
FINANCIAL RESPONSIBILITIES

It is North Carolina Emergency Management's policy that grants be implemented in a cost-effective manner with appropriate financial controls in place to minimize waste and prevent fraud.  Financial records shall be established with sufficient detail to reasonably document the expenditure of mitigation funds.

A.
FINANCIAL MANAGEMENT REQUIREMENTS

1.
Financial management systems for mitigation funds must provide for:
a.
Accurate, current, and complete reporting of the use of all grant funds in accordance with state and federal accounting and reporting requirements;

b.
Records that identify the source and application of funds for all grant supported activities.  These records contain information pertaining to awards and authorizations, obligations, and obligated balances, assets, liabilities, outlays, and income;

c.
Demonstrable and effective control over and accountability for all funds, property, and other assets;

d.
Comparison of actual outlays with the approved grant budget;

e.
Procedures to minimize the time elapsing between the transfer of funds from the North Carolina Division of Emergency Management and the disbursement by the Sub-grantee; 
f.
Accounting records supported by source documentation;

g.
Examinations in the form of audits;

h.
A systematic method to assure the timely and appropriate resolution of audit findings and recommendations;

i.
Use of Fidelity Bonds (a form of insurance in which a bonding company agrees to reimburse an employer, within policy limits, for losses attributable to theft or embezzlement by bonded employees).  NCEM strongly recommends that all employees with direct access to grant funds be bonded for an amount equal to the largest anticipated drawdown;

j.
Accounting records and source documentation must keep mitigation funds separate from other accounts;

k.
Other funding sources must not be co-mingled with mitigation funds utilized in the project (e.g., Community Development Block Grant, State Acquisition & Relocation Funding, EPA, and FHA);

l.
All non-mitigation funds utilized as a local commitment must be clearly and separately accounted for with source documents and accounting records;

m.
All grant expenditures must be in adherence with a NCEM approved budget.

B.
ELEMENTS OF FINANCIAL MANAGEMENT SYSTEMS
1.
Internal Control
Financial Management Plans are necessary to safeguard assets, promote efficiency of operations, and prevent waste, fraud, and mismanagement.  Effective internal control MUST include the following procedures 
a.
The segregation of duties among employees to prevent one person from having complete control over all phases of any transaction.  Two persons must approve payment of invoices by signature; 
b.
The workflow procedures for processing all transactions from one employee to another.  This provides for a cross-check of work, but not a duplication of effort;

c.
The rotation of duties among employees to allow for control over any one given phase and ensure that other employees can fill in when a position becomes vacant;

d.
The procedure used should be clearly detailed and documented for all individuals to follow and aid in training new employees; and

e.
All assets, records, and checks MUST be properly protected through the use of locks, safes, and other measures to ensure security.

2.
Accounting
All North Carolina localities are required to comply with Generally Accepted Accounting Principals (GAAP) which mandate that government resources shall be organized and accounted for on a fund basis.  Established principles for fund accounting shall be followed when accounting for the Grant.

Sub-grantees are encouraged to use a Special Revenue fund to account for the Grant.  All revenues and expenditures and general ledger transactions should be recorded in this fund.  This would include grant revenue, local contribution, project revenue, administrative expenditure, as well as project expenditure and would require a complete set of accounts to record these transactions.

3.
Documentation
In addition to establishing a system of accounting to accurately record and report transactions, adequate source documentation MUST be maintained as support for these transactions.  Source documents include 
(a)
Purchase Requisitions;

(b)
Purchase Orders;

(c)
Contracts;

(d)
Contract Invoices;

(e)
Payment Vouchers;

(f)
Employee Time Sheets;

(g)
Travel Advance Requests;

(h)
Travel Reimbursement Vouchers;

(i)
Vendor Invoices;

(j)
Journal Voucher Entries; and

(k)
Cash Receipts.

All source documents must be coded by a reference number so that a clear trail exists between the books and these documents.  Coding could include the check number used to make the payment, the journal entry in which a transaction was recorded or the page number from the cash receipt journal.

Purchase order numbers and payment voucher numbers may also be used to provide the necessary audit trail.  All source documents must also be coded, signed or initialed, and dated. 

Supporting documents can be copies, carbons, or originals, but must be sufficient in detail to support the transaction and to justify it as a grant expense.

4.
Basis of Accounting
We recommend that localities use a modified accrual basis of accounting.  The modified accrual basis of accounting requires that transactions be recorded when they occur, regardless of when the cash is received or disbursed.

5.
Budgets
All grant recipients are required to adhere to an approved budget.  All obligation or use of funds not in accordance with the approved budget may be disallowed for grant assistance, thus requiring payment from the locality's general funds.  Comparison of actual expenditures to the budget should be done on a regular basis as part of a sound financial management system.  Expenditures and encumbrances should be posted in such a manner as to reflect the unencumbered balance available for expenditure.  Budget revisions must be recorded on the subsidiary ledger to provide continuing budget control.

6.
Records Retention
The sub-grantee MUST maintain all financial records and any other records pertinent to the grant for a minimum of three years from the date of the grant's final closeout letter from NCEM, unless:

a.
Any litigation or unresolved audit is started prior to the end of the three year period; in which case, all records shall then be retained until completion of all audits or resolution of any litigation; or
b.
Any disposition of nonexpendable property occurs; in which case, records for any nonexpendable property must be retained for three years after its final disposition.

7.
Cash Management
Procedures must be implemented that will ensure timely receipt and disbursement of advanced funds.  It is important when requesting funds to remember:

a.
Funds MUST be requested to meet only immediate (short term) needs;

b.
Program income must be considered as available cash and MUST be expended prior to requesting funds or the request must be reduced by the amount of income on hand 
c.
Interest earned over $100 per year on any grant funds held by the recipient must be returned to NCEM

When Mitigation Funds are advanced to local governments funds must be disbursed within three (3) banking days of the time of the local government's receipt of them.  Recipients need to consider carefully the processing time if they plan to project the need for grant funds and to draw down funds based on these projections.

If cash flow is not a critical consideration, some localities may wish to operate on a reimbursement basis.  Requests for payment may be submitted as often as necessary to meet needs of the locality provided requests are for at least $500. 
C.
ADMINISTRATIVE COSTS
1.
General
Sub-grantees are responsible for administering the grant in an efficient and effective manner in compliance with all applicable regulations and statutes.  To this end, reasonable costs directly related to the administration of the project are allowed to be budgeted and charged to the grant.

General rules governing the use of the funds for administrative costs are:

a.
All administrative costs must be in conformance with OMB Circular A-87 Cost Principles for State and Local Governments, Attachment A – Principles for Determining, Costs Applicable to Grants and Contracts with State, local and Federally Recognized Indian Tribal Governments 
b.
Use of a private corporation, consultant or non-​profit agency for assistance in the general administration of the grant is allowable under the following conditions:

(1)
The assistance is secured through competitive negotiation procurement procedures;

(2)
The scope of services and responsibilities and fees of the service provider are clearly stated in an administrative services contract;

(3)
Fees are reasonable, related to the services provided, and the charges/billings are based upon predetermined time and activities, and that the total fee is governed by a "not to exceed" total which stipulates all responsibilities be completed within the total contract amount; and

(4)
The sub-grantee retains control and responsibility for all grant requirements, and maintains oversight over the service provider.

c.
Governmental agencies, such as councils of government, housing authorities, and other general purpose local governments, may be contracted for general administration and/or design services and/or rehabilitation specialist services on a noncompetitive basis provided that their contracts identify:

(1)
A specific scope of services; 

(2)
Responsibilities of all contracting parties;

(3)
A "not to exceed amount;"

(4)
Billing stipulations on a cost reimbursement basis; and

(5)
Provisions for oversight by the chief administrator of the locality.

2.
Project Administration Requirements:
a.
Maintenance of budget and project management plan during the Project;

b.
Reporting via monthly progress reports;

c.
Processing payments, bookkeeping;

d.
Recordkeeping;

e.
Local audits;

f.
Acquisition of real property and easements, including negotiation with property owners (when applicable);

h.
Soliciting and reporting on use of minority, female and local contractors and workers;

i.
Assuring conformance of design and construction activities to that stipulated in the grant application, grant agreement and this manual 
j.
Procurement of all goods, services, and contracts made with grant funds and any necessary legal review;

k.
Attendance at workshops and meetings conducted by NCEM related to the project, including the project implementation meeting;
l.
Compliance with state and federal requirements related to the project; 

m.
Assuring proper and proportional expenditure of non-federal funds required for the project;

n. 
Assisting in project monitoring by NCEM staff and prompt preparation of responses to monitoring letters; and

o.
Assuring that all requirements of the Grant Agreement and Funding Approval are completed.

3.
Allowable Administrative Costs.

The following is a list of the allowable administrative costs which may be incurred from the effective date of the grant agreement through the date of project closeout.

a.
Accounting.  The cost of establishing and maintaining accounting and other information systems required for the management of the grant is allowable.  However, the cost of maintaining central accounting records required for overall local government purposes, such as appropriation and fund accounts by the finance officer, is considered to be a general expense of government and is not allowable.

b.
Advertising.  Advertising media includes newspapers, magazines, radio and television programs, direct mail, trade papers, and the like.  The advertising costs allowable are those which are solely for 
(1)
Recruitment of personnel required for the grant;

(2)
Solicitation of bids for the procurement of goods and services required for the grant;

(3)
Disposal of surplus materials acquired in the performance of the grant agreement; and

(4)
Other purposes specifically provided for in the grant agreement.

c.
Audit Services.  The cost of an independent audit of the Grant is allowable.

d.
Bonding.  Costs of premiums on bonds covering employees who handle sub-grantee funds are allowable.

e.
Building Lease Management.  The administrative cost for lease management which includes review of lease proposals, maintenance of a list of available property for lease, and related activities is allowable.

f.
Building Space and Related Facilities.  The cost of space in publicly owned buildings used for the benefit of the grant program is allowable subject to the conditions stated below.  The total cost of space may not exceed the rental cost of comparable space and facilities in a privately owned building in the same locality.

(1)
Rental Cost.  Costs for publicly owned buildings newly occupied on or after October 1, 1980 are allowable where "rental rate" systems, or equivalent systems that reflect actual costs, are employed.  Such charges must be determined on the basis of actual cost (including depreciation based on the useful life of building, interest paid or accrued, operation and maintenance, and other allowable costs).  Where these costs are included in rental charges, they may not be charged elsewhere.  No costs will be included for purchases or construction originally financed by the federal government.

(2)
Maintenance and Operation.  The cost of utilities, insurance, security, janitorial services, elevator service, upkeep of grounds, normal repairs and alterations and the like, are allowable to the extent they are not otherwise included in rental or other charges for space.

(3)
Depreciation and Use Allowances on Publicly Owned Buildings. These costs are allowable as provided in item (j), Depreciation and Use Allowances.

g.
Communication Costs.  The costs incurred for telephone calls or services, telegraph, postage, and messenger service are allowable.

h.
Compensation for Personal Services.  Compensation for personal services includes all remuneration, paid currently or accrued, for services rendered during the period of performance under the grant agreement, including but not necessarily limited to wages, salaries, and supplementary compensation and fringe benefits (see item (i), Employee Fringe Benefits).  The costs of such compensation are allowable to the extent that the total compensation for individual employees:

(1)
is reasonable for the services rendered;

(2)
follows an appointment made in accordance with state or local government laws and rules which meets merit system or other requirements, where applicable; and

(3)
is determined and supported as provided by approved time sheets.

Compensation for employees engaged in state assisted activities will be considered reasonable to the extent that it is consistent with that paid for similar work in other activities of the local government.  In cases where the kinds of employees required for the Grant are not found in the other activities of the local government, compensation will be considered reasonable to the extent that it is comparable to that paid for similar work in the labor market in which the employing government competes for the kind of employees involved.  Compensation surveys providing data representative of the labor market involved will be an acceptable basis for evaluating reasonableness.

Amounts charged to grant programs for personal services will be based on payrolls documented and approved in accordance with generally accepted practice of the local agency.  Payrolls MUST be supported by time and attendance records for individual employees.  In addition, there must be a letter signed by the Designated Agent attesting to the pay rate and hours worked on a project. Salaries and wages of employees chargeable to more than one grant program or other cost objective must be supported by appropriate time distribution records.  The method used should produce an equitable distribution of time and effort.

i.
Employee Fringe Benefits.  Costs identified under this item are allowable to the extent that total compensation for employees is reasonable as defined in item (h).  Compensation for Personal Services.

(1)
Employee benefits in the form of regular compensation paid to employees during periods of authorized absence from the job, such as for annual leave, sick leave, court leave, military leave, and the like, is acceptable if the leave is:

(a)
provided pursuant to an approved leave system; and

(b)
the cost thereof is equitably allocated to all related activities, including the grant.

(2)
Employee benefits in the form of employers' contribution or expenses for social security, employees' life and health insurance plans, unemployment insurance coverage, workmen's compensation insurance, pension plans, severance pay, and the like, is acceptable provided such benefits are granted under approved plans and are distributed equitably to grant programs and to other activities.

j.
Depreciation and Use Allowances.  Sub-grantees may be compensated for the use of buildings, capital improvements, and equipment through use allowances or depreciation.  Use allowances are the means of other equivalent costs.  However, a combination of the two methods may not be used in connection with a single class of fixed assets. 
The computation of depreciation or use allowance will be based on acquisition cost.  Where actual cost records have not been maintained, a reasonable estimate of the original acquisition cost may be used in the computation.  The computation will exclude the cost of buildings and equipment donated or borne directly or indirectly by the federal government or state government through charges to federal or state grant programs or otherwise, irrespective of where title was originally vested or where it presently resides.

Where the depreciation method is followed, adequate property records must be maintained, and any generally accepted method of computing depreciation may be used.  However, the method of computing depreciation must be consistently applied for any specific asset or class of assets for all affected federal or state sponsored programs and must result in equitable charges considering the extent of the use of the assets for the benefit of such programs.

No depreciation or use charge may be allowed on any assets that would be considered as fully depreciated, provided, however, that reasonable use charges may be negotiated for any such assets if warranted after taking into consideration the cost of the facility or item involved, the estimated useful life remaining at time of negotiation, the effect of any increased maintenance charges or decreased efficiency due to age, and any other factors pertinent to the utilization of the facility or item for the purpose contemplated.                                       

k.
Legal Expenses.  The cost of legal expenses required in the administration of grant programs is allowable.  Legal services furnished by the chief legal officer of a local government or his/her staff solely for the purpose of discharging his/her general responsibilities as legal officer are unallowable.  Legal expenses for the prosecution of claims against the federal government or state government are unallowable. 
l.
Maintenance and Repair.  Costs incurred for necessary maintenance, repair, or upkeep of property which neither add to the permanent value of the property nor appreciably prolong its intended life, but keep it in an efficient operating condition, are allowable 
m.
Materials and Supplies.  The cost of materials and supplies necessary to carry out the grant is allowable.  Purchases made specifically for the grant should be charged at their actual prices after deducting all cash discounts, trade discounts, rebates, and allowances received by the sub-grantee.  Withdrawals from general stores or stockrooms should be charged at cost under any recognized method of pricing consistently applied.  Incoming transportation charges are a proper part of material cost. 
n.
Memberships, Subscriptions and Professional Activities.

(1)
Memberships.  The cost of memberships in business, technical and professional organizations is allowable provided: (a) the benefit from the membership is related to the grant program; (b) the expenditure is for agency membership; (c) the cost of membership is reasonably related to the value of the services or benefits received; and (d) the expenditure is not for membership in an organization which devotes a substantial part of its activities to influencing legislation.

(2)
Reference Material.  The cost of books and subscriptions to civic, business, professional, and technical periodicals is allowable when related to the grant program.

(3)
Meetings and Conferences.  Costs are allowable when the primary purpose of the meeting is the dissemination of technical information relating to the grant program and they are consistent with regular practices followed for other activities of the sub-grantee.

o.
Payroll Preparation.  The costs of preparing payrolls and maintaining necessary related wage records are allowable.

p.
Personnel Administration.  Costs for the recruitment, examination, certification, classification, training, establishment of pay standards, and related activities for the grant are allowable.

q.
Printing and Reproduction.  Cost for printing and reproduction services necessary for grant administration, including but not limited to forms, reports, manuals, and informational literature, are allowable.  Publication cost of reports or other media relating to the grant program accomplishments or results is allowable when provided for in the Grant Agreement.  (See the Grant Agreement for mandatory wording in publications.)
r.
Procurement Service.  The cost of procurement service, including solicitation of bids, preparation and award of contracts, and all phases of contract administration in providing goods, facilities and services for grant programs, is allowable.

s.
Professional Services.  Cost of professional services rendered by individuals or organizations not a part of the sub-grantee department is allowable.

t.
Taxes.  In general, taxes or payments in lieu of taxes, which the sub-grantee agency is legally required to pay, are allowable

u.
Training and Education.  The cost of in-service training, which directly impacts the ability of sub-grantee staff to administer the grant, is allowable.

v.
Transportation.  Cost incurred for freight, cartage, express, postage and other transportation costs relating either to goods purchased, delivered, or moved from one location to another is allowable.

w.
Travel.  Travel costs are allowable for transportation, lodging, subsistence, and related items incurred by employees who are on official business directly related to the grant program.  Such costs may be charged on an actual basis, on a per diem mileage basis in lieu of actual costs incurred, or on a combination of the two, provided the method used is applied to an entire trip, and results in charges consistent with those normally allowed in like circumstances in non-state sponsored activities.  The difference in cost between first-class air accommodations and less-than first-class air accommodations is unallowable except when less-than-first-class air accommodations are not reasonably available.

4.
Unallowable Administrative Costs.

The following is a list of administrative costs, which are unallowable
a.
Bad Debts.  Any losses arising from uncollectible accounts and other claims, and related costs, are unallowable.

b.
Contingencies.  Contributions to a contingency reserve with HMGP funds or any similar provision for unforeseen events are unallowable.

c.
Contributions and Donations.  Unallowable.

d.
Chief Executive's Expenses.  The salaries and expenses of the chief executive of a political subdivision are considered a cost of general local government and are unallowable.  The only exception is that the portion of salaries and expenses directly related to managing and operating the HMGP project by the chief executive and his or her staff is allowable.

e.
Entertainment.  Costs of amusements, social activities, and incidental costs relating thereto, such as meals, beverages, lodgings, rentals, transportation, and gratuities, are unallowable.

f.
Fines and Penalties.  Costs resulting from failure to comply with federal, state and local laws and regulations are unallowable.

g.
Interest and Other Financial Costs.  Interest on borrowings (however represented), bond discounts, cost of financing and refinancing operations, and legal and professional fees paid in 

connection therewith, are unallowable except when authorized by Federal legislation.

h.
Legislative Expenses.  Salaries and other expenses of the State legislature or similar local governmental bodies such as county supervisors, city councils, school boards, planning district commission members, etc., whether incurred for purposes of legislation or executive direction, are unallowable.

i.
Local Government Expenses. General expenses required to carry out the overall responsibilities of local government are unallowable.

j.
Advisory Councils.  Cost incurred by advisory councils or like organizations is ineligible, except in the case of project area committees.

k.
Budgeting.  Cost incurred for the development, preparation, presentation, and execution of budgets are ineligible (cost incurred relative to the specific grant budget is allowable).

l.
Central Stores.  The cost of maintaining and ​operating a central stores for supplies, equipment, and materials is ineligible.

m.
Employee Morale, Health and Welfare Costs.  The cost of health or first-aid clinics and/or infirmaries, recreational facilities, employees' counseling services, employee information publications, or any related expenses incurred in accordance with general state or local policy, is ineligible.

n.
Exhibits.  Ineligible.  (Trade shows, for example, are not an allowable cost).

o.
Motor Pools. The cost of a service organization, which provides automobiles to user agencies at a mileage or fixed rate and/or provides vehicle maintenance, inspection and repair services, is ineligible.

p.
Pre-Agreement Costs.  Cost incurred related to the Grant proposal prior to executing the Grant Agreement is ineligible, for reimbursement under HMGP.

5.
Classification of Costs.

General administrative costs can be classified in either of two ways, as direct costs or as indirect costs.

a.
Direct Cost is the cost required specifically for the implementation of the HMGP project.  According to OMB A-87, Attachment A:

"Direct costs are those that can be identified specifically with a particular final cost objective."  Typical direct costs chargeable to grant programs are:

(1)
Compensation of employees for the time and efforts devoted specifically to the execution of grant programs;

(2)
Cost of materials acquired, consumed, or expended specifically for the purpose of the grant;

(3)
Equipment and other approved capital expenditures;

(4)
Travel expenses incurred specifically to carry out the grant.

From these definitions, it can be seen that the following items of allowable costs are typical examples of direct cost:

· Compensation for Personal Services
· Employee Fringe Benefits
· Legal Expenses
· Materials and Supplies
· Printing and Reproduction
· Professional Services
· Travel
b.
Indirect Costs are related support costs associated with the implementation of the grant.  A-87 defines indirect cost in the following manner:

(1)
Costs incurred for a common or joint purpose benefiting more than one cost objective; and 

(2)
Costs not readily assignable to the cost objectives specifically benefited, without effort disproportionate to the results achieved.

Examples of Allowable Costs that are indirect costs include:

· Building Space and Related Facilities
· Payroll preparation
· Personnel Administration
· Taxes, except taxes related to directly charged total  compensation and

· Training and Education.

All of the Cost Allowable With Approval would normally be considered indirect cost.  However, since there is no universal rule for classifying certain cost as either direct or indirect under every accounting system, it is essential that each item of cost be treated consistently either as a direct or an indirect cost.

A particular expense item may contain both direct and indirect cost and should be broken down accordingly.  For example, the category Capital Expenditures may include the special equipment necessary only for the particular grant project (a direct cost specifically identified with the grant) and the category may include equipment necessary for activities of the local government provided in support of both its regular operation and the implementation of the grant (indirect cost).

c.
Options.  Including indirect cost as a part of administration in your grant budget is not automatic.  It requires the preparation of a Cost Allocation Plan upon which to base the recovery of these monies.  In the North Carolina HMGP program, a locality has two options for charging administrative cost.

(1)
For a locality desiring to use the full array of allowable cost, the preparation of a Cost Allocation Plan is required.  Such a plan identifies, accumulates, and distributes all allowable administrative cost under grants and contracts.  Its purpose is to provide an equitable means of allocating cost, both direct and ​indirect, to all programs of the locality.  
(2)
For a locality electing not to prepare a Cost Allocation Plan, allowable administrative cost may be charged to the grant provided source documentation is kept substantiating that such costs are specifically and solely allocable to the grant.  That is, the locality must "cost out" each item for which a claim is made.  Under this option no ​charge involving an indirect or fixed rate would be made against the grant.

D.
PROGRAM COST-SHARING
FEMA may contribute up to 75 percent of the cost of projects approved for funding under the HMGP for major disasters declared on or after June 30, 1993. 

Non-Federal Contribution. A non-federal source must contribute the remaining percentage of the total eligible project costs.  Use of the non-federal share must meet all program requirements, including eligibility criteria and compliance with applicable federal and state environmental laws. 

In-Kind Matches.  While the sub-grantee must meet the cost share requirements, the local share does not have to be cash; all or a portion of it can be met with in-kind services or materials that are allowable costs provided by either the sub-grantee or a third party. 

Permanent Federal Identity.  HMGP funds do not lose their federal identity and may not be used as a match for another federally funded project, including U.S. Army Corps of Engineers projects. 

E.
PROGRAM  INCOME 
[Referenced in 44 CFR § 13.25]
Program income is defined as gross income received by a unit of local government or a sub-grantee directly generated by a grant supported activity, or earned only as a result of the grant agreement during the grant period.
Use of program income is determined by timing of its receipt:

1. Income earned prior to Administrative Closeout - Any repayment of grant expenditures made to the locality prior to the Final Closeout must be utilized on the project in accordance with the grant agreement.  Such payments must be utilized to offset drawdowns from the locality's grant account.  All program income earned must either be expended prior to Final Closeout of the grant or returned to NCEM unless pre-approved by NCEM for use after closeout.

Unless otherwise directed by NCEM, any income generated prior to the Final Closeout must be used to defray the overall costs of the project.  This in turn will reduce the total grant amount.

For example, if the total cost estimate for a project is $100,000, but salvage is sold for $5,000 before the Final Closeout, that $5,000 is program income.  Consequently, total cost for the project would be $95,000 ($100,000 minus $5,000).  Therefore, the federal share for this project would be no more than 75 percent of $95,000, or $71,250.  The sub-grantee would be responsible for at least 25 percent, or 23,750.  Subsequently, sub-grantee administrative costs may be reduced. 

2. Income earned after Administrative Closeout - Program income must be returned to NCEM, unless NCEM has approved the use of program income by the sub-grantee. The sub-grantee must notify NCEM in writing at least thirty (30) days prior to generating income.  Income from the use of HMGP funds received after closeout is not considered program income and may be expended as general fund monies.  However, this income must be pre-approved by NCEM.

F.
AUDIT

The audit requirements for HMGP are set forth in OMB Circular A-133..  This circular establishes audit requirements for state, local, and Indian tribal governments that receive federal assistance.  It requires that audits be performed on an organization-wide basis and not on a grant-by-grant basis.  These audits are conducted in order to determine, for the entire organization, whether 

(a) financial operations are conducted properly, 

(b) the financial operations are presented fairly, 

(c) the organization has complied with laws and regulations affecting the expenditure of federal funds, 

(d) internal procedures have been established to meet the objectives of federally assisted programs, and 

(e) financial reports contain accurate and reliable information.

Sub-grantees should ensure that the auditors procured to conduct the local audit are familiar with the requirements of OMB Circular A-133.    A copy of the regulations can be requested from the North Carolina Division of Emergency Management, Hazard Mitigation Section at (919) 715-8000 or visit http://www.whitehouse.gov/omb/circulars/ .
In general, audits of federal funds received by a locality will be conducted as part of the regular audit cycle as required by G.S. 159-34.  The OMB Circular A-133 audit is an extension of the traditional financial audit that most governments are receiving now.  OMB Circular A-133 enlarges this traditional audit to include:

1.
A supplemental schedule of grant activity - which lists selected grant data on a grant-by-grant basis

2.
An auditor's report on the supplemental schedule, an auditor's report on internal control, an auditor's report on compliance matters, details of questioned cost and practices, noncompliance and other audit findings.

Though the “single audit” concept increases the scope of the traditional audit, it would not cause a large increase in the time required to complete the audit or the cost incurred to produce the audit.

Audits of federal funds should be conducted in accordance with:

1.
Generally Accepted Government Auditing Standards (GAGAS) issued by the Comptroller General of the United States.  GAGAS incorporates the typical Generally Accepted Auditing Standards (GAAS) but involve additional auditor responsibilities including special reporting on internal controls and on compliance with applicable laws and regulations.

2.
The General Accounting Office "Guidelines for Financial and Compliance Audits of Federally Assisted Programs."

NCEM is responsible for receiving all audits for recipients of HMGP funds and clearing any questions related to the overall financial management; it is also responsible for ensuring:

a.
audits meet required federal standards;

b. all audit reports are received;

c.
recipients and sub-recipients of federal financial assistance submit a corrective action plan to resolve any weaknesses in internal controls and matters of noncompliance restrictive to federal programs that were disclosed by audit; and 

d.
recipients of funds are monitoring the audit reports, conducted under the appropriate federal circular, on their sub-recipients.

All localities must send a copy of their audit to NCEM within thirty days after acceptance by the unit of local government.  These audits will be reviewed for content and compliance with OMB Circular A-133.  Written notification of approval or the need for additional information will be provided to the locality.

A. DRAW DOWNS
The North Carolina Department of Public Safety (DPS), Division of Emergency Management is the primary grantee of the funds processed through Smartlink and will follow FEMA’s regional requirements and procedures for processing and reporting disbursements of these funds to the sub-grantee.  The state administers HMGP and will disburse funds in accordance with state and federal regulations.
1. Disbursement of Funds

As in other federally funded programs the Smartlink system will be used by the Governor’s Authorized Representative (GAR) for processing and reporting the disbursement of federal funds.  Once funds are deposited the Hazard Mitigation Section will be notified that the funds have been placed into account for the particular applicant and project.

a. Upon receipt of a letter from FEMA stating that the funds have been electronically transferred through Smartlink into the account of DPS, the state will notify the sub-grantee’s “contact person” in writing that their project has been approved for funding and that funds have been obligated.  

b. The State Hazard Mitigation  Officer will submit to the sub-grantee, the grant agreement, which is to be signed by the sub-grantee’s Designated Agent and returned as soon as possible to the SHMO for execution.  The grant agreement should be returned to the following address:
North Carolina Emergency Management

Attn: State Hazard Mitigation Officer
         NC Department of Public Safety
         4201 Mail Service Center
         Raleigh, NC 27699-4201

Once the grant agreement has been executed and returned to the sub-grantee, implementation of the project can begin.  The sub-grantee will receive a cost report 14 days after the grant agreement has been executed.
2. Required Documentation/Reporting  

The sub-grantee will submit a Cost Report form to the assigned project manager for that particular project.  The Cost Report form is for reimbursement of funds spent by the sub-grantee or to request an advance payment. The request must indicate what the funds will be used for and contain back-up documentation that supports the need for the funds.

a. Requesting reimbursement - documentation should be attached indicating what the request is for and a breakdown of monies previously spent.

b.
Advance payment - documentation should indicate why the advance is needed and how the advancement will be spent (i.e., work to be performed, scope of that work, how many homes to be appraised, dollar amount requested, or the time frame needed for the completion of that phase of work).  Prior NCEM approval is required for all advanced payments.

3. Processing the Request

The sub-grantee will submit their cost report/advance requests directly to the project manager for that project as funds are needed.
a. Once the project manager has reviewed and approved the “request” for compliance and accuracy, the project manager will then submit the request to the financial officer for review and processing.

b. The financial officer will forward the request to the State Controller’s office at the Department of Public Safety.

c. The State Controller’s office will process the fund request and will mail a check to the sub-grantee within 7 business days.

4. Funds Spent in Cost Reports

a
Administrative costs must be spent in proportion to the project costs.

b
10% of the project costs will be withheld until the final closeout has been performed on the project.  However, NCEM has the right to waive this rule due to extraordinary circumstances.

�Should be after the “Eligibility” section.
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