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DECISION 

Mu,'"'an Serl ices, Inc ., is a £:oIh"lUn1t y .\etlon ..\~ ency, forn e rl y !qlO t ....., as 

Cor ,:-1l:" i t y A.ctio n Pro r~ rarl of FS:trthol oneH , Br ow"'T1. , and Jac i(so n COll:l ti es , I:lc., 

c o nd ucti:u:; a",ong ot her p r~rar!s a Pea d St a rt " roject ori '~ i:1ell y f' mde,l i>y 

noll and leter by HEll . An 11E:-) aud i t for t he p"rion Feoruary I, 1974, to 

January 31 , 1975 ( Head Start Grant Uo . 4176, Program Year I, Action ~'os. 


a /I, H/ O) , rOlln-i that the grantee d i rt no t have satisfactory int-ernal con ­

troIs, had failed to d ocutlent ex penses a pprooriately, aM had ex t ensively 

cO!'\1'\ing led funds of various prog rams wi t hout regard to sources o r p1\r ~ose. 


("udit Report Audit Control No . 05-61454 . ) Pa sed on their ex"", inatio n of 

t l' e ~ ranteels rec o r ..ls, r e c onstructed a s conpletel y as Ha s pos s i ble, t he 
auditors fo unn a nu",ber of e"penses · t ha t were, in t heir ·.' iew, 'Ief initely 
not pro perl y c f!a r~ e<1. Aftar eli!11nati nr; ~uestloned ite'Tls anountin-t t o 
$ 10 , 23R '-lit h res "ect t o I'ead St e rt, t he 3unitors rec onn end erl t hat a 
..,,,x i r.u, of ~ 1 00 , 521, plus s ome s hare '~ic h t hey die! not d ete m in e of 
$lJ ,1 35 whic h had no t been allocated ar:J.on~ Q: rantee's v arious pr o,"; r aus , he 
all o:.ed to t he t1ead Start proGram. Tne a eternination of t he ', aliC: ity of 
t h e c o stS' as a ,,!Jole and t he d istributio n of t he unalloc a ted portion was 
left to t he res~ctive f~deral a ~ encies based on pro g ramnatic benefits 
received . ( Aurl it Report, p p . 3, 22- 2 :::; . ) 

l:Ei, Re g ion V disallo«ed 5 1 0 , 28(} , t he cos ts questioned in t he aud ~t report. 
an :! a llo<len $ 10e ,5 21 in Eead S tart ex penses a s record e ci a fter a tlj \lstme:1ts 
plus $7,525 in !'reviously unallocated c osts f ound to be j ustified and rea ­
sonable . The 1 e 'J ion d irected t he '1 r antee to i il!!'led i a tel y resto r e and t,av e 
a vailable f o r repro~ rarning 5 10 , 034 , i dentifiec! a s " t he ri ifferenc e bet" e "" 
t Pe 70tal of t he , rant for that ye a r, ~97, 121, les s t h~ Fed er a l s l' a r e of 
e x!>e n:l itures, $u!) ,43 7 . '1 7he Re qion cOi!'Iput e<i t t"l e f eci eral s ha r e a s ; ~(I:~ oi 
~ l U[; , 04b (S I OO ,5 21 + $7 , 525) . 

Gran tee ap~eale --l. t hi s rlecision to t he Poare! , asserti n~ t l;a t t he cOo"'!pcta ­
tion oRl l"PJet ho-l use!i :,y t he Re~ lon f.o1as inc o rre c t , t ha t local cnsh c ontrl 'Jlt tio l'1 S 
0 : 52 0 ,!e4 s:'ollid have be"n applied to t pe $ 10 ,2;)8 i n n i sallm.e n c os t s , "wi 
t ha t t pe feder a l s ha r e s houl~ ha ve been c onou ted as a percent. ~ e or t otel 
c osts, tlnet l":.er nll o~ia !ll e o r no t, because t he y lo;er e , in f ac t, "ac t ua l coS t 511 

of the :> ro~ raf'\ . In a dd ition, t l~ e !-! r antee clairH~rl t o have 10c u,en tatlo n of 
S8 , G52 i n in-1<ind exoe n<i itures ,J!, i ch s houle have been i ncl ur\ e <i in al l mia:; l e 
costs, and ",hich t he g rantee cla ir.le d ha.i " een d i s rega r <i e :! l, v t he " u ri itors 
si npl y b eca use t he y " er e not poste-i t o a le<!&er. 
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The r.e~ion I s response to tr.e appeal "as based solely on an Audi t Ag"r.cy 
memo randum and failed to address certain specific questions asked by the 
Executive ~ecretary of t he Soard. Tr.e audi tors did, in t heir mc~o randu~ 
to the !'.egion, state t ha t the reason that t he in-kind expenditures ',ere 
not accepted was not that they had "ot been posted to a ledge r bu t t ha t 
t he grantee did not adequately accumulate, sUJ.1l1arize, or record t he con­
tri butions. 

Non-:ederal Share 

The Panel Chairman then issued an Or der to Show Cause, intended to clarify 
and narrow the questions in dispute, directed primarily to the sran tee. In 
t ha t Or der, the Panel Chairman tentatively took t he pos ition t ha t ~ rantee's 
a rgume nts ':Ii t Il resr ect to c ODputation of the federal share were inconsistent 
wi th basic rules of federal !> rant lal<. The Panel Chairr...n pointe d ou t t ha t 
prograI'l funels, which include amoun t s derived from fed eral o r non-fed.. ral 
sources, J:l8y only be spent for t he approved program. (General ·Cond itions 
Governinu Grants Under Title II (except Section 222(-a){4)) and III-)\ of 
the Economic Opportunity Act, submitted by grantee as an attachment to the 
Grant 110 .4176, r/H/O Statement of Gr an t AI<ard.) Further, expenditures, t o 
be counted , must lie within the limitations on expenditure of program funds , 
including restrictions as t o when costs may be incurred, how they must be 
sUl'ported, and to what purposes they ",ust be related . 

Assuming that t he grantee's ;:,ethod of computati"r. should he re jected, t ha t 
t he in- kind c ontribu tions "are not acceptable , and t ha t t he disa llo,; a nces 
by the auditors were a~propriate, the ?anel Chaiman tentativel y concluded 
that grantee's local cash contribution of app roxiJ!l8tely $20,104 wou l d be 
sufficient to support a caximum of $80,417 (rounded) in federal sha re, t he 
relevant statute providing for a 20/BO% split. 42 U.S.C. 2812(c)(1970). "he 
Panel Chairman directed the grantee to show cause why t he appeal should not 
be dismissed on the ground that the in-kind. expenditures were not properly 
documented, local share was inadequate t o support the size of t he program 
authorized and t he size of the program conducted, and funds dr al,," dO'Nn fro", 
t he feceral srant had been utilized for purposes not authorized by t he gr ant. 
Gr antee ',<as given the opportunity to persuace us that this a nalysis of t he 
federal/non-federal s hare issue was incorrect, t o i den tify s peci f ic ite~s 
"hich ma y have been i mp r operly disallowed, ann t o furnis" sui table docu ­
men t ary avic!ence o f :s rantee' s claime ci in-l-.ind expenditures. 

In res ponse to t ha t Or der, grantee expressly elected to argue its case 

fur t her only on t he issue of in-~ind cont ri but i ons . Accor dingly, t he issue 

of co[!]putation of t he non-feder1l1 s ha re is decided against t :,e g r antee on 

bas is of t he a nalysis stated above. 


I n- Kind r.:"pendi tures 

Grantee did su bmit in response t o the Order docu[!]entation which it clair.s 

suhs tantiates 57, (' 36.50 in in-ki nd contributions to :Iead Start curing t he 
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brant period. Grantee indicated t hat it had re rlucecl the SR , G52 originall:' 
clai~d cecause certain individual documents upon whi ch that figure waR 
basec would not meet t he ~ oarcl. f 5 "technical re~ulrer.::!.en ts. ll 'T'h e ciocu~en ts 

stlbnitted are descri bed by t he ~rantee as being in original, 'lo t recon­
structed, form. 

At that point, rather than analyzing each of the documents sucmi tted, we 
decided to provide the P.egion with an opportunity to make an initial deter­
mination of the allowability of the in-f-_ind expenditures clained and , if 
appropriate, to reach a resolution of this issue with the grantee. lie 
infor~ed t he Re gion that, if it could not negotiate a resolution with the 
grantee, it shoul d notify us of its dete rmina tion, setting forth sufficient 
detail to enable the grantee to res pond. 

~he Boa rd Chairnan subsequently ~ranted an extension of ti me to the ~e Gion 
to allow it t o consult with t he Audit Agency, bu t reninded t he Region t hat 
the responsibility to decide in the first instance was wi t h it, not with t he 
hudi t Agency. The Region's response was to snbmi t a late and impro"erly 
filed memorandur., stating generally the principles upon which allowability 
of costs are determined and concluding that none of the grantee's docum~n­
tation was acceptable. Attached to the ~egion's response was an Audit 
Agency analysis of the documentation sonewhat mo re de tailed t han t he 
Re gion's me~orandu~ but lacking any speci fic cita~ion to grant require­
!:Ien ts and based, in part, on "the possibility t hat documentation ~'as 
createn after t he cO:Jpletion of t he audit." 

As indicated in t he Order t.o Sho'. C"use, in-kind contribu tions, while 
acceptable and within certain li~its as valid as cash contributions, a re 
in practice often loosely docutlented, padded and exaggerated. clevertheless, 
if real in-kind contributions have been made and can be documented, t r ey are 
ordinarily accepted. I,e were not prepared, therefore, to adopt the Audit 
Agency analysis wholesale, when it appeared to us that grantee' s docunents, 
while clearly insufficient in certain regards, evidenced some cOt:lIllunity 
support for grantee's project unless one assumed, contrary t o grantee's 
assertion, that they were totally fabricated. !l ased on our o, rn analysis 
of the documents, "'e concluded tha t SOr.1e clearly did not me et reqt>i red 
conditions, some appeared to be trus t wort hy evidence of services provi den 
although these services may have been overvaluen , and some a o~eared to 
re present allo'/able costs of cenefit t o the progr am . ~hese concl us ions 
~ere ~od ified sOr.1ewhat, in erantee 's favor, ~s a re sult of documentation 
and comments subnitted by grantee in response to an opportunity pr ovi ced 
to t he ~arties. t o co~~ent on a draft decision. ru r f i nal conclusions are 
set forth below . 

Specific -lteos Disallowed 

lie find that t he following items t otaling $5, 355.46 do not re present 
allowabl~ cos ts and, t herefore, disallowance by the Region is uphe l d 
for t he reasons stated belo~: 

http:5,355.46
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1) 	 Documents i dentified by gr an t ee as itens 33-40 a re "out- of-tvl"" 
expense " or "consul t ant serv1c'2s" forms pu rportedly re rresent1n~ 
consultant servic2s donated by a T. n . !"allsteadt cnd valued at 
$100 per dav . ":'" chnical assistance to u.S. Director" is list~ d 
on t he form~ under "pur pose," l ut no indication is given as to 
t<r.a t t he professional qualifications of T. D. qallsteadt .Je re 
othe r t han an i dentification as "consultant." ':'. D. ~·Iallsteadt 
signed t hese foms on a line provided for signature of an eoployee. 
Four ou t of the eigh t forms co~tained no supervisor's signature. 

The Special Condition on Volunteer Services attached to t he 
lllllo gran t a'..ard document ("Special Condition") states that 
required recor rt s must show t he pr ofess ional qualifications of 
t te voluntee r, t he s pecifi c du ties perfor~ed , t he volunteer's 
sisnature, and a signature of ~ supervisor y e mployee. :'he 
Special Cond ition also states t hat "Services will not be 
treated as partially volunteered. 11 0 services for which a 
person is compensated, even t hough the compensation nay be 
low, shall be treated as volunteered." It is possible that 
T. D. Ual lsteadt was an eClployee of Ruma n Services, Inc., or 
tvas t he consul t an t referred t o in t he audit report where t he 
auditors questioned consultant services costs f or a variety 
of reasons. (Audit Report, pp .17-18 .) 

7he 	 $ 1 ~OO claimed for the services of i. D. !'allstead t is 
disallowed based on t he Specia l Cond ition cited above . 

2) 	 Items 58 , 59 , and 62 ' appear to represent cash rather t han in­
k ind contributions. Tte $8 5 claitled for t hese ite::!s s hon l d 
no t be allowed as in-kind expenditures, and even if these cash 
contributions were not previously claimed as such , ~rantee has 
pr oduced no docu::!enta tion showing t hey were ap~lied to allowable 
c osts. 

3) 	 Items 48-57, 60- 61 , and 63-92 represent a variety of donations, 
all reported by Theloa Routier, in Ap ril 1974, and all related 
either to a bazaar or fas hion show. There is nothing to indicate 
t hat t hese items in any ..ay benefited the Head Start project, 
a lt hough it is possible t ha t t he proceeds o f the events "Ient 
to t he pr oject, bu t if t hat is so, t he pr oceeds s houl d (,ave 
been claimed eS cash contribu tions . lte~ 96 represents, in 
nart, a clai ," for $400 of ':'hel r.la rroutier' s ti ::1e wo r !, i ng on a 
style sho,", in '1arch or for "raffling tickets fo r ca rd t able." 
This tine is valued at $2 per hour fo r a total of $400 . Pa ra­
gra ph G. 33 . of Dart II of Appendix F to 45 CfR Part 7u sta tes 
t hat "cos ts related to fund-raising appeals are unallot_'a ble •••• " 

The $1,111.~4 in costs represented by the donated ite~s and t he 
$400 for ThelC'." 'I.on tier I s ti n'e are accor~. i n ~ly disallo.;ed on t he 
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ground that the costs were not of direct benefit t o grantee' s 
uead Start project or were rela ted t o fund-raisi ng appeals. 
F1J rther8 0re , Thel~a !'.outler I s tl~e s hou ld l-tave :een valued a t 
t he $1. 1\0 per hour specified as t he va lue of llnslc.111ed s ervices 
in the Special Condition r efe rence rl above, rather t ha n t he $2 
per hour claioed. 

4) 	 Ite~ 25 represents S4.52 clai~ed for services of county hos~ital 
attenda"ts. I!o specific hours are listed, the form is unsi gned , 
and it is not clear how these services were of henefit t o t he 
grentee 's project nor how they " ere valued . n,is claim is 
disalloNed on the ground t ha t t his d ocul"tentation is inadequate 
to r,eet t he reqllirec en ts of t he ~ pecial Condition outlined a beve. 

5) 	 It e~ 97 i dentifie s Silen Troubri rlge as a teacl\e r' s ~ide , clai~lp s 
5878 of se~ices at $1. 90 per hour. Althou~h t he fo~ lists t he 
ti ::le period June- l!ovenber -1 ':'74 , it fails to list any s pecific 
elates or times and does not give Ellen Trowbridge's profes si onal 
qualifications _ This al!lOunt is disallowed on the ground t .. at the 
services claimed do not ~eet t he Special Condition requirements. 

6) 	 Item 98 clains $1624 at $2 . 90 pe r hour fo r the time period 0cto ber 
1973 to nay 1974 for t he services of :;hirley r.en ry, identifiec as 
a teacher's aid but also called ~ ead St a rt nirector. Shirley Henr y 
si r-ned o ther forms as a supervisor of 1101unteers and t here 1s no 
sir;nature of a supervisor fo r her services. :·'0 s pecific da tes or 
tl~es a re gi ven. 

This claim is disallowed on t he g rounds t ha t it does no t neet 
t he Special Condition requirements described a bove, pa rticula rly 
as it appears t ha t Shi rley Henry was pogsi bl y compensated as 
an employee for at least pa rt of her services, and the Special 
Condition states t ha t services "ill aot be treated as pa rtially 
vo lunteered. 

7) 	 Iten 93 is a claie for 100 hours of volunteer services perf orned 
by Randy Fentschlir from ()ctober 1973 to " ay 1974 , veluec at $150 . 
There are no specific dates .or ti" es given and t he vo!unteer's 
si gnature does not appear On t he for:t . '!'~i s a'J'lount is cUsallotle c 
on t he gr ound t hat t he Special Condi tion uas no t o.et. 

n 	 Item 44 is a c !ai n fo r $2 of volun teer ti !!:e spent " coo1dnc ,' infle r ­
3:' J - CAP. " This ",ay have heen an e'ltertain""'''t cost ... it ldn t he 
meani~~ of Parag raph G. 12. of Pa rt II o f Ap~er.diy. F to 65 C,Q 
Pa rt 74 and 't"as not clearly of ~enef it to :fead Start. 7 11 15 anoun t 
is disallowed on t he hasis of Pa r ag r aph G.12. and, al t e rna ti ve!y , 
because t he s ervices were not of h~nefit t o £rantee's ~! ea~ St ar t 
pr oject. 
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Sp<!cific Itenls Allowed in Part 

Certain costs identified below are allowable, but at total value of 
~1395.14 rather t han the $1710. 04 clai c~d. 

9) 	 Documents identified by Grantee as items numbered 3, Ib-24, 

26- 32, and 41-42 apparently repres"nt costs of d Halloween 

Party and a Christcas Party for Head Start students. The cost 

principles of Subpart Q, Appendix F, of 45 CFR Part 74 provide 

at Paragraph G.12. that fleosts of amusement, diversion, social 
activities, cereconials, and incidental costs relating thereto 
••• are unallowable." I<e conclude, however, t hat this provision 
was not c:eant to apply in the context of a Head Start Program to 
activities for students intended to bring about a g reater de gre" 
of social co"'petence in child ren of low income fa Glilies. (C f. 
H"dd Start Progra", Goals, 40 FR 27563, June 30 , 1975, 45 CFR 
1304.1- 3.) Group socialization experiences are a legitiGlate 
part of a Head Start project, and cOClGlunity contributions to 
these experiences are of benefit to the project and may be a 
valid in- kind expenditure. The disallowance of $277.34 claimed 
for 	 these costs is, therefore, reversed. 

IU) 	 Items II-IS repr"sent a variety of donated items valued at $49, 
illcludtng several paintings donated to "H.S. rooe" and materials 
and services related to "dprons." It appears t hat t hese items 
benefited the Head Start project and are allowable costs . 

II) 	 It<!cs 1,2, 4-10 ,94 and -95 are volunteer sign- up sheets. In 
5eneral, these sheets appear to c eet some of the Special 
Condition requir"ments in that dates, times, and volunteer 
a nd supervisor signatures are given. The services are valued, 
however, at $2.20 per hour rather than the $1.60 for unskilled 
services specified in the Special Condition. Furthermore, 
certain individual aspects of some of these claims appear to be 
deficient . Item 2 contains no supervisor's signature. Item 6 
does not identify the job perfon!led . In Item 7, the names of 
the volunteers appear t o have· been written by the supervisor 
rather than t he volunteers themselves . Ellru.nating these itel:ls 
as not neeting the Special Condition require nlent and revaluing 
the s"rvices at $1. 60 per hour would reduce t he total allowable 
claim for t hese volunteer services from $1232.70 to $856. 00 . 

12) 	 Items 43, 45, and 46 appear to repres"nt volunteer services of a 
Ililly (o r Willie) Arnold, giving th" nu mber of hours worked un 
specific dates ill "making picnic tables," which appears to have 
been of benefit t o th" Read Start program. No professional quali ­
fications dre stated for Hr. Arnold on the forms, but !>rantee has 
submitted a statecent, Signed by Nr. Arnold, t l~t in 1974 his 
hourly wages as a skilled union tradesman were $8 an hour. \;<! 
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~lave uct.t:nrined to accc:pt this t!ocu::Je nt a tiun anJ a 11 C'.... t he f ull 
5176 clai~ed for t be ~ervices. 

13 ) lte ,il ~o includes a elaie f or ,!,(} f o r 23 ~10urs of ~ i~elwd ~"vu ti t.! r I Sr ... 

ti tl e .cor ~valuating a~ad. S tart centers. ~othin6 o n the f o rt::: indi­
catt's iler Vrofessional qualifications for such "valuation . This 
a mount is disallowed at the rate claiUled on t be ground t bat t he 
st!rvicl:s clail.&1c o J o not C'.c~t t~le Special Couoitioll requiretileuc o f 
a s 'IOIJin;; of professional qualif i catiuns Dut a l lowed at t he rate 
o f Si. GO per ~ourJ o r ~ 36 . 30. 

Thus, $ 1 , 395 .14 is allow~d on t he ~ round t ha t brantee l,as proJuc~ci docu­
n!~n tation of t iie R{! cos ts ;.;!licr. a~ped r s t o nec t c :tC: S,ecia l Condit ion and 
c:=v i a e uc e. vali ..: i n- ~: i c.J e Apc:: f!t! ltures, :in..! t ile. .i lsa lloT..,Iu\lc e ~lt ll r e s !;e ct 
to cl u:!se items is u p~ h=l d to t !1.e extent o f $3G5 . ':;O J f or a total t! i su. :i ­
lo" anc~ of ,0 ,241.36 o f t he ~7 ,&30 .51) i n in-:. iud ex?end i t ur"s clai:aeJ . 

G rante~ has objected to the amount of time it <las spen t clea rin;; up a 
financial problem created by people who are no lOll:>"r wor:,ing for orantee 
and has objected to its int:egrity being '1uestioned although its docul:len­
tation of in- kind exvenditures in years other t han t he year in question 
ha. ve u~en s atis f act o ry to the auditors . The fact is, however, t !lat t he 
documentation relatinl to t h~ y.ar i n qU23tion aid not sdtis fy t ~e 2udi­
t o rs a nd 1s even less satisfactory to us, presentca as it is i n a n a~peal 
';.lhe r c: its reli ability 1s l e ss t hdU i f t he audito rs hdd e: xardned t he cocume nts 
t il~r.:selve ~ Ci t t he tioe of t he: a udi t . Fu rtlle rwor~ , g rante~ c c::.nr:o t a csol ve 
it s ~li o f reo ponsibillty f or a ccoun ti Il!;,. fo r f ederd l r und s i n t :te year 
in questiun by blauin~ former employees. It is clear fro~ t he reco r = 
t ha t t nere were c: rave deficiencies i n :; rant ee' s record~:eepi ll;; in t ha t 
ytar . In li ~h t of the claim by ;; rantee taat t he in-kind docume ntation 
was off"r"d to t he auuitors a;ld t hat t heir failure t o examine t he :iucur.:ents 
carefully a t the time was due to an interruption in the audit, ~nu i n 
li ~h t of t he Reaion's failure to pres en t su f ficie ntly clear r ea sons a d 
a basis fur its refusal to accept any of l ra nt ee's docu~entationJ Ilowever, 
by forwardin6 a tentaCive decision in dr a ft for~ , we offered t he Gra ntee 
a .l.ot b2r o pportunity to justify some of t he costl:i it clai;:]e d .. Grante e met 
t ;1at burden, in l-l art, ~ut to t :te ext e nt t :la t 6rante~ fa1le ll to ';:ileet t ha c 
i;ur ci ~n beca us e it could not or would not tJ r ouuce t he :1ecessary :.!ocu,lentatioo , 
.:; r don t e e ~cs t :,edr c :l.e cons aqu~ nc(:s .. 

Coucl usion 

Fo r r 2as ons sUrilc.::i ri z e ci d.!>ov c: a nd discussed t.ore ful. l y in t he O rd~r t o !::how 
Cduse i ssue1 iu t his ca s e , we upho l J t be dis a llowa nce t o t he ex t en t t lla t 
i t 1.; ~a seJ on t he a6~ncyrs vi.aw t :\at L l." an~eer s non- Fe<.l c:re l s ha re c anno t 
~e a.p!,lie~ he re t o cover d isall o~Ne cos ts. t.i icil r es pect t o b ra nt et! I ::; 

clcl i .. ,t: c.: in-Kina expenci iture s , we h0 1d t na t g r antee r.a s shuwn t h:l t it had. 
$1,395 .1 4 in alloMuble i n-~ind costs fo r a t o tal non-Feda r ~ l contri bution 
of ~ 2l·,4 '9 .1 4 . Grantee has r2quest eJ in its le tter of Ccto;'"r 13 , 1979 , 

http:2l�,4'9.14
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that it be allowed to use excess non-Federal, non-cash, in-kind contri bu­
tions received in its current year to co~pensate for t he remaining Federal 
halance due for Prog ram Year I. This i5 a ~atter of the discretion of t he 
agency althou gh the Board encourages such arrangements. 

/ 5 / David V . Dukes 

/ 5 / Tho mas Malone 

/ 5 / Malco lm S. Mason, Panel Chairman 


