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§200.437

methods used by the recipient or sub-
recipient for its financial statements.

(3) The entire building, including the
shell and all components, may be treat-
ed as a single asset and depreciated
over a single useful life. A building
may also be divided into multiple com-
ponents. Each component may be de-
preciated over its estimated useful life
in this case. The building components
must be grouped into three general
components: building shell (including
construction and design costs), build-
ing services systems (for example, ele-
vators, HVAC, and plumbing system),
and fixed equipment (for example,
sterilizers, casework, fume hoods, cold
rooms, and glassware/washers). A cog-
nizant agency for indirect costs may
authorize a recipient or subrecipient to
use more than these three groupings in
exceptional cases. When a recipient or
subrecipient elects to depreciate its
buildings by their components, the
same depreciation method must be
used for indirect and financial state-
ments purposes, as described in para-
graphs (d)(1) and (2).

(4) No depreciation may be allowed
on assets that have outlived their de-
preciable lives.

(5) Where the depreciation method is
introduced to replace the use allow-
ance method, depreciation must be
computed as if the asset had been de-
preciated over its entire life (meaning,
from the date the asset was acquired
and ready for use to the date of dis-
posal or withdrawal from service). The
total amount of use allowance and de-
preciation for an asset (including im-
puted depreciation applicable to peri-
ods before the conversion from the use
allowance method and depreciation
after the conversion) may not exceed
the total acquisition cost of the asset.

(e) Adequate property records must
support depreciation charges, and
physical inventories must be taken at
least once every two years to ensure
that the assets exist and are usable,
used, and needed. The recipient or sub-
recipient may use statistical sampling
techniques when taking these inven-
tories. In addition, the recipient or
subrecipient must maintain adequate
depreciation records showing the
amount of depreciation.
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§200.437 Employee health and welfare
costs.

(a) Costs incurred in accordance with
the recipient’s or subrecipient’s estab-
lished written policies for improving
working conditions, employer-em-
ployee relations, employee health, and
employee performance are allowable.

(b) These costs must be equitably ap-
portioned to all activities of the recipi-
ent or subrecipient. Income generated
from these activities must be credited
to the cost thereof unless such income
has been irrevocably sent to employee
welfare organizations.

(c) Losses resulting from operating
food services are allowable only if the
recipient’s or subrecipient’s objective
is to operate food services on a break-
even basis. Losses sustained because of
operating objectives other than the
above are allowable only when:

(1) The recipient or subrecipient can
demonstrate unusual circumstances;
and

(2) Approved by the cognizant agency
for indirect costs.

§200.438 Entertainment and prizes.

(a) Entertainment costs. Costs of enter-
tainment, including amusement, diver-
sion, and social activities and any asso-
ciated costs (such as gifts), are unal-
lowable unless they have a specific and
direct programmatic purpose and are
included in a Federal award.

(b) Prizes. Costs of prizes or chal-
lenges are allowable if they have a spe-
cific and direct programmatic purpose
and are included in the Federal award.
Federal agencies should refer to OMB
guidance in M-10-11 ‘‘Guidance on the
Use of Challenges and Prizes to Pro-
mote Open Government,”’ issued March
8, 2010, or its successor.

§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 allow-
ability must apply to equipment and
other capital expenditures:

(1) Capital expenditures for general
purpose equipment, buildings, and land
are allowable as direct costs, but only
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