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The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, as amended, is to
protect the integrity of the Department of Health and Human Services (HHS) programs, as well as the
health and welfare of beneficiaries served by those programs. This statutory mission is carried out
through a nationwide network of audits, investigations, and inspections conducted by the following
operating components:

Office of Audit Services
The Office of Audit Services (OAS) provides all auditing services for HHS, either by conducting audits with
its own audit resources or by overseeing audit work done by others. Audits examine the performance of
HHS programs and/or its grantees and contractors in carrying out their respective responsibilities and are
intended to provide independent assessments of HHS programs and operations in order to reduce waste,
abuse, and mismanagement and to promote economy and efficiency throughout HHS.

Office of Evaluation and Inspections
The Office of Evaluation and Inspections (OEI) conducts management and program evaluations (called
inspections) that focus on issues of concern to HHS, Congress, and the public. The findings and
recommendations contained in the inspections generate rapid, accurate, and up-to-date information on the
efficiency, vulnerability, and effectiveness of departmental programs. OEI also oversees State Medicaid
Fraud Control Units which investigate and prosecute fraud and patient abuse in the Medicaid program.

Office of Investigations
The Office of Investigations (OI) conducts criminal, civil, and administrative investigations of allegations of
wrongdoing in HHS programs or to HHS beneficiaries and of unjust enrichment by providers. The
investigative efforts of OI lead to criminal convictions, administrative sanctions, or civil monetary
penalties.

Office of Counsel to the Inspector General
The Office of Counsel to the Inspector General (OCIG) provides general legal services to OIG, rendering
advice and opinions on HHS programs and operations and providing all legal support in OIG’s internal
operations. OCIG imposes program exclusions and civil monetary penalties on health care providers and
litigates those actions within HHS. OCIG also represents OIG in the global settlement of cases arising
under the Civil False Claims Act, develops and monitors corporate integrity agreements, develops
compliance program guidances, renders advisory opinions on OIG sanctions to the health care
community, and issues fraud alerts and other industry guidance.

Notices

THIS REPORT IS AVAILABLE TO THE PUBLIC
at http://oig.hhs.gov
In accordance with the principles of the Freedom of Information Act (5 U.S.C. 552,
as amended by Public Law 104-231), Office of Inspector General, Office of Audit
Services reports are made available to members of the public to the extent the
information is not subject to exemptions in the act. (See 45 CFR Part 5.)

OAS FINDINGS AND OPINIONS
The designation of financial or management practices as questionable or a
recommendation for the disallowance of costs incurred or claimed, as well as other
conclusions and recommendations in this report, represent the findings and opinions
of the HHS/OIG/OAS. Authorized officials of the HHS divisions will make final
determination on these matters.

EXECUTIVE SUMMARY
BACKGROUND
States and major local health departments receive Health Resources and Services
Administration (HRSA) funding to upgrade the preparedness of the Nation’s hospitals and
collaborating entities to respond to bioterrorism under the Bioterrorism Hospital
Preparedness Program (the Program). Through August 31, 2004, HRSA awarded
cumulative Program funding of $16.8 million to the North Carolina Department of Health
and Human Services (the State).
OBJECTIVES
The objectives of our audit were to determine whether the State:
•

recorded and reported HRSA Program funds awarded, expended, obligated, and
unobligated in accordance with the cooperative agreement;

•

ensured that the Program funds were used for necessary, reasonable, allocable, and
allowable costs in accordance with the terms of the cooperative agreement; and

•

supplanted current State or local funding with Program funds.

SUMMARY OF RESULTS
The State generally recorded and reported HRSA Program funds awarded, expended,
obligated, and unobligated by priority area, by critical benchmark, and by funds allocated
to hospitals and other health care entities as required by the cooperative agreement.
Costs incurred by the State for administering the Program were necessary, reasonable,
allocable, and allowable. However, the two subrecipients that we reviewed claimed
reimbursement from the State for $227,666 in unallowable costs. As a result, the State
claimed costs that were not used to enhance hospital preparedness as described in Program
guidance. We believe this occurred because the State had not developed a reporting and
monitoring system adequate to ensure that subrecipients charged the Program for only
necessary, reasonable, allocable, and allowable costs and had not developed award
documents that adequately identified the type of award and applicable cost principles.
We found no evidence that the State supplanted State or local expenditures with Program
funds.
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RECOMMENDATIONS
We recommend that the State:
•

reduce Program expenditures by the $227,666 of unallowable subrecipient costs
and increase unobligated funds by the same amount when preparing the final
Financial Status Report;

•

implement adequate reporting and monitoring policies and procedures in a timely
manner; and

•

develop award documents that clearly identify the type of award and related cost
principles.

AUDITEE RESPONSE
The State generally disagreed with our findings and recommendations regarding costs
claimed by the two subrecipients reviewed during our audit (see Appendix A). In
summary, the State agrees that $40,812 is unallowable and maintains that the balance of
$186,854 is allowable.
OFFICE OF INSPECTOR GENERAL COMMENTS
Despite the State’s assertions, we continue to believe that the balance of $186,854 is
unallowable in accordance with Office of Management and Budget Circulars A-21 and A122.
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INTRODUCTION
BACKGROUND
Bioterrorism Hospital Preparedness Program
States and major local health departments receive Health Resources and Services Administration
(HRSA) funding to upgrade the preparedness of the Nation’s hospitals and collaborating entities
to respond to bioterrorism under the Bioterrorism Hospital Preparedness Program (the Program).
Congress authorized funding to support activities related to countering potential biological
threats to civilian populations under the Department of Defense and Emergency Supplemental
Appropriations for Recovery from and Response to Terrorist Attacks on the United States Act,
2002, Public Law 107-117.
HRSA initiated cooperative agreements with awardees for the period April 1, 2002, through
March 31, 2003, as directed by the Cooperative Agreement Guidance issued February 15, 2002.
This first budget period was extended through March 31, 2004. The second budget period
initially covered the period September 1, 2003, through August 31, 2004, but was extended
through August 31, 2005.
The Cooperative Agreements identified priority planning areas to be addressed with Program
funds. They are:
•
•
•
•
•
•
•

Medication and Vaccines;
Personal Protection, Quarantine, and Decontamination;
Communications;
Biological Disaster Drills;
Personnel (including emergency increases in staffing);
Training; and
Patient Transfer.

Program funds were meant to augment current State and local funding and focus on bioterrorism
hospital preparedness activities under the HRSA Cooperative Agreement. The Cooperative
Agreement Guidance states that “. . . given the responsibilities of Federal, State, and local
governments to protect the public in the event of bioterrorism, funds from this grant must be
used to supplement and not supplant the non-Federal funds that would otherwise be made
available for this activity . . . .”
State Agency Funding
Through August 31, 2004, HRSA awarded Program funds of $16.8 million to the North Carolina
Department of Health and Human Services (the State). Of the $16.8 million awarded, the State
had expended $7.1 million and obligated an additional $9.1 million as of August 31, 2004. The
remaining $600,000 was unobligated as of that date.
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Prior Office of Inspector General Report
In our previous report to the State (report number A-04-03-01010, dated October 2003), we
noted that the State did not track expenditures by phase, within phase, or by priority planning
area. The report also noted that the State represented that they had established subrecipient
monitoring procedures.
OBJECTIVES, SCOPE, AND METHODOLOGY
Objectives
The objectives of our audit were to determine whether the State:
•

recorded and reported HRSA Program funds awarded, expended, obligated, and
unobligated in accordance with the cooperative agreement;

•

ensured that the Program funds were used for necessary, reasonable, allocable, and
allowable costs in accordance with the terms of the cooperative agreement; and

•

supplanted current State or local funding with Program funds.

Scope
Our audit covered State policies and procedures for accounting and financial reporting of
Program funding for the period April 1, 2002, to March 31, 2004. After completion of our onsite fieldwork, we also obtained balances from the State’s accounting records for awarded,
expended, obligated, and unobligated funds as of August 31, 2004.
Our review of the allowability of Program expenditures was limited to reviews at the State and
two judgmentally selected subrecipients: the University of North Carolina (the University) and
Special Operations Response Team, Inc. (SORT). We selected non-statistical samples at the
State and at the University. We selected 23 sample items at the State, representing expenditures
of $366,179 from a universe of transactions totaling $2,021,041. We also selected 30 sample
items at the University from a universe of expenditure transactions totaling $766,641. At the
University, we also reviewed the $91,429 claimed for the principal investigator’s salary for the
period July 2002 through March 2004. At SORT, we reviewed the all of the $171,440 claimed
from the State for providing services under the Program. Our non-statistical samples and our
review at SORT were intended to determine whether funds were expended for necessary,
reasonable, allocable, and allowable costs at the State and the subrecipients.
Our audit was conducted for the purposes described above and would not necessarily disclose all
material weaknesses. We did not review the overall internal control structure of the State or the
subrecipients. Our internal control review was limited to obtaining an understanding of the
State’s and the subrecipients’ procedures for accounting for Program funds and ensuring these
funds were used for allowable program-related activities.
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We conducted fieldwork between March 2004 and March 2005 at the State in Raleigh, NC; at
the University of North Carolina in Chapel Hill, NC; and at SORT in Winston-Salem, NC.
Methodology
To accomplish the objectives of our audit, we conducted site visits at the State and the two
judgmentally selected subrecipients. We reviewed the accounting and financial reporting
systems at the State and at the subrecipients to determine how funds were recorded and reported
and to verify whether funds were expended for necessary, reasonable, allocable, and allowable
costs. We also reviewed the prior and current levels of State and local funding of hospital
preparedness activities to assess whether these funds were replaced or supplanted by Program
funds provided. Specifically, we:
•

reconciled amounts reported on the State’s Financial Status Reports (FSRs) for the period
April 1, 2002, through August 31, 2003, to the accounting records and Notices of
Cooperative Agreements and tested the FSRs for completeness and accuracy;

•

identified awarded, expended, obligated, and unobligated fund balances as of August 31,
2004, from the State’s accounting records;

•

determined if the State tracked funds budgeted, expended, obligated, and unobligated by
priority area, by critical benchmark, and by funds allocated to hospitals and other health
care entities as required by the cooperative agreement;

•

selected and tested non-statistical samples of expenditure transactions at the State and the
subrecipients to ensure that Program funds were used for necessary, reasonable,
allocable, and allowable costs under the terms of the cooperative agreement; and

•

addressed supplanting concerns by selectively reviewing cost transfers, State budget
reductions versus Federal bioterrorism funding, and the employment history of State and
subrecipient Program staff.

Our work was performed in accordance with generally accepted government auditing standards.

FINDINGS AND RECOMENDATIONS
The State generally recorded and reported HRSA Program funds awarded, expended, obligated,
and unobligated by priority area, by critical benchmark, and by funds allocated to hospitals and
other health care entities as required by the cooperative agreement.
Costs incurred by the State for administering the Program were necessary, reasonable, allocable,
and allowable. However, the two subrecipients that we reviewed claimed reimbursement from
the State for $227,666 in unallowable costs. As a result, the State claimed costs that were not
used to enhance hospital preparedness as described in program guidance. We believe this
occurred because the State had not developed a monitoring system adequate to ensure that
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subrecipients charged the Program for only necessary, reasonable, allocable, and allowable costs
and had not developed award documents that adequately identified the type of award and
applicable cost principles.
We found no evidence that the State supplanted State or local expenditures with Program funds.
RECORDING AND REPORTING OF PROGRAM FUNDS
The State generally recorded and reported HRSA Program funds awarded, expended, obligated,
and unobligated in accordance with the cooperative agreement. Through August 31, 2004, the
State had received $16.8 million of Program funds, of which $7.1 million was reported as
expended and $9.1 was reported as obligated. The remaining $600,000 was unobligated as of
August 31, 2004.
Within the North Carolina Accounting System, the State established unique accounting codes to
separately record and track the funds budgeted, expended, obligated, and unobligated by priority
area, by critical benchmark, and by funds allocated to hospitals and other health care entities.
The State’s official accounting policies and procedures were adequate for proper administration
of Program funds. The State supported balances of Program funds reported on FSRs through
accounting system reports.
UNALLOWABLE HOSPITAL PREPAREDNESS COSTS
Costs incurred by the State for administering the Program were necessary, reasonable, allocable,
and allowable. However, the two subrecipients that we reviewed claimed reimbursement from
the State for $227,666 in unallowable costs. As a result, the State claimed costs that were not
used to enhance hospital preparedness as described in program guidance. We believe this
occurred because the State had not developed a monitoring system adequate to ensure that
subrecipients charged the Program for only necessary, reasonable, allocable, and allowable costs
and had not developed award documents that adequately identified the type of award and
applicable cost principles.
State Must Ensure That Costs Charged to Federally Funded Projects Are Allowable
Attachment A, Section C of the Office of Management and Budget (OMB) Circular A-87, “Cost
Principles for State, Local and Indian Tribal Governments,” provides basic standards governing
the allowability of costs claimed for reimbursement under Federal grants, contracts, and other
agreements with State and local governments and requires that costs must be allocable and
reasonable as follows:
3. a. A cost is allocable to a particular cost objective if the goods or services involved are
chargeable or assignable to such cost objective in accordance with relative benefits
received.
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2. …A cost is reasonable if … it does not exceed that which would be incurred by a
prudent person under the circumstances prevailing at the time the decision was made to
incur the cost.
OMB Circular A-21, “Cost Principles for Educational Institutions,” Section C, 4.a. and 3
establishes the same requirements regarding the allocability and reasonableness of costs for
educational institutions. With respect to personal services costs; including salaries, wages, and
fringe benefits; Section J.8 of the circular specifies the requirements of effort reporting systems
for colleges and universities. These systems should, in brief: encompass all employee activities
on an integrated basis; confirm effort expended on an after-the-fact basis; require certification by
an individual with knowledge of all an employee’s actual efforts or provide some other adequate
means of verification; and require certifications to be performed on a regular periodic basis. We
used these criteria because one of the subrecipients we reviewed was a university.
Attachment A, Section C,3.a. and 2 of OMB Circular A-122, “Cost Principles for Non-Profit
Organizations,” establishes the same requirements regarding the allocability and reasonableness
of costs for nonprofit organizations. We used these criteria because one of the subrecipients we
reviewed was a non-profit organization.
Standards set forth in Title 45 of the CFR Part 92, Section 40 establish administrative
requirements for grants and other agreements to State and local governments which require that
“[g]rantees must monitor… subgrant supported activities to assure compliance with applicable
Federal requirements....”
Subrecipients Charged Unallowable Costs to the Program
Contrary to the guidance provided through OMB Circular A-21 and OMB Circular A-122, the
University of North Carolina and SORT, Inc. claimed unallowable costs of $227,666 from the
State.
University of North Carolina at Chapel Hill
The State entered into a subagreement with the University to operate the Prehospital Medical
Information System (Pre-MIS). This system is a prehospital electronic medical records system
for the State. Paramedics and other first responders use the system to capture the preliminary
medical information before a patient is taken to a hospital. The University also entered into
separate contracts to cover the salary of the principal investigator (PI) of the Pre-MIS project.
During the period July 2002 through March 2004, the University claimed $91,429 for the PI’s
salary. For this same period, we identified $69,534 in salary costs that are unallowable because
the PI certified less effort on the contract than he was paid for.
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During the period October 2002 through February 2004, the University also claimed
reimbursement of $749,119 1 from the State for Pre-MIS. We identified the following
unallowable costs totaling $67,341:
•

$29,491 in supplies transferred to the contract in the month after the contract ended;

•

$25,337 in salary and fringe benefit costs for the PI were incorrectly charged to this
agreement;

•

$582 in travel costs for the PI’s wife, even though the University could not show that her
duties were related to the Program;

•

$4,707 in salary costs, $430 in travel costs, and $47 in other direct costs that were
incurred prior to the inception of the contract (total $5,184);

•

$512 in travel costs related to another project;

•

$113 in other direct costs to reimburse an employee for course materials for a
professional exam (these costs were not approved in the budget and did not appear
directly related to the HRSA Program); and

•

$6,122 in indirect costs related to the unallowable direct costs discussed above ($61,219
direct costs multiplied by 10 percent indirect cost rate claimed).
Special Operations Response Team, Inc.

The State entered into an agreement with SORT to develop and teach two courses in support of a
State Medical Response System. To enable the medical assistance team to deploy with
adequately trained personnel, SORT developed and taught a train-the-trainer course so that
graduates could train medical professionals required for the teams. SORT also developed and
taught a decontamination/treatment team course to be taught to community college instructors so
that they could teach the course at their respective colleges.
During the period September 2003 through March 2004, SORT did not maintain cost records
that identified the $171,440 in program costs claimed. We reviewed the costs recorded outside
the accounting records and determined that the costs were overstated in relation to actual costs
that could be supported. We determined that SORT claimed unallowable costs of $90,791 as
described below:
•

SORT claimed labor costs of $51,160 for volunteers for which it incurred no costs.

•

SORT claimed instruction labor costs at rates higher than it was actually paying staff,
resulting in unallowable costs of $22,958.

1

During the period October 2002 through February 2004, the University had recorded $766,641 in its accounting
records; however, the University had only claimed reimbursement for $749,119 at the time of our audit.
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•

SORT claimed $6,365 for manuals, gas mask fittings, and certifications. It could not
provide any support that they incurred any costs for these items.

•

SORT claimed administrative time at an average rate for three employees: the executive
director, the administrative officer, and the receptionist. There were significant
differences in the amounts that the employees were paid but SORT had not accounted for
the time for each individual separately. Thus, we could not determine a reasonable
amount for administrative salaries. Since these types of salary costs are generally
claimed as indirect costs, we allowed SORT an indirect rate of 10 percent of direct costs
allowed in lieu of the administrative salaries claimed. The 10 percent indirect rate was
the rate allowed by Program guidance. The difference in direct administrative salaries
and indirect administrative costs was $6,793.

•

SORT claimed $1,519 in unsupported costs for student binders. SORT claimed $5,800
for student binders. However, we calculated that the cost of providing 160 copies of the
500-page binders would be $3,579; therefore, we questioned the remaining $1,519.

•

SORT claimed travel costs and supply costs of $1,996 more than it could support.

Program Funds Were Not Always Used to Enhance Protection of North Carolina’s Citizens
Thus, in at least some instances, subrecipients expended Program funds for purposes that did not
enhance hospital preparedness capabilities to protect the citizens of North Carolina in the event
of a bioterrorism attack. At the two subrecipients that we reviewed, we identified $227,666 in
unallowable costs.
State Did Not Adequately Monitor Subrecipients
These conditions occurred because the State did not have controls to ensure that subrecipients
claimed only necessary, reasonable, allocable, and allowable costs. Subrecipients did not submit
financial reports containing sufficient detailed information to permit the State to assess the
allowability of costs charged to the Program or to relate those costs to Program activities actually
performed by the subrecipients.
During our prior review, the State represented that they had established monitoring procedures;
however, our current review showed that written procedures had not been established and that no
monitoring visits had been conducted when we began our site work.
In addition, the award documents developed by the State did not adequately identify the type of
award (i.e., cost reimbursable, fixed price, etc.) and the applicable cost principles.
During our audit, the State began to develop improved controls for monitoring the financial and
programmatic activities of subrecipients. We believe these measures will help ensure that the
use of future Program funds is consistent with the requirements of the cooperative agreement and
applicable Federal regulations.
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SUPPLANTING
The Cooperative Agreement Guidance states that “given the responsibilities of Federal, State,
and local governments to protect the public in the event of bioterrorism, funds from this grant
must be used to supplement and not supplant the non-Federal funds that would otherwise be
made available for this activity.…” Hospital preparedness program funds were meant to
augment current funding and focus on bioterrorism hospital preparedness activities under the
HRSA Cooperative Agreement. The funds could not supplant existing Federal, State, or local
public health funds available for emergency activities to combat threats to public health.
Based on reviews of cost transfers, the timing of State and local budget reductions versus Federal
bioterrorism funding, and costs reported for fiscal years prior and subsequent to receiving
Program funding, we found no evidence of supplanting by the State or the subrecipients. We did
not find significant decreases in State and other funded disbursements corresponding with
increases in federally funded disbursements. In regard to our assessment of the employment
history for a sample of Program employees, we determined that previous duties of all Program
employees were either absorbed by or reassigned to other staff not funded by the HRSA
bioterrorism preparedness program.
RECOMMENDATIONS
We recommend that the State:
•

reduce Program expenditures by the $227,666 of unallowable subrecipient costs and
increase unobligated costs by the same amount when preparing the final FSR,

•

implement adequate reporting and monitoring policies and procedures in a timely
manner, and

•

develop award documents that clearly identify the type of award and related cost
principles.

AUDITEE RESPONSE
The State generally disagreed with our findings and recommendations regarding costs claimed
by the two subrecipients reviewed during our audit (see Appendix A).
Along with its response to a draft of this report, the State submitted additional
documentation that was not provided to us during our audit. We considered this
documentation adequate to support $21,503 (see Appendix B) of the $249,169 that we had
cited as unallowable in the draft report. Accordingly, this report discusses only $227,666 of
subrecipient costs recommended for financial adjustment.
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The State agreed that $6,551 of the $227,666 was unallowable. For the remaining $221,115 of
questionable subrecipient costs, the State indicated that it made a $34,261 adjustment and does
not agree that the remaining $186,854 of questionable subrecipient costs should be returned to
the Program. While acknowledging deficiencies in the documentation for many items claimed
for reimbursement, the State asserts that the funds were used for Program purposes or were
reasonable in light of other circumstances. Further, the State maintained that the lack of
adequate documentation noted during our audit did not prove that the questioned costs had not
actually supported the deliverables under its subrecipient agreements.
The State also disagreed with our conclusions that it had not maintained an adequate subrecipient
monitoring system during much of our audit period, that it had not required subrecipients to
report sufficient detailed financial information to allow effective monitoring, and that it had not
developed award documents that adequately identified the type of award and applicable cost
principles.
OFFICE OF INSPECTOR GENERAL COMMENTS
Despite the State’s assertions, we continue to believe that the balance of $186,854 is unallowable
in accordance with OMB Circulars A-21 and A-122.
In discussing costs claimed by the University of North Carolina, for example, the State asserts
that the $29,491 of supply costs transferred to the program from other accounts during the final
month of the Program period should be considered allowable. The only documentation provided
by the State to support this assertion is a summary detailing the nature and source of the
transferred costs and stating that the supplies were used for Program purposes. Furthermore, the
State provided no evidence showing that the costs were transferred for any purpose other than to
utilize all funds before the Program grant expired.
With respect to SORT, the State maintains that all amounts claimed for reimbursement should be
considered allowable under the circumstances, even if no costs were actually incurred. In
discussing the $51,160 of claimed labor costs, for example, the State concurs that the claimed
salary costs were not actually incurred but asserts that the amounts should be considered
allowable because the subrecipient is now willing to make those payments. The State’s response
also asserts that documentation was available to support other costs incurred; however, we
reviewed this documentation and found it merely to be estimates or price lists with no
relationship to costs incurred. Attachment A, Section A.4.a. of OMB Circular A-122 states, “A
cost is allocable to a Federal award . . . if it is incurred specifically for the award.”
While acknowledging that the State began to make significant improvements to its subrecipient
monitoring during our audit period, we believe the questionable expenditures discussed above
demonstrate that its monitoring capacity was not adequate for much of that period.
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We continue to believe that the award documents did not adequately identify the type of award.
There were several clauses in the documents that refer to reimbursing “costs.” If these awards
are in fact “purchase of service contracts,” the award documents should so indicate. Also, even
if they are purchase-of-service contracts, this does not relieve the State from the responsibility of
obtaining a reasonable price.
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