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International Development - 
_ _  Interest Earned by Subgrantees on Advanced 
Funding 

DIQEST: - 

1. Advances in excess of immediate cash needs to a 
subgrantee of an assistance award are not ex- 
penditures for grant purposes, and, under the 
terms of the agreement, interest earned on these 
funds prior to their expenditure for allowable 
costs must be paid to AID unless exempt under 
31 U.S.C. 5 6503(a). 

2. Interest earned by subgrantees on loans made as 
part of authorized program efforts is program 
income and can be used to further program 
objectives . 

This decision is in response to a request from a 
certifying officer in the Office of Financial Management of- 
the Agency for International Development (AID). 
fying officer requests that we decide ( 1 )  whether sub- 
grantees can retain interest earned on advances from A.T. 
International, a primary recipient of an assistance award 
from AID, and (2) whether subgrantees who earn interest on 
loans made as part of the assistance program may retain this 
interest which according to the cooperative agreement is to 
be added to a revolving fund for further loans or program 
costs. 

The certi- 

We conclude that under the terms of the cooperative 
agreement with A.T. International interest earned by a sub- 
grantee on assistance funds prior to their expenditure for 
allowable costs are payable to AID. The interest must be 
deposited in the U . S .  Treasury as a miscellaneous receipt. 
Interest earned by subgrantees on loans made under program 
authority is program income. 

According to the certifying officer, AID has negotiated 
a new cooperative agreement (a form of financial assistance) 
with A.T. International under 22 U.S.C. S 2395. The purpose 
of the cooperative agreement is to strengthen A.T. Interna- 
tional's capacity to help develop appropriate technologies 
in developing countries. The program is to be carried out 
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t h r o u g h  s u b p r o j e c t s  or s u b g r a n t s  e n t e r e d  i n t o  w i t h  p r i v a t e  
o r g a n i z a t i o n s  i n  cooperation w i t h  f o r e i g n  c o u n t r i e s .  Among 
t h e  methods A.T. I n t e r n a t i o n a l  is  a u t h o r i z e d  t o  u s e  unde r  
t h e  c o o p e r a t i v e  ag reemen t  is to  p r o v i d e  cap i t a l  c o n t r i b u -  
t i o n s  t o  s u b p r o j e c t  r e v o l v i n g  a c c o u n t s  f rom which s u b g r a n t -  
ees w i l l  make i n t e r e s t  b e a r i n g  l o a n s  i n  f u r t h e r a n c e  of t h e  
program o b j e c t i v e s .  Accord ing  t o  t h e  agreement  t h i s  i n t e r -  
e s t  w i l l  be a v a i l a b l e  for  s u b g r a n t  costs and r e l e n d i n g  from 
t h e  r e v o l v i n g  fund .  

The f i r s t  q u e s t i o n  r a i s e d  by t h e  c e r t i f y i n g  o f f i c e r  is 
b a s i c a l l y  a r e q u e s t  t h a t  w e  r e s p o n d  t o  a p o s i t i o n  t a k e n  by 
t h e  A I D  O f f i c e  o f  G e n e r a l  Counse l  c o n c e r n i n g  t h e  l e g a l  con- 
s e q u e n c e s  o f  a g r a n t e e  o b t a i n i n g  a n  advance  o f  g r a n t  f u n d s  
and immedia t e ly  d i s b u r s i n g  them t o  a s u b g r a n t e e .  Accord ing  
t o  A I D ' S  O f f i c e  o f  G e n e r a l  C o u n s e l ,  any i n t e r e s t  e a r n e d  on  
g r a n t  f u n d s  h e l d  by t h e  s u b g r a n t e e  i n  advance  of cash needs  
is n o t  s u b j e c t  to  t h e  r u l e  t h a t  i n t e r e s t  e a r n e d  on g r a n t  
a d v a n c e s  is h e l d  i n  t r u s t  for  t h e  U n i t e d  States.  The a rgu -  
ment is based on  t h e  c o n c l u s i o n  t h a t  there  h a s  been  a d i s -  
bu r semen t  by t h e  g r a n t e e .  T h i s  v iew would a p p l y  g e n e r a l l y  
t o  g r a n t e e - s u b g r a n t e e  advances ,  i f  w e  u n d e r s t a n d  t h e  Of f i ce  
of G e n e r a l  C o u n s e l ' s  a rgument ,  and is n o t  t h e  resul t  of any  
special  program a u t h o r i t y  p e c u l i a r  t o  A I D .  S u b g r a n t e e s  are 
n o t  r e q u i r e d  t o  r e t u r n  i n t e r e s t  t o  t h e  U n i t e d  S t a t e s  where 
t h e  g r a n t e e  is a S t a t e  or S ta t e  i n s t r u m e n t a l i t y  n o t  r e q u i r e d  
t o  a c c o u n t  f o r  i n t e r e s t  o n  a d v a n c e s  u n d e r  t h e  I n t e r g o v e r n -  
m e n t a l  C o o p e r a t i o n  A c t  of 1968, 31 U.S.C. S 6 5 0 3 ( a ) .  

I t  is  a l o n g s t a n d i n g  r u l e  o f  t h i s  O f f i c e  t h a t  i n t e re s t  
e a r n e d  by a g r a n t e e  on f u n d s  advanced  by t h e  U n i t e d  S ta tes  
b e l o n g s  t o  t h e  U n i t e d  States  r a t h e r  t h a n  t o  t h e  g r a n t e e  and 
must  be  r e t u r n e d ,  e x c e p t  as otherwise p r o v i d e d  by law. 
59 Comp. Gen. 218 (1980); 42 Comp.  Gen. 289 (1962) and cases 
c i ted  t h e r e i n .  The r e a s o n  f o r  t h i s  r u l e  is t h a t  s t a t u t e s  
a u t h o r i z i n g  g r a n t  programs c o n t e m p l a t e  t h a t  r e c i p i e n t s  s h a l l  
n o t  p r o f i t  o t h e r  t h a n  i n  t h e  manner and to  t h e  e x t e n t  pro- 
v i d e d  by law. Funds  paid o u t  t o  a g r a n t e e  are n o t  t o  be 
h e l d ,  b u t  are t o  be appl ied p r o m p t l y  t o  t h e  g r a n t  p u r p o s e s .  
1 Comp. Gen. 652 (1922). Where a g r a n t e e  h o l d s  advanced  
g r a n t  f u n d s ,  h e  h o l d s  them i n  t r u s t  f o r  t h e  U n i t e d  S t a t e s  
and must  pay  any  i n t e r e s t  e a r n e d  on  them o v e r  t o  t h e  U n i t e d  
S t a t e s .  42 Comp. Gen. 289. 

Whi le  w e  have  n e v e r  d i r e c t l y  d e c i d e d  t h e  q u e s t i o n  
r a i s e d  by t h e  A I D  O f f i c e  of General Counse l ,  as s u g g e s t e d  i n  
a n  A I D  i n t e r o f f i c e  memorandum, o u r  d e c i s i o n s  exempt ing  sub- 
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g r a n t e e s  o f  States  u n d e r  t h e  S ta tes '  exempt ion  f rom 
r e t u r n i n g  i n t e r e s t  c o n t a i n e d  i n  t h e  I n t e r g o v e r n m e n t a l  
C o o p e r a t i o n  A c t ,  &, have assumed t h a t  s u b g r a n t e e s  would 
o t h e r w i s e  be r e q u i r e d  t o  pay t h e  i n t e r e s t  e a r n e d  o n  s u c h  
a d v a n c e s  t o  t h e  U n i t e d  States.  The A I D  G e n e r a l  C o u n s e l ' s  
a rgument  rests o n  two d i f f i c u l t i e s  w i t h  e x t e n d i n g  t h e  t r u s t  
t h e o r y  t o  s u b g r a n t e e s .  F i r s t ,  t h e  d i s b u r s e m e n t  to  t h e  sub- 
g r a n t e e  resembles a d i s b u r s e m e n t  for g r a n t  p u r p o s e s  and ,  
s e c o n d ,  making t h e  s u b g r a n t e e  r e s p o n s i b l e  t o  t h e  Government 
f o r  i n t e r e s t  is  d i f f i c u l t  s i n c e  t h e  Government ' s  r e l a t i o n -  
s h i p  is w i t h  t h e  g r a n t e e  n o t  t h e  s u b g r a n t e e .  

The advance  as a d i s b u r s e m e n t .  The advance  of g r a n t  
f u n d s  by a g r a n t e e  t o  a s u b g r a n t e e  is n o t  a d i s b u r s e m e n t  f o r  
g r a n t  p u r p o s e s  as  w e  have  used  t h a t  term i n  o u r  d e c i s i o n s .  
W h i l e  a d v a n c i n g  g r a n t  f u n d s  t o  a s u b g r a n t e e  may be a n  
a u t h o r i z e d  d i s b u r s e m e n t  unde r  a g r a n t ,  there h a s  been  no 
d i s b u r s e m e n t  for  g r a n t  purposes i n  t h e  s e n s e  t h a t  allowable 
g r a n t  costs have  been  i n c u r r e d .  Were t h e  s u b g r a n t e e  s i m p l y  
t o  r e t a i n  t h e  f u n d s  i n  a bank a c c o u n t  and n e v e r  u n d e r t a k e  
t h e  g r a n t  p u r p o s e s ,  t h e  g r a n t e e  would have  t o  r e t u r n  these 
f u n d s  t o  t h e  Government because  no  allowable g r a n t  costs 
have  been  i n c u r r e d .  Under s u c h  c i r c u m s t a n c e s  i t  would be 
h a r d  t o  c h a r a c t e r i z e  t h e  f i n a n c i a l  t r a n s a c t i o n s  of e i ther  
g r a n t o r  or g r a n t e e  a s  b e i n g  for g r a n t  p u r p o s e s .  

I n  B-192459, J u l y  1 ,  1980, w e  se t  f o r t h  f o u r  character- 
i s t ics  of a d i s b u r s e m e n t  or e x p e n d i t u r e  f o r  g r a n t  p u r p o s e s .  
T h e r e  w e  sa id  a n  e x p e n d i t u r e  f o r  g r a n t  p u r p o s e s  had occurred 
where ( 1 )  t h e  g r a n t e e  d i d  n o t  r e t a i n  g r a n t  funds ;  ( 2 )  t h e  
g r a n t e e  c o u l d  n o t  g e t  t he  f u n d s  back on  demand; ( 3 )  t h e  
o r g a n i z a t i o n  t h a t  r e c e i v e d  t h e  f u n d s  was i n d e p e n d e n t  of t h e  
g r a n t e e  and n o t  i ts a g e n t ,  and ( 4 )  t h e  g r a n t e e  r e c e i v e d  
someth ing  i n  exchange  f o r  t h e  t r a n s f e r  of funds .  

I n  a p p l y i n g  these tests t o  t h e  advance  h e r e  i n  
q u e s t i o n ,  w e  t h i n k  there are a number of i m p o r t a n t  d i s t i n c -  
t i o n s  t o  be made. W h i l e  t h e  g r a n t e e  i n  t h i s  case m i g h t  n o t  
have  been  able  t o  l i t e r a l l y  g e t  t h e  f u n d s  back from t h e  sub- 
g r a n t e e  on demand, t h e  s u b g r a n t e e  had no claim t o  t h e  f u n d s  
a t  t h e  t i m e  i n t e r e s t  was e a r n e d .  I n  o ther  words, it had no 
l e g a l l y  e n f o r c e a b l e  r i g h t  t o  o b t a i n  t h e  advance  or keep t h e  
money u n t i l  it was appl ied t o  g r a n t  p u r p o s e s .  The  o r i g i n a l  
g r a n t  does n o t  a u t h o r i z e  t h e  g r a n t e e  t o  o 4 t a i n  f u n d s  i n  
advance  i n  order t o  make advances  t o  s u b g r a n t e e s  before t h e y  
a re  needed by t h e  s u b g r a n t e e .  A l s o ,  u n l i k e  i n  t h e  i n s t a n t  
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case, t h e  payment i n  8-192459, id., c r e a t e d  l e g a l l y  enforce- 
a b l e  r i g h t s  t h a t  d i r e c t l y  related t o  c a r r y i n g  out  t h e  g r a n t  
pu rpose .  S i n c e  t h e  advance  i t s e l f  d o e s  n o t  a c c o m p l i s h  g r a n t  
p u r p o s e s ,  t h e  g r a n t e e  o b t a i n e d  n o t h i n g  from t h e  s u b - g r a n t e e  
i n  exchange  fo r  t h e  advance .  The g r a n t  was made unde r  Trea -  
s u r y ' s  l e t t e r  of c r e d i t  r e g u l a t i o n s ,  T r e a s u r y  C i r c u l a r  1075. 
T h e s e  r e g u l a t i o n s  make t h i s  p o i n t  clear. C i r c u l a r  1075 
r e q u i r e s  r e c i p i e n t s  o f  g r a n t  f u n d s  t o  time a d v a n c e s  t o  sub- 
g r a n t e e s  as c l o s e l y  as p o s s i b l e  t o  t h e i r  " a c t u a l  d i s b u r s e -  
men t s  * * * f o r  d i rec t  proqram costs and t h e  p r o p o r t i o n a t e  
s h a r e  of any  allowable i n d i r e c t  costs." (Emphas is  suppl ied . )  
31 C.F.R. S 205.4. - S e e  p r o v i s i o n  7A o f  A I D ' S  s t a n d a r d  g r a n t  
p r o v i s i o n .  A c c o r d i n g l y ,  u n l e s s  t h e  program s t a t u t e  unde r  
which t h e  g r a n t  was made s p e c i f i c a l l y  a u t h o r i z e s  s u c h  t r a n s -  
a c t i o n s  and t h i s  is i n c o r p o r a t e d  i n  t h e  g r a n t  ag reemen t ,  w e  
do n o t  t h i n k  t h e  advance  h a s  become a d i s b u r s e m e n t  f o r  g r a n t  
p u r p o s e s .  

R e s p o n s i b i l i t y  for I n t e r e s t .  The t r e a t m e n t  o f  i n t e r e s t  
income of g r a n t e e s  h a s  f o r  many y e a r s  been  a s t a n d a r d  g r a n t  
c o n d i t i o n .  62  Comp.  Gen. 701, 706 (1983). W e  b e l i e v e  t h a t  
t h e  q u e s t i o n  r a i s e d  h e r e  is  e x p r e s s l y  answered  by p r o v i s i o n  
3 ( a )  o f  t h e  A I D  S t a n d a r d  P r o v i s i o n s  a t t a c h e d  t o  t h e  award. 
T h i s  p r o v i s i o n  s ta tes :  

" ( a )  I f  u s e  o f  t h e  A I D  f u n d s  p r o v i d e d  h e r e -  
u n d e r  r e s u l t s  i n  accrual  o f  i n t e r e s t  t o  t h e  
G r a n t e e  or  t o  any  o t h e r  p e r s o n  t o  whom G r a n t -  
ee makes s u c h  f u n d s  a v a i l a b l e  i n  c a r r y i n g  o u t  
t h e  purposes of t h e  g r a n t ,  t h e  G r a n t e e  s h a l l  
r e f u n d  t o  A I D  a n  amount e q u i v a l e n t  t o  t h e  
amount of i n t e r e s t  a c c r u e d . "  

A c c o r d i n g l y ,  t h e r e  is no need t o  imply a t r u s t  r e l a t i o n s h i p  
between t h e  g r a n t e e  or t h e  s u b g r a n t e e  f o r  A I D  t o  r e c o v e r  t h e  
i n t e r e s t  e a r n e d  by t h e  s u b g r a n t e e  on  t h e  advanced  funds .  
The g r a n t  ag reemen t  e x p r e s s l y  p r o v i d e s  t h a t  t h e  g r a n t e e  is 
r e s p o n s i b l e  f o r  r e f u n d i n g  a n  amount e q u a l  t o  t h e  amount o f  
i n t e r e s t  t o  A I D .  

The c e r t i f y i n g  o f f i c e r  s a y s  t h a t  t h e r e  is a problem i n  
A I D  and  A.T. I n t e r n a t i o n a l  r e c o v e r i n g  t h e  i n t e r e s t  from sub- 
g r a n t e e s  o p e r a t i n g  i n  c u r r e n c y  c o n t r o l l e d  c o u n t r i e s .  The 
c e r t i f y i n g  o f f i c e r . p r o p o s e s  t h a t  r e c o v e r i e s  o f  i n t e r e s t  be 
h a n d l e d  by c o n s i d e r i n g  t h e  i n t e r e s t  e a r n e d  i n  s u c h  circum- 
s t a n c e s  as  a drawdown o f  t h e  award t o  A . T .  I n t e r n a t i o n a l .  

- 4 -  



B-215237 

AID will make adjustments with A.T. International's letter 
of credit that will permit AID to account to the Treasury 
for the interest earned that must be paid into Treasury as 
miscellaneous receipts. We have no objection to such an 
arrangement for recovering these amounts since this or 
similar means of recovery seem to be contemplated in AID'S 
standard grant conditions. 

In the case of interest earned on loans made by 
subgrantees in carrying out program purposes, it seems clear 
from the information supplied, that this is program income. 
The retention and use of this interest is expressly provided 
for in the basic grant agreement. Section 6, paragraph c 
(5)(d). As program income, it can be used as an additional 
source of funds to carry out program purposes. See AID 
Handbook 13, paragraph lJ, Program Income; Office of Manage- 
ment and Budget Circular A-1 10, Attachment D. 

/ of the United States 
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