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DECISION 

Wayne State Univers i t y has received many Federal grants, 
includ ing many rese arch and training grants from the National 
Institutes o f Health (NIH ) . The g rants now in ques tion are 
g rant s numbers Ml- 0 5384-09 and 1 0 , GM- 11520-0 7 and NB-0751 9 ­
03 . These were research g r ants whi c h have bee n well performec 
and r enewed seve r a l times and have been highly productive. 
To pe r form t he r esearch the University gathered a con~eten t 

sta f f o f associates and assistants, inc l uding seve ral holding 
doc t o rat e s a~d several well qualified pre -doctoral st udents . 

Compensat i o n f o r t he sta f f members was clea rl y a prope r 
e xpe se o f the r esearch g rants. The difficu l ty arises because 
the g rantee r e fe rr ed t o th e compe nsa tion a rrang e ment as research 
fell owship s and to tile payments as stipends. NIH disa llowed 
pay m9nc s amountin g t o $49,148 o n these g rants . 

DISCUSSI ON 

The dlstinc tion between training (at high levels) and r esearch 
Ie h~ · ~ "- A _ _ . . Since separate funds are autho r i zed fo r the 
tl.o.'O pu rpo ses , e ffo rts h~ve ""nrnr;ria tely been made o n a gove rn­
men t-wi de basis, for ~ x.~pl~ i- r ~B Ci r c ular A- 21, §J and in 
PHS G,-ants for Research Pro)e ( '. S Policy Statement (as r evised 
Jul y 1 , 1967, page 27), t o avold add i t i o na l bl urri ng o f this 
line . Thes e rules could be stated , howeve r, with g r eater 
clarity and applied with mo re emphasis on underlying reality _ 

The Unive r s ity ' s t r eatment of the mat t e r unfortunately con ­
tributed t o confusion . In an apparent e ff o rt t o obtain tax 
exemption f o r its payments t o researchers, it called t he 
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payments fellowship stipend s, excluded them from its re g ular 
payroll , used o ffice forms that were ordinarily not used for 
empl oyment compensation, with legends denying the employee 
relatio n ship and t here are instances whe re similar conf usion s 
occurred without justifications offered in this case . 

llIH Financ ial Adviso r y S"rvlces Board correctly not e d 
(Lette r dated April 2), 1974, Appea l Attachment ~l, p . )} 
that "the question has always been whethe r the intent of 
the yuest loned payments W3S p rima rIly fn r work o r training." 
We conclude tha t the in tent was p r imarily f o r work . 

In it s r esponse t o the appeal the age ncy noted: "It 
is quite obviol!s that the individua ls ' whose employment i s 
being ques ti oned did perfo rm ext ensive , detailed and highly 
sk il l e d service s f o r the g r antee institution which then was 
r eimbursed for its services from Na tional Inst itutes of 
He alth grant funds . In short, the individuals did perform 
a se rvice for the grants invo lved ." In a later filing it 
is true the a ge ncy sought to qual ify this c oncession but 
the origi nal statement seems to us plainly c o rrect and the 
later qualifIcation f o ren s ically motivated . 

Seve r~ l of th e r esea rche rs held docto rates and we r e 
no ca ndldates !o ~ further d eg rees . They were empl oyed 
o n unde r st~ndings which reflected that their compensation 
wa s subject t o lnc r e ase depending o n the value o f their 
cont r ibut i on . 

Pre - doc ~ora l researchers we re offered fel l owships with 
l o wer c omFensa ti on s . Le tte rs t o these reflect the impo r tance 
o f the r esea r cher ' s credentials and st r es s the contributions 
to be mad e . 

There was no attempt t o disguise what was being do ne . 
Th~ Un ive rsity's pur pose wa s adequa tel y expr essed. Seve ra l 
r epor ts o f e xpp nditures fla gge d t he payment of stipend s and 
in a t least one ca se, an a ward now in questi o n was expressly 
mad e af e r conside ration o f the p r io r ROE (AH-05 38 4 - 10). 

Defense Con tract Audit Agency repo rted o n grantee ' s 
a cco nti ng r eco r ds and fina nc i a l operating procedure s for 
the yea r ending June 30 , 1969. Th is is the year preceeding 
th e year i n which the disallowances occurred. The auditors 
concluded that : 
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" ... c . In our opinion, grantee's policies and 

procedures for recording and r epor ting costs 

of performing DHEW research and training grant s 

are proper and adequate. 


d . Grantee's management practices affect ing 
the reasonableness of grant costs are considered 
to be general l y adequate. 

e . Grantee ' s financial statements fairly 
represent cos ts incur red in grant performance . . . " 

The next year, for which t he disallowance occurred, 
involved no substantive change in the arrangements wi th 
resea rche rs. 

The University's i ntent in this mat ter was fully 
explained to NIH in connection with anothe r g r ant not 
involved here , National Cancer Institute Grant CA 03772, 
involving a roughly parallel problem . The principal investi ­
gator there is also principal i nvestigator under one o f the 
g rants now appealed. After discussion , the grantee was 
specif ical ly advised: "Si nce the students 'employed' on 
grant CA 03772 are performing work which contributes to the 
r esea rch and since the services they are perfo rming are 
r egui red of all candidates for the Ph.D . degree in Che~istry, 
th e tax free salaries paid these students are l egi timately 
chargeable to the g ran t" and "Since the students being paid 
from this grant are receiv ing remuneration for services 
r ende r ed, these expenditures a r e allowable charges a gainst 
this g ran t." (Attachments 29, 34 of the appeal) . Thi s 
action was taken in part by Thomas Reynolds , then in 
Extra mu ral Activities, National Cancer Institute , National 
Institutes o f Heal t h, and now Executive Secretary o f the 
Boa r d. The Boa rd is aware of ~r. Reynolds' pa rticipation 
in this r elated matter, and as a matter of caution s pecial 
care has been taken in this case to exclude him from the 
deci sional proces s (see preamble to the Board's Charter 
40 FR 33936, column 2 ). 

The agency disallowance is based primarily on a reading 
of OMB Circu lar A- 21 a nd the PHS Policy Statement for Grants 
for Research Projects (revi sed July 1, 1967) and incidentaily 
on a reading of IRS Code S117, all o f whi c h seems to us mis ­
placed . The PHS policy Statement , for example, forbids 
stipends f o r f ellows and trainees and states t hat s uch stipends 
are "Not allowable when the purpose of the payment is for 
training ." This rule negatively makes clea r that stipends 
if othe rwi se allowable may be paid when the pu r pose of the 
payment is not for training but for r esea rch , as is the case 
here . 
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Similarly the program relies on inferences from the 
wordlng of Sll7(b) of the IRS Code , but this subsection deals 
with qualifications to 5117(a). Sl17(a) provides that gross 
income docs not include any amount r eceived as a schola r­
ship at an educational institution or as a fellowship grant. 
Under the terms of §ll7(b ) , even if i t were proper basis 
for the characterization of the relationship for grant 
purposes, the facts of tllis case take it out of the ll7 (b) 
llmitation and leaves 117 (a) applicable , which is the 
Unlvers ity 's pos ition. 

DECISION 

Under the circumstances of the case, which include 
lack of concealment fr om the program, prior audits wi thout 
adv~rse comment, express approval of the University's 
treatment of the matter in one instance which was reasonably 
constr ued as a general approval , and the basic fact that 
lhe intent of the payments was to support the high quality 
r esear c h that was being done, rather than to supply student 
t ralning assis t ance, the intent o f the OMB and PHS rules 
a~dln S t stipends wa s not violated. The appeal is sustained . 

The University is ca utioned , however, that for the 
future its reco rds should ~e k~pt 1n sue!l man!ler as to 
mInI mize t h e confusion it has c rea ted here. 

We also wish to nOte that the U!Hversi ty's a ppeal pape rs 
lnclude, in adJition to much relevant material, over 1000 
paocs of materi"l of at best a remote evidentiary bearing. 
This sort o f presentation impedeD rather than facilitates 
the eE~o rt of the Board to supply prompt conside ration of 
qrant appeals . Th~ Boa rd' s c)larter calls for presentation 
of a Eull statement and the pertinent facts, bu t does not 
-all for undisc riminatin g poundage. 

/ s / Bernice L. Bernstein 

/s/ David V. Dukes 

/ s / Ma l colm S. Hason Panel Chair 


