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[bookmark: _Toc226100417]PURPOSE AND SCOPE
Purpose: To ensure consistent classification and documentation of personal and service-related costs under the Community Development Block Grant – Disaster Recovery (CDBG-DR) program in accordance with HUD guidance, Federal Register Notices, and 2 CFR Part 200.
Scope: This policy applies to all personal and service-related costs incurred by DHSEM and its subrecipients, including employee time, contractor services, and consultant activities (e.g., engineering, audit, and grant administration) funded by CDBG-DR. 
This policy addresses cost classification and documentation requirements for labor and service costs funded by CDBG‑DR. Where construction activities are subject to the Davis‑Bacon and Related Acts (DBRA), labor standards compliance, including prevailing wage requirements, labor classifications, and certified payroll reporting, shall be governed by applicable federal labor regulations and the Program’s Davis‑Bacon and Related Acts Policy.

[bookmark: _Toc226100418] BACKGROUND
Following the federally declared 2024 disasters—DR-4795 (South Fork Fire, Salt Fire, and subsequent flooding) and DR-4843 (severe storms and flooding in Chaves County)—the U.S. Department of Housing and Urban Development (HUD) allocated $137,178,000 in CDBG-DR funding to the State of New Mexico. The New Mexico Department of Homeland Security and Emergency Management (DHSEM) was designated as the lead agency responsible for the administration of this funding. As such, DHSEM is required to ensure consistent documentation and classification of personal and service-related costs under the CDBG-DR program in accordance with HUD guidance, Federal Register Notices, and 2 CFR Part 200.
[bookmark: _Toc226100419]POLICY STATEMENT
This policy ensures consistent classification and documentation of personal and service-related costs under the Community Development Block Grant – Disaster Recovery (CDBG-DR) program in accordance with HUD guidance, Federal Register Notices, and 2 CFR Part 200.
[bookmark: _Toc226100420]DEFINITIONS
	Term
	Definition

	Activity Delivery Costs (ADCs)/Project Delivery Costs (PD)
	Allowable costs incurred for implementing and carrying out eligible CDBG-DR activities. All ADCs must be allocable to a CDBG-DR activity. ADCs include direct costs integral to the delivery of the final CDBG-DR assisted activity. NOTE: HUD program representatives and monitoring staff may use the terms "Activity Delivery Costs" and "Project Delivery" interchangeably.

	Davis Bacon and Related Acts (DBRA)
	Federal labor laws requiring payment of prevailing wages and fringe benefits to laborers and mechanics employed on federally assisted construction projects exceeding applicable thresholds.

	Disaster Recovery Grant Reporting System (DRGR)
	An online platform for HUD grantees to manage funds, track performance, and report on disaster recovery projects for programs like CDBG-DR, handling everything from budgets to activity progress.

	Labor Classification (DBRA)
	The specific trade or occupational classification assigned to a worker performing construction work subject to DBRA wage determinations (e.g., laborer, electrician, operator), distinct from cost classifications such as PAC, ADC, or Project Costs.

	Program Administration Cost (PACs)
	Reasonable general costs (including carrying charges) of grant management that do not include staff and overhead costs directly related to carrying out other CDBG-DR eligible activities, since those costs are eligible as part of such activities.

	
	

	Planning Costs
	Costs of data gathering, studies, analysis, and preparation of plans and the identification of actions that will implement such plans. 

	Project Costs
	Costs that provide direct benefits to CDBG-DR beneficiaries.

	Direct Personal and service-related costs

	Personal and service-related costs that can be specifically identified with and directly assigned to a particular CDBG-DR activity, project, or cost objective.

	Indirect Costs
	Personal and service-related costs incurred for common or joint objectives that cannot be readily identified with a specific activity without a cost allocation methodology, in accordance with 2 CFR 200.414.

	Time and Effort Documentation
	Time and effort documentation refers to after-the-fact time distribution records that reflect the actual work performed, account for total compensated activity, and support the allocation of personal and service-related costs in accordance with 2 CFR 200.430.


[bookmark: _Toc210662593][bookmark: _Toc226100421][bookmark: _Toc210662594]SCOPE OF WORK AND EVALUATION CRITERIA
[bookmark: _Toc226100422]Cost Classifications for DHSEM Staff
Personal and service-related costs must be classified into one of the following HUD-defined categories described below.
[bookmark: _Toc226100423]1. Program Administration Costs (PACs)
General oversight and management of the CDBG-DR grant.
Examples:
· Monitoring and compliance.
· Financial management and DRGR reporting.
· Legal, HR, IT, and audit support.
· Leased office space for general operations.
· Contracted grant administration services (e.g., policy development, reporting, administrative support).
Cap: 5% of the total grant (program income is subject to the same limitation).
[bookmark: _Toc226100424]2. Planning Costs
Development of plans and strategies related to disaster recovery.
Examples:
· Action Plan development.
· Housing, land use, or economic development plans.
· Feasibility and mitigation studies.
· Professional planning consultant contracts.
Cap: Typically, 15% (combined with PACs may not exceed 20% for older grants).
[bookmark: _Toc226100425]3. Activity Delivery Costs (ADCs) / Project Delivery Costs (PD)
Implementation of specific CDBG-DR activities.
Examples:
· Environmental reviews, engineers, surveyors, or construction managers for project-level activities.
· Intake and eligibility screening.
· Marketing and outreach for a specific program.
· Duplication of benefits analysis.
[bookmark: _Toc226100426]4. Project Costs
Direct benefits to CDBG-DR beneficiaries.
Examples:
· Construction labor.
· Direct service delivery.
· Grants or loans to homeowners or businesses.
Costs that do not meet DHSEM documentation or classification standards will not be submitted to HUD for reimbursement until corrected.
[bookmark: _Toc226100427]Cost Classifications for Contractors and Consultants
To ensure accurate classification of invoices submitted by consultants and contractors under the CDBG-DR program, it is essential that each invoice clearly identifies the nature of the work performed and ties it to a specific cost classification—such as Program Administration Costs (PACs), Planning Costs, Activity Delivery Costs (ADCs), or Project Costs. This clarity allows DHSEM to efficiently track expenditures, verify eligibility, and facilitate timely drawdowns from HUD. Invoices should include detailed descriptions, time allocations, and supporting documentation that align with HUD’s cost principles, enabling the state to maintain compliance and streamline financial reporting. Invoices that do not meet minimum documentation standards will be rejected or returned for correction prior to payment. 
Therefore, contractors should ensure that invoices clearly state services performed that tie to the below cost classifications. 
[bookmark: _Toc226100428]1. Program Administration Costs (PACs)
Support for oversight and management of the CDBG-DR grant.
Examples:
· Monitoring and compliance services
· Financial management or DRGR reporting services
· Legal, IT, and audit support services
· Contractor leased office space (e.g., intake centers) 
· Contracted grant administration services (e.g., policy development, reporting, administrative support).
[bookmark: _Toc226100429]2. Planning Costs
Development or support of plans and strategies related to disaster recovery.
Examples:
· Action Plan development.
· Housing, land use, or economic development plans.
· Feasibility and mitigation studies.
· Professional planning consultant contracts.
[bookmark: _Toc226100430]3. Activity Delivery Costs (ADCs) / Project Delivery Costs (PD)
Implementation of specific CDBG-DR activities.
Examples:
· Environmental reviews, engineers, surveyors or construction managers for project-level activities.
· Intake and eligibility screening.
· Marketing and outreach for a specific program.
· Duplication of benefits analysis.
[bookmark: _Toc226100431]4. Project Costs
Direct benefits to CDBG-DR beneficiaries.
Examples:
· Construction labor.
· Direct service delivery.
· Grants or loans to homeowners or businesses.
[bookmark: _Toc226100432]5. Classification Methodology for Contractors and Consultants
All contractor and consultant time invoiced to DHSEM must only be for hours that were in support of the CDBG-DR program and must be properly classified. Labor costs may be allocated across cost categories based on benefits received, only when supported by Time & Effort records that reflect the actual work performed, in accordance with 2 CFR 200.430. .
[bookmark: _Toc226100433]Cost Classifications for Subrecipients
A subrecipient in a CDBG-DR program is a public or nonprofit entity that receives grant funds from a grantee (typically a state or local government) to carry out eligible activities. These activities include critical infrastructure damaged by disasters.
Subrecipients may charge personal and service-related costs for staff who perform administrative functions related to the CDBG-DR grant. These include:
· Grant management and oversight.
· Preparing reports and budgets.
· Monitoring sub-awardees or contractors.
· Compliance and audit preparation.
· Procurement and contract administration.
· Environmental review coordination.
Staff Positions Commonly Included:
· Program managers.
· Grant administrators.
· Financial analysts.
· Compliance officers.
· Procurement specialists.
· Legal and audit support (if internal).
Subrecipient reimbursements that do not meet minimum documentation standards will be rejected or returned for correction prior to payment.
[bookmark: _Toc226100434]Cost Classification Review and Approval
All personnel and service-related costs must undergo a review and approval process prior to payment or reimbursement to ensure proper classification and compliance with program requirements.
[bookmark: _Toc226100435]1. DHSEM (review and approval authority):
Performs QA/QC checks and validation of submitted documentation prior to payment and DRGR drawdown. This includes:
· Confirming cost classification is appropriate and consistent with program activities 
· Validating alignment between timesheets, invoices, and reported activities 
· Determining whether costs meet allowability, allocability, and reasonableness standards under 2 CFR 200
Where labor costs relate to construction activities potentially subject to Davis‑Bacon and Related Acts, DHSEM shall ensure that:
· The activity has been assessed for DBRA applicability;
· Labor costs classified as Project Costs are supported by DBRA‑compliant documentation, including certified payrolls where required; and
· Cost classification approval does not occur unless labor documentation satisfies both 2 CFR Part 200 requirements and applicable federal labor standards.
Cost approval under this policy does not constitute labor standards approval and shall not supersede DBRA compliance determinations.
[bookmark: _Toc226100436]2. Contractors, consultants, and subrecipients (pre-submission responsibility):
Must perform internal QA/QC checks to ensure that labor charges are:
· Supported by time and effort documentation 
· Properly classified (PAC, Planning, ADC/PD, Project Costs) 
Aligned with the actual work performed.
[bookmark: _Toc226100437]Timekeeping and Time & Effort Documentation Requirements
All personnel and service-related costs charged to the CDBG-DR program must be supported by time and effort documentation that accurately reflects the work performed.
[bookmark: _Toc226100438]1. Minimum Requirements
Time and effort records must:
· Reflect the after-the-fact distribution of actual work performed 
· Account for 100% of compensated time (not just time charged to the program) 
· Be prepared at least monthly and align with one or more pay periods 
· Be signed or certified by the employee and supervisor 
· Identify the specific activities or cost objectives performed (e.g., PAC, Planning, ADC/PD, Project Costs) 
· Support cost allocation in accordance with 2 CFR 200.430 
Budget estimates or planned allocations alone are not sufficient to support charges to the grant.
[bookmark: _Toc226100439]2. DHSEM Staff
DHSEM staff must ensure that:
· Time is recorded accurately and aligned with assigned activities 
· Labor charges are supported prior to inclusion in DRGR reporting and drawdown requests 
· Documentation meets program standards before costs are submitted for reimbursement
[bookmark: _Toc226100440]Contractors and Consultants
Contractors and consultants must maintain documentation to support labor charges included in invoices. Documentation must:
· Reflect actual hours worked on CDBG-DR activities 
· Align with the services billed and cost classifications applied 
· Be available for review upon request 
[bookmark: _Toc226100441]3. Subrecipients
Subrecipients must maintain timekeeping and payroll records that:
· Support labor charges to the program 
· Align with reported activities and cost classifications 
· Are consistent with federal requirements under 2 CFR 200
4. Distinction Between Administrative Timekeeping and DBRA Payroll
The timekeeping requirements in this section apply to administrative, planning, and activity delivery labor costs subject to 2 CFR §200.430.
Construction labor subject to Davis‑Bacon and Related Acts shall not be documented through standard time‑and‑effort reports and must instead be supported by certified payrolls, labor classifications, and wage determinations in accordance with federal labor standards and the Program’s DBRA Policy.

[bookmark: _Toc226100442]ROLES AND RESPONSIBILITIES
	[bookmark: _Hlk210814742][bookmark: _Hlk211430799]Stakeholder
	Roles & Responsibilities

	DHSEM
	Accurately code personal and service-related costs of all employees. Bill all CDBG-DR costs accurately in DRGR. Monitor staff, contractors, consultants, and subrecipients for accurate labor cost coding and billing.

	Contractors and Consultants
	Accurately code personal and service-related costs of all employees. Provide accurate and timely billing documentation to DHSEM.

	Subrecipients
	Accurately code personal and service-related costs of all employees. Provide accurate and timely billing documentation to DHSEM.


[bookmark: _Toc210662595]Responsibility for cost classification and labor documentation is shared among all parties, with primary responsibility resting with the entity incurring the cost. DHSEM’s oversight responsibility includes the review, validation, and enforcement of program requirements.
· Contractors, consultants, and subrecipients (primary responsibility) are responsible for preparing accurate timesheets, invoices, and cost classifications, and for performing internal QA/QC reviews prior to submission to DHSEM. This includes ensuring that all labor charges are supported by appropriate time-and-effort documentation and align with the actual work performed. 
· DHSEM (oversight responsibility) is responsible for performing QA/QC checks and validation of submitted documentation prior to payment. This includes reviewing alignment between timesheets, invoices, and reported activities, and ensuring costs are allowable, allocable, and properly classified. 
· DHSEM will conduct periodic monitoring to determine compliance with cost classification and documentation requirements. 
· DHSEM is responsible for enforcing documentation standards. Submissions that do not meet the minimum requirements may be rejected or returned for correction before payment or reimbursement. 
· All parties are responsible for maintaining records supporting personal and service-related costs.
[bookmark: _Toc226100443]COMPLIANCE & ENFORCEMENT
1. [bookmark: _Toc226100444]Cost Principles (2 CFR 200 Subpart E)
All personal and service-related costs must be:
· Necessary: Address unmet needs from the qualifying disaster.
· Reasonable: Reflect market rates and prudent decision-making.
· Allowable: Comply with CDBG-DR and federal cost rules.
· Allocable: Assigned to the correct activity using a documented methodology.
[bookmark: _Toc226100445]Monitoring and Compliance
Financial management will:
· Review contractor and consultant invoices to ensure proper classification and compliance with federal requirements
· Require corrective actions for misclassification or insufficient documentation.
· Disallow costs that do not meet federal standards.
In addition to financial and documentation monitoring, DHSEM shall verify coordination with labor standards compliance processes where construction activities are involved.
Monitoring activities shall include confirmation that:
· Labor costs classified as Project Costs align with DBRA applicability determinations;
· DBRA‑required documentation (including certified payrolls and labor classifications) is maintained and available; and
· Identified labor compliance issues are referred to the labor standards enforcement process prior to payment approval.
Findings related to labor standards noncompliance may result in payment withholding, cost disallowance, or escalation under the Program’s Davis‑Bacon and Related Acts enforcement procedures.
Costs associated with construction labor that fail to comply with Davis‑Bacon and Related Acts requirements—including misclassification, underpayment, or unsupported payroll documentation—are subject to disallowance, restitution, withholding of funds, and other remedies in accordance with federal labor standards and program policy.
Repeated or material violations may result in additional enforcement actions, including suspension of payments or termination of contractual agreements.

[bookmark: _Toc210662596][bookmark: _Toc226100446]CONFLICTS OF INTEREST AND MODIFICATIONS
[bookmark: _Toc210662597]To maintain the highest standards of integrity, all stakeholders, including DHSEM staff, subrecipients, contractors, and partners, must adhere to strict conflict of interest guidelines. Individuals involved in the decision-making or procurement processes must disclose any personal or financial interests that might influence their objectivity in fulfilling fair housing objectives. This requirement is crucial to ensuring that all actions taken under the CDBG-DR Cost Classification and Documentation Policy are impartial and align with the principles of fairness and equity. Regular training will reinforce these standards and help identify and address potential conflicts proactively. 
The CDBG-DR Cost Classification and DocumentationPolicy is subject to continuous evaluation and refinement to adapt to changing legal requirements and community needs. Annual reviews, based on comprehensive feedback from stakeholders and affected communities, facilitate necessary modifications to enhance policy effectiveness. Modifications are implemented in a structured manner, ensuring alignment with both federal mandates and local objectives. All changes are documented, disseminated across all levels of involvement, and incorporated into subsequent training sessions, preserving the policy’s integrity and responsiveness to emerging challenges.
[bookmark: _Toc226100447]DOCUMENTATION & RECORDKEEPING
1. [bookmark: _Toc226100448]DHSEM Staff
All personal and service-related costs must be:
· Clearly documented and tied to a CDBG-DR eligible activity.
· Supported by appropriate records and attribution methods.
	Cost Type
	Documentation Examples

	PACs
	· Employee timesheets showing hours spent on grant management
· Invoices for legal/accounting services
· Contractor invoices – detailed with hours and time description
· Lease agreements for office space
· DRGR system activity logs
· Internal audit reports
· Development of policies and procedures

	Planning Costs
	· Consultant contracts for feasibility studies
· Meeting minutes and agendas for planning sessions
· Drafts and final versions of Action Plans
· GIS maps and data analysis reports
· Timesheets for staff working on planning deliverables

	ADCs / PD
	· Intake forms and eligibility screening logs
· Environmental review reports
· Engineering/design invoices
· Outreach materials and campaign logs
· Timesheets for staff assigned to specific program tasks.

	Project Costs
	· Construction contracts and invoices
· Payroll records for field labor
· Inspection reports
· Payment vouchers to beneficiaries
· Equipment usage logs


[bookmark: _Toc226100449]Contractors and Consultants
All personal and service-related costs for consultant and contractor invoices must be:
· Clearly documented and tied to a CDBG-DR eligible activity.
· Supported by appropriate records and attribution methods.
[bookmark: _Toc226100450]Subrecipients
To properly document administrative costs, subrecipients should:
· Track Time and Labor: maintain timesheets and payroll records for staff working on grant administration.
· Use Cost Allocation Plans: clearly separate administrative costs from project delivery and construction costs.
· Follow Federal Guidelines: ensure costs are allowable, reasonable, and allocable under 2 CFR Part 200.
· Report Regularly: submit financial and performance reports to the grantee as required.
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	Executive Order, Federal and State Laws and Regulations
	Description

	HUD CPD Notice 23-06
	Provides updated guidance for grantees of CDBG-DR, Mitigation (CDBG-MIT), and National Disaster Resilience (CDBG-NDR) funds, clarifying how to classify costs into Program Administration, Activity Delivery, and Planning Costs.

	2 CFR 200 Part 200 Subpart E – Cost Principles
	Provides detailed rules for non-Federal entities (like states, universities, non-profits) on what costs are allowable, allocable, and reasonable when spending federal grant money, covering basic concepts (reasonableness, direct vs. indirect costs) and specific items like travel, salaries, equipment, and entertainment.

	24 CFR 570.206
	Defines "Program administrative costs" for the CDBG program, allowing funds for reasonable expenses related to planning, managing, and executing CDBG activities, including salaries, office space, legal/audit services, and public information, capped at a percentage of the total grant.

	Section 105(a)(13) of the Housing and Community Development Act (HCDA) (42 USC 5305(a)(13))
	Allows for using funds for reasonable administrative costs for planning, managing, and overseeing community development activities, including administering the HOME program, enterprise zones, and providing public information/resources for community projects, but it doesn't cover general government expenses or costs for unrelated programs like HMIS administration.


[bookmark: _Toc210662601][bookmark: _Toc226100452]APPENDICES
The appendix contains supplementary material which forms a part of this document but is not essential for its completeness, containing supporting information and will appear in this section.
	Form Name, Process Map Name, OR Document Name
	Link to Document

	HUD CDBG-DR Toolkit
	https://www.hudexchange.info/programs/cdbg-dr/toolkits/ 
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