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The Office of Inspector General (OIG) audited public assistance funds awarded to
Memorial Hermann Hospital, Houston, Texas (Hospital). The objective of the audit was
to determine whether the Hospital expended and accounted for Federal Emergency
Management Agency (FEMA) funds according to federal regulations and FEMA
guidelines.

The audit was a limited scope audit requested by the Hospital through Region VI. At the
time of the audit, the Hospital had received an award of $137.9 million for 99 projects
from the Texas Division of Emergency Management (TXDEM), a FEMA grantee. The
OIG audited three Category B (emergency work) large projects' totaling $910,544 for
environmental and safety services, abatement, cleanup, and temporary protection of
facilities damaged by Tropical Storm Allison that began on June 5, 2001. The award
provided 75 percent FEMA funding for eligible costs. The audit covered the period

June 5, 2001, to December 7, 2001, during which the Hospital claimed $910,544 and
TXDEM disbursed $682,908 in direct program costs under the three projects audited (see
Exhibit 1).

The OIG performed the audit under the authority of the Inspector General Act of 1978, as
amended, and according to generally accepted government auditing standards. The audit

! Federal regulations in effect at the time of the disaster defined a large project as a project costing $50,600
or more and a small project as one costing less than $50,600.



included tests of the Hospital’s accounting records, a judgmental sample of project
expenditures, and other auditing procedures considered necessary under the
circumstances.

RESULTS OF AUDIT

The Hospital did not follow federal procurement regulations to contract for $910,544 in
disaster work. As a result, FEMA had no assurance that contract costs claimed were
reasonable. Further, the Hospital’s claim included questioned costs of $22,500 ($16,875
FEMA share), consisting of unallowable markups ($7,928), unsupported contractor labor
costs ($5,594), non-disaster related costs ($4,134), unsupported contractor material costs
(83,343), overstated contractor labor costs ($1,010), and ineligible sales tax ($491). The
Hospital provided a written response to these findings (see Exhibit 2).

The OIG performed this audit at the request of the Hospital to determine the adequacy of
its record keeping early in the restoration process. During the audit, the OIG counseled
Hospital personnel at length on the provisions of the Code of Federal Regulations (CFR),
Office of Management and Budget (OMB) Circular A-122, and FEMA guidelines
regarding federal procurement procedures, record keeping requirements, and allowable
costs. Additionally, the OIG allowed the Hospital approximately 12 months to acquire
and organize source documents to support its claim.

The amount audited was less than 1 percent of the cost of work yet to be performed, and
the amount questioned was not material. However, a secondary audit objective was to
effect future cost savings by reporting actual examples of questioned costs resulting from
the Hospital’s failure to follow federal regulations and FEMA guidelines. The OIG is
confident that, if the Hospital heeds the guidance given during this audit, significant cost
savings will result from compliance with federal regulations and FEMA guidelines as the
Hospital progresses to larger projects.

Findin A: Unallowable Contract Procedures
The Hospital did not follow federal procurement regulations or FEMA guidelines in
awarding contracts totaling $910,544 for abatement and cleanup of facilities. As a result,

FEMA had no assurance that contract costs claimed were reasonable.

Federal regulations at 44 CFR 13.36 place the following requirements on federally
funded procurements:

* Require procurement transactions to be conducted in a manner providing full
and open competition unless certain conditions are m t


























