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Why We 
Did Th i s 
We prepared th is repor t  
to assist  recipients and 
subrecipients (grantees 
and subgrantees) of 
Federal Emergency 
Management Agency 
(FEMA) disaster  
assistance grants. We 
have updated th is gu ide 
to include in format ion 
on FEMA’s Public 
Assistance Program and 
Policy Guide (PAPPG) 
that  supersedes many of 
the Public Assistance 
publicat ions and 
individual policy 
documents. The PAPPG 
is effect ive for  all 
emergencies and major  
disasters declared on or  
after  January 01, 2016. 

For  Fur t her  In form at i on : 
Contact  our  Office of Public Affairs 
at  (202) 254-4100, or  email us at  
DHS-OIG.OfficePublicAffairs@oig.dhs.gov 

Who Needs Th i s? 
More than 148,000 recipients and subrecipients of 
FEMA disaster  assistance grants are cu r rent ly 
work ing on abou t  670,000 open projects wor th over  
$66 bil l ion. Under  the Public Assistance Program, 
FEMA provides grants to state, t r ibal, and local 
governments and pr ivate nonprofit  organizat ions so 
that communit ies can qu ick ly respond to and recover  
from major  disasters. FEMA’s Hazard Mit igat ion 
Grant  Program provides funding to the same ent it ies 
to implement long-term measures to prevent  
damages from fu tu re disasters. 

Using t h i s repor t  wi l l  assi st  
Di sast er  Assi st ance appl i can t s: 

x  docum ent  and accoun t  for   
di sast er -relat ed cost s;  

x  m i n im i ze t he loss of  FEMA  
di sast er  assi st ance funds;  

x  m axi m i ze f i nancial  recovery ; and 

x  preven t  f raud, wast e, and  
abuse of  di sast er  funds.  
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MEMORANDUM FOR:  All Recipients and Subrecipients of 
Disaster  Grant  Awards from the 
Federal Emergency Management Agency 

FROM: Thomas M. Salmon 
Act ing Assistant Inspector  General 

SUBJECT: Audit Tips for Managing 
Disaster-Related Project Costs 
Report  Number OIG-16-109-D 

The Department of Homeland Secur ity (DHS), Office of Inspector  General (OIG), 
Office of Emergency Management Oversight  (EMO) prepared th is repor t  to provide 
recipients and subrecipients (grantees and subgrantees) of Federal Emergency 
Management Agency (FEMA) Public Assistance and Hazard Mit igat ion grant funds 
examples of previous audit  findings. The purpose of th is repor t  was not  to audit  
FEMA or  its grant recipients and subrecipients. Therefore, we did not prepare it  in 
accordance with generally accepted government audit ing standards. 

Rather , th is report  provides an overview of OIG responsibil it ies; applicable disaster  
assistance Federal statu tes, regu lat ions, and gu idelines; the audit  process and 
frequent  audit  findings; and key points to remember when administer ing FEMA 
grants. Using th is report  shou ld assist  disaster  assistance applicants: 

x document and account for  disaster-related costs; 
x minimize the loss of FEMA disaster  assistance program funds; 
x maximize financial recovery; and 
x prevent  fraud, waste, and abuse of disaster  funds. 

Back ground 

Each year, OIG audit  repor ts reveal significant issues represent ing mill ions of 
dollars of Federal funds allocated for  disaster  assistance and recovery effor ts. 
These reports also contain recommendat ions to protect  the integr ity of and 
improve FEMA’s disaster  assistance operat ions. 

The major ity of our  audits focus on FEMA’s Public Assistance and Hazard 
Mit igat ion grant programs, funded from the Disaster  Relief Fund. Under the 
Public Assistance Program, FEMA provides grants to state, t r ibal, and local 
governments and cer tain types of pr ivate nonprofit  organizat ions so that  
communit ies can qu ick ly respond to and recover from major  disasters. FEMA’s 
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Hazard Mit igat ion Grant  Program provides funding to the same ent it ies to 
implement long-term measures to prevent  damages from fu tu re disasters. 

Overv i ew of  t he Off i ce of  Inspect or  General  

The Homeland Security Act of 2002 established OIG in DHS by amendment to the 
Inspector General Act of 1978 (Public Law 95-452). OIG serves as an independent 
office to promote economy, efficiency, and effect iveness; to prevent  waste, fraud, 
and abuse; and to keep Congress and the Secretary of DHS fu lly informed of 
problems in DHS programs and operat ions. The pr incipal funct ions of OIG are to: 

x per form or oversee audit  and invest igat ive funct ions relat ing to programs and 
operat ions of DHS; 

x inspect  department act ivit ies to ident ify actual or  potent ial fraud, waste, abuse, 
or  mismanagement, and to develop recommendat ions for  correct ive act ion; and 

x invest igate allegat ions of i l legal, unethical, or  other act ivit ies that may lead to 
civil or  cr iminal l iabil ity on the part  of DHS or its employees, contractors, or  
program par t icipants. 

Appl i cable Federal  St at ut es, Regulat i ons, and Gui del i nes 

Federal grant  recipients and subrecipients are responsible for  understanding and 
complying with a large amount of cr iter ia applicable to FEMA disaster  grants, 
which include those for  public assistance and hazard mit igat ion. Some help in  
responding to and recover ing from a disaster , and others help in receiving and 
managing Federal funds. One of the most  impor tant  cr iter ia is Tit le 44 Code of 
Federal Regu lat ions (CFR), which contains policies and procedures for  
implement ing the Robert T. Stafford Disaster Relief and Emergency Assistance Act, 
as amended (Stafford Act). These basic policies and procedures govern disaster  
relief operat ions. Tit le 44 CFR is available at  the following website: 
ht tp:/ / www.gpo.gov/ fdsys/ browse/ collect ionCfr .act ion?collect ionCode=CFR. 

Another  very important cr iter ion is Tit le 2 CFR Par t  200: Uniform Administrative 
Requirements, Cost Principles, and Audit Requirements for Federal Aw ards (“Super  
Circu lar” or  “Omni Circu lar”). These regu lat ions supersede 44 CFR par t  13, and 
Office of Management and Budget (OMB) Circu lars A-102, A-110, A-87, A-21, 
A-122 and A-133 for  al l  FEMA awards m ade on  or  af t er  Decem ber  26, 2014. 
Tit le 2 CFR par t  200 is available at  the following website: 
ht tp:/ / www.ecfr .gov/ cgi-bin/ text-idx?tpl=/ ecfrbrowse/ Tit le02/ 2cfr200_main_02.tpl. 
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For  al l  FEMA awards m ade before Decem ber  26, 2014, the following OMB 
circu lars apply (ht tp:/ / www.whitehouse.gov/ omb/ circu lars_defau lt / ): 

x  OMB Circu lar  A-102, Uniform Administrative Requirements for Grants and 
Cooperative Agreements to State and Local Governments. [FEMA codified 
these requ irements, also referred to as the “Common Ru le,” at  44 CFR 
part  13.] 

x  OMB Circu lar  A-110, Uniform Administrative Requirements for Grants and 
Agreements w ith Institutions of Higher Education, Hospitals and Other Non-
Profit Organizations. Relocated to 2 CFR par t  215. 

x OMB Circu lar  A-87, Cost Principles for State, Local and Indian Tribal 
Governments. Relocated to 2 CFR part  225. 

x OMB Circu lar  A-21, Cost Principles for Educational Institutions. Relocated to 
2 CFR part  220. 

x  OMB Circu lar  A-122, Cost Principles for Non-Profit Organizations (excludes 
hospitals). Relocated to 2 CFR par t  230. [According to 2 CFR 215.27, the 
allowabil ity of costs that hospitals incur  “is determined in accordance with 
the provisions of Appendix E of 45 CFR part  74, Principles for Determining 
Costs Applicable to Research and Development Under Grants and Contracts 
w ith Hospitals.] 

x  OMB Circu lar  A-133, Audits of States, Local Governments and Non-Profit 
Organizations. 

In January 2016, FEMA’s Public Assistance (PA) Division published the Public 
Assistance Program and Policy Guide (PAPPG) which is effect ive for  all emergencies 
and major  disasters declared on or  after  January 01, 2016. The PAPPG is a 
comprehensive, and consolidated program and policy documents for  PA program. 
This gu ide supersedes many of the previous PA publicat ions and individual policy 
documents (e.g., 9500 ser ies policy statements). The PAPPG will assist  recipients 
and subrecipients in better  understanding the PA and Hazard Mit igat ion grant 
programs. The PAPPG is available at  the following website: 
ht tps:/ / www.fema.gov/ public-assistance-policy-and-gu idance. 

For  al l  FEMA awards m ade before J anuary  01, 2016, the following FEMA 
publicat ions and policy gu idance st i l l  apply: 

x FEMA 321, Public Assistance Policy Digest (January 2008),  
x FEMA 322, Public Assistance Guide (June 2007),  
x FEMA 323, Public Assistance Applicant Handbook (March 2010),  
x FEMA 325, Public Assistance Debris Management Guide (Ju ly 2007),  
x FEMA 327, Debris Monitoring Guide (October 2010), and  
x FEMA Disaster  Assistance Policy (9500 ser ies policy statements).  

However , the PAPPG did not  supersede the following publicat ions: 
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x FEMA 329, Debris Estimating Field Guide (September 2010), 
x Hazard Mit igat ion Assistance (HMA) Unified Gu idance, and 
x Public Assistance Policy on Stafford Act sect ion 705 (FP-205-081-2, 

March 31, 2016).1 

The aforement ioned publicat ions are available at  the following websites: 
ht tp:/ / www.fema.gov/ publicat ions-archive and ht tp:/ / www.fema.gov/ public-
assistance-archived-policies. 

The Sandy Recovery Improvement Act of 2013 (P.L. 113-2) amended Tit le IV of the 
Stafford Act. Specifically, the law adds sect ion 428, which au thor izes alternat ive 
procedures for  the PA Program under sect ions 403(a)(3)(A), 406, 407, and 502(a)(5) 
of the Stafford Act. It  also au thor izes FEMA to implement the alternat ive 
procedures through a pilot  program. The program will remain in place unt il FEMA 
promu lgates and adopts revised regu lat ions that  reflect  the program changes the 
law au thor izes. In format ion is available at  the following website: 
ht tps:/ / www.fema.gov/ alternat ive-procedures. 

The alternat ive procedures per tain to debr is removal (emergency work) and repair , 
restorat ion, and replacement of disaster-damaged public and pr ivate nonprofit  
facil it ies (permanent work). Par t icipat ion in the alternat ive procedures is 
voluntary. 

The goals of the alternat ive procedures are to: 

x reduce the costs to the Federal Government of providing public assistance, 
x increase flexibil ity in the administ rat ion of such assistance, 
x expedite the provision of assistance to an applicant , and 
x provide financial incent ives and disincent ives for  t imely and cost-effect ive 

complet ion of a project . 

The Audi t  Process and Frequen t  Audi t  Fi ndi ngs 

OIG considers several factors to determine which act ivit ies to audit . These factors  
include:  

x the r isk  of fraud, waste, and abuse of Federal funds;  
x statu tory and regu latory requ irements;  
x current  or  potent ial dollar  magnitude;  

1 This policy establishes gu idelines under Sect ion 705 (Disaster Grant Closeout Procedures) to 
determine whether  Sect ion 705 applies to prohibit  FEMA from recover ing payments made under 
the Public Assistance program.  
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x requests from congressional, FEMA, or  state officials; and 
x repor ts/ allegat ions of impropr iety or  problems in implement ing FEMA 

programs. 

Tradit ionally, OIG conducted most  of its disaster  grant  audits after  communit ies 
completed the major ity or  all of the work  to determine whether  they had 
accounted for  and expended FEMA funds according to Federal requ irements. 
However , in 2012, OIG implemented a more proact ive approach to audit ing to 
place greater  emphasis on prevent ion and ear ly detect ion. This approach 
considers the ent ire l ife cycle of grant  awards. Current ly, at  least half of OIG’s 
audits of disaster  grants consist  of (1) “capacity” audits that star t  usually with in a 
year  of the disaster ; or  (2) “ear ly warning” audits that  star t  before communit ies 
have begun work  on most  permanent projects. These audits ident ify areas where 
grant  recipients may need addit ional technical assistance or  monitor ing to ensure 
compliance with Federal requ irements. In addit ion, by undergoing an audit  ear ly 
in the grant cycle, grant recipients have the oppor tunity to correct  noncompliance 
before they spend the major ity of their  grant  funding. It  also allows them the 
opportunity to supplement deficient  documentat ion or  locate missing records 
before too much t ime elapses. 

Frequent  Audi t  Fi ndings (exam ples) 

A. Impr oper  Cont r act i ng Pr act i ces 

Cr i t er i a : According to Federal regu lat ions (2 CFR 200.317 to .326), all non-
Federal ent it ies (other than states) must  comply with the following procurement 
standards:2 

x  Conduct all procurement t ransact ions in a manner  providing fu ll and open 
compet it ion consistent  with the standards of th is sect ion (2 CFR 200.319(a)). 
Noncompet it ive procurement may be used under  cer tain circumstances, one of 
which is when the public exigency or  emergency wil l not  permit  a delay 
resu lt ing from compet it ive solicitat ion (2 CFR 200.320(f)(2)). 

x  Take all necessary affirmat ive steps to assure the use of minor ity businesses, 
women’s business enterpr ises, and labor  surplus area firms when possible (2 
CFR 200.321)). 

x  Maintain oversight to ensure contractors perform according to the terms, 
condit ions, and specificat ions of their  contracts or  purchase orders (2 CFR 
200.318(b)). 

x  Maintain wr it ten standards of conduct  cover ing conflicts of interest  and 
governing the performance of its employees who engage in the select ion, award, 
and administ rat ion of contracts (2 CFR 200.318(c)(1)). 

2 States must follow the same policies and procedures they use for  procurements using non-
Federal funds (2 CFR 200.317). 
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x Maintain records su fficient  to detail the h istory of the procurement. These 
records will include, bu t are not  limited to, the following: rat ionale for  the 
method of procurement, select ion of contract  type, contractor  select ion or  
reject ion, and the basis for  the contract  pr ice (2 CFR 200.318(i)). 

x Use t ime-and-mater ial-type (T&M) contracts only after  determin ing that no 
other  contract  is su itable and if the contract  includes a ceil ing pr ice that  the 
contractor  exceeds at  its own r isk . Time-and-mater ial-type contract  means a 
contract  whose cost  to a non-Federal ent ity is the sum of (1) the actual cost of 
mater ials; and (2) direct  labor hours charged at  fixed hour ly rates that  reflect  
wages, general and administ rat ive expenses, and profit  (2 CFR 200. 318(j)(1)). 

x Perform a cost  or  pr ice analysis in connect ion with every procurement act ion in  
excess of the Simplified Acqu isit ion Threshold including contract  modificat ions 
(2 CFR 200.323(a)). 

x Negot iate profit  as a separate element of the pr ice for  each contract  in which 
there is no pr ice compet it ion and in  all cases where cost  analysis is per formed 
(2 CFR 200.323(b)). 

x Do not use cost-plus-a-percentage-of-cost and percentage-of-construct ion-cost 
methods of contract ing (2 CFR 200.323(d)). 

x Include requ ired provisions in all contracts awarded (2 CFR 200.326). 

Fi nd i ng 1 . The subrecipient received a Public Assistance award that  included 
$6.1 mill ion for  disaster-related debr is removal and permanent electr ical repair  
work . The subrecipient  solicited bids for  the work  only from contractors that  it  
had used before the disaster . As a resu lt , fu ll and open compet it ion did not occur 
and FEMA had no assurance that  contract  costs were reasonable or  that minor ity 
firms, women’s business enterpr ises, and labor surplus area firms had an 
opportunity to bid on the work . As par t  of the audit , subrecipient  officials stated 
that  they procured the contracts under exigent  circumstances. OIG determined 
that  the subrecipient had restored electr ical power to almost all of its customers. 
After  such t ime exigent  circumstances no longer  existed to warrant  the use of 
noncompet it ive contracts. OIG also determined that  because the solicitat ion of 
bids came from a limited number of contractors, fu ll and open compet it ion did not  
occur. Therefore, OIG quest ioned $6.1 mill ion because the subrecipient  did not  
meet Federal procurement standards. 

Ex i gen t  or  Emer gency. Subrecipients may use procurement through a 
noncompet it ive proposal method when the public exigency wil l not  permit  delays 
that  cou ld resu lt  from compet it ive solicitat ion (2 CFR 200.320(f)(2)). 

Exigent is not necessar ily the same as emergency, even though often used 
interchangeably. The general defin it ion of exigent is a situat ion requ ir ing 
immediate aid or  act ion.3 An emergency represents an unforeseen combinat ion of 

3 "Exigent” - (1) requ ir ing immediate aid or  act ion (Merr iam-Webster .com, Accessed Apr il 7, 2016, 
ht tp:/ / www.merr iam-webster.com/ dict ionary/ exigent) 
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circumstances.4 A key dist inct ion is that  exigent  circumstances represent  those 
act ions requ ired to protect  l ives and property at  the immediate ou tset  of an 
emergency event . 

Exam ples I l lust rat i ng t he Mean i ng of  Ex igency and Em ergency  

Emer gency. A tornado impacts the City of X and causes 
widespread and catastrophic damage, including loss of l ife, loss of 
power, damage to public and pr ivate structu res, and mill ions of 
cubic yards of debr is across the City, leaving almost  the ent ire 
ju r isdict ion inaccessible. The City needs to begin debr is clearance 
act ivit ies immediately to restore access to the community and 
support  search and rescue operat ions and power restorat ion. 

Ex i gency. A tornado impacts the City of X in  June and causes 
widespread and catastrophic damage, including damage to a City 
school. The City wants to repair  the school and have it  ready for  
the beginning of the following school year in September. The City 
est imates, based on past  exper ience, that  the sealed bidding 
process wil l take at  least 90 days, and the City’s engineer  
est imates that  the repair  work  wou ld take another 60 days. This 
wou ld br ing the project  complet ion to well after  the beginning of 
the school year . Rather  than going through sealed bidding, the 
City—in compliance with State and local law—wants to solicit  
bids from five contractors that have previously constructed 
schools in the State and award the contract  to the lowest  bidder  
among those five. This wou ld be an example of an “exigency” for  
the purposes of 2 CFR 200.320 (f)(2), such that  sealed bidding 
wou ld be infeasible under  the circumstances and the use of some 
other procurement method was necessary based on the par t icu lar  
situat ion. 

Source: Field Manual, Public Assistance Grantee and Subgrantee Procurements Requirements, 
FEMA Office of Chief Counsel, Procurement Disaster  Team, p.76 (December 2014) 

Fi nd i ng 2 . The subrecipient used a T& M contract , which was not appropr iate for  
the construct ion work  per formed, and did not  include a not-to-exceed amount or  
cost  ceil ing. In addit ion, the contract  included prohibited markups based on a 
percentage of costs. By defin it ion, T&M contracts provide for  acqu ir ing supplies or  
services on the basis of (1) direct  labor  hours at  specified fixed hour ly rates that  
include wages, overhead, general and administrat ive expenses, and profit  and 
(2) mater ials at  cost , including, if appropr iate, mater ial handling costs. The T&M 
rates in the contract  already included profit  and overhead, yet the contractor  

4 “Emergency” - (1) an unforeseen combinat ion of circumstances (Merr iam-Webster .com, Accessed 
Apr il 7, 2016, ht tp:/ / www.merr iam-webster.com/ dict ionary/ emergency) 
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charged markups of 15 to 33 percent on top of its T&M rates. Addit ionally, the 
subrecipient  did not perform any cost  or  pr ice analysis for  the contract . As a 
resu lt , the contractor  had no incent ive to contain project  costs. In  fact , markups 
as a percentage of costs provide contractors a disincent ive to save costs because 
higher  costs lead to higher  profits. Therefore, the OIG quest ioned $1.2 mill ion in 
T&M contract  costs because the subrecipient did not  follow Federal procurement 
standards. 

Fi nd i ng 3 . The subrecipient  did not openly compete a contract  totaling 
$4.1 mill ion for  the replacement/ repair  of pump stat ions and electr ical 
components. Instead, the subrecipient used a contractor  with which it  had a 
business relat ionship before the disaster . In addit ion, the subrecipient accepted 
the contractor ’s proposed pr ices withou t  per forming an independent analysis of 
the pr ices to ensure reasonableness. Finally, the subrecipient  did not  take the 
requ ired steps to assure the use of small businesses, minor ity owned firms, 
women’s business enterpr ises, and labor-su rplus area firms when possible. 
Therefore, FEMA has no assurance that  these types of firms had adequate 
opportunit ies to bid on federally funded work  as Congress intended. Therefore, 
OIG quest ioned $4.1 mill ion because the procurement did not comply with Federal 
requ irements. 

B. Unsuppor t ed  Cost s 

Cr i t er i a : Federal cost pr inciples (2 CFR 200.403(g)) requ ire recipients and 
subrecipients to adequately document costs that  they claim under Federal 
programs. OMB Circu lar  A-122, At tachment A, A (2)(c), requ ires recipients and 
subrecipients to be consistent  with policies and procedures that apply uniformly 
to both federally-financed and other  act ivit ies of the organizat ion. 

Fi nd i ng 1 . The subrecipient  cou ld not  provide adequate documentat ion to 
suppor t  $194,000 in labor costs it  claimed for  seven large projects. The 
subrecipient ’s suppor t  for  its labor costs consisted of a single line item in its costs 
summary labeled as “Salary.” The subrecipient ’s support ing documentat ion did 
not ident ify the names of the employees who per formed the disaster-related work , 
when they completed the work , or  the number of hours they worked. As a resu lt , 
the subrecipient cou ld not suppor t  the accuracy of the costs it  claimed for  labor . 
Therefore, OIG quest ioned $194,000 as unsupported. 

Fi nd i ng 2 . The subrecipient ’s claim included $300,000 for  labor  costs. However, 
the subrecipient provided t ime sheets and payroll registers to suppor t  only 
$275,000. OIG quest ioned the unsupported difference of $25,000. 

Fi nd i ng 3 . The subrecipient claimed $1.7 mill ion for  mater ials it  withdrew from 
its exist ing inventory to repair  an electr ical distr ibu t ion system. The subrecipient  
charged FEMA projects for  mater ial costs using the replacement cost  method. 
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However , under non-disaster  situat ions, the subreceipient  used the average pr ice 
method to pr ice mater ials it  withdrew from its inventory. According to Federal cost  
pr inciples (OMB Circu lar  A-122), costs claimed under Federal awards are 
allowable if they are consistent with policies and procedures that  apply uniformly 
to both federally financed and other  act ivit ies of the organizat ion. Had the 
subreceipient used the average pr ice method, its usual inventory pr icing method, 
the cost of mater ials wou ld have been $1.0 mill ion less than the amount claimed. 
Therefore, OIG did not quest ion the $700,000 of mater ial costs associated with 
actual repairs, bu t  quest ioned as unsupported the $1.0 mill ion in  mater ials the 
subrecipient  claimed to have taken from its exist ing inventory. 

C. Poor  Pr oject  Account i ng 

Cr i t er i a : Federal regu lat ions (2 CFR 200.302 and 44 CFR 206.205) requ ire 
recipients and subrecipients to maintain a system that  accounts for  FEMA funds 
on a project-by-project  basis. The system must disclose the financial resu lts for  all 
FEMA-funded act ivit ies accurately, cu rrent ly, and completely. It  must ident ify 
funds received and disbursed and reference source documentat ion (i.e., canceled 
checks, invoices, payroll, t ime and at tendance records, contracts, etc.). 

Fi nd i ng 1 . The subrecipient  did not account for  expenditu res for  its $15 mill ion 
grant on a project-by-project  basis, as Federal regu lat ions requ ire. The 
subrecipient  cou ld not separate disaster-related costs by project , bu t  rather  set  up 
a single account with in its au tomated account ing system designated as the “flood 
disaster” account . That  single account  commingled eligible disaster-related 
expenditu res with non-eligible expenditu res. Further, the subrecipient  did not  
maintain any other  systems such as spreadsheets or  project  fi les that  separately 
accumulated all project  costs on a project-by-project  basis. Therefore, we 
quest ioned the ent ire $15 mill ion grant because the costs were not auditable by 
project . 

Fi nd i ng 2 . The subrecipient ’s jou rnal of project  expenditu res did not  contain 
references to payroll or  daily act ivity repor ts that  suppor ted claimed payroll 
expenditu res of $950,000 charged to the FEMA project . Although the subrecipient  
had t imesheets to suppor t  the labor , OIG cou ld not  t race expenditu res for  labor  to 
suppor t ing documents nor ver ify the claimed costs and, therefore, quest ioned the 
ent ire $950,000 claim for  labor. 
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Fi nd i ng 3 . The subrecipient cou ld not account for  FEMA funds on a project-by-
project  basis because it  did not allocate disaster  expenses to FEMA projects, or  
allocated expenses to a nonexistent  project , or  to the wrong project . These 
deficiencies occurred because the subrecipient  maintained two methods for  
t rack ing disaster  costs that  did not reconcile. 

D. Dupl i ca t i on  of  Benef i t s 

Cr i t er i on : Sect ion 312 of the Stafford Act prohibits duplicat ion of benefits. In 
other words, a subrecipient  cannot receive disaster  funding for  act ivit ies covered 
by insurance benefits, other  Federal programs, or  any other  source. 

Fi nd i ng 1 . The subrecipient claimed and received $200,000 to repair  a fence, 
replace dir t , and construct  a retain ing wall at  a baseball park  facil ity. However , 
the subrecipient had insu rance coverage that it  had not disclosed to FEMA and 
received $220,000 from its insu rance carr ier  for  the same damages. Therefore, 
OIG quest ioned the $200,000 of FEMA funding received for  damages that  
insurance covered. 

Fi nd i ng 2 . The subrecipient ’s claim included $238,000 of duplicate benefits. 
The subrecipient  claimed $140,000 of costs that  insu rance also covered and 
$98,000 to replace asphalt  and perform road repairs that  the U.S. Department 
of Housing and Urban Development (Community Block  Development Program) 
paid for  the same road repairs. The subrecipient  disagreed with th is finding, 
saying it  used the insurance and U.S. Depar tment of Housing and Urban 
Development proceeds for  road repairs that FEMA did not fund. However, the 
subrecipient  did not provide OIG with documentat ion to support  these 
assert ions. Therefore, OIG quest ioned $238,000 of ineligible duplicate benefits 
the subrecipient claimed. 

E. Excessi ve Equ i pment  Ch ar ges (appl i cabi l i t y  may va r y w i t h  h azar d
mi t i ga t i on  pr oject s) 

Cr i t er i on : Federal regu lat ions (44 CFR 206.228) requ ire that  subrecipients use 
the FEMA schedu le of equ ipment rates or  their  local rates, whichever  are lower 
when they use their  own equ ipment. Subrecipients that do not  have local 
established rates must  use the FEMA equ ipment rates when claiming costs under  
a FEMA project . 

Fi nd i ng 1 . The subrecipient  claimed $78,348 for  the use of bucket  t rucks based 
on the FEMA rate of $24 per  hour  (3,264.5 hours x $24 per  hour). However, the 
subrecipient ’s local equ ipment rate for  bucket  t rucks was $16 per hour , or  $8 less 
than the FEMA rate. Therefore, OIG quest ioned $26,116 (3,264.5 hours x $8) of 
excess charges. 
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Fi nd i ng 2 . The subrecipient  overstated its claim for  equ ipment by $964,756. It  
claimed $1,569,593 for  equ ipment use based on the FEMA Schedu le of 
Equ ipment Rates. However , the subrecipient shou ld have based its claim on 
actual equ ipment costs recorded in its account ing system, which wou ld have 
resu lted in  total equ ipment costs of $604,837 or  $964,756 less than the amount 
claimed. The subrecipient ’s recorded equ ipment costs contained all the cost  
elements included in the FEMA equ ipment rates for  operat ion of the equ ipment 
such as fuel, insurance, maintenance, depreciat ion, etc. OIG noted that  the 
subrecipient  used the recorded equ ipment costs to suppor t  equ ipment use in 
requests for  construct ion work  financing from the U.S. Depar tment of Agr icu ltu re, 
Rural Ut il i t ies Service. However, when calcu lat ing its claim for  equ ipment use 
under the FEMA projects, the subrecipient  used the FEMA equ ipment rates, 
which resu lted in  the subrecipient  receiving $964,756 more than its actual costs 
of operat ing the equ ipment. Therefore, OIG quest ioned the $964,756 of excessive 
equ ipment charges. 

F. Excessi ve Labor  and  Fr i nge Benef i t  Ch ar ges 

Cr i t er i a : According to Federal cost  pr inciples (2 CFR 200.403(c)), allowable costs 
must be consistent  with policies and procedures that  apply uniformly to both 
Federal awards and other  act ivit ies of the non-Federal ent ity. Addit ionally, 
according to 44 CFR 206.228(a)(2), st raight- or  regu lar-t ime salar ies and benefits 
of permanent employees engaged in emergency work  (emergency protect ive 
measures and debr is removal) are not  eligible for  FEMA Public Assistance funding. 

Fi nd i ng 1 . The subrecipient  claimed $50,000 for  overt ime fr inge benefits based 
on a fr inge benefit  rate of 23.55 percent. However, the rate included the cost  of 
worker ’s compensat ion, which is not applicable to over t ime. The subrecipient 
shou ld have based its claim on a rate of 10 percent , which wou ld have resu lted in 
charges of $21,231. Therefore, OIG quest ioned $28,769 that  the subrecipient  
received, bu t  to which it  was not  ent it led. 

Fi nd i ng 2 . The subrecipient  claim included $19,000 in excess force account  labor 
costs not  based on the City’s wr it ten compensat ion policy in effect  before the 
disaster . The $19,000 of excessive costs occurred because the subrecipient paid 
double t ime for  all hours worked, including regu lar  hours, when an employee 
worked 16 consecu t ive hours dur ing a work  per iod. However, according to the 
subrecipient ’s compensat ion policy and labor union contract , employees who work  
between 8 and 16 consecut ive hours dur ing a work  per iod receive pay at  t ime-
and-a-half rates, and all hours greater  than 16 wou ld be paid at  double-t ime 
rates. Therefore, OIG quest ioned the $19,000 of excessive force account  labor 
costs that were not  consistent  with the subrecipient ’s established compensat ion 
policy. 
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Fi nd i ng 3 . The subrecipient  claimed $250,000 for  regu lar  t ime ($150,000) and 
over t ime ($100,000) labor  costs of permanent employees on a debr is-removal 
project . Because regu lar-t ime salar ies and benefits of a subrecipient ’s permanent 
employees engaged in debr is removal work  are not  eligible for  FEMA assistance, 
OIG quest ioned the $150,000 claimed for  regu lar-t ime labor. [FEMA’s Pilot  
Program for  Alternat ive Procedures for  Debr is Removal did not  apply in th is 
instance.] 

G. Unr el a t ed  Pr oject  Ch ar ges 

Cr i t er i a : According to Federal cost pr inciples (2 CFR 200.403(a)), charges to 
Federal grants must be necessary and reasonable for  the per formance of the 
Federal award. In addit ion, to be eligible for  FEMA funds, an item of work  must  be 
requ ired because of the major  disaster  event  (44 CFR 206.223). Therefore, the 
subrecipient  must substant iate that  its claimed costs direct ly relate to the 
disaster . The subrecipient  must also establish a clear  relat ionship between 
claimed costs and the scope of work  recorded on a project  worksheet. 

Fi nd i ng 1 . The subrecipient  claimed $267,000 for  mater ials ($254,000 for  
t ransformers and $13,000 for  u t i l i ty poles) that it  used for  non-disaster-related 
repairs. However , OIG determined that the subrecipient  did not  use either  the 
$254,000 of costs for  the transformers or  the 13,000 for  u t i l i ty poles for  disaster  
pu rposes. The non-disaster  claim of $254,000 for  t ransformers occurred because 
the subrecipient based its claim on invoices for  all t ransformers purchased after  
the disaster . The non-disaster  claim of $13,000 for  u t i l ity poles occurred because 
the subrecipient did not  adjust  its inventory for , and inadver tent ly included costs 
for , poles it  used on a non-disaster  work  order  in  its claim. The subrecipient later  
adjusted the inventory, bu t did not  credit  the FEMA project . Therefore, OIG 
quest ioned the $267,000 of non-disaster-related costs charged to the project . 

Fi nd i ng 2 . The subrecipient claimed and received $500,000 under  a FEMA 
project  to repair  Road XYZ. However , the subrecipient ’s claim included $250,000 
for  heavy equ ipment and mater ial charges for  Road ABC. OIG quest ioned the 
$250,000 for  Road ABC because the road was not included under  the project ’s 
approved scope of work . 

H. Unappl i ed  Cr ed i t s 

Cr i t er i on : According to Federal cost  pr inciples (2 CFR 200.406), credits accru ing 
to or  received by a non-Federal ent ity that  relate to allowable costs must  be 
credited to the Federal award either  as a cost  reduct ion or  cash refund, as 
appropr iate. 

Fi nd i ng 1 . FEMA awarded funds to repair  a subrecipient ’s electr ical dist r ibu t ion 
system. The subrecipient  received $15,000 from the sale of scrap mater ial related 
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to the FEMA project , bu t  did not  credit  the FEMA project  with the sale proceeds. 
Therefore, OIG quest ioned $15,000 as unapplied credits. 

Fi nd i ng 2 . The subrecipient overstated its claim under several projects because it  
did not  reduce project  costs for  $42,000 of credits received on fuel and mater ial 
costs and proceeds from sales of scrap. Therefore, OIG quest ioned $42,000 as 
unapplied credits. 

I .  Di r ect  Admi n i st r a t i ve Cost s 

Cr i t er i a : 44 CFR 207 and FEMA’s PAPPG, ident ify “sect ion 324 management 
costs,” and other  grant  management and administ rat ive costs that  are eligible 
under the Public Assistance Program. The Policy also clar ifies the process through 
which recipients and subrecipients can request reimbursement for  these costs. 
44 CFR 207 provides the following defin it ions: 

x  Direct Administrative Costs are costs the recipient and subrecipient  incu rs 
that  can be ident ified separately and assigned to a specific project  (44 CFR 
207.6(c)). 

x  Indirect Costs are costs a recipient  incurs for  a common or  joint  pu rpose 
benefit ing more than one cost object ive that  are not  readily assignable to 
the cost  object ives specifically benefited (44 CFR 207.2). 

x  Management Costs are any indirect  costs, administrat ive expenses, and any 
other expenses that a recipient  or  subrecipient reasonably incurs in 
administer ing and managing the Public Assistance grant that are not  
direct ly chargeable to a specific project  (44 CFR 207.2). 

x  PassǦthrough funds are the percentage or  amount of management costs that 
the grantee (recipient) determines it  wil l make available to subrecipients 
(44 CFR 206.207(b)(1)(ii i)(K)). 

According to Chapter  II, sect ion V. N.1 and N.2 of the PAPPG, direct  administrat ive 
costs include costs that  can be t racked, charged, and accounted for  direct ly to a 
specific eligible project , such as staff t ime to complete field inspect ion and 
preparat ion of a project  worksheet . Recipients and subrecipients cannot charge 
costs to a project  if they previously allocated similar  costs for  the same purposes 
in l ike circumstances to indirect  costs. Direct  costs may be appropr iate only if 
they meet all of the following condit ions: 

x Administ rat ive or  cler ical services are integral to a project  or  act ivity; 
x Individuals involved are specifically ident ified with the project  or  act ivity; 
x Such costs are explicit ly included in the budget  for  the project  or  have 

FEMA’s pr ior  wr it ten approval; and  
x The costs are not  recovered as indirect  costs.  
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Fi nd i ng. The subrecipient  claimed $2,272,675 as direct  administ rat ive costs, bu t 
cou ld not  t rack  the costs separately to specific projects. The subrecipient  allocated 
its administrat ive costs over  all the projects. OIG quest ioned the $2,272,675 
because the subrecipient  cou ld not t race the costs direct ly to specific projects; 
therefore, the costs were indirect  costs. Although allocat ing administ rat ive costs 
over  all the projects may have been acceptable for  project  formu lat ion (in it ial 
est imat ion of project  cost) and/ or  to expedite the funding process, it  is not  
acceptable for  claiming direct  administrat ive costs. 

J . Obt a i n  and Ma i n t a i n  Insu r ance 

Cr i t er i a : Sect ion 311 of the Stafford Act requ ires applicants of disaster  assistance 
to obtain and maintain such types and extent  of insu rance as may be reasonably 
available, adequate, and necessary, to protect  against  fu tu re loss to any property 
to be replaced, restored, repaired, or  constructed with such assistance. Federal 
regu lat ions at  44 CFR 206.252(d) also requ ire grant recipients to obtain and 
maintain insurance in the amount of eligible disaster  assistance as a condit ion of 
receiving Federal funds. Grant recipients may also seek an exemption from 
insurance requ irements from their  State insurance commissioner. 

Fi nd i ng. The subrecipient did not  obtain $52 mill ion of requ ired flood insurance 
coverage for  its replaced disaster-damaged facil it ies, which is a condit ion for  
receiving Federal disaster  assistance. As a resu lt , the subrecipient  does not  have 
adequate flood insu rance coverage to meet Federal regu lat ion insurance 
requ irements to protect  it  and taxpayers in fu tu re disasters. The subrecipient  
shou ld have obtained and maintained $52 mill ion in  flood insu rance or  received 
an exempt ion from insu rance requ irements from its State insurance 
commissioner . Therefore, we recommended that FEMA disallow as ineligible 
$52 mill ion for  its new bu ildings unless the subrecipient  obtains the requ ired 
insurance coverage or  obtains an exemption. 
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Key  Poi n t s t o Rem em ber  when Adm i n i st er i ng FEMA Gran t s 

1. Designate a person to coordinate the accumulat ion of records. 

2. Establish a separate and dist inct  account for  recording revenue and 
expenditu res, and a separate ident ifier  for  each dist inct  FEMA project . 

3. Ensure that the final claim for  each project  is suppor ted by amounts recorded 
in the account ing system. 

4. Ensure that each expenditu re is recorded in the account ing books and is 
referenced to support ing source documentat ion (checks, invoices, etc.) that  
can be readily retr ieved. 

5. Research insurance coverage and seek  reimbursement for  the maximum 
amount. Credit  the appropr iate FEMA project  with that  amount. 

6. Check with your Federal Grant Program Coordinator  about  the availabil ity of 
funding under other Federal programs (Federal Highway, Housing and Urban 
Development, etc.) and ensure that the final project  claim does not include 
costs that another Federal agency funded or  shou ld have funded. 

7. Ensure that mater ials taken from exist ing inventor ies for  use under  FEMA 
projects are documented by inventory withdrawal and usage records. 

8. Ensure that expenditu res claimed under  the FEMA project  are reasonable and 
necessary, are au thor ized under  the scope of work , and direct ly benefit  the 
project . 
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Di sast er  Fraud Hot l i ne  
DHS OIG not  only conducts audits, bu t also aggressively invest igates 
allegat ions of fraud, waste, and abuse. Below are a few of the more common 
allegat ions repor ted through our Hot line. 

� Disaster  assistance applicants use false names and/ or  fict it ious  
addresses.  

� Disaster  assistance applicants claim losses that  they did not  incu r or  
were not  ent it led to claim. 

� Individuals fraudu lent ly claim to be FEMA employees. 

� Disaster  fund recipients are vict imized by contractors who inflate repair  
fees and/ or  fail to proper ly complete repairs. 

� Disaster  fund recipients damage their  own propert ies to receive disaster  
assistance. 

� Recipients do not  use FEMA funds for  the pu rpose in tended. 

If you  have knowledge of fraud, waste, or  abuse, or  allegat ions of 
mismanagement involving disaster  relief operat ions, you  can: 

x Call the Disaster  Fraud Hot line at  1-866-720-5721 

x Fax the Disaster  Fraud Hot line at  1-225-334-4707 

x Email: disaster@leo.gov 

x Or wr ite: Nat ional Center  for  Disaster  Fraud 
Baton Rouge, LA 70821-4909 

Ca l l s can  be made anonymousl y and
conf i den t i a l l y  
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ADDITIONAL INFORMATION AND COPIES 

To view this and any of our other reports, please visit our website at: www.oig.dhs.gov.  

For further information or questions, please contact Office of Inspector General Public Affairs 
at: DHS-OIG.OfficePublicAffairs@oig.dhs.gov.  Follow us on Twitter at: @dhsoig. 

OIG HOTLINE 

To report fraud, waste, or abuse, visit our website at www.oig.dhs.gov and click on the red 
"Hotline" tab. If you cannot access our website, call our hotline at (800) 323-8603, fax our 
hotline at (202) 254-4297, or write to us at: 

Department of Homeland Security 
Office of Inspector General, Mail Stop 0305 
Attention: Hotline 
245 Murray Drive, SW 
Washington, DC 20528-0305 


