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To:	Finance Officers of Counties, Municipalities, Boards of Education, Public Authorities, and Certified Public Accountants





From:		T. Vance Holloman, Director


		Fiscal Management Section





Subject:	Single Audit Issues for the Fiscal Year Ended June 30, 1997





The federal Single Audit Amendments of 1996 were passed into law on July 5, 1996.  The new law is effective for fiscal years ending on or after June 30, 1997.  OMB has issued OMB Circular No. A-133 - Revised June 24, 1997, Audits of States, Local Governments, and Non-Profit Organizations.  OMB has also issued OMB Circular A-133 Compliance Supplement - Provisional 6/97, which auditors will be required to use for audits of fiscal years ended on or after June 30, 1997.  Auditors will be unable to adequately perform single audits under the new standards without becoming familiar with these documents.  A copy of these documents can be obtained from the OMB fax information line, (202) 395-9068, document number 1133; OMB home page on the Interment at the address http://www2.whitehouse.gov/WH/EOP/omb, under the captions “OMB Documents,” and then “Grants Management”; or by writing or calling the Office of Administration, Publication Office, Room 2200, New Executive Office Building, Washington, DC  20503, telephone (202) 395-7332.  The AICPA will be issuing a Statement of Position (SOP) that will include the single audit implementation guidance and revised audit reports.  The Local Government Commission will not be updating the illustrative compliance reports until the SOP has been issued.





Earlier this year, our office issued Memorandum #845, which discussed audit requirements and major program determination for fiscal year-ended June 30, 1997.  Our office has also issued a memorandum to auditors of counties, dated July 7, 1997, (Benefits Memorandum) that discussed the reporting of benefit payments and their effect on determining major programs.  This memorandum is a follow-up to those memoranda and should be used in conjunction with them.





State Compliance Supplements





The North Carolina Office of State Auditor previously issued the 1997 State compliance supplements, which have been mailed to subscribers that have purchased the 1997 updates to the Audit Manual for Governmental Auditors in North Carolina.  However, as discussed in the cover letter from the State Auditor, the compliance supplements do not include any changes that may be required as a result of recent action by OMB.  Practitioners auditing entities expending federal funds should closely examine the revised OMB Circular No. A-133 and compliance supplement, and take appropriate steps to ensure compliance with federal audit requirements.  Auditors can rely upon the State compliance supplements for State programs since action by OMB does not affect these programs.





Items to be Submitted to the Local Government Commission





At least three copies of the following items must be submitted to the Local Government Commission for each single audit in order for the report to be reviewed for invoice approval:





(1)	A data collection form;


(2)	Audited financial statements, including the schedule of expenditures of federal and State awards;


(3)	A summary schedule of prior audit findings;


(4)	The auditor's reports;


(5)	A schedule of findings and questioned costs which shall include:


(a)	A summary of the auditor's results,


(b)	Findings and questioned costs for the financial statements which are required to be reported in accordance with GAGAS, and


(c)	Findings and questioned costs for federal and State awards;


(6)	A corrective action plan.


(7)	A management letter.  If a management letter is not issued, the auditor must attach a letter addressed to our office stating that a management letter will not be issued.





Due to the significant revisions in the single audit requirements for the fiscal years ended on or after June 30, 1997, our office will not accept single audit reports based on examples in the 1996 revision of the Audit Manual for Governmental Auditors in North Carolina (Audit Manual).  (In situations where only a Yellow Book audit is required and auditors are ready to issue their reports before the AICPA has issued its SOP, our office will accept Yellow Book reports based on examples provided in the 1996 Audit Manual.)





Schedule of Expenditures of Federal and State Awards





The schedule of federal and State financial assistance has been replaced with the schedule of expenditures of federal and State awards.  As discussed in the Benefits Memorandum, benefits payments should be presented on the face of this schedule, not as a note to the schedule, and should be included in the calculation of Type A programs.





One type of financial assistance that is commonly omitted from the schedule is the North Carolina Clean Water Revolving Loan.  These funds are considered financial assistance as long as the project is open.  The amount that should be reported on the schedule should be calculated as the value of new loans made or received during the fiscal year, plus the balance of loans from previous years for which the federal or State government imposes continuing compliance requirements, plus any interest subsidy, cash, or administrative cost allowance received.  At the point that the project is closed, and all that is required is the periodic repayment of debt, the funds are no longer considered financial assistance.  This loan program is generally made up of 87% federal funds with a 13% State funds match.  It is important to consider these funds when determining if a single audit is required.  Also, in a letter to our office dated May 4, 1994, the Farmers Home Administration stated that outstanding FmHA loan indebtedness advanced to public bodies in previous audit years does not trigger single audits beyond the years in which funds were advanced.  Another commonly omitted type of financial assistance is reimbursement type grants, such as FEMA and certain NC DOT contracts, such as the Governors Highway Safety Program.





Pass-Through Entity Responsibilities





OMB Circular No. A-133 discusses a pass-through entity’s responsibilities.  These include:





(1)	Identifying federal awards to the subrecipient; 


(2)	Advising subrecipients of requirements imposed on them;


(3)	Monitoring the activities of subrecipients;


(4)	Ensuring that federal awards are used for authorized purposes and that subrecipients expending $300,000 or more in federal awards during the subrecipient's fiscal year have met the audit requirements for that fiscal year;


(5)	Issuing a management decision on audit findings within six months after receipt of the subrecipient's audit report and ensuring that the subrecipient takes appropriate and timely corrective action;


(6)	Considering whether subrecipient audits necessitate adjustment of the pass-through entity's own records and


(7)	Requiring each subrecipient to permit the pass-through entity and auditors to have access to the records and financial statements as necessary for the pass-through entity to comply with OMB Circular No. A-133.





In the past, pass-through entities have relied on the subrecipient’s single audit to meet certain of its monitoring requirements.  However, unless a single audit is required by the Federal Single Audit Amendments of 1996, pass-through entities generally can not impose single audit requirements on a subrecipient.  If a federal, State, or other agency imposes audit requirements additional to the ones imposed by the Single Audit Amendments of 1996, the additional audit costs can not be paid from federal funds.  However, a pass-through entity can charge a federal award for the cost of limited scope audits to monitor its subrecipients, provided the subrecipient does not have a single audit.  These limited scope audits would generally be limited to agreed-upon procedures engagements conducted in accordance with either the AICPA's generally accepted auditing standards or attestation standards, that are paid for and arranged by a pass-through entity.  These audits may address only one or more of the following types of compliance requirements: activities allowed or unallowed; allowable costs/cost principles; eligibility; matching, level of effort, earmarking; and, reporting. 





Federal agencies have indicated that they will be placing much more emphasis on the area of subrecipient monitoring.





Audit Costs





Since certain audit costs may not be chargeable to federal awards, auditors should document the amount of audit time for each major program.  When a federal program is audited as a major program because its State match is equal to $300,000 or more, but that program would otherwise not be audited as a major program under the provision of OMB Circular No. A-133, the audit costs should only be charged to State funds.





Audit Findings





OMB Circular No. A-133 changed the definition of an audit finding.  Generally, the auditor shall report the following as audit findings in a schedule of findings and questioned costs:  





(1)	Reportable conditions in internal control over major programs.


(2)	Material noncompliance with the provisions of laws, regulations, contracts, or grant agreements related to a major program.


(3)	Known questioned costs which are greater than $10,000 for a type of compliance requirement for a major program.  The auditor should also report known questioned costs when likely questioned costs are greater than $10,000 for a type of compliance requirement for a major program.


(4)	Known questioned costs which are greater than $10,000 for a federal program which is not audited as a major program.


(5)	The circumstances concerning why the auditor's report on compliance for major programs is other than an unqualified opinion.


(6)	Known fraud affecting a federal award.


(7)	Instances where the results of audit follow-up procedures disclosed that the summary schedule of prior audit findings prepared by the auditee materially misrepresents the status of any prior audit finding.





Auditors should use the same seven (7) criteria to report findings and questioned costs for expenditures of State awards.





Summary Schedule Of Prior Audit Findings





The summary schedule of prior audit findings shall report the status of all audit findings included in the prior audit's schedule of findings and questioned costs relative to federal awards. The summary schedule shall also include audit findings reported in the prior audit's summary schedule of prior audit findings except audit findings listed as corrected, no longer valid or not warranting further action.  When audit findings were fully corrected, the summary schedule need only list the audit findings and state that corrective action was taken.





When audit findings were not corrected or were only partially corrected, the summary schedule shall describe the planned corrective action as well as any partial corrective action taken.  When corrective action taken is significantly different from corrective action previously reported in a corrective action plan or in the federal agency's or pass-through entity's management decision, the summary schedule shall provide an explanation.  When the auditee believes the audit findings are no longer valid or do not warrant further action, the reasons for this position shall be described in the summary schedule.  A valid reason for considering an audit finding as not warranting further action is that all of the following have occurred:  (i) two years have passed since the audit report in which the finding occurred was submitted to the federal clearinghouse; (ii) the federal agency or pass-through entity is not currently following up with the auditee on the audit finding; and (iii) a management decision was not issued.  Auditors should also include prior audit findings related to State awards on this schedule.





For the first year a non-federal entity is audited under the revised Circular, the prior year report may not have included the equivalent of a summary schedule of prior audit findings.  In these cases, the auditee may exercise judgment and only include, to the extent practical, audit findings from before the prior year.  Also, the auditee is not expected to include prior findings that would not have been reported under the criteria provided in the revised Circular.





Corrective Action Plan





At the completion of the audit, the auditee shall prepare a corrective action plan to address each audit finding included in the current year auditor's reports.  The corrective action plan shall provide the name(s) of the contact person(s) responsible for corrective action, the corrective action planned, and the anticipated completion date.  If the auditee does not agree with the audit findings or believes corrective action is not required, then the corrective action plan shall include an explanation and specific reasons. 





Major Program Determination





Refer to LGC Memorandum #845 and the Benefits Memorandum for a discussion of a major program determination.  In addition to the discussion in our previous memoranda, OMB has clarified that the amount of federal awards expended under loan and loan guarantee programs that are audited as major may be used for purposes of meeting the percentage of coverage rule.  Also, programs audited as major because a federal agency or pass-through entity requests and pays for the program to be audited as major, may be used for purposes of meeting the percentage of coverage rule.  For example, if a program that includes both federal and State funds is audited as a major program because the State expenditures are $300,000 or more, but has not been determined to be a major program using the criteria in OMB Circular No. A-133, the federal expenditures can be used to meet the percentage of coverage rule.





Criteria For A Low-Risk Auditee





An auditee which meets all of the following conditions for each of the preceding two years shall qualify as a low-risk auditee and be eligible for reduced audit coverage:  





(1)	Single audits were performed on an annual basis;


(2)	The auditor's opinions on the financial statements and the schedule of expenditures of federal awards were unqualified;


(3)	There were no deficiencies in internal control which were identified as material weaknesses under the requirements of GAGAS;


(4)	None of the federal programs had audit findings from any of the following in either of the preceding two years in which they were classified as Type A programs: 


(a)	Internal control deficiencies which were identified as material weaknesses; 


(b)	Noncompliance with the provisions of laws, regulations, contracts, or grant agreements which have a material effect on the Type A program or


(c)	Known or likely questioned costs that exceed five percent of the total federal awards expended for a Type A program during the year.





Data Collection Form





The auditor will be required to complete the new data collection form.  The auditor will also sign a statement to be included as part of the form that indicates, at a minimum, the source of the information included in the form, the auditor's responsibility for the information, that the form is not a substitute for the reporting package and that the content of the form is limited to the data elements prescribed by OMB.  A senior level representative of the auditee (e.g., director of finance) shall sign a statement to be included as part of the form certifying that: the auditee complied with the requirements of OMB Circular No. A�133, the form was prepared in accordance with the Circular, and that the information included in the form, in its entirety, are accurate and complete. 





The data collection form shall include the following data elements:





(1)	The type of report the auditor issued on the financial statements of the auditee.


(2)	Where applicable, a statement that reportable conditions in internal control were disclosed by the audit of the financial statements and whether any such conditions were material weaknesses.


(3)	A statement as to whether the audit disclosed any noncompliance which is material to the financial statements of the auditee.


(4)	Where applicable, a statement that reportable conditions in internal control over major programs were disclosed by the audit and whether any such conditions were material weaknesses.


(5)	The type of report the auditor issued on compliance for major programs.


(6)	A list of the federal awarding agencies which will receive a copy of the reporting package.


(7)	A yes or no statement as to whether the auditee qualified as a low-risk auditee.


(8)	The dollar threshold used to distinguish between Type A and Type B programs.


(9)	The Catalog of Federal Domestic Assistance (CFDA) number for each federal program, as applicable.


(10)	The name of each federal program and identification of each major program.


(11)	The amount of expenditures in the schedule of expenditures of federal awards associated with each federal program.


(12)	For each federal program, a yes or no statement as to whether there are audit findings in each type of compliance requirement.


(13)	Auditee name, employer identification number(s), name and title of certifying official, telephone number, signature, and date.


(14)	Auditor name, name and title of contact person, auditor address, auditor telephone number, signature, and date.


(15)	Whether the auditee has either a cognizant or oversight agency for audit.


(16)	The name of the cognizant or oversight agency for audit.





For units with State awards, (10), (11), and (12) should be expanded to include these awards.





Report Submission





The appropriate number of copies of the required items should be submitted to the Local Government Commission four months after fiscal year-end.  Therefore, for June 30 fiscal year-end audits, the due date is October 31st.  The Local Government Commission will submit the appropriate number of copies to the federal clearinghouse.  In cases where there are no audit findings, three (3) copies of the required items should be submitted to the LGC  (For COGs four copies should be submitted.)  Also, one additional copy must be submitted for each federal awarding agency when the schedule of findings and questioned costs disclosed audit findings relating to federal awards that the agency provided directly, or if the summary schedule of prior audit findings reports the status of any audit findings relating to federal awards that the agency provided directly.





In addition, one copy of the reporting package must be submitted to each State grantor that provided State financial assistance.  Also, a copy must be submitted to a State agency that passed-through federal assistance if either the schedule of findings or the summary schedule of prior audit findings reports the status of any audit findings relating to federal awards that the pass-through entity provided.  The LGC will be providing copies of the reporting package to the State agency that most commonly distributes funds to that type of government.  Each local government will be responsible for providing copies to other State agencies that provided assistance in programs that had findings.





If a subrecipient is not required to submit a reporting package to a pass-through entity, the subrecipient shall provide written notification to the pass-through entity that: an audit of the subrecipient was conducted in accordance with OMB Circular No. A-133; the schedule of findings and questioned costs disclosed no audit findings relating to the federal award(s) that the pass-through entity provided; and, the summary schedule of prior audit findings did not report on the status of any audit findings relating to the federal award(s) that the pass-through entity provided.  A subrecipient may elect to submit a copy of the reporting package to a pass-through entity to comply with this notification requirement.





In response to requests by a federal or State agency, auditees shall submit the appropriate copies of the reporting package and, if requested, a copy of any management letters issued by the auditor. 





Audit Working Papers





Audit working papers shall be made available upon request to the cognizant or oversight agency for audit or its designee, a federal agency providing direct or indirect funding, or GAO at the completion of the audit as part of a quality review, to resolve audit findings, or to carry out oversight responsibilities consistent with the purposes of this part.  Access to working papers includes the right of federal agencies to obtain copies of working papers, as is reasonable and necessary. 





Compliance Requirements 





The following are the compliance requirements that are detailed in the OMB Circular No. A-133 Compliance Supplement.





A.  Activities Allowed or Unallowed


B.  Allowable Costs/Cost Principles


C.  Cash Management


D.  Davis-Bacon Act


E.  Eligibility


F.  Equipment and Real Property Management


G.  Matching, Level of Effort, Earmarking


H.  Period of Availability of Federal Funds


I.  Procurement and Suspension and Debarment


J.  Program Income


K.  Real Property Acquisition and Relocation Assistance


L.  Reporting


M.  Subrecipient Monitoring


N.  Special Tests and Provisions.





If you have any questions relating to these single audit issues, contact Beth Wood at (919)715-3725.
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