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Demystifying 
Compliance  
in Federal Grants 
Management

E
ach year, local and state 
governments rely heavily 
on federal grants to fund a 
multitude of programs and 
initiatives that benefit our 
communities. As reported 
by the National Association 
of State Budget Officers 
(NASBO), in 2023, federal 
grants constituted 25.3 

percent of state spending, totaling 
$1.04 trillion. But with every grant 
comes a set of compliance obligations 
that grantees must fulfill. This article 
will help you navigate and understand 
the complexities of these compliance 
requirements and offer insights into 
efficient management of federal grants.

Compliance, within the context of 
federal grants, refers to the adherence 
to rules, regulations, and guidelines 
as outlined by the federal govern-
ment. These standards cover a wide 
range of areas including financial 
management, procurement proce-
dures, reporting requirements, and 
performance outcomes. Compliance 
is critical for several reasons:

	 Ensures accountability. 
Compliance mechanisms are 
designed to ensure that grant funds 
are used appropriately and for their 
intended purposes. They help in 
maintaining public trust by demon-
strating that taxpayer money is 
being spent wisely and efficiently.

	 Minimizes risk. Adhering to compli-
ance requirements helps in identify-
ing and mitigating risks associated 
with financial management and 
operational processes. This proactive 
approach can prevent fraud, waste, 
abuse, and mismanagement of 
funds.

	 Facilitates effective use of funds. 
Compliance includes adhering to 
performance metrics and program 
objectives, ensuring that grant funds 
achieve their intended outcomes. 
This results in the effective use of 
funds to maximally benefit target 
populations or objectives.

	 Qualifies for future funding. A 
strong track record of compliance can 
positively influence future funding 
decisions. Entities that manage their 
grants effectively and comply with 
federal regulations are more likely 
to be viewed as reliable and capable 
stewards of public funds, enhancing 
their eligibility for future grants.

	 Legal and financial implications. 
Non-compliance can result in legal 
penalties, financial repayments, 
or the loss of current and future 
funding. It underscores the impor-
tance of stringent adherence to all 
regulatory requirements to avoid 
such contingencies.

In essence, compliance is not merely 
a bureaucratic requirement; it is a 
cornerstone of effective and responsi-
ble grant management. It ensures that 
federal grants support their intended 
goals, maintains the integrity of public 
expenditure, and fosters a transparent 
and accountable public funding 
environment.

BY ROBERT HOGAN

©
2

0
2

4
 M

IC
H

A
E

L 
A

U
S

T
IN

 C
/O

 T
H

E
IS

P
O

T
.C

O
M

 



50    DECEMBER 2024   |   GOVERNMENT FINANCE REVIEW

The regulatory framework governing 
federal grants is designed to ensure that 
funds are used effectively, efficiently, 
and in compliance with federal laws 
and regulations. A pivotal component 
of this framework is the Code of Federal 
Regulations (CFR), specifically 2 
CFR Part 200, which is the Uniform 
Administrative Requirements, Cost 
Principles, and Audit Requirements 
for Federal Awards—more commonly 
referred to as the uniform guidance. 
The uniform guidance consolidates 
and streamlines the guidelines from 
previous U.S. Office of Management 
and Budget circulars, establishing a 
set of norms for financial management, 
procurement, and audit requirements 
for entities receiving federal grants.

Another important element within 
this framework is the specific guidance 
provided by granting agencies, which 
tailor regulations and requirements 
to the unique needs and objectives 
of their programs. Regulations might 
cover a wide array of compliance areas 
including but not limited to financial 

reporting, procurement procedures, 
eligibility requirements, and per-
formance measurements, ensuring 
that the funds are used as intended to 
achieve program goals.

In addition, the Federal Register 
serves as a key resource for updates and 
changes to grant-related regulations 
and policies, such as new guidance 
for grants and agreements, which 
stakeholders must stay informed about 
to maintain compliance.

This regulatory framework is crucial 
for maintaining the integrity and 
efficiency of federal grant programs, 
ensuring that taxpayer funds are used 
responsibly and effectively to achieve 
their intended outcomes. The five main 
areas of focus are financial manage-
ment, internal controls, cost principles, 
procurement, and audit requirements.

Financial management

Financial management compliance 
pertains to the accurate and timely  
management of funds.  

This may encompass:

	 Keeping detailed, organized, and 
accurate financial records.

	 Implementing procedures for tracking, 
reconciling, and auditing transactions.

	 Establishing budget controls to prevent 
overspending or misallocation of funds.

	 Submitting timely and accurate 
financial reports.

Internal controls

Internal controls are processes and 
procedures that ensure the integrity of 
financial and accounting information, 
promote accountability, and prevent 
fraud. These may include:

	 Segregation of duties to avoid conflicts 
of interest.

	 Documented procedures for financial 
transactions.

	 Regular reconciliation of assets with 
accounting records.

	 Review and approval processes for 
transactions and activities.

UNDERSTANDING THE COMPLIANCE LANDSCAPE
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States and local governments face a myriad of challenges in complying with federal 
grants requirements, often due to the complexity and breadth of regulations. 

Cost principles

Cost principles refer to the types of 
costs that can be paid for with federal 
grant funds. These principles are 
derived from federal regulations and 
may include considerations like:

	 Whether a cost is reasonable (does 
not exceed what a prudent person 
would incur in the situation).

	 Whether a cost is allocable (can be 
associated with the grant activities).

	 Whether specific costs are allowable 
(some costs may be explicitly 
not allowable under certain 
circumstances).

Procurement

Procurement compliance refers to the 
regulations governing the purchase of 
goods and services with federal grant 
funds. This can involve:

	 Following competitive bidding 
procedures.

	 Avoiding potential conflicts of 
interest.

	 Keeping detailed records of procure-
ment processes.

Audit requirements

Audit requirements dictate how and 
when an organization's use of federal 
grant money is examinable. These 
requirements may include:

	 Regular audits to ensure compli-
ance with financial management, 
internal control, cost principle, and 
procurement standards.

	 Prompt resolution of audit findings 
(discrepancies and violations 
identified during an audit).

	 Adherence to Single Audit Act (for 
entities that expend $750,000 or 
more of federal funds in a year).

States and local governments face a 
myriad of challenges in complying 
with federal grants requirements, 
often due to the complexity and 
breadth of regulations. Understanding 
these challenges and exploring 
potential solutions can enhance the 
effectiveness and efficiency of grant 
management.

Common issues

	 Complex regulations. The complex-
ity of federal regulations can be over-
whelming, particularly for smaller 
agencies with limited resources.

	 Lack of training. Staff members may 
not be adequately trained in federal 
grant management, leading to 
noncompliance caused by misun-
derstanding or lack of knowledge.

	 Inadequate systems. Outdated or 
inadequate systems for financial 
management, tracking, and 
reporting can impair compliance 
and efficiency.

	 Financial constraints. Limited 
budgets may constrain the ability 
of state and local governments to 
hire experienced professionals or 
improve systems for better grant 
management.

	 Changing guidelines. Federal 
rules and regulations can change, 
requiring ongoing adaptation and 
flexibility from recipients.

	 Audit preparedness. States and 
local governments might struggle 
with preparing for audits, especially 
if documentation and internal 
control procedures are not robust.

Solutions

	 Invest in training. Conduct regular 
training sessions for staff on federal 
grant management to ensure that they 
understand current regulations and 
requirements.

	 Leverage technology. Implement or 
upgrade grant management software 
that helps in tracking performance, 
financials, and reports, ensuring com-
pliance with federal requirements.

	 Strengthen internal controls. Develop 
and regularly update internal controls 
and procedures to prevent fraud, 
waste, and abuse of grant funds.

	 Establish a compliance team: Create 
a dedicated team or assign individuals 
responsible for maintaining compli-
ance, staying informed on regulatory 
changes, and acting as a liaison 
between the grantor and the agency.

	 Seek external expertise: For complex 
grants or when transitioning to new 
systems, consider hiring external 
consultants to provide expertise and 
assist in ensuring compliance.

	 Implement a robust audit preparation 
strategy. Regularly review and update 
documentation practices, ensuring 
that all transactions are clearly 
documented, and that the entity is 
always audit-ready.

	 Collaborative networks. Engage in 
networks or consortia of state and local 
governments to share best practices, 
training resources, and advice on 
managing federal grants effectively.

By addressing these common issues 
with targeted solutions, state and local 

COMMON COMPLIANCE CHALLENGES AND SOLUTIONS
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governments can significantly improve 
their compliance with federal grant 
requirements, enhancing their ability to 
effectively manage and use grant funds 
to achieve intended outcomes.
Leveraging technology for compliance

Technology and software play a 
pivotal role in addressing and simplify-
ing compliance requirements for grants. 
With the increasing complexity of 
regulations and the need for meticulous 
accuracy in reporting and management, 
technology offers substantial benefits.

Technology facilitates the collection 
and analysis of data to inform future 
funding decisions and evaluate the 
success of programs. This capability 
is essential for ensuring compliance 
with targeted outcomes and mandates 
set by grantors. The evolution of 
digital software in grant management, 
equipped with robust automation capa-
bilities, streamlines processes that were 

traditionally manual. This includes 
everything from application process-
ing to financial reporting, thereby 
enhancing efficiency and compliance. 
Data management tools, integral to 
modern software solutions, aid govern-
ments in meeting evolving reporting 
and compliance requirements.

Automated systems are particularly 
effective in ensuring adherence to 
complex regulations and requirements. 
Technology can deploy automated 
reminders and alerts to keep track of 
crucial deadlines, reporting require-
ments, and other compliance-related 
tasks, reducing the risk of oversights 
or errors. Adopting technology in grant 
management can significantly enhance 
efficiency, allowing for a more effective 
use of resources. This not only helps in 
meeting compliance requirements but 
also reduces operational costs, making 
it possible to allocate more funds 

Did you know that 
GFOA members 
enjoy free access to 
our online Member 
Community?
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Accve government members can log in with their GFOA username and password.

directly to the programmatic aspects of 
the grant. 

Beyond mere compliance and effi-
ciency, technology serves as a transfor-
mative tool. It can support the overall 
improvement of grant management 
practices, making them more effective 
and better aligned with strategic goals. 
This includes facilitating communica-
tion among stakeholders, improving 
transparency with grantors, and 
enhancing the decision making process 
by providing access to real-time data.

Technology offers a multifaceted 
approach to simplifying and ensuring 
grant compliance. By automating 
tasks, facilitating data management, 
and enhancing operational efficiency, 
technology helps states and local 
governments navigate the complex 
landscape of federal grant requirements 
with greater ease and accuracy. Selecting 
the right grants management software 
requires a thorough assessment of your 
organization’s needs, comprehensive 
research, and careful consideration of 
these factors to ensure that the chosen 
solution maximizes efficiency, ensures 
compliance, and offers a good return on 
investment.

CONCLUSION
Understanding and adhering to com-
pliance requirements in federal grants 
management is a complex undertaking, 
but it is crucial. By investing time and 
resources into a good understanding 
of your responsibilities, you can 
manage grants more efficiently, meet 
your program objectives effectively, 
and be good stewards of public funds. 
Continuous learning and collaboration 
through leveraging resources, attending 
workshops, and participating in relevant 
forums will not only help meet compli-
ance expectations but also contribute to 
the overall success of your organization. 
With knowledge and compliance on your 
side, you can confidently secure and 
manage federal grants, improving the 
lives of those you serve. 

Robert Hogan is the Director of Integrated 
Grants Solutions at Disaster Recovery Services.

Technology and software play a pivotal role in addressing 
and simplifying compliance requirements for grants. 
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