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This document is provided by the Exceptional Student Services Unit (ESSU) of the Colorado Department of 

Education (CDE) to provide instructions to Administrative Units (AUs) for applying for the Prior Written Approval 

required by regulation for some specific items of cost.  The items of cost are listed below in the citation from OMB 

Uniform Grant Guidance 2CFR §200.407(a) – (y). 

 

§200.407 Prior written approval (prior approval). 

Under any given Federal award, the reasonableness and allocability of certain items of costs may be difficult to 

determine. In order to avoid subsequent disallowance or dispute based on unreasonableness or nonallocability, 

the non-Federal entity may seek the prior written approval of the cognizant agency for indirect costs or the 

Federal awarding agency in advance of the incurrence of special or unusual costs. Prior written approval should 

include the timeframe or scope of the agreement. The absence of prior written approval on any element of cost 

will not, in itself, affect the reasonableness or allocability of that element, unless prior written approval is 

specifically required for allowability as described under certain circumstances in the following sections of this 

part: 

(a) §200.201 Use of grant agreements (including fixed amount awards), cooperative agreements, and 

contracts, paragraph (b)(5); 

(b) §200.306 Cost sharing or matching; 

(c) §200.307 Program income; 

(d) §200.308 Revision of budget and program plans; 

(e) §200.311 Real property; 

(f) §200.313 Equipment; 

(g) §200.333 Fixed amount subawards; 

(h) §200.413 Direct costs, paragraph (c); 

(i) §200.430 Compensation - personal services, paragraph (h); 

(j) §200.431 Compensation - fringe benefits; 

(k) §200.438 Entertainment costs; 

(l) §200.439 Equipment and other capital expenditures; 

(m) §200.440 Exchange rates; 

(n) §200.441 Fines, penalties, damages and other settlements; 

(o) §200.442 Fund raising and investment management costs; 

(p) §200.445 Goods or services for personal use; 
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(q) §200.447 Insurance and indemnification; 

(r) §200.454 Memberships, subscriptions, and professional activity costs, paragraph (c); 

(s) §200.455 Organization costs; 

(t) §200.456 Participant support costs; 

(u) §200.458 Pre-award costs; 

(v) §200.462 Rearrangement and reconversion costs; 

(w) §200.467 Selling and marketing costs; 

(x) §200.470 Taxes (including Value Added Tax); and 

(y) §200.475 Travel costs. 

 

Process to be followed 
For any proposed item of cost listed in 2CFR §200.407(a) – (y). 

Please provide the following information/documentation for which your AU is seeking prior written approval to 

CDE via the Fiscal Tab of the State DMS system: 

1. A description of how the equipment/construction will improve the Part B special education program 

and specifically benefit children with disabilities. 

2. Details to support the reasonableness, allowability and allocability of the expenditure under applicable 

IDEA and OMB Uniform Grant Guidance provisions, including documentation supporting the 

specifications and cost of the equipment/construction being purchased (e.g. purchase requisition, 

quotes/price comparison, description of the equipment and its capabilities).   

3. A description of how the equipment/construction will be secured and maintained, as well as how the 

program will ensure sole use (Part B) of the equipment.   

4. An assurance that the AU will comply with all applicable requirements of the OMB Uniform Grant 

Guidance, including but not limited to:  

a. Management, maintenance, and disposal of equipment consistent with  

2 CFR §§ 200.313; and 200.439. 

b. Procurement consistent with 2 CFR § 200.318 through 2 CFR § 200.326. 

c. Inclusion of contract provisions required by Federal statutes and executive orders and their 

implementing regulations consistent with 2 CFR § 200.327 (and Appendix II to Part 200). 

 

The following are federal regulations that may be helpful when deciding if a particular purchase is appropriate, or 

for reference to ensure compliance while completing your AU’s Prior Written Approval.  This is not an exhaustive 

list, and you should refer to IDEA regulations, Universal Grant Guidance, and EDGAR for complete information. 
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List of Purchase Related Federal Regulations 

§76.533 Acquisition of real property; construction. 

No State or subgrantee may use its grant or subgrant for acquisition of real property or for construction unless 

specifically permitted by the authorizing statute or implementing regulations for the program. 

 

§200.1 Definitions 

Allocation means the process of assigning a cost, or a group of costs, to one or more cost objective(s), in 

reasonable proportion to the benefit provided or other equitable relationship. The process may entail assigning a 

cost(s) directly to a final cost objective or through one or more intermediate cost objectives. 

Capital assets means: 

(1) Tangible or intangible assets used in operations having a useful life of more than one year which are 
capitalized in accordance with GAAP. Capital assets include: 

(i) Land, buildings (facilities), equipment, and intellectual property (including software) whether acquired by 
purchase, construction, manufacture, exchange, or through a lease accounted for as financed purchase 
under Government Accounting Standards Board (GASB) standards or a finance lease under Financial 
Accounting Standards (FSAB) standards; and 

(ii) Additions, improvements, modifications, replacements, rearrangements, reinstallations, renovations or 
alterations to capital assets that materially increase their value or useful life (not ordinary repairs and 
maintenance). 

(2) For purpose of this Part, capital assets do not include intangible right-to-use assets (per GASB) and right-to-
use operating lease assets (per FASB). For example, assets capitalized that recognize a lessee's right to control 
the use of property and/or equipment for a period of time under a lease contract. See also § 200.465. 

Capital expenditures means expenditures to acquire capital assets or expenditures to make additions, 
improvements, modifications, replacements, rearrangements, reinstallations, renovations, or alterations 
to capital assets that materially increase their value or useful life. 

Computing devices means machines used to acquire, store, analyze, process, and publish data and other 
information electronically, including accessories (or “peripherals”) for printing, transmitting and receiving, or 
storing electronic information. See also the definitions of supplies and information technology systems in this 
section. 

Equipment means tangible personal property (including information technology systems) having a useful life of 

more than one year and a per-unit acquisition cost which equals or exceeds the lesser of the capitalization level 

established by the non-Federal entity for financial statement purposes, or $5,000. 

General purpose equipment means equipment which 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. See also the definitions of equipment and special purpose equipment in this 
section. 

https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=8297890e7a7b9233bd4beca3e3e2c967&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=a35848f15447f45914e7667303f08d0f&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=a35848f15447f45914e7667303f08d0f&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=a35848f15447f45914e7667303f08d0f&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=646059bc8aa88050a7cb06464725dfbb&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/cfr/text/2/200.465
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=d2310d03983daac2fe8bc676e1201986&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=a35848f15447f45914e7667303f08d0f&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=d2310d03983daac2fe8bc676e1201986&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=a35848f15447f45914e7667303f08d0f&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
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Information technology systems means computing devices, ancillary equipment, software, firmware, and similar 
procedures, services (including support services), and related resources. See also the definitions of computing 
devices and equipment in this section. 

Intangible property means property having no physical existence, such as trademarks, copyrights, patents and 
patent applications and property, such as loans, notes and other debt instruments, lease agreements, stock and 
other instruments of property ownership (whether the property is tangible or intangible). 

Pass-through entity (PTE) means a non-Federal entity that provides a subaward to a subrecipient to carry out part 
of a Federal program. 

Personal property means property other than real property. It may be tangible, having physical existence, or 
intangible. 

Property means real property or personal property. See also the definitions of real property and personal 
property in this section. 

Real property means land, including land improvements, structures and appurtenances thereto, but excludes 
moveable machinery and equipment. 

Supplies means all tangible personal property other than those described in the definition of equipment in this 
section. A computing device is a supply if the acquisition cost is less than the lesser of the capitalization level 
established by the non-Federal entity for financial statement purposes or $5,000, regardless of the length of its 
useful life. See also the definitions of computing devices and equipment in this section. 

§200.311 Real property. 

(a) Title. Subject to the requirements and conditions set forth in this section, title to real property acquired or 

improved under a Federal award will vest upon acquisition in the non-Federal entity. 

(b) Use. Except as otherwise provided by Federal statutes or by the Federal awarding agency, real property will be 

used for the originally authorized purpose as long as needed for that purpose, during which time the non-Federal 

entity must not dispose of or encumber its title or other interests. 

(c) Disposition. When real property is no longer needed for the originally authorized purpose, the non-Federal 

entity must obtain disposition instructions from the Federal awarding agency or pass-through entity. The 

instructions must provide for one of the following alternatives: 

(1) Retain title after compensating the Federal awarding agency. The amount paid to the Federal awarding 

agency will be computed by applying the Federal awarding agency's percentage of participation in the 

cost of the original purchase (and costs of any improvements) to the fair market value of the property. 

However, in those situations where the non-Federal entity is disposing of real property acquired or 

improved with a Federal award and acquiring replacement real property under the same Federal award, 

the net proceeds from the disposition may be used as an offset to the cost of the replacement property. 

(2) Sell the property and compensate the Federal awarding agency. The amount due to the Federal 

awarding agency will be calculated by applying the Federal awarding agency's percentage of participation 

in the cost of the original purchase (and cost of any improvements) to the proceeds of the sale after 

deduction of any actual and reasonable selling and fixing-up expenses. If the Federal award has not been 

closed out, the net proceeds from sale may be offset against the original cost of the property. When the 

https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=de00dfd10f09071c905d0928428a197d&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=cd3b6bbdd85489e2f50207d7536faf9a&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=63d6349963f7364efb8397442e14e141&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=7cbd32c5c688475f8e11a278f7b64299&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=e9a6b10874803e22a56417021f7b4c65&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=e9a6b10874803e22a56417021f7b4c65&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=d435474852e94e23e854db2c7f692a8a&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=d435474852e94e23e854db2c7f692a8a&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=00ade141eb71c752ddf5a88809ea2724&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
https://www.law.cornell.edu/definitions/index.php?width=840&height=800&iframe=true&def_id=de00dfd10f09071c905d0928428a197d&term_occur=999&term_src=Title:2:Subtitle:A:Chapter:II:Part:200:Subpart:A:Subjgrp:27:200.1
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non-Federal entity is directed to sell property, sales procedures must be followed that provide for 

competition to the extent practicable and result in the highest possible return. 

(3) Transfer title to the Federal awarding agency or to a third party designated/approved by the Federal 

awarding agency. The non-Federal entity is entitled to be paid an amount calculated by applying the non-

Federal entity's percentage of participation in the purchase of the real property (and cost of any 

improvements) to the current fair market value of the property. 

§200.313 Equipment, General. 

(a) Title. Subject to the requirements and conditions set forth in this section, title to equipment acquired under a 

Federal award will vest upon acquisition in the non-Federal entity. Unless a statute specifically authorizes the 

Federal agency to vest title in the non-Federal entity without further responsibility to the Federal Government, 

and the Federal agency elects to do so, the title must be a conditional title. Title must vest in the non-Federal 

entity subject to the following conditions: 

(1) Use the equipment for the authorized purposes of the project during the period of performance, or 

until the property is no longer needed for the purposes of the project. 

(2) Not encumber the property without approval of the Federal awarding agency or pass-through entity. 

(3) Use and dispose of the property in accordance with paragraphs (b), (c), and (e) of this section. 

(b) General. A state must use, manage and dispose of equipment acquired under a Federal award by the state in 

accordance with state laws and procedures. Other non-Federal entities must follow paragraphs (c) through (e) of 

this section. 

(c) Use. 

(1) Equipment must be used by the non-Federal entity in the program or project for which it was acquired 

as long as needed, whether or not the project or program continues to be supported by the Federal 

award, and the non-Federal entity must not encumber the property without prior approval of the Federal 

awarding agency. The Federal awarding agency may require the submission of the applicable common 

form for equipment. When no longer needed for the original program or project, the equipment may be 

used in other activities supported by the Federal awarding agency, in the following order of priority: 

(i) Activities under a Federal award from the Federal awarding agency which funded the original 

program or project, then 

(ii) Activities under Federal awards from other Federal awarding agencies. This includes 

consolidated equipment for information technology systems. 

(2) During the time that equipment is used on the project or program for which it was acquired, the non-

Federal entity must also make equipment available for use on other projects or programs currently or 

previously supported by the Federal Government, provided that such use will not interfere with the work 

on the projects or program for which it was originally acquired. First preference for other use must be 

given to other programs or projects supported by Federal awarding agency that financed the equipment 

and second preference must be given to programs or projects under Federal awards from other Federal 
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awarding agencies. Use for non-federally-funded programs or projects is also permissible. User fees 

should be considered if appropriate. 

(3) Notwithstanding the encouragement in §200.307 to earn program income, the non-Federal entity 

must not use equipment acquired with the Federal award to provide services for a fee that is less than 

private companies charge for equivalent services unless specifically authorized by Federal statute for as 

long as the Federal Government retains an interest in the equipment. 

(4) When acquiring replacement equipment, the non-Federal entity may use the equipment to be 

replaced as a trade-in or sell the property and use the proceeds to offset the cost of the replacement 

property. 

 

(d) Management requirements. Procedures for managing equipment (including replacement equipment), whether 

acquired in whole or in part under a Federal award, until disposition takes place will, as a minimum, meet the 

following requirements: 

(1) Property records must be maintained that include a description of the property, a serial number or 

other identification number, the source of funding for the property (including the FAIN), who holds title, 

the acquisition date, and cost of the property, percentage of Federal participation in the project costs for 

the Federal award under which the property was acquired, the location, use and condition of the 

property, and any ultimate disposition data including the date of disposal and sale price of the property. 

(2) A physical inventory of the property must be taken and the results reconciled with the property 

records at least once every two years. 

(3) A control system must be developed to ensure adequate safeguards to prevent loss, damage, or theft 

of the property. Any loss, damage, or theft must be investigated. 

(4) Adequate maintenance procedures must be developed to keep the property in good condition. 

(5) If the non-Federal entity is authorized or required to sell the property, proper sales procedures must 

be established to ensure the highest possible return. 

(e) Disposition. When original or replacement equipment acquired under a Federal award is no longer needed for 

the original project or program or for other activities currently or previously supported by a Federal awarding 

agency, except as otherwise provided in Federal statutes, regulations, or Federal awarding agency disposition 

instructions, the non-Federal entity must request disposition instructions from the Federal awarding agency if 

required by the terms and conditions of the Federal award. Disposition of the equipment will be made as follows, 

in accordance with Federal awarding agency disposition instructions: 

(1) Items of equipment with a current per unit fair market value of $5,000 or less may be retained, sold or 

otherwise disposed of with no further responsibility to the Federal awarding agency. 

(2) Except as provided in § 200.312(b), or if the Federal awarding agency fails to provide requested 

disposition instructions within 120 days, items of equipment with a current per-unit fair market value in 

excess of $5,000 may be retained by the non-Federal entity or sold. The Federal awarding agency is 

entitled to an amount calculated by multiplying the current market value or proceeds from sale by the 
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Federal awarding agency's percentage of participation in the cost of the original purchase. If the 

equipment is sold, the Federal awarding agency may permit the non-Federal entity to deduct and retain 

from the Federal share $500 or ten percent of the proceeds, whichever is less, for its selling and handling 

expenses. 

(3) The non-Federal entity may transfer title to the property to the Federal Government or to an eligible 

third party provided that, in such cases, the non-Federal entity must be entitled to compensation for its 

attributable percentage of the current fair market value of the property. 

(4) In cases where a non-Federal entity fails to take appropriate disposition actions, the Federal awarding 

agency may direct the non-Federal entity to take disposition actions. 

§200.317 Procurements by states. 

When procuring property and services under a Federal award, a State must follow the same policies and 

procedures it uses for procurements from its non-Federal funds. The State will comply with §§200.321, 200.322, 

and 200.323 and ensure that every purchase order or other contract includes any clauses required by §200.327. 

All other non-Federal entities, including subrecipients of a State, must follow the procurement standards in 

§§200.318 through 200.327 and (Appendix II to Part 200). 

 

§200.404 Reasonable costs. 

A cost is reasonable if, in its nature and amount, it does not exceed that which would be incurred by a prudent 

person under the circumstances prevailing at the time the decision was made to incur the cost. The question of 

reasonableness is particularly important when the non-Federal entity is predominantly federally-funded. In 

determining reasonableness of a given cost, consideration must be given to: 

(a) Whether the cost is of a type generally recognized as ordinary and necessary for the operation of the 

non-Federal entity or the proper and efficient performance of the Federal award. 

(b) The restraints or requirements imposed by such factors as: sound business practices; arm's-length 

bargaining; Federal, state, local, tribal, and other laws and regulations; and terms and conditions of the 

Federal award. 

(c) Market prices for comparable goods or services for the geographic area. 

(d) Whether the individuals concerned acted with prudence in the circumstances considering their 

responsibilities to the non-Federal entity, its employees, where applicable its students or membership, 

the public at large, and the Federal Government. 

(e) Whether the non-Federal entity significantly deviates from its established practices and policies 

regarding the incurrence of costs, which may unjustifiably increase the Federal award's cost. 

§200.405 Allocable costs. 

(a) A cost is allocable to a particular Federal award or other cost objective if the goods or services involved are 

chargeable or assignable to that Federal award or cost objective in accordance with relative benefits received. 

This standard is met if the cost: 

https://www.law.cornell.edu/cfr/text/2/200.318
https://www.law.cornell.edu/cfr/text/2/appendix-II_to_part_200
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(1) Is incurred specifically for the Federal award; 

(2) Benefits both the Federal award and other work of the non-Federal entity and can be distributed in 

proportions that may be approximated using reasonable methods; and 

(3) Is necessary to the overall operation of the non-Federal entity and is assignable in part to the Federal 

award in accordance with the principles in this subpart. 

(b) All activities which benefit from the non-Federal entity's indirect (F&A) cost, including unallowable activities 

and donated services by the non-Federal entity or third parties, will receive an appropriate allocation of indirect 

costs. 

(c) Any cost allocable to a particular Federal award under the principles provided for in this part may not be 

charged to other Federal awards to overcome fund deficiencies, to avoid restrictions imposed by Federal statutes, 

regulations, or terms and conditions of the Federal awards, or for other reasons. However, this prohibition would 

not preclude the non-Federal entity from shifting costs that are allowable under two or more Federal awards in 

accordance with existing Federal statutes, regulations, or the terms and conditions of the Federal awards. 

(d) Direct cost allocation principles: If a cost benefits two or more projects or activities in proportions that can be 

determined without undue effort or cost, the cost must be allocated to the projects based on the proportional 

benefit. If a cost benefits two or more projects or activities in proportions that cannot be determined because of 

the interrelationship of the work involved, then, notwithstanding paragraph (c) of this section, the costs may be 

allocated or transferred to benefitted projects on any reasonable documented basis. Where the purchase of 

equipment or other capital asset is specifically authorized under a Federal award, the costs are assignable to the 

Federal award regardless of the use that may be made of the equipment or other capital asset involved when no 

longer needed for the purpose for which it was originally required. See also §§200.310 through 200.316 and 

200.439. 

(e) If the contract is subject to CAS, costs must be allocated to the contract pursuant to the Cost Accounting 

Standards. To the extent that CAS is applicable, the allocation of costs in accordance with CAS takes precedence 

over the allocation provisions in this par 

§200.436 Depreciation. 

(a) Depreciation is the method for allocating the cost of fixed assets to periods benefitting from asset use. The 

non-Federal entity may be compensated for the use of its buildings, capital improvements, equipment, and 

software projects capitalized in accordance with GAAP, provided that they are used, needed in the non-Federal 

entity's activities, and properly allocated to Federal awards. Such compensation must be made by computing 

depreciation. 

(b) The allocation for depreciation must be made in accordance with Appendices III through IX. 

(c) Depreciation is computed applying the following rules. The computation of depreciation must be based on the 

acquisition cost of the assets involved. For an asset donated to the non-Federal entity by a third party, its fair 

market value at the time of the donation must be considered as the acquisition cost. Such assets may be 

depreciated or claimed as matching but not both. For the computation of depreciation, the acquisition cost will 

exclude: 
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(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 is presently located; 

(3) Any portion of the cost of buildings and equipment contributed by or for the non-Federal entity that 

are already claimed as matching or where law or agreement prohibits recovery; 

(4) Any asset acquired solely for the performance of a non-Federal award; and 

(d) When computing depreciation charges, the following must be observed: 

(1) The period of useful service or useful life established in each case for usable capital assets must take 

into consideration such factors as type of construction, nature of the equipment, technological 

developments in the particular area, historical data, and the renewal and replacement policies followed 

for the individual items or classes of assets involved. 

(2) The depreciation method used to charge the cost of an asset (or group of assets) to accounting periods 

must 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 in the early portions 

than in the later portions of its useful life, the straight-line method must be presumed to be the 

appropriate method. Depreciation methods once used may not be changed unless approved in advance 

by the cognizant agency. The depreciation methods used to calculate the depreciation amounts for 

indirect (F&A) rate purposes must be the same methods used by the non-Federal entity for its financial 

statements. 

(3) The entire building, including the shell and all components, may be treated as a single asset and 

depreciated over a single useful life. A building may also be divided into multiple components. Each 

component item may then be depreciated over its estimated useful life. The building components must 

be grouped into three general components of a building: building shell (including construction and design 

costs), building services systems (e.g., elevators, HVAC, plumbing system and heating and air-conditioning 

system) and fixed equipment (e.g., sterilizers, casework, fume hoods, cold rooms and glassware/washers). 

In exceptional cases, a cognizant agency may authorize a non-Federal entity to use more than these three 

groupings. When a non-Federal entity elects to depreciate its buildings by its components, the same 

depreciation methods must be used for indirect (F&A) purposes and financial statements purposes, as 

described in paragraphs (d)(1) and (2) of this section. 

(4) No depreciation may be allowed on any assets that have outlived their depreciable lives. 

(5) Where the depreciation method is introduced to replace the use allowance method, depreciation 

must be computed as if the asset had been depreciated over its entire life (i.e., from the date the asset 

was acquired and ready for use to the date of disposal or withdrawal from service). The total amount of 

use allowance and depreciation for an asset (including imputed depreciation applicable to periods prior to 

the conversion from the use allowance method as well as depreciation after the conversion) may not 

exceed the total acquisition cost of the asset. 

(e) Charges for depreciation must be supported by adequate property records, and physical inventories must be 

taken at least once every two years to ensure that the assets exist and are usable, used, and needed. Statistical 
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sampling techniques may be used in taking these inventories. In addition, adequate depreciation records showing 

the amount of depreciation must be maintained. 

§200.439 Equipment and other capital expenditures. 

(a) See §200.1 for the definitions of capital expenditures, equipment, special purpose equipment, general purpose 

equipment, acquisition cost, and capital assets.  

(b) The following rules of allowability must apply to equipment and other capital expenditures:  

(1) Capital expenditures for general purpose equipment, buildings, and land are unallowable as direct 

charges, except with the prior written approval of the Federal awarding agency or passthrough entity.  

(2) Capital expenditures for special purpose equipment are allowable as direct costs, provided that items 

with a unit cost of $5,000 or more have the prior written approval of the Federal awarding agency or pass-

through entity.  

(3) Capital expenditures for improvements to land, buildings, or equipment which materially increase 

their value or useful life are unallowable as a direct cost except with the prior written approval of the 

Federal awarding agency, or pass-through entity. See §200.436 Depreciation, for rules on the allowability 

of depreciation on buildings, capital improvements, and equipment. See also §200.465 Rental costs of real 

property and equipment.  

(4) When approved as a direct charge pursuant to paragraphs (b)(1) through (3) of this section, capital 

expenditures will be charged in the period in which the expenditure is incurred, or as otherwise 

determined appropriate and negotiated with the Federal awarding agency.  

(5) 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 depreciation on the equipment, or by 

amortizing the amount to be written off over a period of years negotiated with the Federal cognizant 

agency for indirect cost.  

(6) Cost of equipment disposal. If the non-Federal entity is instructed by the Federal awarding agency to 

otherwise dispose of or transfer the equipment the costs of such disposal or transfer are allowable 

(7) Equipment and other capital expenditures are unallowable as indirect costs. See § 200.436. 

§200.458 Pre-award costs. 

Pre-award costs are those incurred prior to the effective date of the Federal award or subaward directly pursuant 

to the negotiation and in anticipation of the Federal award where such costs are necessary for efficient and timely 

performance of the scope of work. Such costs are allowable only to the extent that they would have been 

allowable if incurred after the date of the Federal award and only with the written approval of the Federal 

awarding agency. If charged to the award, these costs must be charged to the initial budget period of the award, 

unless otherwise specified by the Federal awarding agency or pass-through entity. 
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§200.462 Rearrangement and reconversion costs. 

(a) Costs incurred for ordinary and normal rearrangement and alteration of facilities are allowable as indirect 

costs. Special arrangements and alterations costs incurred specifically for a Federal award are allowable as a 

direct cost with the prior approval of the Federal awarding agency or pass-through entity. 

(b) Costs incurred in the restoration or rehabilitation of the non-Federal entity's facilities to approximately the 

same condition existing immediately prior to commencement of Federal awards, less costs related to normal wear 

and tear, are allowable. 

§200.465 Rental costs of real property and equipment. 

(a) Subject to the limitations described in paragraphs (b) through (d) of this section, 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 back” arrangements are allowable only up to the amount that would be 

allowed had the non-Federal entity continued to own the property. This amount would include expenses such as 

depreciation, maintenance, taxes, and insurance. 

(c) Rental costs under “less-than-arm's-length” leases are allowable only up to the amount (as explained in 

paragraph (b) of this section). For this purpose, a less-than-arm's-length lease is one under which one party to the 

lease agreement is able to control or substantially influence the actions of the other. Such leases include, but are 

not limited to those between: 

(1) Divisions of the non-Federal entity; 

(2) The non-Federal entity under common control through common officers, directors, or members; and 

(3) The non-Federal entity and a director, trustee, officer, or key employee of the non-Federal entity or an 

immediate family member, either directly or through corporations, trusts, or similar arrangements in 

which they hold a controlling interest. For example, the non-Federal entity may establish a separate 

corporation for the sole purpose of owning property and leasing it back to the non-Federal entity. 

(4) Family members include one party with any of the following relationships to another party: 

(i) Spouse, and parents thereof; 

(ii) Children, and spouses thereof; 

(iii) Parents, and spouses thereof; 

(iv) Siblings, and spouses thereof; 

(v) Grandparents and grandchildren, and spouses thereof; 

(vi) Domestic partner and parents thereof, including domestic partners of any individual in 2 

through 5 of this definition; and 
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(vii) Any individual related by blood or affinity whose close association with the employee is the 

equivalent of a family relationship. 

(5) Rental costs under leases which are required to be treated as capital leases under GAAP are allowable 

only up to the amount (as explained in paragraph (b) of this section) that would be allowed had the non-

Federal entity purchased the property on the date the lease agreement was executed. The provisions of 

GAAP must be used to determine whether a lease is a capital lease. Interest costs related to capital leases 

are allowable to the extent they meet the criteria in § 200.449 Interest. Unallowable costs include 

amounts paid for profit, management fees, and taxes that would not have been incurred had the non-

Federal entity purchased the property. 

(6) The rental of any property owned by any individuals or entities affiliated with the non-Federal entity, 

to include commercial or residential real estate, for purposes such as the home office workspace is 

unallowable. 

(d) Rental costs under leases which are required to be accounted for as a financed purchase under GASB 

standards or a finance lease under FASB standards under GAAP are allowable only up to the amount (as explained 

in paragraph (b) of this section) that would be allowed had the non-Federal entity purchased the property on the 

date the lease agreement was executed. Interest costs related to these leases are allowable to the extent they 

meet the criteria in § 200.449. Unallowable costs include amounts paid for profit, management fees, and taxes 

that would not have been incurred had the non-Federal entity purchased the property. 

(e) Rental or lease payments are allowable under lease contracts where the non-Federal entity is required to 

recognize an intangible right-to-use lease asset (per GASB) or right of use operating lease asset (per FASB) for 

purposes of financial reporting in accordance with GAAP. 

(f) The rental of any property owned by any individuals or entities affiliated with the non-Federal entity, to include 

commercial or residential real estate, for purposes such as the home office workspace is unallowable. 


