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§1628.5

its discretion, provide approval in writ-
ing. The request shall specify the ex-
traordinary and compelling cir-
cumstances justifying the fund balance
in excess of 25%; the estimated fund
balance that the recipient anticipates
it will accrue by the time of the sub-
mission of its audited financial state-
ments; and the recipient’s plan for dis-
posing of the excess fund balance. Upon
the submission of its annual audited fi-
nancial statements, the recipient must
submit updated information consistent
with the requirements of paragraph (a)
of this section to confirm the actual
fund balance to be retained.

(e) The Corporation’s written ap-
proval of a request for a waiver shall
require that the recipient use the funds
it is permitted to retain within the
time period set out in the approval and
for the purposes approved by the Cor-
poration.

(f) Excess fund balances approved by
the Corporation for expenditure by a
recipient shall be separately reported
by natural line item in the current fis-
cal year’s audited financial statements.
This may be done by establishing a sep-
arate fund or by providing a separate
supplemental schedule as part of the
audit report.

(g) The recipient shall promptly in-
form and seek guidance from the Cor-
poration when it determines a need for
any changes to the conditions on tim-
ing or purposes set out in the Corpora-
tion’s written approval of a recipient’s
request for a waiver.

[656 FR 66642, Nov. 7, 2000, as amended at 80
FR 43968, July 24, 2015]

§1628.5 Fund balance deficits.

(a) Sound financial management
practices such as those set out in Chap-
ter 3 of the Corporation’s Accounting
Guide for LSC Recipients should pre-
clude deficit spending. Use of current
year LSC grant funds to liquidate def-
icit balances in the LSC fund from a
preceding period requires the prior
written approval of the Corporation.

(b) Within 30 days of the submission
of the recipient’s annual audit, the re-
cipient may apply to the Corporation
for approval of the expenses associated
with the liquidation of the deficit bal-
ance in the LSC fund.

45 CFR Ch. XVI (10-1-19 Edition)

(c) In the absence of approval by the
Corporation, expenditures of current
year LSC grant funds to liquidate a
deficit from a prior year shall be iden-
tified as questioned costs under 45 CFR
part 1630.

(d) The recipient’s request must
specify the same information relative
to the deficit LSC fund balance as that
set forth in §1628.4(a)(1) and (2). Addi-
tionally, the recipient must develop
and submit a plan approved by its gov-
erning body describing the measures
which will be implemented to prevent a
recurrence of a deficit balance in the
LSC fund. The Corporation reserves the
right to require changes in the sub-
mitted plan.

(e) The decision of the Corporation
regarding acceptance of these deficit-
related costs shall be guided by the
statutory mandate requiring the re-
cipient to provide high quality legal
services performed in an effective and
economical manner. Special consider-
ation will be given for emergencies, un-
usual occurrences, or other special cir-
cumstances giving rise to a deficit bal-
ance.
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§1629.1 Purpose.

This part is intended to protect LSC
funds by requiring that recipients be
bonded or have similar insurance cov-
erage to indemnify recipients against
losses resulting from fraudulent or dis-
honest acts committed by one or more
employees, officers, directors, agents,
volunteers, and third-party contractors
who handle LSC funds.
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§1629.2 Definitions.

Annualized funding level means the
amount of:

(1) Basic Field Grant funds (including
Agricultural Worker and Native Amer-
ican) and (2) Special grants of LSC
funds, including Technology Initiative
Grants, Pro Bono Innovation Fund
grants, and emergency relief grants,
awarded by LSC to the recipient for
the fiscal year included in the recipi-
ent’s annual audited financial state-
ments.

§1629.3 Who must be bonded?

(a) A recipient must supply fidelity
bond coverage for all employees, offi-
cers, directors, agents, and volunteers.

(b) If a recipient uses a third party
for payroll, billing, or collection serv-
ices, the recipient must either supply
coverage covering the third party or
ensure that the third party has a fidel-
ity bond or similar insurance coverage.

(c) For recipients with subgrants:

(1) The recipient must extend its fi-
delity bond coverage to supply iden-
tical coverage to the subrecipient and
the subrecipient’s directors, officers,
employees, agents, and volunteers to
the extent required to comply with this
Part; or

(2) The subrecipient must supply
proof of its own fidelity bond coverage
that meets the requirements of this
Part for the subrecipient’s directors,
officers, employees, agents, and volun-
teers.

§1629.4 What forms of bonds can re-
cipients use?

(a) A recipient may use any form of
bond, such as individual, name sched-
ule, position schedule, blanket, or any
combination of such forms of bonds, as
long as the type or combination of
bonds secured adequately protects LSC
funds.

(b) A recipient may use similar forms
of insurance that essentially fulfill the
same purpose as a fidelity bond.

§1629.5 What losses must the bond
cover?

The bond must provide recovery for
loss caused by such acts as fraud, dis-
honesty, larceny, theft, embezzlement,
forgery, misappropriation, wrongful ab-
straction, wrongful conversion, willful

Pt. 1630

misapplication, or any other fraudu-
lent or dishonest act committed by an
employee, officer, director, agent, or
volunteer.

§1629.6 What is the required minimum
level of coverage?

(a) A recipient must carry fidelity
bond coverage or similar coverage at a
minimum level of at least ten percent
of its annualized funding level for the
previous fiscal year.

(b) If a recipient is a new recipient,
the coverage must be at a minimum
level of at least ten percent of the ini-
tial grant.

(c) Notwithstanding paragraphs (a)
and (b) of this section, recipients must
not carry coverage under this part at a
level less than $100,000.

§1629.7 Can LSC funds
cover bonding costs?

Costs of bonding required by this
part are allowable if expended con-
sistent with 45 CFR part 1630. Costs of
bonding such as rates, deductibles, sin-
gle loss retention, and premiums, are
allowable as an indirect cost if such
bonding is in accordance with sound
business practice and is reasonable.
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