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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 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.  These assessments help reduce waste, abuse, and mismanagement and 
promote economy and efficiency throughout HHS.     
     
Office of Evaluation and Inspections 
 
The Office of Evaluation and Inspections (OEI) conducts national evaluations to provide HHS, 
Congress, and the public with timely, useful, and reliable information on significant issues.  
These evaluations focus on preventing fraud, waste, or abuse and promoting economy, 
efficiency, and effectiveness of departmental programs.  To promote impact, OEI reports also 
present practical recommendations for improving program operations. 
 
Office of Investigations 
 
The Office of Investigations (OI) conducts criminal, civil, and administrative investigations of 
fraud and misconduct related to HHS programs, operations, and beneficiaries.  With 
investigators working in all 50 States and the District of Columbia, OI utilizes its resources by 
actively coordinating with the Department of Justice and other Federal, State, and local law 
enforcement authorities.  The investigative efforts of OI often lead to criminal convictions, 
administrative sanctions, and/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 
for OIG’s internal operations.  OCIG represents OIG in all civil and administrative fraud and 
abuse cases involving HHS programs, including False Claims Act, program exclusion, and civil 
monetary penalty cases.  In connection with these cases, OCIG also negotiates and monitors 
corporate integrity agreements.  OCIG renders advisory opinions, issues compliance program 
guidance, publishes fraud alerts, and provides other guidance to the health care industry 
concerning the anti-kickback statute and other OIG enforcement authorities. 

 



   

EXECUTIVE SUMMARY 
 
BACKGROUND 
 
In accordance with sections 301, 317, and 319 of the Public Health Service Act, the Centers for 
Disease Control and Prevention (CDC) provides funds to State and major local health 
departments to improve preparedness and response capabilities for bioterrorism and other public 
health emergencies.  From August 31, 1999, to August 30, 2005, CDC provided this funding 
through the Public Health Preparedness and Response for Bioterrorism Program.  Since August 
31, 2005, CDC has provided funding through the Public Health Emergency Preparedness 
Program.  We refer to these two programs collectively as “the program.”   
 
In Texas, the Department of State Health Services (the State agency) administers the program 
and distributes funds to subrecipients to carry out program objectives.  For the period August 31, 
2004, through August 30, 2006, the State agency claimed program reimbursement totaling 
$125.5 million. 
 
OBJECTIVE   
 
Our objective was to determine whether the costs that the State agency claimed for 
reimbursement under the program for the period August 31, 2004, through August 30, 2006, 
were allowable, allocable, and reasonable.  
 
SUMMARY OF FINDINGS  
 
Of the $3.1 million in program expenditures that we reviewed for the 2-year period ending 
August 30, 2006, the State agency claimed $16,158 in unallowable direct program expenditures.  
In addition, we found that the State agency claimed $3,918 in unallowable indirect program 
costs.  Because the State agency credited the program for the $16,158 in unallowable direct 
program expenditures, we are questioning only the $3,918 in unallowable indirect program costs.  
These deficiencies occurred because the State agency did not follow its policies and procedures 
to ensure that all costs claimed for program reimbursement comply with applicable laws, 
regulations, and program guidance and because of human error. 
 
RECOMMENDATIONS 

 
We recommend that the State agency: 
 

 refund $3,918 to CDC,  
 
 strengthen its review process to detect future unallowable costs, and 

 
 monitor grant-supported activities to ensure compliance with applicable Federal 

requirements. 
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STATE AGENCY COMMENTS 
 
In its written comments on our draft report, the State agency concurred with our findings and 
recommendations.  The State agency’s comments are included in their entirety as Appendix B. 
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INTRODUCTION 
 
BACKGROUND 
 
Preparedness for Bioterrorism and Other Public Health Emergencies 
 
The Centers for Disease Control and Prevention (CDC) provides funds to State and major local 
health departments to improve preparedness and response capabilities for bioterrorism and other 
public health emergencies.  From August 31, 1999, to August 30, 2005, CDC provided this 
funding through the Public Health Preparedness and Response for Bioterrorism Program.  Since 
August 31, 2005, CDC has provided funding through the Public Health Emergency Preparedness 
Program.    
 
The Public Health Preparedness and Response for Bioterrorism Program was authorized under 
sections 301(a), 317(k)(1)(2), and 319 of the Public Health Service Act (42 U.S.C. §§ 241(a), 
247b(k)(1)(2), and 247(d)); the Public Health Emergency Preparedness Program was authorized 
by section 319C of the Public Health Service Act (42 U.S.C. § 247(d)(3)).  We refer to these two 
programs collectively as “the program.” 
 
CDC issues Notices of Cooperative Agreement to awardees to set forth the approved budget as 
well as the terms and conditions of the individual awards.  To monitor the expenditure of these 
funds, CDC requires awardees to submit financial status reports (FSR) showing the amounts 
expended, obligated, and unobligated. 
 
Texas Program Funding  
 
In Texas, the Department of State Health Services (the State agency) administers the program 
and distributes funds to subrecipients to carry out program objectives.  For the period August 31, 
2004, through August 30, 2006, the State agency was awarded a total of $145.3 million and 
expended $125.5 million.  The remaining funds were carried forward to subsequent years.  (See 
Appendix A for a summary of the amounts that were awarded, expended, and carried forward.) 
 
OBJECTIVE, SCOPE, AND METHODOLOGY 
 
Objective 
 
Our objective was to determine whether the costs that the State agency claimed for 
reimbursement under the program for the period August 31, 2004, through August 30, 2006, 
were allowable, allocable, and reasonable.  
 
Scope 
 
Our audit covered the $125.5 million in direct ($121.5 million) and indirect ($4.1 million)1 costs 
that the department claimed for program activities during the 2-year period August 31, 2004, 

                                                 
1The dollar amounts for direct and indirect costs do not add due to rounding.  
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through August 30, 2006.  We limited our review of direct costs to nonstatistical samples of 
program expenditures totaling $3.1 million.  
 
We did not review the State agency’s overall internal control structure.  We limited our review of 
internal controls to obtaining an understanding of the procedures the State agency used to 
account for program funds and monitor subrecipients. 
 
We performed fieldwork at the State agency from November 2006 through June 2007 and in 
February and March 2009. 
 
Methodology 
 
To accomplish our objective, we: 
 

 reviewed the State agency’s Notice of Cooperative Agreement documentation and related 
Federal regulations to gain an understanding of financial and program requirements;  

 
 reviewed the State agency’s accounting procedures and monitoring of subrecipients;  

 
 identified awarded and expended funds in the State agency’s accounting records;  

 
 tested FSRs for completeness and accuracy and reconciled the amounts reported on FSRs 

to the accounting records and Notices of Cooperative Agreement;  
 

 selected and tested a nonstatistical sample of department expenditures to determine 
whether the State agency had expended program funds for allowable, allocable, and 
reasonable costs;  

 
 interviewed State agency officials and program employees;  

 reviewed the State agency’s contracts with subrecipients;  
 

 obtained a list of the amounts drawn down by the State agency from the Department of 
Health and Human Services’ Payment Management System and compared them to the 
amounts expended to ensure that drawdowns did not exceed expenditures; and 

 
 verified that the State agency had claimed indirect costs using the rate and base in its 

“State and Local Rate Agreement” approved by the Department of Health and Human 
Services, Division of Cost Allocation.2

 

 
We conducted this performance audit in accordance with generally accepted government 
auditing standards.  Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions 
                                                 
2The Office of Management and Budget has designated the Division of Cost Allocation as the cognizant Federal 
agency for reviewing and negotiating facility and administrative (indirect) cost rates that grantee institutions use to 
charge indirect costs associated with conducting Federal programs.  
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based on our audit objectives.  We believe that the evidence obtained provides a reasonable basis 
for our findings and conclusions based on our audit objective. 
 

FINDINGS AND RECOMMENDATIONS  
 

Of the $3.1 million in program expenditures that we reviewed for the 2-year period ending 
August 30, 2006, the State agency claimed $16,158 in unallowable direct program expenditures.  
In addition, we found that the State agency claimed $3,918 in unallowable indirect program 
costs.  Because the State agency credited the program for the $16,158 in unallowable direct 
program expenditures, we are questioning only the $3,918 in unallowable indirect program costs.  
These deficiencies occurred because the State agency did not follow its policies and procedures 
to ensure that all costs claimed for program reimbursement comply with applicable laws, 
regulations, and program guidance and because of human error. 
 
UNALLOWABLE DIRECT PROGRAM COSTS 
 
Regulations (2 CFR part 225, Appendix A, section C.1.b) state that to be allowable under 
Federal awards, costs must be “allocable to Federal awards under the provisions of 2 CFR part 
225.” 
 
Pursuant to 2 CFR part 225, Appendix A, section C.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.”  
 
In accordance with 45 CFR § 92.40(a), “[g]rantees are responsible for managing the day-to-day 
operations of grant and subgrant supported activities.  Grantees must monitor grant and subgrant 
supported activities to assure compliance with applicable Federal requirements . . . .” 
 
The State agency claimed $16,158 in unallowable program expenditures for janitorial services 
and office furniture.  The expenditures were charged to the program because the State agency did 
not follow its policies and procedures for expending program funds.  A State agency official 
explained that the office furniture initially was charged to the program in error.  The official said 
that she brought the error to another State agency official’s attention but was told that the State 
agency did not have another funding source to which it could charge the furniture.  When we 
inquired about the janitorial services, a State agency official explained that the program to which 
this cost was allocable did not have funds available.  Because the State agency credited the 
program for the $16,158, we are not questioning any of these costs.   
 
UNALLOWABLE INDIRECT PROGRAM COSTS 
 
Regulations (CFR part 225, Appendix A, section F.1) state:  “Indirect costs are those:  Incurred 
for a common or joint purpose benefiting more than one cost objective, and not readily 
assignable to the cost objectives specifically benefitted . . . .  Indirect cost pools should be 
distributed to benefitted cost objectives on bases that will produce an equitable result in 
consideration of relative benefits derived.” 
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In accordance with 2 CFR part 225, Appendix A, section C.1.b, to be allowable under Federal 
awards, costs must be “allocable to Federal awards under the provisions of 2 CFR part 225.” 
 
Pursuant to 2 CFR part 225, Appendix A, section C.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.” 
 
The State agency claimed unallowable indirect costs totaling $3,918 on its program year 2004 
final FSR.  The State agency was required to record expenditures and submit FSRs for each 
focus area.  Regarding one of the focus area FSRs, the State agency claimed the budgeted 
amount rather than the actual amount of indirect costs.  A State agency official said that claiming 
the budgeted amount of indirect costs was an error. 
 
RECOMMENDATIONS 

 
We recommend that the State agency: 
 

 refund $3,918 to CDC,  
 
 strengthen its review process to detect future unallowable costs, and 

 
 monitor grant-supported activities to ensure compliance with applicable Federal 

requirements. 
 
STATE AGENCY COMMENTS 
 
In its written comments on our draft report, the State agency concurred with our findings and 
recommendations.  The State agency’s comments are included in their entirety as Appendix B. 
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                                                                                                                    APPENDIX A   

STATE AGENCY AMOUNTS 
AWARDED, EXPENDED, AND CARRIED FORWARD 

   

Program Year 2004 Amount  

Awarded amount $51,680,709  

Carried forward from program year 2002     3,842,233  

Carried forward from program year 2003   11,647,176  

     Total 2004 Funding Available $67,170,118  

Expended amount   (53,177,613)  

     Amount carried forward $13,992,5051  

   

Program Year 2005 Amount  

Awarded amount $58,812,098  

Carried forward from program year 2003     7,958,730  

Carried forward from program year 2004   11,345,962  

     Total 2005 Funding Available $78,116,790  

Expended amount   (72,342,816)  

     Amount carried forward   $5,773,9742  

     Total 2004–2005 Funding Available  $145,286,908  

     Total amount expended ($125,520,429)  
 
 

 
 
 

 
 

                                                 
1Of this amount, $11,345,962 was carried forward to program year 2005 and $2,646,542 was carried 
forward to program year 2006.  
 
2Of this amount, $2,360,936 was carried forward to program year 2006, $3,161,587 was carried forward to 
program year 2007, and $251,451 remained unobligated.  
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