
CONTRACT FOR SOCIAL SERVICES 

31032 
THIS CONTRACT FOR SOCIAL SERVICES (this “Contract”) is made and 

:ntered, in duplicate, as of November 24, 2008 for reference purposes only, pursuant to 

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

September 18, 2007, by and between PATHWAYS VOLUNTEERS HOSPICE, a 

Zalifornia nonprofit corporation (“Organization”), with offices located at 3300 South 

Street, Suite 206, Long Beach, California 90805, and the CITY OF LONG BEACH, a 

nunicipal corporation (the “City”). 

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

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

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

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

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

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

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

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

low and moderate income residents of the City; and 

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

Service Grant Program funds; and 

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

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

and program accountability by the City; and 

WHEREAS, Organization agrees to perform services and to provide the 

City with the information and supporting documentation required herein; 

NOW, THEREFORE, in consideration of the terms and conditions 

contained in the Contract, the parties agree as follows: 

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

Section 2. 

A. Organization shall provide human or social services to very 

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

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

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

entitled OMB Circular A-1 22”, Attachment “E” entitled “OMB Circular A-I 33”, 

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

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

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

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

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

provided to Organization and is incorporated by this reference. 

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

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

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

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

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

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

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

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

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

570. 

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

October 1, 2008, and, unless sooner terminated as provided herein, shall terminate at 

1 1 5 9  p.m. August 31, 2009. 

Section 4. 

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

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

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

funding necessary to provide services under this Contract. 

B. Total disbursements made to Organization under this Contract 

by the City shall not exceed Fifteen Thousand Dollars ($15,000.00) over the term 

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

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

payable hereunder in due course of payments following receipt from Organization 

of billing statements in a form approved by the City showing expenditures and 

costs identified in Attachment i‘B”. 

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

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

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

the City’s Department of Community Development, Neighborhood Services 

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

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

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

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

“B” to be exceeded. 

D. Organization shall prepare quarterly invoices and submit them 

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

Organization provided services. Organization shall attach cancelled checks and 

other documentation supporting the charges and the amount of required matching 

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

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

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

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

purpose of communicating disallowed costs due to reasons of insufficient source 

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

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

permitted to resubmit the disallowed costs along with adequate source 

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

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

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

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

requiring written approval for budget changes or modifications. 

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

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

documentation supporting the charges incurred and required matching funds for all 

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

funds. 

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

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

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

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

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

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

Operational Year. 

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

reimbursement to Organization due to failure of Organization to submit required 

fiscal and programmatic documents within fifteen (I 5) days after the end of the 

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

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

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

result in loss of reimbursement of funds. 

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

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

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

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

such breach by the City. 

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

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

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

expenses in the invoice. 

Section 5. 

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

Contract shall be kept in accordance with generally accepted accounting principles 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

improperly used. 

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

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

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

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

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

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

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

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

time is otherwise expressly stated by said representative. 

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

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

accordance with OMB Circular A-133 no later than thirty (30) days after receipt of 

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

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

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

audit report is optional. 

Section 6. 

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

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

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

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

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

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

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

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

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

apprenticeship. 

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

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

employment, employment advertisements, application forms and other pertinent 

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

fair employment practices provisions of this Contract. 

Section 7. 

A. In performing services hereunder, Organization is and shall 

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

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

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

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

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

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

the City for any purpose. 

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

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

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

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

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

rights, benefits or privileges of City employees. 

Section 8. This Contract contemplates the personal services of 

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

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

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

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

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

3oards, Commissions, and their officials, employees and agents (collectively in this 

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

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

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

3r indirectly, out of any negligent act or omission of Organization, its officers, employees, 

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

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

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

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

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

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

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

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

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

Section 10. 

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 “8”) for the 

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

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

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

employees, volunteers or subcontractors. 

(1) Commercial general liability insurance (equivalent in 

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

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

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

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

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

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

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

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

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

and Commissions and their officials, employees and agents. 

(2) Workers' Compensation insurance as required by the 

California Labor Code. 

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

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

(4) Professional liability or errors and omissions insurance 

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

(5) Commercial automobile liability insurance (equivalent 

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

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

combined single limit per accident. 

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

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

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

safeguard the proper handling of funds by employees, agents or 

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

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

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

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

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

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

Manager will consider waiving the requirement if organization can demonstrate to the 
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;atisfaction of the City’s Risk Manager that Organization has no exposure, that the 

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

jesired, Organization must submit a signed document on Organization’s letterhead to the 

lirector of the City’s Department of Community Development, Neighborhood Services 

3ureau, who will forward it to the City’s Risk Manager, providing reasons why the 

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

iasis. 

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

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

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

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

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

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

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

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

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

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

been voided by the insurer or cancelled by the insured. 

C. Organization shall require that all contractors and 

subcontractors that Organization uses in the performance of services hereunder 

mainiain insurance in compliance with this Section unless otherwise agreed in 

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

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

Organization shall deliver to the City certificates of insurance and required 

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

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

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

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

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

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

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

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

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

herein. 

E. Any modification or waiver of the insurance requirements 

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

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

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

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

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

adequate. 

F. The procuring or existence of insurance shall not be 

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

performance or as full performance of or compliance with the indemnification 

provisions of this Contract. 

Section 11. 

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

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

renovations using grant funds. 

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

Department of Community Development, Neighborhood Services Bureau has 

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

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

completion and conditions of said environmental review. 

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

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

Contract regarding the provision of services, Organization shall not: 

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

religious or denominational institution or organization or an organization 

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

connection with a religious or denominational institution or organization. 

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

engage in the following conduct: 

(a) discriminate against any employee or applicant 

for employment on the basis of religion; 

(b) discriminate against any person seeking housing 

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

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

(c) provide religious instruction or counseling, 

conduct religious worship or services, engage in religious 

proselytizing, or exert other religious influence in the provision of 

services or the use of facilities and furnishings; 

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

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

in which services are provided that are assisted under this Cont-act shall 

contain no sectarian religious symbols or decorations. 

E. Organization shall provide human or social services to very 

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

(1 ) Appropriate supportive services, including transitional 

housing, permanent housing, physical health treatment, mental health 

treatment, counseling, supervision and other services essential for 

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

available for such individuals, including mainstream resources. 

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

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

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

promulgated by HUD. 

G. Organization shall execute a Certification Regarding 

Debarment in the form shown on Attachment “G”. 

H. Organization shall execute a Certification Regarding Lobbying 

in the form shown in Attachment “H”. 

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

4wareness 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 

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

statement notifying employees that unlawful manufacture, distribution, dispensation, 

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

violation. 

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

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

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

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

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

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

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

Organization’s Technical Submission. 

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

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

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

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

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

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

or 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 

jesignee in connection herewith shall be final. 

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

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

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

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

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

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

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

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

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

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

expressly refers to this Contract. 

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

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

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

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

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

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

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

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

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

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

PATHWAYS VOLUNTEERS HOSPICE, a 

Type or Print Name 

“Organization” 

CITY OF LONG BEACH, a municipal 
comoration . Assistant City Manager 

. I  BY - City Manager . 
12099 

.> % 

’f ,.: 1-2 . , C*;fL 

This Contract is approved as to form on 
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ATTACH M ENT “A” 



City of Long Beach 
Social Service Grant (SSG) Program 2008-2009 

Scope of Work 

AGENCY NAME: Pathways Volunteer Hospice CONTRACT NUMBER: 

PROGRAM OBJECTIVE: To promote a healthy grieving response in children and teenagers who live in the city of Long Beach and who have experienced the 
loss of a loved one; to train teachers, counselors and other staff in LBUSD to recognize the symptoms of grieving in children and tenagers and refer them to 
services; and recruit new volunteer to work with the project. 

1. To promote a healthy and “normal” response to grief in 90 
(unduplicated) childrenlteenagers in one year either on-campus or 
in other community sites. 

2. To make 12 presentations to school staff and staff of community- 
based agencies including faith-based organizations. 

3 .  To recruit and train 15 new volunteers to work in the Grief Support 
Program . 

~~ 

Total Unduplicated Clients Served, 

Cumulative I Actual 

I 

I 

Cumulative 

- Q U A R ~ E R ~  
. j , ’  711,43/30 

Actual Cumulative --I--- 

Revise-SSG Scope of Work 08-09.xls 

Attachment ”A” 

Page 1 of 1 

12/11/08 12 39 PM 



ATTAC H M E N T ‘‘ B” 



CITY OF LONG BEACH 
Social Services Grant Program 2008-2009 

$51445 

$3’300 

Program Budget for Pathways Volunteer Hospice City Contract # 

Provides direct services to targeted children and communicates with parents on grief 
strategies; conducts in-service training in the schools and community. 

Provides oversight on program development, supervises school personnel training and 
provides consultation on school realated grief issues and crisis intervention. 

ITEMlPERSONNEL 

1. Bereavement Coordinator - .33 FTE 

$480 

2. Bereavement Program Advisor - .30 FTE 

3. Director of Operations - . I 5  FTE 

Program supplies; notebooks, booklets, bereavement props and journals 

TOTAL PERSONNEL 

0 P E RATION S 

111. Bereavement Supplies 

3. Line Item 

TOTAL OPERATIONS 

$0 

1- Total Operations to be Reimbursed 

SSG 2008-2009 

Attachment “B” 

Page 1 of 1 



ATTAC H M E NT “C” 



PARTS 200-2 i 4 (RESERVEDJ

PART 215-UNIFORM ADMINISTRA-
TIVE REQUIREMENTS FOR GRANTS
At~D AGREEMENTS WITH INSTITU-
TIONS OF HIGHER EDUCATION,
HOSPITALS, AND OTHER NON-
PROFIT ORGAhllZATIONS (OMB
CIRCULAR A- i i 0)

Sec
215.0 About this pa,rt.

subpart A-General

215.1 Purpose.
215.2 Definitions.
215.3 Effect on other issuances.

215.4 Deviations.
215.5 Subawards.

Subpaii B-Pre-Award Requirements

215.10 Purpose.
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'IERMI~.TioN ~.Ni: ENFORCEMENT
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215.70 Purpose.
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Lp:'ENDIX A TO P f.RT 215-CoioTRhCT PROV)-
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AUTHORITY: 31 D.S.C. 503; 3j D.S.C. U11; 41

D.S.C. 405; Reorganization Plan NO.2 of 1970;
E.O. 11541, 35 FR 10737, 3 CFR, 1966-1970, P
939.

SOURCE: 69 FF. 26281, May 11. 2004, unless

otherwise noted.

§ 215.0 About this part.

(a) Purpose. This part contains O1VIB
guidanGe to Federal agencies OT! the ad-
ministration of grants to and agree-
ments witlJ inS1;itutions of higher edu-
cation, hospitals, and other non-profit
organizations. The guidance sets forth
standaràs for obtaining consistency
and uniforrrty in the agencies' admin-
istration of those grants and agree-
ments.

Co) Appl"cabiiity. (1) Except as pro-
videà herein. the standarãs set forth in
this part are applicable to all Federal

agencies. If any statu"e speCifically
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§ 215.1

P~'8sc:'i !:8~, p()lic:r::~, or spe.cifi(. reql1ire-
nì8;j 08. :,11at diffeT froTI! the st.~~nàards
pro\rj cl ed in this pa!~t, rihe pÎuvisionE. of
t.he s;.?~tlte shalJ govern.
(2) The provisions of subparts A

I',hrough D of this part shall be applied

Öy fiederal agencies to reeipients. Re-
c1pients shall apply the provisions of
t,hose subparts to subrecipien ts per-
forming substantive work under grants
and agreements that are passed
through or awarded by the primary re-
cipient, if such subrecipients are orga-
nizations described in paragraph (a) of
this section.

(3) This part does not apply to grants,
contracts. or other agreements be-
tween the Federal Government and
units of State or local governments
covered by OMB Circular A-I02,
"Grants and Cooperative Agreements
with State and Local Governments" 1
and the Federal agencies' grants man-
airement common rule (see §215.5)
which standardize the administrative
reauirements Federal agencies impose
on' State and local grantees. In addi-
tion, subawards and contracts to State
or local governments are not covered
by this part. However, this part applies
to subawa.rds made by State and local
governments to organizations covered
by this part.

(4) Federal 8,gencies 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-
sponsi ble for:

(1) Issuing and maintaining the guid-
ance in this part.
(2) Interpreting the policy require-

ments in this part and providing assist-
ance to ensure effective and effcient
imulementation.

(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
wil only be made in particular cases

J See 5 eFR 1310.9 for availaliility of OMB
circulars.

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

v,:here a.dequ2..t,~ j'Jst~ficc..tion is pré-
sen t,ed

(5) Conducting b:'oa.d oV8:sig11 t of
government-viide 80mpliant.é with I,he
guidance in this part.

(d) Federal agency responsilJlities. The
head of each Federal agency that
awards and administers gran ts and
agreements subject to the guidance in
this part is responsible for:

(1) Implementing the guidance in
subparts A through D of this part by
adopting the language in those sub-
parts unless different provisions are re-
quired by Federal statute or are a.p-
proved by OMB.
(2) Ensuring that 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 guiåance in
subparts A through D of this part in
situations where the guidance requires
that approvaL.

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

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

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

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

Subpart A-General

§ 215.1 Purpose.
This part establishes uniform admin-

istrative requirements for Federal
grants and agreements awa.rded to in-
stitutions of higher education, hos-
pitals, and other non-profit organiza-

tions. Federal awarding agencies shall
not impose additional or inconsistent
requirements, except as provided in
§ 215.4. and § 215.14 or unless specifically
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0r."0 Circul::rs and Guidance

;'cquirec by Fbder-å.l statutE: 01' eXéCU-

~iVé oràer Non-profit organizaGions
!;hat. implement Federal programs for
i;ié StaLes are also subject to State re-
Quirements

~ 215.2 Definitions.
(a) Accrued expenditures means thé

charges incurred by the recipient dur-
ing a given period requiring 1he provi-
sion of funds for:

(1) Goods and other tangible property
received;

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

(3) Otrier 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
Cii) Goods and other tangible prop-

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

recipient for which no current services
or performance is required by the re-cipient. '

Cc) Acquisition cost of equipment means
the net invoice price of the equipment,
including the cost of modifications, at-
Lachments, accessories, or auxiliary
a.pparatus necessary to make the prop-
erty usable for the purpose for which it
was acquired. Other charges, such as
the cost of installation, transportation,
taxes, duty or protective in-transit in-
surance, shall be included or excluded
from the unit acquisition cost in ac-
cordance with the recipient's regular
accounting practices.

(d) Advance means a payment made
by 'Treasury check or other appropriate
p2vyment mechanism to a recipient
upon its request either before outlays
are maàe by t1ie recipient or through
the use of preàetermined payment
scl', eàules.

(e) Award means financial assistance
LI1at proviåes support or stimulation to
accomplish a public purpose. Awards
include grants and other agreements in
the form of money or property III lieu
of money, by the Feåeral Government
to aD eligible recipient. The term does
not incìuåe: technical assistanoe.
which provides services instead 0:

§ 215.2

rnoney O¡,hél c.ssis~alJL;e lü tlìé iorrrJ OJ
juans. lo,,y¡ guarå.ntE:es. mterest sub-
sidies, O~. lnsuranc;e; direct payments of
an y kind La indi vid uals: and, con tracts

which are rE:quired to l-Jé entered inw
and administ.ered under procurement
laws aTJd regula1ions.

(f) Cash contTiòutions means the re-
cipients cash outlay, including GDe
outlay of money conLributed to the rE:-
cipient by third parties.

Cg) Closeout means Ghe process by
which a Federal awarding agency de-
termines that all applicable adminis-
trative actions and all required work of
the award have been completed by the
recipient and Federal awarding agency.

(h) Contract mE:ans a procurement
contract under an award or subaward,
and a procurement subcontract under a
recipient's or subrecipient's contract.

Ci) Cost shaTing aT matching means
that portion of project or program
costs not bornE: by the Federal Govern-
ment.

Cj) 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
amenåment thereto, on which Federal
sponsorship ends.
(k) Disallowed costs means those

charges to an award that tne Federal
awarding agency determines to be un-
allowabie, 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
thaii one year and an acquisition cost
of ~5,OOO or more per unit. However.
consistent with recipient policy, lower

limits may be established.
(m) Excess propeTty means property

under the control of any Federal
awarãing agency that, as determined
by the head thereof, is no longer re-
quired for its needs or the discharge of
its responsibilities.

(n) Exempt pToperty means tangible
personal proper'0y acquired in whole or
in part with Federal funds, wnere the
Federal aviarding agency has statutory
authority to vest ¡;itle in the recipient
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§ 2 i 5.2

vii thou L further ob1 igation to r,he Fed-
(Oral Government. An example of ex-
8mpL property authority is con~ained
in the F'ßderal Grant and Cooperative
Agreement Act (31 U.S.C ô306). for
property acquired under an award ~o
conduct basic or applied research by a
non-pront 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 a.gency implementing instruc-
tions.
(q) Federal share of real property,

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

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

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

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

charges made to the project or pro-
gram. They may be reported on a cash
or accrual basis. For reports prepared
on a cash basis, outlays are the sum of
cash disbursements for direct charges
for goods and services, ~he 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-

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

bursemenLs for direct charges for g'CJods

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 recipien t for go ods and
othor property received, for services
performed by employees. contractors,
subrecipients and other payees and
other amounts becoming owed under
programs for which no current services
or performance are required.

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

("") Prior approval means written ap-
proval by an au thorizedoffcial evi-
dencing prior consent.

(x) Program income means gross in-
come earned by the recipient that is di-
rectly generated by a supported activ-
ity or earned as a result of the award

(see exclusions in § 215.24(e) and (h)).
Program income includes, but is not
limited to, income from fees for serv-
ices performed. the use or rental of real
or personal property acquired under
federally-funded projects, the sale of
commodi ties or items fabricated under
an award, license fees and royalties on
patents and copyrights, and interest on
loans made with award funds. Interest
earned on advances of Federal funds is
not program income. Except as other-
wise provided in Federal awarding
agency regulations or the terms and
conditions of the award, program in-
come does not include the receipt of
principal on loans, rebates, credits, dis-
counts, etc., or interest earned on any

of them.
ey) Project costs means all allowable

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

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

(3030) Property means, unless otherwise
stated, real property, equipment, in-
tangible property and debt instru-
ments.
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(biJ.', Re.a! TJTOJJe'nli lTiea,TIS lanè. inGluci-
ing land m,provemei,-¡s, structureE d.JiG

á.ppurtena.nees Lhereto, but exclud8~
movable ma,chinery and equipment.

icC) Recipient means an organization
recei iring fin2.n cia) assistance directly
from Federal awardi.g agencies to
carry out a project or program. The
term includes publiC and private insti-
tur,ions of higher education, publiC and
private hospi tals, and other quasi-pub-
lic and pi'ivate non-profit organizations
such as, but not limited to, community
a.ctiolJ agencies, research institutes,
educational associations, and health
cen"ers. The term may include com-
mercial organizai:ions, foreiglJ or inter-
national organizations (such as agen-
cies of the United Nations) which are
recipients, subrecipients, or contrac-
i:ors or subcontractors of recipients or
subl'ecipients at the discretion of the
Federal awal'diIig agency. Tne term
does not include government-owned
con tractor-operated facilities or rE-
search centers providing continued
support for mission-oriented, large-
scale programs that are government-
owned or controlled, or are designated
as federaliy-funded research and devel-
opment centers.
(dd) Research and development means

all researcÌ¡ activióies, botb basic and
applied, and all development activities
that are supported at universities, col-
leges, and ot11er non-profit institu-
tions. "Puesearcb" is defined as a sys-
tematic study directed toward fuller
scientific knowledge or understanding
of the subject studied. "De\Telopment"
is the systematic use of knowledge and
understanding gained from researcb di-
rected toward the production of useful
materials, 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 ¡,echniques where such activi-
ties utilize the same facilties as other
researcJ: and development activities
and where sucb activities are not in-
cluded in the instruction function.

(ee) Small awards means a grant or
cooperative agreement not exceedir,g
the small purchase threshold fixed at
4J U.S.C 403(11) (currently $25,000).

(rn Subawurd means an award of fi-
nancial assistancE in the form of

§ 215.2

D"iODe:-,:, ú! prùpe!''CY lIJ l18li OJ rnoney,

m¡,dt uncle!" ai, aw¡,rci by " lbcipieni La

an eligible sUlJTeCipien t or by a sub-
recipient to ¡, lower tier subrecipient.
ThE: term includes financial assistance
when prOVided by any legal agreement,
even if the agreement is ca.lled a con-
tract, but does not include procure-
ment of goods and services nor does i1
include any form of assistance whicÌi is
excluded from the definition of
"award" in § 215.2(e).

(gg) Subrecipient means the legal enti-
ty to which a subaward is made and
which is accountable w t1ie 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-
erty excluding equipment, intangible
property, and debt instruments as de-
fined in this section, and inventions of
a contractor conceived or first actually
reduced to practice in the performance
of work under a funding agreement
("subject inventions"), as defined in 37
CFR part 401, "Puights to Inventions
Made by Nonprofit Organizations and
Small Business Firms Under Govern-
ment Grants, Contra.cts, and Coopera-
tive Agreements."

(ii) Suspension means an action by a
Federal awarding agency that tempo-
rarily withdraws Federal sponsorship
under an award, pending corrective ac-
tion by the recipient or pendiTig a deci-

sion to terminate the award by the
Federal awarding agency. Suspension
of a.n award is a separate action from
suspension under Federal agency regu-
lations implementing E.O. 12549 (51 FR
6370, 3 CFR, 1986 Comp., p. 189) and E,Q
12689 (54 FR 34131, 3 CFR, 1989 Comp., p.
235), "Debarment and Suspension,"

(jj) TeTmination means the cancella-
tion of Federal sponsorship, in w~'1ole or

in part, under an agreement at any
time prior to the dz.te of completion.

(kk) Third paTty in-kind contributions
means the value of non-casb contribu-
tions provided by non-Federal third
pz.rties. Third party in-kind contrfnu-
tions IT,a.y be in the form of reaj prop-
erty, equipment, supplies z.nd other e):-
pendable property, and the value of
goods and ser\~iCeE ài!'ec~ly benefiting
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§ 215.3

J.nd speeinca.lly IùenliifiarJ3e r,o ~he
project 01' pr'ogram.

(ll) UnÌlquiàaieà oiJigaiions, 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-
curi'ed by the recipient for whlch an
ou tlay has not been recorded.

(mm) Unobligated balance means the
portion of the funds authorized by t.he
Federal awarding agency that has not
been obligated by t.he 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) WOTlcing capital advance means a
procedure whereby funds are advanced
to the recipient to cover its estimated
disbursement needs for a given initial
period.

§ 215.3 Effect on other issuances.

For awards subject to this part, all
administrative requirements of codi-
fied program regulations, program
manuals, handbooks and other non-
regulatory materials which are incon-
sistent with the requirements of this
part shall be superseded, except to the

extent they are required by statute, or
authorized in accordance with the devi-
ations provision in § 215.4.

§ 215.4 Deviations.
The Office of Management and Budg-

et (OMB) may grant exceptions for
classes of grants or recipients subject
to the requirements of this part when
exceptions are not prohibited by stat-
ute. However, in the interest of max-
imum uniformity, exceptions from the
requirements of this part shall be per-
mitted only in unusual circumstances.
Federal awarding agencies may apply
more restrictive requirements to a
class of recipients when approved by
OMB. Federal awarding agencies may
apply less restrictive requirements
when awardiiig small awards, except
for those requirements which are stat-

2 CFR Ch, II (i -1-06 Edition)

u tm'y. Exceptions on a. :;asc,-by-ease
basis rna,y also be made by F'ederal
awarding agencies.

§ 215.5 Subawards.
Unless sections of this part specifi-

cally exclude subrecipien t.s from cov-
erage, the provisions of this part shall
be applied to subrecipients performing
work under awards if such subrecipi-
ents are institu tlons of higher edu-
cation, hospitals or other non-profit or-
ganizations. State and local govern-
ment subrecipients are subject to the
provisions of regulations implementing
the grants management common rule,
"Uniform Administrative Require-
ments for Grants and Oooperative
Agreements to State and Local Gov-
ernments," published at 7 OFR parts
3015 and 3016, 10 OFR part 600, 13 OFE
part 143, 15 OFE part 24, 20 CFR part
437,22 OFR part 135,24 CFR parts 44, 85,
111. 511, 570, 571, 575, 590, 850, 882, 905,

941, 968, 970, and 990, 28 OFR part 66, 29
OFR parts 97 and 1470, 32 CFR part 278,
34 CFR parts 74 and 80, 36 CFR part
1207, 38 CFR part 43, 40 CFE parts 30, 31,
and 33, 43 CFR part 12, 44 CFR part 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, 2005)

Subpart B-Pre-Award
Requirements

§ 215.10 Purpose.
Sections 215.11 through 215.17 pre-

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

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

Agreements, and Contracts. In each in-
stance, the Federal awarding agency
shall decide on the appropriate award
instrument (i.e., grant, cooperative
agreement, or con tract). The Federal
Grant and Cooperative Agreement Act
(31 U .S.C. 6301-08) governs the use of
grants, cooperative agreements and
contracts. A grant or cooperative
agreement shall be used only when the
principal purpose of a transaction is to
accomplish a public purpose of support
or stimulation authorized by Federal
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s~at,u Lé. Thé S7.8.L.U tory en ùb~lúrj í ú~
choosing betw8en graii.s and cooperi:-
¡;jve agreements is that ioJ' t118 la¡;ter,
"substantiai invoivement is expbcteò
between the executive agency and the
S'Late, locai government. or other re-
cipient when carrying out the activity
contemDiated iri the agreement." Con-
tracts ¿hali be used when the principai
purpose is acquisition of property or
services for the direct benefit OJ' use of

the Federal Government,
(b) Public Notice and Priority Set-

ting. Federal awarding agencies shalJ
notify the public of its intended fund-

ing priorities for discretionary grant
programs, unless funding priorities are
established by Federal statute.

§ 215.12 Forms for applying for Fed-
eral assistance.

(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 to all
forms used by the Feàeral awarding
agency i: place of or as a supplement
to the Standard Form 424 (SF-424) se-
ries.
(b) Applicants shall use the SF-424

series or t110se forms and instructions
prescribed by the Feàeral awarding
agency.

(cl 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 to review by the
State Single Point of Contact (SPOOl.
The name and adàress of the SPOC for
a particuiar State cari be obtained from
the Federal awarding agency or the
Catalog of Federal Domestic Assistance.
The SPOC shall advise the applicant
whether the program for which applica-
tion is m?de has been selected by that
State for review.

(d) Federal awarding agencies that do
not use the SF-424 form should indi-
cate whether the application is subject
to review b;y the State under E.O. 12372.

§ 215.13 Debarment and suspension.
Federal awarding agencies and 1'e-

cipieni:s shall compiy with Federal

§ 215.15

ageiicy regulaüiúns in1plen1enting E.O.E
12549 anò 2-2689, "Debarmeilt and SUb-
pensior,." Urider those regular,io11s, cer-
tain parties who are debarred. sus-
pended or otherwise excluded may 110t
be participants or principals iIJ Federai
assistance awards and subawards, and
in certailJ contracts under those
awards and subawards.

(70 FP. 51879, Aug. 31, 20051

§ 215.14 Special award conditions.
Ii an applicant or recipient: has a his-

tory of poor performance, is not finan-
cially stable, has a management sys-
tem that does not meet the stanåaràs
prescribed in this part, has not con-
formed to the terms and conditions of
a previous award, or 1S not otherwise
responsible, Federal awarding agencies
may impose aåditionai requirements as
needed, provided that such applicant or
recipient is notified in wrjting as to:
the nature of the aåditional require-
ments. the reason why the additional
requirements are being imposed, the
nature of the corrective action needed,
the time allowed for completing the
corrective actions, and the method for
requesting reconsideration of the aådi-
tional requirements imposed. Any spe-
cial conditions shall be promptly re-
moved once the conditions that
prompted them have been corrected.

§ 215.15 Metric system of measure-
ment.

The Metric Conversion Act, as
amended by the Orribus Trade and
Competitiveness Act (15 11.S .C. 205) de-
clares that the metric system is the
preferreà measurement system for U.S.
trade and commerce. The Act requires
eacÌ! Federal agency to establish a date
or dates in consultation with the Sec-
retary of Commerce, when the metric
system of measurement will be used in
the agency's procurements, grants, and
other business-related actirities. lIiet-
ric implementation ma.y take longer
where the use of the system is initially
impractical or likeiy to cause signifi-
can t inefficiencies in the accomplish-

ment of federally-funded activities.
Federal awarding agencies s1ia11 follow
the provisions of E.O. 12770, "Metric
Usage in Federai Governmen t Pro-
gTaIDS" (56 FR 3580i, 3 CFR, 1991 Comp.,
p 313).
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R 3) 5.16 Resource Conservation and
Recovery Act.

Under the Act. any State agency or
¡Lgency of a political subdivision of a
Stat,e which is using appropriat,ed Fed-
eral funds must comply with section
6002. Section 6002 requires tbat pref-
erence be given in procurement pro-
grams to the purchase of specific prod-
ucts containing recycled materials
iùentified in guidelines developed by
the Environmental Protection Agency
rEF A) (40 CFR parts 247-254). Accord-
ingly. State and local institutions of
higher education. hospitals, and non-
profit organizations that 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.

§ 215.17 Certifications and representa-
tions.

Unless prohibi ted by statute or codi-
fied regulation, each Federal awarding
agency is authorized and encouraged to
allow recipients to submit certifi-
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 offcials with the
authority to ensure recipients' compli-
ance with the pertinent requirements.

Subpart C-Post Award
Requirements

F1NANCIAL AND PROGRAM MANAGEMENT

§ 215.20 Purpose of financial and pro-

gram management.
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 availabilty.

§ 215.21 Standards for financial man.
agement systems.

(a) Federal awarding agencies shall
require recipients to relate financial

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

cia~G. to performance d,tta and develop
unit cost information whenever prac-
tical.

(b) P.ecipients' financial management
systems shall provide for the following.
(1) Accurate, current and compie1;e

disclosure of the financial results of
each federally-sponsored project or
program in accordance wi tb the report;-
ing requirements set forth In § 215.52. If
a Federal awarding agency requires re-
porting on an accrual basis from a re-
cipient that maintains its records on
other than an accrual basis, the recipi-
ent shall not be required to establish
an accrual accounting system. These
recipients may develop such accrual
data for its 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, o-oligations, unobligated bal-
ances, assets, outlays, income and in-
terest.

(3) Effective control over and ac-
countability for all funds, property and
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-
et amounts for each award. Vll1enever
appropriate, financial information
should be related to performance and
unit cost data..

(5) Writt,en procedures to 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 that the
provisions of the Cash Management Im-
provement Act (CMIA) (Pub. L. 101-453)
govern, payment methods of State
agencies, instrumentalities, and fiscal
agents shall be consistent with CMIA
Treasury-State Agreements or the
CMIA defaul t procedures codifed at 31
CFR part 205, "Withdrawal of Cash
from the Treasury for Advances under
Federal Grant and Other Programs."

(6) Written procedures for deter-
mining the reasonableness, allocabili ty
and allowabili ty of costs in accordance
with the provisions of the applicable
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FeotJ'al wsL principles anò 1.11t ;,erms
"-no Gonditions of ;,he award

(7.' Accounting records including cost
accounting records that are supponed
by source documentation

(Cl Vlhere the Federal Government
guarantees or insures the repayment of
mone:ì' borrowed by the recipient. the
Ftderal awarding agency, at its discre-
tion, may require adequate bonding
and insurance if the bonding and insur-
ance requirements of the recipient are
not deemed adequate to 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) VI'i.ere bonds are required in the
situatioru described above, the bonds
shall be obtained from companies hold-
ing certificates of authori ty as accept-
able sureties, as prescribed in 31 OFF.
part 223, "Surety Companies Doing
Business with the United States."

§ 215,22 Payment,

(a) Payment methods shall minimize
the time elapsing between the transfer
of funds from the United States Treas-
ury and the issuance or redemption of
checks, warrants, or payment by other
means by the recipients. Payment
methods Df State agencies or instru-
mentalities shall be consistent with
Treasury-State CMIA agreements or
default prDcedures codified at 31 OFR
part 205.

(b) Recipients are to be paid in ad-
vance, provided they maintain or dem-
onstrate the winingness tD maintain:

(1) Written procedures that minimize
the time elapsing between the transfer
of funds and disbursement by the re-
cipient, and

(2) Financial management systems
that meet the standards for fund con-
trol and accountabilty as established
in § 215,21. Cash advances to a recipient
organization shall be limited to the
minimum amounts needed and be
timed to be Íl1 accordance with the ac-
tual, immediate cash requirements of
the recipient organization in carrying
out the purpose Df the approved pro-
gram or project. The timing and
amount of cash advances shall be as
close as is administratively feasible to

§ 215.22

the iic.tua.l disbur1;ementE by ;,116 rec.ipj-
em orgamzation for direct program or
project costs and i;li.e proportionate
share of any allowable indirect costs.

(c) Whenever pcissible, advances shall
be consolidated to cover anticipated
caSÌJ needs for all awa.rds made by the
Federal awarding agency to t1ie recipi-
ent.

(1) Advance payment mechanisms in-
clude, but are not limited to, Treasury
check and electronic funds transfer.

(2) Advance payment mechanisms are
subject to 31 OFR part 205.

(3) Puecipients shall be authorized to
submit requests for advances and reim-
bursements at least monthly when
electronic fund transfers are not used.

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

method when the requirements in
§ 215.12(b) ca=ot be met. Federal
awarding agencies may also use this
method on any constructioIl agree-
ment, Dr if the major ponion of t.he
construction project is aCGomplis1ied
througJ: private market financing Dr
Federal loans, and the Federal assist-
ance constitutes a minor portion of the
project.

(1) When the reimbursement met1iod
is used, the Federal awarding agency
shall ma.ke payment within 30 days
after receipt of the biling, unless the
biEing is improper.

(2) Puecipients shall be autliorized to
submit request for reimbursement a.t
least mDnthly when eiectronic funds
transfers are not used.

(f) If a recipient cannot meet the cri-
teria. for advance payments and the
Federal awarding agency has deter-
mined that reimbursement is not fea-
sibie because the recipient lacks suff-
cient working capital, ¡;he Federal
awarding ageTJcy ma)' provide cash on a
working capital advance basis. Under
this procedure. ;;he Federal awarding
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?"genc.:v shaJ1 c.ldVanC8 CCish ~ü ~he re-
c,ipient. r,CJ cove:, its estimate(1 disbu:'se-
ment needs for an initial period gen-
erally geared to ;;he awardee's dis-
bursing cycle. Thereafter, the Federal
awarding agency shall reimburse the
recipient for its actual cash disburse-

ments. The working capital advance
method of payment shall not be used
for recipients unwilling or unable to
provide tImely advances to their sub-
recipient to meet the subrecipients ac-
tual cash disbursements.

(g) To ~he extent available, recipl-
ents shall disburse funds available from
repayments to and interest earned on a
revolving fund, program income, re-
bates, refunds, contract settlements,
audit recoveries and interest earned on
such funds before requesting additional
cash payments.
(h) Unless otherwise required by stat-

ut,e, Federal awarding agenCies shall
not witbhold payments for proper
charges made by recipients at any time
during the project period unless para-
graphs (h)(l) or (2) of this section
apply.

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

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

(i) Standards governing the use of
banks and other institutions as deposi-

tories of funds advanced under awards
are as follows.

(1) Except for situations described in
paragrapri (i)(2) of this section, Federal
awarding agenCies shall not require
separate depository accounts for funds
provided to a reCipient or establish any
eligibility requirements for depOSi-
tories for funds provided to a recipient.
However, reCipients must be able to ac-
count for the receipt, obligation and
expenditure of funds.

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

(2) Advances 0; Federal funds shall be
deposited and maintained in insured
accoun ts whenever possible.

(i) Consistent with the national goal
of expanding the opport,unl ti es for
women-owned and minority-owned
business enterpri.ses, 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) Pvecipients shall main taln ad-
vances of Federal funds in interest
bearing accounts, unless paragraphs
(k)(1), (2) or (3) of this section apply.

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

(2) The best reasonably available in-
terest 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 an
average or minimum balance so high
that it would not be feasible within the

expected f'ederal 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
20B52. Interest amounts up to $250 per
year may be retained by the reCipient
for administrative expense. State uni-
versi ties and hospitals shall comply
with CMIA, as it pertains to interest. If
an entity subject to CMIA uses its own
funds to pay pre-award costs for discre-
tionary awards vrithout prior written
approval from the Federal awarding
agency, it waives its right to recover
the interest under CMIA.

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

(1) SF-270, Request for Advance or
Reimbursement. Each Federal award-
ing agency shall adopt the SF-270 as a
standard form for all nonconstruction
programs when electronic funds trans-
fer or predetermined advance methods
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an not used. Federal awarding- agen-
(;es, ¡-¡Dwever. have the option of using

this form for consóruction programs in
heii OJ the SF-271, "Ciutlay Report arid
P.equest for Reimbursement for Con-
structiorJ Programs."

(2) SF-271, Outlay Report and Re-
quest for Reimbursement for Construc-
tior, Programs. Each Federal awarding
agency shall adopt the SF-271 as the
standarå form to 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 that it provides adequate in-
formation to meet Federal needs.

§ 215.23 Cost sharing or matching,

(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 statute to
be used for cost sharing or matching.
(6) Are prOVided for in the approved

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

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

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

(c) Values for 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-
term use, the value of the donated
property for cost sharing or matching
shall be the lesser of paragraphs Cc)(1)

or (2) of this secóion.

§ 215.23

(1,: Thi: ûerlrified valUE: of t:li€: relYi&.lTJ-
ing ljf~ of óhe p!"operty rbearded in the
recipient's accounting rbcor-ds at tì1e
eim~ of donation.
(2) The current fair market value.

However, when there is sufficient jus.
tification. the Federal awarding agen-
cy may approve the use of the cunent
fait market vdue of tÌie donaLed prop-
erty, even if it exceeds the certifieå
value at the time of donation to the
proJect.
Cd) Volunteer services furnished by

professional and technical personneL.
consultants, and other skilled and un-
skilled labor may be counted as cost
sharing or matching if the service is an
integral and necessary part of an ap-
proved project or program. Hates for
volunteer services shall be consistent
witìi those paid for similar work in the
recipient's organization. In those in-
stances in which the required skils are
not found in the recipient organization,
rates shall be consistent with those
paid for similar work in the labor mar-
ket in which the recipient competes for
the kind of services involved. In either
case, paid fringe benefits that are rea-
sonable, allowable, and allocable may
be included in the valuation.

(e) When an employer other than the
recipient furnishes the services of an
employee, these services shall be val-
ued at the employee's regular rate of
pay (plus an amount of fringe beneÏits
that are reasonable, allowable. and al-
locable. but exclusive of overhead
costs), prOVided these services are in
the same skil for which the employee
is normally paid.

(f) Donated supplies may include
such items as expendable equipment,
offce supplies, laboratory supplies or
workshop and classroom supplies.
Value assessed to donated supplies in-
cluded in the cost. sharing aT matching
share shall be reasonable and shall not
exceed the fair market value of ¡¡he
property at the time of the donation.

(g) The method used for determining
cost sharing or matching for donated
equipment, buildings and land for
whic:ri title passes to the recipient may
differ according to the purpose of the
award, if paragraphs (g)(l) or (2) of this
section apply.

(1) if the purpose of the awarò is to
assist the recipient in the acquisition
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of eq uipmen t. liU i i dings or land, tii e
total value of the donated property
ma-y be claimed as cost sha-ring 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
Sor equipment a-nd bulldings 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-
cipien t, with the follOWing qualifica-
tions.

(1) The value of donated land and
buildings shall not exceed its fair mar-
ket value at the time of donation to
the recipient as established by an inde-

pendent appraiser (e.g., certified real
property appraiser or General Services
Administration representative) and
certified by a responsible official of the

recipient.
(2) The value of donated equipment

shall not exceed the fair market value
of eqUipment of the same age and con-
dition at the time of donation.

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

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

tain to the recipient's supporting
records for in-kind contributions from
third parties.

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

(i1) The basis for determining the
valuation for personal service, mate-
riaL, equipment, buildings and land
shall be documented.

§ 215.24 Program income,

(a) Federal awarding agencies shall
apply the standards set forth in this
section in requiring recipient organiza-

tions to account for program income

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

reia~ed to projects îinanced i:r v.rhole: or
in p2..rt \).ii th Federal funds.
(b) Except as prOVided in pa.ragraph

(h) of this section, program income
earned during the project period shall
be retained Ì)Y the recipient and, in ac-
cordance with Federal awarding agency
regulations or the terms and condi-
tions of the award, shall be used in one

or more of the ways listed in the fol-
lowing,

(1) Added to funds committed to the
project by the Federal awarding agency
and recipient and used to further eligi-
ble project or progra.m objectives.

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

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

(c) When an agency authorizes the
disposition of program income as de-
scribed in paragraphs (b)(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 its
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
all 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
regul¡'.ions or the terms and condi-
tions of the award provide otherwise,
recipients shall have no obligation to
the Federal Government regarding pro-
gram income earned after the end of
the project period.

(f) If authorized by Federal awarding
agency regulations or the terms and
conditions of the award, costs incident
to the generation of program income
may be deducted from gross income to
determine program income, prOVided
these costs have not been charged to
the award.
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(g,; r..r()céeåE írorr: the: sal/" 0: prop~rù:r
shaD Öe handled iro dccordance with the
requirements of tiie Propeny Stand-
ards (see ~ 215.30 through § 215_37).

(h) Unless Federal awarding agency
regulations or the ;:erms and condjtiori
of the award provide otherwise, recipi-
encs shall have 110 obligatiori to the
Federal Goverriment wi th respect to
program income earned from licenst
fees and royalties for copyrighted ma-
teria.l, pa.tents, patent applications,
Lrademarks, and inventions produced
under an award. However, Patent and
Trademark Amendments (35 U.S.C. 18)
apply to inventions made under an ex-
perimental, developmental, or research
award.

§ 215.25 Revision of budget and pro-
gram plans.

(a) The budget plan is the financial
exuression of the project or program as
approved during the award process. It
may include either tlle Federal and
non-F'ederal share, or only the Federal
share, depending upon Federal award-
ing iLgency requirements. It shall be re-
lated to performance for program eval-
uation purposes whenever appropriate.
(b) Puecipients are required to report

deviations from budget and program
plans, and request prior approvals for
budget and progriLm plan revisioDß, 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 speciîied
in the application or award document.

(3) The absence for more Lhan 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 aåditional Federal

funding.
(5) The tr2.nsfer of amounts budgeted

for indirect costs to absorb increases in

direct costs, or vice versa, if approval

is required by tile Federal awaråing
agency.

§ 215_25

(C Tbe lllCluSlOl" unless waiv¡,d ì.iy
tiie Feàeral awarding agency, of Ccos"s
chat require prior approvai 1n á.ccorò-
ance with any of the follo\'.ring, as ap-
plicable:
(i) 2 CFR part 220. "COSt PrÜiciples

for Educational InstituLions COMB Ci!'-
cular P"-21);"

(ii) 2 CFP. part 230, "Cost Principh,s
for Non-Profit Organizations (OMB Cir-
cular f.-122);"

(ijj) 45 eFR part 74, i'"ppendu E,
"Principles for Determining Costs Ap-
plicable to Researcb and Developme11t
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 to
trainees) to other categories of eì:-
pense.

(8) Unless åescribed in the applica-
tion and funded in the approved
awards, the subaward, tranfer or COTi-
tracting Qut of any work under an
award. This prOVision does not apply to
the purchase of supplies, material,
equipment or general support services.

(d) No other prior approval require-
ments for specifiC items may be im-
posed unle:ss a deviation nas been ap-
proved -DO' OMB.

(e) Except for requirements listed in
paragraphs (c)(1) and (e)(4) of this sec-
tion, Federal awarding agencies are au-
thorized, at their option, to waive cost-

related and aåministrative. prior writ-
ten approval:s required by 2 CFR parts
220 and 230 (OMB Circulars A-21 and A-
122). Such waivers may include author-
izing recipients to do anyone 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 a.pproval
of the Federal awarding agency, All
pre-award costs a.re incurred at the re-
cipient's risk (i.e., the Federal award-
ing agency is undei' no obligation to re-
imburse such costs if fOT any reason
tbe recipient does not receive an award
or if the award is less thiLn anticipated
and inadequate to cover such costs)_

(2) Initiate a one-time extension of
the eXDira.ti on da.te of ehe a ward of up
to 12 ~oDths unless OIlt or more of the
follOWing condi ticJls 2.PP1:¡'. Yor OTJe-
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cin1~ e):t,ensions, uhe recípjent ~usri no-
tify l;11e Federal awarding agency in
viri ting wi th the suppor¡;ing reasons

;ind revised expira¡;ion àat,e at least 10

d?yr, before l;he expiration dat,e speci-
fied 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
prohibi t the extension.

(il) The extension requires additional
Federal funds.
(ili) The extension involves any

change in the approved objectives or
scope of the project.

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

(4.) For awards that support research,
unless the Federal awarding agency
provides otherwise in the award or in
the agency's regulations, the prior ap-
proval requirements described in this
paragraph (e) are automatically waived

(i.e., recipients need not obtain such
prior approvals) unless one of the con-

di tions included in paragraph (e)(2) ap-
plies.
(f) The Federal awarding agency

may, at its option, restrict the transfer
of funds among direct cost categories
or programs, functions and activities
for awards in which the Federal share
of the project exceeds $100,000 and the
cumulative amount of such transfers
exceeds or is expected to exceed 10 per-

cent of the total budget as last ap-
proved by the Federal awarding agen-
cy. No Federal awarding agency shall
permit a transfer that would cause any
Federal appropriation or part thereof
to be used for purposes other than
those consistent with the original in-
tent of the appropriation.

(g) All other changes to noncoiistruc-
tion budgets, except for the changes de-

scribed in paragraph (j) of this section,
do not require prior approvaL.

(h) For construction awards, recipi-
ents shall request prior written ap-
proval promptly from Federal awarding
agencies for budget revisions whenever
paragraphs (h)(1), (2) or (3) of this sec-
tion apply.

(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. II (1-1-06 Ediíion)

(3) A revision is desired which in-
volves specifiC costs for which prior
written approval requirements may be
imposed consistent with applicable
OMB cost principles listed in § 215.27.

(1) No other prior approval require-
ments for specific items may be im-
posed unless a deviation has been ap-
proved by OMB.
(j ¡òlhen a Federal awarding agency

makes an a.ward that prOVides support
for both construotion 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 awa.rding agency in
writing promptly whenever the amount
of Federal a.uthorized 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 notificatio~
shall not be required if an application
for additional funding is submitted for
a continuation award.

(1) \Ven requesting approval for
budget revisions, recipients shall use
the budget forms that were used in the
application unless the Federal award-
ing agency indicates a letter of request
suffices.
(m) Wi thin 30 calendar days from the

date of receipt of the request for budg-

et revisions, Federal awarding agencies
shall review the request and notify the
recipient whether the budget revisions
have been approved. If the revision is
stil under consideration at the end of
30 calendar days, the Federal awarding
agency shall inform the recipient in
writing of the date when the recipient
may expect the decision.

(69 FR 26281, May 11. 2004., as amended at 70
FR 51880, Aug. 31, 2005)

§ 215.26 Non-Federal audits.
(a) Recipien ts and subrecipients that

are institutions of higher education or
other non-profit organizations (includ-
ing hospitals) shall be subject to the
audit requirements contained in the
Single Audit Act Amendments of 1996
(31 U. S.C. 7501-(507) and revised OMB
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Circula.r A-l23, "Audiis 01 Sù2.Les.
::úc.al GO'iE:rlllTlents, and NOD-Profit 01'-
ga.nizations il

(b) State and 10caJ gúvernments shall
'DE: subject to the audit requirements
contained in the Single Audit Act
Lrnendments of 1996 (31 U .S.C. 7501-
7507) and n;vised OMB Circular 1:-133,
"P.udit,s of States, Local Governments,
and Non-FrofiL Organizations."
(C) For-profit hospitals not covered

by the audit provisions of revised OMB

Circular A-133 shall be subject to the
audit requirements of the Federal
awarding agencies.

(d) Commercial organizations shall
be subject to the audit requirements of

the Federal awarding agency or the
prime recipient as incorporated into
the award document.

§ 215.27 Alowable costs.
For each kind of recipient, there is a

set of Federal principles for deter-
mining allowable costs. Allowabilty of
costs shall be determined in accord-
ance with the cost principles applicable
to the entity incurring the costs. Thus,

allowability of costs incurred by State,
local or federally-recognized Indian
tribal governments is determined in
accordance with the provisions of 2
CFF. part 225, "Cost Principles for
State, Loqal, and Indian Tribal Govern-

ments (OMB Circular A-B7." The allow-
ability of costs incurred by non-profit

organizations is determined in accord-
ance witb the provisions of 2 CFF. 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 CFF. part 220, "Cost Prin-

ciples for Educational Institutions
COMB Circular A-21)." The allowabilty
of costs incurred 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 Puesearch and Development
Under Grants and Contracts with Hos-
pit2.1s." The allowability of ccsts in-
curred by commercial organizations
anè those non-profit organizations list-
eã in Attachment C to Circular A-122 is
d"termined in accordance wi tb the pro.

§215.29

viSiOns üi tJ1E: Fedend ACljU,s: LlOr, Heg-
ulatiol1 (F .f.R) a.t 48 CPR p,,n 31

!7û FE 51880, Aug. 3:, ~005J

§ 215.28 Period of availability of funds.
Where a funding period is specified, "-

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

S 215.29 Conditional exemptions.
(a) OMB authorizes conditional eY--

emption from OMB adminisi;rative re-
quirements and cost principles circu-
lars for certain Federal programs with
statu torDy-au thorized 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 to grant such an eY--
emption.

(b) To promote efficiency in State
and local program administration,
when Federal non-entitlement pro-
grams witb common purposes have spe-
cific statu torDy-au thorized consoli-
dated plan.'1ing and consolidated ad-
ministrative funding and wliere most of
the State agency's resources corne
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 CFF. part
225, "Cost PrinCiples for State, Local,

and Indian Tribal Governments (OMB
Circular A-B7)" other than tbe
allocability of costs provisions that are

contained in subsection C.3 of AppendiX

A to that part;
(2) The requirements in 2 CFF. part

220, "Cost Principles for EàucationaJ
Insi;itutions COMB Circular A-21)'"
other than trie allocabilty of costs pro-
visions that are contained in paragraph

C.4 in section C of the Appendix to that
part:

(3) The requirements in 2 CFF. part
230, "Cost Principles for Non-Profit Or-
ganizations COMB Circular A-122)"

c ')
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§ 215.30

úther Llian the a.llocability of ~~osts prc.-

vi si ons Ghat are in paragra.ph 1'..4 in
section 1' of Appendix A to that pa.rt;
(4) The administrative requirements

provisions of part 215 (OMB Circular A-

110. "Uniform Administrative Require-
ments for Grants and Agreements w1th
Insti tutions of Higher Education, Hos-
pitals, and Other Non-Profit Organiza-

tions, "); and
(5) The agencies' grants management

common rule (see § 215.5).
(c) \\Then a Federal agency provides

this fiexibili ty, 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
sDecific to ensure that: funds are used

i~ 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.

(69 FR 26281, May 11, 2004, as amended a.t 70
FR. 51881, Aug. 31, 20051

PROPERTY STANDARDS

§215.30 Purpose of property stand-
ards.

Sections 215.31 through 215.37 set
forth uniform standards governing
management and disposition of prop-
erty furnished by the Federal Govern-

ment whose cost was charged to a
project supported by a Federal award.

Federal awarding agencies shall re-
quire recipients to observe these stand-

ards under awards and shall not impose
additional requirements, unless specifi-
cally required by Federal statute. The
recipient may use its own property
management standards and procedures
provided it observes the provisions of

§ 215.31 through § 215.37.

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

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

vide the equivalent insurance Goverage

for rea.l property a.nd equipment a.c-
quired with Federal funds as provided
t;o properr,y owned by ¡¡he recipient.
Federally-owned property need not be
insured unless required by the terms
and conditions of the award.

§ 215.32 Real property.
Each Federal awarding agency shall

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

(a) Title to real property shall vest in
the recipient subject to the condition
that the recipient shall use the real
property for the authorized purpose of
the project as long as it is needed and

shall not encumber the property witb-
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 proj ects when the
recipient determines that the property
is no longer needed for the purpose of
the original project. Use in other
projects shall be limited to those under

federally-sponsored projects (Le.,
awards) or programs that have pur-
poses consistent with those au thorized
for support by the Federal a.warding
agency.
(e) ìAThen the real property is no

longer needed as provided in para-
graphs (a) and (b) of this section, the
recipient shall request disposition in-
structions from the Federal awarding
agency or its successor Federa.l award-

ing agency. The Federal awarding
agency shall observe one or more of the
following disposition instructions.

(1) Tne recipient may be permitted t;o
retain title without further obligation

to the Federal Government after it;
compensates the Federal Government
for that Dercentage of the current fair
market ~alue of the property attrib-
utable to the Federal participation in
the project.
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(2j The recipient may be direc'"ed ¡,c.
selj the property under guidelines p1'0-

vided by the Federal a.warding a.gency

and pay tl1e F'ederai Government for
;:hat percentage of the current fair
market value of tÌie property attrib-
u table to the Federal participation 111
"he project (after deducting p.ctual and

reasonable selling and fix-up expenses,

if any, from the sales proceeds). Vi7hen

the recipient is authorized or required
to sell the propert3', proper saleE proce-

dures shaD 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 a,ttributable per-
centage of the current fair market
value of the property.

§ 215.33 Federally-owned and exempt
property.

(a) Federally-owned property. (1) Title
to federally-owned property remains
vested in the Federal Government. P.e-

cipients shall submit annua1l3' an in-
ventory listing of federally-owned
property in their custody to the Fed-
eral awarding agency. UPOD 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 authority to dispose of
the property by alternative methods

(e.g., the authority provided by the
Federal Technology Transfer Act (15
D.S.C. 3710 (I)) to donate research
equipment to educational and non-prof-
it organiza.tions in accordance with
E.O. 12821, "Improving Mathema.tics
arid Science Education in Support of
the National Education Goals" (57 FE
54285, 3 OFF. 1992 Comp., p. 323)). Ap-
propriate instruc¡;ions shall be issued

to the recipient by the Federal award-
ing ageTicy.

§ 2 15.34

(lJj Exemp: TJTu7Æriy VlhelJ s"aLuiory
autbü!'ity existE. the F'6deral awarding
a.gency haE th6 OP"1011 LO vest ¡;itle to
propeny acquired with Federal fundE
in thE: recipient without further obliga-
tion ,,0 thE: Federal Government anè
under conditions thE: Federal awaruing
agency considers appropriate. Such
propert.y is "exempt proper;y " Should
a Federal awarding agency not esta:o-
lish conditions, title to exempt prop-
erty upon acquisition shall vest in the
reCipient without further obligation to
the Federal Government.

S 215.34 Equipment.
(a.) Title to equipment acquired by a

reCipient with Federal fundE shall vest
in "he recipient, subject to conditions
of this section.
(b) The recipient shall not use equip-

ment acquired with Federal funds w
provide services to non-Federal outside
organizations for a fee that is less than
private. companies charge for equiva-
lent services, unless specifically au-
thorized by F-ederal statute, for as long
as the Federal Government retains an
interest in the equipment.

ec) 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 to be supported by Fed-
eral funds and shall not encumber the
property without approval of the Fed-
eral awarding agency. '\Nhen no longer
needed for the original project or pro-
gram, the recipient shall use the equip-
ment in connection witb its other fed-
erally-sponsored activities, in the fol-
lowing order of priority:
(1) Activities sponsored by the Fed-

eral awarding agency which funded the
original project, then

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

(d) During the time that equipment
is used on the project or program for
which it was acquired, the reCipient
shall make it a.vailable for use on other
projects or programs if such other use
will not interfere with the work on the

project or program for which the equip-
ment was originally acquired. First
preference for such other use shan be

giveTi to other projects or programs
sponsored by the Federal awarding
agency that finariced the equipment;
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§215.34

?(~(..\)nd preference sh?..ll be givel1 ~o
p;'oiects or programs spcnsored by
other F'ederal awarding agencies. If ~he
Bquipment is owned by the Federal
Governmen t, use on other activities
not sponsored by the Federal Govern-
ment shall be permissible if authorized
by t;he Federal awarding agency. User
charges shall be treated as program in-
come.
íe) When acquiring replacement

equipment, the recipient may use t;he
equipment to be replaced as trade-In or
sell t;he equipment and use t;he 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 inormation.

(i) 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 award number.
(iv) ViThether 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 to 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.
(iì:) Ultimate disposition data, in-

cluding date of disposal and sales price
Dr the method used to determine cur-
rent fair market value where a recipi-
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 at
least once every two years. Any dif-

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

íerences between oUanT.1ties det.er.
mined by the phYSical inspection and
t;liose shown in the accounting records
sliall be investigat;ed to determine the
causes of the difference. The recipient
shall, in connection with t;he inven-
l;ory, 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; if the equipment was
owned by the Federal Government, the
recipient shall promptly notify the
Federal awarding agency.

(5) Adequate maintenance procedures
shall be implemented to keep the
equipment in good condi tion.

(6) Where the recipient is authorized
Dr required to 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) W1en 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 market 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 com-
puted by applying the percentage of
Federal participation in the cost of the

original project or program to tbe cur-
rent fair market value of the equip-
ment. If the recipient has no need for
the equipment, the recipien t 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. If 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 require-
ment for the equipment exists in other
Federal agencies. The Federal award-
ing agency shall Issue instructions to
the recipient no later than 120 calendar
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dc..y:: af1er the l'8Cipieri1:,'~ requesi &.nd
ÜiE following procedures shall govenJ.

(j) If so insi;ructeò or if disposition
instructionE are not issued wi'thin 120
calendar days after thE recipients re-
quest, the recipient shall seD thE:
equipment and reimburse the Federal
awarding agency an amount computed
by applying to thE: sales proceeds the
percentage of Federal participation in
r,he cost of r,he original project or pro-
gram. However, the recipient shall be
permitted to deduct and retain from
the Federal share $500 or ten percent of

thE: proceeds, whichever is less, for the

recipient's sellng and handling ex-
penses.

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

(3) If the recipient is instructed to
otherwise dispose of the equipment, the
recipient shall be reimbursed by the
Federal awarding agency for such costs
incurred il its disposition.

(4) The Federal awarding agency may
reserve the right to transfer the title
to the Federal Government or to a
thid party named by the Federal Gov-
ernment when such thid party is oth-
erwise eligible under existing statutes.
Sucb transfer shall be subject to the
folloVling standards.

(i) The equipment shall be appro-
priately identified in the award or oth-
erwise made known to tne recipient in
wr1 ting ,

(ii) The Feàeral awarding agency
shaD issue disposition instructions
withiri 120 calendar days after receipt
of a final inventory. Tne final inven-
tory shall list all equipment acquired
wi th grant funds and federally-owned
equipment. If the Federal awarding
agency fails to issue disposition in-
structions within the 120 calendar àay
period, the recipient shall apply the
standa.rds of this section, as appro-
priate.

(iii) Vrrien the Federal awarding
2,gency eì:ercises its right to take title,

§215.36

t.he equiprfi8111 SI1&.12 bE: suL¡Jeci Lú L!¡e
provis10ns for iederaliy-oV.lJed E:quii)-
rnen\'.

~ 215.35 Supplies and other e),:pend-
able property.

(a) Title to supplies and other ex-
pendable properLY shall vest in th~ re-

cipient upoii acquisition. If there is a

residual inventory of unused supplies
exceeding $5000 in total aggregate
value upon termination or completion
of the project or program and the sup-
plies are not needed for any other fed-
era.lly-sponsored project or program,
the recipient shall retain the supplies

for use on non-Federal sponsored ac-
tivities or sell them, but shall, in ei-
ther case, compensate the Federal Gov-
ernment for its share. The amount of
compensation shall be computed in the
same manner as for equipment.

(b) The recipient shall not use sup-
plies acquired witn Federal funds to
proviàe services to non-Federal outside
organizations for a fee that is less than
private companies cha.rge for equiva-
lent services, unless specifica.lly au-

thorized by Federal statute as long as
the Federal Government retains an in-
terest in tbe supplies.

§ 215.36 Intangible property.

(a) The recipient may copyright any
work that is subject to copyright aDd
was developed, or for which ownership
was purchased, under an award. Tne
Federal awarding agency(ies) reserve a
royalty-free, nonexclusive and irrev-
ocable right to reproduce, publish, or

otherwise use the work for Federal pur-
poses, and to authorize others to do so.

(b) Recipients are subject to applica-
ble regulations governing patents and
inventions, including government-wide
regulations issued by the Department
of Oommerce at 37 CFR part 401,
"Rights to Inven'tions lIiade by Non-
profit Organizations and Small Busi.
ness Firms Under Government Grants,
Contracts and Cooperative Agree-
ments. II

(c) The Federal Government has the
right to:

(1ì Obtain, reproduce, publish or ot1-
erwise use "he data first produced
under an a.ward.
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r2'~ Aiithorize others llO receive. repro-
(luce, publish. or otherwise use such
d3~t,2. fa)' Federal purposes

idi (1) In addition, in response Lo a
Freedom of Information Act (FOrA) re-
quest for research da.ta relating to pub-
lished research findings produced under
an award that was used by the Federal
Government in developing an agency
action that has the force and effect of
la.w, t11e Federal awarding agency shall
request, and the reCipient sha.1l pro~
vide, within a reasonable time, the re-
search data so that they can be made
available to the publiC through the pro-
cedures established under the ForA. If
the Federal awarding agency obtains
the research data solely in response to
a FOrA 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 the agency, the
recipient, and the applicable subrecipi-
ents. This fee is in addition to any fees
the agency may assess under the FOrA
(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 "recorded" material ex-
cl udes phYSical 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 researcher until they
are published, or similar information
which is protected under law; and

(B) Personnel and medical informa-
tion and similar information the dis-
closure of which would constitute a
clearly unwarran ted invasion of per-
sonal privacy, such as information that
could be used to identify a particular
person in a research study.

(ii) Published is defined as either
when:
(A) Research findings are published

in a peer-reviewed scientific or tech-
nical journal; or

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

IE; A Federal agency publiCly and of.
:icially ciLes the research findings iri
support of an agency action that has
the force and effect of law.

(1ii) Used by the Federal Governmen L.
in developing an agency action that.
has the force and effect of law is de-
fined as when an agency publicly and
offCially cites the research findings in
support of an agency action tbat 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
sball use that property for the origi-
nally-authorized purpose, and the re-
cipient sball 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 sball occur in accordance wi tb tbe
provisions of § 215.34(g).

¡69 FR 26281. May 11, 2004, as amended at 70
FR 51881, Aug. 31. 2005)

§ 215.37 Property trust relationship.

Real property, equipment, intangible
property and debt instruments that are
acquired or improved with Federal
funds shall be held in trust by the re-

Cipient as trustee for tbe 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 that use and dispOSition conditions

apply to the property.

PROCUREMENT STANDARDS

of§ 215.40 Purose
standards.

Sections 215.41 through 215.48 set
forth standards for use by recipients in
establiShing procedures for the pro-
curement of supplies and otber expend-
able property, equipment, real property
and other services with Federal funds.
These standards are furnished to en-
sure that such materials and services
are obtained in an effective manner
and in compliance with the provisions

procurement
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0: ¡"ppiicabiEo Federal statutes ana e):-
ecu¡;iv¡, orders No additional procuré-
ment standards or requirements shall
bE: imposed by the Federal awarding
agencies upon recipients. unless Spé-
cifically required by Federal statuLé or
eXécutive order or approved by OMB.

t 215.41 Recipient responsibilities.
The standards contained in this sec-

tiori do not. relieve the recipient of the
contractual responsibilities arising
under its contract(s). The recipient is
the responsible authority, without re-
course to the Federal awarding agency,
regarding the settlement and satisfac-
tioii of all contractual and administra-
tiye issues arising out of procurements
entereã Ìl1to in support of an award or
other agreement. This includes dis-
putes, claims, protests of award, source
evaluation or other matters of a con-
tractual nature. Matters concerning
violation of statute are to be referred
to such Federal, State or local author-
ity as may have proper jurisdiction.

S 215.42 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 ii a real or
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
f¡¡mily, 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
offcers, employees, anã agents of the
reCipient shall nei ther solicit nor ac-

cept gratuities, favors. or anything of
monetary value from contractors, or
parties to subagreements. However, re-
cipients may set standards for situa-
tions in whicn the financial interest is
not substan¡;ial or the gift is an unso-

licited item of nominal value. The
standards of conduct shaD prOVide for
àisciplinary actions to be applied for
violatioDB of such standards by off-
cers. employees, or a.gents of the rs-
cipieiit.

§ 2 i 544

ï ~15.43 Competition.
All ¡.rocurement transá,ctions shall

be conducted in a manner to provide.
to the maximum extentpracr,ical, 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 i;
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 sÌlall
be excluded from competing for such
procurements. Awards shall be made i;
the bidder or offeror whose bid or offer
is responsive to the solicitation and is
most advantageous to the reCipient.
price, quality and other factors consid-
ered. Solicitations shall clearly set
forth all requirements that the biõ.der
or offeror shaD fulfiU in order for the
bid or offer to 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.

§ 215.44 Procurement procedures.

Ca) All reCipients shall establish writ-
ten procurement procedures. These
procedures shall prOVide for, at a min-
imum, that paragraphs (a)(l), (2) and
(3) of this section apply.

(1) Recipients avoid purchasing un-
necessary items.

(2) Wnere 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) Solicitations for goods and serv-
ices provide for all of the follOWing.

(i) A clear and accurate description
of the technical requirements for the
material, product 01' service to be pro-
cured. In . competitive procurements,
such a liescription shall not contain
features which und uly restrict com-
petition.

(ii) Requirements whicn the bidder/
offeror must fulfil and all other fac-
tors to be used in evaluating bids or
proposals.
(iii) A des!èription, wÌlenever prac-

ticable. of technical requirements in
"erms of functions to be performed or
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pe;'rorn18,ncr: r8!.uired, iTJc1uàing the
ra.nge of aeep.ptH.ble ~hë..racterist,jc.s O!"
minimum acceptable standards.

(i v) The specifc features of "brand
name or equal" descriptions that bid-
ders are required to meet when such
items are included in the solicitation.

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

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

(b) Positive efforts shall be made by
recipients to utilze 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-ovmed firms, and 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 of these firms to handle individ-
ually.

(5) Use the services and assistance, as
appropriate, of such organizations as
the Small Business Administration and
the Department of Commerce's Minor-
ity Business Developmen 1. Agency in
the solicitation and utilzation of
small businesses, minority-owned firms
and women's business enterprises.

(c) The type of procuring instrumen ts
used (e.g., fixed price contracts, cost re-
imbursable contracts, purchase orders,
and incentive contracts) shall be deter-

mined by the recipient but sh2.ll be a.p-

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

propriat,e for the par;;ic;ular procure-.

ment ;ind for promoting the best inter-
est of the program or project iiivolvecl
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 condi-
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 ag-encies' im-

plementation of E.O.s 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 to be awarded without
competition or only one bid or offer is
received in response to a solicitation.
(3) The procurement, which is ex-

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

small purchase threshold is to be
aW2.rded 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 fies in connection with
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every procurement &,ction F'riGE: ar,&,).
YSiE m~'y be accomplished in various
ways. including tbe comparison of
price quot.ations submitted, market
pnces and similar indicia, togetlier
witl, discounts. Cost analysis is the re-
view and evaluation of e&,ch element of
cost to determine reasonableness,
allocability and allowability.

§ 215.46 Procurement records.
Procurement records and files for

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

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

tion when competitive bids or oIfers
are not obtained; and

(c) Basis for award cost or price.

§ 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. ge-
cipients shall evaluate contractor per-
formance and document, as appro-
priate, whether contractors have met
the terms, conditions and speciîica-
tions of the contract.

§ 215.48 Contract provisions.
The recipient shall include, in addi-

tion to provisions to define a sound and

complete agreement, the following pro-
visions in all contracts. The following
pro\'isions shall also be applied to sub-
contracts.
(a) Contracts in excess of the small

purchase threshold shall con taiI con-
tractual provisions or conditions that
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 thresnold shall contain
suitable provisions for termina¡;ion bJ'
the recipient, including the manner by
which termination shail be effected
2.nd the basis for settlement. il addi-
tion, such contracts shall describe con-

ditions under wlÜch the contract ma3'
be t.erminated for default as well as

§ 215.4B

toondlLwlic wriere the con tract may bE:

Lerminated because of circumstances
beyond the con 1,1'01 of the contra-ctor.

(C) Except as otherwise required by
s¡;atu"e, an award tha.t requires the
contracting (or subcontracting) for
construction or faCility improvements
shall prOVide for the recipient to follow
its own requirements relating to bi d
guarantees, perïormance bonds. and
payment bonds unless the construction
con¡;ract or subcontract exceeds
$100,000. For those contracts or sub.
contr&,cts exceeding :noo,ooo, the Fed-
eral awarding agency may accept the
bonding policy a.nd requirements of the
recipient, prOVided the Federal award-
ing agency has made a determination
that the Feàeral Government's interest
is adequately protected. If such a de-
termination nas not been made, the
minimum requirements shall be as fol-
lows.

(1) A bid gua.antee from each bidder
equivalent to five percent of the bid
price. The "bid guarantee" shall COD-
sist of a firm commitment such as a
bid bond, certified check, or other ne-
gotiable instrument accompanyig a
bid as assurance that the bidder shall.
upon acceptance of his bid. execute
such contractual documents as may be
requireà within the time specified.

(2) A performance bond on tne part of
the contractor for 100 percent of the
contract price. .A "performance bond"
is one executed in co=ection with a
contract to secure fulfillment of all the
contractor's obligations under sucn
contract.

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

(4) 'Where bonds are requirediI the
situations described herein, the bonds
shall be obtained from companies bald-
ing certificates of authority as accept-
able sureties pUlsuant to 31 CFR part
223, "Sunty Companies Doing Business
with the United States."

(d) All negotiated contracts (except
those for less than the small purchase
threshold) awarded by recipients shall
incÌl:ide a provision to the effect that
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~he r-ecipient. óhe Federal awarding
a.gency. the Comptrolier General of the
United States. or any of their dUly au-
t.horized representatives. sha11 have ac-

cess to any books. documents. papers
a.nd records of the contractor which are
directly pertinent to a specific pro-
gram for the purpose of making audits.
examinations. excerpts and tran-
scriptions.
(8) All contracts. including sma11

purchases. awarded by recipients and
their contractors sha11 contain the pro-

curement provisions of appendix A to
this part. as applicable.

REPORTS AJ\'D RECORDS

§ 215.50 Purpose of reports and
records.

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

§ 215.51 Monitoring and reporting pro-
gram performance.

(a) Recipients are responsible. for
managing and monitoring each project,
program, subaward, function or activ-
ity supported by the award. Recipients
shall monitor subawards to ensure sub-

recipients have met the audit require-
ments as delineated in § 215.26.
rb) The Federal awarding agency

shall prescribe the frequency with
which the performance reports shall be
submitted. Except as provided in
§ 215.51(f), performance reports shall
not be required more frequently than
quarterly or, less frequently than an-

n ually. Annual reports sha11 be due 90

calendar days after the grant year;
quarterly or semi-annual reports shall

be due 30 days after the reporting pe-
riod. The Federal awarding agency may
require annual reports before the anni-
versary dates of multiple year awards

in lieu of these requirements. The final
performance reports are due 90 cal-
endar days after the expiration or ter-
mination of the award.

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

2 CrR Ch. II (1- i -06 Edition)

íd) Whel1 required, performë.rice re-
ports shall generally contain, for each
award, brief information on ea.ch of the
following.

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

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

(3) Other pertinent inÎormation in-
eluding, when appropriate, analysis
and explanation of cost overruns or
high unit costs.

(e) Hecipients 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, notifcation shall be given in the
case of problems, delays, or adverse
condi tions which materially impair the
abilty to meet the objectives of the
award. This notification shall include a
statement of the action taken or con-
templated, and any assistance needed
to resolve the situation.
(g) Federal awarding agencies may

make site visits, as needed.
(h) Federal awarding agencies sha11

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

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

forms as may be approved by OMB are
au thorized for obta.ining financial in-
formation from recipients.

(1) SF-269 or SF-269A, Financial Sta-
tus Report.
(i) Each Federal awarding agency

shall require recipients to u.se 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 Îor Advance
or Reimbursement, or SF-272. Report
of Federal Cash Transactions, is deter-
mined to provide adequate information
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Lù ITit;ei- 1tE nee.ds, except that. 8. firil:l
SF -26~ OJ SF-268A shiili OE: required iit
the completion of tIie project when the
SF -27ú is used only for adva.nces.
eii) The Federal awarding agency

shal1 prescribe whether the report shall
be on a ciish or accrual basis. If the
Federal awarding agency requires ac-
crual information and the recipient's
¡Lccounting records are not norffaliy
kept on the a.ccrual basis, the recipient
sha.ll not be required to convert its 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 Pueport for eacb
project or program, considering tbe
size and complexity of tbe particular
project or program. However, tbe re-
port shall not be required more fre-
quently than quarterly or less fre-
quently than annually. Ii 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 later 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-
proveõ by the FederaIawarding agency
upon request of tbe recipient.
(2) SF-272. Report of Federal Cash

Transactions.
(i) Wnen funds are advanced to re-

cipients the Federal awarding agency
shall require each recipient to submit
the SF-272 and, wÌien necessary, its
continuation sheet, SF-272a. The Fed-
eral awarding agency shall use this re-
port to monitor casb advanced to re-
cipients and to obtain disbursement in-

formation for each agreement with the
recipien ts.

Cii) Federal awarding agencies may
require forecasts of Federal cash re-
quirements in the ~'Rema.ks" section
of the report.

(Hi) 'INneD practical a.nd deemed nec-
essary, Federal awarding 2.gencies may
require recipients to !'eport in the
"Rema.rks" section the amount of casÌJ
2,õvances received in excess of three

§ 21 S.52

d~YE 1~8cipientE: s!ud) PlCivlÒE: sl-c.rt
narró.ti1Jf 8):pic.nations of a.cr.ions "GakerJ

Co r8ducE: the excess balances.

(iv) Puecipients shall be required to
submit not mOTe than thE; origina.l a.nd
two copies of the SF-272 15 calenda,r
days follOWing the end of eacb quart,er.
Tne Federal awarding agencies may re-
quire a monthly report from those re-
cipients receiving advances totaling $j
million or more per year.
(v) Federal awarding a.gencies may

wa.ive the requirement for submission
of the SF-272 for anyone of the fol-
10wing reasons:

(A) \iVhen monthly advances do not
exceed $25,000 per recipient, provided
that sucb advances are monitored
througÌJ other forms contained il this
section;

(E) If, in the Federal awarding agen-
cy's opinion, the recipient's accounting
controls are adequate to 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 to comply with 1egislative rE;-
quirements, Federal awardig agencies
shall issue instructions to require re-
Cipients to submit such inormation
under the "J'-emarks" section of the re-
ports.

(2) vVhen a Federal awarding agency
determines that a recipient's account-
ing system does not meet the standards
in § 215.21, additional pertinent infor-

mation to further 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 out any line item on
any report if not necessary.
(4) Federal awarding agencies may

accept the identical informa.tion from
the recipients in machine readable for-

ma.t or computer printouts or elec-
tronic outpu ts in lieu of prescribed for-

mats.
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(5.; F~eòe-;a) awatùjng- ?..genc.ies rrlH.Y
provide Gomput,er or sJectronic ou'uputs
t,o recipients when such expedites or
(~on 'ui'\)u tes r. the accuracy of report-
ing.

~ 215.53 Retention and acceRS require-
ments for records.

(a) This section sets forth require-
ments for record retention and access
to 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-

umen ts, statistical records, and all
other records pertinent to an award
shall be retained for a period of three
years from the date of submission of
the final expenditure report or, for
awards that are renewed quarterly or
annually, from the date of the submis-
sion of the quarterly or annual finan-
cial report, as authorized by the Fed-
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) Hecords for real property and

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

(3) ViThen records are transferred to or
maintained by the Federal awarding
agency, the 3-year retention require-
ment is not applicable to the recipient.
(4) Indirect cost rate proposals, cost

allocations plans, etc. as specified in
§ Z15.53(g).

(c) Copies of original records may be
substituted for the original records if
authorized by the Federal awarding
agency.
(d) The Federal a.warding agency

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

2 CFR Ch.11 (1-1-06 Edition)

(8i The Y'òderal awarding agency. "he
Inspecr,or General, Comptroller Gen-
eral of the Unit.ed States, or any of
tbeir duly authorized representatives,
have the right of timeiy and unre-
strict;ed 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 in terview and discussion re-
lated to such documents. The rights of
access in this paragraph are not lim-
ited to the required retention period,
but shall last as long as records are re-
tained.
(f) Unless required by statute, no

Federal awarding agency shall place
restrictions on recipients that limit
public access to the records of recipi-
ents that are pertinent to an award, ex-

cept when the Federal awarding agency
can demonstrate that such records
shall be kept confidential and would
have been exempted from disclosure
pursuant to the Freedom of Informa-
tion Act (5 U.S.C. 552) if the records
hacl belonged to the Federal awarding
agency.

(g) Indirect cost rate proposals, cost al-
locations plans, etc. Paragraphs (15)(1)
and (15)(2) of this section apply to the

following types of documents, and their
supporting records: indirect cost rate
computations or proposals, cost alloca-
tion plans, and any similar accounting
computations of the rate at which a
particular group of costs is chargea.ble

(such as computer usage chargeback
rates or composite fringe benefit
rates) .

(1) If submitted for negotiation. If the
recipient submits to the Federal
a.warding agency or the subrecipient
submits to the recipient the proposal,
plan, or other computation to form the
basis for negotiation of the rate, then
the 3-year reten tion period for its sup-

porting records starts on the date of
such submission.

(2) If not submitted for negotiation. If
the recipient is not required to submit
to the Federal awarding agency or the
subrecipient is not required to submit
to the recipient the proposa.l, plan, or
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ütl-ieJ c;oniput6.t.ion io1' neg(J1~Ü~tl0r jJur-

PUSbE, ëhen tbe 3-year retention PE:r1UÜ
for thE: proposal, plan, or ot;her Gum.

put-ation and its supporting records
starts at thE: end of the fiscal year (or

other aGcuuntingperiud) covered bj'
the proposal, plan, or other compu ta.-
tian.

TERM1NAT10N f.ND ENFORCEMENT

S 215.60 Purpose of termination and
enforcement.

Sections 215.61 and 215.62 set forth
uniform suspension, termination and
enforcement procedureS.

§ 215.61 Termination.
(a) Awards may be terminated in

whole or in part only if paragraphs

(a)(I), (2) or (3) of this section apply.
(1) By the Federal awarding agency,

if a recipient materially fails to com-
p13' with the terms and conditions of an
award.
(2) By the Federal awarding agency

with the consent of the recipient, in
which ca.se the two. parties shall agree
upon the termination conditions, in-
cluding the effective date and, in the
case of partia.l termination, the portion
to be termiated.

(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 grant wil not ac-
complish the purposes for which the
grant was made, it may terminate the
grant in its entirety under either para-

gnphs (a)(1) or (2) of this section.
(b) If costs are allowed under an

award, the responsibilties of the re-
cipient referred to in §215.71(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 continuing re-
sponsibilities of the recipient after ter-
mination, as appropriate.

§ 215.62 Enforcement.

(a) Remedies for noncompliance If a re-
cipient materially fails to complj' wi 1h

§ L1S.62

thE: :,ern-it- anè coiiàl11011E 0: an aware:.
whether stat8d in a Federai S1a.t.l1tS-.
regulation, assurance, application, or
noticf of award, the Federal awarding
agency may, in addition t.o imposing
any of the special conditions outlined
in § 215.14, take one or more of tIie fol-
lowing actions, as appropriate in the
circumstances.

(l) 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 part of the cost of the
activity or action not iri compliance.

(3) W1olly or partly suspend or ter-
minate the current award.

(4) Withhold further awards for the
project 01' program.

(5) Take other remedies that may be
legally available.

Cb) Hearings and appeals. In taking an
enforcement action, tbe awarding
agency shall prOVide the recipient an
opportunity for hearing, appeal, or
other administrative proceeding to
which the reCipient is entitled under
any statute or regulation applicable to
the action involved.

(c) Effects of suspension and termi-
nation. Costs of a recipient resulting
from obligations incurred by the re-
cipient during a suspension or aner
termination of an award are not allow-
able unless the awarding agenc:\, ex-
pressly au thoriz,es them in the notice
of suspension or termina.tion or subse-
quently. Other recipient costs during
suspension or after termination which
are necessary and not reasonably
avoidable are allowable if paragraphs

(c)(1) and (2) of this section apply.
(1) The costs result from obligations

which were properly incurred by the re-
cipient before the effective date of sus-

pension or termination, are not in an-
ticipation of it, and ir! tÌie case of a ter-
mination, are noncancellable.

(2) The costs would be allowable if
the award were not suspended or ex-
pired normally at the end of tÌle fund-
ing period in which tÌle termination
takes effect.

(d) Reiationship to debarment and sus-
pension. The enforcement remedies
identified in tIÜs section. iDCl uãing
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?juspensíor. and r,el'rnination, do no;,
preciude a recipient from heing subject;
to fÌebarmen t and suspension under
EO.s 12519 and 12ÔS9 and the Federal
ë.'warding agency implementing regula-
tions (see §215.13).

Subpart D-After-the-Award
Requirements

§215.70 Purpose.
Sections 215.71 through 215,73 contain

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

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

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

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

shall make prompt payments to a re-
cipient for allowable reimbursable
costs under the award being closed out.

(d) The recipient shall promptly re-
fund any balances of unobligated cash
that the Federal awarding agency has
advanced or paid and that is not au-
thorized to be retained by the recipient
for use in other projects. OMB Circular
A-129 governs unreturned amounts that
become delinquent debts.

(e) Wilen authorized by the terms and
conditions of the award, the Federal
a,warding 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 v,1th Federal funds or received
from the Federal Government in ac-
cordance with §215.31 through §215.37.

(g) In the event a final audit has not
been performed prior to the closeout of

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

an a,ward, the F'ederal awarding agency
shall retain tÌle right. to recover an ap-
propria.te amoune after fuDy consid-
ering the recommendations on dis-
allowed costs fesul ting from the final
audit.

§ 215.72 Subsequent adjustment~ llnd
continuing responsibilities.

(a) The closeout of an award does not
affect any of the following:

(1) TÌle right of the Federal awarding
agency to disallow costs and recover
funds on the basis of a later audit or
other review.

(2) The obligation of the recipient to
return any funds due as a result of
later refunds, corrections, or other
transactions,

(3) Audit requirements in §2l5.26.
(4) Property management require-

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

§ 215.53,

(b) After closeout of an award, a rela-
tionship created under an award may
be modified or ended in whole or in
part witÌl tÌle consent of the Federal
awarding agency and the recipient.
provided the responsibilities of the re-

cipient referred to in paragraph (a) of
tÌlis section, including those for prop-
erty management as applicable, are
considered and provisions made for
continuing responsibilities of the re-
cipient, as appropriate.
(69 FP. 262Bl. May 11, 2004, as amended at 70
FR 518B1. Aug. 31, 2005)

§ 215.73 Collection of amounts due.
(a) AIy funds paid to a reCipient in

excess of the amount to which the re-
cipient is finally determined to be enti-
tled under the terms and conditions of
the award constitute a debt to the Fed-
eral Government. If not paid within a
reasonable period after the demand for
payment, the Federal awarding agency
may reduce the debt by paragraphs
(30)(1), (2) or (3) of this section.

(1) Making an administrative offset
against other requests for reim burse-
ments.

(2) WithÌlolding advance payments
otherwise due to the recipient.

(3) Taking other action permi tted by
statute.

(b) Except as otÌlerwise provided by
law, tÌle Federal awarding agency shall
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cl¡argE: interest on ai, overdue debt ii,

aGcoJ'dancE: witL ~ CFR Ch,,pter II.
Y'ederal Claims CoHectiün Stand-

a.ràß. "

liPPENDD: A Tú P f.R~- 2l:~COHTP.f.CT
PROV iSlON S

All contracts, awarded DO' a recipient jl-

cluding small purcj¡ase~. shaD contain ¡;he
following provision¡; as applicable:

1. Equal Employment Opportunity-AD con-
tracts shall contain 2. proyision reQuiring

compliance with KO. 11246. "Equal Employ-
ment Opportunity" (30 FR 12319, 12935. 3
CFR, 1964-1965 Comp., p. 339), as amended by
RO. 11375, "Amending Executive Order 11246
Rela,ting to Equal Employment Oppor-
tunlty." and as supplemented by regulations
at 41 CFR part 60, "Offce of Federal Con-
tract Compliance Programs. Equal Employ-
ment Opportunity. Department of Labor."

2. Copeland "Anti-Kickback" Act (18 U.S.c.
874 and 40 V.S.C. 276cj-All contracts and sub-

grants in ezcess of ~2000 for construction or

J'epair awarded by recipients and subrecipi-
ents shall include a provision for compliance
wlth the Copeland "P..ti-Kickback" Act (18
U.S.C. 874), as supplemented by Department
of Labor regulations (29 CFP. part 3. "Con-
tractors and Subcontractors on Public Build-

ing or Public Work Financed in Whole or in
Part by Loans or Grants froID the United
Sta,tes"). The Act provides that each con-
tractor or subrecipient shall be prohibited

from inducing. by any mea,ns. any person
employed in the construction, completion, or
repair of public work, to give up an~' part of

the compensation to 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.

276a to a-7)-V'¡hen required by Federal pro-

gram legisla.tion, all construction contracts
a.warded by the recipients and subrecipients

of more than $2000 shall include a provision
for compliance with the Davis-Bacon Act (40

D.S.C. 2762. to a-7) and as supplemented b~'
Department of Labor regulations (29 CFR
part 5. "Labor Standards Provisions Applica-
ble to Contracts Governing Federal1y Fi.
nanced and Assisted Construction"). Under
this ACL, contracLors shall ue required to pay
wages tc laborers and mechanics at a rate
not less than the minimum wages specified
in a wage determination miide by the Sec-
retao' of Labor. In addition, contractors
shall be required to pa;y wages not less than
onCE a week. The recipient shall place a copy

of ¡,he current prevailng wa,ge determination
issued by the Department of Labor in eiicb
solicitation and the award of a contract shall
be conditioned upon the acceptance of the
wage determination The recipient shaD re-

PI 215, App. A

pOJ't, h;lJ .suspecLt:G or 1'eport.8d -v-iolG.t.1on~, Lú
t:lt Federai awardinr agenc~y

':. Coniract Work Houn and Sujet1/ Siandurds
AC¡ (40 V.S.C 327-333)-Wìiert appl1cabk all
contracts awarded by recipients in excess of
$2000 for construction contracts and in e:--
cess of $2500 for other contract~ that. involve

the employment of mechanics or laÌJorers
shall include a prOViSlOl' for compliiinc~ witl1

sec¡;ions 102 and 107 of the Contract Work
Hours and Safety Standards Act (40 U .S.C.
327-333), as supplemented by Department of
Labor regulations (29 CFF. part 5). Under sec-
tion 102 of the Act, each con tractor shall be

required to computè 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 permissible provided
that the worker is compensated at a rate of
not less tha,Ð Ph times the basic rate of pay
for all hours worked in excess of 4D hours in
the work week.. Section 107 of the Act is ap-
plicable to construction wor-k. and provides
that no laborer or mechanic shaD be required
to work in surroundings or under working
condi tions which are unanitary, hazardous
or dangerous. These requirements do not
apply to thE purchases of supplies or ma,tE-
rials or articles ordinaril~' aval1able on the
open market, or contractsior transportation
or transmission of intelligence.

5. Rights to inventions Made Under ci Con-
tract or Agreement-Contracts or agreements
for the performance of experimental, devel-
opmental, or research wo!'£: shal1 provide for
the rights of the Federal Government and
the reCipient in any resulting invention in
accordance with 37 CFE part 401, "P.ig-hts to
lnven¡;ions Made b~' Nonprofit Organizations
and Small Business Firms Under Goverr,-
ment Grants. Contracts and Cooperative
Agreements," and any implementing regula.-
tions issued by the awarding agency.

6. Clean Air Act (42 V.S.C. 740i et seq) and
the Federal Water Pollution Control Act (33
V.S.C. 1251 et seq.), as amended-Contracts
and sub grants of amounts in excess of
$100,000 sriall contain a provision that re-

quires thE recipient to agree to comply with
all applicable standards, orõers or regula-
tlons issued pursuant to the Clean Air Act
(42 D.S.C. 7401 el seq.) and the Federal Water
Pollution Control Act as amended (33 D.S.C.
125) et seq.). Violations shall be reported to
the Feõeral awarding agency and the F.E;-
gional Office of tl-iè Environmental Protec-
tion Agenc;y (EP A).

7. Byrd Anti-Lobbyiroy Amendment (3j V.S.C.
j 352j-ContractoJ's who a.ppl~' or bid for an

award of $100,000 or more shall file the re-

Quired certifcation. Each tier certifies to
the tier above that it. wil not a.nà has not
used Federal appropriated funds to pay any
person or organization for influencing OT at.

tempting to influence aD officer or employee
of aD)' agency J a ITlembel of Congress, officer

or employee of Congress, or aD employee of a

67

A;: .,LJ=r-1iv',~(..r; h'_"C,__,
,-¡ F' ~-l r.. .1



Pt 220

!nr.rnber of Congress in c.oririect.ion wJth ab-
~ainlng a..ny F-ederal contract, grant. or any

0ther awa,rd covered Üy 31 D.S.C. 1352. Each
,Ier shall also disclose any lobbying wi th
non-Federal funds that takes place in con-
nection with obtaining any Federal award.
Such disclosures are forwarded from tier to
t,ler up to t,he recipient.
ß. Debarment and SuspensIon (E.O.s 12519

and 12689)-A contract award with an
amount expected to equal or exceed $25,000
and certain other contract awards (see 2 CF.R

180.220) shall not be made to parties llsted on

the government-wide Excluded Parties List
System. in accordanoe wlth the OMB guide-
lines at 2 CFR part 180 that implement E.O.s
12549 (3 CFR, 1986 Comp., p. 189) and 12689 (3
CFR, 1989 Comp.. p. 235), "Debarment and
Suspension." The Excluded Parties List Sys-
tem contains the names of parties debarred,
suspended, or otherwise excluded by agen-
cies, as well as parties declared ineligible
under statutory or regulatory authority
other than E.O. 12549.

(69 FR 26281, May 11, 2004, as amended at 70
FR 51879, A ug. 31, 2005)

PARTS 216-219 (RESERVEDJ

PART 22D-COST PRINCIPLES FOR
EDUCATIONAL INSTITUTIONS
(OMB CIRCULAR A-21)

Sec.
220.5 Purpose.

220.10 Scope.

220.15 Policy.

220.20 Appllcab1lty.

220.25 OlV responsib11ties.
220.30 Federal agency responsibilities.
220.35 Effective date of changes.
220.40 Relationship to previous issuance.

220.45 Information contact.

APPENDD: A TO PART 22G-PRINCIPLES FOR DE-
TERMDUNG COSTS ApPLICABLE TO GRANTS,
CONTRACTS, AND OTHER AGREEMENTS WITH
EDUCATIONAL INSTITUTIONS

AUTORITY: 31 U.S.C. 503; 31 D.S.C. 1111; 41
U.S.C. 405: Reorganization Pla.n NO.2 of 1970;

E.O. 11541, 35 FR 10737, 3 CFR, 1966-1970, p.
939.

SOURCE: 70 FR 51881. Aug. 31. 2005. unless

otherwise noted.

§ 220.5 Purpose.

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

2 CFR Ch. II (1- i -06 edition)

§ 220.10 Scope.
The principles in this pan. deal w1 th

~he subject of cost determination. and
make no at,tempt to idel1tify the cir-
cumstances or dicta.te the extent of
agency and institutional participation
in the Ïil1ancing of a particular project.

Provision ror profit. or other iJ1Crement.

above cost is outside the scope of this
part.

§ 220.15 Policy.
The prinCiples in this part are de-

signed to provide that the Federal Gov-
ernment bear its fair share of tot.al
costs, determined in accordance with
generally accepted accounting prin-
ciples, except where restricted or pro-
hibited by law. Agencies are not ex-
pected to place additional restrictions

on individual items of cost. The suc-
cessful application of cost accouD ting
principles requires development of mu-
tual understanding between represent-
atives of educational institutions and
of the Federal Government as to their
scope, implementation, and interpreta-
tion.

§ 220.20 Applicabilty.
(a) All Federal agenCies that sponsor

research and development, training,
and other work at educational institu-
tions shall apply the provisions of Ap-
pendix A to this part in determining
the costs incurred for such work. The
principles shall also be used as a guide
in the pricing of fixed price or 1 ump
sum agreements.

(b) Each federal agency that awards
defense-related cOl1tracts to a Feder-
ally Funded Research and Development
Center (FFRDC) associat,ed with an
educational institution shall require
the FFRDC to comply with the Cost
Accounting Standards and with the
rules and regulations issued by the
Cost Accounting Standards Board and
set forth in 47 CFF" part 99.

§ 220.25 OMB responsibilties.

OMB is responsible for:
(a) Issuing and maintaining the gUid-

an ce in this part.

(b) Interpreting the poliCY require-
ments in this part a.nd providing assist-
ance to ensure effective and efficient
implementation.
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CIRCULAR NO. A-122
Revised May 10, 2004

TO THE HEADS OF EXECUTIVE DEPAP.TMENTS AND ESTABLISHMENTS

SUBJECT: Cost Principles for l~ofj-ProÍi t Organizations

1. Purpose. This Circular establishes principles for de~ermining costs of
grants, contracts and other agreements wi ~h non-profit organizations. It does
not apply to colleges and uni versi ties which are covered by Office of Management
and Budget (OlvJB) Circular A-21, "Cost Principles for Educational Institutions ";
State, local, and federally-recognized Indian tribal governments which are
covered by OlvJE Circular 1',-87, "Cost Principles fOT State, Local, and Indian
Tribal Governments"; or hospitals. The principles are designed to provide that
the Federal Government bear its fair share of costs except where restricted or
prohibited by law. The principles do not attempt to prescribe the extent of
cost sharing or matching on grants, contracts, or other agreements. However,
such cost sharing or matching shall not be accomplished through arbitrary
limitations on individual cost elements by Federal agencies. Provision for
profi t 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 determning
the costs of work performed by non-profit organizations under grants,
cooperative agreements, cost reimbursement contracts, and other contracts in
which costs are used in pricing, admnistration, or settlement. All of these
instruments are hereafter referred to as awards. The principles do not apply to
awards under which an organization is not required to account to the Federal
Government for actual costs incurred.

b. All cost reimbursement subawards (subgrants, subcontracts, etc.) are
subj ect 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 uni versi ty, Circular A-2l shall apply; if a subaward is to a
State, local, or federally-recognized Indian tribal government, Circular A-87
shall apply.
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=: i a:. ~ ~.~ a L i ~ i ::)l" S i.mJ. 1. ar pur-poses i Ii :.he ;n:bl i ç .::::.e :es:. i

is ope~ated primarily =J~
. . - .

sc:~-=r" :.:: :c, educa.:.:. J~: ~ -~ I S.::-;¡:.c:~~1

(2'; i.s no~ o::ganized primarily for p::ofiti and

(:~; uses its net proceeds to mai.ntain, improve, andíor eXDand j.'~s

::peratj.ons. for this purpose, the term "non-proÜt organiz.ation" excludes ;iì
colleges and universities; (ii) hospitals; (iii) State, locaL. C1:1d federally-
recognized Indian tribal governments; and (iv) those
non-profit organizations which are excluded from coverage of this Circular in
accordance wi th paragraph 5.

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

5. Exclusion of some non-profit organizations. Some non-profit organizations f
because of their size and nature 

of operations, can be considered to be similar

to commercial concerns for purpose of applicability of cost principles. Such
non-profi t organizations shall operate under Federal cost principles applicable
to commercial concerns. A listing of these organizations is contained in
Attachment c. Other o::ganizations may be added from time to time.

6. Responsibilities. Agencies responsible for administering programs that
invol ve awards to non-profit organizations shall implement the provisions of
this Circular. Upon request, implementing instruction shall be furnished to
OMB. Agencies shall designate a liaison official to serve as the agency
representati ve on matters relating to the implementation of this Circular. The
name and title of such represen tati ve shall be furnished to OMB wi thin 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. OMB may grant exceptions to the requirements of
this Circular when permissible under existing law. However, in the interest of
achieving maximum uniformity r exceptions will be permitted only in highly
unusual circumstances.

9. Effective Date. The provisions of this Circular are effective immediately.
Implementation shall be phased in by incorporating the provisions into new
awards made after the start of the organization's next fiscal year. For
existing awards, the new principles may be applied if an organization and the
cognizant Federal agency agree. Earlier implementation, or a delay in

2 ATTACHMENT ...~\)....__.....
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1 û. IDquir~es. fur~nei inf0~ma~ioL sonsE~r:ing this Cirs~l~~ may bs ob~2in~d by
con~acting ~hE OfficE of FEdEral F~nancial Managemen~, OMS, Wasnington, D~
2050.3, telepbone (202) ::95-3992.
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GE¡~E2AL PRINC:?~ES

T~nj_~: ~f Cor:en~s

P.. Rd::j.~: CG!lsj.de;~ê:'.i.Or'5

Compositior: of ~o~al ~asts

2. Pac~ors affectirig allowabili~y of cos~s

.,J. Reasonable :osts

4. f\.J.locabJ.e costs

s. Applicable credits

6. Advance understandings

.,
, . Condi tional exemptions

B. Direct Cost.s

c. Indirect Costs

Allocation of Indirect Costs and Dete~mination
r~'-- =ndi~ec: Cast Rates

D.

1 . General

2. Simplified allocation method

3. Multiple allocation base me~hod

4 . Direct allocation me~hod

5. 5pecial indirect cost rates

¡:::''l?C~IMENT 'l.
Cj.r=u:ar No. ¡~- ~22
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!:,'l:-.!:..=~~..1Ei.'J': !-_

:irs~J.a: No. A-112

~~~!S?AL. ?RIN~= P~E3

A. 8~~.~c C~ns:de~a:ions

1. C:omp()s.i~.i.()n of :-.rj:a1 cus~_~.. Th!: :~Jtai c:os: ....,"" ar~ al,.¡a:rd :'5 tr:~ sum ~)r
o:r!l:~ ~: -,.rnoJaDj e i:lir:e:t and ci:.j-:):~abl~: j.nd.i:-~c:: ::os~~s less any dpp.l..i.ca~)J.e CJ:~èi ts.

aWhrj, ~r)S~S miist mee~ t~j~ fsJ,lowing ?erie~al ~:j.teria:

F'as:~rs affectj_ng al~~owabili:y Q~ =~)sts. T8 b~ a:10wabl~ iinder ari

a. B~ reasoriable for ~he De~fu~mance o~ ~he aw~rd arid t)~ aJol8cahJ.~

thl2.i0tCJ under these princ.ipl'3s-

b. Conform te., any 1 irni -:a ti.ons C)r exclu.sieins set fC)rth in th'2~¡e
princ:j.pies or lr~ the. ai.iard as t.o tyoes ç):: amount of C()st items.

_. Be consistent witt, policLes and procedures tha~ apply un~ fo::mly

to both federally- financed and o~her activities of the organization.

d. Be accorded consistent treatment.

e. Be determi~ed in acco~dance with genera~ly accepted accounting
principles IGAAP).

f. Not be included as a cost or used to meet cost sharing or
matching requirements of any other federally-financed program in either the
current or a prior period.

g. Be adequately documented.

~. Reasonable costs. A cost is reasonable if, :n its nature or amourtt;
it does not exceed that which would be incurred by a ~:udent person under the
circumstances prevailing at the time the decision was made to incur the costs.
The question of the reasonableness of specific costs must be scrutinized with

particular care in connection wi th organizations or separate divisions thereof
;"Thich receive the preponderance of their support from awards made by Federal
agencies. In determining the reasonableness of a given cost, consideration
shal i be given to:

a. Whether the cost is of a type generally recognized as ordinary
and necessary for the operation of the organization or the performance of the
award.

6 ATTACHMENT ....\ _.____.__.
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'_'. TI-~f. .c:2S~::c2-Dt.S or ':E;qU':::'2men~.: ~in?ús.:d by .su':r. ::2c:.cr5- 25:

generally accep~2d sourid Dus~n8SS p:ac~ises, a~m5 ieng~t b~!g~in~ngf Fed~=~i ~riO
S-t-at.e lavJs and 2:-=9Lla."Cions i and -ce::rns cind condi :ions e,f -=I-~ .:\,,'c.rd.

_. WhE~h~r ~he individuals soncerned ~ctEd with prudencE ~D ~he
c:.rCUITlst.ãnc:esl c:onsideririg the:ir responsibilities to the Grg2nizatiorii its
m2r~e~s, employees, and clients, ~he public at large, and the Federal
Go v e rnrneri L _

d. Signifisant deviations from ttJE estatlish~d pr~ctice5 of th~
organization which may unj us~iiiably increase the award costs.

4. Allocable costs.

a. A cost is allocable to a particular cost objective, such as a
grant, contract, project, service, or other activity, in accordance with the
rela~ive benefits received. A cost is allocable to a Federal award if it is
treated consistently with other costs incurred for the same purpose in like
circumstances and if it:

(1) Is incurred specifically for the award.

(2) Benefits both the award and other work and can be "
distributed in reasonable proportion to the benefits received, or

(3) Is necessary to the overall operation of the organization,
al though a direct relationship to any particular cost obj ecti ve cannot be shown.

b. Any cost a,llocable to a pa,rticular award or .other cost obj ecti ve
under these principles may not be shifted to other Federal awards to overcome
funding deficiencies, or to avoid restrictions imposed by law or by the terms of
the award.

5. Applicable credits.

a. The term applicable credits refers to those receipts, or
reduction of expendi tureswhich operate to offset or reduce expense items that
are allocable to awards as direct or indirect costs _ Typical examles of such
transactions are: purchase discounts, rebates or allowances, recoveries or
indemnities on losses, insurance refunds, and adjustments of overpayments or
erroneous charges. To the extent that such credits accruing or received by the
organization relate to allowable cost, they shall be credited to the Federal
Government either as a cost reduction or cash refund, as appropriate.

b. In some instances, the amounts received from the Federal
Government to finance organizational activities or service operations should be
treated as applicable credits. Specifically, the concept of netting such credit
items against related expenditures should be applied by the organization in
determining the rates or amounts to be charged to Federal awards for services
rendered whenever the facilities or other resources used in providing such
services have been financed directly, in whole or in part, by Federal funds.

c. For rules covering program income (i. e., gross income earned
from federally-supported acti vi ties) see Sec. __.24 of Office of Management and
Budget (Ol1B) Circular P,-LLO, "Uniform Admnistrative Requirements for Grants and
Agreements with Institutions of Higher Education, Hospitals, and Other Non-
Profit Organizations."
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',. ¡:.dvan"~.' cirloec3::andings. ünder an'.; ç;i ven awar:i, '.:-e r-=as')~;ab2.-=:12SS and

~ : ~sab_ ¡ i:y ~f ser::ain i:ems of cos::s may he d~f~icult :0 de:ermine. This is
pa::lcu_arly :rue i~ connec:i~n with or~ani=ations '.hat receive a preponderance
"j£ ~rl~~. r suppor~ £r~rri Fede=al agencies. In ~rde= to av~id Subs9~ue~~
j~sdllowance or dispute based on unreasonableness or nonailocability, ~t is
:):-:.~;') :J~23=-rat'le ::0 S'2eK a ':irit::en agreement wit:h the cognizant or aviarding
agency ir, advan~e of the incurrence of special or unusual costs. The absence of
ar, advance agreemen: on any element of cost will not, in itself, affect the
~~d~¡ündjj.erie3s ar ailocabili.ty of tna~ element.

::.::ridi '~.'L,;nal exemp':ions.

a. OlvlB authorizes conditional exemption from m1B administra'.ive

requirements and cost principles circulars for certain Federal programs wi:h
s'.atur.orily-authorized consolidated planning and conso:!dated administrative
funding, that are identified by a Federal agency and approved by the head of
::he Execu ti ve department or est.ablishment. A Federal agency shall consult with
')MB duri.ng its consideration of whether to grant such an exemption.

b. To promote efficiency in State and local program administration,
\-ihen Federal non-entitlement programs with cornan purposes have specific
s'.atutorily-authorized consolidated planning and consolidated administrative
funding and where most of the State agency's resources come from non-Federal
sources, Federal agencies may exempt these covered State-administered, non-
enti tlement grant programs from certain OMS grants management requirements. The
exemptions would be from all but the allocability of costs provisions of OMB
Circulars 'P.-87 (Attachment F., subsection C. 3), "Cost Principles for State,
Local, and Indian Tribal Governments," F.-21 (Section C, subpart 4), "Cost
Principles for Educational Institutions," and A-122 (Attachment F., subsection
A. 4), "Cost Principles for Non-Profit Organizations," and from all of the
administrati ve requirements provisions of OMB Circular A..110, "Uniform
Administrative Requirements for Grants and Ag)~eements vlith Institutions of
Higher Education, Hospitals, and Other Non-Profit Organizations," and the
agencies' grants management common rule.

c. When a Federal agency provides this flexibility, as a
prerequisite to a State's exercising this option, a State must adopt its own
written fiscal and admnistrative requirements for expending and accounting for
all funds, 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 with all applicable Federal statutory and regulatory provisions,
costs are reasonable and necessary for operating these programs, and funds are
not be used for general expenses required to carry out other responsibilities of
a State or its subrecipients.

B. Direct Costs

1. Direct costs are those that can be identified specifically wi th 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. Costs
identified specifically with awards are direct costs of the awards and are to be
assigned directly thereto. Costs identified specifically with other final cost
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n0~ ~o ~e 2s.sigriEd ~G G~he~ awards di=~c:l\ 0: iDd_~ec~iy.

2. F.ny d.:~ect c:ost of e. rni-nor arriouri-"' rnd).' be :~E:ê"Ced 2.S àL ~nd.::c(:c:t cost

IGT r~ason5 of prac:ic2li~y Whe=E :h~ accou~~iriQ ~re~~men~ for suciJ =os: is
cons~stentl y applied to all fiD21 cost obj ec~ives.

~ Tiie cost of certain act~vities ar~ not allowablE as charges tG Federal
ai.12rd.s (SE:~/ for exampi~i :undr2.isirig c:csts in pë.yôgraptJ J.7 of F.:.tacI-rnent B).
HOWEoVE:r, even '(fJougrj thesE: costs arE: unõ.llowaLlE: for purposes of computing

charges to Federal awards, they nonetheless must be treated as direct costs for
purposes of determining indirect cos'( rates and be allocated their share of the
organization i s indirect costs if they represent activities which (1) include the
salaries of personnel, (2) occupy space, and (3) beriefit from the organization's
indirect costs.

4. TÌJe costs of activities performed primarily as a service to members,
clients, or ~he general public when significant and necessary to ~he
organization i s mission must be treated as direct costs whether or not allowable
and be allocated an equitable share of indirect costs. Some examples of these
types of acti vi ties include:

u. Maintenance of membership rolls, subscriptions, publica~ions,
and related functions.

b. Providing services and information to members, legislative or
administrative bodies, or the public.

c. Promotion, lobbying, and other forms of public relations.

d. Meetings and conferences except those held to conduct the
general administration of the organization.

e. Maintenance, protection, and investment of special funds not
used in operation of the organization.

f. Administration of group benefits on behalf of members or
clients, including life and hospital insurance', annuity or retirement plans,
financial aid, etc.

C. Indirect Costs

1. Indirect costs are those that have been incurred for common or joint
obj ecti ves and cannot be readily identified with a particular final cost
objective. Direct cost of minor amounts may be treated as indirect costs under
the conditions described in subparagraph B. 2. After direct costs have been
determined and assigned directly to awards or other work as appropriate,
indirect costs are those remaining to be allocated to benefiting cost
obj ecti ves. A cost may not be allocated to an award as an indirect cost if any
other cost incurred for the same purpose, in like circumstances, has been
assigned to 'an award as a direct cost.

2. Because of the diverse characteristics and accoun~ing practices of
non-profit organizations, it is not possible to specify the types of cost which
may be classified as indirect cost in all situations. However, typical examples
of indirect cost for many non-profit organizations may include depreciation or
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~~sts of 8p~ra::.ng a~~

m2n~a~~ing ~~ci:i=~es, 2nd gene~al d~!inis::3tion and ge~e:al eX?e~Se3, such as
~r~e saJ.2ries and ~Z?~~S~S af execu~~v~ aff~~ers, personnel admit~s~ra:ioni 2rid
rJ'~ ':.:~;'J n ,: i. rig .

.~. Ind~~ect =03t5 3ha:~ be class:£ied wi~~~n ~wo b=oad =atego=ies:
1';'.dC~._L~.t.!.esfl and "?,.jmirij.s:;~a:.:¡.o¡¡. ii ll?acili~i'2s" is defi:!ed as den:-ec:iatior: and

U5:: rJ.do¡,lances on buildings, equipment and capi t.al improvement, inte2:est on ::Jeh,:.
a:::c;()':ja'ced wj.th certain buildings, equipment. and capital improvement.s, and
~)tJel¿¡::ions and maint.enance expetises. "P.dmi!lÌstration" is :Ie 

fined as general

administration and general expenses such as the director i s office, accounting,
personne I, library expenses and all other types of expenditures not listed
specifically under one of the subcategories of "Facilities" r including Cr()3S
allocations from other pools, where applicable). See indirect cost rate
~eporting requirements in subparagraphs 0.2.e and D.3.g.

D. Allcication of Indirect Costs and Determination- of Indirect Cost Rat~s

l. General.

a. Where a non~profit organization has only one major function, or
where all its major functions benefit from its indirect costs to approximately
the' same degree, the allocation of indirect costs and the computation of an
indirect cos~ rate may be accomplished through simplified allocation procedures,
as described in subparagraph 2.

b. Where an organization has several maj or functions which benefit
from jts indirect costs in varying degrees, allocation of indirect costs may
require the accumulation of such costs into separate cost groupings which then
are allocated individually to benefiting functions by means of a base which best
measures the relative degree of benefit. The indirect costs allocated to each
function are then distributed to individual awards and other activities included
in that function by means of an indirect cost rate (s) .

c. The determination of what constitutes an organization's major
functions will depend on its purpose in being; the types of services it renders
to the public, its clients, and its members; and the amount of effort it devotes
to such acti vi ties as fundraising, public information and membership acti vi ties.

d. Specific methods for allocating indireCt costs and computing
indirect cost rates along with the conditions under which each method should be
used are described in subparagraphs 2 through 5.

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

2. Simplified allocation method.

a. Where an organization's maj or functions benefit from its
indirect costs to approximately the same degree, the allocation of indirect
costs may be accomplished by (i) separating the organization i s total costs for
the base period as either direct or indirect, and (ii) dividing the total
allowable indirect costs (net of applicable credits) by an equitable

10
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c~5:=ib~~ion bëSc. Tl'l~ result of ~hi~ ~~~ssss ~s ¿n ind~~~c: sos~ ~~~~ Wiiich is
LseC ~c G~S~=~Dut~ ~nd~rsc: cos~s ~o indiviali~l aW2rd~. Tt~ ret~ shoLld b~
~xpresseo as Ehe p~rseDtag~ whict th~ ~0~21 ar(~unt of ëllowabl~ indirect cos~s
D~ërs ~o ~he base s~~ec~ed. Th~s ßiethod should ~isc bE used whs! E an'
c.::gan:: zai:ion has ori~ y one rnêjor :unc:ion encompassing C; nUnU.Jer of ind.: vidual
p=Gjec~s or 2c~ivi~ies, and may be used whe~~ thE level of Federal awards to an
organi zaeion is relatively small.

t. Bott¡ thE direct costs and tl~~ indirect costs siiall ex~lude
capi eal expenditures and unallowable costs. However, unallowable costs which
represent acrivities must be included in ~he direct costs under the conditions
described in subparagraph B. 3.

c. The distribution base may be eotal direct costs (excluding
capi tal' expendi tures and other distorting items, . suct, as maj or subcontracts or
subgrants), direct salaries and wages, or other base which results in aD
equi table distribution. The distribution base shall generally exclude
participant support costs as defined in paragraph 32 of Attachment B.

d. Except where a special rate (s Y is required in accordance with
subparagraph 5, the indirect cost rate developed under the above principles is
applicable to al~ awards at the organization. If a special rate (sY is required,
appropriate modifications shall be made in order to develop the special rate (s) .

e. Foran organization that receives more than S10 million in
Federal funding of direct costs in a fiscal year, a breakout of the indirect
cost component into two broad categories i Facilities and Administration as
defined in subparagraph C.3, is required. The rate in each case shall be stated
as the percentage which the amount of the particular indirect cost category
(i. e., Facilities or Admnistration) is of the distribution base identified with
that category.

3. Multiple allocation base method

a. General. Where an organization i s indirect costs beneti tits
major functions in varying degreesi indirect costs shall be accumulated into
separate cost groupings, as described in subparagraph b. Each grouping shall
then be ailocated individually to benefitting functions by means of a base which
best measures the relative benefits. The default allocation bases by cost pool
are described in subparagraph c.

b. Identification of indirect costs. Cost groupings shall be
established so as to permit the allocation' of each grouping on the basis of
benefi ts provided to the major functions. Each grouping shall constitute a pool
of e~~enses t~at are of like character in terms of functions they benefit and in
terms of the allocation base which best measures the relative benefits provided
to each functiori. The groupings are clas5ified within the two broad categories:
"Facili ties" and "Administration," as described in subparagraph C. 3. The
indirect cost pools are defined as follows:

(1) Depreciation and use' allowances. The expenses UDder this
heading are the portion of the costs of the organization i s buildings, capital
improvements to land and buildings, and equipment which are computed in
accordance with paragraph 11 of Attachment B ("Depreciation and use
allowances") .
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: 3 ¡ Op"òra"::.on dnd maintenance expenses. Th"ò eZD"ònses under
::,",,'3 :1'3óiding are :.hose tha:: :-.ave been incurred for ::he administration,
~~er3:i~n, mai~:'3nance, p~eserva:ion, and pr~tec:.ion of the organization' 3
physic;;Ü ¡:,J.an:. They include expenses normally incurred ror such items as:
jani:.~rLa: and utilitj services; repairs and ordinary or normal alterations of
t)u:.';::i:iqs, rurniture and equipment; care of grounds; maintenance and operation
of buildings and other plant facilities; security; earthquake and disaster
pr epa redness; environmental sat et y; hazardous waste disposal; propert y,
liability and o:.her insurance relating to property; sp3ce and capital leasing;
facility planning and management; and, central recei.ving. The opei:ation and
maintenance expenses category shall also include its allocable share oJ fringe
benefit costs, depreciation and use allowances, and interest costs.

(4) General administration and general expenses. The expenses
under this heading are 

those that have been incurred for the overall general

executive and administrative offices of the organization and other expenses of a
general nature which do not relate solely to any major function of the
organization. This category shall also include its allocable share of fringe
benefi t costs, operation and maintenance expense, depreciation and use
allowances, and interest costs. Examples of this category include central
offices, such as the director's office, the office of finance, business
services, budget and planning, personnel, safety 

and risk management, general

counsel, management information systems, and library costs.

In developing this cost pool, special care should be exercised to ensure that
costs incurred fOr the same purpose in like circumstances are treated
consistently as either direct or indirect costs. For example, salaries of
technical stafC project supplies, project publication, telephone toll charges,
computer costs, travel costs, and specialized services costs shall be treated as
direct costs wherever identifiable to a particular program. The salaries and
wages of administrative and pooled clerical staff should normally be treated as
indirect costs. Direct charging of these costs may be appropriate where a major
project or activity explicitly requires and budgets for administrative or
clerical services and other individuals involved can be identified with the
program or activity. Items such as office supplies, postage, local telephone
costs, periodicals and memberships should normally be treated as indirect costs.

c. Allocation bases. Actual conditions shall be taken into account
in selecting the base to be used in allocating the expenses in each grouping to
benefitting functions. The essential consideration in selecting a method or a
base is that it is the one best suited for assigning the pool of costs to cost
obj ecti ves in accordance with benefits derived; a traceable cause and effect
relationship; or logic and reason, where neither the cause nor the effect of the
relationship is determinable. When an allocation can be made by assignment of a
cost grouping directly to the function benefited, the allocation shall be made
in that manner. When the expenses in a cost grouping are more general in nature,
the allocation shall be made through the use of a selected base which produces
resul ts that are equitable to both the Federal Government and the organization.
The distribution shall be made in accordance with the bases described herein
unless it can be demonstrated that the use of a different base would result in a

more equitable allocation of the costs, or that a more readily available base
would not increase the costs charged to sponsored awards. The results of

12
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Dep~2ciation and USE a~ ~owances . Dep~eC~è~io~ and USE
~~lDwances ~xpens~s stë:ll b~ ë:l1oc2t~d in ~tie following manri~~:

I a i Depreciation or use allowances on buiid~ngs used
exclusively in Üjé conduct of a single function, and on capitôl improvements and
8quiprrient used in su~h build~ngs f sh~ll be assigned to that function.

(b) DepreciôLion or use allowances on buildings used for
mor'e than one function, and on capitCil improvements and equipment used in such
buildings, shall be allocated to the individuCil functions performed in each
building on the basis of usable square feet of space, excluding common areas,
such as hallways, stairwells, and restrooms.

(c) Depreciation or use allowances on buildings, capi tôl
improvements and equipment related space (e.g., individual rooms, and
laboratories) used jointly by more than one function (as determined by the users
of the space) shall be treated as follows. The co~t tif each jointly used unit
of space shall be allocated to the benefitting functions on the basis of:

(i) the employees and other users on a full-time
equivalent (FTE) basis or salaries and wages of those individual functions
benefitting from the use of that space; or

(ii) organization-wide employee FTEs or salaries
and wages applicable to the benefitting functions of the organization.

(d) Depreciation or use allowances on certain capital
improvements to land, such as paved parking areas, fences, sidewalks, and the
like, not included in the cost of buildings, shall be allocated to user
categories on a FTE basis and distributed to major functions in proportion to
the salaries and wages of all employees applicable to the functions.

(2) Interest. Interest costs shall be allocated in the same
manner as the depreciation or use allowances on the buildings, equipment and
capi tal equipments to which the interest relates.

(3) Operation and maintenance expenses. Operation and
maintenance expenses shall be allocated in the same manner as the depreciation
and use allowances.

(4) General administration and general expenses. General
administration and general expenses shall be allocated to benefitting functions
based on modified total direct costs (MTDC), as described in subparagraph D.3. f.
The expenses included in this category could be grouped first according to major
functions of the organi za tion to' which they render services or provide benefits.
The aggregate expenses of each gioup shall then be allocated to benefitting
functions based on MTDC.

d. Order of distribution.

(1) Indirect cost categories consisLing of depreciation and
use allowances, in~erest, operation and maintenance, and general administration
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~nDr~Dria~e by :ne or~anization. When c~~~s allocation of costs is ITßde as
",'-::'r.~-:)i:~d :.r. .~~~;)s.r¿jg7.a~t1 \2: i "cr~is a:de~ ::.: 21io::a~ion does nC'Jt appJ.y.

(2; NormaiJ.y, an ind~re~~ C8St category wil~ be considered
cJ ~sed once i~ has been allocated to o~he= cost objectives, and 

costs shali nor

f)£.! :=ût;:1equ€:n':,~y ailoca~ed to it.. However, a cr8ss alloca~ion of 'costs bet.weer.
:-:I/,/'¡ ()l" rno;:-t2 .i:ìdi!"é::t ::~)s':s sa:.ego:-ies couJ.d be used if such allocation v./iil
;-~3ult in d more equi::able allocation of costs. If a cross all.::cation is US":),
an appropri.ate rrodifica'cion to 

the composition of the indirec!: cost ca tegorie3

i 0:: r.equ.ir~d.

e. Application of indirect cost rate or rates. Except where a
sp~cial indirect cost rate!s) is required in accordance with subparagraph 0.5,
the separate groupings of indirect costs allocated to each major function shall
be aggregated and treated 

as a cormon pool for that function. The costs in the

common poúl shall then be distributed (0 individual awards included in that
function by use of a single indirect cost rate.

f. Distribution basis. Indirect costs shall be distributed to
applicable sponsored awards and other benefitting activities within each major
function on the basis of MTDC. MTDC consists of all salaries and wages, fringe
benefits, materials and supplies, Bervices, travel, and subgrants and
subcontracts up to the first $25, 000 of each subgrant or subcontract (regardless
of the per iod covered by the subgrant or subcontract). Equipment, capital
expenditures, charges for patient care, rental costs and the portion in excess
of $25,000 shall be excluded from MTDC. Participant support costs shall
generally be excluded from MTDC. Other items may only be excluded when the
Federal cost cognizant agency determines that an exclusion is necessary to avoid
a serious ihequity in the distribution of indirect costs.

g. Individual Rate Components. An indirect cost rate shall be
determined fot each separate indirect cost pool developed. The rate in each
case shall be stated as the percentage which the amount of the particular
indirect cost pool is of the distribution base identified with that pool. Each
indirect cost rate negotiation or determination agreement shall include
development of the rate for each indirect cost pool as well as the overall
indirect cost rate. The indirect cost pools shall be classified wi thin two
broad categories: "Facilities" and "Administration," as described in
subparagraph C. 3.

4. Direct allocation method.

a. Some non-profit organizations treat all costs as direct costs
except general administration and general expenses. These organizations
generally separate their costs into three basic categories: (i) General
administration and general expenses, (ii) fundraising, and (iii) other direct
functions (including projects performed under Federal awards). Joint costs,
such as depreciation, rental costs, operation and maintenance of facilities,
telephone expenses, and the like are prorated individually as direct costs to
each category and to each award or other activity using a base most appropriate
to the particular cost being prorated.

b. This method is acceptable, provided each joint cost is prorated
using a base which accurately measures the benefits provided to each award or
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S~~ndards of hccDun:ing and Finansi~~ ~ep0r:~rig £0: Vo~un~bry Hsalth 2nd Welfare
Drg2niza~ions issued- Jointly by thE Nation~l H~~lth Council, Inc., the National
p..sseinbly 0: Voluntcry HE:äl::h and Sociè.l vJE1.:2r"E: Organizations, and ttJE Unii=ed
vJay oi F.ineric2.

c. Und~r this method, indirect CGsts consist exclusively of general
d.Ornir!istra-cion anc gené!'dl expenss:s. IT! eill ot.Iie:- respect.s, thE: orgaLiz2~ion 1 s
indirect COSt raLes shall be comput.ed in the same manner as that described in
subparagrapli 2.

5. Special iridirect cost rates. In some inst.ances, a single indirect
cost rate for all activities of an organization or for each major function of
the organization may: not be appropriate, since it would not take inLo account
~hose different factors which may substantially affect the indirect costs
applicab1e to a particular segment of work. For this purpose, a particular
segment of work may be that performed under a single award or it may consist of
\-ork under a group of a\-ards performed in a common environment. These factors
may include the physical location of the work, the level' of administrative
support required, the nature of the facilities or other resources employed, the
scientific disciplines or technical skills involved', the organizational
arrangements used, or any combination thereof. When a particular segment of
work iS perfonnedin an enviro:nment which appears to generate a significantly
different level of indirect costs, provisions should be made for a separate
indirect cost pool applicable to such work. The separate indirect cost pool
should be developed during the course of the regular allocation process, and the
separate indirect cost rate resulting therefrom should be used, provided it is
determined that (i) the rate differs significantly from that which would have
been obtained under subparagraphs 2, 3, and 4, and (ii) the volume of work to
which the rate would apply is material.

E. Negotiation and Approval of Indirect CastRates

1. Definitions. As used in this section, the following terms have the
meanings set
forth below:

a. Cognizant agency means the Federal agency responsible for
negotiating and approving indirect cost rates for a non-profit organization on
behalf of all Federal agencies.

b. Predetermined rate means an indirect cost rate, applicable to a
specified current or future period, usually the organization's fiscal year. The
rate is based on an estim~te of the costs to be incurred during the period. A
predetermined rate is hot subject to adjustment.

c.
characteristics
estimated costs
carried forward

Fixed rate means an indirect cost rate which has the same
as a predetermined rate, except that the difference between the
and the actual costs of the period covered by the rate is
as an adjustment to the rate computation of a subsequent period.

d. Final rate means an indirect cost rate applicable to a specified
past period which is based on the actual costs of the period. A final rate is
no~ subject to adjustment.
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~~ imbu=sen~n~, and reporting indire~:. c:::::.s ::~ awards pending the establishmen:.

a final =a~e fo~ the peri~d.

r. :ndi.:-e::t ::OS,-r ;J::oprJ~;Ci=. rn~ar¡s ':rie dCJ:;-lmentatian ?=e~ë:-ed DY an

:):~c¡ani zaë.i::n OJ;' sUQs:.arl:Iat8 ".t:; sla:i.rn for Üie reimbursement of :.ndi::ect costs.
T~ i s proposal provides the basis for the review and negotiation ~eating to ë.he
~s:abJ,ishment of an organiz~tioTilS indi~ec: cost rate.

g. Cost objective mear.s a function, ::jrganizational s:ibdivis:i.on,
contract, grant, or other w0r~ unit for which cost data are desired and for
"Jhi.cri provisio:1 is made to accumulate and measure ::he cost of processes,
proJects, jobs and capitalized projects.

2. Negotiation and approval of rates.

a. Unless differerit arrangements are agreed to by the agencies
concerned, the Federal agency with the largest dollar value of awards with an
organization will be designated as the cognizant agency for the negotiation and
approval of the indirect cost rates and, where necessary, other rates such as
fringe benefit and computer charge-out rates. Once an agency is assigned.
cognizance for. a particular non-profit organization, the assignment will not be
changed unless there is a major long-term shift in the dollar volume of the
Federal awards to the organization. All concerned Federal agencies shall be
given the opportunity to participate in the negotiation process but, after a
rate has been agreed upon, it will be accepted by all Federal agencies. When a
Federal agency has reason to believe that special operating factors affecting
its awards necessitate special indirect cost rates in accordance with
subparagraph D.5, it will, prior to the time the rates are negotiated, notify
the cognizant agency.

b. A non-profit organization which has not previously established
an indirect cost rate wi th a Federal agency shall submit its initial indirect
cost proposal immediately after the organization is advised that an award will
be made and, in no event, later than three months after the effective date of
the award.

c. Organizations that have previously established indirect cost
rates must submit a new indirect cost proposal to the cognizant agency within
six months after the close of each fiscal year.

d. A predetermined rate may be negotiated for use on awards where
there is reasonable assurance, based on past experience and reliable proj ection
of the organization' s costs, that the rate is not iikely to exceed a rate based
on the organization's actual costs.

e. Fixed rates may be negotiated where predetermined rates are not

considered appropriate. A fixed rate, however, shall not be negotiated if íiì
all or a substantial portion of the organization i s awards are expected to expire
before the carry-forward adjustment can be made; (ii) the mix of Federal and
non-Federal work at the organization is too erratic to permit an equitable
carry-forward adjustment; or (iii) the organization's operations fluctuate
significantly from year to year.

f. Provisional and final rates shall be negotiated where neither

predetermined nor fixed rates are appropriate.
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~g:~em~nt betw~eD ~n~ cognizant ag~ncy aDO ~ji~ nGr!-pr0fi~ orga~iz~~ior~. The
cogniz¿nr ~gen~y s~21l dis~~ibute copies of ~n~ agreemen: ~G ~~l concerned
f~oe~ëi 2gencies.

n. li ê. dislJu:.e a~ises irj ô riego:.ici;:ion oÍ an iJièiréc:, cost rate

between ~he sognizaD~ agency and tne non-profi: org~niza~ion. the dispute shall
b~ ~~s(lv8d in ascordaricE wi~h thE app~2ls prQ~9dures of th~ sogni2ant agency.

i. Tv Ltie
agencies iD connection
assistailce as required

Extent that problems are encountered among the
with the negotiation and approval process, OMB
to resolve such problems in a timely manner.

Federal
wïll lend
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C~r=:ila~ No. ~- .

:: S:.. 2':'"2 D :r ':SMS ()F C:C~\ST

~at~Je o~ Conten~s

Advertising and publi:: r~ia~ions =~s~s
7. Advisory counc~ls
~. Alcoholic beverages
4 . Audi t costs and related se~vices
.j .

6.
7.
8

9.
~O.

~ 1.

12.
13.
14.
is.
16.
17 .
18.
19.
20.
2 i.

22.

Bcid deb~s
Bonding costs
Communication costs
Compensa~ion for pe=sonal 3ervi~es
Contingency provisio~3
Defense and prosecution o~ ~~imin~l and cj.v~i p~'o~e~d~ngs, cJ.airrls, appea~.s
and patent infringement
Dep~eciation and use allowa~c~s
Donations and contributions
Employee morale, health, and w'?lfare costS
Entertainment costs
Equipment and other capital expendi~ures
Fines and penalties
Fund raising and investment management cos~s
Gains and losses on depreciable assets
Goods or services for personal use
Housing and personal Ii ving expe~ses
Idle facilities and idle capacity
Insurance and indemni:ication

23. Interest
24. Labor relations costs
2 S . Lobbying
26. Losses on other sponsored agreements or contracts
27. Maintenance and repair ::csts
28. Materials and supplies costs
29. Meet ings and conferences
30. Memberships, subscriptions f and professional acti Vl 'tY costs
31. Organization costs
32. Page charges in professional journals
33. Participant support costs
34. Patent costs
35. Plant and homeland security costs

36. Pre-agreement costs
37. Professional services costs
38. publication and printing costs
39. Rearrangement and alteratio:i costs
40. Reconversion costs
4 i. Recruiting costs
42. Relocation costs
43. Rental costs of buildings and equipment
44. Royalties and other costs for use of patents a:id copyrights
45. Selling and marketing
46. Specialized service facilities
47. Taxes
48. Termination costs applicable to sponsored agreernerits

18
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49. ~~2~niJjg c~s~s
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T:- ¿Tlspa::. c::" 2. or:
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~: i ~ C~ ~ ~~ r No. ~ - ~ 2 ~

."-~:::~,,:::'~TI::~J I~::!v;~ ':.~~ ''':'J~r:

r'a~a~;~"ap~s -j :t:~~ugh ~3 p~~vide p~in~~pl~s ~~ be a~~li~d i~ es~a!)~~sh~ng :he
¿J_l...()waot J. J,;~ Y of c:er.:-_di.ri j. ti:!ms 0: ~CS:. These prj.n::ip.le:.=- e:~r.~i ~A!r!9-::ìe~ 6. "::r,;s:
: ~ea~ed a s dj.re~: ~r iridS_rect. F~iiure to mention a parti=ular ~:em of :~s: is
rl":'j :-_ "~" n t i:! ï-¡d~d 'LC imp) y tr-Id t. :. t i-.' un a 11 Jviabl.s; 1~ 3. ~he:., ~jet~~::rr~irJa::.:_ or: a:: : Ci
d.._i"r')v.ìabii-i-~y in -3ò::t-i -:;as~~ should be bas~d :,)r¡ the ::::'ea-:nier;-: ::'r p:i-ll"':.:r;__~:~s
p~~~l'IJje:-J :cJ: S=_Tnilar ()~ re~ated i:ems oÍ cost.

Adve=:~sing and public relations costs.

a. The te:m ~dvert~siria ~osts means :he cos~s of ad~er:isirig media a;id
::~()rrij.lary adm:nist"rative costs. Adve:rtis.:rig media in-::lucl!2 magazi.nes,

newspape~s, radio and television, direct mail, ex~ibits, electronic or compute:
transmit ta Is, dnd the like.

b. The term public relations includes communj_ ty !E:lations and means thOSE
activities dedicated to maintaining the image of the non-profit o~ganization 0:
maintaining or promoting understanding and favorable relations with the
cormnuni ty or public at large or any segment. of the public.

c. The only allowable advertising costs are those whicn are solely for:

(1) The recruitment of personnel required for the performance by the
non~pro£it organization of obligations arising under a Federal award (See alsG
Attachmen~ B, paragraph 41, Recruiting costs, and paragraph 42, Relocation
costs) ;

(2) The procurement of goods and ser.,Tices for trie perfo=mar;ce of a
Federal award;

(3) The disposal of scrap or surplus materials acquired in the
performance of a Federal award except when non-profit 

organizations a-a

reimbursed for disposal costs àt a predetermined amoun'e; or

(4) Other specific purposes necessary to meet the ~equirements of
the Federal award.

d. The only allowable public relations costs are:

(1) Costs specifically required by the Federal award;

(2) Costs of communicating wi th the public and press pertaining to
specific activities or accomplishments which result from pe=fo~mance of Federal
awards (these costs are considered necessary as part of the outreach ef:ort for
the Federal award); or

(3) Costs of conducting general liaison with news media and
government public relations ofÜcers, to the extent that 'such activities are
limi ted to communication and liaison necessary keep the public informed on
matters of public concern, such as notices of Federal contract/grant awards,
financial matters, etc.
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G2:gan:: zatior~,

pë::òg::aph5 B.

ë~'2- a~low2bJE: to
sponso!ed WG~l: 2rid o~j¡Er work of ~h~ non-p~ofi~
~lie ez~~n~ ~j-~~: ~ti~ prin~~pl~s iT! At~achment A,

onE: Feder~l awë=d a: £or to~n

("D::':'E:CT. Cús:,,S") and C. :" IridirE:"::r. C:os:.s" '¡ art: or~s.:r-vE:d.

f. Unallowable advertising arid Dublic r~lations costs iriclude th~
£cllov.iing:

(1) P.LL adverti5ing and public relations costs otj-Jer than c:S
specified in subparagraphs c, ct, and e;

(2) Cos.ts of meetings, convent.ions, convocations, or other events
related to other activities of the non-profit organization, including:

(a) Costs of displays, demonstrations, and exhibit~;

(b) Costs of meeting rooms, hospitality suites, and other
special facilities used in conjunction with shows and other special events; and

(c) Salaries and wages of employees engaged in setting up and
displaying exhibits ,. making demonstrations, and providing briefings;

(3) Cas ts of promotional items and memorabilia, including models i
gifts i and souvenir s;

(4) Costs of advertising and public relations designed solely to
promote the non-profit organization.

2. Advisory Councíls

Costs incurred by advisory councils or commttees are allowable as a direct cost
where authorized by the Federal awarding agency or as an indirect cost where
allocable to Fedèral awards.

3. Alcoholic beverages. Costs of alcoholic beverages are unallowable.

4. Audit costs and related services

a The costs oÍ audits required by , and performed in accordance with, the
Single Audit Act, as implemented by Circular 1',-133, "Audits of States, Local
Governments, and Non-Profit Organizations" are allowable. 1'.lso see 31 USC
7505(b) and section 230 ("Audit Costs") of Circular F.-l33.

b. Oth~r audit costs ate aii00able if included in an indirect cost rate
proposal, or if specifically approved by the awarding agency as a direct cost to
an award.

c. The cost oÍ agreed-upon procedures engagements to monitor subrecipients who
are exempted from A-l33 under section 200 (d) are allowable i subj ect to the
conditions listed in A-133, section 230 (b) (2) .
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::j~)Íld.i :ig ::~St.3.

r:J, 3.:incJinq cos:.s arise vihen tbe Federal Governmen~ requ.ires assurance
i3gain3: f~~an=iai loss to itself or others by reason of ~he act or default of

They arise also in instances where the non-~~o~'

assurance. Included are such ~onds as bid,
payment, infringement, and fidelity bonds.

~n0 nori-profit organ~:ation.
~) ~qa n~. =d t: iOf¡ requ j, re 5 S imi lar

perfc)rmance f pa~nent f advarice

b. Costs of bonding required pursuant to the terms of the award aTe
allo\,¡ab1e.

c. Costs of bonding required by the nan-profit organization in the
general conduct of its operations are allowable to the e~tent that such bondi~g
is in accordance with sound business practice and the :ates and premiums ar~
reasonable under the circumstances.

7. Communication costs. Costs incurred for telephone services, local and long
distance telephone calls, telegrams, postage, messenger, electronic or computer
transmi ttal services and the like are allowable.

8. Compensation for personal services.

a. Definition. Compensation for personal services includes all
compensation paid currently or accrued by the organization for services of
employees rendered during the period of the award (except as otherwise provided
in subparagraph hI. It ~ncludes, but is not limited to, salaries, wages,
director's and executive committee member's fees, 

incentive awards, fringe

benefits, pension plan costs, allowances for off-site pay, incentive pay,
location allowances, hardship pay, and cost of living differentials.

b. Allowabili ty. Except as otherwise specifically provided in this
paragraph, the costs of such compensation are allowable to the extent that:

(1 I Total compensation to individual employees is reasonable for the
services rendered and conforms to the established policy of the organization
consistently applied to both Federal and non-Federal activities; and

(2) Charges to awards 
whether treated as direct or indirect costs

are determined and supported as required in this paragraph.

c. Reasonableness.

(11 When the organization is predominantly engaged in activities
other than those sponsored by the Federal Government, compensation for employees
on federally-sponsored work will be considered reasonable to the extent that it
is consistent with that paid for similar work in the organization i s other
acti vi ties.

(21 When the organization is predominantly engaged in federally-
sponsored acti vi ties and in cases where the kind of employees required for the
Federal acti vi ties are not found in the organi zation r s other acti vi ties,
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d. Special considerations in determining allowability. Cer~ain
conditions require special consideration and possible lirrd~arions in determining
CGsts under Federal awards ¡.¡here amounts or types of .::ompensation appear
UEYE2sofiablE:. p.JTLong such conditions 22:E thE: £Gllov;1ing:

(1) Compensation to members of non-profit organizations, ~rustees,
directors, associates, officers, or the immediatE families thereof.
Determination should be made that such compensation is reasonable for the actual
personal services rendered rather than a distribution of earnings in excess of
costs.

(2) Any change in an organization's compensation policy resulting in
a substantial increase in the organization's level of compensation, particularly
when it was concurrent with an increase in the ratio of Federal awards to other
acti vi ties of the organization or any change in the treàbnent of allowability of
specific types of compensation due to changes in Federal policy.

e. Unallowable costs. Costs which are unallowable under other paragraphs
of this Attachment shall not be allowable under this paragraph solely on the
basis that they constitute personal compensation.

f Overtime, extra-pay shift, and multi-shift premiums. Premiums for
overtime, extra-pay shifts, and multi-shift work are allowable only with the
prior approval of the awarding agency except:

(1) When necessary to cope with emergencies, such as ~hose resulting
from accidents, natural disasters, breakdowns of equipment, or occasional
operational bottlenecks of a sporadic nature.

(2) When employees are performing indirect functions, such as
adminis tr a ~ion, maintenance, or accounting.

(3) In the performance of tests, laboratory procedures, or other
similar operations which are continuous in nature and cannot reasonably be
interrupted or otherwise completed.

(4) When lower overall cost to the Federal Government will result.

g. Fringe benefits.

(1 i Fringe benefits in the form of regular compensation paid to
employees during periods of authorized absences from the job, such as vacation
leave, sick leave, mili tary leave, and the like, are allowable, provided such
costs are absorbed by all organization acti vi ties in proportion to the relative
amount of time or effort actually devoted to each .

(2) Fringe benefits in the form of employer contributions or
expenses for social security, employee insurance,worJ.nen' s compensation
insurance, pension. plan costs (see subparagraph h), and the like, are allowable,
provided such benefits are granted in accordance with established written
organization policies. Such benefits whether treated as indirect costs or as
direct costs, s'hall be distributed to particular awards and other acti vi ties in
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fur ":.lnempl(ìyment cornpi:risat.ion Qr wo~kers' compensa.t.ion are allCJ"'J2ble ~C) :.b-2
~z~e~t :ha: the provisi0r~s rep~esent ~ea30nabie estimates of ~he iiabili~ies ~~r
suer :-:omperisation, and the types of ::overage, ex::ent oÍ coverage, and ra-:es and
oremJ urr~ would ha~e been allowable had insurance been purchased ~o cover the
ris~s. However, provisions for self-insured liabilities which do not be::ome
pay¿lbJ ~ for more than one year after the provision is made shaii not ex=~ed t~ie
8re3enL value of the liability.

i Î-;
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lb) Where an organization follows a consisten~ policy of
e¡:pensìng actual payments to, or on behalf of, employees or former employees for
unemployment compensation or workers i compensation¡ such payments are allol,iable
i.n the year of payment with the prior approval of t.he awarding agency, provided
:hey are allocated to all activities of the organization.

(4) Costs of insurance on the lives of trustees, officers, or other
employees holding positions of similar responsibility are allowable only to the
extent that the insuranCe represents additional compensation. The costs of such
insurance when the organization is named as beneficiary are unallowable.

h. Organization-furnished automobiles. That portion of the cost of
organization-furnished automobiles that relates to personal use by employees
(including transportation to and from work) is unallowable as fringe benefit or
indirect costs regardless of whether the cost is reported as taxable income to
the employees. These costs are allowable as direct costs to sponsored award
when necessary for the performance of the sponsored award and approved by
awarding agencies.

i. Pension plan costs.

(1) Costs of the organization's pension plan which are incurred in
accordance with the established policies of the organization are allowable,
provided:

(a) Such policies meet the test of reasonableness;

(b) The methods of cost allocation are not discriminatory;

(c) The cost assigned to each fiscal year is determined in
accordance with generally accepted accounting principles (GAAP), as prescribed
in Accounting Principles Board Opinion No. 8 issued by the American lusti tute of
Certified Public Accountants; and

(d) The costs assigned to a given fiscal year are funded for
all plan participants wi thin six months after the end of that year. However,
increases to normal and past service pension costs caused by a delay in funding
the actuarial liability beyond 30 days after each quarter of the year to which
such costs are assignable are unallowable.

(2) Pension plan termination insurance premiums paid pursuant to the
Employee Retirement Income Security Act (ERISA) of 1974 (Pub. L. 93-406) are
allowable. Late payment charges on such premiums are unallowable.
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be reasonable and such costs are ~aid or ascrued pursuant to an agreement
en-:.ered into in good fai. th between :.he organizatiori and tiie employees befoie dIE:
services wer~ rendered, or pursuarJt tG aL es~ablished p~an followed by ~he
organization so consistently as to imply, in effect, an agreement. LO make sucb
payment.

k _ Severance pay_
(1) Severance pay, also commonly referred to as dismissal wages, is

a pa)mrent in addition to regular salaries and wages, by organizations to workers
whose employment is being terminated . Costs of severance pay are allowable only

to the extent that in each case, it is required by
(a) law,
(b) employer-employee agreement,
(c) established policy that constitutes, in effect, an implied

agreement on the organization 1 s part, or
(d) círcumstances of the particular employment.

(2) Costs of severance payments are divided into two categories as
follows:

(a) Actual normal turnover severance payments shall be
allocated to all acti vi ties; or 1 where the organization provides for a reserve
for normal severances, such method will be acceptable if the charge to current
operations is reasonable in light of payments actually made for normal
severances over a representative past period, and if amounts charged are
allocated to all acti vi ties of the organization.

(b) Abnormal or mass severance pay is of such a conj ectural
nature that measurement of costs by means of an accrual ,,1'11 not achieve equity
to both parties. Thus, accruals for this purpose are not allowable. However, the
Federal Government recognizes its obligation to participate, to the extent of
its fair share, in any specific payment. Thus 1 allowabili ty will be considered
on a case-by-case basis in the event or occurrence.

(c) Costs incurred in certain severance pay packages (commonly
known as "a golden parachute" payment) which are in an amount in excess of the
normal severance pay paid by the organization to an employee upon termination of
empioyment and aTe paid to the employee contingent upon a change in management
control over, or ownership of, the organization i s assets are unallowable.

(d) Severance payments to foreign nationals employed by the
organization outsidè the United States, to the extent that the amount exceeds
the customary or prevailing practices for the organization in the United States
are unallowable, unless they are necessary for the performance of Federal
programs and approved by awarding agencies.

(e) Severance pa)mrents to foreign nationals employed by the
organization outside the United States due to the termination of the foreign
natioXl.alas a result of the closing oC or curtailment of activities by, the
organization in that coiintry, are unallowable, unless they are necessary for the
performãnce of Federal programs and approved by awarding agencies.
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ff. 3uppo:~ Qf saJ.a:ie.s and wages.

: ~; Charges ~ú awa~ds f8~ salaries and wages i whe~her t~ea tee 2S

j_,e:t :03t~ or indirect costs, w:ll be based on documented payrolls approved by
d ::"~3ponsible ofÏicial (s) of the organizac:ion. The distribution of salaries and
wdge" ~o awa::ds must be supported by personnel acti vi ty reports, as prescribed
¡ ~ sUbparagraph i 21, except when a substitute system has been approved i~
w,j tlng by ~he cognizant agency. (See subparagraph E.2 of Attachment A.)

: 2:. P-ep0:-~s ~efle-:i'ir:g the distr i.butiari oÍ act.i vi ty of eai:h .:~rntJJ.~)y~(::

must be maintained fo:: all staff members (professionals and nonprofessionals!
i.ihose compensation is cha::ged, in whole or in part, direçtly to awards. In
addition, in order to support the alloçation of indirect costs, such reports
must also be maintained for other employees whose work involves two or more
functions or activities if a distribution of their compensation between such
functions or activities is needed in the determination of the organization's
indirect cost rate(s) (e.g., an employee engaged part-time in indi::ect cost
activities and part-time in a direct function). Reports maintained by non-
profi t organizations to satisfy these requirements must meet the following
standards:

(a) The reports must reflect an after-the-fact dete::mination

of the actual activity of each employee. Budget estimates (i.e., estimates
determined before the services are performed) do not qualify as suppo::t for
charges to awards.

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

(ci The reports must be signed by the individual employee, or
by a responsible supervisory official having first hand knowledge of the
activities performed by the employee, that the distribution of activity
represents a reasonable estimate of the actual work performed by the employee

during the periods covered by the reports.

(d) The reports must be prepared at least monthly and must
coincide with one or more pay periods.

(3) Charges for the salaries and wages of nonprofessional employees,
in addi tion to the supporting documentation described in subparagraphs (1) and
(2), must also be supported by records indicating the total numer of hours
worked each day maintained in conformance with Department of Labor regulations
implementing the Fair Labor Standards Act (FLSA) (29 CFR Part 516). For this
purpose, the term "nonprofessional employee" shall have the same meaning as
"nonexempt employee," under FLSA.

(4) Salaries and wages of employees used in meeting cost sharing or
matching ::equirements on awards must be supported in the same manner as salaries
and wages claimed for reimbursement from awarding agencies.

9. Contingency provisions. Contributions to a contingency reserve or any
similar provision made for events the occurrence of which cannot be foretold
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for normal severance pay ! s~e paragrapt! 8. l:. )

10. Defense and prosecution of criminal and C1V.lJ. proceed~ng.si c~airn.si appeals
and ~atent ~nfr~ngement.

a. Definitions.

(1) Conviction i as used hereini means a judgment or a conviction of
a criminal offense by any court of competent jurisdictioni whether entered upon
as a verdict or a pleai including a conviction due to a plea of nolo contendere.

(2) Costs includei but are not limited toi administrative and
clerical expenses; the cost of legal services i whether performed by in-house or
private counsel; and the costs of the services of accountants J consultants, or
others retained by the organization to assist it; costs of employees, officers
and trustees, and any similar costs incurred before i during, and after
commencement of a judicial or adrnistrati ve proceeding that bears a direct
relationship to the proceedings.

(3) Fraud, as used herein, means (i) acts of fraud corruption or
attempts to defraud the Federal Government or to corrupt its agents, (ii) acts
that constitute a cause for debarment or suspension (as specified in agency
regulations), and (iii) acts which violate the False Claims Act, 31 U.S.C.,
sections 3729-3731, or the Anti-Kickback Act, 41 U.S.C., sections 51 and 54.

(4) Penalty does not include restitution, reimursement, or
compensatory damages.

(5) Proceeding includes an investigation.

b. (l) Except as otherwise described herein, costs incurred in
connection with any criminãl, civil or admnistrative proceeding (including
filing of a falsë cettification) commenced by the Federal Government, or a
State i local or foreign' government, are not allowable if the proceeding: (l)
relates to a violation of, or failure to comply i,Üth, a Federal, State, local or
foreign statute or regulation by the organization (including its agents and
employees) i and (2) results in an~iof the following dispositions:

(a) In a criminal proceeding, a conviction.

(b) In a civil or adrinistrati ve proceeding involving an
allegation of fraud or similar misconducti a determination of organizational
liabili ty.

(c) In the case of any civil or administrative proceeding, the
imposition of a monetary penalty.

(d) A final decision by an appropriaLe Federal official to
debarot S'uspend the organization, to rescind or void an award, or to terminate
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~J .

the action
(DJ J (c: or

~2: If more ~han one proceeding involves the same alleged
m~3~~nduct. th~ sosts of all such proceedings shall be unallowable if anyone of
:heni :~3UJ:S ¡~) ~r!e of the d~spositi~ns stiown in subparag=aph b. (i) .

". -" d prcseed.:ng .:eferred tC in subparagraph b is commenced by the
I;',:deral (.O:Hernment: and is resolved by c::msent or compromise pursuant cc an
agreement entered into by the organization and the Federal Government, then '-tv:!
costs incurred by the organization in connection with such proceedings that are
otherwise not allowable under subparagraph b may be allowed to the extent
specifically provided in such agreement.

d. If a proceeding referred to in subparagraph b is commenced by a State,
local or foreign government, the authorized Federal official may allow the costs
incurred by the organization for such proceedings, if such authorized official
determines that the costs were incurred as a result of (1) a specific term or
condition of a federally-sponsored award, or (2j specific written direction of
an authorized official of the sponsoring agency.

e. Costs incurred in connection with proceedings described in
subpa.:agraph b, but which are not made unallowable by that subparagraph, may be
allowed by the Federal Government, but only to the extent that:

(1) The costs are reasonable in relation to the acti vi ties required
to deal wi th the proceeding and the underlying cause of action;

(2) Payment of the costs incurred, as allowable and allocable costs,
is not prohibited by any other provision (s) of the sponsored award;

(3) The costs are not otherwise recovered from the Federal
Government or a third party, either directly as a result of the proceeding or
otherwise; and,

(4) The percentage of costs allowed does not exceed the percentage
determined by an authorized Federal official to be appropriate, considering the
complexity of the litigation, generallY accepted principles governing the award
of legal fees in civil actions involving the United States as a party, and such
other factors as may be appropriate. Such percentage shall not exceed 80
percent. However, if an agreement reached under subparagraph c has explicitly
considered this 80 percent limitation and permitted a higher percentage, then
the full amount of costs resulting from that agreement shall be allowable.

f. Costs incurred by the organization in connection with the defense of
sui ts brought by its employees or ex-employees under section 2 of the Maj or
Fraud Act of 1988 (Pub. L. 100-700), including the cost of all relief necessary
to make such employee whole, where the organization was found liable or settled,
are unallowable.

g. Costs of legal, accounting, and consultant services, and related
.costs,' incu~red in connection with defense against Federal Government claims or
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appS2~S, an~i~rU5: sui~s, O~ ~r!E p~0Se~U:~OL 0: c~~~rris or appS~~E ~a2_r15: ~r!~
FedE~el Gov=rnmen~f ¿~~ uúê~low2Dl~.

n. Costs of lsgal, àccoun~ingf and consul~anL s=rvises, and ~tla~ed
SOS~5, incurred in cortDection with patent inf~~ngerneni li~iga~ioDf ~~e
u~ailowabl~ unless otherwise provided for in ~h~ sponsored awards.

i. Cos~s which may be unallowabl~ under this paragraph, including
d~rectlv associated costs, shall be segre'gat~d arid accounted for by the
organization separately. During xhe pendency of any proc~ed~ng covered by
sUDparagraphs band f, th~ Feder.:l Government shall genercilly wi ~hhold payrneDt
of such costs. HOwever, if in the best interests of the Federal Government, 'CÌle
Federal Government may provide for conditional payment upon provision of
adequate security, or other adequate assurance, and agreements by the
organization to repay all unallowable costs, plus interest, if the costs are
subsequently determined to be unallowable.

11. Depreciation and use allowances.

a. Compensation for the use of buildings, other capital improvements, and
equipment on hand may be made through use allowance or depreciation. However,
except as provided in Attachment B, paragraph f/.a combination of the two
methods may not be used in connection with a single class of fixed assets (e. g. ,
buildings, office equipment, computer equipment, etc.).

b. The computation of use allowances or depreciation shall be based on the
acquisition cost of the assets involved. The acquisition cost of an asset
donated to the non-profit organization by a third party shall be its fair rri.rket
value at the time of the donation.

c. The computation of use allowances or depreciation will exclude:

(1) The cost of land;

(2) Any portion of the cost of buildings and equipment borne by or
donated by the Federal Government irrespective of where title was originally
vested or where it presently resides; and

(3) Any portion of the cost of buildings and equipment .contributed
by or for the non-profit organization in satisfaction of a statutory matching
requirement.

d. Where depreciation method is followed, the period of useful service
(useful life) established in each case for usable capital assets must take into
consideration such factors as type of construction, nature of the equipment
used, technological developments in the particular program area, and the renewal
and replacement policies followed for the individual items or classes of assets
involved. The method of depreciation used to assign the cost of. an .asset (or
group of assets) to accounting periods shall reflect the pattern of consumption
of the asset during its useful life.

In the absence of clear evidence indicating that the expected consumption of the
asset will be significantly greater or lesser in the early portions of its

..usefullife than in the later portions, the straight-line method shall be
presumed tó be the -appri?priate method.

Depreciation methods once used shall not be changed unless approved in advance
bythecog;r:izê3Bt Federal agency. When the depreciation method is introduced for
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3ueti asse:s mus~ no~ ~x:e~d ~~)e

e. When ~he deprecid~~on method is used for buildings, a building's shell
IT;i'j' ~),:' ~eg::'_~ga:ed :::om ea::r. building ::omponer-¡t (e.;., plumbing system, hea":ing,
~rid a...l~ ~ond~tj.~riing system, etc.) and eacti item depreciated over i~s e5~ima~ed
c.i:;e:'u.: L.te; or :he entire building (i.e., ":he shell and a2.l c:ompcirentsì IT2Y be,
:~~~ted as a single asset and depreciated over a single useful life.

f. When the depreciation me":hod is used for a particular class of assets /
ric. cJepreciatj.on may be allowed on any such assets that, under subparagraph d,
w)uj.d be v.iei,ied as fully depreciated. Hoiiiever, a reasonable use allo'liance may
be negotiated for such assets if warranted after taking into consideration the
amount of depreciation previously charged to the Federal Government, the
es~imated useful life remaining at time of negotiation, the effect of any
inc~eased maintenance charges or decreased efficiency due to age, and any other
factors pertinent to the uti.l.~.za':ion of the asset for the purpose contemplated.

g. Where the use allowance method is followed. the use allowance for
buildings and improvement (including land improvements, such as paved parking
areas, fences, and sidewalks) will be computed at an annual rate not exceeding
two percent of acquisition cost.

The use allowance for equipment will be' computed at an annual rate not exceeding
six and two-thirds percent of acquisition cost. When the use allowance method is
used for buildings, the entire building must be treated as a single asset; the
bui Iding' s components (e. g., plumbing system, heating and air conditioning,
ete.) cannot be segregated from the building's shell.

The two per~ent limitation, however, need not be applied to equipment which is
merely attached or fastened to the building but not permanently fixed to it and
which is used as furnishings or decorations or for specialized purposes (e. g.,
dentist chairs and dental treatment units, counters, laboratory benches bolted
to the floor, dishwashers, modular furniture, carpeting, etc.). Such equipment
will be considered as not being permanently fixed to the building if it can be
removed without the need for costly or extensive alterations or repairs to the
building or the equipment. Equipment that meets these criteria will be subj ect
to the 6 2/3 percent equipment use allowance limitation.

h. Charges for use allowances or depreciation must be supported by
adequate property records and physical inventories must be taken at least once
every two years (a statistical sampling basis is acceptable) to ensure that
assets exist and are usable and needed. When the depreciation method is
followed, adequate depreciatiòn records indicating the amount of depreciation
taken each period must also be maintained.

12. Donations and contributions.

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

b. Donated services received:
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G~g~r:~za~iari by professioD21 and ~echnis~~ pErsonnel / consuit2L~S f and 0~her
s~:~llec 2nd uT.sl:illeè ló.bor. The vc.lu2 of '¿rj~si. services ~s not reimbursablE:
Ei~n~~ 2S 2 di~ect or indi~ect cost. However¡ :h~ valUE Gf rioLat~d services may
DS used tc rr\~et cost sha~ing or matchi~g ~~qui~ements in accordanc~ with ~he
::omrnoL kuli=.

(2) The value of dona~ed services u~ilized in the performance of a
direct cast activity shall, when material in amount, be considered in the
deLermination of ~he non-profit organization' s indirect cos~s or rate Is) and,
accordingly, shall be allocated d proportionate share of applicable indirect
costs when the following exist:

(a) The aggregate value of the services is mat.erial;

(b) The services are supported by a significant amount of the
indirect costs incurred by the non-profit organization; and

(c) The direct ,cost activity is not pursued primarily for the
benefi t of the Federal Government.

(3) In those instances where there is no basis for determining the
fair market v2lue of the services rendered, the recipient and the cognizant
agency shall negotiate an appropriate allocation of indirect cost to the
services.

(4) Where donated services directly benefit a proj ect supported by
an award, the indirect costs allocated to the services will be considered as a
part of the total costs of the proj ect. Such indirect costs may be reimbursed
under the award or used to meet cost sharing or matching requirements.

(5) The value of the donated services may be used to meet cost
sharing or matching requirements under conditions described in Sec. _.23 of
Circular A-lID. Where donated services are treated as indirect costs, indirect
cost rates will separate the value of the donations so that reimursement will
not be made.

c. Donated goods or space.

(1) Donated gooqs; i. e. i expendable personal property/supplies. and
donated use of space may be furnished to a non-profitorgani zation. The value of
the goods and space is not reimbursable either as a direct or indirect cost.

(2) The value of the donations may be used to meet cost sharing Or
matching share requirements under the conditions described in Circular A-lID.
Where donations are treated as indirect costs, indirect cost rates will separate
the value of the donations so that reimbursement will not be made.

13. Employee morale, health, and welfare costs.

ATTACHMENT ..~~__....__.._

PAGE .,.2\... OF ,:5__$.. PAGES
31



o. Tri,= ~:.;S t3 ,.~: f -:ffr).;. ~)/~7.e ~.;: =- \.):-rna '.,;.::'r: ~.lllb~i =a -= 2.Dn.s t rieaJ. '~r: :J;~
.. ~ - - :;i.._ ':

:.:.:~ and/ 0~ in::" ::rna:::~ ~s i ~'ec::-~a ~:ona2 :3 C:~,~..~ ".j i -:: e 3, empl ~)yee cou:; se ~.i.n?
. _.'.'25, and any 'Jtner ë:-:penses inl:u;:::-2~ if: ac::ordaric~ with t.he non-pr8:~t

v .~.~j:..::î:!.ati()r;ls esi:abi.i.shed ?~:dc::.ice :)r .::us~:-)m :or "Lhe improvement 0: vJ;)~kirig
nr...; .~=.~. 01';:;, emr;~. ~iye r--=ffr)l ::.yee :-~ ~a -: i.:,flS i em;..J. :-iyee rHrj:- aie, and employee

:.,:,~:: 7'..) ~ma r~ ce ;J ~::: ci.1.. ~)i...JaJi ~ .

~. Such ~0St3 wilJ. be equi:ab~y appor~ioned to all activitj.9S af :~ie nOT~-
:.,:-:,L.':' o:rganizatiem. I;ocomi: gc::ic:ra~.ed :::oma¡;y of -:hese activi-:ies ifliJ..l ;:,,,
r~: ~dj t~d to ~he cost :hereof unless such income has been irrevosably ser over ~0
~~~:J. :)ye~ wel fa ~e o~gan~ za~j.()ns.

.! 4. Entertainment C8S'LS. Cos:.s 0: en:e:t2i-nment, :ncluding amusement,
d_versl8n. and so=ial a=t~vities and any costs directly associated wi:h 5uch
C8S:S !such as tickets '.0 StlOW5 ~r spor:s events, meals, J.odging, ~en:a~s,
t~an3pn~tation. and gratuities) are unallowable.

i.::. Equipment and other capital expenditures.

a. For purposes of this subparagraph, the following definitions apply:

(1) "Capital ExpendituresH means expenditures for -:he acquisi:ion
cost of capi tal assets (equipment, buildings, land), or expendi tures to make
irnp::ovements to capi:al assets that materially increase their 'Talue or i.se;:ul
life. l\cquisition cost means the cost of the asset including the cost to put it
in place. Acquisition cost for equipmen':, for example, means the net invoice
pr j.ce of the equipment, including the cost of any modifications, a-:tachments,
accessories, or auxiliary apparatus necessary to make it usable for the purpose
ÍJr which it is acquired. Ancillary charges, such as taxes, duty, protective in
t.ransit insurance, freight, and' 

installation may be included in, or excluded

from the acquisition cost in accordance with the non-profit organization's
regular accounting practices.

(2 i "Equipment" means an article of nonexpendable, tangible perso0al
property having a useful life of more than one year and an acquisition cost
which equals or exceeds the lesser of the capitalization level established by
the non-profit organization for financial statement purposes, or $5000.

(3) "Special purpose equipment" means equipment which is used only
for =esearch, medical, scientific, or other technical activities. Examples of
special purpose equipment include microscopes, x-ray machines, surgical
instruments, and spectrome-:ers.

(4) "General purpose equipment" means equipment, ",ihich is not
limited to research, medical, scientific or other technical activities. Examples
include office equipment and furnishings, modular offices, telephone networks,
information technology equipment and systems, air conditioning equipment,
reproduction and printing equipment, and motor vehicles.

b. The following rules of allowabili ty shall apply to equipment and other
capi tal expendi tures:
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r 2 ,; ~~õp:. te.l ~xpend.i turE:S: for SPE:Ci-ë.l purposE: E:qü.~prnen~ c.rE: cllQ\.JablE:
¿s di!'es~ cos~s i prov~d6d ~t!at items wi~h ~ uni~ cost of $5000 or rrlG~e hav~ ~h~
prior approval of tìie awarding agency.

(3) :apit21 expendiLu~e2 for irr~roverrien~5 to land, buildi~gsi or
equipment whict! materially increase their value or useful lifE: 2:'E: unallowable
as 'e. direct COSL except wi tb -eiie p:,ior approval of i:he avJê.rding agency.

(4) When approved as ã direct charge pursuant to paragraph 15. b. (1) i
(2), and (3) abovE, capii:al expenditures will be charged in the period in which

the expenditure 1S incurred, or as otherwise determined appropriate by and
negoti a ted with the awarding agency.

(5) Equipment and other capital expenditures are unallowable as
indirect costs. Ho.wever, see. Attac:hmentB, paragraph 11., Depreciation and use
allowance, for rules on the allowabili ty of Ùse':ållöwances or depreciation on
buildings i ~?pital improvements i and equipment. Also1 see Attachment B1
paragrapb 43. i . Rental costs of buildings and equipment, for rules on the
allowabili ty oÍ rental costs for landi buildings i and equipment.

( 6) The unamortized portion of any equipment written Off as a result
of a change in capitalization levels may be recovered by continuing to claim the
otherwise allowable use allowances or depreciation on the equipment i or by
amortizing the amount to be written off over a period of years negotiated with
the cognizant agency.

16. Fines and penalties. Costs of fines and penalties resulting from
violations of, or Íailure of the organization to comply with Federali State i and
local laws and regulations are unallowable except when incurred as a result of
compliance with specific provisions of an award or instructions in writing from
the awarding agency.

17. Fund raising and investment management costs.

a. Costs of organized fund raising, including financial campaigns i
endowment drives, solicitation of gifts and bequests i and similar expenses
incurred solely to raise capital or obtain contributiòns are unallowable.

b. Costs of investment counsel and staff and similar expenses incurred
solely to enhance income from investments are unallowable.

c. Fund raising and investment acti vi ties shall be allocated an
appropriate sharE: of indirect costs under the conditions described in
subparagraph Í3. 3 of Attachment F..

18. Gains and losse s on depreciable assets.

.a, (1) Gains and losses on sale,
depreci,àble Property shall be included in
credits or charges to cost groupìng(s) in

retirement, or other disposition of
the year in which they occur as.
which the depreciation applicable to

.,..
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: a) The gain or lass is pro=essed through a deprecia:ion
a':-ounr and is re~lected in the depreciation allowable under paragraph 11.

(b) Ttie p=~r)e=~y is given in exchange as part of the pur~nas~
orice of a similar item and the gain or loss is taken into account in
determining the depreciation cost basis of the new item.

(c) A loss resuI:5 from the failure to maintain permissible
insurance. except as otherwise provided in Attachment B, paragraph 22.

(d) Compensation for the use of the property was provided
through use allowances in lieu of depreciation in accordance with paragraph 9.

(e) Gains and losses arising from mass or extraordinary sales,
retirements, or other dispositions shall be considered on a case-by-case basis.

b. Gains or losses of any nature arising from the sale or exchange of
property other than the property covered in subparagraph a shall be excluded in
computing award costs.

i 9. Goods or services for personal use. Costs of goods or services for
personal use of the organization's employees are unallowable regardless of
whether the cost is reported as taxable income to the employees.

20. Housing and personal living expenses.

a. Costs of housing (e.g., depreciation, maintenance, utilities,
furnishings, rent, etc.), housing allowances and personal living expenses for/of
the organization i s officers are unallowable as fringe benefit or indirect costs
regardless of whether the cost is reported as taxable income to the employees.
These costs are allowable as direct costs to sponsored award when necessary for
the performance of the sponsored award and approved by awarding agencies.

b. The term "officers" includes current and past officers and employees.

21. Idle facilities and idle capacity.

a. P,s used in this section the following terms have the meanings set forth
below:

(1) "Facilities" means land and buildings or any portion thereof,
equipment individually or co).lectively, or any 

other tangible capital asset,
wnerever located, and whether owned or leased by the non-profit organization.
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(3) IIIdlE; côT.Jd.Ci-:yll mËans -che un'.sed capacíty oÍ p2r~ic.~ly ì.sed
f~cilities. I~ ~s th~ difference between: (~) ~hat which a facili:y cocld
açhiev~ under lOD p~rcent operating ~ime or 2 one-shift basis less operating
iriterruptj.oris resulting from time lost for repairs, setups, unsa-=isfac~ory
materials, and other normal delays; and (t) the extenr to which the facility was
eictue:~iy used to rrieet den\ancis during thE: accounting pEriod. l. mul -ci-shi£t basis
should be used if it can be shown t.hat this amount of usage would normally be
expected for the type of facility iDvol ved.

(4) "Cost of idle facilities or idle capacity" means costs such as
maintenance, repair, housing, rent, and other related costs, e.g., insurance,
intere st., property taxes and depreciation or use allowances.

b. Th~ costs of idle facilities are unallowable except to the extent that:

(1) They are necessary to meet fluctuations in workload; or

(2) Although not necessary to meet fluctuations in workload, they
were necessary when acquired and are now idle because of changes in program

requirements ,'efforts to L.achieve more economical operations, reorganization,
terminatiüD, or other causes which could not have been.reasonably foreseen.
Under the exception stated in this subparagraph, costs of idle facilities are
allowable for a reasonable period of time, ordinarily 

not to exceed one year,

depending on the initiative taken to use, lease, or dispose of such facilities.

¿. The costs of idle capacity are normal costs of doing business and are a
factor in the normal fluctuations of usage or indirect cost rates from period to
period. Such costs are allowable, provided that the capacity is reasonably
anticipated to be necessary or was originally reasonable and is not subject to
reduction or elimination by use on other Federal awards, subletting, renting, or
sale, in accordance with sound business, economic, or security practices.
Widespre ad idle capacity throughout an entire facility or among a group of
assets having substantially the same function may be considered idle facilities.

22. Insurance and indemnification.

a. Insurance includes insurance which the organization is required to
carry, or which is approved, under the terms of the award and any other
insurance which thë organization maintains in connection with the general
conduct of its operations. This paragraph does not apply to insurance which
represen ts fringe benefits for employees (see subparagraphs 8. g and 8. i (2) )

(1) Costs of insurance required or approved, and maintained,
pursuant to the award are allowable.

(2) Costs of other insurance maintained by the organizátion in
connection ,,'i th the general conducr of its operations are allowable subj ect to
the following limtations:

(a) Types and extent of coverage shall be in accordance with
sound business practice and the rates and premiums shall be reasonable under the
circumstarices.
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'~r:~ ~x:~nt :~at :ne ')=g2niza~~~n is liable fa: such ~.oss or damage.

(d~ P~~vi5ions for a r~3ert7e uride: a se:f-insu~ance p~ogram
are allowable to th~ ex:ent that ~ypes of coverage, 9xt~nt of cove~age, ra~es,
dnd premiums would have been allowed had insurance been purchased to cover che
=is~s. However, provision for known or reasonably estimated self-insured
j..~,atiJ -i ti.e;..i whi=h do no": bec:~me payabl~ for mo:-e than one year aft~r the
PCC)ViS..0n J.:ï made, snall not exceed tIle present value oI the lj.abj.l.ity.

(ej Costs of insurance on the lives of trustees, oi:ice~s, O~
other employees hold:;ng positions of similar responsibilities are allowable only
to the extent that "he j.nsurance represents addj.tional compensation (see
subparagraph 8. 9 (41 j. The cost of such insurance when the organization is
identified as the beneficiary is unallowable.

(f) Insurance against defects. Costs of insurance wi th
respect to any costs incurred to correct defects in the organization's materials
or workmanship are unallowable.

(g) Medical liability (malpractice) insurance. Medical
liabili ty insurance is an allowable èost of Federal research programs only to
the extent that the Federal research programs involve human subj ects or training
of participants in research techniques. Medical liability insurance costs shall
be treated as a direct cost and shall be assigned to individual projects based
on the manner in which the insurer allocates the risk to the population covered
by the insurance.

(3) Actual losses which could have been covered by permissible
insurance (through the purchase of insurance or a self-insurance program) are
unallowable unless expressly provided for in the award, except:

(a) Costs incurred because of losses not covered under nominal
deductible insurance coverage provided in keeping with sound business practice
are allowable.

(b) Minor losses not covered by insurance, such as spoilage,
brea kage, and disappearance of supplies, which occur in the ordinary course of
operations, are allowable.

b. Indemnification includes securing the organization against liabilities
to third persons and any other loss or damage, not compensated by insurance or
otherwise. The Federal Government is obligated to indemnify the organization
only to the extent expressly provided in the award.

23. Interest.

a. Costs incurred for interest on borrowed capital, temporary use of
endovnnent funds, or the use of the non-profit organization's own funds, however
represented, are unallowable. However, interest on debt incurred after
September 29, 1995 to acquire or replace capital assets (including
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(: ~ For ~acilitie5 ~cqLis~tions Ex=luding renovations and
~lterations) tosti~g oVer SIO--:~illio~ wherE ~he ~edEr21 Government's
?"simi:)ursement is expected i:c equal or' exceed 40 percent oÍ an asset 1 s cost, thE:
nor!-prGfi~ ol'ganization prepa~es, prior ~G ~tJE asguisition or replacement of th~
capi:CiJ asset sj i è. just.iricdtion that dernonsr.rati:s 1.hE nE:ed for thE: Íëtci2.:.ty .:n

tne sonduct of federally-sponsored activities. Upon request, the needs
justification must be provided to the Federal agency with cost cognizance
authority as a prerequisite to the continued allowability of interesL on debt
and depreciation related to the facility. The needs justification for the
acquisition ûf a facility should include, at a minimum, the following:

(a) A statement of purpose and justification for facili ty
acqu:si tion or replacement

(b) A statement as to why current facilities are not adequate

(c) A statement of planned future use of the Íacili ty

(d) A description of the financing agreement to be arranged
for the facility

(e) A sumary of the building contract with estimated cost
information and statement of source and use of funds

(f) A schedule of planned occupancy dates

(2) For facilities costing over $500,000, the non-profit
organization prepares, prior to the acquisition or replacement of the facility,
a lease/purchase. analysis in accordance wi th the provisions o.f Sec. _.30
through _.37 of Circular...A--ll0, which shows that a financed purchase or capital
lease is less costly to the orgànization than other leasing alternatives, on a

net present .yalue basis. Discount rates used should be equal to the non-profit
organization i s anticipated interest rates and should be no higher than the fair
market rate âvailable to the nôii-profi t organization from an unrelated (" arm i S
length") third-party. The lease/purchase analysis shall include a comparison of
the Tiet present value of theproj ected total cost comparisons of both
alternativespv;er trie period the asset is expected to be used by the non-profit
organization. The cost comparisoIis associated with purchasing the facility shall

include the estimatedpur.cnase price, anticipated operating and maintenance
costs (including property taxes i if applicable) not included in the debt
financing,. less any estimated asset. sal vage value at the end of the period
defined above. The cost cDinpårison for a capital lease shall include. the
estimated total lease payments, any estimated bargain purchase option, operating
and maintenance costs, and taxes not included in the capital lëasing
arrangement, less any estiIDated credits due under the lease at the end of the
period defined above. Proj ecteif operating lease costs shall be based on the
anticipated cost of leasing comparable facilities at fairmatkët rates under
rental agreements that would be renewed or reestablish~d over the period defined
above, and any expected maintenance costs and allowable property taxes to be
bo.rnebythe non-profit organization directly or as part of the lease
arraIlgemèht;
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~ 4 ¡ Inv~stment ~~r:!ings, ~ric~udirig ~~~~=est income, 8D bond or ~Qari
p:- ._:~:.::_j.;Úii-, pending payment 0: :.rie C::Jnst.=u':~ian 0~ 3.cqui.S2. :ion ::e;sts f a!'f: L;.::iec :.(..
G~'~3~t 21~_0wable interest cost. A~bitrage e3~nings repd~tabie to t~ie In=e~nal
Re7~~ue Se rvice are not ~equired to be offset agai~s~ allowable in~erest 80StS.

(5) Reimbu.rsements a::e limited to the least cos,tly a':te::native based
C)~: ::he ~-.o':al cost analysis required under subpa:-agraph :0). For example, if ar:
Clv':::ating lease is determined to be less costly than purchasing through debt
LrlrlnCing, then reimbursement is limited to the amount determined :f leasing had
been used. In all cases where a lease/purchase analysis is performed, Federal
rein~ursement shall be based upon the least expensive alternative.

(6¡ Non-profit organizations are also subject to the following
condi tion~::

(a) Interest on debt incur:-ed to finance or refinance assets
acquired before or reacquired after September 29, 1995, is not alloi-iable.

(b) Interest attributable to fully depreciated assets is
unal low able.

(c) For debt arrangements over $1 million, unless the non-
profi t organization makes an initial equity contribution to the asset purchase
of 25 percent or more, non-profit organizations shall reduce claims for interest
expense by an amount equal to imputed interest earnings on excess cash flow,
which is to be calculated as follows. Annually, non-profit organizations shall
prepare a cumulative (from the inception of the project) report of monthly cash
flows that includes inflows and outflows, regardless of the funding source.
Inflows consist of depreciation expense, amortization of capitalized
construction interest, and annual interest expense. For cash flow calculations,
the annual inflow figures shall be divided by the number of months in the year
(usually 12) that the building is in service for monthly amounts. Outflows
consist of initial eqUity contributions, debt principal payments (less the pro
rata share attributable to the unallowable costs of land) and interest payments.
Where cumulative inflows exceed cumulative outflows, interest shall be
calculated on the excess inflows for that period and be treated as a reduction
to allowable interest expense. The rate of interest to be used to compute
earnings on excess cash flows shall be the three month Treasury Bill closing
rate as of the last business day of that month.

(d) Substantial relocation of tederally-sponsored activities
from a facility financed by indebtedness, the cost of which was funded in whole
or part through Federal reimbursements, to another facility prior to the
expiration of a period of 20 years requires notice to the Federal cognizant
agency. The extent of the relocation, the amount of the Federal participation in
the financing, and the deprèciation and interest charged to date may require
negotiation and/or downward adjustments of replacement space charged to Federal
programs in the future.

(e) The allowable costs to acquire facili ties 
and equipment

are limited to a fair market value available to the non-profit organization from
an unrelated ("arm's length") third party.
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L. For nor:-profi"L 02:ga.L2.Zç-I.i-úfi.s subjE:c:, :'CJ 'lfü2-1 c:ovE:::agslll Ufjd~~ :'n~ Casi:
ACC0unt~ng .St~nda!-as (C~C) as dE5ined- at 48 :FP 9903.201, th~ irlLE=SSI
2llo,,laLili ty provisioLS 0f subparagrCipb a cCe not apply. Ins-c;:ad, tnese
organizations' sponsû~ed ~g~eements are SUbJ8Ct to CAS 414 (48 CFP 990~.414),
cost of TftOney as ár! E:leIflE:nt oÍ tbe CCJst oÍ :acilit.i.es capi!.ë.2., and CP..S 417 (48

eFP ~~ü3 417), cosr of money as an element of the cosr of capi'Cal assets under
cor:s-:ruc:iori.

c. The following dEfinitions are tG b~ u5~d for purposes of ~b:s
paragrapJ' :

(II Re-acquired assets means assets held by the non-profit
organization prior to September 291 1995 that have again corne to be held by
the organizatiob, whether through repurchase or refinancing. It does not include
aisets acquired to replace older assets.

(2) Initial equity contribution means the amount or value of
contributions made by non~profit organizations for the acquisition of the asset
or prior to ocèupancy of facilities.

(3) F.sset costs means the capitalizable costs of an asset, including
construction costs i acquisition costs, and other such costs capitalized in
accordance wi th GAAP.

24. Labor relations costs. Costs incurred in maintaining satisfactory
relations between the organization and its employees, including costs of labor
management commttees, employee publications, and other related activities are
allowable.

25 . Lobbying.

a. Notwithstanding other provisions of this Circular, costs associated
wi th the following activities are unallowable:

(1) F.ttempts to influence the outcomes of any Federal, State, or
local election, referendumi initiativE i or similar procedure, through in kind or
cash contributionsi endorsements, publicity, or similar acti vi ty;

(2) Establish.ingi administering, contributing to, or~paying the
expenses of a political pàrtyi campaign, political action committeei or other
organization established for the purpose of influencing the outcomes of
elections;

(3) Any attempt to influerice: (i) The introduction of Federal 
or

State legislation; or (ii) the enactment or modification of any pending Federal
or State legislation through communication with any member or employee of the
Congress or State legislature (including efforts to' influence State or local
officials to engage in similar lobbying activity), or with any Government
official op employee in connectión wi th a decision to sign or veto enro'lled
legislation;

(A) Any attempt to influence: (i) The introduction of Federal or
State legislation; or (ii) the enactment or modification of any pending Federal
or State legislation by preparing, distributing or using publicity or
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:5) Legi31a~i.v~ J.j.a~sQ~ actj.vi~ies, iri~iudi~g a~tendanse at

J?:-.~j_~)~a:~.'le sessior.s :)!: -:.:)Tnmi,::~~ h~ar~ngsi gatbe:::.ng if!=o=ma~i~n :-~ga:-di:-!g
1.~çi~lationl and analyzirig the effect of l~gislati~nt when SUCli ac~iv~ties ar~
::a::-':~_7;d ~n in suppa:-: 8: Gl. in kno\-iing prepa~a~ion :0:: an e.:::o:-t :0 eriGag~ .1IJ
urial ~.awab J.e l.obbyirig.

b. TtlE following activi:ies a~e exceoted from ~h~ cove~aae of
.~UrJp2~~Jgr¿¡pt~ 2:

!). ì Providing a technical and factual presentation of infonnatj.-,.lr, 'In
Cl topic directJ y related to the performance of a grant, contract or other
agreement th::ough hearing testimony, statements or letters to the Congress or a
State legislCl"Cure, or subdivision, member, or cognizant staff member tht:reof, ".n
response to a documented request (including a Congressional Record notice
requesting testimony or statements for the record at a regularly scheduled
hearing) made by the recipient member, legislative body or subdivision, or a
cognizant staff member thereof; provided such information is readily obtainable
and can be readily put in deliverable form; and further provided that costs
under this section for travel, lodging or meals are unallowable unless incurred
to offer testimony at a regularly scheduled Congressional hearing pursuant to a
written request for such presentation made by the Chairman or Ranking Minority
Member of the Committee or Subcommittee conducting such hearing.

(2) Any lobbying made unallowable by subparagraph a (3) to influence
State legislation in order to directly reduce the cost, or to avoid material
impairment of the organization's authority to perform the grant, cont::act, or
other agreement.

(3) Any activity specifically authorized by statute to be underLaken
with funds from the grant, contract, or other agreement.

c. (1) When an organization seeks reimbursement for indirect costs,
total lobbying costs shall be separately identified in the indirect cost rate
proposal, and thereafter treated as other unallowable activity costs in
accordance with the procedures of subparagraph B.3 of Attachment A.

(2) Organizations shall submit, as part of the annual indirect cost
rate proposal, a certification that the requirements and standards of this
paragraph have been complied with.

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

(4) Time logs, calendars, or similar records shall not be required
to be created for purposes of complying with this paragraph during any
particular calendar month when: (1) the employee engages in lobbying (as defined
in subparagraphs (a) and (b)) 25 percent or less of the employee's compensated
hours of employment during that calendar month, and (2) wi thin the preceding
five-year period, the organization has not materially misstated allowable or
unallowable costs of any nature, including legislative lobbying costs. When
conditions (1) and (2) are met, organizations are not required to establish
records to support the allowabliliy of claimed costs in addition to records
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~~rs2dy required or m~ir~~2~Ded. ~~SG, w~eD co~-~~~:~on5 1) ano L ~~~ rri~: f ~n~
absen.CE of iim~ logs, c2~enda~s! or simi~2r ~~=ords w~~l Dot S8TVE. a~ ~ naS~5
fo~ dis-allowing CG5~~ by çon~est~ng es~irria:e5 of lobDying :ime s~er): D~;
ernployees during ó c21enc:ar rrlOJl~I-~_.

(:,) kgencie~ sr.12ll..E:s.t.a.Ll~sh prGc~du:-E:s for resc.i2.v::rig ili ãO~,;2nc:=, ir~
c:orisulca':iorJ v!~'c:L Ot"iB, any significant questions or disagrE:errLeri'Cs concerning the
in~erpretatioI'J or applica~ioD of ~a!.agraph 25. Any such adv~ncE resolution shall
bE binding in any subsequent se'C'Clemen'Cs, audi~s or inVEstigations wiLh respect
to rhat grant or cont=ac: for pu~püse8 of inte~p~etation of tLis Circular;
provided, however, chat chis shall not De construed to prevent a contrac'Cor or
grantee from contesting ehe lawfulness of such a de~ermination.

d. Executive lobbying costs. Cost.s incurred in attempting to
improperly influence ei thE:r directly or indirectly, an employee or officer of
the Executive Eranch of che Federõl Government to givE: consideration or to act
regarding à sponsored agreement or a regulatory matter are unõllowàble. ImpropE:r
influence means any influence that induces or tE:nds to induce a Federal employee
or officer to give consideration or to act regarding a federally-sponsored
agreement or regulatory matter on .anybas,is. other than the merits of the matter.

26. Losses on other sponsored agreements or cpntracts. Any excess of costs
over income on any award is unallowable as a cost of any othèr award. This
includes,' but is not limi tedto ,the organization's contributed portion by
reason of cOst sharing agreements or any under-recoveries through negotiation of
lump sums for, or ceilings on, indirect costs.

27. Maintenance and repair costs. Costs incurred for necessary maintenance,
rëpair, or upkeep of buildings and equipment (including Federal property unless
otherwise provided for) which neitner add to the permanent value of the property
nor appreciably prolong its intended life, but keep it in an efficient operating
condi tion, are allowable. Costs incurred for improvements which add to the
permanent value of the buildings and eqllipmentor appreciably prolong their
intended life shall be treated as capital expendi tures (see paragraph 15).

28. Materials and supplies costs.

a. Costs incurred for materials, supplies, and fabricated parts necessary
to carry out a Federal award are allowable.

b. Purchased materials and supplies shall be charged at their actual
prices, net of. applicable credits. Withdrawals from general stores or
stodro0IÌs should be charged at their actual net cost under any recognized
method of pricing inventory withdrawal s i consistentl y applied. Incoming
transportation charges are a proper part of materials and supplies costs.

c. Oi1iy materials andsi.pplies actually used for the performance of a
Federal award may be chdr'ged as'dÙect costs.

d. Where fE=derally-'cìonatedor furnished materials are used in .performing
the Federal award, such materials will be used without charge.
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'~(j. Menibershj.ps¡ subscriptl:JT1S i and professional act:' vi ty c::.st.s.

d. c.~os~s of t.he !lon-p!::i:it. organization's. rnembership in busin~ss¡
~echnical, and professional organizations a~e allowable.

b. Costs of the non-profit orga~iza~ion' s subsc~iption5 to busin~ss,
p~o~~ssianaJ., and technical periodicals are allowable.

c. Costs of membership in any civic or communi ty organization are
allowable with prior approval by Federal cognizant agency.

d. Costs of membership in any. country club or social or dining club or
organization are unallowable.

31. Organization costs. Ex~enditures, such as incorporation fees, brokers'
fees, fees to promoters, organizers or management consultants, attorneys,
accountants, or investment counselors, whether or not employees of the
organization, in connection with establishment or reorganization of an
organization, are unallowable except with prior approval of the awarding agency.

32. Page charges in professional journals. Page charges for professional
journal publications are allowable as a necessary part of research costs, where:

a. The research papers report work 
supported by the Federal Government;

and

b. The charges are levied impartially on all research papers published by
the journal, whether or not by federally-sponsored authors~

33. Participant support costs. Participant support costs are direct costs for
i terns such as stipends or subsistence allowances, travel allowances, and
registration fees paid to or on behalf of participants or trainees (but not
employees) in connection with meetings, conferences, symposia, or training
proj ects. These costs are allowable with the prior approval of the awarding
agency.

34; Patent costs.

a. The following costs relating to patent 
and copyright matters are

allowable: (i) cost of preparing disclosures, reports, and other documents
required by the Federal award and of searching the art to the extent necessary
to make such disclosures; (ii) cost of preparing documents and any other patent
costs in connection with the filing and prosecution of a United States patent
application where title or royalty-free license is required by the Federal
Government to be conveyed to the Federal Government; and (iii) general
counseling services relating to patent and copyright matters, such as advice on
patent and copyright laws, regulations, clauses, and employee agreements (but
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II¡ cos~ of preparing disclo5ures, reports, and other documents and
of sE2rcDirig the ar~ ~G che ~xtent ri8c85sary ~G makE d~sclosures not required by
LI-e award

(2) Costs in connection with filing and prosecuting any foreign
patent application, or any United SLates patent application, where the Federal
award does not require conveying title or a royalty-free license to the Federal
Government (but see paragraph 45., Royal ties and oLher costs for use of patents
and copyrights).

35. Plant and homeland security costs. Necèssary and reasonable expenses
incurred for routine and homeland security to protect facilities, personnel, and
work products are allowable. Such costs include, but are not limited to, wages
and uniforms of personnel engaged in security acti vi ties ¡equipment ¡barriers i
contractual security services ¡consul tants i etc. Capital expenditures for
homeland and plant security purposes are subj ect to paragraph 15., Equipment and
other capital expenditures, of this Circular.

36. Pre-agreement costs. Pre-award costs are those incurred prior to the
effective date of the award directly pursuant to the negotiation and in
anticipation oÍ the award where such costs are necessary to comply with the
proposed deli very schedule or period oÍ performance. Such costs are allowable
only to the extent that they would have been allowable if incurred after the
date oÍ the award and only with the written approval oÍ the awarding agency.

37. ProÍessional services costs.

a. Costs of professional and consultant services rendered by persons who
are members of a particular profession or possess a special skill, and who are
not officers or employees of the non-profit organization, are allowable, subject
to subparagraphs band c when reasonable in relation to the services rendered
and when not contingent upon recovery of the costs from the Federal Government.

In addition, legal and related services are limited under Attachment B,
paragraph IO.

b. In determining the allowabili ty of costs in a particular case, no
single factor or any special combination of factors is necessarily
determinati ve. However, the following factors are relevant:

(1) The nature and scope of the service rendered in relation to the
service required.

(2) The necessity of contracting for the service, considering the
non-profi t organization i s capability in the particular area.

(3) The past pattern of such costs, particularly in the years prior
to Federal awa'td::L
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(7) The qualifications of the indj.vidual or concern rendering en",
service and the customary fees charged, especially on non-Federal awards.

! 8 ¡Adequacy (Jf the contractual agreenien~ fo~ the service (e. g. ,
descriptior: of the service, estimate of time required, ra::e of compensa:.iori, ilrid
ce~mj na t j.on provisions) .

c. In addition to the factors in subparagraph b, retainer fees to be
allowable must be supported by evidence of bona fide services available or
rendered

38. publication and printing costs.

a. publication costs include the costs of printing (including the
processes of composition, plate-makingi press worki bindingi and the end
products produced by such processes) i distribution, promotioni mailing i and
general handling. publication costs also include page charges in professional
publ ica t ions.

b. If these costs are not identifiable with a particular cost objectivei
they should be allocated as indirect costs to all benefiting activities of the
non-profit organization.

c. Page charges for professional journal publications are allowable as a
necessary part of research costs where:

(l) The research papers report work supported by the Federal
Governmen t: and

(2) The charges are levied impartially on all research papers
published by the journali whether or not by federally-sponsored authors.

39. Rearrangement and alteration costs. Costs incurred for ordinary or normal
rearrangement and alteration of facilities are allowable. Special arrangement
and alteration costs incurred specifically for the project are allowable with
the prior approval of the awarding agency.

40. Reconversion costs. Costs incurred in the restoration or rehabilitation of
the non-profit organization 1 s facilities to approximately the same condition
existing immediately prior to commencement of Federal awards, less costs related
to normal wear and tear i are allowable.
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~ 1 . Rsçru~ ~~ngcosts .

c. Subject te. sUbp-e.~êig:-apr.~s .c, c, ana \.i anc provided "'riat :.bE: si:.i= 0:
~hE staff recruited .and m~in~e.ined is ~n k~eping wi~h workload ~equ~rem~n~5J
c:osi:s of I'help wanted:'l advertisirJg, ope!"òting costs oÍ C1f1 eTnployinen-i offi.cE:

necessary LO secure and ffaintëin an aàequõt~ s~áff i cos~s of operating an
apt..i ::udE: arJd educatiof1ãl testing program, t.rave.2 cost.s oÍ employees wLili:
engaged in recruiTing personnel, travsl cos~s of applicants for interv~ews for
prospective employnieni:, and relocai:ioD costs incurred incident to recrui trnerit of
new emplo)'èes, are allowable to the Extent that such costs are incurred pursuant
to a well~managed recruitment program. Where the organization uses employment
agencies, costs that aTe' not in excess of standard commercial rates for sucb
services are allowable.

b." In publications, costs of help wanted advertising that includes color,
includes advertising material for other Lhan recruitment purposes, or is
excess! ve in. size. (taking into consideration recruitment. purposes ror wbich '.
intended and normal orgànizational practices ili ,this respect), are unallow'at/le.

c. 'Costs of help wanted advertising, special emoluments, fringe benefits,
andsâlary allowances incurred to attract professional pi;rsonnel from other
organizations:thatdo not meet the test of reasonableness or do not conform with
the establishèd practices of the organization, are uDâllowable.

d. Where relocation costs incurred incident to recruitment of a new
employee have been'allowed either as an allocable direct or indirect cost, and
the newly hired employee resigns for reasons wi thin his control wi thin twelve
months after being hired, the organization will be required to refund or credit
such relocation costs to the Federâl Government.

42. Relocation costs.

a. Relocation costs are costs incident to the permanent change of duty
assignment (for an indefinite period or for a stated period of not less than 12
months) of an existing employee or upon recruitment of a new employee.
Relocation costs are allowable, subject to the limitation described in
subparagraphs b, c, and d, provided that:

(1) The move is for the benefit of tbe employer.

(2'f Reimbursement to the employee is in accordance with an
established written policy consistently followed by the employer.

(3) The reimbursement does not exceed tbe employee 1 s actuâl (or
reasonably estimated) expenses.

b. Allowable relocation costs for current employees are limited to the
following:

(1) The costs of transportation of the employee, members of his
immediate family and his household, and personal effects to the new location.
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..J.Dsirlg -:ost..S, .suc:~: as ~)r-ok:e::age, ~egai, and ap?::aisal fees,
~"LC~_J"'j~:-";-"" _'_ thi:! di,spo:j_t.ion of the emp:'oyeels forme!" borne. These cos:s, ~l.);!-eth~:
v!.i, ::¡-~ ..:~"",-j3l: described .2~1 r 4), aJ~e J_imi ted to 8 perce~-: of ~he sales price af ths
~mploy~~ i 5 fo~mer hom~.

\ 4; TriE c;.::ntinuing ::OSL.S oÍ ownership of the vacant former home
iif:.e:: ::he 5ettlement or lease date of the employee i s new permanent home, such 2S
maintenance of buildings and grounds I exclusive of fixing up expenses),
utilities, taxes, and property insurance.

r 5) Other necessary and reasonable expenses normally incident to
relocation, such as the costs of canceling an unexpi::ed lease, disconnecting and
reinstalling household appliances, and purchasing insurance against loss of or
damages to personal property. The CQst of canceling an unexpired lease is
limi ted to three times the monthly rental.

c. Allowable relocation costs for new employees are limited to those
descr ibed in (1) and (2) of subparagraph b, When relocation costs incurred
incident to the recruitment of new employees have been allowed either as a
direct or indirect cost and the employee resigns for reasons wi thin his control
within 12 months after hire, the organization shall refund ~r credit the Federal
Government for its share of the cost. However, the costs of travel to an
overseas location shall be considered travel costs in accordance with paragraph
50 and not relocation costs for the purpose of this paragraph if dependents are
not permitted at the location for any reason and the costs do not include costs
of transporting household goods.

d. The following costs related to relocation are unallowable:

(Ii Fees and other costs associa':ed with acquiring a new home.

(2) A loss on the sale of a former home.

(3) Continuing mortgage principal and interest payments on a home
being sold.

(4) Income taxes paid by an employee related to reimbursed
relocation costs.

43. Rental costs of buildings and equipment.

a. Subject to the limitations described in subparagraphs b. through d. of
this paragraph 43, rental costs are allowable to the extent that the rates are
reasonable in light of such factors as: rental costs of comparable property, if
any; market conditions in the area; alternatives available; and, the type, life
expectancy, condition, and value of the property leased. Rental arrangements
should be reviewed periodically to determine if circumstances have changed and
other options are available.

b. Rental costs under "sale and lease backH arrangements are allowable
only up to the amount that would be allowed had the non-profit organization
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c; Rent.al costs unàer JllE:ss-than-ãrrns-leng-ch'l le2.sE:5 2rE: a.llow'at-l-= úT.ly up
1:G thr: amount: r 2.:S explàinfd ir~ subparagra'pb b. of "Chis paragraph 4 j. ¡ ttiat i,Jould
De cllowed had i:itle L.O ttie p:coperty ves:ed in c:he non-p:cofi L orgãnizai:ion. For
this purpos~, a less-than-arms-lengi:n lease is one under which one party to i:he
lease ag:ceement is able to control or subsi:antially inf~uence the aci:ions of i:he
oi:her. Such leases include, bUT: Bre noi: limited to those between (i) divisions
of a non-profit organizaLiori; (iÎì non-profii: organizãtions under corriori control
through common officers, directo:rs, OE members; and (iii) c non-profit
organization and ã director, trustee, officer, or key employee of the non-profit
o:rganizatlon or :nis iiiediatE: family, either directly or through corporations,
trust~, ?:t sirnilãÌ: arrangements in \-lhich they hold a controlling interest. For
example, a noii-profit organization may establish a separate corporation for the
sole purpose of owning p:roperty ãnd 1 easing it back to the non-profit
o:rgafiization.

d. Rental costs under leases which. are require? to be treated as capital
leases UDder Gl'Jl.P are allowable only up to the anount(as explaiiied iD
subparagraph b) thatwoüld be allowed had the non-profit organiiation purchased
the prOBert yon the date th(~lease agreement was executed. The provisions of

Financial Accounting Standards Board Statement 13, Accounting for Leases, shall
be'use'(¡todetermne whether a lease is a capital lease. Interest costs related
to capital leases are allowable to the extent they meet the criteria in
subparEigraph23. Unãllowable .costs include amounts paid for profit, management
fees, and taxes that would not have been incurred had the non-profit
organization purchased the facility.

44. Royalties and other costs for use of patents and copyrights.

a. Royalties on a patent or copyright or amortization of the cost of
acquiring by purchase a copyright, patent, or rights thereto, necessary for the
proper performance of the award are allowable unless:

(1) The Federal Government has a license or the 
right to free use of

the patent or copy:right.

r2) The patent or copyright has been adjudicated to be invalid, or
has been administratievelydetermined to be invalid.

(3) ThE: patent or copyright is considered to be unenforceable.

(4) The patent or copyright is expired.

b. Special càre should be exercised in determining reasonableness whe:re
the royalties may have arrived at as a result of less-thaD-arm's-length
bargaining, e. g. :

(1) Royalties paid to persons, including corporations, affiliated
with the non-profit organization.

(2) Royalties paid to unaffiliated parties, including corporations,
under :anagr~e~ent entered into in contemplation that a Federal award would be
made.
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G:-:J~J.~ organization, ~he amount o~ ~oyalty al~_owed should not exceed ~he :ost
w~.j.:~~ would have been a2.i0W~d had :tJe non-?rofj.t o=ganiza~ion retained ~i~le
~:::i:::-e':o .

In any C2Sle i.nvoJ.-,,-j.riq a paten~ 0: cI:;?Y:-:Lg:¡t £ctrne~~.v' :)"v.¡neò by :(!-2 nor:-

¿: ~elling and marketing. Casts of selling and marke~ing any products or
services of the non-pro~it orga~iza~ion are unallowable (unless allowed under
A:cachment B, paragraph 1. as allowable public relations cost. However, these
costs are allowable as direct costs, with prior approval by awarding agencies,
when they are necessary for the performance of ~ederal programs.

46. Specialized service facilities.

a. The costs of services provided by highly complex or specialized
facilities operated by the non-profit organization, such as computers, wind
tunnels. and reactors are allowable, provided the charges for the services meet
the conditions of either 46 b. or c. and, in addition, ~ake in:o account any
items of income or Federal financing that qualify as applicable credits under
Attachment A, subparagraph A. 5. of this Circular.

b. The costs of such services, when material, must be charged directly to
applicable awards based on actual usage of the services on the basis of a
schedule of rates or established methodology that 

(i) does not discriminate

against federally-supported activities of the non-profitorganizationi including
usage by the non-profit organization for internal purposes, and (ii) is designed
to recover only the aggregate costs of the services. The 

costs of each service

shall consist normally of both its direct costs and its allocable share of all
indirect costs. Rates shall be adjusted at least biennially, and shall take
into consideration over/under applied costs of the previous period(s).

c. Where the costs incurred for a service are not material, they may be
allocated as indirect costs.

d. Under some extraordinary circumstances, where it is in the best
interest of the Federal Government and the institution to establish al ternati ve
costing arrangements, such arrangements may be worked out with the cognizant
Federal agency.

47. Taxes.

a. In general, taxes which the 
organization is required to pay and which

are paid or accrued in accordance with GAAP, and payments made to local
governments in lieu of taxes which are commensurate with the local government
services received are allowable, except for (i) taxes from which exemptions are
available to the organization directly or which are available to the
organization based on an exemption afforded the Federal Government and in the
latter case when the awarding agency makes available the necessary exemption
certificates, (ii) special assessments on land which represent capital
improvements, and (iii) Federal income taxes.

b. Any refund of taxes, and any payment to the organization of interest
thereon, which were allowed as award costs, will be credited either as a cost
reduction or cash refund, as appropriate, to the Federal Government.

48
._----_.._----_.~

ATTACHMENT ...ym--......

PAGE __.4.r.__ OF _5.5.._.. PAGES



48. 'Te.:in::naLion cost.s appliccr.)lE: t.ü sponso~ec ag~eerriefj:"s.
T8rmiri3tiqn of awards gen~r211y gives ris~ to ~tie incu~rence of costs i or th~
need for special treatment of co~ts¡ which would not hav~ arisen had tn~ Fede~al
awa~d not been teriniD~t~d. Cost principles covering thes~ items are s~t forth
below. Tney are to b~ used in conjunction with the orner provisions of this
Ci~cular in termination situa~ions.

a. Tne cost of items reasönably usable on the non-profit organization's
other wor~ Shãll not be ãllowable unless the non-profit organization submits
evidence that it would not retain such iterr~ at cost without sustaining a loss.
In deciditig whether such items are reasonably usable on other work of the non-
profitorganiiation, the award~ng agency should consider the non-profit
organizition i s plans and orders for Current and scheduled activity.

Contemporaneous purchases of common i terns by the non-profit organization shall
be regarded as evidencethât such items' are reasonably usable on the non-profit
organizai:ion's other work. Any acceptance of common items as allocable to the
terminated portion oCthe Federal award shall be limited to the extent, that the
quantities of such items on hand, in transit, and on order are in excess of the
reasonablë quantitative reqúirements bf'other work.

b. If in a particular case, despite all reasonable efforts py the non-
profit organization, certain costs cannot be discontinued immediately after the
effective date of termination, such costs a:re generally allowable within the
limitations set forth in this Circular, except that any such costs continuing
after termination due to the negligent or willful failure of the non-profit
organization to discontinue such costs shall be unallowable .

c. Loss of useful value of special tooling, machinery, and is generally
allowable if:

(l) Such special tooling, special machinery, or equipment is not
reasonably capable of use in the otHer work of the non-profit organizationJ

(2) The interest of the Federal Government is protected _by transfer
of title or by other means deemed appropriate by the awarding agency, and

(3) The loss of useful value for anyone termnated Federal award is
limited to that portion of the acquisition cost which bears the 

same ratio to

the total acquisition cost as the terminated portion of the Fede:ial award bears
to the entire terminated Federal award and other Federal awards for which the
special tooling, special machinery, òr equipment was acquired.

d, Rental costs under unexpirêd leases are generally allowable where
clearly shown to have been reasonably necessary for the performance of the
terminated Federal award less the residual value of such leases, if:

(1) the amount of such rental claimed does not exceed the reasonable
use value of the property leased for the period of the Federal award and such
further period as may be reasonable, and

(2) thenon-profi t organization makes' all reasonable efforts to
terminate, assign, :settle, or otherwise reduce the cost of such lease. There

E.lso ma:)! be included the cost of 2.1 terations of such leased property, provided
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~. 3ettieme~: expenses including tlie folJ.0wirig a~e genera~ly ~ii8wabie:

'~i A~coun:ing( legal, cl~r~ca~.1 arid simj_la~ c~sts =easonably
:-¡~::'r~3sa;y for:

:2) ~he pr9parati8~ and prese~-¡tation :0 ~he awarding agency or

:s::~..~¡_-.j.ement cla.:ms and supporti.ng data i.iith :-~sp~ct to t~ie terrnina:.ed p-J:-tian l:r

the Federal award, unless the termination is for default (see subpart .61 of
c; ~~:u.Lar .),-110;; and

(b) The termination and settlement of subawards.

(2ì Reasonable costs for the storage, transportation, protection,
and dispos i tiori of property provided by the Federal Government or acquired o~
produced for the Federal award, except when grantees or contractors are
~eimbursed for disposals at a predetermined amount in accordance wi th Subparts

.32 through .37 of Circular jI,-ll O.

(3) Indirect costs related to salaries and wages incurred as
settlement expenses in subparagraphs (1) and (2). Normally, such indirect costs
sha"-l be limited to fringe benefits, occupancy cost, and immediate supervision.

f. Claims under sub awards, including the allocable portion of claims
which are common to the Federal award, and to other work of the non-profit
organization are generally allowable.

An appropriate share of the non-profi t organization's indirect expense may be
allocated to the amount of settlements with subcontractors and/orsubgrantees,
provided that the amount allocated is otherwise consistent wiLh the basic
guidelines contained in Attachment 1\. The indirect expense so allocated shall
exclude the same and similar costs claimed directly or indirectly as settlement
expenses.

49. Training costs.

a. Costs of preparation and maintenance of a program of instruction
including but not limited to on-the-job, classroom, and apprenticeship training,
designed to increase the vocational effectiveness of employees, including
training materials, textbooks, salaries or wages of trainees (excluding overtime
compensation which might arise therefrom), and 

( i) salaries of the director of
training and staff when the training program is conducted by the organization;
or (ii) tuition and fees when the training is in an institution not operated by
the organization, are allowable.

b. Costs of part-time education, at an undergraduate or post-graduate
college level, including that provided at the organization's own facilities, a~e
allowable only when the course or degree pursued is relative to the field in
which the employee is now.working or may reasonably be expected to work, and â!'e
limited to:

(1) Training materials.

(2) Textbooks.
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(4~ ~'uitiQn charged by the edu=~~ion2i in5~itution or, ~D llEU of
CUi~iO~ i instructG~s' salaries arid ~he r~la~ed shar~ of indirect costs cf the
edu=~~iot~-l institutiorJ to ~rJe exten~ chat ~l'i~ sum ~here0f i~ riot iT! excess of
thE ~uit~bn which would h2V~ been paid ~o ~h~ ~a=ticipa~~ng ~ducati6n2-i
insti i:utioD.

(5) Salã::i~s and related costs 0= instructors \tJhc 22:e ernployees oÍ
tIie o=gani zation .

! 6) S-iraight-i:ime compensation oÍ each employee for time spent
attending classes during working hours not in excess of 156 hours per year and
only tofhe extent that circumstances ,do not permit the operation oÍ classes or
atte'ridaÙce at classes after regular working hours; othervilse, such compensation
is unallovJable.

c. Costs of tuition, fees, training materials, and textbookS (but not
subsistence, salary, or any other emoluments) in connection with full-time
educatioTI/includingt:hat'provided atthe,- org.anization 's own facilities, ata
post-gradliåte (but not uúdergraduate) college level, are allowable only when the
course or degree pursued is related to the field iTl which the employee is now
working or may reasonably be expected to.cwork, and only where the costs receive
the prior approval of thee awarding agency. Su~h costs a:ie limited to the costs
attributable to a total period not to exceed one school year for each employee
so trained. In unusual cases the period may be extended.

d. Costs of attendance oÍ up to 16 weeks per employee per year at
specialized programs specifically designed to enhance the effectiveness of
executives or managers or to prepare employees for such positions are allowable .
Such costs include enrollment fees, training materials, textbooks and related
charges, employees i salaries, subsistence, a~dfravel. Costs allowable under
this paragraph do not include those för ~blirsei that are part of a degree~
oriented curriculum, which are allowable orily to the extent set forth in
subparagraphs hand c.

e. Maintenance expense, and nor.l depreciation or fair rental, on
facilities owned or leased by the organization for training purposes are
allowable to the extent set forth in paragraphs 11, 27, and 50.

f. Contributions or donations to educational or training institutions,
inclu~ïnç¡ the àonation of facilities or other properties, and scholarships or
fellowships, are unallowable.

g. Training aird education costs in excess of those otherwise allowable
under subparagraphs band c may be allowed with prior approval of the awarding
agency. To be considered for approval, the organization must demonstrate that
such costs are consistently incurred' pursuant to an established training and
education program, and that the ~ourse or degree" pursued is relative ,to the
field in vJhich the employee is now woiking or may reasonably be expected to
work-

so. Trp.nspQrtation costs. Transportation costs include freight, express,
cartage, and postage charges relating either to goods purchased, in process, or
deliv~~ed. These "costs aré allowable. ~hen such costs can readily be identified

"with the.iti2ms involvéd, they may be directly charged as transportation costs or
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a. General. Travel cos~s are the expenses for transportation, lodging,
sub.:..=)~enc:el and re2.at.ed .:teIT.s incurred by employees who are in t.ravel st.a-:us :-JT'J
o~ficial business of ~he non-profit orga~ization. Such costs may be charged on
an accual cost basis, on a per diem or mileage basis in lieu of actual costs
incurred, or on a combination of the two, provided the method used is appL.ed t:;
an entire trip and not to selected days of the trip, and results in charges
consistent with those normally allowed in like circumstances in the non-profit
organization's non-federally-sponsored activi:ies.

b. Lodging and subsistence. Costs incurred by employees and office"s for
travel, including costs of lodging, other subsistence, and incidental expenses,
shall be considered reasonable 

and allowable only to the extent such 60sts do

not exceed charges normally allowed by the non-profit organization in its
regular operations as the result of the non-profit organization's written travel
policy. In the absence of an acceptable, written non-profit organization policy
regarding travel costs, the rates and amounts established under subchapter I of
Chapter 57, Title 5, United States Code ("Travel and Subsistence Expenses;
Mileage Allowances"), or by the Admnistrator of General Services, or by the
President (or his or her designee) pursuant to any provisions of such subchapter
shall apply to travel und~r Federal awards (48 eFR .31.205-46 la)) .

c. Commercial air travel.

(1) Airfare costs in excess of the customary standard commercial
airfare (coach or equivalent) i Federal Government contract airfare (where
authorized and available), or the lowest commercial discount airfare are
unallowable except when such accommodations would: (a) require circuitous
routing; (b) require travel during unreasonable hours; (c) excessively prolong
travel; (d) result in additional costs that would offset the transportation
savingsi or (e) offer accommodations not reasonably adequate for the traveler's
medical needs. The non-profit organization must justify and document these
condi tions on a case-by-case basis in order for the use of first-class airfare
to be allowable in such cases.

(2) Unless a pattern 
of avoidance is detected, the Federal

Government will generally not question a non-profi t organization's
determinations that customary standard airfare or other discount airfare is
unavailable for specific trips if the non-profit organization can demonstrate
either of the following: (a) that such airfare was not available in the
specific case; or (b) that it is the non-profit organization's overall practice
to make routine use of such airfare.

d. Air travel by otLer than commercial carrier. Costs of travel by non-
profi t organization-owned, -leased, or -chartered aircraft include the cost of
lease, charter, operation (including personnel costs), maintenance,
depreciation, insurance, and other related costs. The portion of such costs
that exceeds the cost of allowable commercial air travel, as provided for in
subparagraph) c., is unallowable.
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provision, '\for~igL ~rav~lJJ includes any trav~l outside C2nad~J 'Mexicoi ~he
Uri': t.ed StaLes J and a.ny uni "CE:d States t.srrit"oties and p-o.sseSS..Or15. Howev'2': i thE:

te~m 'Cfor~ign travel" for a non-p~ofit organization locat~d ir¡ ~ forEign coun~rj
rrlE:ëinS travE:.l outside "CfiClt cour!try.

52: Trust8~S. Trav~l arid subsis~eDce cos~s of ~rUSL8es (or a~rec~o:'s ~ are
allowable. TIiE cos~s are subject ~ú restrictions regárding lodging, subsistence
and air travel costs provided in paragraph 51.

53 -'~-A TT AëH~ENT ....))__uo__.u.
S--PAGE .5.:)..__ OF _____::u. PAGES



;'~~"".:\':~lt"lENT C

C~r~u~a! No. L-~~?

WYi-ì-PRDr;T 0RGP._NIZA~IONS NOT SUBJECT TC) THIS CIRCULAR

Ad~anc~ ~e:tinoJ.ogy Institute fATI) i :harleston, Sou~h Ca=olina

.J.v~:!roslJ-3,::~ '=:-j;:t-iJ~'a!:j.:')n, r:l 3~gund(ì, CaJ..ifo:-~ia

.l\m~rj.c:¿¡ri Ir:st.:.tutes of r~es'2arch (AI?), vJashington D.C.

f..'.r :Jr.Jn rìi:~ i',le: ': ir.Jlï¿:ll :JabG r a ~.(j-:Y, l.hl edgo , I i. i.i. nc...i. S

A':::mj.:: Casual i:y C:-:mmissiorl, v.Jashingtor:, D. C.

Battel:e Memo:-ial Ir:stit:ute, Headqua:-::e:-e:l in C:olurii-s, Ohio

Brookhaven National Labo~atory, Up;:on,. New Yor~

Cha r les Stark Drape rLab0ratory , Incorporated, Cambridge, Massachuset ts

CNA Corporation ((NAC), Alexandria, Virginia

Environmental Institute of Michigan, Ann Arbor, Michigan

Georgia Institute of Technology/Georgia Tech Applied Research Corporation/
Georgia Tech Research Institute, Atlanta, Georgia

Hanford Environmental Health F::undation, pichland, Washington

lIT R~search :;nsti~u~e, Chicago, Illinois

Ins~i~ut~ of Gas Technology, Chicago, Illinois

Institute for Defense A~alysis, Alexandria, Virginia

LMI, McLean, Virginia

Mitre Corporation, Bedfo~d, Massachusetts

Mitretek Systems, Inc., Falls Church, Virginia

National Radiological Astronomy Observatory, Green Bank, West Virginia

National Renewable Energy Laboratory, Golden, Colorado

Oak Ridge Associated Universities, Oak Ridge, Tennessee

Rand Corporation, Santa Monica, California

Research Triangle Institute, Research Triangle Park, North Carolina

Riverside Research Institute, New York, New York

South Carolina Research Authority (SCP~), Charleston, South Carolina
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Soc 7"j-i err. K-: s i= ë:: cL 1 r~.5:': 't U"LS, B.: rrr~::Tj g( 2IT:, l-_2. abairiC

Sou~nwest Res~~lch lns~i~u~e, San A~~o~iGI Texas

SPI IDtErria~ion~l, MeLlo Park, C~iifor~i~

Syracuse Researcn Corpora~ion, Syracuse, New York

Universities R~search Associat-ioD, Incorporated (Natiorial Asc~leration Lab) i
Argonne, Illinois

Urban Insti tu~e, Washington 0_ C.

Non-profit insurance companies, such as Blue Cross and Blue Shield Organizations

OLher non-profit organizations as negotiated with awarding agencies
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C~~cu~a= No. A- :33
Ee,,.rise:a ::c show 8!--'G-ngE:£ publi..sne:e :.n ~h£: Fec5e=ë.2 F:eg:"s==T Jur.LE: ¿. i / 2úG3

Au¿its 0= S~Gt=s, Lo~~l Gove~nmen~s, anö Non-P~o£~t O=ga~iz~ti~ús

Tf_, TEE I:EJ--DS OF EZECUT2"VE DE?.._RTI~'iENTS FJ\Li ES'll'~L.ISHJv1EI'JTS

S'i~JECT p..ud.:i:s o£ S:.a:"E:s1 l.ocG.l Gov=:rnrri.rit.E1 eind Nor.-f':-o:i:.:. ú~ganiz~tiCir.:E

~12!"Púss-. Th~8 .C_~::c_ular is issu.ed p.1.~s.ue.n: t.G :.rl~ Singl.t ?..ud: t -1-.::::: 0.::
::Ó'84 , P.l.. 98-502, and :.he Single J:.udit ?et J..o,enòrrents uf 199E., P.l.. 104-156.
lL sets ÍorLh stanòards for obtaining cons~sLency and uniformi~y arrong Federal
agencies :O~ thE: ãuait of St.at.esi loc~l governrnencs, and non-p:!o£it
organizations expending Federal awards.

2. Authori tv. Circular A-133 is issueò under the aULhority of secLions
503, 1111, and 7501 et seg. of tiLle 31, United States Code, and ExecutivE
Orders 8248 and i 1541.

3. Rescission and SUPErsession. This Circular rescinds Circular A-128,
"p.udi ts of SLate and Local Governmencs, "issued April 12, 1985, and supersedes
the prior Circular A~133, "Audits of Institutions of Higher Education ~nd
Other Non-P:cofit Institutions," issued .._pril 22, 1996. For Effective dates,
see paragraph 10.

4. Policy. Except as provided herein, the standards seL forth in this
Circular shall be applied by all Federal agencies. If any statute
specifically prescribes policies or specific requirements that differ from ~ne
scandards provideò herein, the provisions of the subsequent statute shall
govern.

Federal agencies shall apply Lhe 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 expenèing Federal awards received from a pass-through entity (a
recipient or another subrecipient).

This Circular does not apply LO non-U. S. based entities e):pending
Federal awards received either directly as a recipient or indirectly as a
subrecipient.

5. DefiniLions. The definitions of key terms used in this Ci~cular a~e
contained in § .105 in the p.ttachment to Lhis Circular.

6. Reauired Action. The specific requirements and responsibilities of
Feãeral agencies and non-Federal entities are set forth iñ the Attachment to
this Circular. Federal agencies
ma~ing awards to non-Federal entities, either directly or indirectly, shall
adopt the language in the Circular in codified regulations as provided in
SecLion 10 (below), unless different provisions are required by Federal
sta::ute or are approved by the Office of II'anagement and Budget (OlvJB).

7. 01"1£ P.esDonsibilities. OMB will review Federal age!1cy regulations and
implementation of Lhis Circular, and will provide i!1terpretations of policy
requirements and assistance to ensure uniiormi effecti,Te 2nà eÍ ficient
impiementatian.

8. InÍormatìon Contact. Further information concerninq Circulay A-133 may
be obtained bv con~ac~inQ the Financial Sta!1dards and Repõrting Branc~~ Office
8Í Federal '--Pi;ancial lÝjar.!~oement 1 Office of !'1a!Jagement anã Buõge:: i W2.Sr.:ington i
DC 20503, telephone (202) 395-3993.
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~rl~ ~a:e 8£ issuance.

:ei. 2f£ectiv'" Dates. ~he standards set :8:::"~h in § .400 8f c:he p.tc:a-:hment
::,; '~.:.:"S 2:.rc:ular, ii!hi.:::-, app~.y dire:::.1)' to :;'ede::a.l ageIies, shall !:'" e::e::::'18
ci\l~~': ::. J.936, and sha:": ap?ly !:o audi:s ::: f.:scal years beginr.ing a::er J'J:ïe
3D, ~995, ex~ep:. as Gt::e.=\.¡~se. spec:ified in § .400(a).

~he standards set forth in this Circ:ular that Federal agencies s~all
a~91y :0 non-Fede::al entities shall be adopted by Federal agencies in codified
regulations not later than 60 days after publication of this final revision
in :.he Fede::al Register, so that they iirill apply t.o audics of f iscalyears
beginning after June 30, 1996, with ehe exception that §__' 305 (b) of the
Attachment applies to audits 0: fiscal years beginning after June 30. 1998
The requirements of Circular A-128, although the Circular is rescinded, and
the 1990 version of Circular A-133 remain in effect for audits of fiscal yea~~s
beginning on or before June 30, 1996.

The revisions published in ~he Fede~ai Register June 27. 2003, are
ezfeçtive for fiscal- years ending after De-:ember 31, 2003, and early
implementation is not permit~ed wi:h the exception of the definition of
oversight agency for audi t which is effective July 28, 2003.

Augustine T. Smythe
Acting Di::ector

At tachment
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Appendix A to Part - Data Collection Form (Form SF-SAC) .

Appendix B to Part. - Circular A-133 Compliance Supplement.
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Sub?ar~ A- -General
§ .100 pu~pose.

~~~s ~ar~ se:s f~r~h s:.andards fo~ ~b:ai~:ng c~ns~stençy a~d unif~=mity
amo~s p~j~=al 3?e~=i~s for :he audi~ of non-?edera~ enti::es expending ?ederal
a.lJie.~~:"ls .

§ .105 De f ini t:i ons .

Auditee means any nan -Federal encicy :hat expends ?ederal awards which
£nus': i-ie ëludi:i:d und~r :.his par':.

Auditor means an auditor, that is a public accountant or a Federal,
State or local government audit orgar.ization, vihich mee:.s the general
standards specified in generally accepted government auditing standards
(GAGAS). The term auditor does not include internal auditors of non-profit
organ i za t ions.

Audit findinq means deficiencies which the auditor is requir~d by
§ .510 (a) to report in the schedule of findings and questioned costs.

CFD./. nu.mber means the number assigned to a !"ederal program in t.he
Cataloq of Federal Domestic Assistance (CFDA).

cluster of PTOqramS means a grouping of closely related programs that
share common compliance requirements. The types of clusters of programs are
research and development (R&D) 

, student financial aid (SFA) 
, and other

clusters. "Other ciusters" are as defined by the Office of Management and
3udget (OMB) in ~he compliance supplement or as designated by a State for
Federal awards the State provides to its subrecipients that meet the
definition of a cluster of programs. ¡"Jhen designating an "other cluster," a
State shall identify the Federal awards included in the cluster and advise the
subrecipients of compliance requirements applicable to the cluster, consistent
'Ñith §_,400(d) (1) and §_.400(d) (2), respectively. A cluster of programs
shall be considered as one program for àetei~ining major programs, as
described in § .520, and, with the exception of R&D as described in
§ .200(c), whe~her a program-specific a~dit may be elected.

COQnizant aqencv for audit means the Federal agency designated to carry
out the responsibilities described in § .400 (a) .

Compliance suppl~ment refers to the Circular A-133 Compliance
Supplement, included as AppendiX B to Circular A-133, or such documents as
OMB or its designee may issue to replace it. This document is available from
the Government Printing Off ice, Superintendent of Documents, Washington, DC
20402-9325.

Corrective action means action taken by the auditee that:

(1) Corrects identified deficiencies;

('l\"'I Produces recommended improvements; or

(3) Demonstrates that audit findings are either invalid or do not
warrant auditee action.

Federal aoency has the same meaning as the Lerm aqe~cy in Section 351 (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 a'liarding agencies or indirectly from pass-through entities. It does

4
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:-10:: .:riC~:.å.E: pi-oc-..~err;e:::~:: c:on:.::G.c:,s i t:l-j,å.e::c 9r=.::1:~ ú=r C:Or::':-ãC::£ usee '"c- ~cn_(-/
g:JCJC.E G?: SeY\7:.çE:S :.:orr: ve:nåc.~s. J..;ny a~c.i.:..s -:..: su~b ve:nciO!'2 S!~e.~ 1 !:12 ::o.ve::-E:è.
DY ::r.!E :.-=::ms ar.iO cand.:-:ioTlS ':.1: -::.f!-= COri'C?:ë:.C:'. ~Gn~~ac~s ~~ Op=~2~~ F~d~rêl
So~ernm~n~ own~c i con~=a~~OT op~~a~~d :ac~l~~ ies
~eqLi~errien~s of ~LiE parL.

¡' GOCQs i
.. . - ..2=E ~XCj.uae:a =rom ~n~

FedEr~l aw~rdiDa aqencv means =ne Fed~ra) ~gency Lha~ provides an awa~d
di r~=cly ~o :he recipiEnc.

F'~d~ral firianci~l assis:ancl2 m~aL8 _ass~s~an~~ that nOL-Fed~~al ~n~~.ries
~eC:E:i VE: or admir~isc.e:r in t.ìE: form úÍ grant.s 1 lúans i lcarJ gua:tante:E:s i prope:.t.y

(:2nci.udiTJg donated surplus p:copen:y), cooperative: agre:erneni:.s, interest
subsidies i iDsurance i food commodi ~iéE i direcL approp~ia~ionE 1 and oLner
assisLanCé, but does not include ~mounts received as reimbu~sement for
services rendered to individuals as described in § .205(h) and § .2D5(i)

FederaJ proqram me~DS:

(1) All Federal awards to a nOD-Federal entity assigned a single
number in the CFDA.

(2)
agency made
program.

When no CFDA number is assigned, all Federal awards from the same
for the same purpose should be combined and considered one

(3) Notwithstanding paragraphs (1) and (2) of this definitioni a
cluster of programs. The types of clusters of programs are:

(i) Research and development (R&D);

(ii) Student financial aid (SPA); and

(iii) "Other clusters," as described in the definition of cluster
of programs in this section.

GAGAS means generally accepted government auditing standards issued by
the Comptroller GËneral of the United States, which are applicable t.o
financial audits.

Generallv accepted accountinq principles has the meaning specified in
generally accepted auditing standards issued by the American Institute of
Certified Public Accountants (AICPA).

Indian tribe means any Indian tribe, band, nation, or other organized
group or comminity, including any IÜaskanNative 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 per!3onnel, designed to provide reasonable assurance regarding the
achievement of obj ectives in the following categories:

(1) Effeciiveness and efficiency of operations;

(2) Reliability of financial reporti~g; and

(2) Compli~~ce wi~h applicable laws and regulations.

Internal control pertaininG. to the comDliance requirements for Federal
proo.rams (Internal control over Federal programs) means a process--effected by

=l
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aT'; eT"~~::Y's më:na?emen: and :):.ner pers:)nTlel--.:iesigned :e, p:r::-..'_:J;; ree,s:::~ë:o::;;
a::s'.l:-ance regarding :.he achieveme:i': :)= :he ;::::: :::)\I.'ing obj ec:.ives ;:8r :"eciera:L
Y.~':a~ams :

'J. ~~ansactions ar~ p~ope~~y ~ecQ~ded and ac:ounted :o~ ~o:

Ii) Permit :.he preparation of re::iable finan::ial s:a:.emen:.s and
:i'~åe~:-a.i repor:.s;

! i 1) Maintain accoun:abili:y over assets; and

(iii) Demons':ra':e compliance wi:.h laws, reg~lations, and other
~~mp~ ian ce requirements;

(2i Transactions are executed in compliance with:

(i)
agreement.s that
and

Laws. regulations, and the provisions of contracts or grant
could have a dii~ec':' and material effect on a Fede:ral prog:cam;

(iil Any o':her laws and regulations :.hat are identified in the
compliance supplement; and

(3) Funds, property, and other assets are safeguarded against loss
from unauthorized use or disposition.

kQ means a Federal loan or loan guarantee received or administered by
a non-Federal entity.

Local qovernment means any unit of local government within a State,
including a coun':y, borough, municipality, city, town, township, parish, local
public authority, special district, school district, intrastate distric~,
council of governments, and any other instrumentality of local government.

Ma i or nroaram means a Federal program determined by the audi tor to be a
major program in accordance with § .520 or a program identif ied as. a major
program by a Federal agency or pass-through entity in accordance with§ .215(c).

Manaqement decision means ~ne evaluation by the Federal awarding agency
or pass-through entity 

of the audit findings and corrective action plan and

the issuance of a written decision as to what corrective action is necessary.

Non-Federal entity means a State, local government, or non-profit
organization.

Non-profit oraanization 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;

(iil Is not organized primarily for profit; and

(iii) Uses its net proceeds to maintain, improve, or expand its
operations; and

(2) The term non-profit orqanization includes non-profit institutions
of higher education and hospitals.
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Ove~s~qht. aa~ncv foy auci~ means ~hE F~ÓEr~l aw~~c~ng agency ~nat. - - -. .. ". .... . . .-
pro'\..icie.s irie preOOITilTië..n_I. amo'i.nc. oz. a:':-Ect: ':Uflal.ng :0 e. re:-:,:p':E:Y¡: l-i0:: assigrJec

~ cogL~zan~ ~gency for audit. Wher ~here ~s no d~rec~ fundins i ~hE Fede~~i
ag=TJcy vii~:c l.he p2:edom:.nant iriCirE:ct. funding shall assumE- ::t.1t Cy..re:2:Sight.
r~sponsibil~cies. The du~ies o~ th~ ov~rsight &gency fG~ auci~ aJ~e descyib~d
". r. § .400 (b)

EffectivE: JL1)' 28, 2003, thE: fc)11ov/i-ng is aàded r.o this ciefinirion:
A Federal ~gency with oversight for aD audiLee may reassign oversighc co
another Federal agency which provides substantial fundirig and agrees LO
be che oversight agency for audit. Wi chin 30 days after any
reassignment, both t.he old and the new oversighc agency for auòit shall
notify the auditee, and, if known, the auditor of the yeassigDrrent."

Pass-throuan encitv means a non-Federal en~ity ~tar provides a Federal
award to a subrecipient to carry out a Federal program.

Prooram-sDecific audit means an audit of one federal progran¡ as provided
for in § .200 (c) and §__.235.

Questioned cost means a cost that is questioned by the auditor becaUSE:
of an audit finding:

(1) Which resulted from a violation or possible violation of a
provision of a law, regularion, contract, grant! cooperative agreement! or
other agreement or document governing the use of Federal funds, including
funds used to match Federal funds;

(2) Where the costs, at the time of the audit, are not supported by
adequate documentation; or

(3) Where the costs incurred appear unreasonable and do not reflect
the actions a prudent person would take in .the circumstances.

ReciDient means â non-Federal entity that expends Federal awards
received directly from a Federal awarding agency to carry out a Federal
program.

Research and develoDrnent (P.&D) means all researcb activities, both basic
and applied, and all development aeti vi ties that are performed by a non-
Federal entity. Research is defined as a systematic study directed toward
fuller scientific knowledge or understanding of the subj ect studied. The term
research also includes activities involving the training of individuals in
research techniques where such activities utilize the same facilities as other
research and development activities and where such activities are not included
in the instruction function. DeveloDment is the systematic use of knovdedge
and understanding gained from research directed toward the production of
useful materials, devices, systems, or methods, including design and
development of prototypes and processes.

Sinole audit means an audit which ~ncludes both the entity i s financial
statements and the Federal awards as described in § .500.

State means any State of the Uniteà States, the Distric~ of Columbia,
i:ne Sornon'wE:21th- Q-Í Puert.o Eicoi t.he Virgin Islands, Guam, American SarriÚal l-r.e
COITrnonweë.lt.h of the Northern l'1ë.rianë. Islands¡ 2nd the T:cust Terri tory of -c!1e
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~jL;: , !i ~d .: t. ~: r; j. 5 3'2 ::'.:~- :In .

:"d. ~..s..2~jC:.s, .:.;-....1 _~3~=ume~~2l_:~ ~r!~=~ '-I :if!~/ m\j~_ :-..:- ~'.~-:'_¿-:.f~,
r~;¡i'J~~::~. 1 -:1::

3~ud?nt ~:'~2ncial Aid (S~AI incl~des -:hose programs of general s-:udent
,,~~_3:ance, s~ch as :hose autho~ized by Ii:le :V of the Higher Education Ac:
')f l3.S5, äS ameri(ied, (20 ;,).S.:. 1070 et. sea.) \-hi::h is admÜÜstered by 'ehe
u. ~. Department of Education, and similar prog~ams provided by other Federal
~1encj?s. It d0~S no: incl~de programs which provide fellowships or similar
~~~?::al awards :0 s:Jdents on a com?eti-:i~e basis, or for specified stJdies or
:~ '=:ì e a.:-::h .

3ubrecioient means a non-Federal entity that expends Federal awards
received from a pass-through entity to car~y out a Federal program, but dú~s
not include an individual that is a beneficiary of such a program. A
sub=~cipient may also be a recipient of oth~r Federal awards directly from a
Federal awarding agency. Guidance on dis~inguishing between a subrecipient
a:'i(; a vendor is provided in §_.210.

Tvpes of compliance reauirements refers to the types of compliance
requirements listed in the compliance supplement. Examples include:
activities allowed or unallowed; allowable costs/cost principles; cash
management; eligibility; matching, level of effort, earmarking; and,
reporting.

Vendor means a dealer, distributor, merchant, or other ieller providing
goods or services that are required for ~he conduct of a Federal program-
These goods or services may be for an organi zation 1 s own use or for the use of
beneficiaries of the Federal program- Additional guidance on distinguishing
between a subrecipient and a vendor is provided in §_ - 210.

subpart B--Audi ts
§_.200 Audit requirements.

(a) Audit reauired. Non-Federal entities that expend $300,000
($500,000 for fiscal years ending afier December 31, 2003) or more in a year
in Federal awards shall have a single or program-specific audit conducted for
that year in accordance with the provisions of this part. Guidance on
determining Federal awards expended is provided in §_.205.

(b) Sinale audit. Non-Federal entities that expend $300,000 ($500,000
for fiscal years ending after December 31, 2003) or more in a year in Federal
awards shall have a single audit conducted in accordance with § .500 except
\-/hen they elect to have a program-specific audit conducted in aeerdance with
paragraph (e) of this section.

(c) proaram-specific audit election. When an audi~ee expends Federal
awards under only one Federal program (excluding R&D) and the Federal
program's laws, regulations, or grant agreements do not require a financial
statement audit of the auditee, the auditee may elect to have a program-
specific audit conducted in accordance with §__' 235. A program-specific
audit may not be elected for R&D unless all of the Federal awards expended
were received from the same Federal agency, or the same Federal agency and the
same pass-through entity, and that Federal agency, or pass-through entity in
the case of a subrecipient, approves in advance a program-specific audit.

(d) Exemption when Federal awards ex ended are less than ~300 000
(5500,000 for fiscal vears endina after December 31, 2003). Non-Federal

8

ATTACHMENT ..__...15..___...

PAGe ....¥..._ OF ..33.__ PAGES



E:r-~-=_~~~e.: -_Lc: ::-Z;..~=-jC ~E;5:5. :'fièL :::::GC¡ Ú:.)C (~~úD: ÚOC: fer :::.scëj Yf=ë~S ~nc.:~Fig
¿f:7I 0-2-::=:10:..=::: .:~ / 2DC':;) ë 'l~c?: ..L rE:~~r:ei ó...'c:~.s ë:=c -=~,:=mp:. frOTT, F'E:a.~!'e':

mus: D~ ~1.ei~ai.J.e f0r r~\riEW 0! ~~d~~ bV ~pprop~~~te c~f~c~~ls Gf ~he F'E:a~~~l
~g~r!c~ii ?2S~-~r.~ougn en~~~yi ¿nd Ger:~~bl hcsour!~iDç 0f~iç~ lGAO).

2:uc:.: ': 2:;;q-i:'li:¡¡I~l-,-;5. :0"1 -:l'~ê.~~ ySë.:: i ezc.ep-: ë.5 r.io:'~c .. i: (:
. L~~ (2) i DU~ ~e~o:"d2

IE: F~OF..:e':j\l F'iir~osd ?,~.s~ëy-:..r, 2r~ó If::VE;':C'iDITiEnt r~E;TJT,e?"E fF?EDr.

!~2r;i"~eIT::.!,T, sf ë.L C1õ.G.2.-:E:E: -:tiC1. C;idL5. 02~ opei~~-:es 2 FFEDC mëy i=lecT. t.o 't2:E:ë~ ~r.lE
FF~8C ~s b SE:p~J:ëL~ enti t y ~or pUr?0SeS 0~ ~hl5 ~~~~.

§ .205 Bas is f Dr determining Federë.l aWë.rds expended_

(2) Determinino Feder2l awards pXDended. The de~ermination of when ~n
award is expended should be based on ~hen ~he ac~ivi~y related to ~he award
occurs. Generally, the activity pertains ~o events ~hat require ~he non-
Feoerêlen~ity to comply viië.r- laws/, regulations, 2nd the provisions of
contracts or grant agreemen~s, such as: expenc'i~ure/exper:se '(ransact2-ons
ë.ssúciôi-ed l¡iitìi grants! cost-reimburseme"nt contrãcts, cooperative agl-eerrienL.~1
and direct. appropriations; the disbursement of funds passed through to
subrecipients; the use of loan. proceeds under loan and loan guarantee
programs; the receipt of property; the receipt of surplus property; the
receipt or use of program income; the distribution or consumption of food
cornodi ties; the disbursement of amounts entitling the non-Federal entity to
an interest subsidy; and, the period when insurance is in force 0

(b) Loan and loan Guarantees !loans). Since the Federal Governmen'( is
at risy. for loans until the debt is repaid, '(he following guidelines shall be
used to cãlculate the value of Federal awards expended under loan programs,
except as noted in paragraphs (c) and (d) of this section:

(1) Value of new loans made or received during the fiscal year;
plus

(2) Balance of loans from previous years for which the Federal
Government imposes continuing compliance requirements; plus

(3) Any inte~est subsidy, cash, or administrative cost allowance
rece.: ved.

! c) Loan and loan Guarantees (loans) at institutions of hiaher
education. When loans are made to students of an institution of higher
education but the institution does not make the loans, then only the value of
loans made during the year shall be considered Federal awards expended in that
year. The balance of loans for previous years is not included as Federal
awards expended because the lender accounts for the prior balances.

(d) Pr;or ¡oan and loan Guarantees (loans) 0 Loans, the proceeds of
which were received and expended in prior-years, are not considered Federãl
awards expended under this part when the laws, regulations, and the provisions
of contraC1:S or grant agreements pertaining to such loans impose no continuing
-:ompliarice requirements other than to repay the loans.

(e) Endowment funds. The cumulative balance of Federal awards for
endowment funds which are federally restricted are considered awards expended
in each year in which the funds are still restricted 0

Cf) F:-ee r~nt.
Federal 2w2rd expended

Fr.-ee'" rent
und'er' this

received by itself is not considered a
part. HoweVEr, free ~ent received as p~rt
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¡ r, Val~ino non-cash ass i s~ance. Fede~a~
h1-':~ "'=i~- :0:'JQ. .st.amps, food -:::nuosit.:es, doriê"'ed
-:)~_.)~,),~:-". . f 3:-12.~1 ;-Y2 "-jal'J'2d at ~a..:.l' iTa=k~t va':ue at.
~~~e3~~d vbJ.ue ~~ovided by ~~¡e 2~je=a~ ~gency.

non-cash assis~ance t
p=QPs:~y, Q~ d0na~'2d
:he t~me c: reç~~?:

such äS
s u r-- _ 1. S

:.h-?

MedJ ~are. Medj.:a~e ~a yments ~o a ~on-Federal entity fo= pr~vj.di.n1
~J;'):. _, 7:L'. ~~ c; ~ e :;:: e :- ,.7 ~ :~~ So .. ~,\ !~1o?c::; c¡¡ r~ e.:..i ç:. b1 ~ .: ndi vi dual s cl:-~ not C8:;.s.:0:: ~'~-:3
~~je:~J. aw~~d.s exp~rided under this pa:~.

(j.) Medicaid. Medicaid payrren:.s to a sub::ecipient fo: p::ovidJ. rig
patient care services to Medicaid eligible individuals are not considered
Fede::al avrards expended under this part 'unless a State requires the funds to
be t.rL;B':ed as Federal awa::ds expended because reimbursement is on a cost-
reimtiu::sement basis.

(j) Certain loans orovided bv the Nati anal Credit Union
Administration. For purposes of this part, loans made from the National
Credit Onion Share Insurance Fund and the Central Liquidity Facility that a::e
funded by contributions from insured institutions are not considered Federal
a'_ia::ds expended.

§_.210 Sub~eeipient and vendor determinations.

(a) General. An auditee may be a recipient, a subrecipient, and a
vendor. Fede::al awards expended as a recipient or a subrecipient would be
subject to audit under '.his pa::t. The payments received for goods or services
provided as a vendor would not be considered Federal awa::ds. The ~uidance in
paragraphs (b) and (e) of this section should be conside::ed in determining
whether payments constitute a Federal awa::d or a payment fo:: goods and
services.

(b I Federal award. Cha::acteristics indicative of a rederal awa::d
recei ved by a subrecipient are when the organization:

(1) 8ete::mines who is eligible to receive w:iat Federal financial
ass i s ~ a.rice;

(2) Has its performance measured against whether the obj e ct i ves
of the Federal program are met;

(3) Has ::esponsibility for programmatic decision making;

(4) Has responsibility for adherence to applicable Federal
program compliance requirements; and

(5) Uses the Federal funds to carry out a program of the
organization as compared to providing goods or services for a program of the
pass-through entity.

(el Payment for coads and services. Characteristics indicative of a
payment.. for goods and services received by a vendor are Ifihen the organization:

(1 i Provides the goods and services within normal business
operations;
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¡ ~ ~r0vioes g~0CS or services ~ha~ are aD~iliaTY to ~ne
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(dj Use of -¡uooment i.T: may-ine de:.ermir;ation. Tb-:re may be unusual
cir-sums~~nces or exceptions ~G ~hE listed cha~act~r~stics - In making the
detE:rrrtiné:.iöri oÍ .whE:"tÌJE:r õ sutirecipient. or v"endc.r l-E:lê~ionsbip ex.ists, i.be

substa.nce of ë.he relationsr:ip is more importeni: 'Lhë:rJ the form of the
agreement. It is not expected i:hat ë:ll.of 'Lhe cha.racteristics will be present
and judgm~nt should be used in detErmin~ng whether an entity is a subr~cipien~
vr vendor.

(e) For-profit subrE:ciDient. Since this part dOE:s not app2-y to for-
prof~t subrecipients, the pass-Lhrough E:ntity is responsible for eSLablishing
requirèments; as necessary, to ensure compliance by for-prefi t subrE:cipients.
The contract with the for-profit subrecipiE:nt should describe applicable
compliance rE:quirements and the for-profit subrecipient' s compliance
responsibility. 1-1ethods to ensure compliance for Federal awards made to for-
profi t subrecipients may includE: pre-award audits, monitoring during the
contract, and post~award audits.

(f) ComDliance resDonsibilitv for vendors. Ir! most cases, the
audi tee i s compliance responsibility for vendors is only to ensure that the
procurement, receipt, and payment for goods and services comply with laws,
regulations, and the provisions of contracts or grant agreemE:nts. Program
compliance requirements normally do not pass through to vendors. However, the
auèi tee is responsible for ensuring compliance for vendor transactions which
are structured such that the vendor is responsible for program compliance or
the vendor i s records must be reviewed to determine program compliance. ~lso,
when these vE:ndor transactions rE:late to a major program, the scope of the
audi t shall include determining whether these transactions are in compliance
with laws, regulations, and the provisions of contracts or grant agreements.

§_.215 Relation to other audit requirements.

! a) Audit under this Dart in lieu of other audits. An audit made in
accordance with this part shall be in lieu of any financial audit required
under individual Federal awards. To the extent this audit TIieet s a Federal
agency's DE:eds, it shall rely upon and use such audits. The provisions of
this part neither limit thE: authority of Federal agencies ( including their
inspectors General, or GAD to conduct or arrange for additional audits (e. g. ,
financial audits, performance audits, evaluations, inspections. or reviews)
nor authorize any auditeE to constrain Federal agenciE:s from carrying out
additional audits. Any additional audits shall be planned and performed in
such a way as to build upon work performed by othE:r auditors.

(b) Federal aoencv
that conduçts or contracts
applicable laws and regulat
ëddi ~ionel audi t8 .

o Dav for additional audits. A Fed-:ral agency
or additional âuàits shëll, consistent with othe~
ons, arrange for funding the full cost of such
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su~~.:.::. Tc. d~ ':~J-¡ :':J~ ?la':tLirigl 5u-::ri :-e,=~i=~:'5 SrIOU:::i b~ mc~l~ 2:'
~e;s ?::a: ~~ :~~ end ~~ the ~iscal year ~c be audited. ~h~

~~ ,.;~; . ..

a~a:-~s. 2~:e~ consu~:ation wi~~ i~s audi:o~. sno~~j ?rom?:ly ::ss?ond:o s~c~
=~~ue 5 ~ hy informing the ?ede=al agency whe~he: ~he program wou~d o~hS::w:5e ~e
aud. ~sj as a major p~0gram using the risk-based audit approach descriDed in
5_.520 a;-d, i f no~, :he e3tima~.ed inc::emen~_aJ. cost. Tr,e Fejeial age:1:Y
.:'jLc... .' :_.:i~~~ p:,~jJnp:.l y C:Ci:-if~.;~m t.o j:~he 8'Jdi ':~e :"J~~~rìe: ':.t

v¡arlts :.h'2 ':~()c:: 3m

a'Jd; t~d a~ a major p::~1~am. If :he prog~am is :0 ~e aud:~~d as a ~aJ~!
program basèd upon this Federal agency ::equest, arid the ~~deral agency agr~es
:0 pa y the full incremental costs. then the auditee shall have the program
audi~ed as a major program. A pass-through entity may use the provisions of
th:s oaragraph for a subrecipient.

§ .220 Frequency of audi ~s .

Except for the o::ovisions for biennial audit~ provided in parag::aphs (a)
and (bl of this section. audits required by this part shall be performed
annually. Any biennial audit shall cover both years within the biennial
period.

(a) A state or local government that is required by constitution or
statute, in effect on January 1, 1987, to undergo its audits less frequently
than annually, is permitted to undergo its audits pursuant to this part
biennially. This requirement must still be in effect for the biennial period
under audi t .

(bl Any non-profit organization that had biennial audits for all
biennial periods ending between July 1, 1992. and January 1, 1995, is
permitted to undergo its audits pursuant to this part biennially.
§_: 225 Sanctions.

No audit costs may be charged to Federal awards when audits required by
this part have not been made or have been made but not in accordance with this
part. In cases of continued inability or unwillingness to have an audit
conducted in accordance with this part, Federal agencies and pass-through
eúti ties shall take appropriate action using sanctions such as:

(a) Withholding a percentage of Federal awards until the audit is
completed satisfactorily;

(bl Withholding ~r disailowing overhead costs;

(c) Suspending Federal awards until the audit is conducted; or

(d) Terminating the Federal award.

§__.230 Audi t costs.

(al Allowable costs. Unless prohibited by law, the cost of audits
made in accordance with the provisions of this part are allowable charges to
Federal awards. The charges may be considered a direct cost or an allocated
indirect cost, as determined in accordance with the provisions of applicable
8M3 cost principles circulars, the Federal Acquisition Regulation (FAR) (48
eFR parts 30 and 31), or other applicable cost principles or regulations.
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'2; ThE ~OSL of buci:~Dg 2 rJGD-F~dE:~l ~ri~~:)' wh~ch Las F~d~y~2
b~b!OS ex~eDd~d ûi les~ ~t~G S300,00G i $500,000 fo: fisc21 ys~~s &nding af:e:
Dç:::embcr ~~'1 J LOO'3) pé!: yc.e:~ ëTiC i5. .':!iE:~e.r.J)¡ .:Y.s!rip~€:ç un!JE:: S:_.200 (d) from
r~ó''''..n9 aii óudi-; c:orJduc:'E:c under 'tr",i.s pa.:-I.. HO'vJevf;l, ~hi~ cì0es not p:rohib.:'C ó
p~ss-tlirGugh eLtity frûrn chargiDg Fed~r&l aW2~ds fcy ~he cost 0~ l~mited scop~
due.': ~s "co múrii tor i ts subr'cci.pi~nL.5 in ac:cordance it11'tÌ" §_' 400 (d) (3) ,

provided ~he sub~ecipient does not havE: a single audit. FOI purposes of ~his
~art, limited scope audits only include agreed~upon pr6cedures engagements
conduc~ed in dccüidanc~ with ci~her tD~ AICPA's generally accepted auditing
standards or attestation s~andards, that are paid for and arranged by a pass-
t):iroug.b eriti tj/ and address or"ly one or ii,üre 0£ the following types of
sornpl icT1CE: i eguii:ernents : act.i vi "ties allowed or uHe.llo'weC; cllowabl e
costs/cost principles; eligibility; matching, level úf effort, earmarking;
and, reporting.

§ .235 Program-specific audits.

(a) Froaram-specific audit auide available. In rriany cases, a program-
specific audit guide will be available to provide specific guidance to the
auditor with respect to internal control, compliance requirements, suggested
audit procedures, and audit reporting r~guirements. The auditor should
contact the Office of Inspector General of the Federal agency to determine
whether such a guide is available. When a cur~ent program-specific audit
guide is available, the auditor shall follow GAGAS and ~he guide when
performing a program-specific audit.

(b) ProGram-specific audit Guide: not available. (1) When a program-
specific audit guide is not availablei the auditee and auditor shall have
basically the samè responsibilities for the Federal progr'am as they would have
for an audit of a major program in a single .audi t.

(2 ¡The audi tee shall prepare the financial statement (s) for the
Federal program that includes i at a minimum, a schedule of expenditures of
Feaeral awards for the program and notes that describe the significant
accounting policies used in preparing the schedulei a summary schedule of
prior audit findings consistentviië.h the requirements of. §_.315(b), and a
corrective action plan consistent with the requirements of §__' 315 (c)

(3) The auditor shall:

(i) Perform an audit of the financial statement (s) for the
Federal program in accordance with GAGF.S;

iii) Obtain an understanding of internal control and
perform tests of internal control over L.he Federal program consistent with the:
reqLirements of § .500 (c) for a major program;

(iii) Perform procedures to determine wheë.her the auci tee
hê.s compl--Ì:ed \!iith laws! regulations, and the provisions of contracts or gr~nt
agreements that could have a direct and material effect on the Federal program
consistent witb the requirements of §_.500 (d) for a major program; and
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(4) The auditor's ::ep8r~(sJ may je in ':he form of either
--cimbined or separate :-epcirts a~id may be .::::gaiJized differently :rom the manne::
pr~:;en:ed in this section. The audi':o::' s re?or:' s I shall state that the audit
',Jas ::onducted in acco::dance ;,;:.::h t¡-.s ;j2.rt and inC1.ude the foLtOv1irig:

(i) An opinion (or disclaimer of opinion) as to whe~he::
:he fi~ancial statement ¡ s) of ~he Federal program is p::esented fairly in all
ma::erial respects in conformity with the stated accounting policies;

(ii i A report on internal control related to the Federal

program. which shall describe the scope of tes':ing of internal control and the
results of ttie tests;

(iii; A repo~t on compliance which includes an opinion lor

disclaimer of opinion) as to whether the audi tee complied with laws,
regulations, and the provisions of contracts or grant agreements which could
have a di::ect and material effect on the Federal program; and

(iv) A schedule of findings and questioned costs for the
Federal program that includes a summary of the auditor's results relative to
the Federal program in a format consistent with §_' 505 (d) (1) and findings
and questioned costs consistent with the requirements of §_.505 (d) (3) .

Ic) Report submission for Droaram-sDecific audits.
(1) The audit shall be completed and the .reporting required by paragraph
(e) (2) or (e) (3) of this section submitted within the earlier of 30 days after
receipt of the atiditor's report (s), or nine months after the end of the audit
period, unless a longer period is agreed to in advance by the Federal agency
that provided the funding or a different period is specified in a program-
specific audit guide. (However, for fiscal years beginning on or before June
3D, 1998, the audit shall be completed and the required reporting shall be
submi tted within the earlier of 30 days after receipt of the auditor's
report(s), or 13 months after the end of the audit period, unless a different
period is specified in a program-specific audit guide.) Unless restricted by
law or regulation, the auditee shall make report copies available for public
inspection.

(2) When a program-specific audit guide is available, the
audi tee shall submit to the Federal clearinghouse designated by OMB the data
collection fo~~ prepared in accordance with §__' 320 (b), as applicable to a
program-specific audit, and the. reporting required by the program-specific
audit guide to be retained as an archival copy. AlsO, the auditee shall
submi t to the Federal a..iarding agency or pass-through entity the reporting
required by the program-specific audit guide.

(3) When a program-specific audit guide is not available, the
reporting package for a program-specific audit shall consist of the financial
statement (s )of the Federal program, a summary schedule of prior audit
findings, and a corrective action plan as described in paragraph (b) (2) of
this section. and the auditor's report(s) described in paragraph (b) (4) of
this section. The data collection form prepared in accordance with
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rep0TtiDg p~Ci:6g~ L0 ~lJ~ ~2ss-~~rough eDLityl th~ su~reci~ient shall provide
~ri~te~ úQtiÍicõtiún tc ~h~ pess-~h~ough EDLity¡ consis~ent with the
requirements of S_. 320 (e) (2). :F. subrecipieni: ffdY submit a copy of the
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(d) Other sectiúns of i:his Dart mav aoo'v. Program-specific audits
arE; subject to§_.100 Lhrougti §_.215(b), § .220 i:hrougn §_.230,
§_.300 through §_.305, §_.315, § .320 (f) through §_.320 (j), §_.400
through § ..405, § .510 through § .515, and other referenced provisions
of this part unless contrary LO the provisions úf this section, a program-
specific audit guide, or program laws and regulations.

Subpart C--Audi tees
§_.300 Audi tee responsibilities .

The auditee shall:

(a) Identify, in its accounts, all Feder,:: ãwards received
expended and the Federal progrãms under which Lhey were received.
program and award identification shall include, as applicable, the
and number, award number and year, name of the Federal agency i and
pass-through entity.

and
Federal
CFDA title
name of the

(b) Maintain internãl control over Federal programs that provides
reasonable assurance that the auditee is managing
Federal awards incompliance with laws, regulations, and the provisions of
contracts or grant agreements that could have a material effect on each of its
Federal programs.

(c) Comply with laws, regulations, and the provisions of contracts or
grant agreemënts relãted to each of its Federal programs.

(dì Prepãre appropriate financial statements, including the schedule
of expenditures of Federal awards in accordance with § .310.

(e) Ensure that the audits reguired by this part are properly
performed and submitted when due. When extensions to the report submission
due date reguired by §__' 320 (a) are granted by the cognizant or oversight
agency for audit, promptly notify the Federãl clearinghouse designated by OMB
and each pass-through entity providing Fed~ral awards of the extension.

( f)
prepàtation
âction plan

Follow up and take corrective action on audit findings, including
of a summary schedule of prior audit findings and a corrective
in accordance with §__.315(b) and §__.315(c) , respectively.

§ _' 3D 5 Aldi t~r selection.
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a. A'Jdi~~~ :~rocu~ement.
_D ~~~=~=~.~9 a~~-: ~~~-.-_~~!~I ~~~_~~ss S~.?J.~

~_..., :),,1 :'!',,, ;:::o::U::emeiJ7. s:.anda::ds re3::ri;)ed ::ii :'r!'2:;::c~J:':'. i";aneg-:TTlSri:. :-:¡nmo!¡
Uj,, ine::eina;:'.e: .:e:e::red \:0 as he "p.-102 S::;¡mnon ?'\jìe", publisried ~vjar::h :il,

988 ~nd amended April 19, 1995 ¡ nse::t app::opriate CrR ::~:.a:.ion:, Cir::ula::
j,.-ljO, ";;nif::rm l;.dministra:.i-J'e Re.quireme:it:s :Clr Gran:.s a"d p,g:;eements v1i'.:,
~ns:.i'.utions of ~igher Education, Hospi:.als and ather No~-?rofi:.
CJ1:qani.:~a,.5.ons," :-ir the Ff\R (48 CFR part 42), as appli::able (JMB Ci::cula::s aie
available from the Office of Administration, publications Office, room 2200,
New Sxecutive Office Building, Washington, 

DC 20503). Whenever possible.

auditees shall make positive efforts :0 utilize small businesses, minority-
owned firms, and women's business enterpri3es, in procuring audi: services as
3tated in :he A-I02 Common Rule, OI"lB Circular A-llO, or ::he teP.R (48 CFR par!:
42), as applicable. In requesting proposals for audit services, the
objectives and scope of the audit should be made clear. FactorS to be
considered in evaluating each proposal for audit services include the
responsi veness to the request for proposal, relevant experience, availability
of s::aff with professional qualifications and ::echnical abilities, the resul::s
of external quality control reviews, and price.

(b) Restriction on auditor oreoarina indirect cost roposals. An
auditor \liho prepares the indirect cost proposal or cost allocation plan may
not also be selected to perf.orm the audit required by this part when the
indirect costs recovered by the auditee during the prior year exceeded $1
million. This restriction applies to the base year used in the preparation of
the indirect cost proposal or cost allocation plan and any subsequent years in
which the resulting indirect cost agreement or cost allocation plan is used to
recover costs. To minimize any disruption in existing contracts for audît
services, this paragraph applies to audits of fiscal years beginning after
June 30, 199 8.

(c) Use of Federal auditors. Federal auditors may perform all or part
of the work required under this part if they comply fully with the
requirements of this part.

§ .310 Financial statements.

(a) Financial statements. The auditee shall prepare financial
statements that reflect its financial position, results of operations or
changes in net assets, and, where appropriate, cash flows for the fiscal year
audited. The financial statements 

shall be for the same organizational unit

and fiscal year tha't is chosen to meet the requirements of this part.
However, organization-wide financial statements may also include departments,
agencies, and other organizational units that have separate audits in
accordance with §__' 500 (a) and prepare separate financial statements.

(b) Schedule of exoenditures of Federal awards. The auditee shall
also prepare a schedule of expenditures of Federal awards for the period
covered by the auditee i s financial statements. While not required, the
auditee may choose to provide information requested by Federal awarding
agencies and pass-through entities to make the schedule easier to use. For
example, when a Federal program has multiple award years, the auditee may list
the amount of Federal awards expended for each award year separately. At a
minimum, the schedule shall:

(1) List individual Federal programs by Federal agency. For
Federal programs included in a cluster of programs, list individual Federal
programs within a cluster of programs. For R&D, total Federal awards expended
shall be sho~m either by individual award or by Federal agency and major
subdivision within the Federal agency. For example, the National Institutes
of Health is a major subdivision in the Department of Health and Human
Services.
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(4) In~iUaE not~s :hat d~SC~~D~ ~ne Eign~fican~ accQunt~no
polj.~~~s used iL p~epar~n9 ~~c: sC~t:dulE_

(5) To the extent prac~icali pass-~hrougb enti-~ies shoLld
ident iry in Lhe sch~dule the Lotãl amount provided ~o subrecipienLs f~om each
Federal program.

1.6) Include, in eiLher the schedule or a note to the schedule,
!:he'valuE of the Federal awards expended in -che: form of ncin-ce.sb assistance,
the amount of insurance in ef f ect during the year, and loans or loan
guarantees outstanding at yeàr end. While not required, it is preferable -co
present -chis information in the schedule.

§ .315 Audi t findings follow-up.

(a) General. The auditee is responsible for follow-up and corrective
action on all audit findings. As part of this responsibility, the auditee
shall prepare a summary schedule of prior audit findings; The audi tee shall
also prepare a cor:æctive action plan for current year audit findings. The
summary schedule of prior audit findings and the corrective action plan shall
include the reference numbe:rs the auditor assigns to audit findings urider
§ .510 (c). Since the summary schedule may include audit findings from
multiple years, it shall include the fiscal year in which the findinginitially occurred. .

(b) Summary schedule of Drior audit findinos. The summary schedule of
prior audit findings shall report the status of all audit findings included in
'Lhe prior audit's schedule of findings and questioned costs relative to
Federal awards. The summary schedule shall also include audit findings
reported in the prior audit's summary schedule of prior audit findings except
audi t findings listed as corrected in accordance with paragraph (b) (1) of this
section, or no longer valid or not warranting further action in accordance
wi th paragraph (b) (4) of this sec-cion.

(1) When audit findings were fully corrected, the summary
schedule need only list the audit findings and state that corrective action
wast aken .

(2) When audit findings were not corrected or were only
pe.rtially corrected, the summary schedule shall describe the planned
èorrecti ve action as well as any partial corrective action taken.

(3) When corrective action taken is significantly different from
correcti ve action previously reported in a corrective action plan or in the
Federal agency's or pass-through en-city's manâgement decision, the summary
schedule shall provide an explanation.

(4) When the auditee believes the audit findings are no longer
valid or do not warrant further action, the reasons for this position shall be
described in the summary schedule. A valid reason for consiòering an audit
finding as not war~anting further âction is that all of the following have
occurred:

(i) Two years have passed since the audit report in which

17
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~rie ~ _n~ing a~=urred was 3ubm~~:ed :(- ~h~ ?~~€~2J ::~2a~in~no~se;
(iil ~he ?ede~ai agency 8T pass-th~ough en~~=y ~s rio~

~u~~~~tJ y ~ollow~ns up w~:h the aud~tee on the audit f~nding; and

~iiiì A management decis~on was not issued.

!ei 2o:rrective accion Dlan. At the cOm'oletiori 0:' the audit, the
audi.:ee shall prepare a corrective action plan ~o address each audit :indi~g
included in the current year auditor's reports. The corrective action plan
:;haL. provide the namers) of the c~intact person(s) responsible for cOY.Y.eci::ve
action, the cor~ective action planned, and the anticipateÒ completion date.
If the auditee òoes not agree with the audit findings or believes co~~ective
action is not requi~ed, then the corrective action plan shall inclùde an
explanation and specific :!easons.

§ .320 Report submission.

(a) General. The audit shall be completed and the data collection
form described in paragraph (b) of this section and reporting package
described in paragraph (c) of this section shall be submitted within the
earlier of 30 days af~er receipt of the auditor's report (5), or nine months
after the end of the audit period, unless a longer period is' agreed to in
advance by the cognizant or oversight agency for audit. (However, for fiscal
years beginning on or Defore June 30, 1998, the audit shall be completed and
the data collection form and reporting package shall be submitted within the
earlier of 30 days after receipt of the auditor's report (s), or 13 months
after the end of the audit period.) Unless restricted by law or regulation,
the audi tee shall make copies available for public inspection.

(b) Dat'a Collection. (1) The auditee shall submit a data collection
form which states whether the audit was completed in accordance with this part
and provides information about the auditee, its Federal programs, aDd the
results of the audit. The form shall be approved by OIv'B, available from the
Federal clearinghouse designated by OMB, and include data elements similar to
those presented in this paragraph. A senior level representative of the
auditee (e.g., State controller, director of finance, chief executive officer,
or chief financial officer) shall sign a statement to be included as part of
the form certifying that: the auditee complied with the requirements of this
part, the form was prepared in accordance with this part (and the instructions
accompanying the form), and the information included in the form, in its
entirety, are accurate and complete.

(2) The data collection form shall include the following data
elements:

(i) The type of report the auditor issued on the financial statements of
the audi tee (i. e ., unqual if ied opinion, qualif ied opinion, adverse
opinion, or disclaimer of opinion).

Where applicable, a statement that reportable conditions in internal
control were disclosed by the audit of the financial statements and
whether any such condi t ions were material weaknesses.

(ii)

(iii) A statement as to whether the audit disclosed any noncompliance which
is material to the financial statements of the auditee.

(iv) Where applicable, a statement that reportable conditions in internal
control over major programs were disclosed by the audit and whether
any such conditions were material weaknesses.

(-J' ) 7he type of report the auditor issued on compliance for major
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h i~5: of ~h~ FEderal award~n9 aoenciEs whicb ~ill ~~c~iv~ ~ CODY
:.hc :-epür:.ifJg ;:ac.i:dge pU::S~2r.LI: ::c, § _320(dj (2) ü£ O!ilE Circ-Gl2.Y
J. - :!:: j .

A yes ü~ ~G s~a~emenc ~s ~c wh~:heY ~h~ audi:~~ qu~::~ied 25 a low-
risl: 2.UC2.t.E:E under § .530 of OIÝjE Ci~clllë.:r F_-=-::~.

ThE: dol:Car t.breshold USE:d :'0 disi:inguisb Det.VJE:en TypE: F. ami Type E
programs as âefined in § .52D(b) of OI"iB CircUlar i-:l:?3.

(i:Zj The Catë.loo of FedE:raJ Domesi: i c J..ssist.ance (CFDld number ::or E:ach
Federal program, as applicable.

(:z )

(xi)

(xii)

(xiii)

(xiv)

(xv)

(xvi)

The name of each Feöeral program and identification of E:acb maJor
program. _ Indi viâual programs wi chin a clustE:r of programs should be
iisted ~D the same level of detail as t.bey are listed in the scbedule
of expenditures of Federal awards.

The amount of expendi tures in the schE:dule of expenditures of Federal
awards associa¡:ed with each Federal program.

For each Federal program, a yes or no statement as to whether there
are audit findings ih éach of the following types of compliance
requirements and the total amount of any questioned costs:

(A)
(B)
(C)
(D)
(E)
(F)
(G)
(E)
(I )

(J)
(K)
(L)
(M)
(N)

Acti vi ties allowed or unallowed.
Allowable costs/cost principles.
Cash management.
Davis-Bacon Act.
Eligibility.
Equipment arid real property management.
iviatching, level of effort, earmarking.
Periodbfavailability of Federal funds.
Procurement 'and suspension and debarment.
Program incorie.
Real property acquisition and relocation assistance .
Reporting.
Subrecipient monitoring.
Special tests and provisions.

AuditE:e Name, Employer Identification Number(s), Name and Title of
Certifying Official, Telephone Number, Signature, and Date.

Auditor Name, Name and Title of Contact Person, Auditor Address,
Auditor Telephone Number, Signature, and Date.

Whether the audi tee has either a cognizant or oversight a.gency for
audi t .

The name of the cognizant or oversight agency for audit determined in
accoröance with § .400(a) arid §_,4DD(b), respectiyely.

(3) Using the information included in the reportcing packag"e
described in paragraph (c) of this sèction, thè auditor shal'l complete the
applicable sections of the form. The auditor shall sign a statement to be
included as. part cif the data collection form that indicates, at a minimum, the
source of the informationÚiclÙded in the form, the auditor's responsibility
for the information, that the form is not a substitute for the reporting
pacJ..age described in paragraph (c) of this section, and tha.1 the content of
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C i ReDortina oackaa8. ~h~ ~eport:ng package sha~i ~~çiude the:

i' -: " ?:.nancial 3ta~emen:'s and s::hedule 0: e:;:p~ndi :'u~es :i:
:--2je;:al ëJ\iBi:ds jiscusseò ir: § .3l0(a) 2.:id §_.310(b), respecti',Tely;

(2i 3-dmmary schedule of priGr audit :indings ¿iscusseò in
§ .31S(b);

(3) .!ì.udi tor 's re?ort is) di scussed in § .50 S; a.nd

r 4) Corrective action plan discussed in § .315 (e)

(d) SubmiSSion to clearinqhouse. All auditees shall submit to the
tede~al clearinghouse designated by OMB the data collection form described :n
paragraph (b) of this section and one copy of the reporting package described
in paragraph (e) of this section for:

(i) The Federal clearinghouse to retain as an archival copy;
and

(2) Each Federal awarding agency when the schedule of findings
and questioned costs disclosed audit findings 

relating to Federal awards that

the Federal awarding agency provided directly or the summary schedule of prior
audit findings reported the status of any audit findings relating to Federal
awards that the Federal awarding agency provided directly.

(e) p.dditional submission bv subrecipients. (1) In addition to the
requirements discussed in paragraph (d) of this' section, auditees that are
also subrecipients shall submit to .each pass-through entity one copy of the
report ing package described in paragraph (e) of this section for each pass-
through ent i ty when the schedule of findings and questioned costs disclosed
audi ~ : indings relating to Federal awards that the pass-through entity
provided or the summary. schedule of prior audit findings reported the status
of any audit findings relating to Federal awards that the pass-through entity
provided.

(2) Instead of submi t t ing the reporting package to a pas s-
through entity, when a subrecipient is not required to submit a reporting
package to a pass-through entity pursuant to paragraph (e) (1) of tnis section,
the subrecipient shall provide written notification to the pass-through entity
~hat: an audit of the subrecipient was conducted in accordance with this part
(including the period covered by the audit and th~ name, amount, and CFDA
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 subrecipientmay submit a copy of the reporting package described
in paragraph (e) of this section to a pass-through entity to comply with this
notification requirement.

(f) Reauests for report copies. In response to requests by a Federal
agency or pass-through entity, auditees shall submit the appropriate copies of
the reporting package described in paragraph (e) of this section and, if
requested, a copy of any management letters issued by the auditor.

(g) Report retention reauirements. 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 (e) of this section on
file for three years from the date of submission to the Federal clearinghouse

20
ATIACHMENT ...... ...........

p.iiGe ..2Q.... OF ....3.~.. PAGES



ci = =: :. .:¡ri.¿:' E:¿ .:,\1- ,-:i¡~!E: Pass-~h~~~gh eTI~~~~e5 sn~~i Kee~ SUL~2~~pj.eLCE i
SUbIT~':5S:"cir.:.s or~ :-:".:E fDY :.r-.:2:::E \l=¿::~ :':-OTT: cict.-= 0: y,=çe:.p-~.

~!.; C~~~~inQhous~ resDohE~b:" ities. ~l-i~ F~der~2 c~saYinghous~
åes:.gr.iê.t.~c DY 014:2" snà2-=" dis-:~i-bu:.e =-ne reporting packagcs ::eceive:d ir~
äCc;üraê;n::e Wi~~L pë.ragraph (à) (2) of :.h:s sectior¡ e-Dd § .L25(c) (3) "CG
app~ ~~aL~= Peõê~al aw~rdin9 agenc~éE i main~aiD ê data tcSE of compleL=d
aucii:'2 i pr.ovide approp::iöte i.-nfoyrra:.ioD to FE:àerãl- agen::iE:s i arid £ú110w up
~ii~~ known audi~ees which have no~ subrnicL~d ~h~ reau~r~d d~ta soiiec~ion
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!i; Clearinahouèe addTe~s. The address of the Federal clearinghouse
currently de:signated by OiVJB' is Fede'rcd Audit Clearinghouse, Bureiu of ::he
Census, 1201 E. 10th S::reet, Jeffersonville, IN 47132.

I j) Electronic filinq. Nothing in this part shall preclude elec::ronic
submissions to ::ne Federal clearinghouse in such manner as may be approved by
OI"lE . vii Ü¡ oiv1B approval, the Fede:ral clearinghouse may pilot test methods of
e:lec::ronic submissions.

Subpart D- -Federal Agencies and 'PaSs-ThroùghEntities
§ .400 F.esponsibilities.

(al COGnizant aGencv for audit responsibilities . Recipients expending
more than $25 million ($50 million for fiscal years ending after December 31,
2003) a year in Federal awards shall have a cognizant agency for audit. The
designated cognizant agency for audit shall be the Federal awarding agency
that provides the predominant amount of direct funding to a recipient unless
OMB makes a specific cognizant agency for audit assignment.

Following is effective for fiscal years ending on or before December 31, 2003:
To provide for continuity of cognizance, the determination of the predominant
amount of dir'ect funding shall be bêi'sed úpondirect Federal awards expended in
the recipient's -fiscal years endingih1995,2000, 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. local governments that expend more than $25 million a year in
Federal awards and have previously assignedcogniza.'1t agencies for audit, the
requirements of this paragraph are not effective until fiscal years beginning
after June 3D, 2000.)

Following is effecti1Te for fiscal years ending after December 31, 2003:
The determination of the predominant amount of direct funding shall be bCised
upon direct Fede.ral awards expended in .therecipient' s fiscal years encing in
2004, 2009, 2014, and every fifth year thereafter. For example, audit
cognizance .forperioc:s ending in 2006 through 2010 will be determined based on
Federal awards expended in 2 0(¡4 . (However, .. for 2001 tli.-ougb 2005, the
cognizant agency for. audit is determiriêdbåsêd on the predominant amount of
direct Federal awards expended in the recipient's fiscal year ending in 2000)

Notwithstanding the manner in which audit cognizance is determined, a Federal
awarding agency viith cognizance for an auditee may reassign cognizance to
another Federal awarding agency which providès substantial direct funding and
agrees to be the cognizant agency for audit~ Within 30 days after any
reassignment, both t.he old aDd 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) Provide technical audit advice and lië.ison to auditees and
auditors.

("1'L i Consider auditee requ~sts for exteLsions ~o the report
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(~¡ Ob~a~~ or 8ond~ct qual i ~y 80n~~01 ~~v:ews 0: selec~ed
au::L~s ",ade ::y non-Feder:;.l auè.i:.o,:s, and provide the r~sult.s, when
app~~p~i.a~e, to other in~eres~ed c=ganizations.

(4) Promptly inform o~her affected' E"ederal agencies and.
appr0priate Federa~ law enrorcement.o~fic~al~ ?Í any direct repor~ing by ~he
aud~=ee or ¡tS auditor of :rregula~lties or illegal acts, as required by GAGAS
or iaws and regulations.

(5) Advise the auditor and, where appropriate, the auditee 0:
any def iciencies found in the audits when the deficiencies require corrective
action by the auditor. When advised of deficiencies, the auditee shall work
with the auditor to take corrective action. I f corrective action is not
taken, the cognizant agency :or audit sha.ll notify the auditor, the auditee,
and applicable Federal awarding agencies and pass-through entities of the
facts and make recommendations for follow-up action. Major inadequacies or
repetitive substandard performance by auditors shall be referred to
appropriate State licensing agencieS and professional bodies for disciplinary
actiQn.

(6) Coordinate, to the extent practical, audits or reviews
made by or for Federal agencies that are in addition to the audits made
pursuant to this part, so that the additional audits or reviews build upon
audits performed in accordance with this part.

(7) Coordinate a management decision for audit findings that
af feet the Federal programs of more than one agency.

(8) Coordinate the audit work and reporting responsibilities
among auditors to achieve the most cost-effective audit.

(9) For biennial audi ts permi t t.ed under § .220, cons ider
auditee requests to qualify as a low-risk auditee under § .530 (a).

(b) Oversioht aaencv for audit responsibilities. An auditee which
does not have a designated cognizant agency for audit will be under the
general oversight of the Federal agency determined in accordance with
§ .105. The oversight agency for audit:

(1) Shall provide technical aàvice 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 awardino aoencv resDonsibilities. 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 i 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 or requirements imposed on them by
Federal laws, regulations, and the provis ions of contracts or grant
agreements.

(3) Ensure that audi ts are campI eted and reports are rece i ved
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((j J-..ssigü c: pE:rsQr~ :-e:sponsiLlc for lJrCJ"\.'':c-~rL9 eLr.:iü.c.l uPciõ.-ii=s
úf ;:üe complianc:e supp::~ment to OJ"1E.

(ò¡ Pass-throuqh enti~v TesDonsibili~ies. A pass-through entity shê.ll
perform ~he follow~n9 for che Federal aw~rds ic makes:

(l) Iden::ify Federal awards made by informing each
subrecipien:: of CFDA ::i::le and number, award name and number, award year, 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 the Des:: information
available to describe che 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) l~oniLOr the activities of subrecipients as necessary to
ensure chat Federal awards a=e used for authorized purposes in compliance with
laws, regulations, and the provisions of contracts or grant agreemenLs and
that performance goals are achieved.

(4) Ensure chat subrecipients expendingS300, 000 ($500,000 for
fiscal years ending after December 31, 2003) or more in Federal awards during
::he subrecipient i s fiscal year have met the audit requirements of this part
for that fiscal year.

(5) Issue a management decision on audit findings within six
months after receipt of the subrecipient's audit report and ensure that the
subrecipient takes appropriate and timely corrective act ion.

(6) Cons ider whether subrecipient audits neces si LaCE
aãjustment of the pass-through entity i s own records.

í 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.

§ .405 Management decision.

(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
timetable for follow-up should be given. Prior to issuing the management
decision, the Federal agency or pass-thrciugh entity may request
addi t lona1 information or documentaticin from thE: audi tee, including a request
for auditorassuraríce related to the documentåtion; as a way oÍmitigating
disallowed costs. The management decision should describe any appeal process
available ~o the audi tee.

(h) Federal,aoencv. As :provided in § .400 (a) (7) i the cognizant
ageTicy for audit shaJ,l be responsible for coordinating a management decision
for a\íd;.t f,indings that affect the programs of more than one Federal agency.
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.-'.:" ,~.o.rJClod ::" § .400(c)(S), Ci ?",òe::aJ. ó"'iê.::di:i9 "::°'1 J is ::'~s;:c;.n=:ir".~ ::-;Y
.:SS~,~~I~ a"~,arLage;;: :Jecisio:-¡ fa:: :ir:din::s '~~la:: re~a:~~::~Cl ::=:ì~;;:a.l aYliiYêlS ..:
maKes :~ :recipiencs. kl::erna::e a:r:rangemen:s may b= made on a ~ase-by-c:as~
oasis ny agreement among :he ?edera~ agencies concerned.

cl ?ass-::hrouqh e;:ti::v. ?S D:rO"¡ideò in § .400 (d) (S), :he Dass-
:r.:::)'Jgh en'.i:y shall ::e :responsible fôr making the --nagemen: dec:isior, for
audit findings ::~at :re~ate to ?ederal awards it makes::o subrecipien::s.

'd) Time reauirements. The enti:y :-esponsible for making she
management decision shall do so within six months of receipt of t~e audit
report. 20rrective ac:ion s~ould be initiated within six months after :receipt
of :he audit report and proceed as rapidly as possible.

(e) Reference numbers. Management decisions shall include the
i~eference numbers the audito:- assigned to each audit finding in accordance
with § .SlO(e).
Subpart E - -Audi tors
§__.SOO Scope of audit.

(a) General. The audi t shall be conducted in accordance wi tn GAGAS.
The audit shall cover the entire operations of the auditee¡ or, at the option
of the auditee, such audit shall include a series of audits that cover
departments, agencies, and other organizational units which expended or
otherwise administered Federal awards during such fiscal year, provided tha~
each such audit shall encompass the financial statements and schedule of
expendi t ures of Federal awards for each such department, agency, and other
organizational unit, which shall be considered to be a non-Federal entity.
The financial statements and schedule of expenditures of Federal awards shall
be for the same fiscal year.

(0) Financial statements. The auditor shall determine whether the
financial statements of the audi tee are presented fairly in all material
respects in conformity with generally accepted accounting principles. The
auditor shall also determine whether the schedule of expenditures of Federal
awards is presented fairly in all material respects in relation to the
auditee's financial statements taken as a whole.

(e) Internal control. (lì In addition to the requirements of Gll.Gl\'S,
the auditor shall perform procedures to obtain an understanding of internal
control over Federal programs sufficient to plan the audit to support a low
assessed level of control risk for major 

programs .

(2) Except as provided in paragraph (c) (3) of this sect ion,
the auditor shall:

(i) plan the testing of internal control over major
programs to SUDDort a low assessed level of control risk for the assertions
relevant to thë. compliance requirements for each major program; and

(ii) Perform testing of internal control as planned in
paragraph (c) (2) (i) of this section.

(3) When internal control over some or all of the compliance
requirements for a major program are likely to be ineffective in preventing or
detecting noncompliance, the planning and performing of testing described in
paragraph (e) (2) of this section are not required for those compliance
requirements. However, the auditor shall report a reportable condition
(including whether any such condition is a material weakness) in accordance
vii th § .510, assess the related control risk at the maximum, and consider
whether-dditional compliance tests are required because of ineffective
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Com:: ~ ic.ncE: . \J. j :L baci~lOL ~G ChE. req~~remen~s ci GAGAS. ~~e
~uci ~Gr sLëll å~~c~mine whE::':iE:2.

. - .. . - , .. ~
:.ne: ë.uc.:lt.E:E: n,ê.S comp.!::e:o_ 'v,ii:.n ..ai.¡s i

regL~&::.OLS i an¿ :he P~OViE:'Ql~S c~ con~raC~5 O~ granL agYeemen~s Lna~ Tnay hav~
~ d~re~: ~nc ma~~~~~i ~f£ecr GD Each o~ i~s majGr pyograms.

\.L) The: p;.-:.ncipc.l '':CiIDti2ianc:=: 2.cquirement.s aDplic2..ble L.C ITGst
Fea-eyë..i p~og:lams and "(he: compliance reqiiire:menr.s oÍ r.he- 12.Tgest Federë.l
pr0q~ams are: inc~uà~ò ~D ~hE campi ~an~c supplement.

(~) For (hE: corr~liance requiremenLs relaLed La Federal
programs cont.äined in i:he compliance supplement, an audit of c.hese compliance
requiremeni:s will meet the requiremenc.s of this ~art . Where there have been
changEs .to t.he compliance requirements and i:he changes are not reflec-red in
the compliance supplement, Lhe audit.or shall de::ermine Lhe current compliance
requirement.s and modify t.he audit procedures accordingly. For those Federal
programs not covered in the compliance supplement, the audii:oy should use the
types of compliance requirement.s contained in the compliance supplement as
guidance for identifying the types of compliance requirements to test., and
dei:ermine the requiremeiitsgÒ\iernifig the Federal program by reviewing the
provisions of conLracts 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 t.o support an opinion on compliance.

(el Audit follow-up. The auditor shall follow-up on prior audit
findings, perform procedures to assess the reasonableness of the summary
schedule ot prior audit findings prepayed by the auditee in accordance with
§__.315 (b), and report, as a current ýear audit finding, when the auditor
concludes that the summary schedule of prior audit findings materially
misrepresents the status of any prior audit finding. The auditor shall
perform audit foiiow-up procedures regardless of whether a prior audit finding
relates to a major program in the current year.

(f) Data Collection Form. 1'.S required in § .320(b) (3), the auditor
shall complete and sign specified sections of the data collection form.

§ .505 Audi t reporting.

The auditor's report (s) may be in the form of either combined or
separate reports and may be organized different.ly from t.he manner present.ed in
t.hissection. The auditor i s repòrt (s) shall stat.e that the audit was
conducted in accordance with this part and include the following:

(a) An opinion (or disclaimer of opinion) as to whet.her 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 expèÎiditures of Federal awards is
presented fairly in all material respects-in relation to the financial
statements taken as a whole.

(D) A report. on internal cont.rol related to the financialst.atements
and major programs. This report shall describe the scòpe of testing of
internal control and the results of the tests, and, where applicable, refer to
the separate schedule of findings and guesi:ioned costs described in paragraph
(d) of this sèctiòh.

(el A report on compliance vii th laws, regulations, and the provisions
of contracts or grant agreements, noncompliance with which coulò have a
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lav'~ ,'pg,."ations ='nd ~b'" D'-~:i'''i''~~ Cl'" ~Cln-"a""-- ~., -ra""- ao'"CCmCn;-- vr~"'~c-~,.'~;, ~__~_ ;,o~-~ L.._..~:::~~",~';:,._- ~'~'-~.--""~~.::~ i_:: "'---,- -,':",~;;----_..;u,.J .ia,i", a d~l__~ and ma__~.ia.L __~__L on _a_n maJo, p~og_am, ana, V,:1___
app~ "cabl e, refer :'0 tne separate schedule of findings and questioned costs
described in ~aragraph (d) 0: :.~is see:. 

ion .

- . .
: =- r: aT:: -= ~. c. .. s:a:.~men:.s . ~his ~e?~~:" E~a~l alSO inc~~~~

íd) 71. schedule of findings and ques:.i:ined ::OS:'8 which sha::i in::1Lde
:.n'? :c)'llov.ringthree componen:.s:

, , . .Ì! summa,~y of the audi :0::' s resuJ.::5 whi =h shal line 1. ude :

(i) The type of report the auditor i.ssued on :.he
financial statements of the auditee (i.e., unqualified 

opinion, qualified
opinion, adverse opinion, or disclaimer of opinion) ;

(iil Where applicable, a statement that reportable
conditions in internal control were disclosed by the audit of the financial
statements and whether any such conditions were material weaknesses;

(iii) A statement as to whether the audit disclosed any
noncompliance which is material to the financial statements of the auditee;

(i vI Where applicable, a statement that reportable
condi t ions in internal control over maj or programs were disclosed by the audi ~
and whether any such conditions were material weaknesses;

(v) The type of report the auditor issued on compliance
for major programs (i. e., unqualified opinion, qualified opinion, adverse.
op~nion, or disclaimer of opinion);

(vi) A statement as to whether the audit disclosed any
audit findings which the auditor is required to report under §__.510(a);

(vii) An identification of major programs;

(viii) The dollar threshold used to distinguish between

Type A and Type B programs, as described in § .520 (b); and

(ix) A statement as to whether the auditee qualified as
a low-risk auditee under § .530.

(2) Findings relating to the financial statements which are
required to be reported in accordance with GAGAS.

(3) Findings and questioned costs for Federal awards which
shall include audit findings as defined in § .510 (a) .

(i) Audit findings (e.g., internal control findings,
compliance findings, questioned costs, or fraud) which relate to the same
issue should be presented as a single audit finding. Where practical. audit
findings should be organized by Federal agency or pass-through entity.

(ii) Audit findings which relate to both the financial
statements and Federal awards, as reported under paragraphs (d) (2) and (d) (3)
of this section, respectively, should be reported in both sections of the
schedule. However, the reporting in one section of the schedule may be in
summary form with a reference to a detailed reporting in the other section of
the schedule.

§ .510 Audi t findings.
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as a~c~: f _nd~n9s

: ~n¿~DC£ ~=u~r~~c Tn~ a~ci~o~ sha:~ ~epo~~ ~h~ :GJ.~o\',1:.n9
:n & sch~dLl~ of f~~d~ngs and qu~scio~e¿ COS~5:

Repor~a01s ~anci L io~s ~~ in~er~~l ç0n~ ~Gl over më j or
p~og~ams. The aucitor l 5 je~ermina:io~ of wj¡e~h~r a dE~icienc~r ~~ ~n~ernal
::or;~rc,: :"5 e YeporLabl~ 2ond.::r.ion for cI-e pUl-pose úf r~pcrtirig an audit
f:.rid~rig is ~r! r=ia:ioIJ t.c. õ ::~ýpE: üÍ compliaT.CE requ2-rerrlenr. for a rnô:jor p~ograrrj

~~ë~~ ~~;~~~~~j :~~~~~a~î:n~~~~~~ ~~~s ~~~i~~m~;~a~~~:~t~~~~~~n~~ c~~~~:~~~~~~
m2t~r~e1 Wcã~D~SS~S.

t2) lY1ate:i-i.ë:l noncompliancE v.7i:h :.he provision:: of la'iJs1
regulations i con=rac~s I or grant agreerrients related ~D a maj O~ program _ The
audiror '8 cieterrninã.tion of whether a noncomp~iance Vlitt, i:he p:!ovisions of
laws, :!egu~ations, coni:racts, or grant agreements is material for rbe purpose
of reporting an audit £ inding is in relation to ã. type of compliance
requirement for a major program or an audit objectivE: identified in the
compliance supplement.

(3). YJl0l'n q~es1:ioned costs which are greater than $10, 000 for
a type of compli~~~e requirement for a major program. YJlown questioned costs
are i:hose specifically identified by the auditor. In evaluating the effect of
quesrioned costs on the opinion on compliance, the audiror considers the best
estimate of total costs questioned (likely questioned costs), not just the
quesrioned costs spècifically identified (YJlown questioned costs). The
auditor shall also report known questioned costs when likely questioned COS1:S
are greater than $10,000 for a rype of compliance requirement for a major
program. In reporting questioned costs i the auditor shall include information
ro provide proper perspective for judging the prevalence and consequences of
the questioned costs.

C4) Known questioned costs which are greater than $10, 000 for
a Federal program which is not 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, the auditor will normally
not find questioned costs for a program which is not audited as a major
program. However, if the auditor does become aware of quest ioned 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 kno"~ 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 as audit findings in the schedule of
findings and questioned costs for Federal awarcis.

(6) y.nown fraud affecting a Federal award, unless such fraud
is otherwise reported as an audit finding in the schedul.e 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
requirements of GAGAS.

(7) Instances where the
disclosed that the summary schedule of
auditee in accordance with § .315 (b)
any prior audit finding.

results of audit follow-up procedures
prior audit findings prepared by the
materially misrepresents the status of

(b) Audit findi~o
sufficient detail foi th~
correcti.ve action and for
at .a:~.-.rÒi~_nagerneht deci_s.i6n."

detõ.il. Audir findings shall be presented in
auditee to prepare a corrective action p~an and take
Federal aoencies and pass-through entities 1:0 arrive
The' £oii~win9 spec~fic information shall be
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:r!:-...!;";.c'?~l, as s.?p:i-:a:~iei ..~! aud_.:' :i:-di.;-lgS:

(i.j P~dera~ prag-:am and spe=:.£i-: ?~d~:!al a\¡¡ard iden::i:ica:.ion
:_n-:;'.d.::rig :.he Cr'Dp_ ::itle and number, ?ed~ral award number and year, ;-Jame 8:
~ed~~~l agency, and name of ~he applicable pass-~hrough enti:y. When
in:: ~rmat J. on, such as the CFùA t i :.le and numb~r or ?ederal award number, is ~at
avai~abie, the auditor shall provide the best in=o~ation available to
describe the Fed~ral award.

(2) The criteria or specific requir~ment upon which the audit
:ind_ng is based, includ~n9 statut8ry, r~gulatary, or other citation.

(3) The condition found, including facts :hat support :.he
deficiency identified in the audit finding.

(4) Identification of questioned costs and how they were
computed.

(5) Information to provide proper perspective for judging the
prevalence and consequences of the audit findings, such as whether the audit
findings represent an isolated instance or a systemic problem. Where
appropriate, instances identified shall bè related to the universe and the
number of cases examined and be quantified in terms of dollar value.

(6) The possible asserted effect to provide sufficient
information to the auditee and Federal agency, or pass-through entity in the
case of a subrecipient, to permit them to determine the cause and effect to
facilitate prompt and proper corrective action.

(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 extent practical.

(c) Reference numbers. Each audit finding in the schedule of findings
and auestioned costs shall include a reference number to allow for easy
refe;encing of the audit findings during follow-up.

§ .515 Audi t working papers.

(a) Retention of workino papers. The auditor shall retain working
papers and reports for a minimum of three years after the date of issuance of
the auditor's report(s) to the auditee, unless the auditor is notified in
writing by the cognizant agency for audit, oversight agency for audit, or
pass-through entity to extend the retention period. When the auditor is aware
that the Federal awarding agency, pass-through entity, or auditee is
contesting an audit finding, the auditor shall contact the parties contesting
the audit finding for guidance prior to destruction of the working papers and
report s .

(b) Access to workino papers. Audit working papers shall be made
available upon request to the cognizant or oversight agency for audit or its
des i gnee, a Federal agency providing direct or indirect funding, or GAG 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.

28 ATTACHMENT __...e.........

PAGE ._.2:--. OF ,...3i3..: PAGES



§ . =:2 C: Mejo= p~og~an¡ ¿ete~iina~ioL.
, ,',,-,- ..

,e:; Generê.l. 'IriE: ô.uè.i,t_O_Y srl'e.ll. USE e. ::".=Sr.-Dê.Se:G. approc.c-b. I.C de:'E:rrnin-=

~~:~~~Ci~'e~~~~=Õ~~~~~~~IS Q~~e ~~~~~n~n~~da;~io:: T~_~~i ~i:~;;~~:~c:~P~~:~~i~~~~~Y
F~a~~~~ agencies and pcss-througb enLi~i~sJ anc ~De ~nhe~ent risk oÍ ~he
FeOSYêl program. ThE proèess in pa~agraphs (b) ~n~ougL (i) of this se~tioD
Shë~ 1 b= followed_

Di SLeD J. (-i"
prúg~ams i which shell Dc
as Federcl programs with
exceeèing ~he larger of:

The aUd~~o~: she.ll iden~~fv ~h2 larger Fede~~l
labeled Type, P. prog::ams. Tvp~ J.~ p~úg~arns ê.:i-e de:inëG
Federcl awards Ë:xpended during i:hÊ audi t period

(i) $300,000 ör threE: percent LQj) oÍi:otcl Federal
awards expended in the case' oÍ an auditeE: Íor which total Federal awards
expendE:d E:qucl or E:xceed S300,000 bui: are less i:han or equal to $100 millior,-_

(ii) $3 million or i:hree-tenths úÍ one percent (.003) of
total Fede~al awards expended in the case oÍ an auditee for which total
Federal awards expended exce~d $100 m~llion but are less than or equal to $10
billion.

(iii) $30 million or 15 hundredths oÍ one percent (.0015)
oÍ total Federal awards expended in i:he case oÍ an auditee for which total
Federal awards expended exceed $10 billion.

(2 ì Federal programs not labeled Type A lLT1Cier paragraph (b) (1)
of Úiis section shall be labeled Type B programs.

(3) The incl us ion oÍ large loan and loan guarantees (loans)
should not result in the exclusion oÍ ¿ther programs as Type A programs. When
a Federal program providing loans significantlyaÍÍects the number or size oÍ
Type P. programs, the .auditorshall consider this Federal program as a Type l'.
program and exclude its values in det~rmining other Type P. programs_

(4) For biennial audits permitted under § .220, the
determiriation oÍ TypeP-. and .Type B. programs shall be based upon the Federal
awards expended during the two~yeard pi:riod.

(c) Step 2. (1) The auditor' shall identify Type A programs which are
low-risk. For a Type A program to be considered low-risk, it shall have been
audi~ed as a major program in at lea~t one oÍ the two most recent audit
periods (in the most recent audit perì0cì in the case oÍ a biennial audit),
and, in the most recent .audit period, it shall have had no audit findings
under §_' 510 (a). However, the auditor may use judgment and consider that
audit Íindings from questioned costs under §_.510(a) (3) and §_.510(a) (4),
fraud under § .510 (a) ( 6), and a.udi t follow-up Íor the summary schedule of
prior audit Íindings under §... . 51.0(a)(7) do not preclude the Type A program
from being lo\\'-risk. The,auditor,shall consider: the critéria iri "§--,S25 (c),
§ .525 (d)(!), § .525 fd) (2), and-§ .525 (d) (3) ¡the rèsûlts of audit
follow-up; whether any changes in personnel or systems affecting a Type A
program have sigrÚficantl-yincreased riEk; and apply professioIi'aljudgment in
determining whether a ~iPe A program is low-risk.

(2) Notwithstanding paragraph (e) (1) of i:nis.section,. OlvIB may
approve a Federal awarding agency's request that a Type A program at 'certain
recipients may not be considered low-risk. For example, it may be necessary
for a large Type A program t.o J:ie audited as major each year at particular
recipients to allow the Federal agency to comply with the Government
IV¡anagement ReforrActof 1994 (31 D.S.C. 3515). The Federal agency shall
notoify the ::ecip:.ent.ánd, if known, the audi::or at least 180 days prior to i:he
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\d; St.ep ::. _, :'ne audit.8:: sria~~ ~.:ien:::'~y 'lype:3 p::::grams ~ii-:i-:r: a::e

~igh-=isk using professional judgment. and ::he =ri::eria in § .525. However,
sr:oujd :.he auditor se::ec: Op:.ion 2 under St.ep 4 ~paragraph (e) (2) (i) (B) 8:
::-:is sect.i.8r.), t.he aud:.:o:: is no:. requi::ed t.o identify more high-risk Type 3
:J:~::gri3ms than t.he numbe:: 8: lovi-risk 'Ivoe P. pr::grams. Except for kn.::vm
repoT:.able conditions :.n internal contr81 or c8mplianc€ problems as discussed
in § .525(b) (1), § .52S(b) (2). and § .525(c) (1), a single criteria in
§ .525 would seldom-:ause a Type :3 pr8gram :.:: be c::nsióered high-risk.

(2) The auditor is not expected to perform risk assessmen::s on
r~la:iveJy small Pederal programs. Therefore, the auditor is only required to
8erf ~rm risk assessments on Type B prQgrams that exceed the larger of:

(i) . $100, 000. or three- :.enths of one percent (. 003 j of

total Federal awards expended when the auditee has less than or equal to $~.OO
million in total Fede~al awards expended.

(ii) $300,000 
or ~hree-hundredths of one percent (.0003)

of t8tal Federal awards expended wpen theaudir.ee has more than $:00 million
Hl total Feder-al awards expended.

(e) Step 4. At a minimum,. the auditor shall audi~ all of the
fOl18wing as major programs:

(1 ) lI.ll Type l;. programs, except the audi tor may exclude any
Type A programs identified as low- risk under Step 2 (paragraph (0) (1) of this
sec-t ion) .

(2) (i) High-ris;k Type 3 programs as identified under
ei ther- 8f r.he following two optio~~:

(A) Option 1. At least one half of the Tye B

programs identified as high-risk under Step 3 (paragraph (d) of this section),
except this paragraph (e) (2) (i) (A) does not require the audit.or t.o audit more
high-risk Type B programs than the- number of low-risk Type A programs
identified as low-risk under Step 

2 .

(B) Option 2. One high-risk Type B program for

each Type P. program identified as .:low-risk under Step 2.

(ii) When id~ntifying which high-risk Type B programs to
audit as major under either Option 1 or 2 in paragraph (e) (2) (i) (A) or (B),
the auditor is encouraged to use ~n approach which provides an opportunity for
different high-risk Type B programs to be audited as major over a period of
time.

(3) Such additional programs as may be necessary to comply
wi th the percentage of coverage rule discussed in paragraph (f) of this
section. This paragraph (e) (3) may require the auditor to audit more programs
as major than the number of Tye A programs.

(f) Percentaqe of coveraqe rule. The auditor shall audir. as maj or
programs Federal programs wi th Federal awards expended that, in the aggregate,
encompass at least 50 percent of .total Federal awards expended. I f the
auditee meets the criteria in § .530 for a low-risk auditee, the auditor
need only audit as major programsFederal programs with Federal awards
expended that, in the aggregate, encompass at least 25 percent of total
Federal awards expended.

(g) Documentation of risk. The audi tor shall document in the working
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!i) Deviat,ion, from use of risk cri~eria _ For first-year audits i che
aud.i :.or may elect: to dei:ermi!1E: major' prOgrams as all Type F. programs plus aIlY
Type B.programs as necessary t.o meet the percentage of coverage rule discussed
in paragraph (f) of this sect.ion. Under this opt:ion, the auditor would not be
règuired to perform che procedureS discu.s'sed in paragraphs (e), (d), and (e)
of chis sectioTJ.

(1) A first-year auait is the first year 'Che entity is audited
under this part or the. .first: yea,r of ,acharige of auditors.

(2)
preclude audit of
audi ts may not be

To ensure that a frequent change of auditors would not
high-risk Type B programs, this election for first-year
used by an auditee more than once in every three years.

§ .525 Criteria far Federal progr¡¡iisk..

(a) General. The auditor i s dete~mination should be based on an
overall evaluation of the risk of noncol)pliance occurring which could be
material to the Federal program. The auditor shall use auditor judgment and
consider crite:da, such as described in paragraphs (b), (e), and (d) of this
section, to identify risk in Federal programs. lÜso J as part of the risk
analysis, the auditor may wish to discuss a particular Federal program with
auditee management and the Federal agency or pass-through entity .

(b) CUrrent and prior audit expê'rience. (1) Wear..esses in internal
control over Federal programs would iIidicate higher risk. Consideration
should be given to the control environment over Federal programs and such
factors as the expectation of management 1 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.

(i) 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 weaYJlesses are isolated
in a: single'òperating unit (e.g., one college campus) or pervasive throughout
the entit:y.

(ii) When significant parts of a Federal prõgram are
passed through to subrecipien~s, a weak system for monitoring subrecipients
would indicate higher risk.

(iii) The extent to which computer processing is used to
administ::r F'ederal programs, as well as the complexity of t.hat pröcessing,
should be considered by the auditor in assessing risk. Ne,-' and reëently
modified computer systems may also indicate risk.

(2)
particularly when
significant impact

Prior audit findings would indicate higher risk,
the El tuat:_ions identified in the audit findings could
on.a Federal program or have not been corrected.

have a

(3ì Federal programs not recently audited as major programs
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,=1 Oversi~ht exercised DY ?ederal a~encies and pass-throuoh entities
. '. .~J'¡,=rs:ght e:erc:ised ?y ?eàeral agencie~ ::r pass-throug~ en-:iti-;s c:::uld

:;',(1; ::a.c.e ri-3y.. :,'or examp.:e., recen"C moni~:::ring or o:.her re-r:.ews pe:r:co:rmed ay
an oversight entity which di3closed no significant pr::blems wouid indicate
;ower risk. Howeve:r, monitoring which disclosed significant :;r::bi.ems would
indj cate higher risk.

(2) Federal aqencies i with the concurrence of OM3, may
j.denc.i-::y F'ede:ral programs which are hj.gher risk. OMB plans "Co ;:rovide tb:~.s
i.den: if j.ca:ion in the compliance supplement.

(d) Inherent risk of the Federal prooram. (1) The nature of a
Federal program may indicate risk. consideration should be given to the
complexity of the program and the extent to which the Federal program
contracts for goods and services. For example, Federal programs that disburse
funds through third party contracts or have eligibility criteria may be of
higher risk. Fede:ral prog:rams primarily involving staff payroll costs may
have a high- risk for time and effort reporting, but otherwise be at low-risk.

(2) The phase of a Federal program in i~s life cycle at the
Federal agency may indicate risk. For e)~ample i a new Federal program with new
or interim regulations may have higher risk than an established program with
time-tested regula~ions. AlsO, significant changes in Federal programs, laws,
regulations, or the pr::visions of contracts or grant agreements may increase
risk.

(3) The phase of a Federal program in its life cycle at the
audi tee may indicate risk. ~or example i during the first and last years that
an auditee participates in a Federal program~ the risk may be higher due to
start-up or closeout of program activities and staff.

(4) Type B programs with larger Federal awards expended would
be of higher risk than programs with substantially smaller Federal awards
expended.

§ .530 Cri teria for a low-risk audi tee.

An auditee which meets all of the following conditions for each of the
preceding two years (or i in the case of biennial audits i preceding two audit
periods) shall qualify as a low-risk auditee and be eligible for reduced audit
coverage in accordance with §__" 520:

(a) Single audits were performed on an annual basis in accordance with
the provisions of this part. Anon-Federal entity that has biennial audits
does not qualify as a low-risk auditee i unless agreed to in advance by the
cognizant or oversight agency for audit.

(D) The auditor's opinions on the financial statements and the
schedule of expenditures of Federal awards were unqualified. However, the
cognizant or oversight agency for audit may judge that an opinion
qualification does not affect the management of Federal awards and provide a
waiver.

(c) There were no deficiencies in internal 

control which were

identified as material weaknesses under the requirements of GAGAS. However i
the cognizant CJr oversight agency for audit may judge that any identified
material weaknesses do not affect the management of Federal awards and provide
a waiver.
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ATTACHMENT "F"



Health Information In Compliance With The Health Insurance Portability
And Accountability Act Of 1996 (HIPAA)
BUSINESS ASSOCIATE AGREEMENT

THIS BUSINESS ASSOCIATE AGREEMENT ("Agreem nt" is made and entered as of October 1 , .
2008 by and between - . -& Î . ..( a Wi (cL 3 ljrpOra1O/J
(corporation, partnership, dba), who e business address is: ~1S-:1) £'úÆfh G.l- # ,;)LP

(hereinafter referred to as "Business Associate"),
and the CITY OF LONG BEACH, a municipal corporation (hereinafter referred to as "City" or
"Covered Entry").

WHEREAS, the City has a Department of Health that provides a multitude of health care and
related services; and

WHEREAS, in the course of providing health care and related services the City obtains
protected health information; and

WHEREAS, Business Associate performs particular duties and/or provides particular services
to the City; and

WHEREAS, the City wishes to disclose some information to Business Associate, some of
which may contain protected health information; and

WHEREAS, the City and Business Associate intend to protect the privacy and provide for the
security of protected health information incompliance with the Health insurance Portability and
Accountability Act of 1996 ("HIPAA") and regulations promulgated thereunder by the U.S. Department
of Health and Human Services and other applicable laws, including, but not limited to Title 45, Section
164.504(e) of the Code of Federal Regulation.
NOW,

THEREFORE, in consideration of the mutual terms covenants, and conditions in this
Agreement, the parties agree as follows:
1. DEFINITIONS. Terms used, but not otherwise defined, in this Agreement shall have the same

meaning as those terms in the Privacy Rule codified in Title 45, Sections 160-164 of the Code
of Regulations.

2. OBLIGATIONS AND ACTIVITIES OF BUSINESS ASSOCIATE.
a. Non-disclosure. Business Associate agrees to not use or disclose protected health

information other than as permitted or required by the Agreement or as required by law.

b. Safeguards. Business Associate agrees to use appropriate safeguards to prevent use of
disclosure of the protected health information

c. Mitigation. Business Associate agrees to mitigate, to the extent practicable, any harmful
effect that is known to Business Associate of a use or disclosure of protected health
information by Business Associate in violation of the requirements of this Agreement.

d. Reporting of disclosures. Business Associate agrees to report to Covered Entity any use or
disclosure of the protected health information not provided for by this Agreement of which it
becomes aware.

e. Business Associate's Agents. Business Associate agrees to ensure that any agent,
including a subcontractor, to whom it provides protected health information received from,
or created or received by Business Associate on behalf of Covered Entity agrees to the
same restrictions and conditions that apply through this Agreement to Business Associate
with respect to such information.

f. Availability of Information to City. Business Associate agrees to provide prompt access to
protected health information in a designated record set to Covered Entity or, as directed by
Covered Entity, to an individual upon Covered Entity's request in order to meet the
requirements under 45 CFR § 164.524.
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g. Amendment of Protected Health Information Business Associate agrees to promptly make
any amendment(s) to protected health information in a designated record set that the
Covered Entity directs or agrees to pursuant to 45 CFR § 164.526 at the request of
Covered Entity or an individuaL.

h. Internal Practices, Business Associate agrees to make internal practices, books and
records, including policies and procedures' and protected health information, relating to the
use and disclosure of protected health information received from, or created or received by
Business Associate on behalf of, covered entity available to the Secretary of the U.S.
Department of Health and Human Services for purposes of the Secretary determining the
business Associate's compliance with the privacy rule.

i. Reporting of Disclosures. Business Associate agrees to document such disclosures of
protected health information and information related to such disclosures as would be
required for the City to respond to a request by an individual for an accounting of
disclosures of protected health information in accordance with 45 CFR § 164.528.

j. Availability of Information to Covered Entity. Business Associate agrees to promptly
provide to covered Entity or an individual information collected in accordance with section
2(i) of this agreement, to permit Covered Entity to respond to a request by an individual for
an accounting of disclosures of protected health information in accordance with 45 CFR
§164.528.

3. PERMITTED USES AND DISCLOSURES BY BUSINESS ASSOCIATE.
Except as otherwise limited in this Agreement, business Associate may use or disclose
protected health information to perform functions, activities, or services for, or on behalf of,
Covered Entity as specified in this Agreement, provided that such use or disclosure would not
violate the Privacy Rule if done by Covered Entity or the minimum necessary policies and
procedures of the Covered Entity. The specific use and disclosure provisions areas follows:
a. Except as otherWise limited in this Agreement, Business Associate may use protected

health information for the proper management and administration of the business
Associate.

b. Except as otherwise limited in this Agreement, Business Associate may disclose protected
health information for the proper management and administration of the Business
Associate, provided that disclosures are required by law, or Business Associate obtains

reasonable assurances from the person to whom the information is disclosed that it will
remain confidential and used or further disclosed only as required by law or for the purpose
for which it was disclosed to the person, and the person notifies the business associate of
any instances of which it is aware in which the confidentiality of the information has been
breached.

c. Except as otherwise limited in this Agreement, Business Associate may use protected
health information to provide data aggregation services to covered entity as permitted by 42
CFR § 164.504(e)(2)(i)(B).

d. Business Associate may use protected health information to report violations of law to
appropriate federal and state authorities, consistent with § 164.502U)(1).

4. OBLIGATIONS OF COVERED ENTITY.
a. Notification of Limitations in Notice of Privacy Practices. Covered Entity shall notify

Business Associate of any Iimitations(s) in its notice of privacy practices of covered entity in
accordance with 45 CFR § 164.520, to the extent that such limitation may affect Business
Associate's use or disclosure of protected health information.

b. Notification of Change or Revocation of Permission. Covered entiy shall notify business
Associate of Any changes in, or revocation of permission by individual to use or disclose
protected health information to the extent that such changes may affect Business
Associate's use or disclosure of protected health information.
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c. Notification of Restrictions. Covered Entity shall notify Business Associate of any
restriction to the use or disclosure of protected health information that Covered Entity has
agreed to in accordance with 45 CFR § 164.522, to the extent that such restriction may
effect Business Associate's use or disclosure of protected health information.

5. PERMISSIBLE REQUEST BY COVERED ENTITY.
Covered Entity shall not request Business Associate to use or disclose protected health
information in any manner that would not be permissible under the Privacy Rule if done by
Covered Entity, except that this restriction is not intended and shall not be construed to limit
Business Associate's capacity to use or disclose protected health information for the proper
management and administration of the Business Associate or to provide data aggregation
services to Covered Entity as provided for an expressly permitted under Section 3 (a), (b), and
(c) of this Agreement.

6. TERM AND TERMINATION.
a. Term. The term of this Agreement shall be effective upon execution, and shall terminate

when all of the protected health information provided by Covered Entity to Business

Associate, or created or received by business Associate on behalf of Covered Entity, is
destroyed or returned to Covered Entity, or, if it is infeasible to return or destroy protected
health information, protections are extended to such information, in accordance with the
termination provisions in this Section.

b. Termination for Cause. Upon Covered Entity's knowledge of a material breach by
Business Associate, Covered Entity shall either:

1. Provide and opportunity for Business Associate to cure the breach or end the violation and
terminate this Agreement if Business Associate does not cure the breach or end the
violation within the time specified by Covered Entity;

2. Immediately terminate this Agreement if Business Associate has breached a material term

of this Agreement and cure is not possible; or
3. If neither termination nor cure is feasible, Covered Entity shall report the violation to the

Secretary.
c. Effect of Termination.

1. Except as provided in paragraph (2) of the Section, upon termination of this Agreement

for any reason, Business Associate shall return or destroy all protected health
information received from covered Entity, or created or received by Business Associate
on behalf of Covered Entity. This provision shall apply to protected health information
that is in the possession of subcontractors or agents of business Associate. Business
Associate shall retain no copies of the protected health information.

2. In the event that Business Associate determines that returning or destroying the

protected health information is infeasible, Business Associate shall provide to Covered
Entity notification of the conditions that make return or destruction infeasible and shall
extend the protections of this Agreement to such protected health information and limit
further uses and disclosures of such protected health information to those purposes that
make the return or destruction infeasible, for so long as business Associate maintains
such protected health information.

7. ASSISTANCE INLlTIGATION OR ADMINISTRATIVE PROCEDDINGS.
Business Associate shall make itself and any subcontractors, employees, or agents assisting
Business Associate in the performance of its obligations under this Agreement with the
Covered Entity, available to Covered Entity, at no cost to Covered Entity to testify as witnesses
or otherwise, in the event of litigation administrative proceedings commenced against Covered
Entity, its directors, officers, or employees base on a claimed violation of HIPAA, the HIPAA
regulations or other laws relating to security or privacy, except where Business Associate or its
subcontractors, employees or agents are named as an adverse party.
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8. MISCELLANEOUS
a. References. A reference in this Agreement to a section in the Privacy Rule means the

section as in effect or as amended.
b. Amendment. The parties agree to take such action as in necessary to amend this

Agreement from time to time as is necessary for covered entity to comply with the
requirements of the Privacy Rule and the Health Insurance Portability and Accountability
Act of 1996. Amendments must be in writing and signed by the parties to the Agreement.

c. Survival. The respective rights and obligations or Business Associate under Section 6(c) of

the Agreement shall survive the termination of this Agreement.
d. Interpretation. Any ambiguity in this Agreement shall be resolved to permit Covered Entity

to comply with the Privacy Rule.
9. LAW. This Agreement shall be governed by and construed pursuant to federal law and the

laws of the State of California (except those provisions of California law pertaining to conflicts
of laws). Business Associate shall comply with all laws, ordinances, rules and regulations of
all federal, state and local governmental authorities.

10. ENTIRE AGREEMENT. This Agreement, including Exhibits, constitutes the entire
understanding between the parties and supersedes all other agreements, oral or written, with
respect to the subject matter herein.

11. INDEMITY. Business Associate shall protect, defend, indemnify and hold City, its officials,
employees, and agents (collectively in this Section referred to as "City") harmless from and
against any and all claims, demands, causes or action, losses, damages, and liabilities,
whether or not reduced to juçlgment, which may be asserted against City arising from or
attributable to or caused direçtly 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, or.ission or misrepresentation by Business Associate, Business
Associate's employees or agents, which act, omission or misrepresentation is connected in
any way with performance of the duties under this Agreement. If it is necessary for purposes
of resisting, adjusting, compromising, settling, or defending any claim, demand, cause of
action, loss, damage, or liability, or of enforcing this provision, for city to incur or to pay any
expense or cost, including attorney's fees or court cost, Business Associate agrees to and
shall reimburse City within a reasonable time. Business Associate shall give City notice of any
claim, demand, cause or actions, loss, damage or liability within ten (10) calendar days.

12. AMBIGUITY. In the event of. ¡3ny conflict or ambiguity in this Agreement, such ambiguity shall
be resolved in favor of a meaning that complies and is consistent with HIPAA, HIPAA

Regulations and California law.
13. COSTS. If there is any legal proceeding between the parties to enforce or interpret this

Agreement or to protect or establish any rights or remedies hereunder, the prevailing party
shall be entitled to its costs and expenses, including reasonable attorney's fees and court
costs, including appeals.

14. NOTICES. Any notice or approval required hereunder by either party shall be .in writing and
personally delivered or deposited in the' U. S. Postal Service, first class, postage prepaid,
address to Business Associate at the address first stated herein, and to the City at 444 W.
Ocean Blvd., Ste. 1700, Long Beach, California 90802, Attention: Neighborhood Services

Bureau Manager, Community Development Department. Notice of change of address shall be
given in the same manner as stated herein for the other notices. Notice shall be deemed given
on the date deposited in the mail or on the date personal delivery is made, whichever first
occurs.
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15. WAIVER. The acceptance of any services or the payment of any money by City shall not
operate as a waiver of any provision of this Agreement, or of any right to damages or
indemnity stated in this Agreement. The waiver of any breach of this Agreement shall not
constitute a waiver of any other or subsequent breach of this Agreement.

16. CONTINUATION. Termination or expiration of this Agreement shall not affect rights or
liabilities of the parties which accrued pursuant to Sections 7, 12, and 14 prior to termination or
expiration of this Agreement, sand shall not extinguish any warranties hereunder.

17. ADVERTISING. Business Associate shall not use the name of City, its officials or employees
in any advertising or solicitation for business, nor as a reference, without the prior approval of
the city Manager or designee.

18. THIRD PARTY BENEFICIARY. This Agreement is intended by the parties to benefit
themselves only and is not in any way intended or designed to or entered for the purpose of
creating any benefit or right for any person or entity of any kind that is not a party to this
Agreement.

IN WITNESS WHEREOF, the parties hereto have caused these presents to be duly executed with all
of the formalities required by law as of the date first stated herein:

(Name of Business Associate)

a s. Vo /lirrt/

¡dual)

,IOJ

fxc~. ( q 20 Orr By:

,20_ By:

(person legally allowed to bind organization)

Title:

~ Z- , 2023

CITY OF LONG BEACH, a municipal corporation

Assistant City Manager
By:

ity Manager or designee
'City"

TO" ....~ -. .\.:':, " ;\~~g~:.0U~~.1:wr.,' ,Xo"l o;,'O.! ÓFi
T'rl1i' C l11V ("'R'1i n ~"" .". Å'. 0.: 1-1..n TEEt..

The fO"~Ttg Agreement is hereby approved as to form this
tÆf ,204,

ROBERT
City Attorn

~
! J- day of
,

By:
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CERTIFICATION REGARDING DEBARMENT

By signing and submitting this document, the recipient of federal assistance funds is providing the
certification as set out below:

1. The certification in this clause is a material representation of fact upon which reliance was
placed when this transaction was entered into. If it is later determined that the recipient of
federal assistance funds knowingly rendered an erroneous certification, in addition to other
remedies available to the Federal Government, the department or agency with which this
transaction originated may pursue available remedies, including suspension and/or
debarment.

2. The recipient of Federal assistance funds shall provide immediate written notice to the
person to which this agreement is entered, if any time the recipient of Federal Assistance
funds learns that its certification was erroneous, when submitted or has become erroneous
by reason of changed circumstance.

3. The terms "covered transaction", "debarred", "suspended," "ineligible," "lower tier covered
transaction," "participant," "person," " primary covered transaction," "principal," "proposal,"
and "voluntarily excluded," as used in this clause, have the meanings set out in the
Definitions and Coverage sections of rules implementing Executive Order 12549.

4. The recipient of Federal assistance funds agrees by submitting this document that it shall
not knowingly enter into any lower tier covered transaction with a person who is debarred,
suspended, declared ineligible, or voluntarily excluded from participation in this covered
transaction, unless authorized by the departmental or agency with which this transaction
originated.

5. The recipient of Federal assistance funds further agrees by submitting this document that it
will include the clause titled "Certification Regarding Debarment, Suspension, Ineligibility
and Voluntary Exclusion - Lower Tier Covered Transactions," without modification, in all
lower tier covered transactions and in all solicitations for lower tier covered transactions.

6. A participant in a covered transaction may rely upon a certification of participant in a lower
tier covered transaction that it is not debarred, suspended, ineligible, or voluntarily
excluded from the covered transaction, unless it knows that the certification is erroneous,.
A participant may decide the method and frequency by which it determines the eligibility of
its principals. Each participant may but is not required to, check the list of parties excluded
from procurement or non- procurement programs.

7. Nothing contained in the foregoing shall be constructed to require establishment of a
system of records in order to render in good faith the certification required by this clause.
The knowledge and information of a participant is not required to exceed that which is
normally possessed by a prudent person in the ordinary course of business dealings.
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8. Except for transactions authorized under paragraph 4 of these instructions, if a participant
in a covered transaction knowingly enters into a lower tier covered transaction with a
person who is suspended, debarred, ineligible, or voluntarily excluded from participation in
this transaction, in addition to other remedies available to the Federal Government, the
department or agency with which the transaction originated may pursue available
remedies, including suspension and/or debarment.

The regulations implementing Executive Order 12549, Debarment and Suspension, 24 CFR Part
24 Section 24.510 Participants' Responsibilities require this certification:

1. The recipient of Federal assistance funds certifies that neither it nor its principals are
presently debarred, suspended, proposed for debarment, declared ineligible or
voluntarily excluded from participation in this transaction by any Federal department or
agency.

2. Where the recipient of Federal assistance funds is unable to certify to any of the
statements in this certification, such participants shall attach an explanation to this
document.

Agreement Number: contractAgenCY:~~ ç: WbrW ~l/Ov
Name and Title of Authorized Representative: U.COJ.JiIi 7"ra (~~

~ XJ ~ VyL. L9 oiVSignature U .. c '0 .. - Date
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CERTIFICATION REGARDING LOBBYING

Contractor(s) and lobbyist firm(s), as defined in the Los Angeles County code Chapter 2.160 (ordinance 93-0031)i
retained by the Contractor, shall fully comply with the requirements as set forth in said County Code. The
contractor must also certify in writing that it is familiar with the Los Angeles County Code Chapter 2.160 and that
all persons acting on behalf of the Contractor will comply with the County Code.

Failure on the part of the Contractor and/or Lobbyist to fully comply with the County's Lobbyist requirement shall
constitute a material breach of the contract upon which the City of Long Beach may immediately terminate this
contract and the contractor shall be liable for civil action.

The Contractor is prohibited by the Department of Interior and Related Agencies Appropriations Act, known as the
Byrd Amendments, and the Housing and Urban Development Code of Federal Regulations 24 part 87, from using
federally appropriated funds for the purpose of influencing or attempting to influence an officer or employee of any
agency, a Member of Congress, and office or attempting to influence an officer or employee of any agency, a
Member of Congress, and office or employee of Congress, any employee of a Member of Congress in connection
with the awarding of any Federal contract, the making of any federal grant, loan or cooperative agreement, and
any extension, continuation, renewal, amendment or modification of said documents.

The Contractor must certify in writing that they are familiar with the Federal Lobbyist Requirements and that all
persons and/or subcontractors acting on behalf of the Contractor will comply with the Lobbyist requirements.

Failure on the part of the contractor or persons/subcontractors acting on behalf of the Contractor to fully comply
with Federal Lobbyist Requirements shall be subject to civil penalties. The undersigned certifies, to the best of
his/her knowledge and belief, that:

No Federal appropriated funds have been paid or will be paid, by or on behalf of the undersigned, to any
person for influencing or attempting to influence an offcer or employee of an agency, a Member of
Congress, an officer or employee of Congress, or an employee of a Member of Congress in connection
with the awarding of any Federal contract, the making of any Federal grant, loan or cooperative

agreement, and any extension, continuation, renewal, amendment or modification of said documents.

If any funds other than Federal appropriated funds have been paid or will be paid to any person for
influencing or attempting to influence an officer or employee of any agency, a Member of Congress, an
officer or employee of Congress, or an employee of a Member of Congress in connection with the Federal
contract, grant, loan, or cooperative agreement, the undersigned shall complete and submit Standard
Form - LLL "Disclosure Form to Report Lobbying" in accordance with its instructions.

The undersigned shall require that the language of this certification be included in the award documents
for all sub-awards at all tiers (including subcontracts, sub-grants, and contracts under grants, loans, and
cooperative agreements) and that all sub-recipients shall certify and disclose accordingly.

This certification is a material representation of fact upon which reliance was placed when this transaction
was made or entered into. Submission of this certification is a prerequisite for making or entering into this
transaction imposed by Section 1352 Title 31, U.S. Code. Any person who fails to file the required
certification shall be subject to a civil penalty of not less that $10,000 and not more that $100,000 for each
such failure.

Agreement Number: Contract Agency: r ~ tZ s. ¡!!lrfL? ~/ e,: /
Name and Title of Authorized Representative: -tA/l~ "Er-e ~ Qi~L~~ Vyc.11. ~tsSignature Date
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