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Purpose and Audience 
 
 
This guide explains how to comply with federal grant requirements under 2 CFR Part 200 (Uniform 
Guidance) in a way that is practical for small offices, audit-ready, and aligned with rural Alaska realities.  
 

Intended Users Why This Guide Matters for You 

City Clerks Often the sole finance staff member in second class cities — responsible for all 
grant accounting 

Bookkeepers / Finance 
Officers 

Handle day-to-day grant transactions, reporting, and documentation 

City Administrators Oversee compliance and serve as the primary contact with grantors 

Mayors and Council Members Responsible for governance oversight of grant-funded programs 
 

What Happens When Compliance Fails 

Questioned costs: Auditor identifies expenditures that may not be allowable — city may be required to repay the 
grantor. 

Audit findings: Published in the audit report and visible to all current and future funders. 

Loss of future funding: Grantors review audit results before making new awards. Repeat findings jeopardize 
eligibility. 

Personal liability: In extreme cases, officials who knowingly misuse federal funds can face personal financial and 
legal consequences. 

Program disruption: Payment holds during investigation can interrupt services your community depends on. 
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Section 1: Governing Authority — The Three Rules You Must Follow 
 
 
Federal grant compliance is governed by three overlapping sets of rules. When they conflict, follow the 
most restrictive requirement. 
 

Authority What It Governs Your Obligation 

2 CFR Part 200 
(Uniform Guidance) 

All federal grants: financial management, 
internal controls, procurement, cost 
principles, reporting, and audit 
requirements 

Mandatory. Applies to every federal dollar your 
city receives — whether directly from a federal 
agency or passed through the state. 

OMB Compliance 
Supplement 

Defines what auditors must test during a 
Single Audit: allowable costs, cash 
management, procurement, reporting, 
subrecipient monitoring, and other 
compliance areas 

Mandatory for audits. Auditors use the 
Compliance Supplement as their testing 
framework. Understanding it helps you prepare 
the right documentation. 

Your Grant 
Agreement 

The specific terms of each individual grant: 
approved budget, period of performance, 
reporting schedule, special conditions 

Most important for daily operations. The grant 
agreement is the contract between your city 
and the grantor. It may impose requirements 
beyond the Uniform Guidance. 

 

! 
The Golden Rule of Federal Compliance 
When in doubt, follow the most restrictive requirement among the three authorities. If the Uniform Guidance 
allows something but your grant agreement prohibits it, the grant agreement controls. 
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Section 2: Financial Management System 
 
 

The Federal Requirement (2 CFR 200.302) 
Your financial management system must be able to track federal funds accurately, keep them separate 
from other funding sources, and provide complete records that link every expenditure to its source and 
purpose. 
 

Requirement What It Means in Practice 

Identify federal awards Your system must clearly show which funds are federal, which grant they 
belong to, and the CFDA/ALN number for each program. 

Accurate and complete 
records 

Every transaction must be recorded with the correct amount, date, account, 
and grant classification. No commingling of funds. 

Effective internal controls Controls must exist to ensure transactions are authorized, properly recorded, 
and in compliance with grant terms. 

Budget comparison You must be able to compare actual expenditures to the approved grant budget 
at any time. 

Cash management Federal cash must be drawn down only as needed and disbursed promptly. Do 
not draw funds and hold them. 

Written accounting policies Your accounting policies and procedures should be documented in writing. 
 

How to Meet This Requirement in QuickBooks 

Action QuickBooks Implementation 

Separate tracking per grant Create a unique Class (Desktop) or Category (Online) for each federal grant. 
Assign it to every transaction charged to that grant. 

Run grant-specific reports Reports > Profit & Loss by Class. Filter by the grant class to see total 
expenditures, by account, for any date range. 

Compare to budget Export the grant P&L report to Excel. Add a column for the approved budget. 
Calculate the remaining balance per line item. 

Maintain audit trail Do not delete transactions. Use void or adjusting entries instead. QuickBooks 
Audit Trail tracks all changes automatically. 

Restrict access Set up user roles and a closing date password. Only authorized staff should 
modify grant transactions. 
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Right Wrong Why It Matters 

City tracks HUD grant in a 
separate QB class; every charge 
coded to 'GRANT-HUD-2024' 

City deposits HUD funds into the general 
checking account with no class tracking 

Without separate tracking, the city 
cannot demonstrate how federal funds 
were spent — this is a material 
compliance finding 

Monthly reconciliation shows 
grant spending matches 
drawdown requests 

Grant report submitted with estimated 
numbers; never reconciled to QB 

Unreconciled reports are unreliable 
evidence — auditor will question all 
reported amounts 
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Section 3: Allowable Costs 
 
 

The Four Tests (2 CFR 200.403–405) 
Every cost charged to a federal grant must pass all four of these tests. If a cost fails any single test, it is 
unallowable. 
 

Test The Rule Plain Language What Auditors Check 

1. Necessary The cost must be needed 
for the performance or 
administration of the 
grant 

Does the grant program actually 
need this? Would the program 
work without it? 

Is there a clear link between the cost and the 
grant's purpose? 

2. Reasonable The cost must not exceed 
what a prudent person 
would pay in similar 
circumstances 

Is this a fair price? Would a 
reasonable person agree this is a 
good use of public money? 

Is the price comparable to market rates? Is 
there evidence of price comparison? 

3. Allocable The cost must benefit the 
grant program and be 
charged in proportion to 
the benefit received 

Does this cost actually help this 
specific grant? If it helps 
multiple programs, is it split 
fairly? 

Is the cost directly attributable to the grant? 
If allocated, is the method documented and 
reasonable? 

4. Consistent The same type of cost 
must be treated the same 
way across all funding 
sources 

Would you charge this same 
type of expense the same way if 
it were paid from the general 
fund? 

Are similar costs treated the same 
regardless of funding source? 

 

Costs That Are Always Unallowable (2 CFR 200.420–475) 

Unallowable Cost Why 

Entertainment and social 
events 

Federal funds cannot pay for entertainment, including meals at staff social 
events 

Alcoholic beverages Always unallowable, regardless of context 

Fines, penalties, and late fees Including IRS penalties for late payroll tax deposits charged to a grant 

Fundraising and grant-writing 
costs 

Time spent writing other grant applications cannot be charged to a current 
grant 

Lobbying and political 
activities 

No federal funds for advocacy, lobbying, or political campaign activities 

Costs before the grant start 
date 

Unless specifically authorized in writing by the grantor (pre-award costs) 

Costs after the grant end date Unless the grantor has approved a no-cost extension in writing 
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Unallowable Cost Why 

Costs exceeding the approved 
budget 

Must obtain a budget modification before overspending any line item 
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Section 4: Procurement Standards 
 
 

Federal Procurement Methods (2 CFR 200.320) 

Method Threshold What You Must Do Documentation Required 

Micro-purchase Under $10,000 Direct purchase; distribute 
equitably among vendors 

Invoice and payment record 

Small purchase $10,001–$250,000 Obtain written price quotes from 
at least 2 qualified vendors 

All quotes received + written selection 
justification + approval 

Sealed bids Over $250,000 
(construction) 

Public advertisement; sealed bid 
process; award to lowest 
responsive bidder 

Public notice + all bids + bid tabulation + award 
documentation + contract 

Competitive 
proposals 

Over $250,000 
(non-construction) 

Public RFP with evaluation 
criteria; evaluate all proposals 

RFP + all proposals + evaluation matrix + award 
documentation + contract 

Sole source Any amount Non-competitive; only when 
competition is not feasible 

Written justification + grantor approval if 
required 

 

Additional Procurement Requirements 

Requirement How to Comply 

No geographic preferences 
(200.319) 

You cannot require or prefer local vendors when using federal funds, unless 
there is a documented non-geographic basis. 

Conflict of interest (200.318) Staff and officials involved in procurement must disclose any financial interest 
in the vendors being considered. 

Debarment check (200.214) Before awarding a contract over $25,000, verify the vendor is not suspended or 
debarred at SAM.gov. 

Contract provisions (200.327) Federal contracts must include required provisions (termination, equal 
opportunity, anti-lobbying). Use the grant agreement's required contract 
language. 

No split purchasing Do not break a purchase into smaller orders to avoid competitive thresholds. 
This is a federal violation. 

 

  



 Federal Compliance Guide — 2 CFR Part 200 SNAPP • ASCF 

 

 
Arctic Slope Community Foundation | SNAPP | Page 9 of 16 

 
Section 5: Reporting Requirements 
 
 
Federal grants require both financial and performance reporting. Reports must be accurate, submitted on 
time, and reconciled to your accounting records. 
 

Report Type What It Contains Key Compliance Rule 

Financial Status 
Report (FSR) / Federal 
Financial Report (FFR) 

Cumulative grant expenditures by budget 
category; comparison to award amount 

Reported amounts must match 
QuickBooks. Reconcile before every 
submission. (2 CFR 200.328) 

Performance / 
Progress Report 

Narrative description of grant activities and 
outcomes for the reporting period 

Must address progress toward grant 
objectives. Due dates specified in grant 
agreement. (2 CFR 200.329) 

Schedule of 
Expenditures of 
Federal Awards 
(SEFA) 

Complete listing of all federal awards 
expended during the fiscal year 

Required for Single Audit. Must include 
CFDA/ALN numbers. Prepared at fiscal year-
end. (2 CFR 200.510) 

Final Federal 
Financial Report 

Cumulative total of all grant expenditures; 
submitted at grant closeout 

Due within 120 days of grant end date (or per 
grant agreement). Triggers the retention 
clock. (2 CFR 200.344) 

 

! 

The Reconciliation Rule 
The single most important compliance practice for reporting: the amounts on your grant reports must match your 
QuickBooks records exactly. Run a QB grant report before every submission and verify the totals agree. If they do 
not match, correct the discrepancy before submitting. An unreconciled report is an automatic audit flag. 
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Section 6: Internal Controls 
 
 

Federal Requirement (2 CFR 200.303) 
The Uniform Guidance requires grant recipients to establish and maintain effective internal controls over 
federal awards that provide reasonable assurance that the awards are being managed in compliance with 
all requirements. For small rural Alaska cities, this means implementing compensating controls where full 
segregation of duties is not possible. 
 

Control Area Ideal Practice Rural Alaska Adaptation 

Authorization Separate approver from processor Mayor approves all grant expenditures before 
payment is made 

Recording Separate recorder from custodian Finance staff records in QB; mayor reviews 
monthly grant reports 

Reconciliation Independent reconciliation Mayor reviews and initials bank 
reconciliations monthly 

Reporting oversight Independent review of reports Mayor signs all FSRs and drawdown requests 
before submission 

Access controls Restricted system access QB closing date password held by mayor; 
user roles configured 

Monitoring Ongoing oversight by management Council receives grant status report at each 
meeting 

 

Minimum Acceptable Controls for Small Cities 

Mayor reviews and signs bank reconciliations monthly. 

Mayor reviews and signs payroll summary each pay period. 
Mayor reviews and signs all grant drawdown requests and FSRs before submission. 

Council reviews financial report (including grant status) at every regular meeting — documented in minutes. 

All grant expenditures supported by original invoices filed in the grant folder. 

QuickBooks closing date set after audit; password held by mayor. 
These compensating controls satisfy federal requirements when documented consistently. 
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Section 7: Recordkeeping and Retention 
 
 

Retention Requirements (2 CFR 200.334) 

Rule Detail 

Minimum retention period 3 years from the date the final Federal Financial Report (FFR) is submitted to 
the grantor. 

If audit is pending Records must be retained until the audit is complete and all findings are 
resolved — even if the 3-year period has expired. 

If litigation or claim is pending Records must be retained until the matter is fully resolved. 

Equipment records Records for equipment purchased with federal funds must be retained for 3 
years after final disposition of the equipment. 

Indirect cost rate proposals If your city has a negotiated indirect cost rate, supporting records must be 
retained for 3 years after submission of the rate proposal. 

 

What Must Be Retained for Each Grant 

✓ Grant Records to Retain 

□ Signed grant agreement and all amendments 

□ Approved grant budget and any budget modification approvals 

□ All drawdown / reimbursement requests with supporting invoices 

□ All Financial Status Reports (FSRs) as submitted 

□ All performance / progress reports as submitted 

□ Vendor invoices and receipts for every grant expenditure 

□ Procurement documentation (quotes, bids, selection rationale, contracts) 

□ Payroll records and timesheets for staff time charged to the grant 

□ Match / cost share documentation 

□ All grantor correspondence (emails, letters, approval notifications) 

□ QuickBooks grant expenditure reports (by class/category) 

□ Closeout documentation (final reports, certifications, closeout letter) 
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Section 8: Single Audit Requirements 
 
 

When a Single Audit Is Required (2 CFR 200.501) 
If your municipality expends $1,000,000 or more in federal awards during a single fiscal year, a Single Audit 
is required. This threshold applies to all federal funds combined — not per grant. 
 

Single Audit Key Facts 

Threshold: $1,000,000 in federal expenditures in a single fiscal year (updated from $750,000 effective October 
2024). 
The Single Audit is performed in addition to your regular financial statement audit. 

The auditor selects major programs based on risk and dollar amount, then tests compliance in 12 areas defined 
by the OMB Compliance Supplement. 

Results are reported to the Federal Audit Clearinghouse (FAC) and are publicly accessible. 

Findings in a Single Audit can trigger grantor review, payment holds, or enhanced monitoring requirements. 

Even below the $1,000,000 threshold, all federal expenditures must be fully documented and compliant. 
 

What Auditors Test in a Single Audit 

Compliance Area What the Auditor Examines 

Allowable costs Are all costs charged to the grant permitted, necessary, reasonable, and 
allocable? 

Cash management Are federal funds drawn only as needed and disbursed promptly? 

Eligibility Are program beneficiaries eligible under the grant terms? 

Matching / cost share Is the required match documented and met? 

Period of performance Were all costs incurred within the grant period? 

Procurement Were competitive procurement standards followed and documented? 

Reporting Do submitted reports match accounting records? 

Subrecipient monitoring If your city passes funds to others, is there adequate oversight? 

Special tests (program-
specific) 

Requirements unique to specific federal programs 
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Section 9: Step-by-Step Federal Compliance Process 
 
 
Follow this process for every federal grant from the day of award through closeout. 
 

Step Action 

1. Read the grant agreement Before spending any funds, read the entire grant agreement. Identify the 
budget, period of performance, reporting requirements, match requirements, 
and any special conditions. File the signed agreement. 

2. Set up tracking in 
QuickBooks 

Create a separate class or category for the grant. Enter the approved budget if 
your QB version supports it. Test by running a grant report to confirm the class 
filters correctly. 

3. Approve before spending Before any cost is charged to the grant, confirm it is: (a) in the approved budget, 
(b) within the grant period, (c) allowable under federal cost principles, and (d) 
reasonable in amount. Document the approval. 

4. Document everything For every grant expenditure, retain the original vendor invoice, proof of 
payment, and evidence that the goods or services were received. File in the 
grant folder. 

5. Follow procurement rules For purchases above the micro-purchase threshold, follow the competitive 
procurement process and document every step. Use the Procurement 
Checklist. 

6. Reconcile monthly Run a QuickBooks grant report monthly. Compare cumulative spending to the 
award amount and approved budget. Investigate any discrepancies 
immediately. 

7. Prepare and reconcile 
reports 

Before submitting any FSR or drawdown, reconcile the reported amounts to 
QuickBooks. The numbers must match. Mayor signs before submission. 

8. Maintain the audit file Keep the grant file organized and current throughout the grant period. Do not 
wait for year-end or audit to assemble documentation. 

9. Close out properly At grant end: submit final reports within 120 days, return unexpended funds, 
complete all certifications, and obtain closeout confirmation from the grantor. 

10. Retain records Keep all grant records for a minimum of 3 years after the final FFR is accepted 
by the grantor. Longer if audit or litigation is pending. 
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Section 10: Common Audit Findings and Red Flags 
 
 

Finding Root Cause Consequence Prevention 

Unallowable costs 
charged to grant 

Misunderstanding of cost 
principles; no pre-approval 
review 

Questioned costs; required 
repayment to grantor 

Review the four allowability tests 
before every grant charge 

Procurement 
documentation missing 

No quotes obtained; no 
selection rationale 
documented 

Questioned costs; potential 
suspension from future grants 

Use the Procurement Checklist 
for every purchase above 
threshold 

Grant records 
incomplete or 
disorganized 

No filing system; 
documentation assembled 
after the fact 

Auditor cannot verify 
compliance; all charges 
potentially questioned 

Build the grant file at award; file 
documents at time of transaction 

Weak internal controls 
over federal funds 

Small staff; no 
compensating controls 
documented 

Material weakness finding; 
enhanced monitoring by grantor 

Implement minimum 
compensating controls (Section 
6); document consistently 

Reports not reconciled 
to accounting records 

Estimated numbers used; 
no QB reconciliation before 
submission 

Inaccurate reporting finding; 
grantor questions all reported 
amounts 

Reconcile every report to 
QuickBooks before submission 

Costs outside the 
period of performance 

Pre-award or post-period 
charges without written 
grantor approval 

Questioned costs; required 
repayment 

Track period dates; flag charges 
near start/end dates for review 

 

Red Flags That Signal Compliance Problems 

✓ Federal Compliance Red Flags 

□ No separate tracking of federal funds in the accounting system 

□ Missing vendor invoices for grant-charged expenditures 

□ No procurement documentation for purchases above $10,000 

□ Grant reports not signed by an authorized official before submission 

□ Reported amounts do not match QuickBooks records 

□ No evidence of governing body oversight of grant programs 

□ Grant files assembled after the auditor requests them (rather than maintained throughout) 

□ Same finding appearing in consecutive audit reports (repeat finding) 
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Glossary of Federal Compliance Terms 
 
 

Term Definition 

2 CFR Part 200 (Uniform 
Guidance) 

The federal regulation governing all aspects of federal grant administration, 
including financial management, cost principles, procurement, and audit 
requirements. 

Allowable Cost A cost that is permitted under the grant agreement and federal cost principles 
— necessary, reasonable, allocable, and consistently treated. 

Allocable A cost that benefits a specific grant program and is charged in proportion to the 
benefit received. 

CFDA / ALN Number Catalog of Federal Domestic Assistance number (now called Assistance Listing 
Number) — the unique identifier for each federal program. 

Compliance Supplement The OMB publication that defines what auditors must test during a Single Audit. 

Drawdown A request for payment (reimbursement) submitted to the grantor for grant 
expenditures already incurred. 

Federal Financial Report (FFR) The standard federal financial report (SF-425) used to report grant expenditures 
to the grantor. 

Pass-through funds Federal funds received by your city through a state agency rather than directly 
from the federal government. 

Period of performance The start and end dates during which grant funds may be obligated and 
expended. 

Questioned costs Grant expenditures the auditor believes may be unallowable, unsupported, or 
noncompliant. 

SAM.gov System for Award Management — the federal database for checking vendor 
debarment and suspension status. 

SEFA Schedule of Expenditures of Federal Awards — required for Single Audit. 

Single Audit A specific type of audit required when a municipality expends $1,000,000 or 
more in federal awards in a fiscal year. 

Sole source A non-competitive procurement allowed only when competition is not feasible. 

Subrecipient An entity that receives federal funds from your city to carry out part of a federal 
program. 
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Disclaimer 
 
 
This guide is published by the Arctic Slope Community Foundation as part of the Success for Nonprofit 
Audit Preparation Program (SNAPP) Modified Virtual Support Program. It provides plain-language 
operational guidance for compliance with 2 CFR Part 200 (Uniform Guidance). 
 
SNAPP provides advisory and technical assistance only. This document does not constitute legal, 
accounting, or compliance advice. Federal regulations are subject to change. Participating municipalities 
remain solely responsible for compliance with all applicable federal, state, and local requirements. Always 
verify current regulations and consult with your auditor, grantor agency, or legal counsel for specific 
compliance questions. 
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