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By Maryann Holloway, CPA, RMA, PSA | Senior Manager, Governmental Services Department 

Dependent on the source of the grant, specific procurement laws are applicable. For the purposes of this 

article, we only include federal procurement. Some of the federal laws that apply are Federal Civil Rights, 

Drug Free Workplace Act of 1988, and the Buy American Act. Management should have policies to 

demonstrate compliance with these laws. The following red flags are indicators that non-compliance may 

be occurring. 

Irrational Employee Behaviors or Unexplained 

Employee Absences 

Are your employees or the vendor with 

responsibilities under the grant demonstrating 

behaviors that indicate the use of drugs or 

behaviors that could be violating civil rights of 

others? The National Association of State 

Controllers (NASC) has developed a controls 

questionnaire for the Drug Free Workplace Act of 

1988. Most state website have checklists to assist 

in compliance with civil rights laws both at the 

state and federal level. 

Evidence of Foreign-Produced Materials 

Read and understand the grant agreement and 

where applicate the federal compliance 

supplement. If the grant has provisions that make it 

subject to the Buy American Act, evidence that 

foreign-produced materials would violate that law. 

National Association of State Controllers (NASC) 

has developed a controls questionnaire for the Buy 

American Act. 

 

Though your external auditor has a responsibility to the public, they also want your programs to be 

successful. When your auditor brings matters to your attention or if your system of monitoring reveals 

exceptions, take action to correct as soon as possible. 

Report Audit Findings and Unallowable Costs 

If your system of monitoring did not detect a matter 

of non-compliance, by the time your external 

auditor reports the finding, the same non-

compliance has continued into a new fiscal year. 

Unallowable costs are expenditures that are 

violations of law or not in accordance with the 

provision of the grant and can result in loss of 

funding and requirements to return funding to the 

grantor. Implement corrective action as soon 

possible. In addition, determine why your system 

of monitoring did not detect the problem and make 

corrections to the system. 
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“Problems That Could Lead to an Audit Finding Not Addressed Early Enough” Continued… 

Excess Balances of Federal Cash 

Most federal grants are funding on a reimbursable 

basis in that the grantee expends funds for the 

programs and files for reimbursement based on 

those expenditures. Excess balances of federal cash 

indicate that the grantee filed for reimbursement 

before incurring the expenses. This makes the 

filing invalid, and it could be for fraudulent 

purposes. If you see excess federal cash, 

investigate. 

Expenditures of Federal Funds Outside the 

Available Period 

When receiving a federal grant, one of the 

compliance requirements often applicable is period 

of performance. The grantees must expend awards 

within the dates set by the grantor. Expenditures 

outside the period of performance are an indication 

that the grant was not responsibly managed and 

could result in loss of funding. Management should 

be aware of the period of performance and the 

system of monitoring should include procedures to 

prevent non-compliance. 

Program Income Not Identified and/or 

Reported 

Program Income refers to the gross income 

generated through activities supported by the 

Federal award during the period of performance 

(Uniform Guidance 2 CFR 200.80). The grantor 

will usually specify how grantees may use program 

income in the grant agreement; however generally 

the grantees must use the funds to further project 

directives in accordance with the terms and 

conditions of the award. There must be procedures 

to account for program income and grantee must 

report program income. A lack of these procedures 

could result in the misappropriation of funds. The 

system of monitoring should include procedures to 

ensure program income compliance. 
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The red flag for this is often audit findings that go unaddressed. In addition, a new sub-recipient may 

be a red flag automatically. Is it fraud or a lack of understanding. Regardless of the reason, persons with 

responsibilities under the grant need training to understand the requirements and their responsibilities. For 

employees, management should assess the training needs of its staff. The training of new sub-recipients 

may also be the responsibility of the grantee. The grantee should ascertain the qualification of vendors in 

the contracting process. Management must establish a process to check all bidders, vendors, and 

contractors for state, local and federal debarment lists or exclusion from federal awards. Management 

should determine that vendors are properly licensed, when applicable. If the grantee has prior experience 

with a vendor or if searching online can provide information, prior complaints can be an indicator of 

problems with the vendor. At the end of this article, you will find links to best practices resources for 

these red flags. 

Reporting Issues 

Most grants have reporting requirements and management should be aware of the following red 

flags which may be an indication of material non-compliance or of fraud. 

Inaccurate Reporting and Related Audit 

Findings 

Reporting can include financial and non-

financial information. Just because all the 

numbers agree with the financial accounting 

system, does not mean that the data in the 

report is accurate. The system of monitoring 

should include procedures that someone other 

than the preparer reviews the reports for 

accuracy before the grantee submits the 

reports.  

Federal Reports Filed Late, or Failure to File 

Reports and Related Audit Findings 

The reporting requirements often have 

deadlines to meet. Filing reports late or not 

filing a report can indicate that the grant was 

not responsibly managed. If fraud is occurring, 

the failure to report may be an attempt to delay 

discovery. The system of monitoring should 

include procedures that determine the timely 

filing of reports. 

No Monitoring of Federal Requirements for 

Changes 

The compliance requirements for grants often 

change. There could be reporting issues related 

to not being aware or ignoring changes. 

Management should read each grant 

agreement carefully for changes. The 

compliance supplement is issued annually. 

Management should review it for changes. 
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These best practices would ensure that the government has established a robust system of internal 

control in line with the Committee of Sponsoring Organization (COSO) framework. Our next 

article in this series will present the risks, red flags, and best practices against fraud in information 

technology and security. 

 

 

 

 

 

 

 

 

 

 

 

• “AGA Risk Assessment Monitoring Tool” (Link) - This risk assessment tool provides pass-

through entities with a method for assessing subrecipient risk across federal granting and 

monitoring authorities. 

• “AGA’s Subrecipient Monitoring and Self-Assessment Tool” (Link) - A guide to provide a 

consistent approach for pass-through entities to monitor a grant subrecipient’s compliance with 

federal administrative requirements. 

• “Civil Rights Compliance Checklist Issued by the US Department of Justice” (Link) 

• “Guide to Improving Program Performance and Accountability Through Cooperative Audit 

Resolution and Oversight (CAROI)” (Link) - Provides government officials with a concrete 

tool to improve programs and to deal with fiscal and programmatic challenges. 

• “List of Individuals/Entities Excluded (LEIE) from Federal Health Care Programs” (Link) 

• “National Association of State Controllers (NACS) Controls Questionnaire for Buy 

American Act” (Link) 

• “National Association of State Controllers (NACS) Controls Questionnaires for a Drug Free 

Workplace” (Link) 

• “Office of the State Controller, State of Maine Self-Assessment Tools” (Link) - These tools 

include checklists for documenting the governments control environment and risk assessment 

including those for grant compliance. 

• “System of Award Management (SAM)” (Link) - The source of information on grant programs, 

including the database to search for parties excluded from receiving federal contracts and federal 

financial assistance. 

https://www.agacgfm.org/Resources/intergov/RiskAssessmentMonitoring.aspx
https://www.bing.com/ck/a?!&&p=302377d7fe62b709JmltdHM9MTY4ODI1NjAwMCZpZ3VpZD0zODVkMzY5Zi0zOWZkLTYyMWQtMTIwNS0yN2ZiMzg0ZDYzZDUmaW5zaWQ9NTIwOA&ptn=3&hsh=3&fclid=385d369f-39fd-621d-1205-27fb384d63d5&psq=AGA%e2%80%99s+Subrecipient+Monitoring+and+Self-Assessment+Tool&u=a1aHR0cHM6Ly93d3cuYWdhY2dmbS5vcmcvZ2V0YXR0YWNobWVudC9SZXNvdXJjZXMvaW50ZXJnb3YvU3VicmVjaXBpZW50LU1vbml0b3JpbmctYW5kLVNlbGYtQXNzZXNzbWVudC1HdWlkZS5wZGYuYXNweD9sYW5nPWVuLVVT&ntb=1
https://www.bing.com/ck/a?!&&p=a74fe75d5fdd0789JmltdHM9MTY4ODI1NjAwMCZpZ3VpZD0zODVkMzY5Zi0zOWZkLTYyMWQtMTIwNS0yN2ZiMzg0ZDYzZDUmaW5zaWQ9NTIyNQ&ptn=3&hsh=3&fclid=385d369f-39fd-621d-1205-27fb384d63d5&psq=checklist+for+internal+controls+for+civil+rights&u=a1aHR0cHM6Ly93d3cub2pwLmdvdi9zaXRlcy9nL2ZpbGVzL3h5Y2t1aDI0MS9maWxlcy9tZWRpYS9kb2N1bWVudC9jaXZpbF9yaWdodHNfY29tcGxpYW5jZV9jaGVja2xpc3RfbWF5MjAyMC5wZGY&ntb=1
https://www.agacgfm.org/Resources/intergov/CAROI.aspx
https://oig.hhs.gov/exclusions/exclusions_list.asp
https://www.agacgfm.org/Media/FraudTool/Buy-American-Act.pdf
https://www.agacgfm.org/Media/FraudTool/Drug-Free-Workplace.pdf
https://www.maine.gov/osc/internal-audit/self-assessment
https://sam.gov/content/home

