractor to 
fully comply with Federal Lobbyist Requirements shall be subject to civil penalties. The undersigned 
certifies, to  the best of hislher knowledge and belief, that: 

1 

2. 

3. 

4 

No Federal appropriated funds have been paid or will be paid, by or on behalf of the undersigned, 
to any person for influencing or attempting to influence an officer or employee of an agency, a 
Member of Congress, an officer or employee of Congress, or an employee of a Member of 
Congress in connection with the awarding of any Federal contract, the making of any Federal 
grant, loan or cooperative agreement, and any extension, continuation, renewal, amendment or 
modification of said documents. 

If any funds other than Federal appropriated funds have been paid or will be paid to any person for 
influencing or attempting to  influence an officer or employee of any agency, a Member of 
Congress, an officer or employee of Congress, or an employee of a Member of Congress in 
connection with 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. 
The undersigned shall require that the language of this certification be included in the award 
documents for all sub-awards at all tiers (including subcontracts, sub-grants, and contracts under 
grants, loansi and cooperative agreements) and that all sub-recipients shall certify and disclose 
accordingly. 
This certification is a material representation of fact upon which reliance was placed when this 
transaclion was made or entered into. Submission of this certjficalton is a prerequisiie for making 
or entering into this transaction imposed by Section 1352 Title 31, U.S. Code. Any person who 
fails to file the required ceriification shall be subject to a civil penalty of not less than $10,000 and 
not more than $100,000 for each such failure. 

IName and Titie c,lf Authorized Representative cS,+,c, t ' \ \ C k \ ~ b  Fc,o i. - 


