Department of State Health Services

Determining Whether a Contract is Subrecipient vs. Vendor 
The accurate classification of a contract as subrecipient or vendor is critical to the success and integrity of DSHS Programs.  The purpose of this document is to provide some guidance on making this important distinction.

Who does this apply to?

If you have a subrecipient contract with DSHS and you are contracting with some other entity using funds from this DSHS contract (that is, you are subcontracting), you need to consider whether the relationship with the other entity is a vendor contract or subrecipient contract.  
When does this determination need to be made?

It is important that you accurately classify a subcontract as either a sub-recipient or vendor early in the procurement process.  Early determination impacts whether the resulting performance agreement includes appropriate terms and conditions that require compliance with program requirements. This determination also affects the level of oversight that you will need to provide your subcontractor.  
What applies?

OMB Circular A-133 and Uniform Grant Management Standards (UGMS) list typical characteristics which may be present in a subrecipient and vendor award.  The characteristics are indicators only.  OMB and UGMS do not intend the characteristics to be used as a check list and recognize that factors other than those listed might impact the determination.  They go on to state that the substance of the relationship is more important than the characteristics when making a determination.  The appropriate instrument can be determined by establishing the principal intent and the beneficiary of the award.  
The primary purpose of a subrecipient contract is to provide money, property, or anything of value authorized by law with the beneficiary being the public (people of Texas).  The primary purpose of a vendor contract is the acquisition of property or services by purchase for use by the DSHS contractor or the use of the intended beneficiary of the DSHS program (e.g. lab services) in which case there is a clear purchaser-vendor relationship. 
Under no circumstances should a designation of vendor be made for contractors that have a financial or performance requirement related to eligibility or selection of participants/beneficiaries.   
Why?

Different federal and state regulations apply to a subrecipient contractor than apply to a vendor contractor.  Subrecipients are held to a higher level of scrutiny since their actions impact the overall success of a DSHS program.   Vendors, on the other hand, are not subject to the same level of scrutiny or requirements since they do not generally make programmatic decisions that could impact the program.  
For more detailed information on making the distinction between vendor and subrecipient, please see the following references.
OMB Circular A-133 (Section .210)  http://www.whitehouse.gov/sites/default/files/omb/assets/a133/a133_revised_2007.pdf
Uniform Grant Management Standards (State of Texas Single Audit Circular, Section .210)

http://www.governor.state.tx.us/files/state-grants/UGMS062004.doc
DSHS Contractor’s Financial Procedures Manual (Section 6.05.06 – Contractual)

http://www.dshs.state.tx.us/contracts/cfpm.shtm
U.S. Health and Human Services Policy Directive (Part 2.02)
http://www.hhs.gov/asfr/ogapa/aboutog/ogpoe/gpdhome.html
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