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FISCAL NOTE FOR PROPQSED RULES

Rule Title: Primary Care Center Uncompensated Care Grants, 64 CSR 70

Type of Rule: X Legiglative Interpretive Procedural
Agency Department of Health and Address Building 3, Capitcl Complex
Human Rescources Charleston, W. Va., 25305
ANNUAL FISCAL YEAR

l. Effect of Proposed Rule Increase Decreasge Current Next Thereafter
Estimated Total Cost & s $3,000,C000 % * $ *
Pergsconal Services -0- -0- -0-
Current Expense 3,000,000 * *
Repalrs and Alterations -0- -0- -0-
Egquipment iy —0= 0=
Other : -0- -0- -0-

2. Explanation of above estimates.

The Legislature has allocated $3,000,000 in fiscal vear '93 for
distribution tc primary care centers in the form of grants to offset the
cost of the prevision of uncompensated health care services. The Depart- -
ment requires no additional funding for the administration of this pro-
gram. - C -

* Funds available for this purpose in subsequent yvears will be determined .
by the Legislature. o

3. Objectives of this rule:

This proposed new legislative rule establishes procedures and stan-
dards for the distribution of funds to primary care centers in the form
of grants to offset the cost of the provision of uncompensated health
care services. The funds to be distributed under this rule will support
the continuation of primary care services in West Virginia.




4. Explanation of Overall Economic Impact of Proposed Rule.

A. Economic Impact on State Government.

The primary care center grant funds are allocated from general reve-
nue. Administration o¢f rule will not add to or decrease the cost of
state government.

B. Ecconomic Impact on Political Subdivisions; Specific Industries; Specific Groups
of Citizens.

The grant funds allcocated by the Legislature will assist primary
care service providers and will increase the access to primary care ser-
vices of citizens who are indigent, underinsured or uninsured.

C. Economic Impact on Citizens/Public

No direct impact. <Continued availability of health care services in
the community at the primary care level may hold down the overall cost of
health care by providing early detection and health care.

Date August 14, 1992

Signature of Agency Head or Authorized Representative

A Ay p

W. Donald Weston, Acting Secretary
Department of Health and Human Resources




RULE ABSTRACT

Agency: Department of Health and Human Resources

Rule Title: Primary Care Center Uncompensated Care Grants

CSR Title and Series: 64 CSR 70 Type: Legislative
Summary: This proposed new legislative rule establishes proce-

dures and standards for the distribution of funds to primary care
centers in the form of grants to offset the cost of the provision
of uncompensated health care services. The funds to be distributed
are from the primary care uncompensated care fund appropriated for
this purpose by the State legislature. The rule has been developed
tc comply with W. Va. Ccde §816-2H-2{c¢) and 16-2H-2(e), passed by
the 1992 Legisliature. The funds to be distributed under this rule
will support the ceontinuation of primary care services in West
Virginia. :

For further information contact: Charles Dawkins, Bureau ©f Public
Health, Office of Community and Rural Health Services, Division of
Primary Care and Recruiltment, telephone 558-4007, 1411 Virginia
Street East, Charleston, West Virginia 25301 or Regulatory
Development Program, Department of Health and Human Resources,
Capitol Complex, Charleston, WV 25305, telephone 558-3223.
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[ PROPOSED]
TITLE 64
WEST VIRGINIA ADMINISTRATIVE RULES
DIVISION OF HEALTH

SERIES 70
PRIMARY CARE CENTER UNCOMPENSATED CARE GRANTS

§64-70-1. General.

1,1. Scope - This rule establishes procedures and standards
for the distribution of funds to primary care centers in the form
of grants toc offset the cost of the provisicn of uncompensated
health care services. The funds to be distributed are from the
primary care uncompensated care fund appropriated for this purpose
by the State legislature.

1.2. Authority - W. Va. Code §§16-2H-Z2(c¢) and 16-2H-2(e).
1.3. Filing -
1.4, Effective Date -

§64-70-2. Application and Enforcement.

2.1. Application - This rule applies to applicants for and
recipients of grants to offset primary cares centers' costs of
providing uncompensated health care services.

2.2. Enforcement - This rule is enforced by the director of
the division of health of the West Virginia department of health
and human resources.

$64=-70-3. Definitions.

3.1. Director - The director of the division of health of the
department o©f health and human resources or his or her lawful
designee. -

3.2, Community-Based Board of Directors - A board of
directors composed of members who reside within the service area of
the primary care center under consideraticn.

3.3. Family Members - Brothers and sisters, whether by the
whole or half blood, spouses, ancestors and lineal descendants.

3.4. Federally Qualified Health Center (FQHC) - An entity
that has entered into an agreement with the United States Health
Care Financing Administration to meet Medicare program reguirements
under 42 CFR §405.2434, and:

1) Is receiving a grant under Secticns 328, 330, or 340
of the United States Public Health Service Act, cr is receiving
funding from such a grant and meets the regquirements to receive a
grant under Sections 329, 330 or 340 of the United States Public

8/27/92 ' Page 1




64 CSR 70
Health Service Act; or

2) Based on the recommendation o©f the United States
Public Health Service, is determined by the Secretary of the United
States Department of Health and Human Services to meet the
requirements for receiving such a grant; or

3) Was treated by the Secretary of the United States
Department of Health and Human Services, for purposes of Medicare
Part B, as a comprehensive federally funded health center (FFHC) as
of January 1, 1980.

3.5. Free Clinic - A primary care center which provides at
least ninety perxcent (80%) of all servicesg free 0f charge.

3.6, Freestanding - As applied to a primary care center, a
center controlled by a board of directors who are not subject to
the control or appointment ¢f another organizational entity.

3.7. Medicare Part B - Supplementary medical Iinsurance
program authorized under Part B of Title XVIII of the United States
Socilal. Security Act.

3.8. Nonprofit - Registered with the secretary of state as a
nonprofit organization and recognized as such for tax purposes, or
having filed an application for such designation.

3.9. Primary Care Center - An organization which has as its
purpoese the delivery of primary care services.

3.10. Primary Care Service - A health, including medical,
care service which emphasizes first contact patient care and
assumes overall and ongoing responsibility for the patient in both
health maintenance and treatment of illness. Primary care involves
a unique interaction between the patient and primary care physician
or a multi~disciplinary team under the supervision of a physician
or both. The appropriate use of referrals and community rescurces
is an important part of effective primary c¢are. Such care is gen-
erally provided by a physician, but may be provided by other multi-
disciplinary personnel such as nurse practitioners, physician
assistants and nurse-midwives. The purpose of this interaction is
to achieve comprehensive coordination of health care including
educational, behavioral, bioclogical, and social aspects of care.
It is a patient care-oriented approach which emphasizes the
continuity of care over the full spectrum of health services. It
begins with patient assessment, wellness, and prevention through
medical management, lifestyle modification, and health education.
The primary care provider is the patient's advocate through the
complex system of health care delivery.

3.11. Related Organization - Any organization, whether
publicly owned, nonprofit tax-exempt, or for profit, related to a
primary care center through common membership, governing bodies,
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64 CSR 70

trustees, officers, Stock ownership, family members, partners or
limited partrners, or a sibsidiary, foundation, related corpcration,
joint venture or other similar organization, if such similar
organization controls or is controlled by the primary care center
through c¢ontracts or other 1legal documents which allow the
organization the authority to direct any of the center's activi-
ties, management, or policies.

A subsidiary, foundation, related corporation, joint venture
or other similar organization shall also be considered a "related
organization” in the following situations:

3.11.1. The subsidiary, foundation, related corporation,
joint venture or other similar organization has solicited funds in
the name of the primary care. center with the express or implied
approval of the center, and any portion of the funds were intended
by the contributor, or otherwise required to be used, for the
benefit of the center; or :

3.11.2. The center has transferred or may transfer resources
to the subsidiary, foundation, related corporation, joint venture
or other similar organization; or

3.11.3. The subsidiary, foundation, related corporation,
joint venture or other similar organization has transferred or may
transfer resources to the primary care center, or any of the
center’'s resources are held for the benefit o¢f the subsidiary,
foundation, related corporation, joint venture or other similar
organization; or

3.11.4. The primary care center has assigned certain of its
functions to the subsidiary, foundation, related corporation, joint
venture or other similar organization, which is operating primarily
for the benefit of the center; or

3.11.5. The subsidiary, foundation, related corporation,
joint venture or other similar organization is wholly-owned or was
created by the primary care center, and the center receives any of
the profits of the subsidiary, foundation, related corporation,
joint venture or other similar organization; or

3.11.6. The primary care center 1s wholly-owned or was
created by the foundation, related corporation, joint venture or
other similar organization, and the foundation, related corpora-
tion, joint venture or other similar organization receives any of
the revenues of the center.

3.12. Rural Health Clinic (REC) - A facility that:
3.12.1. Has been determined by the Secretary of the United
States Department of Health and Human Services to meet the

requirements of section 186l(aa){(2) of the United States Social
Security Act and for certification for participation in Medicare;
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64 CSR 70

and

3.12.2. Has filed an agreement with the Secretary of the
United States Department of Health and Human Services in order to
provide rural health clinic services under Medicare. (See 42 CFR
Part 405, subpart X and 42 CFR Part 491 for additicnal informa-

tion.)

3.13. Service Area - The geographical area served by a
primary care center.

3.14. 8Sliding Fee Scale - A set of varying amounts (percent-
ages of a maximum fee) to be charged for services to individuals
receiving varying levels of income. )

3.15. Uncompensated Primary Care Services - A primary care
center financial deficit created when the center’'s revenues dc not
offset expenses incurred in rendering primary care services.

§64-70-4. Application Procedures.

4.1. Applications for grants to offset the cost of providing
uncompensated primary care services shall be submitted by May 1 of
each year unless ancother date is announced by the director, on
forms approved by the director. The director may request appropri-
ate documentation or clarification of the application from the

applicant.

4.2. Incomplete applications will not be considered for grant
awards.

§64-70-5. Eligibility.

5.1.. In order for a primary care center to be eligible to be
considered for an uncompensated care grant, it shall:

5.1.1. Be freestanding;

5.1.2. Have been in existence for a period of at least two
(2) years as of the effective date of this rule or have requested
certificate of need review at least two (2) years prior to the date
of the application;

5.1.3. Be incorporated under the laws of West Virginia as a
private nonprofit corporation;

5.1.4. Have a communityv-based board of directors;
5.1.5. If it derives revenues, derive eighty per cent (80%)
of the revenues, excluding these funds from charitable foundations

and state and federal grants, from the provision cof primary care
services;
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64 CSR 70
5.1.6. Provide in the application or as requested by the di-
rector full disclosure regarding all related organizations and
their financial relationship to the center;

5.1.7. Provide primary care services to all patients
regardless of the patient's ability to pay;

5.1.8. Use generally accepted accounting principles.
5.1.9. Present evidence:

5.1.9.1. Of designation as a federally qualified health
center or rural health c¢linic; or

5.1.9.2. O0f having initiated a process, with evidence of
reasonable progress towards completion, to become a federally
gualified health center or rural health clinic¢c; or

5.1.9.3. Why status as a federally qualified health center or
rural health clinic would not result in iImproved revenues to the
center. : :

5.2. Primary care centers which do not meet federal reguire-
ments for qualification as a federally gualified health center
(FQHC) or as a rural health clinic (RHC) due to geographical
location, limited primary care services provided, or free clinic
status may be considered for funding. Exemption from FQHC or RHC
requirements may be reguested in writing to the director.
§64-70-6. Application Reviews and Grant Awards.

6.1. Review of grant applications shall consist of the
analysis and evaluation of the following informatlion:

6.1.1. The organization's most recent audit as described in
Section 7 of this rule;

6.1.2. A twelve (12) month period summary of revenues and
expenses;

6.1.3. Projected grant year revenues and expenses;

6.1.4. Number of actual and projected patients and patient
encounters;

6.1.5. Actual and projected collections;
6.1.6. Services provided;

6.1.7. Indebtedness;
6

.1.8. DNotice of Federal grant awards;
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64 CSR 70
€.1.9., Verification of guality assurance; and

6.1.10. Any other information judged necessary by the
director to evaluate the organization's need for state funding.

6.2. Awards of grant funds shall be based on the grant
application review and the availability of funds.

6.3. @Grant funds shall be used by the grantee only to support
the delivery of uncompensated health care services.

6.4. Grant funds shall not be diverted to any related or
other organization.

6.5. The director may deny or revoke a grant, or take other
available actiocns, if an applicant, a grantee, or an officer or
principal owner thereof, has been determined by an appropriate
administrative agency or court to be in viclation of any applicable
federal, state, or local law, rule or ordinance related to the
provision of primary care services by the center.

§64-70-7. Audits.

7.1. A primary ¢are center which has received a grant under
this rule shall arrange to have an audit of its total entity for
its annual fiscal period in accordance with the United States
Office of Management and Budget (QMB) Circular A-128, "Audits of
State and Logcal Governments', or OMB Circular A-133, MAudits of
Institutions or Higher Education and Other Nonprofit Institu-
tions", whichever is applicable. These circulars are hereby
incorporated by reference. The center shall furnish the director
with two (2) copies of the audit report within one hundred and
twenty (120) days of the end of the center's annual fiscal (audit)
period. All guestioned or disallowed costs identified in the audit
that cannot be resolved to the director's, and if applicable, the
appropriate federal granting agency's satisfaction shall be
returned to the director no later than one hundred and eighty (180)
days following the audit periocd. Audit work papers shall be
retained for a minimum of three (3) years from the date of the
audit report and shall be made available upon request to the
director as well as the appropriate federal granting agency.

7.2. In carrying out the requirements of Section 7.1 of this
rule the center shall not use the firm that prepares the organiza-
tion's financial .statements to conduct the annual independent
audit, Free clinics may be exempted from the requirement by
providing a written reguest for exemption to the director.

7.3. If the center's recelpts from fedéral funds, State-match
funds and all other sources are less than twenty-five thousand
dollars ($25,000) annually, the center may request an exemption
from the audit reguirement from the director. The reguest shall be
written and shall include justification. The director may, at his
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64 CSR 70

or her discretion, grant the exemption. Free <linics may be
exempted from the twenty five thousand dollars ($25,000) upper
limit by providing a written regquest for exemption to the director.

§64-70-8. Administrative Due Process - Those persons adversely
affected by the enforcement of this rule desiring a contested case
hearing to determine any rights, duties, interests or privileges
shall do so in a manher prescribed in the Rules of Procedure for
Contested Case Hearings and Declaratory Rulings, 64 CSR 1.

§64-70-9. Severability - The provisions of this rule are sever-
able. 1If any portion of this rule is held invalid, the remaining
provisions remain in effect.
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QFFICE OF MANAGEMENRT AND
BUDGET

tssuance of Circular A-128 "Audits of
State and Local Governments™

acency: Office of Management and
Budaet.

aAcTioN: Firal Issuance of OMB Circular
A-128. “Audns of Stute and Local
Governments.”

sUMMARY: This OMB Circular provides
policy guidance to Federal agencies in
the implementation of the Single Audit
Act of 1984 (Pub. L. 98-302). It
establishes uniform requirements for
audits of Federal financial assistance
provided to State and local governments

and promotes the efficient and effective

use of audit services.

EFFECTIVE DATE: This Cirgular wuas
effective April 12, 1985, and shall agply
to fiscal years of State and local
governments that began after December
31, 1584, Earlier implementation is
encouraged. However, until it is
implemented, the 2udit provisions of
Attachment P to Circular A-102 shall
continue to be observed.

EOR FURTHER INFORMATION CONTACT:
Puimer A, Marcantonio, Financial
Management Division, Oifice of
Management and Budget, Washingtun,
D.C. 20503, (202] 385-3893.

EXECUTIVE QFFICE OF THE
PRESIDENT

Office of Management and Budge!
CIRCULAR NO. A-128

Apiil 12, 1985

To the Heads of Executive Departments and
Establishments.

Subject: Audits of Siate and Local
Qovemments,

1. Purpose. This Circular is issued
pursuant to the Single Audit Act of 1984,
Pub. L. 88-502. it establishes audit
requirements for State and local
governments that receive Federal aid.
and defines Federal responsibitities for
implementing and menitoring thuse
regquirements.

2. Supersession. The Circular
supersedes Attachment P, "Audit
Requirements,” of Circular A-102,
“Uniform requirements for grants to
State and local governments.”

3. Background. The Single Audil Act
builds upon earlier efforts to improve
audits of Federal aid programs. The Act
requires State or local governments that
receive $100,000 or more a yearin
Federal funds to have an audit made for
that year. Section 7505 of the Act
requires the Director of the Gffice of

® Thompson Publishing Group, Ins.

Office of Management and Budget Circular A-128 (4/12/85;

Management and Budget to gresrribe
pulictes. procedures end guideanes to
impiement the Act. [t spapefies that the
Director shzll designate "cognizant”
Vederal agencies, determine criteriu for
making appropriate charges to Federal
programs for the cost of audits. and
provide procedures to assure that small
f:rms or firms owned and controlled by

_ disadvantaged individuals have the
" opportunity to participate in contracts

for single audits.

4, Policy. The Single Audit Act
requires the following:

a. State or local governments that
receive $100.000 or more a year in
Federal financial assistance shall have
an audit made ir accordance with this
Circular.

b, State or local governments that
receive between 525,000 and $100,000 a
vear ghall have an audit made in
accordance with this Circular, orin
accordance with Federal laws and
regulations governing the programs they
participate in.

c. State or local governments that
receive less than $25.000 a year shall be
exempt from compliance with the Act
and other Federal audit requirements.
These State and local governments shall
bie governed by audit requirements
prescribed by State or local law or
regulation.

d. Nothing in this paragraph exemplts
State or local governments from
maintaining records of Federa! financial
assistance or from providing access te
such records to Federal agencies, as
provided for in Federal law or in
Circular A=-102, “Uniform requirements
for grants to State or local

. governments.”

5. Definitions. For the purposes of this
Circular the following definitions from
the Single Audit Act apply:

4. "Cognizant agency’’ means the
Federal agency assigned by the Office of
Managemen! and Budget to carry out the
responsibilities described in paragraph
11 of this Circular.

b. “Federal financial assistance”
means assistance provided by a Federa!
agency in the form of grants, contracts,
cooperative agreements, loans, loan
guarantees, property, interest subsidies,
insurance, or direct appropriations. but
doss not include direct Federal cash
asgistance to individuals, It includes
awards received directly from Federal
agencies. or indirectly through other
units of State and local governments.

¢c. “Federal agency’ has the same
meaning as the term “agency” in section
551(1) of Title 5, United States Code.

d. "Generally accepted accgunting
principies” has the meaning specified in
the generally accepted government
auditing standards.

June 1985
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w ' CGeneraily zcceptec govemmen
auditing standards” means the
Siaadards For Audit of Covernment
Cruanizations, Programs. Acoohities. and
Funrctiurns, deveioped by the Cempliroller
General, dated Febuary 27, 1981.

f. “Independent auditor” means:

[1] & State or local government auditor
who meets the independence standards
specified in generally accepted
government auditing standards; or

{2) a public accountant who meets
such independence standards.

g “Internal controls” means the plan
of organization and methods and
procedures adopted by management to
ensure that:

{1) resource use is consistent with
laws, regulations. and policies:

12) regources are safeguarded against
waste. logs, and misuse; and

(3) reliable data are obtained,
rmaintained, and fairly disclosed in
reports.

h. "Indian tribe' means any Indian
tribe, band, nations, or other organized
group or communily, including any
Alaskan Native village or regional or
village corporations (as defined in. or
established under the Alaskan Native
Claims Settlement Act) that is
recognized by the United States as
eligible for the special programs and
services provided by the United States
to Indians because of their status as
Indians,

i. “Local government” means any unit
of local government within & State,
including a county. a borough,
municipality, ¢ity, town, township.
parish, local public authority. special
district. school district, intrastate
district, council of governments. znd any
other instrumentality of local
government,

j. “Major Federal Assistance
Program,” as defined by Pub. L. 98~502,

is described in the Attachment tu this
Circular.

k. "Publi¢ accountanis” means thuse
individuals who meet the qualification
standards included in generally
accepted governmen! auditing standards
for personnel performing government
audits.

l. "State” means any State of the
United States, the District of Columbia,
the Commonwealth of Puerto Rico, the
Virgin Islands, Guam, Americah Samoa.
the Commonwealth of the Northern
Mariana Islands. and the Trust Territory
of the Pacific Isiands, any
instrumentality thereof, and any multi-
State, regional, or interstale entity that
has govemmentaj functions and any
Indian tribe. .

m. “Subrecipient” means any person
or government department, agency. or
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establishmert thai recowves Federa!
financial 2ssistance to carry Lt 4
program through a State or local
government. but does no! include un
individual that is a beneficiary of such «
program. A subrecipient may alsn be &
direct recipient of Federal finansisl
assistance.

6. Scupe of audid, The Single Audit
Act provides that:

a. The acdil shall be made by an
independent auditor in accordance with
gwnerally accepted government auditing
standards covering financial aud
compliance audits.

b. The audit shall cover the entire
operations of a State or logal
gavernment or, at the option of that
government. it may cover departments.
agencies or establishments that
received, expended, or otharwise
administered Federal financial
assistance during the vear However. if
a State or local government receives
§25,000 or more in General Revenue
Sharing Funds in a figcal year, il shall
have an audit of its entire operations. &
series of audits of individugal
departments, agencies. and
establishments for the same fiscal vear
rmay be considered a single audit.

c. Public hospitals and public colleges
and universities may be excluded from
State and local audits and the
requirements of this Circular, However,
if such entities are excluded, audita of
these entities shall be made in
accordance with slatutory reguirements
and the provisions of Circular A-110,
“Uniform requirements for grants to
universities, hospilals, and other
nonprofit organizations.”

d. The auditor shall determine
whether:

(1) the financial statements of the
government, department. agency or
establishment present fairly its financial
position and the results of its financial
operations in accordance with generally
gccepted accounting principles:

{2) the organization has internal
accounting and other control systems to
provide reasonable assurance that it is
managing Federal financial assistance
programs in compliance with applicable
laws and regulations; and .

{3) the organizalion has complied with
laws and regulations that may have
material effect on its financial
statements and on each major Federal
assistance pregram, ’

7. Frequency of audit Audits shall be
made annuaily unless the State or local
government has, by January 1, 1887, a
constitutional or statutory requirement
for less requent audits. For these
governments, the cognizant agency shall
permit biennial andits, covering both

Page 4 + Tab 1100

virars of the government so regussts, It
shall elso homor requests for blennal
audits by governments that have an
admunisirative policy ¢oathing for wudits
less frequent than annual. but only for
fiscul years beginning before Januury 1,
1987.

8. internal control and comphicive
revietvs, The Single Audit A<t requires
that the independent auditor delermine
and report en whether the organization
has internal control systems to provide
reasonable assurance that it is managing
Federal assistance programs in
compiiance with applicable laws and
regulations.

a. internal control review. In order to
provide this agsurance the auditor must
make a3 study and evaluation of internat
control systems used in administering
Federal assistance programs. The study
and evaluation must be made whether
or not the auditor intends to place
reliance on such systems. Ag part of this
review, the auditor shall:

{1] Test whether these internal control
systems are [unctioning in accordance
with prescribad procedures.

{2) Examine the recipient’'s system for
monitoring subrecipients and obtaining
and acting on subrecipient sudit reports.

b. Compliance review. The law also
requires the auditor to determine
whether the organization has complied
with laws and regulations that may have
a material effect on each major Federal
Assistance program.

(1) In order to determine which major
programs are to be tested for
compliance. State and local
governments shall identify in their
accounts ail Federal funds received and
expended and the programs under
which they were received. This shall
include funds received directly from
Federal agencies and theough other
State and local governments.

(2} The review must include the
selection and testing uf a representutive
number of charges from each major
Federal assistance program. The
selection and tesiing of {ransactions
shall be based on the auditor's
professional judgment considering such
factors as the amount of expeditures for
the program and the individual awardm
the newness of the program or changes
in its conditions; prior experience with
the program. particularly as revealed in
audits and other evaluations {e.g..
inspections, program reviews): the
gxtent to which the program is carried
out through subrecipients: the extent to
which the program contracts for goods
or services; the level to which the
program is already subject to program
reviews or other forms of independent
nversight: the adequacy of the controls

Juna 1985

fO7 nSUTINE COMPLARGE, the vxpn Lition
of adherence or fach of adherence 0 the
applicable Jaws and regutativns: znd the
potential itmpert of adverse findings.

{a} In making the tesi of transactions,
the auditor shall determune whethern
—The amounts reported a5 expenditures

were for allowable services, and
—The records show that those who

received services or benefils were
eligible to receive them.

{b) In addition to transaction testing,
the auditor shall determine whether:

—Matching requirements, levels of
effort and earmarking limitations
were met,

—Federal financial reports and claima
for advances and reimbursements
contain information that is supported
by the books and records from which
the basic financial statements have
been prepared, and

—Amounts claimed or used for
matching were determined in
accordance with OMB Circular A-87,
“Cost principles for State and local
governments,” and Attachment F of
Circular A-102, "Uniform
requitementa for grants to State and
local governments.”

{c) The principal compliance
requirements of the largest Federa] aid
programs may be ascertained by
referring to the Compligrce Supplement
for Single Audits of State and lsval
Governments, issued by OME and
available from the Government Printing
Office. For those programs not covered
in the Compliance Suppiement. the
auditor may ascertain compliance
requirements by researching the
statutes, regulations, and agreements
governing individual programs.

(3} Transactions related to other
Federal assistance programs that are
sclected in connection with
examinations of financial statements
and evaluations of internal controls
shali be tested for compliance with
Federal laws and regulations that apply
lo such transactions.

9. Subrecipfents. State or local
governments that receive Federal
financizl assistance and provide $25,000
or more of it in a fiscal yearto a
subrecipient shatl:

a. Determine whether State ar local
subrecipients have met the audit
requirements of this Circular and
whether subrecipients coverad by
Circular A-110, “Uniform requirements
for grants to universities, hospitals. and
other nonprafit organizations,’” have met
that requirement;

b, determine whether the subrecipient
spent Federal assistance funds provided
in accordance with applicable laws and
regulations. This may be accomplished
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by reviewing an aud:t of the
subrecipient made in accordance with
this Circular, Circular A-110. or through
other means fe.g.. program reviews) if
the subrecipient has not yet had such an
audit;

c. ensure that appropriate corrective
action is taken within six months after
receipt of the audit report in instances of
noncompitance with Federal laws and
regulations; -

d. consider whether subrecipient
audits necessitate adjustment of the
recipient’'s own records; and

2. require sach subrecipient to permit
indeperntdent auditors to have access to
the records and financial statements as
necesgsary to comply with this Circular.

10. Relatfon to other audit
requiremrents. The Single Audit Act
provides that an audit made in
accordance with this Circular shall be in
lieu of any financial or financial
compliance audit required under
individual Federal assistance programs.
To the extent that & single audit
provides Federsl agencies with
information and assurances they need to
carry out their overall responsibilities,
they shall rely upon and use such
infarmation. However, a Federal agency
ghall make any additional audits which
are necessary to carry out its
responsibilities under Federal law and
regulation. Any additional Federal audit
effort shall be planned and carried out
in such a way as to avoid duplication.

a. The provisions of this Circular do
not limit the authority of Federal
agencies to make, or contract for audits
and evaluations of Federal financial
assistance programs. nor do they limit
the authority of any Federal agency
Inspector General or other Federal audit
official. '

b. The provisions of this Circular do
not authnrize any State or jocal

government or subrecipient thereof to
constrain Federal agencies, in any
manner, from carrying out additional
audits.

¢. A Federal agency that makes or
contracts for audits in addition to the
audits made by recipienta pursuant to
this Circular shall, consistent.with other
applicable laws and regulations, arrange
for funding the cost of such additional
audits. Such additional sudits include
economy and efficiency audits, prygram
results audits, and program evaluations.

11. Cogriizant agency responsibilities.
The Single Audit Act provides for
cognizant Federal agencies to oversee
the implementation of this Circular.

a, The Office of Management and
Budget will assign cognizant agencies
for States and their subdivisions and
larger local governments and their

© Thompson Publishing Group, Inc.

subdivisions. Other Federal agencies
may pacticipate with an assigned
cognizant agency. in order to {ulfill the
cognizant responsibilities, SmAller
governments not assigned a cognizant
agency will be under the general
oversight of the Federal agency that
provides them the most funds whether
directly or indirectly.

b. A cognizant agency shall have the
following responsibilities:

(1) Ensure that audits are made and
reports are received in a timely manner
and in accordance with the
requirements of this Circular.

(2) Provide technical advice and
liaison to State and local governments
and independent auditors.

[3) Obtain or make quality control
reviews of selected audits made by non-
Federal audit organizations, and provide
the results, when appropriate, to other
interested organizations.

{4) Promptly inform other affected
Federal agencies and approptiate
Federai law enforcement officials of any
reported illegal acts or irregularities.
They should also inform State or local
law enforcement and prosecuting
authorities. if not advised by the
recipient, of any violation of law within
their jurisdiction.

(5} Advise the recipient of audits that
have been found not to have met the
requirements set forth in this Circular. In
such ingtances, the recipient will be
expected to work with the auditor to
take corrective action. If corrective
action is not taken. the cognizant agency
shail notify the recipient and Federal
swarding agencies of the facts and make
recommendations for followup action.
Major inadequacies or repetitive
substandard performance of
independent auditors shall be referred
to appropriate professional bodies for
disciplinary action.

(8) Coordinate, to the extent
practicable, audits made by or for
Federal agencies thal are in addition te
the audits made pursuant to this
Circular; so that the additional audits
build upen such audits.

(7) Oversee the resolution of audit
findings that affect the programs of more
than ore agency.

12, lilegal acts or irregularities. If the
auditor becomes aware of illegal acts or
other irregularities, prompt notice shall
be given to recipient management
officials above the level of involvement.
(See also paragraph 13(a)(3) below for
the auditor's reporting responsibilities.)
The recipient, in turn, shall promptly
notify the cognizant agency of the illegal
acts or irregularities and of proposed
and actual actions, if any. llegal acts
and irregularities include such matters
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as corfucts of interest, falsification uf

records or reports, and

misapprepriations of funds ar other
assels.

13. Audit Reports. Audlt reports must
be prepared at the completion of the
audit. Reports serve many needs of
State and local governments as well as
meeting the requirements of the Singie
Audit Act.

a. The audit report shall state that the
audit was made in accordance with the
provisions of this Circular. The report
shall be made up of at least;

(1) The auditor's report on financial
statements and on a schedule of Federal
assistance; the financial statements; and
a schedule of Federal assistance,
showing the total expenditures for each
Federal assistance program as identified
in the Catalog of Federa! Domestic
Assistance, Federal programs or grants
that have not been assigned a catalog
number shall be identified under the
caption “other Federal assistance.”

(2) The auditor's report on the study
and evaluation of internal control
systems must identify the organization's
significant internal accounting controis,
and those controls designed to provide
reasonable assurance that Federal
programs are being managed in
compliance with laws and reguiations. It
must also identify the controis that were
evaluated, the controls that were not
evaluated, and the material weaknesses
identified as a result of the evaluation.

{3) The auditor's report on compliance
containing:

—A statement of positive assurance
with respect to those items tested for
compliance. including compliance
with law and regulations pertaining tu
financial reports and claims for
advances and reimburgements;

—Negative assurance pn those items not
tested:

—A summary of all instances of
noncompliance; and

—An identification of total amounts
questioned, if any, for each Federal
assistance award, as a resuit of
noncompliance.

b. The three parts of the audit report
may be bound into a single report. or
presented at the same time as separate
documents.

c. All fraud abuse, or illegal acts or
indications of such acts, including all
questioned costs found as the result of
these acts that auditors become aware
of. should normally be covered in a
separate written report submitted in
accordance with paragraph 13f.

d. In addition to the audit report, the
recipient shall provide comments on the
findings and recommendations in the
report, including a plan for corrective
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action taken or planned and comments
on the status of corrective action tuken
on prior findings. 1f corrective action ts
not necessary, a statement describing
the reason it is not should accompany
the audit report.

e. The reports shall be made available
by the State or local government for
public inspection within 30 days after
the completion of the audit.

f. In accordance with generally
accepted government audit standards,
reports shall be submitted by the auditor
to the organization audited and to those
requiring or arranging for the audit. In
addition, the recipient shail submit
copies of the reports to each Federal
department or agency that provided
Federal assistance funds to the
recipient. Subrecipients shall submit
copies to recipients that provided them
Federal assistance funds. The reports
shall be sent within 30 days after the
completion of the audit, but no later
than one year after the end of the audit
period unless a longer period is agreed
to with the cognizant agency.

-8- Recipients of more than $100.000 in
Federal funds shall submit one copy of
the audit report within 30 days after
{ssuance to a central clearinghouse to be
designated by the Office of Management
and Budget. The clearinghouse will keep
completed audits on file and follow up
with Stale and local governments that
have not submitted required audit
reports.

h. Recipients shall keep audit reports
on file for three years from their
issuance.

14. Audit Resolution. As provided in
paragraph 11, the cognizant agency shall
be responsible for monitoring the
resolution of audit findings that affect
the programs of more than one Federal
agency. Resolution of findings that
relate to the programs of a single
Federal agency will be the responsibility
of the recipient and that agency.
Alternate arrangements may be made
on a case-by-case basis by agreement
among the agencies concerned.

Resolution shall be made within six
months after receipt of the report by the
Federal departments and agencies.
Corrective action should proceed as
rapidly as possible.

15. Avdit workpapers and reports.
Workpapers and reports shall be
retained for a minimum of three years

from the date of the audit report, unless

the auditor is notified in writing by the
cognizant agency to extend the retention
period. Audit workpapers shall be made
available upon request to the cognizant
agency or its degignee or the General
Accounting Office, at the completion of
the audit.
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16, Awedit Cosls. The cost of audits
made i accovdance with the provisions
of this Circuldr wre atlowable charges tg
Federal assistance programs.

4. The charges may be considered a
direct cost or an allocated indirect cost,
defermined in accordance with the
provision of Circular A-87, "Cost
principles for State and local
governments.”

b. Generally, the percentage of costs
vharged to Federal assistance programs
for a single audit shall not exceed the
percentage that Federal funds expended
represent of total funds expended by the
recipient during the fiscal year. The
percentage may be exceeded, however,
if appropriate documentation
demonstrates higher actual cost.

17. Sanctinas. The Single Audit Act
provides that no cost may be charged to
Federal assistance programs for audits
required by the Act that are not made in
accordance with this Circular. In cases
of continued inability or unwillingness
to have a proper audit, Federal agencies
must consider other appropriate
sanctions including:

—Withholding a percentage of
assistunce payments until the audit is
completed satisfactorily,

—Withholding or disallowing overhead
costs, and

—Suspending the Federal assistance
agreement until the audit is made.

18. Auditor Selection. In arranging for
audit services State and local
governments shall follow the
procurement standards prescribed by
Attachment O of Circular A-102,
“Uniform requirements for grants to
State and local governments.” The
standards provide that while recipients
are encouraged to enter into
intergovernmental agreements for audit
and other services, analysis should be
made to determine whether it would be
mere economical to purchase the
services from private firms. In instances
where use of such intergovernmental
agreements are required by State
statutes (e.g.. audit services) these
statutes will take precedence.

19. Small and Minority Audit Firms.
Small audit firms and audit firms owned
and controlled by socially and
economically disadvantaged individuais
shall have the maximum practicable
opportunity to participate’in contracts
awarded to fulfil] the requirements of
this Circular. Recipients of Federal
assistance shall take the following stens
to further this goal:

a. Agsure that small audit firms and
audit firms owned and controiled by
socially- and economically
disadvantaged individuals are used to
the fullest extent practicable.

b. Make information on forthcoming
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opportunities available and arrange
timeframes {or the audit so as to
encourage and facilitate participation by
small audit firms and audit firms awned
and controlled by socially and
economically disadvantaged
individuals.

c. Consider in the contract process
whether firms competing for larger
audits intend to subcontract with small
audit firms and audit firms owned and
controtled by socially and economically
disadvantaged individuals.

d. Encourage contracting with small
audit firms or audit firms owned and
controlled by socially and economically
disadvantaged individuals which have
traditionally audited government
programs and, in such cases where thig
i8 not possible, assure that these firms
are given consideration for audit
subcontracting opportunities.

e. Encourage contracting with
consortiums of smail audit firms as
described in paragraph (a) above when
a contract is too large for an individual
small audit firm or audit firm owned and
controlled by socially and economically
disadvantaged individuals.

f. Use the services and assistance, ag
appropriate, of such organizations as the
Smail Business Administration in the
solicitation and utilization of small audit
firms or audit firma owned and
controlled by socially and economically
disadvantaged individuals.

20. Reporiing. Each Federal agency
will report to the Director of OMB on or
befare March 1, 1987, and annually
thereafter on the effectiveness of State
and local governments in carrying out
the provisions of this Circular. The
report must identify each State or local
government or Indian tribe that, in the
opinion of the agency, is failing to
comply with the Circular.

21. Regulations. Each Federal agency
shall include the provisions of this
Circular in its regulations implementing
the Single Audit Act.

22. Effective date. This Circular is
effective upon publication and shall
apply to fiscal years of State and local
governments that begin after December
31, 1984. Earlier implementation is
encouraged. However, until it is
implemented, the audit provisions of
Attachment P to Circular A-102 shail
continue to be observed.

23. Inquiries. All questions or
inquiries should be addressed to
Financial Management Division. Office
of Management and Budget, telephone
number 202/395-3993.

24. Sunset review date. This Circular
shall have an independent policy review
to ascertain its effectiveness three years
from the date of issuance.

David A. Stockman, Director.

Single Audit information Service




Attachment—Circular A-128

Definition of Major Program as
Provided in Pub. L. 98-502 : - =

“Major Federal Assistance Program.”
for State and local governments having
Federal assistance expenditures
between $100.000 and $100,000,000.
means any program for which Federal
expenditures during the applicable year
exceed the larger of $300.000, or 3
percent of such total expenditures,

Where total expenditures of Federal .
dssistance exceed $100.000.000, the
following criteria apply:

Total expanditures of Fedensé ancial ‘ Ma,or Feceral
I

asssiance for ad programs ARSNRNCR
P mm T S progan maans,
Mora han | Bul less than i exceads
$100 mellion " §1 befion ... rmalbon,
$1 bekan | $2 bakon .. mation,
$2 bion | $3 biion PO,
33 bhon S belion O e,
34 Duorny $5 baion 3 mafion,
36 bwon 55 telhon & makon
55 illion $7 befion | $13 msion.
Over 37 bil'icn . | 20 muibon

[FR Doc. 8510877 Filed 5-3-85; 8:45 am}
BLLING CODE 3110-01-M

© Thompson Publishing Group, ine. June 1885
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Qffice of Management and Budget Circular A-133 (3/16/90)

QMB CIRCULAR NO, A-133

TO THE HEADS OF EXECUTIVE
DEPARTMENTS AND
ESTABLISHMENTS

SUBJECT. Audits of Institutions of
Higher Educution and Other Non-Profit
Institutions -

L, Purpose, Clreular A-133 establishes
audit requirements and defines federal
responsibilities for implementing and
moenitoring such reguirements for
institutions of higher =ducation and other
non-profit institutions receiving federal
awards.

2. Awrhority. Clrcular A-132 i5 issued
under the authority of the Budget and
Accounting Act of 1921, as amended;
the Budget 2nd Accounting Procedures
Act of 1950, as amended:
Reorganization Plan No. 2 of 1970: and
Executive Order No. 11541,

3. Supersession, Circular A-133
supersedes Aitachment F, :unnaraoraph
2h. of Circular A-110, “Uniform
Administrative Requirements for Grants
and Other Agreements with Institutions
of Higher Education. Hospitals and
Other Non-Profit Organizations.™

4. Applicabilitv, The provisions of
Circular A-133 apply to.

a. Federal departments and agencies
responsiblie for administering programs
that involve grants, cost-tvpe contracts
and other agreements with institutions of
higher education and other non-profit
recipients.

b, Non-profit institufions. whether they
are recipients. receiving awards direcily
from federal agencies. or are
subrecipients, receiving awards indirectly
through other recipients.

These principles. to the extent
permitted by law, constitute guidance to
be applied by agencies consistent with
and within the discretion, conferred by
the statutes governing agency action.

3. Reguiremenss and Responsibilities.

The specific requirements and
respansibilities of federal departments
and agencies and institutions of higher
education and other non-profit
institutions are set forth in the
attachment.

6. Effecrive Date. The provisions of
Circular A-133 are effective upon
publication and shall apply to audits of
nen-profit iAstitutions for fiscal years
that becvm on or after Jan, 1. 1990,
Earlier implementation 1s encouraged
However, until this circular is
implemented. the audit provisions of
Attachment F to Circular A-110 shail
continue to be observed.

7. Policy Review (Sunset) Date.
Circutar A-133 will have a policy
review three vears from the date of
issuance. ;

8. Inguiries. Further information

congerning Cirelids A-LAF may be
obtained by cuniacting ife Finatcial
Muacagement Division, Otlice of

Munagement und Budge:. Washington,
D.C. 203U3. telsphone 1202 395-3593,
Richurd G. Darman

Direcror

OMB CIRCULAR A-133

AUDITS OF INSTITUTIONS OF HIGHER
ECUCATION AND OTHER NON-PROFIT
INSTITUTIONS

ATTACHMENT
. Definitions. For the purposes of this
circular, the tollowing definitions applv:
a. “Award” means financial
assisiance. and federal cosi-type
contracts used 10 buy services or goods

_ for the use. of the federal government. It

includes awards received directly from
the federal agencies or indirecily through
recipients. It does not include
procurement contracts io vendors under
grants or contracts, used to buy goods or
services. Audits of such vendors shall be
covered by the terms and conditions of
the contract.

b. “Cognizant agency” means the
federal agency assigned by the Office of
Management and Budget to carry out the
responsibilities descnbcd in paragraph 3
of this attachment.

¢, “Coordinated audit approach™
means an audit wherein the independent
auditor, and other federal and non-
federal auditors consider each other's
work. in determmmg the nature, timing
and extent of his or her own auditing
procedures, A cootdinated audit must be
conducted in accordance with
Government Auditing Standards and
meet the objectives and reporting
requirements set forth in paragraph [2(b)
and 15, respectively, of this artachment,
The objective of the coordinated audit
approach is (0 minimize duplication of
audit effort. but not to limit the scope of
the audit work so as to preclude the
independent auditor from meeting the
abjectives set forth in paragraph 12(b) or
issuing the reports required in paragraph
I3 in a timely manner,

d, “Federal agency™ has the same
meaning as the term ‘agency’ in Section
551¢1} of Title 5, United States Code.

‘e.. “Federal Financial Assistance.”

(1} "Federal financial assistance™
means assistance provided by a federal
agency (o a recipient or subrecipient to
carry oul a program. Such assistance
may be in the form of:

— grants:
contracts;
cooperative agreements;
loans;
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foarn gaarantves,
oropeErTy
meerest subsidies:

nMsLrance:

direct apprapriations:

other non-cash ussistanc

21 Such assistance does not inciude
dll’ECt federal cash assistance to

wndis iduals.

t3+ Such assistance includes awards
received directly rom rederal agencies,
or indirectly when subrecipients receive
funds ideatified as rfederal funds by
recipients.

r=) The granting agency iy responsible
for identifying ihe source of funds
awarded 1o recipients: the recipien: 13
responsible for identifving :he source of
funds awarded 10 subrecipients.

f. “Generally accepted accounting
prmmples” has the meaning specitied n
the Government Audinne Standards.

g. “Independent auditor® means;

1) A federal. state or tocal
government auditor wino meets he
standards specified in the Governmeny
Audlting Standards. or

{2) A public accountant who meets
such standards.

h. »Internal control structure™
means the policies and procedures
established to provide reasonable
assurance that:

(1) Resource use is consistent with
laws, regulations and award terms:

(2 Resources are safeguarded against
waste, loss and misuse: and

3) Reliable data are obtained.
maintained and fairly disciosed in
reports.

I, “Major program™ means an
individual award or a number of awards
in a category of federal assistance or
suppoert for which toial expenditures are
the larger of three percent of toial
federal funds expended or $100.000, on
which the auditor will be required 1o
express an opinion as to whether the
major program is being administered in
compliance with laws and regulations.

Each of the following categories of
federal awards shall constitutz a2 major
program where total expenditures arg the
larger of three percent of total federal
funds expended or 5100.000:;

— Research and Developmaeni.

— Student Financial Aid.

— Individual awards not in the
student aid or research and develepment
category.

i *Management decision™ means the
evalpation by the management of an
establishment of the findings and
recommendations inciuded in an audit
report and the issuance of a final
decision by management concemning its
response to such findings and
recommendations, including actions
concluded to be necessary,

k. “Non-profit institution™ means any
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Office of Management and Budget Circular A-133 (3/16/20)

COTPOrLlIen, irush, dssoviation,
cooperalive or other oprgumization wiieh
1) 15 operated primarily for sciennfic,
educanonal, service, charituble, or
simtldr purpeses 0 the public nterest
23 i» not organized primarily for profin
and 3) uses its net procesds o maintain,
improve, and/or expand ity operapions.
The term Tnon-profit insiiwioens”
mncludes institutions of higher education,
except those institutions that are audited
as part of single audits in accordance
with Circular A-128 ~Audits of State
and Local Governments.” The term does
not include hospitals which are not
affiliated with an instilttion of higher
education, or state and local
governments and [ndian tribes covered
by Circular A-128 “Audits of State and
Local Governments,”

reciplent of vther subrecipient. but Jduoes
not inviude an indivodual thet s o
_beaefictary of wuch a program. A
subreciptent may alse be a Jdirect
recipient of federal awards under other
agreements.
q. "Vendor” means an orgonization
providing a recipient ar sybrecipient
with generally required goods or services
that ure relaled to the udmimstrative
support of the federal assistance
program.
20 Audit of Nen-Prafit Instituiions,
& Requirements Based on Awards
Received. , o )
(1) Non-profit institutions that receive
$100.000 or more a year in federal
awards shall have ag aydit made in _
accordance with the provisions of this
circular, However, non-profit institutions
{. “Oversight” agency means the recziving 5100.000 or more hut
federal agency that provides the _receiving awards under only one
predominant armount of direct funding 10 _ program have the option of having an
a recipient not assigned a cognizant audit of their institution prepared in
agency, unless ne direct funding is accordance with the provisions of the
received. Where there is no direct circular or having_an audit made of the
funding. the federal agency with the cne program. For prior or subsequent
predominant indirect funding will vears, when an tnstitution has only loan
assume the general oversight guarantees or outstanding loans that
responsibilities. The duties of the were made previously, the institution
oversight agency are described in may be required to_conduct audits for
paragraph 4 of this attachment. these programs, in accordance with

m. *Recipient” means ar organization regulations of the federal agencies
receiving financial assistance to carry providing those guarantees or loans.
out a program directly from federal {2y Non-profit ihstitufions that receive
agercies, - - : at least $25.000. bur less than $100,000 a

n. “Research and development” vear in federal awards shall have an
includes all research activities, both audit made in accordance with this
basic and applied, and all dsvelopment circular or have an audit made of each
activities that are supported at federal award, in accordance wilh
aniversities. colleges and other non- federal laws and regulations goveming
profit institutions. “Research” is defined the programs in which ithey participate.
as a systematic study directed toward . {3) Non-profit institulions receiving
fuller scientific knowledge or less than 525,000 a year in_federal
understanding of the subject studied. awards are exempt from federal audit
“Development™ is the systematic use of requirements, but records must be
knowledge and understanding gained available for review by appropriate
from research directed toward the officials of the federal grantor agency or
production of useful materials, devices, subgranting entity.
systems of methods, including design b. Oversight by Federal Agencies.
and development of prototypes and (1) To zach of the larger non-profit
processes, - -—institutions the Office of Management

o. “Student Financial Aid” includes and Budget {OMB) will assign a federal
those programs of general student agency as the cognizant agency for
assistance in which institutions monitoring audits and ensuring the
participate, such as those authorized by _resolution of audit findings that affect
Title IV of the Higher Education Act of the programs of more than one agency.
1965 which is administered by the U.5. (2) Smaller institutions not assigned a
Department of Education and similar cognizant agency will be under the
prograrns provided by other federal general oversight of the federal agency
agencies. [t doss not include programs that provides them with the most funds.
which provide fellowships or simular {3) Assignments toc federal cognizani
awards to students on a competitive agencies for cartying out responsibilities
basis, or for specified studies or in this section are set forth in a separate
research, supplement to this circular,

p. “Subrecipient™ means any person (4} Federal government-owned,
or government department, agency, contractor-operated facilities at
establishment or non-profit erganization institutions or laboratories operated
that receives financial assistance to carrvy  primarily for the government are not
out a program through a primary included in the cognizance assignments.
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Thuse walloremain the responshiluy o
the contracting wgencies. The lised
assignmenis cover all ol the funcnons in
this circulur unless otherwise ndivuted.
The Office of Management and Budger
will ¢oordinate changes mm pgency
assignments.

3. Cognizanr Agency Responsihiliites.
A cognizant agency »halll

a. Ensure that audits are made and
reports are received in a timely manner
and in accordance with the requirements
of this circular,

b. Provide technical advice and linison
to insututions and independent auditors.

¢. Obtain or make yuality controi
reviews ol selected asudits made by non-
federal audit organizations, and provide
the results, when approphate, to other
interested organizarions,

d. Promptiy inform other affected
federal agencies and appropriate !federal
law enforcement officials of any
reported illegal acts or irregularioes, A
cognizant agency should also inform
state or local law enforcement and
prosecuiing authorities, if not advised by
the recipient, of any violation of law
within their jurisdiction.

&. Advise the recipient of audirs that
have heen found not 1o have met the
requirements set forth in this circular, In
such instances. the recipient will work
with the auditor o take comective
action, If corrective action 15 not iaken,
the cognizant agency shall notify the
recipient and federal awarding agencies
of the facts and make recornmendations
for follow-up action. Major inadequacies
or repetitive subsiandard performance of
independent auditors shall be referred @
appropriate professional bodies for
disciplinary action.

_ f. Ceordinate, to the extent
practicable, audits or reviews made for
federal agencies that are in addituen to
the audits made pursuamt to this gircular,
50 that the additional audits or reviews
build upon audits performed in
accordance with the circular.

g. Ensure the resolation of audn
findings that affect the programs of
more than one agency.

h. Seek the views of other interesied
agencies before completing a coordinated
progranm.

i. Help coordinate the audit work and
reporting responsibilines among
independent public accountanis, state
zuditors, and both resident and non-
resident federal auvditors to achieve the
mosL cost-effective audit,

4, Oversight Agency Responsihilities.
An oversight agency shall provide
technical advice and counsel to
institutions and independent auditors
when requested by the recipient, The
oversight agency may assume all or
some of the responsibilities novmally
performed by a cognizant agency,
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SR anear Roguansipdiien A
resiplent thut recenves a federal wward
and orovides STE000 or more of it
Jduering s fiaeal seur 10 @ subrecinient
shali:

¢, Ensure thut the non-profit
instizution subrecipienis thul raeeive
$23.000 or more have met the auedit
requiremenis ol this circuier. and that
subrecipients subject to OMB Circutar
A-128 have met the audit requirements
of that circulan -

b. Ensure that appropriate corrective
action is taken within six menths after
receipt of the subrecipient audit report in
instances of non-compliance with federal
laws and regulations;

c. Consider whether subrecipient
audits necessitate adjustrnent of the
recipieni’s own records; and

d. Require each subrecipient to permit
independent auditors to have access (o
the records and financial statements as
necessary for the recipient 10 comply
with this circular.

6. Relation to Other Audit
Reqguiremenis. .

a. An audit made 1n accordance with
this circular shall be in lieu of any
financial audit required under individual
faderal awards. To the extent that an
audit made in accordance with this
circular provides federal agencies with
the information and assurances they nesd
1o carry out their overall responsibilities.
they shall rely vpon and use such
information. However, a federal agency
shall make any additional audits or
reviews necessary to Carry out
responsibilities under federal law and
regulation. Any additional federal audits
or reviews shall be planned and carried
out in such a way as to build upon work
performed by the independent auditor,

b. Audit planning by federal audit
agencies should consider the extent to
which reliance can be placed upon work
performed by other auditors. Such
auditors inciude state, local, federal and
other independent auditors, and a
recipient’s intermal auditors., Reliance
placed upon the work of other auditors
should be documented and in accordance
with Government Auditing Standards.

c. The provisions of this circular do
not limit the authority. of- federal
agencies to make or conmract for audits
and evaluations of federal awards. nor
do they limit the authority of any federal
agency inspector general or other federal
official.

d. The provisions of this circular do
not autherize any institution or
subrecipient thereof to constrain federal
agencies, in any manner, from carrying
out additional audits, evaluations or
reviews.

e. A federal agency that makes or
contracts for audits, in addition to the
audits made by recipients pursuant to

of Management and Budget Circular A-133 (3/16.90)

s viseular. shail consistent with wther
applicable lavws and regulations, drrange
for tunding the cost ol such udditional
atdits, Such addittonal aadits or reviews
inciude finanaal, performance zudits and
program evaluations.

7. Fregquency of Andit. Audits shall
usuully be performed annually but not
less frequently than every two years.

8. Sancnions. No zudit costs may be
charged to federal awards when audits
required by this circular have not been
made or have been made but not in
accordance with this circular. In cases of
continued inability or unwillingness to
have a proper audit in accordance with
the circular, federal agencies must
consider appropriate sanctions including:

— withholding & percentage of awards
until the audit is completed
saiisfactorily:

— withholding or disallowing
overhead costs; or :

— suspending federal awards uatil the
audil 15 rmade.

9. Audir Cusis. The cost of audits
made in accordance with the provisions
af this circular are allowable charges 1o
federal awards. The charges may be
considered a direct cost or an allecated
indirect cost, determined in accordance
with the provisions of Circular A-21,
“Cost Principles for Universities™ or
Circular A-122, "Cost Principles for
Non-Profit Organizations.” FAR subpart
31, or other applicable cost principles or
regulations.

10, Auditor Selection. In arranging for
audit services institutions shall follow
the procurement standards prescribed by

Circular A-110, “Uniform Requirements

for Grants and Agreements with
Inscitutions of Higher Education,
Hospitals and Other Non-Profit
Organizations.”

tl. Small and Minority Audit Firms.

a. Small audit firms and audit firms
owned and controlled by socially and
economically disadvantaged individuals
shall have the maximum practicablie
opportenity 0 participale in contracts
awarded to fulfill the requirernents of
this circular.

b. Recipients of federal awards shalt
take the following sieps to further this
goal:

(1) Ensure that smali audit firms and
audit firms owned and controlled by
socially and economically disadvantaged
individuvals are used to the fullest extemt
practicable;

(2) Make information on forthcoming
opportunities available and arrange
timeframes for the audit to encourage
and facilitate participation by small audit
firms and audit firms owned and
controlied by socially and economically
disadvantaged individuals:

(3) Consider in the coniract process
whether firms competing for larger
zudits intend to subcontract with small

-
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audit Nrms ang aadil nems eped L
conirulied by ~ociully and coumnmigaily
Jdisadvantaged individuals:

(+) Encourage contravting with smutl
audit firms or aedu firms vwned ind
conirolled by sociwally end econnmicalls
disadvantaged individuals whick huve
traditionally audited government
programs. 2nd in cases where this 15 not
possible. ussure that these firms ure
given consideration for audit
subconiracting opportunities;

i3y Encourzge contracting with
consortiums of small audit firms as
described in section (1), above. when a
contract is too large for an individual
small audit firm or audit firm ownad and
contreiled by socially and economicaily
disadvantaged individuals: and

163 Use the services and assistance. a
appropriate, of such organizations as the
Small Business Admunistration mn the
solicitation and urtilization of small audit
firms or audit firms owned and
controlled by socially and economically
disadvantaged individuals.

12, Scope of Awdir and Audir
Objectives.

a. The zudit shall be made by an
independent auditer in accordance with
Government Auditing Standards
developed by the Comptroller General of
the United States covering financial
audits. An audit under this cirenlar
should be an organization-wide audit of
the institution. However, there may be
instances where federal auditors are
performing audits or are planning to
perform audits a: non-profit institutions.
In these cases, to minimize duplication
of audit work, a coordinated audis
approach may be agreed upon berween
the independent auditor. the recipient
and the cognizant agency or :he
oversight agency. Those auditors who
assume responsibility for any or all of
the reporis called tor by paragraph 15
should follow guidance set forth in
Government Auditing Standards in using
work performed by others,

b. The auditer shall determine
whether:

(14 The financial statements of the
institution present fairly iws financial
position and the results of its operations
in accordance with generally accepied
accounting principles:

(23 The institution has an internal
control structure to provide reasonable
assurance that the institution is
managing federal awards in compliance
with applicable laws and regulations.
and controls that ensure compliance with
the laws and regulations that could have
a material impact on the financial
statements; and

{3) The insutution has complied with
laws and reguiations that may have a
direct and material effect on its tinancial
statement amounts and on each major
federal program.
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V3 Meevned Comtrads Over Foderad
Awards, Complopt e Roeviens,

d General, The independent auditer
shall determine and report on whether
the recipient hus Jn (naterazl conrrol
sfructure 10 provide reasonable assurance
that it is managing federal awards (n
complianee with applicable laws,
regulztions, and contract terms. and that
it safeguards federal funds, In
performing these reviews, independant
auditors should rely upon work
performed by a recipient’s internal
auditors to the maximum extent possible,
The exreni of such reliance should be
bused upon the Governmenr Auditing
Standards.

b, Internal Cuontrol Review,

(1) In order 10 provide this assurance
on internal conrols, the auditor muost
obtain an undersianding of the internal
control siructire and assess levels of
inlernal controi risk. Afier obtaining an
undersianding of the controls, the
assessment must be made whether or not
the auditor intends to place rellance on
the intarnal conirol structure,

{23 As part of this review, the auditor
shall:

(a} Perform tesis of controls to
evaluate the effectiveness of the design
and operation of the policies and
proceduras in preventing or deteciing
material non-compliance. Tesis of
contrels will not be required for those
areas where the intsrnal control structurs
policies and procedures are likely to be
ineffective in preventing or detecting
nen-compliance, in which case a
reportable condition or a material
weakness should be reported in
accordance with paragraph 15 o(2) of
this circular.

{b) Review the reciptent’s system for
monitoring subrecipients and obtaining
and acting on subrecipient audit reports.

(c) Determine whether controls are in
effect to ensure direct and indirsct costs
were computed and billed in accordance
with the guidance provided in the
genaral requirements section of the
cempliance supplement to this circular.

¢c. Compliance Review,

{1} The auditor shall determine
whether the recipient has complied with
taws and regulations that may have a
direct and marerial effect on any of its
major federal programs. In addition,
transactions selacted for non-major
pregrams shall be tested for compliance
with federal laws and regulations that
apply to such transactions,

(2) In order to determine which major
programs are to be tested for
compliance, recipients shall identify, in
their accounts, ali federal funds received
and expended and the programs under
which they were received. This shall
include funds received directly from
federal agencies, through other state and

lovwel gonernments or other recipionts, To
daslst reeapients 0 odentifving federdl
dwards. feceral agencies and primasy
recipients shuil provide the Curadeg o
Federal Domesiic Assistance (CFDA)
numbers to the reciplents when making
the awards.

t3) The review must include the
selection of an adequate number of

_iransagtions from sach major federal

financial assistance program 50 that the
auditor obtains sufficient evidence to
support the opinion on compliance
required by paragraph 15¢13) of this
attachment. The selection and testing of
transactions shall be based on the
auditors® professional judgment
considering such factors as the amount
of expenditures for the program: the
newness of the program or changes in
its conditions: prior experienc® with the
program parncularly as revealed in
inspections, program teviews, or svstem
reviews required by Federal Acquisiiion
Regulations): the extent 1o which the
program is carried cut through
subrecipients: the extent to which the
program ceontracts for goods er services:
the level to which the program is
already subject 10 program reviews or
other forms of independent oversight:
the adequacy of the contrels for ensuring
compliance: the expectation of adherence
or lack of adhersnce to the applicabte
laws and regulations: and the potential
impact of adverse findings.

(4) In making the test of (ransactions.
the acditor shail determine whether:

— the amounts reported as
expenditures were for allowable services,
and

— the records show that those who
reczived services or benefits were
¢ligible to receive them.

{3) In addition 1o transaction testing,
the auditor shall_determine whether:

— malching requiremnents, [evels of
effort and earmarking limitations were
mer, .

— federal financial reports and claims
for advances and retmbursement contain
tnformation that is supported by books
and records from which the basic
financial statements have been prepared.
and . . R .

— amounts claimed or used for
matching were determined in accordance
with [} OMB Circular A.21, “Cost
Principles for Educational Institutions™
2} marching or cost sharing requirements
in Circular A-110. "Uniform
Requirements for Grants and Agresments
with Institutions of Higher Education,
Hospitals and Other Non-Profit
Organizations™, 33 Circular A-122, “Cost
Principles for Non-Profit Organizations™
4y FAR subpart 31 cost principles; and
37 other applicable cost principles or

regulations,
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cre The pricaipal compliang g
rrguiremeEnty of e largest tederal
programs may be ascertained by
referning o the “Camplidince Supplomens
gor o Sonele Awdiy of Educartonal
Trartutinns und Other Non-Profic
Oroanizationy.” and the “Cuompliunce
Supplemens for Stngle Andiis of Srate
und Local Governptents.” issued by
OMB and available from ihe
Government Printing Office. For those
programs nol covered 1n the complance
supplements. the auditer should ascerain
compliance reguiremenis by review:ing
the statures. regulations and agreements
governing ndividual programs.

(73 Transactions raiated to other
awards that are selected in connection
with examinations of financial siatemenis
and evaluations of internal controls shait
be rested for compliance with federal
laws and regulations that apply te such
transactions.

L4 Hlezal Acrs. If. during or :n
conneciion with the awdit of a non-profit
institution, the auditor becomes aware of
illegal acts, such acts shull be reported
in accerdance with the provisions of the
Governmenr Auditing Standards.

L5, Audir Reparts.

a. Audit reports must be prepared at
the completion of the zudit,

b. The audit report shall staze that the
audit was made n accordance with the
provisions of this circutar,

¢. The repert shall be made up of ur
least the following thrae parts:

(1) The financial statements and a
schedule of federal awards and the
apditor's repoti on the stalements and
the schedule. The schedule of federal
awards should i1dentify major programs
and show the total expenditures tor each
program. Individual major programs
other than research and development and
student aid should be lisied by catalog
number as identified in the Caralog of
Federal Domestic Assistance,
Expenditures for federal programs other
than major programs shall be shown
under the caption “other federal
assistance.” Also, the value of non-cash
assistance such as loan guarantees. tood
commedities or donated surplus
properties or the outstanding balunce of
loans should be disclosed in the
schedute,

{2) A written report of the
independent auditor's understanding of
the intermal conirol structuce and the
assessment of control risk., The auditor’s
report should include as a munimum: 1y
the scope of the work in oblaining
understanding of the inernal control
structure and in assessing the conirol
risk, 2) the nen-profit insttrution's
significant intemal contrels or control
structure inciuding the controls
estaplished to ensure compliance with
laws and regulations that have a material
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mpaet on the Snanciel staements and
g 1 arovee recsonable assurance
that federal awards are being manuged in
aue with appiicabie laws and

cemplia
regulatiors, und A1 the reporiahle
conditons, ncluding the idenuticution of

material weaknesses, tdenuified as a
result of the auditor’s work in
cndersiunding and assessing the control
risi, 10 the audizor iimibis nis/her
cunsideration of the nternal control
structire for any rezson. the
circumstances should be disclosed in the
report.

(31 The auditor’s
containing;

— An opinion as 10 whether each
major federal program was being
administered in compliance with laws
and regulations applicable to the matters
described [n paragraph 13fc){3) of this
artachment. including compliance with
laws and regulations pertaining to
firancial reports and ¢laims for advances
and retmbursements:

— A statement of positive assurance
on those items that were 1ested for
compliance and negative assurance on
those iiems not tested:

— Material findings of non-
compliance presented in their proper
perspective:

+ the size of the universe in number
of items and dollars.

« the number and dollar amount of
transaciions iested by the auditors,

+ the number and corresponding dellar
amount of instances of non-compliance;
— Where [lindings are specific 1o a
particular federal award, an identification
of toral amounts questioned. if any. for
cach federal award. as a resuit of non-

compliance and the auditor’s
recommendations for necessary
corrective action. -

report on cempliance

o The three purts o the audit repors
oy buund o oo single docement. or
proesented ab e same Lme oy sepdiiie
documenis,

Jd. Non-material findings need not e
disclosed with the compliance report but
stouid be reported in wnining to the
réciprent in a seporaig communication.
The recipient, i turn. should forward
the findings to the tederal grantor
J422TCISS Or 3ubgrantor suurces.

e. All froud or illegal acts or
indicaiions of such acis. including all
guestioned costs found as the result of
these acts that auditors become aware of.
may be coverad in a separaie written
repart submiited 1n accordance with the
Government Auditing Standards.

f. The auditor’s report should disclose
the status of known but uncorrected
significant material findings and
recommendations from prior zudits that
affect the current audit objective as
specified in the Governmenr Auditing
Standards.

g. In addition 1o the audit report. the
recipient shall provide a report of iis
comments of the findings and
recommendations in the report, ncluding
a plan for corrective action taken or
planned and comments on the status of
corrective action taken on prior findings.
If corrective action is not necessary. a
statement describing the reason it is not
should accompany the audit report,

h. Copies of the audit report shall be
submitted in accordance with the
reporting standards for financial audits
coniained in the Government Auditing
Standards, Subrecipient auditors shall
submit copies to recipients that provided
federal awards. The report shall be due
within 30 days after the completion of
the audir, but the andit should be
completed and the report submitied not

[t
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later thas X montios oo o e
;-_J'Wl-. S AT LR it

fod s agrevd T I TN e RS

owrsmnt agends,
t. Recipients of more thaz SIO080 LR
tederzl waards shall ~abm one copy or

the 2udit report within 200 duvs after
isnuance to o ceairdl clearinghouse o be
demignated by the Office mt Munagemen:

and Budget The cleanmghouse will keep
completed audit reports on fie, .

J. Recipients shull keep sudit reporis.
inciuding subrecrpient reperts. on flla for
three vears from their [ssuance,

16, Audir Resolition.

a. As provided in paragraph 2. the
cogruzant agency shall be responsibiz for
ensuring the resolution of sudiz findings
that affect the programs of more then
one federal agency, Resolution of
{indings that relaie to the programs of 1
single federal agency will be the
responsibility of the recipient and the
agency. Alternate arrangements may be
made on case-by-case basiy oy
agreement am _ ;1 the agencies
coneerned.

B. A managememnt decision shail be
made within six months after raczipt of
the report by the faderal agencies
responsible for audit resolution.
Corractive action should proceed as
rapidly as possible.

17, Audir Workpapers and Reporrs,
Workpapers and reports shail be retained
for a minimum of three vears {rom the
date of the audit report. unless the
auditor is notified in writing by the
cognizant agency to exiend the retention
period. Audii workpapers shall be made
available upon request o :he cognizant
agency or its designee or the General
Accounting Office. at the compietion of
the audit.
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