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Compliance requirements

From Wikipedia, the free encyclopedia

Compliance requirements are a series of directives established by United States Federal government agencies that
summarize hundreds of Federal laws and regulations applicable to Federal assistance (also known as Federal aid or
Federal funds). They are currently incorporated into the OMB A-133 Compliance Supplement, which was created by
the US Office of Management and Budget (OMB).

In order to facilitate a recipients’s compliance with Federal laws and regulations, and as well as its annual Single Audit,
the OMB created fourteen basic and standard compliance requirements for which recipients must always comply with
when receiving and using such Federal assistance, and provided detailed explanations, discussions, and guidance about
them in the OMB A-133 Compliance Supplement. The compliance requirements only serve as guidelines for
compliance with the hundreds of laws and regulations applicable to the specific type assistance used by the recipient,
and their objectives are designed to be generic in nature due to the amount of different Federal programs provided by

the Federal govemment.[l] The Compliance Requirements are assigned a letter in alphabetical order for easier
identification.

Contents

Activities Allowed or Unallowed (A)

This compliance requirement establishes that each program operates for a specific purpose (such as the care of elderly
persons or the education of children), and that funds provided for the program should only be used in activities which

benefit that purpose.[z] Therefore, Federal assistance provided to a recipient for a specific purpose must be expended for
such purpose only.

Allowable Costs/Cost Principles (B)

This compliance requirements is considered one of the most, if not the most, important sections because it covers the
cost accounting policies, expenses and expenditures, and actual use of Federal funds associated with the administration
of a Federal assistance program. In other words, it provides the basis and principles for which recipients must adhere to

when expending the assistance they have received.[?]

Due to the different types of recipients, the Federal government has categorized them into three groups: State, local, and
Indian tribal governments; institutions of higher education; and non-profit organizations. Each recipient is categorized
into one of the mentioned groups, and each group has a separate set of cost principles to follow. The cost principles
applicable to a type of recipient apply to all Federal assistance received by that entity, regardless of whether the awards

are received directly from the Federal government or indirectly through a pass-through entity.[3 ]

The OMB has issued a Cost Principle Circular for each of the categories mentioned above, which serves as a guide for
expending Federal assistance in accordance with laws and regulations:[3 ]

= OMB Circular A 87, “Cost Principles for State, Local, and Indian Tribal Governments” (2 CFR part 225) — This
circular includes the 50 States of the United States and the District of Columbia (Washington, D.C.), or any
agency or instrumentality of these governments, as well as any county, parish, municipality, city, town, State-
designated Indian tribal government, school district, United States territories and possessions, and any agency or
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instrumentality of these governments.

= OMB Circular A-21, “Cost Principles for Educational Institutions” (2 CFR part 220) - All institutions of higher
education (e.g., Colleges, Universities, etc.) are subject to the cost principles contained in this circular.

= OMB Circular A-122, “Cost Principles for Non-Profit Organizations” (2 CFR part 230) - Non-profit
organizations are subject to this circular, except those non-profit organizations listed in OMB Circular A-122,
Attachment C that are subject to the commercial cost principles contained in the Federal Acquisition Regulation
(FAR).

The three circulars list various types of cost or expense item (such as travel expense, maintenance expense, payroll
salaries, lobbying costs, purchase of materials, payment of utility bills, etc.), and establishes whether each is either
allowable or unallowable. Allowable costs are those which the Federal government has determined permissible for
using Federal assistance, while unallowable costs are those for which the government prohibits incurring when using
Federal assistance. Certain cost items are considered universally unallowable, such as cost related to illegal activities
and lobbying costs, but others may be considered unallowable for a type of recipient while being allowable for another
type of recipient. As a general rule, any assistance used inappropriately, such as incurring unallowable costs, requires

reimbursement to the Federal govemment.{3 ]

Cash Management (C)

This section covers the actual management, or handling, of funds pertaining to a Federal program, specifically on how
Federal assistance is distributed to recipients and how recipients manage the funds until disbursement. The actual
transfer of funds, commonly referred to as “drawdowns”, is usually done electronically by requesting the funds to the
Federal agency via website or a network. The funds are automatically transferred from the US Department of Treasury
to the recipient’s bank account. Federal assistance for program operations is provided to recipients usually by one of

two methods, also called “funding techniques™: by either advances of funds or by reimbursement of funds.[]

» Advances of funds — Advances are Federal funds provided to a recipient before the program activity is performed.
Recipients determine the amount needed for a future expenditure (e.g., through budget process) and request the
amount to the Federal government (or in the case of subrecipients to the pass-through entity, see Subrecipient
Monitoring below). The Federal funds received are then expended to perform the specific activity (e.g., purchase
good or service or for payroll). However, laws and regulations require recipients to request funds only when it is
immediately needed, and recipients must try to minimize the amount of time between the receipt of funds to the

actual disbursement.!*] Examples of programs under these funding techniques are the Section 8 program and the
Community Development Block Grant program.

» Reimbursement of funds — This funding technique requires the recipient to pay program expenditures with their
own funds, and then request a reimbursement for those expenses from the Federal government or pass-through
entity. Recipients prepare and send reimbursement requests, and maintain supporting documentation showing that

the costs for which reimbursement was requested were paid prior to the date of the reimbursement request.m

Davis-Bacon Act (D)

As part of the US Department of Labor’s (DOL) governmentwide implementation of the Davis-Bacon Act, Federal
regulations require that all laborers and mechanics employed by a contractor or subcontractor to work on construction
contracts in excess of $2,000 which are financed by Federal assistance funds must be paid wages not less than those

established by the DOL for the geographic location of the project, also known as the prevailing wage rates.P16] This
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Compliance Requirement was created to assure that recipients oblige contractors to comply with the Davis-Bacon Act,
by including in their construction contracts with a contractor or subcontractor a clause or requirement to comply with

the Davis-Bacon Act and the DOL regulations,[5 17 The clause should also include a requirement for the contractor or
subcontractor to submit to the recipient weekly (e.g., for each week in which any contract work is performed) a copy of
the construction payroll accompanied by statement of compliance. This report is commonly referred to as “certified
payrolls”, and is often done using Optional Form WH-347 (OMB No. 1215-0149), a standard form pre-designed by the

OMB,[5118]

Eligibility (E)

The main objective of this compliance requirement 1s that only eligible individuals or organizations participate in
Federal assistance programs. While the criterion for determining eligibility may vary from program to program, the
objective that only eligible individuals or organizations participate is consistent across all Federal programs, which

forms the basis of this compliance requirement.[9] To comply with this objective, recipients must first assure that proper
eligibility determinations are made, which means that the recipient must determine the parameters and limitations to
define eligibility for a specific program in accordance with the program’s purpose. Many Federal programs already
contain eligibility requirements based on laws, agency regulations, grant agreements, etc., and recipients must assure

that their eligibility determination complies with such requirements.['g] An example includes Federal programs which
offer HIV/Aids treatment and require that the participants be victims of such diseases. It is usually the recipient’s
responsibility to determine how to determine such eligibility, such as establishing policy that requires an in-house
doctor or laboratory to diagnose each prospective participant, accepting diagnoses from third-party doctors or

laboratories, etc.[!21111] However, certain agencies have included specific parameters for which the recipient should
follow, as 1n the case of the Department of Housing and Urban Development (HUD) which states in the Code of Federal
Regulations (CFR) that recipients of certain HUD housing subsidy programs must obtain specific income verification

documents in order to prove the eligibility of a participant, such as W-2 payroll forms, a Federal income tax return, etc.
[12][13]

After determining which eligibility requirements are needed for participation in a program, the recipient must also
assure that individual program participants or groups were correctly determined to be eligible by obtaining evidence of
such compliance, such as maintaining documentation in participant files (e.g., copies of HIV/Aids diagnosis, copied of
Federal income tax returns, etc.). Furthermore, the recipient must assure that only eligible individuals or groups
participated in the program by establishing strict controls of program funds to avoid non-eligible persons from receiving

the specific assistance.[’]

Equipment and Real Property Management (F)
This section established directives on how a recipient should manage equipment and real property of a Federal program.

Equipment Management

Equipment means tangible, non-expendable property which was acquired using Federal assistance funds, having a
useful life of more than one year, and an acquisition cost of $5,000 or more per unit (although, consistent with a
recipient’s own equipment policy, lower cost limits may be established). Basically, this section requires that, as per A-
102 Common Rule (http://www.whitehouse.gov/omb/circulars/al02/a102 . html) and OMB Circular A-110
(http://www.whitehouse.gov/omb/circulars/al 10/a110.html) regulations, equipment must be used in the Federal
program for which it was acquired, or, when appropriate, other Federal programs. Additionally, the recipient must
maintain proper records of equipment, perform a physical inventory of equipment at least once every two years and
reconciled to the equipment records, and implement an appropriate internal control system to safeguard and maintain
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