
Guidebook for Financial Managers 
of Discretionary Grants 

INTRODUCTION 

This manual is intended to serve as an additional reference tool and guidebook for financial managers, program directors, and 
others responsible for the administration and financial management of federal discretionary grants (such as Head Start, Early 
Head Start, State Collaboration, Runaway & Homeless Youth grants, etc.). 

The purpose of this guidebook is to explain and clarify federal regulations and existing policies in a straightforward manner, 
eliminating as much "government-ese" as possible along the way.  

Copies of all the applicable federal financial management regulations (45 CFR Parts 74 and 92), federal cost principles (Office 
of Management and Budget [OMB] Circulars A-122, A-87, and A-21), and audit requirements (OMB Circular A-133), are 
available from this website. 

Copies of all other documents cited, such as information memorandums, program instructions, and other small documents, are 
available by contacting your ACF Program Representative or the Regional Grants Officer.  

It is our intention to periodically up-date the material in this manual as regulations and program legislation change. We also 
recognize that some things may have been left out, or need to be clarified. It's even possible you might feel we have made a 
mistake in our explanations of some policies. Because of this, we invite and welcome any and all comments on the information 
contained in this manual. 

Please send your comments to me at the following address: 

Janice A. Pruitt, Regional Grants Officer 
Administration for Children & Families 
1301 Young Street, Room 937 
Dallas, TX 75202.  
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GRANT APPLICATIONS AND AWARDS 

1.01 GRANT APPLICATIONS 
1.02 GRANT AWARDS 
1.03 TERMS AND CONDITIONS OF AWARD 



1.01 GRANT APPLICATIONS 

Application forms and instructions for filing applications may be obtained from the ACF/Region VI program office authorized 
to fund the project. The filing instructions will also include information concerning deadlines for submission of applications, 
the mailing address, and a checklist of all required documents. 

•	 Competitive applications are those submitted in response to an announcement of the availability of federal funds to 
support new projects, or sometimes to support a new sponsor for an existing grant. The announcements, usually 
published in the Federal Register, describe the program, and state the amount of funds available, the eligibility 
requirements, where to obtain application forms, the deadlines for submitting applications, etc. If competition is 
limited to a specific type of organization or a certain geographical area, the announcement may be made by publishing 
a notice in the Federal Register, mailing individual letters to all prospective applicants, publishing notices in local 
newspapers, and other suitable forms of public notice. 

•	 Non-competing continuation applications are those submitted annually by existing grantees in order for a grant to 
be continued for the following budget period (but within the overall established project cycle), and are generally 
referred to as "refunding applications." For example, Early Head Start grantees submit refunding applications for each 
annual budget period within their 5 year project cycle. Annual refunding application forms for each new budget period 
will be mailed by ACF to the authorized grantee official (usually the Board Chairperson) approximately 6 months 
before the new budget period begins. If refunding application forms are not received by the grantee at the proper time, 
it is the responsibility of the grantee to request them from the ACF program office.  

The grantee should complete the refunding application for the new budget period, and then submit the original (signed 
by the authorized grantee official) and 2 copies to ACF no later than 3 months (90 days) before the new budget period 
begins. This will give ACF program staff time to review the refunding application, negotiate any necessary budget 
changes with the grantee, obtain any additional information necessary, and process the refunding award action before 
the new budget period begins and without any break in program services. 

Head Start grantees should input their refunding information on the PCCOST data diskette, check to ensure the data is 
correct, and then submit the diskette along with the paper copies of the application to ACF. (If you do not have a 
PCCOST data diskette, or have difficulty inputting the information on the diskette, contact your ACF Program 
Representative for assistance.) 

•	 Supplemental applications are those submitted by existing grantees during the approved project period to request 
support for new or additional activities not identified in the current grant. For example, new funds generally become 
available each year for Head Start grantees, to give cost of living increases to their staff and to make program 
improvements, which require supplemental applications in order to receive the funds.  

•	 Budget revisions may also require the submission of revised applications, depending on the nature and scope of the 
revision, as required by federal regulations 45 CFR 74.25 and 45 CFR 92.30. Further information related to budget 
revisions is in Chapter 9, "Prior Approvals."  

1.02 GRANT AWARDS 

When a grant award is approved and funded, ACF will send the grantee a "Financial Assistance Award" (FAA) document. A 
sample FAA is shown at the end of this chapter as Exhibit 1.1 for your reference.  

The FAA states: 

•	 the assistance type being awarded [Block 2]; 
•	 the grant award number [Block 3]; 
•	 the budget period being funded [Block 8]; 
•	 the overall project period [Block 9]; 
•	 the approved budget line items [Block 16];  
•	 the non-federal share matching amount the grantee is required to provide [Block 17]; 
•	 the amount of federal funds being awarded by this action [Block 19]; 
•	 the grantee’s Employer Identification Number (EIN) [Block 22]; 



•	 the "Client Population" (meaning the number of children to be served), the specific federal program regulations, and 
other remarks specific to the terms of the award [Block 26]. 

It is important that grantees be aware that the FAA, along with the approved grant application, constitutes the legal definition 
of the grant program for purposes of financial management and compliance with grants management requirements stated in the 
Code of Federal Regulations, Parts 74 and 92. Auditors use the FAA and the approved application in determining compliance 
with federal requirements related to the grant, regardless of the source of the funds (federal or non-federal). 

Attached to the initial FAA awarding grant funds will be a one-page document titled "Instructions for Requesting Payment of 
Federal Funds Awarded" [Exhibit 1.2], which includes a telephone number to contact the HHS/Payment Management System 
in order to set up an account and start drawing grant funds. Further information on how to draw down grant funds is in Chapter 
2, "Grant Payments/Drawdowns and Interest." 

1.03 TERMS AND CONDITIONS OF AWARD 

•	 Standard Terms and Conditions. Also attached to the FAA, should be the two-page "Standard Terms and 
Conditions" [Exhibit 1.3] of the award. The Terms and Conditions document references the applicable federal 
financial and administrative regulations that must be followed, in Items #1 through #4 (in addition to the program 
regulations cited directly on the FAA in Block 26). 

Special attention should also be paid to Item #5, which states that the grantee must carry out the program in 
accordance with the approved application and any amendments to the application.  

Item #6 states that failure to submit required reports on time may be the basis for ACF withholding grant funds, or 
even terminating the grant. Further information related to financial reports is in Chapter 13, "Financial Reports."  

Item #8 states that obligations must be liquidated within 90 days after the end of the budget period, and that an 
unobligated balance of federal funds in one budget period does not authorize the grantee to use those funds in the 
following budget period. Further information on this subject is in Chapter 4, "Period of Availability of Funds." 

•	 Facility Terms and Conditions apply whenever the grantee receives an FAA approving the purchase or construction 
of a facility with federal grant funds. A copy of the Facility Terms and Conditions [Exhibit 1.4] will be attached to the 
FAA that approves the award of funds for purchasing or constructing the facility. In particular, these conditions 
require grantees to record a Notice of Federal Interest in the property, so a sample format for the Notice is also 
included. Further information regarding facilities is in Chapter 12, "Facilities."  

•	 Special award conditions may be imposed by ACF, in accordance with 45 CFR 74.14 and 92.12, if a grantee: 

(a) has a history of poor performance; 

(b) is not financially stable;  

(c) has a management system that does not meet the financial management standards prescribed; 

(d) has not conformed to the terms and conditions of a previous award; or 

(e) is not otherwise responsible.  

There are various types of "special conditions" that may be imposed, depending on the grantee's situation. For example, 
financial status reporting might be required to be more frequent, or the grantee might be placed on reimbursement payment 
status (instead of the usual advance payment status). If special award conditions are imposed, they will be fully explained to the 
grantee, either in the "Remarks" section of the FAA, or in a separate letter. 



CHAPTER 2 

GRANT PAYMENTS/DRAWDOWNS AND INTEREST 

2.01 GENERAL INFORMATION 
2.02 PAYMENT SYSTEMS AND METHODS OF PAYMENT 
2.03 REQUESTING ADVANCES OR REIMBURSEMENT 
2.04 WITHHOLDING OF PAYMENTS 
2.05 INTEREST ON FEDERAL GRANT FUNDS 

2.01 GENERAL INFORMATION 

A. Grantees will be notified of the prescribed payment method on the Financial Assistance Award (FAA) document. 
Payments will be made in accordance with federal regulations at 45 CFR 74.22 and 92.21. Generally, grant funds will 
be drawn down in advance on an as-needed basis from the HHS/Payment Management System (PMS), and direct-
deposited in the grantee’s bank account, using either "Cashline" or "SmartLink." (See Exhibit 1.2, "Instructions for 
Requesting Payment of Federal Funds Awarded" and Exhibit 2.1, "Payment Management System.") 

B. For nonprofit organizations and universities: when requesting information from PMS on payment information, 
confirmation of draw downs, and status of accounts, the request should be addressed to: Chief, Recipient Financing 
and Cash Management Branch II, Division of Payment Management, P.O. Box 6021, Rockville, Maryland 20852. 

C. For State & local governments, including federally recognized Indian Tribes: when requesting information from 
PMS on payment information, confirmation of draw downs, and status of accounts, the request should be addressed 
to: Chief, Recipient Financing and Cash Management Branch I, Division of Payment Management, P.O. Box 6021, 
Rockville, Maryland 20852. 

2.02 EMPLOYER IDENTIFICATION NUMBER (EIN) 

A. All ACF grantees must have an Employer Identification Number (EIN) recorded in HHS's on-line Central 
Registry Subsystem (CRS) before payments can be processed by PMS. (The EIN is the identification number 
issued to organizations by the Internal Revenue Service.) A payee identification number (PIN) will also be 
assigned to the grantee by PMS as a unique identifier for each organization, to be used when drawing down 
grant funds. 

B. Grantees are responsible for reporting to ACF any subsequent changes to their EIN, so that ACF can 
submit the new information to CRS. For applicants approved for funding, that do not have a unique 
identifying number already established in CRS, ACF must submit the EIN to CRS. 

2.03 STEWARDSHIP OF GRANT FUNDS 

A. As stated in federal regulations 45 CFR 74.22 and 92.21, grantee accounting and payment methods must minimize 
the time elapsing between the date when advance grant funds are requested (i.e., cash advance drawn down) from 
PMS and the date checks are disbursed to pay grant expenditures.  

The regulations also state that cash advances to grantees: 

o should be limited to the minimum amounts needed; 
o should be timed to pay only the actual, immediate cash requirements of the approved grant program; and 
o the timing and amount of cash advances should be as close as administratively feasible to the actual 
disbursements by the grantee for direct program costs (and the program's proportionate share of any allowable indirect 
costs). 

This means that, for example, grantees should only draw down sufficient funds every pay period to pay the net 
payroll, not the total gross payroll. The remaining funds should only be drawn down a few days before each of the 



actual checks are disbursed for unemployment compensation, state taxes, employee pension plan contributions, 
insurance, etc. 

B. Grantees are allowed to draw down grant funds as often as needed, daily in fact. But grantees are not to draw down 
any more than the actual, immediate needs of the program, and not to draw down grant funds from one program, in 
order to pay expenses of another program. As stated in the federal cost principles [OMB Circulars A-122, A-87, and 
A-21], using grant funds from one program to pay the costs of another program is not allowable.  

Also, as stated in ACF-IM-91-10 [Exhibit 6.2], "Head Start grantees may not loan funds from Head Start to 
compensate for delayed or late payment from other funding sources. Costs allocated to non-Head Start funding 
sources may not be paid out of the Head Start budget, even on a temporary basis." (Further information may be found 
in Chapter 4, "Allowable Costs" and in Chapter 6, "Cost Allocation.") 

C. In order to determine how much to draw down, most grantees determine the total of their accounts payable to be 
paid that week (and the net payroll to be paid out, if it is a payday week) and that is the amount of funds they request 
to draw down. One of the monitoring methods used by ACF and by grantee auditors is to compare monthly 
expenditures to monthly grant funds drawn down to see if they match reasonably. 

D. Also, grantees should disburse funds available from repayments to and interest earned on a revolving fund, 
program income, rebates, refunds, contract settlements, audit recoveries, and interest earned on such funds before 
requesting additional cash payments. 

E. ACF is responsible for monitoring the cash management practices of grantees in order to ensure that federal cash is 
not maintained in excess of that required for immediate disbursement needs, and to ensure grantees do not draw down 
funds for purposes other than to pay immediate program expenses.  

2.04 PAYMENT SYSTEMS AND METHODS OF PAYMENT 

There are four possible methods of payment available to ACF grantees. Listed below is a description of each: 

1. Treasury Check Advances: When new grantees receive payments through PMS, they will usually be paid through 
advance by Treasury Check method. PMS provides the new grantee with instructions for requesting payments. 
Payments will be based on the submission of SF-270, Request for Advance or Reimbursement.  

2. Treasury Check Reimbursement: If ACF determines that the grantee has not demonstrated the willingness and 
ability to maintain procedures that minimize the time elapsing between the transfer of funds from PMS and 
disbursement by the grantee, then ACF may request PMS to put the grantee on a Reimbursement by Treasury Check 
payment method. ACF may also use this method with grantees designated as "High Risk" or "Seriously Deficient" 
status. 

3. Cashline: Although new grantees are generally first put on the Treasury Check method of payment (either advance 
or reimbursement), PMS works with the grantee, to arrange payment by "Cashline" or "SmartLink" (described below), 
as soon as possible. 

"Cashline" allows the grantee organization using any touch-tone telephone to dial directly into a "Voice Response" 
computer located in Rockville, Maryland to request funds as frequently as necessary. The funds can then be 
electronically deposited on the next business day after requesting funds at the financial institution of their choice, or 
be mailed via Treasury Check to the grantee within a week. PMS provides grantees with instructions on accessing 
funds through this system. The Cashline payment method enables the grantee to withdraw Federal cash as frequently 
as disbursements are made. Since funds are available the next business day, it is not necessary for grantees to maintain 
any sizeable balances of Federal cash on hand when using this payment method. 

4. SmartLink: "SmartLink" is an electronic transfer system that can be accessed through the grantee's computer 
terminal. PMS provides instructions to grantees on procedures for accessing funds through this system. This system 
offers the same advantages as Cashline for the grantee by allowing them to withdraw funds on a daily basis if 
necessary.  



2.05 REQUESTING ADVANCES OR REIMBURSEMENT FROM PMS 

A. Request for Advance: Grantees requesting advance by Treasury check (rare in our region) through PMS will 
receive appropriate forms and instructions from PMS shortly after notification of award. Payment requests should 
generally be made on a monthly basis and submitted on form PMS-270. In no case may they be submitted more 
frequently than monthly. 

All grantees are required to submit form PMS-272, "Federal Cash Transaction Report" quarterly to PMS. This report 
is used by PMS to obtain disbursement or outlay information for each grant and is to be submitted no later than 15 
working days following the end of each quarter. 

B. Request for Reimbursement: For grantees paid on a reimbursement basis, the PMS-270 must be submitted to the 
ACF Regional Grants Officer for review and approval before forwarding to PMS. This method allows the Grants 
Officer to closely monitor the grantee's actual cash disbursements. The grantee may submit its request for 
reimbursement monthly and may submit more often if authorized. 

C. Cashline: Grantees paid by Cashline follow the same procedures as above for advance payment, however, the 
payment is processed by PMS through electronic transfer via the telephone, rather than a check, and the grantee has 
access to the money the next business day. Requests for funds may be made on a daily basis, if necessary. 

D. SmartLink: Grantees paid by SmartLink follow the same procedures as those for Cashline, however, the payment 
is processed by PMS through electronic transfer via a computer, rather than the telephone. The grantee has access to 
the money the next business day, and requests for funds may be made on a daily basis, if necessary. 

2.06 WITHHOLDING OF PAYMENTS 

A. ACF may request PMS to withhold payments when the grantee has failed to comply with reporting requirements, 
owes money to the federal government, is suspended or terminated, or otherwise has violated the terms and conditions 
of its award. 

B. Also, when a grantee owes a debt that is to be collected, ACF may withhold grant payments, or offset the debt 
against current grant funds and require the grantee to repay it to the program using non-federal funds. 

2.07 INTEREST EARNED ON FEDERAL GRANT FUNDS 

Separate bank accounts for federal grant funds are not generally required, but the grantee must be able to account for the 
receipt, obligation, and expenditure of grant funds. Advances of federal funds must be deposited and maintained in insured 
accounts whenever possible. 

In addition, non-profit grantees must maintain advances of federal funds in interest-bearing accounts, unless one of the 
following conditions apply: 

•	 the grantee receives less than $120,000 in federal awards per year; 
•	 the best reasonably available interest-bearing account would not be expected to earn interest in excess of $250 per 

year on federal cash balances; or  
•	 the bank would require an average or minimum balance so high that it would not be feasible within the grantee's 

expected federal and non-federal cash resources.  

Interest earned on federal advances deposited in interest-bearing accounts must be remitted annually to PMS via the PMS-272 
report. For non-profit organizations, the first $250 of interest earned per year may be retained by the grantee for administrative 
expense, and so should not be reported by the grantee on the PMS-272 form. For governmental organizations, only the first 
$100 of interest earned per year may be retained for administrative expenses. 



CHAPTER 3 

FINANCIAL MANAGEMENT STANDARDS 

3.01 GENERAL FISCAL CONTROLS 
3.02 STANDARDS FOR FINANCIAL MANAGEMENT SYSTEMS 
3.03 REVIEWS OF GRANTEE FINANCIAL MANAGEMENT 

3.01 GENERAL FISCAL CONTROLS 

Grantee fiscal controls and accounting procedures must be sufficient to: 

permit preparation of required federal reports (and provide supporting documentation for each of the figures on those reports); 
and 

permit the tracing of grant funds to a level of expenditures adequate to establish that such funds were used properly (i.e., funds 
were not used in violation of the restrictions of the regulations governing the grant, including program regulations, and 
financial and administrative regulations). 

Each grantee is permitted to establish its own accounting system, in whatever manner it feels is best suited to its particular 
organizational structure, provided that it is based on sound accounting principles and meets the federal standards for grantee 
financial management systems. 

3.02 STANDARDS FOR FINANCIAL MANAGEMENT SYSTEMS 

Federal regulations at 45 CFR 74.21 and 92.20, state that grantees’ financial management systems must meet the following 
standards: 

A. Financial reporting. Accurate, current and complete disclosure of the financial results of each program must be 
made, in accordance with the federal financial reporting requirements, for each of the ACF grants. This includes the 
Financial Status Reports (SF-269) sent to the ACF Regional Office, as well as the Cash Transaction Reports (PMS­
272) sent to the HHS/Division of Payment Management. 

The amounts reported by grantees on their SF-269's and PMS-272's should be readily traceable back to their 
accounting records. (See federal regulations 45 CFR 74.52 and 92.41, and Chapter 13 "Financial Reports," for further 
information.) 

B. Accounting records. Records must be maintained (1) that adequately identify the source and application of funds 
provided for financially assisted activities, and (2) which contain information pertaining to federal awards, 
authorizations, obligations, unobligated balances, assets, outlays or expenditures, liabilities, income and interest. The 
grantee's accounting records must include not only expenditures of federal funds, but also non-federal share matching. 
The accounting records must also include the grant obligations and liabilities. 

C. Internal control. (1) Effective control over, and accountability must be maintained for all funds, and for all real 
and personal property and other assets; (2) grantees must adequately safeguard all such assets; and (3) grantees must 
assure that the assets are used solely for authorized purposes. (Internal financial management controls are discussed 
further in Chapter 16 "Internal Controls.")  

D. Budget control. Actual expenditures or outlays must be compared with budgeted amounts for each grant. Grantees 
generally produce monthly budget comparison reports which compare budgeted line item amounts with monthly 
expenditures and expenditures for the grant year to-date. The reports also indicate the current balance remaining for 
each budgeted line item. Grantee program and administrative management staff then use this information each month 
to effectively manage each of their programs.  



E. Cash management. Written procedures must be followed for minimizing the time elapsing between the transfer of 
funds to the grantee from the HHS/Payment Management System (PMS) and the issuance of checks for program 
purposes by the recipient, whenever advance payment procedures are used. (When advances are made by electronic 
transfer of funds methods, the grantee must make drawdowns as close as possible to the time of making 
disbursements. Grantees must also monitor cash drawdowns by their delegates to assure that they conform 
substantially to the same standards of timing and amount as apply to advances to the grantees.). See Chapter 2 "Grant 
Payments/Drawdowns and Interest" for more information. 

F. Allowable cost. Written procedures must be followed for determining the reasonableness, allocability, and 
allowability of costs in accordance with the provisions of the applicable federal cost principles (OMB Circulars A-21, 
A-87, and A-122) and the terms and conditions of the award. See Chapter 4 "Allowable Costs" for more information. 

G. Source documentation. All accounting records, including cost accounting records, must be supported by source 
documentation, such as cancelled checks, paid bills, payrolls, time and attendance records, contracts, delegate agency 
agreements, etc. In addition, the source documentation should be dated, and contain all required approval signatures 
and authorizations. See Chapter 16 "Internal Controls" and Chapter 14 "Records Retention" for more information. 

3.03 REVIEWS OF GRANTEE FINANCIAL MANAGEMENT 

ACF is responsible for monitoring grantee stewardship over federal funds. In accordance with the regulations, the ACF 
Regional Office may review the adequacy of the financial management system of any grantee at any time subsequent to award, 
or as part of a pre-award review.  

As part of the Head Start grants, and Early Head Start grants, tri-annual PRISM reviews (previously OSPRI), ACF uses a 7­
page "Fiscal Checklist" to determine how grantees are handling financial management of their programs, and whether the 
program services are being affected adversely because of the financial management.  

ACF also performs tri-annual reviews of the Runaway and Homeless Youth grantees, called Peer Monitoring Reviews, which 
include review of grantee financial management. 

In addition to these mandated reviews, our region also performs targeted on-site reviews of grantee financial management 
whenever we deem it necessary, for example based on audit findings (particularly repeat findings), or information from the 
public or news media, or congressional inquiries. 
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4.01 COST ANALYSIS 

The ACF Regional Office performs a cost analysis on each application received for federal funds. The purpose of a cost 
analysis is to determine whether the costs proposed for a program are necessary, reasonable, allocable to the program, and 
allowable based on the applicable federal cost principles (OMB Circulars A-21, A-87, and A-122) and program regulations. 

ACF analyzes the costs identified in the "Budget Information - Non-Construction Programs" sections of the SF-424, 
Application for Financial Assistance, using the narrative budget justification portion of the application, and any other resources 
available or requested by ACF. 



The basis for determining allowability and allocability of costs charged to ACF grants is found primarily in the federal cost 
principles, listed in 45 CFR 74.27 and 92.22: 

•	 Non-profit organizations (such as single-purpose Head Start agencies, and Community Action Agencies) use OMB 
Circular A-122; 

•	 State, local, and tribal governments (such as cities, parishes, and public school boards) use OMB Circular A-87; and  
•	 Institutions of higher education (such as colleges and universities) use OMB Circular A-21. 

Each grantee is subject to only one set of cost principles, according to the type of organization it is. A sub-grantee (or delegate 
agency), receiving funds under an ACF grant, is subject to the cost principles applicable to its type of organization, which may 
not necessarily be the same as that of the grantee.  

All ACF grant costs, including federal and non-federal share, are subject to the cost principles prescribed. Grantee 
organizations should consult the appropriate cost principles for specific guidance on allowable and unallowable costs, and 
should consult with the ACF Regional Office if they have questions concerning the allowability or treatment of a particular 
cost item. 

Each set of cost principles (A-21, A-87, and A-122) lists in alphabetical order, a large number of different types of cost, and 
states whether each cost is allowable, unallowable, or allowable but with restrictions (such as prior approval requirements, 
justification of need, etc.). Copies of each of these OMB Circulars are located at the end of this manual. 

4.02 DETERMINATION OF ALLOWABILITY 

A cost is allowable if it is (a) reasonable; (b) allocable to the project for which the grant is awarded; (c) necessary for proper 
and efficient administration of the proposed project; (d) consistently treated as a direct or indirect cost; (e) permitted under the 
appropriate cost principles prescribed in 45 CFR 74.27 and 92.22; (f) not restricted or prohibited by the terms and conditions of 
the grant; and (g) in accordance with generally accepted accounting principles (GAAP).  

Costs for which prior approval is required are not allowable unless they are included in the approved grant budget or are 
approved by the responsible ACF official in a subsequent written authorization. 

4.03 DETERMINATION OF REASONABLENESS 

As a general rule, a cost is reasonable if: (a) it does not exceed that which would be incurred by a prudent individual or 
organization under the circumstances prevailing at the time the decision was made to incur the cost; and (b) it is necessary for 
the performance of the grant project. 

4.04 DETERMINATION OF ALLOCABILITY 

Costs may be allocated to a grant supported project if they benefit the project either directly or indirectly. "Direct costs" are 
those which are specifically incurred for the project. "Indirect costs" are those which are necessary for the operation of the 
organization, but are not incurred specifically for any one project or program. Chapter 6 "Cost Allocation" discusses this in 
much greater depth. 

4.05 DETERMINATION OF CONSISTENT TREATMENT 

Costs must be consistently treated in accordance with the organization’s established accounting system without regard to the 
source of funds supporting the expenditures. This means that a cost cannot be allocated to one funding source using an 
approved indirect cost rate, and the same cost then be allocated to a different funding source using direct cost allocation 
methods. For example, building space costs could not be allocated to one funding source using an indirect cost rate, and to 
another funding source using a direct cost allocation method, such as square footage. 



4.06 GENERALLY ACCEPTED ACCOUNTING PRINCIPLES


Generally accepted accounting principles (GAAP) direct how and when costs should be recognized on accounting records and 
financial statements. The federal cost principles (i.e., OMB Circulars A-122, A-87, and A-21) require the use of GAAP so that 
allowable costs can be based on procedures that are uniform. Questions about GAAP, and whether your accounting system 
meets GAAP requirements should be directed to your auditor, in fact, some grantees include such questions as part of their 
audit contracts. 

4.07 DETAILED REVIEW OF SPECIFIC COST CATEGORIES 

A number of Head Start grantee program and finance staff, as well as Policy Council and Board members, have asked for more 
information regarding how they should analyze various cost line items, prior to approving the grantee budget application and 
sending it to the ACF Regional Office. Listed below are a few line items and information regarding how our ACF staff 
generally review these cost categories. 

A. Analysis of Personnel Costs (Salaries and Wages) 

Personnel costs are allowable to the extent that they are reasonable and that the amount estimated is the same as the 
rate paid by the applicant under its established organizational wage and salary schedule. Further, wage and salary rates 
should be commensurate with rates paid for similar work in the labor market in which the organization competes for 
employees. 

ACF determines whether salary costs included in this budget category are direct costs or indirect costs. This is 
generally accomplished by reviewing the indirect cost rate negotiation agreement to determine if the types of salary 
costs identified in the budget have been included in the indirect cost pool. Questionable items which cannot be 
resolved with the information in the agreement will be checked with the Regional Division of Cost Allocation 
(RDCA). 

A review of the program narrative will be done to determine that the number of staff and kinds of skills required to 
accomplish the scope of work are reflected in the budget justification. 

ACF will determine whether the salaries proposed are reasonable, considering salary levels of other similar projects; 
and, in the case of continuation grants, comparable to those provided in past years. This analysis will also include a 
review of the time key individuals will spend in relation to their proposed salaries. 

If, based on the review, a personnel cost appears to ACF to be unreasonable, then ACF will determine whether the 
salary rate proposed in the application is consistent with compensation paid under the agency's current pay policy. 
This might be determined by telephone conversations with the grantee and/or by requesting additional documentation 
describing established pay scales. 

B. Analysis of Employee Fringe Benefits Costs 

Fringe benefits are allowable charges to the extent that such benefits are in accordance with the established policy of 
the grantee organization, required by employer/employee agreement, or required by law. 

Fringe benefits may be (a) directly charged by specifically identifying each benefit to each employee; (b) directly 
charged via a fringe benefit rate; or (c) included in the negotiated indirect cost rate. 

An organization is not required to treat all fringe benefits in the same manner. For example, unemployment 
compensation insurance may be treated as an indirect cost, pension costs may be specifically identified to each 
employee, and all other benefits may be directly charged via a fringe benefit rate. However, whichever method is used 
for a given type of fringe benefit must be applied consistently throughout the organization. Regardless of the costing 
method used, the RDCA will routinely review fringe benefits costs for all organizations with which it negotiates 
indirect cost rates and will include a substantial amount of information on fringe benefits in the indirect cost 
negotiation agreement. 



ACF determines whether the amount requested is consistent with data in the Indirect Cost Rate Negotiation 
Agreement, if applicable. ACF also determines whether the correct fringe benefit rate has been used, and that the 
benefits covered by the rate are not also included as separate costs items in the budget. Similarly, if fringe benefits are 
specifically identified for each employee, ACF will ensure they are not also included in a collective manner in indirect 
costs. 

If the amount of fringe benefits reflected in the application is not in accordance with information contained in the 
Indirect Cost Negotiation Agreement, ACF will consult with the RDCA and, if necessary, with the grantee, to assure 
that the proper amounts in the appropriate categories are charged to the grant. 

If the grantee does not have a negotiated Indirect Cost Negotiation Agreement and the amount of fringe benefits 
appears unreasonable, ACF will compare the types and amounts of fringe benefits proposed with those established by 
institutional policy to ensure that the grantee organization charges similar types of fringe benefits to other activities, 
and the policies are reasonable. This information might be obtained through telephone conversation with the applicant 
or by requesting additional documentation by letter. 

C. Analysis of Travel Costs 

Travel costs are allowable when the travel will provide direct benefit to the program being supported. Travel costs 
usually include the cost of transportation, lodging, meals, and incidental expenses incurred by project staff while on 
official business. Travel and subsistence budget estimates are based on the planned number of trips, places to be 
visited, length of stay, transportation costs, and subsistence allowances. All travel which does not require per diem is 
considered local travel. 

ACF determines whether the travel costs appear necessary and reasonable in relation to the scope of work for the 
project. 

ACF determines from the application the number of trips anticipated, including the necessity for the number of 
persons per trip and the frequency of repetitive trips. A review will also be made as to the basis for estimating the 
travel costs, whether the costs are consistent with institutional travel policies of the applicant organization and whether 
the grantee's travel policies appear reasonable. If the grantee has no written travel policy of its own, federal travel 
regulations will be used in determining the amount that may be charged.  

If the travel costs appear unreasonable, it may be necessary for ACF to request the grantee organization's travel policy 
and/or other documentation in a written form. 

D. Analysis of Equipment Costs 

Equipment is an allowable cost; however, the purchase of equipment must be justified on the basis of need and the 
unavailability of equipment from other sources within the grantee organization. Purchase of equipment is an 
"unallowable cost" if the grantee does not have prior written approval from ACF to purchase the item with federal 
grant funds.  

The definition of "equipment" for our purposes is: "tangible nonexpendable personal property, charged directly to the 
grant award, having a useful life of more than one year and an acquisition cost of $5,000 or more per unit." However, 
the grantee organization may choose to adopt a lower cost level as its definition of equipment. 

ACF determines the need for the equipment, as supported by the narrative portion of the application, i.e., the kind of 
efforts contemplated to implement the grant program would require the equipment requested. 

ACF determines whether the cost for the specific item of equipment appears reasonable, given the cost for such items 
in similar projects or knowledge of such costs for the class of items requested. 

Where appropriate, ACF may ask the grantee to conduct a comparative assessment of the cost advantages of renting or 
leasing certain types of equipment. This determination should be made on the basis of the length of time the project is 
expected to be supported and the cost of the rental compared to purchase. 



When budgeted expenditures for equipment appear unreasonable, ACF will request the grantee to justify in writing the 
equipment costs which appear unreasonable. 

E. Analysis of Costs for Supplies 

Costs for expendable personal property (supplies) are allowable when such supplies are used in the conduct of a grant 
supported project. To the extent the costs are not excessive or unusual in relation to the overall costs of the project, 
they do not require specific justification. 

ACF determines whether costs for supplies are supported by the narrative description of the project in the application, 
and appear reasonable in relation to the total amount being requested for the project.  

Additional information regarding costs for supplies will be requested if ACF’s analysis indicates that budgeted costs 
may be unreasonable. Details should be provided by the grantee as to types of costs to be incurred and a justification 
for the amounts requested. 

F. Analysis of Request to Purchase Real Property/Facilities ­

Federal grant funds may be used to purchase real property (for example Head Start, facilities) if authorized by the 
applicable federal program statutes/legislation. 

The grantee must provide ACF with: 

Detailed information demonstrating that the facility purchase will result in savings when compared to alternative 
facilities which could be leased, purchased or donated, or that there are no such alternative facilities available to the 
grantee.  

A detailed estimate of the cost, if any, of remodeling, renovating or altering the facility to make the facility suitable 
for a program (i.e., meet licensing standards, fire marshall, disabilities, etc.). 

An itemization of all professional fees and related costs associated with and necessary to the purchase of the property. 
These costs and fees are payable with grant funds, but require prior, written approval from the ACF Regional Office. 

An appraisal of the facility by an appropriately certified, independent, disinterested real property appraiser. ACF will 
determine if there will be any impact from the proposed facility purchase on the grantee's ability to generate non-
Federal share, if applicable. 

Further details specifically regarding Head Start facilities, and their purchase, construction, alteration and renovation, 
is in Section G "Analysis of Contract Costs" and in Chapter 12 "Facilities." 

G. Analysis of Contract Costs ­

Costs for program activities or services procured by the grantee under a contractual arrangement with a third party are 
allowable.  

However, contracts or sub-grants with secondary grantee organizations, including delegate agencies, must be 
specifically identified, indicating the name and type (i.e., non-profit or governmental entity) of the organization, 
purpose of contract and estimated dollar amount of the award; and must receive prior written approval from the ACF 
Regional Office prior to implementation. 

Contracts for alterations and renovations and construction of facilities must also be specifically justified, and receive 
prior written approval. 

ACF determines whether the costs for a contract(s) appear to be necessary and reasonable for the conduct of the grant 
project, and that the costs are supported by the program narrative portion of the application. 



If adequate documentation is not provided in the application, justifying awards to secondary grantees (i.e., delegate 
agencies), or for alternations and renovations, ACF will request such documentation from the grantee. 

With respect to alterations and renovations, the justification should clearly establish the following: (a) that the work 
proposed is consistent with program purposes, and useful life of the building; (b) the alternation and renovation is 
essential to the project being supported; (c) that the space involved will actually be occupied by the project; and (d) 
that the work being performed is, in fact, alterations and renovations and not construction. 

With respect to construction of facilities, the justification should clearly establish the following: (a) the work proposed 
is consistent with program purposes and useful life of the facility; (b) the construction is essential to the project being 
supported; and (c) the facility will actually be occupied by the project.  

If the contract is to be awarded for a fixed price based on an estimate of costs, or is a cost type contract, ACF will 
determine whether the grantee has performed a cost analysis. 

In addition, where contract costs (i.e., delegate agency costs) represent a substantial portion of the grant award, ACF 
will consider whether to perform an independent review of the costs proposed by the subgrantee/delegate agency. 

If the costs budgeted for a contract(s) appear unreasonable, ACF will contact the grantee agency and request 

additional justification for such costs.  


H. Analysis of "Other" Costs ­

The "Other" category covers all other direct costs not clearly covered in other budget categories. Such costs, where 
applicable, may include, but are not limited to, insurance, food, medical and dental costs (noncontractual), fees and 
travel paid directly to individual consultants, printing and publication, computer use, training costs including tuition 
and stipends, training service costs including wage payments to individuals and supportive service payments, and staff 
development costs.  

All costs included in this category should be clearly delineated, with an explanation of how the costs relate to project 
activities and objectives. Because space rental and consultant costs are often significant costs proposed in this 
category, they are discussed in greater detail below: 

•	 Space Rental Costs: When facilities are owned by the grantee organization, the costs of these facilities are usually 
charged through depreciation or use allowances, either directly to ACF supported projects, or included in the indirect 
cost pool. When an organization leases space, the rental costs are also frequently treated as indirect costs, although 
they are sometimes treated as direct costs when the space is used only for the grant supported project. In considering 
space rental costs contained in a grant application, ACF considers whether the costs are necessary for the conduct of 
the project, and have not also been charged to the project as direct costs (if the same type of costs are included in the 
indirect cost pool). 

ACF reviews rental costs to assure that the costs are reasonable in relation to the total amount being 
requested for the project, and consistent with the total period for which project support is contemplated when 
a lease is used. 

When leases are involved, ACF considers the following factors: rental costs of comparable facilities and 
market conditions in the area; the type, life expectancy, condition, and value of the facility leased; other 
facility options available; other provisions of the rental agreement; and the costs of rental space contained in 
similar proposals for projects in the same community.  

If the amount for space costs appear unreasonable, ACF generally contacts the applicant and requires them to 
submit written justification for the amount, including the basis on which the costs are computed. 

•	 Consultants Costs: Costs for the use of consultants in connection with a grant supported project are allowable. 
Applicants are encouraged to anticipate their need for consultants and to indicate the proposed use of consultants in 



their program narrative. There is no need for prior approval for the use of consultants unless the consulting 
arrangement constitutes a transfer of project activities to a third party (i.e., a delegate agency). 

Determination should be made that the use of consultants is necessary for the conduct of the project, and 
represents a requirement which cannot be met through the use of existing staff resources. 

Reasonableness should be weighted in light of such factors as costs for such services in similar projects and 
the rates for such services in the community, and if appropriate, outside the community. 

If the amount for consultant costs appears unreasonable, ACF will generally contact the grantee and a written 
justification will be requested which would establish the reasonableness of such costs. 

CHAPTER 5 

OBLIGATIONS AND EXPENDITURES 

5.01 PERIOD OF AVAILABILITY OF FUNDS 
5.02 WHEN OBLIGATIONS OCCUR 
5.03 90-DAY LIQUIDATION PERIOD 
5.04 "CARRY-OVER" AND "OFFSET" 

5.01 PERIOD OF AVAILABILITY OF FUNDS 

Grantees may charge to the grant award only allowable costs which result from obligations incurred during the funding period 
(and any pre-award costs authorized in advance by ACF). 

Funds awarded to grantees remain available for obligation at any time during the budget period with the following exceptions:  

•	 Grantees may not obligate grant funds to conduct project activities after grant support ends (meaning after the 
expiration of the grant funding period, or termination, or denial of refunding of the grant). 

•	 ACF assumes no liability for project costs which exceed the total amount of federal funds authorized on the Financial 
Assistance Award (FAA). This means that, if a grantee’s obligations exceed the amount of federal funding for that 
budget period, then the grantee will have to find a non-federal funding source to pay for the excess costs. Grant funds 
awarded for the following year may not be used to pay for these excess costs.  

•	 Grant funds may not be used for obligations or expenditures made prior to the beginning date of an initial grant for a 
new project unless pre-agreement costs (also called "pre-award costs") are specifically provided for in the approved 
budget and have been approved in writing by ACF.  

•	 For grants with "indefinite" project periods, such as Head Start, grant funds remaining at the end of one annual budget 
period may not be used as "carryover" to pay for obligations incurred during a subsequent budget period unless prior 
written approval is requested and obtained from ACF. 

5.02 WHEN OBLIGATIONS OCCUR 

The following table illustrates when an obligation that is directly charged is considered to occur for various kinds of property 
and services: 

If the obligation is for: The obligation is made: 
Services by an employee of the grantee On the date the services are performed 
Services by a contractor On the date the grantee makes a binding written commitment 

to obtain the services or work; or 

On the date the services are received, if there is not an 
advance written commitment to obtain the services 

Accrued vacation On the date the leave is earned 
Public utility services On the date the grantee receives the services 



















Organization-wide administrative costs will need to be allocated to each benefiting funding source, and will be a part of the 
grantee's total indirect cost computations.  

Administrative costs that are not organization-wide, such as the salaries and related expenses of program directors, and 
bookkeepers assigned work for only one program, will not be part of the indirect cost computation. (See Chapter 6 "Cost 
Allocation" for more information on cost allocation and indirect cost rates.) 
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9.01 WHEN PRIOR APPROVAL IS REQUIRED 

1.	 In accordance with federal regulations in 45 CFR 74.25 and 92.30, grantees must obtain prior approval, in writing, 
from the ACF Regional Office whenever any of the following changes is anticipated: 

2.	 Change of the "scope" or objective of the program (such as changing from center-based to home-based Head Start), 
even if there is no associated budget revision requiring prior written approval.  

3.	 Change of the program director or other key persons specified in the grantee's application or on the award document 
(i.e., the FAA - Block 15). 

4.	 The absence for more than three months, or a 25 percent reduction in time devoted to the program, by the approved 
program director.  

5.	 The need for additional Federal funding. 
6.	 The inclusion, unless waived by the HHS awarding agency, of costs that require prior approval in accordance with the 

applicable federal cost principles (OMB Circulars A - 122, A - 87, or A-21), such as purchase of equipment with a per 
unit cost of $5,000 or more. 

7.	 The transfer of funds allotted for training allowances (in Head Start, for example, this would be the CAN 4120 funds) 
to other categories of expense. 

8.	 The carry-forward of unobligated and/or unliquidated balances of federal funds from one funding period to a 

subsequent funding period.  


9.	 Unless described in the application and funded in the approved award, the sub-award, transfer, or contracting out of 
any work under an award; such as the use of Head Start delegate agencies. (This provision does not apply to vendor 
contracts for the purchase of supplies, material, equipment, or general support services.) 
Grantees must also obtain written, prior approval from the ACF Regional Office for the following (based on federal 
regulations and/or cost principles): 

10.	 Before purchasing, constructing and/or making major renovation to facilities. 
11.	 Before making any fund or budget transfers between construction and non-construction line items.  
12.	 Before incurring costs for foreign travel. 
13.	 Before the use of sole source vendor contracts.  
14.	 Before the use of indirect cost rates.  
15.	 To obtain a temporary waiver of non-federal share matching requirements.  
16.	 To obtain a temporary waiver of administrative cost limitation requirements.  
17.	 Before the purchase of an item of equipment costing over $5,000.  

9.02 REQUESTING AND RECEIVING PRIOR APPROVAL 

All grantee requests that require prior approval must be submitted in writing to the ACF Regional Grants Officer. The grantee 
will receive written notification of approval/disapproval through either a Financial Assistance Award (FAA) or a letter.  






































