
Purchase Methods When Using Federal Funds 

In some situations, the federal requirements pertaining to purchasing methods are more restrictive 

than state of Texas requirements. In other situations, the state requirements are more restrictive than 

the federal requirements. Therefore, when determining the method that must be used in a particular 

purchasing situation, the more restrictive method or requirement must be used in each case. 

 
State Requirements Related to Purchasing Methods 

Unless otherwise more restrictive in federal law for procurement with federal funds, the District 

complies with the purchasing methods prescribed in TEA’s FASRG and in state law for all purchases 

regardless of the funding source (i.e., state, local, or federal). 

 

Texas Education Code § 44.031 (a) states that all school district contracts for the purchase of goods 

and services valued at $50,000 or more in the aggregate, for each 12-month period are to be made 

by the method that provides the best value to the district. This does not apply to contracts for the 

purchase of produce or vehicle fuel.  

 

The law enumerates several options for competitive procurement that are available to school districts. 

One of these options must be used for contracts expected to equal or exceed $50,000 regardless of 

the funding source (i.e., state, local, or federal):  

 

(1) competitive bidding 

(2) competitive sealed proposals 

(3) request for proposals, for services other than construction services 

(4) interlocal contracts 

(5) design-build contracts 

(6) contract to construct, rehabilitate, alter, or repair facilities that involve using a construction 

manager 

(7) a job order contract for the minor construction, repair, rehabilitation, or alteration of a facility 

(8) reverse auction procedure as defined by Section 2155.062(d), Government Code; or  

(9) the formation of a political subdivision corporation under Section 304.001, Local Government 

Code."  

 
Professional and Consulting Services 

Several exceptions to following one of these competitive procurement methods are identified in TEC 

§ 44.031. This section does not apply to a contract for professional services rendered, including 

services of an architect, attorney, certified public accountant, or engineer (which must be selected in 

accordance with Chapter 2254 of the Government Code.) A school district may, at its option, contract 

for professional services rendered by a financial consultant or a technology consultant in the manner 

provided by Section 2254.003, Government Code, in lieu of the methods provided by this section. 

 

http://tea.texas.gov/Finance_and_Grants/Financial_Accountability/Financial__Accountability_System_Resource_Guide/
http://www.statutes.legis.state.tx.us/Docs/GV/htm/GV.2254.htm


The federal cost principles (specifically in 2 CFR § 200.459) broadly define professional and 

consultant services as those services rendered by persons who are members of a particular 

profession or possess a special skill, and who are not officers or employees of the District. 

Professional services are further defined in the Handbook on Purchasing as “infrequent, technical, 

and/or unique functions performed by independent contractors whose occupation is the rendering of 

such services.” Finally, professional services as described in Attorney General Opinion DM-418, 

referenced in the Handbook, includes not only the services of lawyers, physicians, or theologians, 

“but also those members of disciplines requiring special knowledge or attainment and a high order of 

learning, skill, and intelligence including guest speakers, consultants, writers, and artists.” A 

professional is only one who "'is a member of [a] discipline with widely accepted standards of required 

study or specified attainments in special knowledge as distinguished from mere skill.'" Id. (quoting 

Wooddell, 230 S.E.2d at 470). 

Certain professional services, specifically those covered under Chapter 2254, Subchapter A of the 

Texas Government Code, (i.e., architects, CPAs, registered engineers, optometrists, physicians, 

surgeons, land surveyors, landscape architects, registered nurses and state certified or state licensed 

real estate appraisers) are not selected based on competitive bidding. Rather, they must be selected 

based on demonstrated competence and qualifications obtained through a Request for Qualifications 

or similar document. After the District makes its selection based on demonstrated competence and 

qualifications, a fair and reasonable price for the services is then negotiated and agreed upon. 

Consulting services: According to FAR (Module 1 of TEA’s FASRG), consulting services  
 

“refer to the practice of helping districts to improve performance through analysis of existing 

problems and development of future plans. Consulting may involve the identification and cross-

fertilization of best practices, analytical techniques, change management and coaching skills, 

technology implementations, strategy development, or operational improvement. Consultants 

often rely on their outsider’s perspective to provide unbiased recommendations. They 

generally bring formal frameworks or methodologies to identify problems or suggest more 

effective or efficient ways of performing tasks. Consulting services cover all functional areas 

such as instruction, curriculum, and administration.  

 
Consulting does not include a routine service/activity that is necessary to the functioning of a 

school district’s programs, such as hiring additional people on contract to supplement present 

staff. It also does not apply to services provided to conduct organized activities (such as 

training or other similar educational activities.)” 

The District shall use a consultant only if the services of the consultant are necessary to 

accomplish the objectives of the particular program/project, the fees are reasonable in cost, and 

the District cannot meet the needs by using an employee. 34 CFR 75.515. For example, an 

employee may have the knowledge, skills, and capability to provide the consulting services, but 

the employee may not have the time in an already-busy schedule to provide the consulting 

services in the time required. 

Under IRS rules, a person cannot work part of the time as an employee, and part of the time as a 

contractor/consultant. If an employee provides additional services above and beyond his or 

https://www.texasattorneygeneral.gov/opinions/opinions/48morales/op/1996/htm/dm0418.htm
http://tea.texas.gov/Finance_and_Grants/Financial_Accountability/Financial__Accountability_System_Resource_Guide/


regular contracted hours and regular job responsibilities, the employee is paid extra-duty pay in 

accordance with the District’s employee compensation policy, and not a fee based on a contract. 

Allowable Professional Service Costs 

Professional and consultant services are allowable to be purchased with federal funds when 

reasonable and when the District considers the following factors: 

 The nature and scope of the service rendered in relation to the service required; 

 The necessity of contracting for the service, considering the District’s capability in the 

particular area; 

 The past pattern of such costs, particularly in the years prior to federal awards; 

 The impact of federal awards on the District’s business (i.e., what new problems have 

arisen); 

 Whether the proportion of federal work to the District’s total business is such as to influence 

the District in favor of incurring the cost, particularly where the services rendered are not of 

a continuing nature and have little relationship to work under federal awards; 

 Whether the service can be performed more economically by direct employment rather 

than contracting; 

 The qualifications of the individual or concern rendering the service and the customary fees 

charged, especially on non-federally funded activities; and 

 The adequacy of the contractual agreement for the service (e.g., description of the service, 

estimate of time required, rate of compensation, and termination provisions). 

Purchasing Goods or Services with Federal Funds 

In accordance with 2 CFR Part 200, Subpart E, Cost Principles, all purchases made with federal 

funds, regardless of the method of purchase, must be determined to be: 

 reasonable in cost (comparable to current fair market value) 

 necessary to carry out the objectives of the federal program 

 allowable under the federal cost principles and the terms and conditions of the award 

 allocable (chargeable or assignable) to the grant program based on the relative benefits 

received 

Prior to each purchase and for each proposed purchase, on each purchase order, purchase 

requisition, contract, invoice, receipt, travel voucher, or other documentation for obligations, 

encumbrances, or expenditures, the District documents these criteria are met in the following manner 

regardless of the purchase method used: 

The program Manager/Director assigned to the grant verifies the proposed purchase is necessary to 

accomplish the objectives of the grant program in that the expenditure is vital or required for the grant 

program to be successful. The Federal Funds Department and Director of Purchasing verifies the 

proposed purchase is reasonable in cost (i.e., comparable to current fair market value).   

 

 

http://www.ecfr.gov/cgi-bin/text-idx?SID=cd16193409e458a7fa04f475fdc352b1&mc=true&node=sp2.1.200.e&rgn=div6


Five Methods for Procuring with Federal Funds 

2 CFR § 200.320 provides for five methods that must be used when making purchases with federal 

funds. In some cases, these federal methods are less restrictive than state requirements; in other 

cases, the state requirements are more restrictive than these federal methods. Additionally, if local 

requirements are more restrictive than either state or federal, then local requirements must be 

followed. In all cases, the more restrictive requirements or methods must be followed when making 

purchases with federal funds.  

The type of purchase method and procedures required depends on the cost (and type, in some 

cases) of the item(s) or services being purchased. 

 Micro-purchase  

 Small purchase procedures 

 Sealed bids 

 Competitive proposals 

 Noncompetitive proposals (sole source) 

The following describes the five procurement methods allowed under federal law. While the federal 

rules provide a basic structure for each procurement method, the District must have documented 

procurement policies which provide detail on the process by which all purchases are made. 

Consequently, for each procurement method, provide the following detail either here or in the 

referenced procurement procedures: 

 Procurement Documents 

o What type of procurement document is used? For example, is a purchase order or a 

requisition used?   

o Detail how this procurement documentation is generated. Are the documents pre-

numbered? If paper copies, where are those kept and who has access? If electronic, 

how does the District ensure that only certain people have access?  

o When a purchase is made, what type of information must be contained on the purchase 

order or requisition 

 It should include a description of the services to be performed or goods to be 

delivered; 

 A location where the services are to be performed or goods to be delivered; and 

 The appropriate dates of service or delivery.  

o Where is the documentation kept once the purchase is made? What other 

documentation is maintained with it? Are they recorded in a log? 

 Responsibilities 

o If purchase order/requisition, what position requests the document? 

o What position completes it and what position approvals it? 

o If a contract, what position writes the contract? Approves it? 

 Required Number and Types of Quotations 

o How many bids are required for each purchase threshold? 

o Are these bids oral or written? 

o How are they received if written? 



o These bids must be received before a purchase order, requisition, or contract is made. 

o What position is responsible for obtaining the bids? 

o What documentation is required and where is it maintained? 

Note: In addition to these rules, districts must also follow both state and local procurement rules. 

State and local procurement rules are often stricter than federal requirements. Accordingly, this 

section has been revised to account for the appropriate thresholds and purchasing 

procedures within each threshold amount in accordance with some state procurement rules. 

However, if local procurement rules are even more restrictive, those must be inserted either here or in 

the District’s separate procurement procedures. 

Micro-Purchases (Purchases up to $3,000)  

Federal methods provide for procurement by micro-purchase. Micro-purchase is defined in 2 CFR § 

200.320(a) as a purchase of supplies or services using simplified acquisition procedures, the 

aggregate amount of which does not exceed $3,000. The micro-purchase method is used in order to 

expedite the completion of its lowest-dollar small purchase transactions and minimize the associated 

administrative burden and cost.  

In accordance with federal requirements, micro-purchases may be awarded without soliciting 

competitive quotations if the District considers the price to be reasonable. Also, when using federal 

funds, to the extent practicable, the District must distribute micro-purchases equitably among qualified 

suppliers. If this method is utilized, the District shall maintain evidence of this reasonableness in the 

records of all micro-purchases.  

Small Purchase Procedures (Purchases between $3,001 and $49,999 in the Aggregate)  

The federal threshold for small purchase procedures is $150,000. 2 CFR § 200.320(b). However, with 

some exceptions noted in TEC § 44.031, the state threshold for all school district contracts that do not 

require competitive bidding is less than $50,000 in the aggregate. Therefore, the more restrictive 

state threshold of less than $50,000 must be followed.  

Small purchase procedures (as defined in 2 CFR § 200.320[b]) may be used in those relatively simple 

and informal procurement methods for securing nonprofessional services, supplies, or other property 

that do not cost more than $50,000.  

For purchases funded from state or local funds, to obtain the most competitive price, a district, may at 

its option, obtain price quotes for items costing less than $50,000. Per Module 3, the district’s 

purchasing procedures should clearly define the lower figure for which quotes are required and obtain 

and retain written verification of the prices quoted. Unlike the mandatory competitive procurement 

described for purchases over $50,000, if an item to be paid from state or local funds costs less than 

$50,000, a district may utilize price quotations to stimulate competition and to attempt to receive the 

most favorable pricing. 

However, if using federal funds to purchase goods or services, price or rate quotations must be 

obtained from an adequate number of qualified sources for all purchases between $3,001 and 

$49,999. Such price or rate quotations must be documented in writing, and the District must 



demonstrate that price or rate quotations were obtained from an adequate number of qualified 

sources.  

Purchases $50,000 or More in the Aggregate 

According to Texas law, one of the following competitive methods must be used for purchases of 

$50,000 or more in the aggregate: 

(1) competitive bidding 

(2) competitive sealed proposals 

(3) request for proposals, for services other than construction services 

(4) interlocal contracts 

(5) design-build contracts 

(6) contract to construct, rehabilitate, alter, or repair facilities that involve using a construction 

manager 

(7) a job order contract for the minor construction, repair, rehabilitation, or alteration of a facility 

(8) reverse auction procedure as defined by Section 2155.062(d), Government Code; or  

(9) the formation of a political subdivision corporation under Section 304.001, Local Government 

Code.  

 

Each of these competitive methods is described more thoroughly in Module 3 of FASRG. 

 

In addition, one of the three following methods must be used, depending on the circumstance 

described below, when purchasing with federal funds: sealed bids (formal advertising); competitive 

proposals; or noncompetitive proposals (sole source). 

Sealed Bids (Formal Advertising) 

Bids are publicly solicited and a firm fixed-price contract (lump sum or unit price) is awarded to the 

responsible bidder whose bid, conforming with all the material terms and conditions of the invitation 

for bids, is the lowest in price. The sealed bid method is the preferred method for procuring 

construction, if the following conditions apply:  

 A complete, adequate, and realistic specification or purchase description is available; 

 Two or more responsible bidders are willing and able to compete effectively for the business; 

and 

 The procurement lends itself to a firm fixed-price contract and the selection of the successful 

bidder can be made principally on the basis of price. 

If sealed bids are used, the following requirements apply: 

 Bids must be solicited from an adequate number of known suppliers, providing them sufficient 

response time prior to the date set for opening the bids. The invitation for bids must be 

publically advertised.  

 The invitation for bids, which will include any specifications and pertinent attachments, must 

define the items or services in order for the bidder to properly respond. 

 All bids will be opened at the time and place prescribed in the invitation for bids. The bids must 

be opened publicly. 

http://tea.texas.gov/Finance_and_Grants/Financial_Accountability/Financial__Accountability_System_Resource_Guide/


 A firm fixed-price contract award must be made in writing to the lowest responsive and 

responsible bidder.  

 

Where specified in bidding documents, factors such as discounts, transportation cost, and life cycle 

costs must be considered in determining which bid is lowest. Payment discounts will only be used to 

determine the low bid when prior experience indicates that such discounts are usually taken 

advantage of. Any or all bids may be rejected if there is a sound documented reason. 

 

Competitive Proposals 

A competitive proposal is normally used with more than one source submitting an offer, and either a 

fixed price or a cost-reimbursement type contract is awarded. (A cost reimbursement contract 

reimburses the contractor for actual costs incurred to carry out the contract.) Competitive proposals 

are generally used when conditions are not appropriate for the use of sealed bids. If this method is 

used, the following requirements apply: 

 Requests for proposals must be publicized and identify all evaluation factors and their relative 

importance. Any response to publicized requests for proposals must be considered to the 

maximum extent practical. 

 Proposals must be solicited from an adequate number of qualified sources. 

 The District must have a written method for conducting technical evaluations of the proposals 

received and for selecting recipients. 

 Contracts must be awarded to the responsible firm whose proposal is most advantageous to 

the program, with price and other factors considered.  

 

When using federal funds, the District may use competitive proposal procedures for qualifications-

based procurement of architectural/engineering (A/E) professional services whereby competitors' 

qualifications are evaluated and the most qualified competitor is selected, subject to negotiation of fair 

and reasonable compensation. The method, where price is not used as a selection factor, can only be 

used in procurement of A/E professional services. It cannot be used to purchase other types of 

services though A/E firms are a potential source to perform the proposed effort. 

 

Noncompetitive Proposals (Sole Sourcing) 

 

Procurement by noncompetitive proposals is procurement through solicitation of a proposal from only 

one source and may be used when using federal funds only when one or more of the following 

circumstances apply: 

 The item is available only from a single source and an equivalent cannot be substituted. This 

must be documented. 

 The public exigency or emergency for the requirement will not permit a delay resulting from 

competitive solicitation. 

 TEA (or other federal awarding agency) expressly authorizes noncompetitive proposals in 

response to a written request from the District. 

 After solicitation of a number of sources, competition is determined inadequate. 

 



Additionally, state requirements related to sole source purchasing are, in some ways, more restrictive. 

In addition to the federal requirements above, sole source purchases must meet established criteria: 

 Identification and confirmation that competition in providing the item or product to be 

purchased is precluded by the existence of a patent, copyright, secret process or monopoly; 

 A film, manuscript, or book; 

 A utility service, including electricity, gas, or water; and 

 A captive replacement part or component for equipment.  

 

According to state requirements, sole source does not apply to mainframe data-processing 

equipment and peripheral attachments with a single item purchase price in excess of $15,000.  

 

In all cases, the District will obtain and retain documentation from the vendor which clearly delineates 

the reasons which qualify the purchase to be made on a sole source basis.  

 

Cost/Price Analysis for Federal Procurements in Excess of $150,000  

In accordance with the requirements in 2 CFR § 200.323, the District will make independent 

estimates of the goods or services being procured before receiving bids or proposals to get an 

estimate of how much the goods and services are valued in the current market.  

 

To accomplish this, after bids and proposals are received, but before awarding a contract, the District 

conducts either a price analysis or a cost analysis, depending on the type of contract, in connection 

with every procurement with federal funds in excess of $150,000. The method and degree of analysis 

is dependent on the facts surrounding the particular procurement situation; however, the District will 

come to an independent estimate prior to receiving bids or proposals. 2 CFR § 200.323(a). The cost 

analysis or price analysis, as appropriate for the particular situation, will be documented in the 

procurement files.  

 

Accordingly, the District performs a cost or price analysis in connection with every federal 

procurement action in excess of $150,000, including contract modifications, as follows: 

 

Cost Analysis  Non-competitive Contracts: A cost analysis involves a review of proposed 

costs by expense category, and the federal cost principles apply, which includes an analysis of 

whether the costs are allowable, allocable, reasonable, and necessary to carry out the contracted 

services. In general, 

 A cost analysis must be used for all non-competitive contracts, including sole source 

contracts.  

 The federal cost principles apply. 

 All non-competitive contracts must also be awarded and paid on a cost-reimbursement 

basis, and not on a fixed-price basis. 

 In a cost-reimbursement contract, the contractor is reimbursed for reasonable actual costs 

incurred to carry out the contract. 

 Profit must be negotiated as a separate element of the price in all cases where there is no 

competition. 

 



When performing a cost analysis, the Federal Funds Department/Director of Purchasing  

negotiates profit as a separate element of the price. To establish a fair and reasonable profit, 

consideration is given to the complexity of the work to be performed, the risk borne by the 

contractor, the contractor’s investment, the amount of subcontracting, the quality of its record of 

past performance, and industry profit rates in the surrounding geographical area for similar work. 2 

CFR § 200.323(b). 

 

Price Analysis  Competitive Contracts: A price analysis determines if the lump sum price is 

fair and reasonable based on current market value for comparable products or services. In 

general, 

 A price analysis can only be used with competitive contracts and is usually used with fixed-

price contracts. It cannot be used with non-competitive contracts. 

 Compliance with the federal cost principles is not required for fixed-price contracts, but total 

costs must be reasonable in comparison to current market value for comparable products 

or services.  

 A competitive contract may be awarded on a fixed-price basis or on a cost-reimbursement 

basis. If awarded on a cost-reimbursement basis, the federal cost principles apply and 

costs are approved by expense category, and not a lump sum. 

 

Costs or prices based on estimated costs for contracts are allowable only to the extent that costs 

incurred or cost estimates included in negotiated prices would be allowable costs under the federal 

cost principles. 

Use of Federal Excess and Surplus Property and Procurement of Recovered Materials 

The District considers the use of federal excess and surplus property in lieu of purchasing new 

equipment and property whenever such use is feasible and reduces project costs. 2 CFR § 

200.318(f).  To search for available Texas Federal Surplus material, Click Here.   

To purchase material found on the Texas Federal Surplus material list, please contact Karla Kessler 

or Joe Schuster. 

Procurement of Recovered Materials:  The requirements of section 6002 include procuring only 

items designated in guidelines of the Environmental Protection Agency (EPA) at 40 CFR Part 247 

that contain the highest percentage of recovered materials practicable, consistent with maintaining a 

satisfactory level of competition. The requirements apply to state and local governments, including 

school districts, and include the purchase of everyday items such as paper products, non-paper office 

products, office furniture, floor mats, and awards and plaques, as well as many other items, where the 

purchase price of the item exceeds $10,000 or the value of the quantity acquired by the preceding 

fiscal year exceeded $10,000. Requirements also include 

 procuring solid waste management services in a manner that maximizes energy and resource 

recovery and 

 establishing an affirmative procurement program for procurement of recovered materials 

identified in the EPA guidelines.  

http://tfc.state.tx.us/divisions/supportserv/prog/fedsurplus/index.html
http://www.gpo.gov/fdsys/pkg/CFR-2012-title40-vol26/xml/CFR-2012-title40-vol26-part247.xml


Pursuant to section 6002, the decision not to procure recovered materials must be based on a 

determination that such procurement items— 

A. are not reasonably available within a reasonable period of time; 

B. fail to meet the performance standards set forth in the applicable specifications or fail to meet 

the reasonable performance standards of the District; or 

C. are only available at an unreasonable price. Any determination under subparagraph (B) shall 

be made on the basis of the guidelines of the Bureau of Standards in any case in which the 

material is covered by the guidelines. 

 

While the procurement of materials with the highest recycled content is always recommended, the 

Federal Grants and Programs Office will monitor federal fund purchase activities to ensure the 

$10,000 threshold is adhered to.  Please contact the Federal Grants and Programs Office with any 

questions. 

 


