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FISCAL NOTE FOR PROPQOSED RULES

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

Type of Rule: xZ Legislative - Interpretive Procedural
Agency Department of Health and Address Building 3, Capitcl Complex
Human Resources o Charleston, W. Va. 25305
ANNUAL FISCAL YEAR

l. Effect of Proposed Rule Increase Decrease Current Next Thereafter
Estimated Total Cost $ $ $3,000,000 % * $ *
Personal Services -0~ —G- ~0-
Current Expense 3,000,000 * *
Repairs and alterations -0- -0- -0-
Equipment - -0- -0=- —-0-
Cther -0- ~0- -0-

2. BExplanation of above estimates.

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

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

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 Cverall Economic Impackt of Proposed Rule.

A. Economic Impact on State Government.

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

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

The grant funds allocated 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. ZEconomic 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-
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W. Donald Weston, Acting Secretary
Department of Health and Human Rescurces




DATE: NOVEMBER 2, 1992

TO:

LEGISLATIVE RULE-MAKING REVIEW COMMITTEE

FROM: DIVISION OF HEALTH

LEGISLATIVE RULE TITLE: PRIMARY CARE CENTER UNCOMPENSATED CARE

l.

GRANTS

Authorizing statute(s) citation W. Va. Code §8$16-2H-2(c)

and 16-2H-2(e)

a. Date filed in State Register with Notice of Hearing:

August 27, 1992

b. What other notice, Iincluding advertising, did you give of
the hearing?

Notice was sent to primary care centers, hospitals, and

various professional associations.

c. Date of hearing(s): Public Comment Period August 27,

18992 to September 28, 1992

d. Attach list of perscons who appeared at hearing, comments

received, amendments, reasons for amendments.
Attached Nc comments received X

e. Date you filed in State Register the agency approved
proposed Legislative Rule following public hearing: (be
exact) :

November 2, 1982

f. Name and phone number of agency person to contact for
additional information:

Kay Howard - 558-3223




If the statute under which you promulgated the submitted rules
requires certain findings and determinations to be made as a
condition precedent to their promulgation:

a.

Give the date upon which you filed in the State Register a
notice of the time and place of a hearing for the taking of
evidence and a general description of the issues tc be
decided.

N/A

Date of hearing: N/A

On what date did you file in the State Register the find-
ings and determinations required together with the reasons
therefor?

N/A

Attach findings and determinations and reasons:

Attached N/A




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 prevision
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
to comply with W. Va. Code $§§16-2H-2(c¢) and 16-2H-2(e), passed by
the 1992 Legislature. The funds to be distributed under this rule
will support the continuation of primary care services Iin West

Virginia.

For further information contact: Charles Dawkins, Bureau of Public
Health, Office of Community and Rural Health Services, Division of
Primary Care and Recruitment, telephone 558-4007, 1411 Virginia
Street East, Charleston, West Virginia 25301 o¢r Regulatory
Development Program, Department of Health and Human Rescurces,
Capitol Complex, Charleston, WV 25305, telephone 3558-3223.
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[ PROPOSED] _ {
TITLE 64 FILED
WEST VIRGINIA ADMINISTRATIVE RULES

DIVISION OF HEALTH Nov 2 9 sefd'g?

SERIES 70
PRIMARY CARE CENTER UNCOMPENSATED CARE0 SRANTS, -+ vinaria
SECRETARY OF STATE
§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 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.

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

§64-70-2. Appliqation and Enforcement.

2.1. Application - This rule applies to applicants for and
recipients of grants to ocffset 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 of 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 consideration.

3.3. PFamily 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 requirements
under 42 CFR §405.2434, and:

1) Is receiving a grant under Sections 329, 330, or 340
of the United States Public Health Service Act, or 1is receiving
funding from such a grant and meets the requirements to receive a
grant under Sections 329, 330 or 340 of the United States Public
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64 CSR 70
Health Service Act; or

2) Based on the recommendation of 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, 1990.

3.5. Free Clinic - A primary care center which provides at
least ninety percent (90%) of all services free of charge.

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

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

3.8. Nonprofit - Regilstered 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 Iits
purpose 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 unigque 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 resources
is an important part of effective primary care. Such care is gen-
erally provided by a physician, but may be provided by other multi-
disciplinary persconnel such as nurse practitioners, physician
assistants and nurse-midwives. The purpose of this interaction is
to achieve comprehensive cocordination of health care including
educational, behavioral, biological, 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 commen membership, governing bodies,
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64 CSR 70

trustees, officers, stock ownership, family members, partners or
limited partners, or a subsidiary, foundation, related corporation,
jeint wventure or other similar organization, if such similar
crganization controls or is controlled by the primary <¢are center
through c¢ontracts or other legal documents which allow the
crganization the authority to direct any of the centexr’'s activi-
ties, management, or pelicies.

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

3.11.1. The subsidiary, foundation, related c¢orporation,
jeint venture or cther similar corganization has solicited funds in
the name ¢f 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 t¢ be used, for the
benefit of the center; or

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

3.11.3. The subsidiary, foundaticn, related corpcoration,
jeint venture or cother 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 of 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, jcint
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 is 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 (RHC) - A facility that:
3.12.1. Has been determined by the Secretary of the United
States Department o¢f Health and Human Services to meet the

reguirements o©f section 1861l(aa)({2) cf 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 additional informa-

tion.)

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

3.14. Sliding 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 do 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 vyear unless another 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. 1In 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) vears 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 community-based board of directors;
5.1.5. If it derives revenues, derive eighty per cent (80%)
of the revenues, excluding those funds from charitable foundations

and state and federal grants, from the provision of 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 gqualified health
center or rural health clinic; or

5.1.8.2. Cf having initiated a process, with evidence of
reasonable progress towards completion, to become a federally
qualified health c¢enter or rural health clinic; or

5.1.9.3. Why status as a federally gqualified health center or
rural health clinic would not result in improved revenues to the
center.

5.2. Primary care centers which do not meet federal require-
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. Exempticn from FQHC or RHC
requirements may be requested in writing to the director.
§64-70-6. Application Reviews and Grant Awards.

6.1. Review of grant eapplications shall consist of the
analysis and evaluation of the following information:

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

£.1.2. A twelve (12) month pericd 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., Notice of Federal grant awards;
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64 CSR 70
6.1.9. 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 o¢f 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.

€.5. The director may deny or revoke a grant, or take other
available actiens, 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 violation of any applicable
federal, state, or local law, rule cor ordinance related to the
provision of primary care services by the center,

§64-70-7. Audits.

7.1. A primary care 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 (OMB) Circular A-128, "Audits of
State and Local Governments', or OMB Circular A-133, "Audits of
Institutions or Higher Education and Other Nonprofit Institu-
tions", whichever 1s applicable. These c¢irculars 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 questioned 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 pericd. 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
ruie 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 reguirement by
providing a written request for exemption to the director.

7.3. 1If the center's receipts from federal funds, State-match
funds and all other sources are less than twenty-five thousand
dollars ($25,000) annually, the center may reguest an exemption
from the audit requirement 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 clinics may be
exempted from the twenty five thousand dollars ($25,000) upper
limit by providing a written request for exemption to the director.

§64-70-8. Administrative Due Process - Those perscns 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 manner 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. If any portion of this rule is held invalid, the remaining
provisions remain in effect.
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OFFICE OF MANAGEMENT AND
BUDGET

Issuance of Circuiar A-128 "Aucits of
State and Lozal Governments”

AGENCY: Office 2f Munagemant and
Budget.

ACTION: Final [-'nuunrc of O\AB Circular
A-12B. "Audits of Sate and lLocal
Covernments.”

suMMARY: This OMB Circular prm.ues
pulicy guidance to FEdP"n[ agencies in
the implementation of the Single Audit
Act of 1984 (Pub. L. 88=302). It
establishes uruform requirements for
aurits of Federal financial assistance
provided to State and local governments
and promotes the efficient and effective
use of audit services,

EFFECTIVE DATE: This Circtlar was
effective April 12, 1985. and shall apply
to fiscal years of State and local
governments that began after December
31, 1984. Earlier implementation is
encouraged. However, until it is
mplemented the gudit provisions of
Attachment P 1o Circular A-102 shall
continue to be observed.

FOR FURTHER INFORMATION CONTACT:
Paimer A. Marcantonio, Financial
Management Division, Cffice of
Management and Budget, Washington.
D.C. 20503, (202) 395-3993.

EXECUTIVE OFFICE OF THE
PRESIDENT

Office of Management and Budget
CIRCULAR NQ. A-128

Aprit 12, 1885

To the Heads of Executive Depanmems and
Establishments.

Subject: Audits of S12te and Local
Rovernments.

1. Purpese, This Circular i3 issued

pursuant to the Single Audit Act of 1984,

Pub. L. 98-502. !t establishes audit
requirements for Stale and local
governments thal receive Federal aid.
and defines Federal responsibilities for
implementing and monitoring those
requirements,

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 Audit Act
butlds upen earlier efforis to improve
audits of Federal aid programs. The Act
requires State or local governments that
receive $100,000 or mare a year in
Federal funds to have an audit made fo
that vear. Section 7505 of the Act
requires the Director of the Office of

® Thempson Publishing Group, Inc.

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

SManagemear inr Budger ogees e
aulioes orocedures and Suiden P2 0
impioment the Act it specafi=s that the
hrector shatl cesignate "nognizant”
Federai agencies, derermune crtena fur
meking agpropriate charges '0 Federal
programs for the eost of audits, uad
provide proceduras o assure that small
firms or firms owned and controlled by
disadvantaged 'ndividuals have the
ooportunity to participate in contracts
fer single audits.

4. Poiicy. The Single Audit Act
requires the following

a. State or local governments that
receive $100.000 or more a vear in
Federal financial assistance shall have
an zudit made in accordance with this
Cireular.

b. State or local governments that
receive between 325,000 and $100.000 a
vear shall have an audit made in
accordance with this Circuiar, or in
accordance with Federai laws and
regulations governing the programs they
participate in.

c. State or local governments that
receive less than $25,000 a year shall be
exemp! from compliance with the Act
and othar Federal audit requirements.
These State and local governments shall
be governed by audit requirements
prescribed by State or local law or

regulation.

d. Nothing in this paragraph exempta
State or local governments from
maintaining records of Federal financial
assistance or from providing access to
such records to Federal agencies. as
provided for in Federal law urin
Circular A-102, “Uniform requirements
for grants to Slale or local
governments.”

5. Definitions. For the purposes of this
Circular the following definitions from

the Singie Audit Act apply

. “Cognizant agency™ means the
Federal agency assigned by the Office of
Management and Budget to carry aut the
responsibilities described in paragraph
11 of this Circular.

b. “Federal financial assistance”
means assistance provided by o Federal
agency in the form of grants, contracts,
cooperative agrzements, loans, loan
guarantees. property, interest subsidies.
insurance. or direct appropriations, but
does nct include direct Federal cash
assistance 0 individuals. It includes
awards received directly from Federal
agencies, or indirectly through other
units of State and local governments.

. “Federsal agency'” has the same
meaning as the term “agency” in section
551(1] of Title 5, United States Cods.

d.’ Cenerai]y accepted accounting
principies” has the meaning specified in
the generally accepted government
auditing standards.

June 1685
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GCeneral. dated Febuary 27, 1981,

f. ‘[ndependent auditor” rmedns:

(1] a State or local government guditur
who meets the independence standards
spenified :n generaily accepted
government auditing standards: or

(2) 2 public accountant who meets
such independence standards.

2. “Internal centrois™ means the plan
of organization and metheds and
procedures adepted by management to
ensure that

{1) resource use ig consisient with
laws, reguiations, and policies:

{2} resources are safeguarded against
waste. loss, and misuse; and

(3] reliable data are obtained.
maintained, and fairly disclosed in
reports.

h. "Indian tribe"” means any Indian
tribe. band. nations. or uther organized
group or community, including any
Alaskan Native village or regional or
village corperations {as defined in, or
eslablished under. the Alaskan Native
Claims Settlement Aci} that is
recognized by the United States as
eligibie for the special programs and
services provided by the United States
to Indians because of the:r status as
Indians.

i. "Local government” means any unil
of local government within a State,
including a county. a borough,
municipaiity, city, lown, townsaip,
parish, local public autherity. special
district, school district, intrastate
district. council of governments, and any
uther instrumentatlity of local
govermnment.

j. "Major Federal Assistance
Program.” as defined by Pub. L. $8-502,

is deseribed in the Attachment to this
Circular.

k. “Public accountanls” means thuse
individuals who meet the qualification
standards included in generally
accepted government auditing standards
far personnel performing government
audits.

1. “State” means any Slate of the
United States. the District of Cclumbla.
the Commonwealth of Puerto Rico, the
Virgin [slands, Guam, Americah Samoa.
the Commanweaith of the Northem
Mariana Islands. and the Trust Territory
of the Pacific Islands, any
instrumentality thereof, and any multi-
States, regionai, or interstate entity that
has govermmental functions and any
Indian tribe,

m. “Subrecipient” means any perscn
or government department, agency. or
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asrabiishment snat raayeg Federyd
Noancial dgsigrance o ocarmy ol
srogram through a State or locyl
government. hut doas nof include an
tndividual that s & cereficiary of such 4
orogram. A subrecipient may «lso be a
direct recipient of Federal financial
assistance. — -

6. Scope of cudit. The Single Audit
Act provides that

a, The audit shall be made by an
independent auditar in dccordance with
gunerally accepted government auditing
standards covering financial and
compliance audits.

b. The audit shall cover the eatire
aperations of a State or local
government or, at the option of thaut
government, it may cover departments.
agencies or establishments that
received. expended. or otherwise
administered Federal financial
agsistance during the vear. However, if
a State or lecai government receives
$25.000 or more in General Revenue
Sharing Funds in a {iscal year. it shall
have an audit of its entire operations. A
series of audits of individual
departments. agencies. and
establishments for the same fiscal year
may be considered a single audit.

c. Public hospitals and public colleges
and universities may be excluded from
State and locai audits and the
requirements of this Circular. However,
if such entities are excluded. audits of
these entities shall be made in
accordance with statutory requirements
and the provisions of Circular A-110.
“Untform requirements for grants to
universitias, hospitais, and other
nonprefil organizations.”

d. The auditor shall determine
whather:

{1} the financial statements of the
government, department, agency o
astablishment present fairly its financiai
position and the results of its financiyl
operations in accordance with generally
accepied accounting principles:

(2} the organization has internal
accounting and other control systams tg
provide reasonable assurance that il is
managing Federal financial assistance
programs in compliance with applicable
laws and regulations: and .

(3) the organization has complied with
laws and regulations that may have
materiai effect on its financial
statements and on each major Federal
assistance program.

7. Frequency of qudit Auditg shall be
made annuaily unless the State or local
government has, by [anuary 1. 1857, a
constitutional or statutory requirement
for less frequent audits. For those
governments, the cognizant agency shail
permit biennial audits, covering both

Page 4 « Tab 1100
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8. Internci control and complivnie
reviews, The Singte Audit Act requires
that the independent auditor determine
and recort on whether the orgamization
has internal contral systems to provide
reagonable agsurance that it is managing
Federal assistance programs in
compiiance with applicable laws and
regulations.

a. Interne! controf review. in order to
previde this assurance the auditor must
make a study and evaluation of internal
contrai systems used in administering
Federal assistance programs. The study
and evaluation must be mads whether
or not the auditor intends to place
reliance on such systems. As part of this
review, the auditor shall:

(1] Test whether these intesnai control
systems are functioning in accordance
with prescribed procedures.

(2} Examine the recipient’s system for
monitoring subrecipients and obtaining
and deting on subrecipient audit reports,

b. Compliance review. The law also
requires the auditor to determine
whether the organfzation has comiplied
with laws and regulations that may have
4 material eflect on each major Federal
4gsistange program.

{1) In order to determine which major
programs are to be tested for
compiiance. State and loeal
governments shail identify in their
daccuunts 2|l Federal funds received and
expended and the programs under
which they wera received. This shall
inciude funds received directly from
Federal agencies and through other
Slate and local governments.

(2) The review must inclede the
selection and testing vuf a representutive
number of charges from each major
Faderal assistance program. The
selection and testing of transactions
shall be based on the auditer's
professional judgment considering such
factors as the amount of expeditures far
the program and the individual award
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
sxtent to which the program is carried
cut through subrecipients: the extent to
which the program contracts for gouds
or services; the level to which the
program is aiready subject to program
reviews or other forms of independent
aversight: the adequacy of the controls
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i} In making the test of ‘ransecinns.
the auditor shail determine whetnerr
—The amounts reported 45 expenditures

were for allowabie services. and

—The records show that those who
ieceived servicas or Denefits were
eligibie to recerve them.

(bl In addition to transaction testing,
the auditor shall determine whether:
—Matching requirements, levels af

effort and earmarking limitations

were met.

—Federal financial reports and claims
for advances and reimbursements
contain information that i3 supported
by the books and records from which
the basic financial statements have
been prepared. and ’

—Amournts claimed or used for
matching were determined in
accordance with OMB Circuiar A-87,
"Cost principies for State and local
governmentis.” and Attachment F of
Circular A-102, "Uniform
requirements for grants to State and
locul governments.”

{c} The principal compliance
requirements of the largest Federal aid
programs may be ascertained by
referring to the Compliance Supplement
for Single Audits of State and Lucal
Governments, issued by OMB and
availabie from the Government Printing
Office. For those programs not covered
in the Compliance Supplement. the
auditor may ascertain compliance -
requirements by researching the
statutes, regulations, and agreements
governing individual programs.

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

9. Subrecipients. State or local
governments that receive Federal
financial assistance and provide $25.000
ormore of it in a fiscal yearto a
subrecipient shatl:

4. Determine whether State or logal
subrecipients have met the audit
requirements of this Circular and
whether subrecipients covered by
Circular A-118, "Uniform requirements
for grants to universities, hospitals, and
other nenprofit grganizations,” have met
that requirement:

b. determaine whether the subrecipient
spent Federal assistance funds provided
in accordance with applicable laws and
regulations. This may be accomplished

Singla Aucit information Service




by reviewing 24 audit of Lthe B
subrecipient made 1o zccordance with
this Circutar, Circutar A-110. or through
other means |e.g., Program raviews)f
the subreczprent has not yet had such an
audil:

c. ensure that appropriate corrective
action is taken within six months afier
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

e. require sach subrecipient to permil
independent auditors to have access to
the recards and financiat statements a3
necessary t¢ comply with this Circular.

10, Aelation ta other qudit
ragquirements. The Single Ardit Act
provides that an audit made in
accordance with this Circular shall be in
liew of any financial or financial
compliance andit required under
individual Fadaral sssistance programs.
To the extent that a single audit
provides Federal agencies with
information and assurances they need to
carry out thetr overall responsibilities,
they shall rely upon and use such
infarmation. However, a Federal agency
shall make any additional audits which
are necessary to carry aut its
responsibilities under Federal law and
regulation. Any additional Federal audit
effort shail be planned and carried out
in such a way as ta avoid duplication

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

b. The provisicns of thia Circular do
not authnrize any State or local

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

c. A Federal agency that makes or
contracts for audils in addition to the
audits made by recipients pursuant to
this Circular shall, consistant with other
applicable laws and regulations, arrange
for funding the cost of such additional
audits. Such additional audits include
economy and efficiency audits, pragram
results audits, and program evaiuations.

11. Cognizant agency responsibiiities.
The Single Audit Act provides for
cognizant Federal agencies to gversee
the impiemeantation of this Circular.

a. The Office of Management and
Budget will assign cognizant agencies
for States and their subdivisions and
larger local governments and thesr
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suodivisions, Cther Faderal agencies
may partic:pate with 41 assigned
cognizans agency. n order to [ulfill the
cognizant resgonsibiiities, Smailer
governments not assigned a cogmizant
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 audiis are made and
reports are received in a timely manner
and in accordance with the
requirements of this Circular.

{2) Provida technical advice and
liaison to State and local governments
and independent auditors,

(3) Obtain or make quality control
reviews of selectad audits made by non-
Federal audit organizations, and provide
the resuits, when appropriate, to other
interestad organizations.

{4) Promptly inform other affected
Federal agencies and appropriate
Federal law enfcrcement officials of any
reported illegal acts or irregularities.
They should alse inform State or local
law enforcement and prosecuting
authorities, if not advised by the
ragipient, of any violation of law within
thair jurisdiction.

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

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

{7} Oversee the resolution of audit
findings that affect the programs of more
than one agency.

12. /llega! ects or irregularities. If the
auditor becomes aware of iliegai acts or
other irregularities, prompt notice shall
be given !0 recipient management
officials above the level of involvement.
(See alsa paragraph 13(a}(3) below for
the auditor's reporting reaponsibilities.)
The recipient, in turn, shail promptly
notify the cognizant agency of the illegal
acts or irregularities and of proposed
and actual actions, if any. lilegal acts
and irregularities include such matters
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musappropriations of funds or other

assets.

13, Auait Reports, Augli reparts must
be prepared at the completion of the
audit. Reports serve many needs of
State and local goevernments as well as
meeting the raguirements of the Single
Audit Act.

a. The audit report gnall state that the
2udit was made in accordance with the
provisicns of this Cireular. The report
shail be made ugp of at least:

{1) The auditor's report on financ:al
statements and on a schedule of Federal
assistance: the financial statements; and
a schedule of Federal assistance,
showing the total expenditures {or each
Federal assistance program as identified
in the Catalag of Federal Domestic
Assistance. Federal programs or grants
that have not been assigned a cataiog
number shall be identified under the
caption “other Federal assistance.”

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

{3) The auditor's report on ¢ompliance
containing:

—A statement of positive assurance
with respect to those items tested for
compliance, including compliance
with law and regulations pertaining tv
financial reports and claims for
advances and reimbursements:

—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 result of
noncompliance.

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

¢. All fraud abuge. or illegal acts ar
indications of such acts, including all
questioned costs found ag the result ¢f
these acts that auditors become aware
of, should normally be covered in a
separate written report submitted in
dccordance 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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dctien laxen or olanned and comments
an rhe siatug ol gorrecuive 4chion tekea
wn onor findiags, If corrective acnion s
not necessary, a statemen descnbing
the resson 1t 15 aot shouid dccompany
the audit report.

2. The reports shall be made avairlable
Ly the Stare or local goverament for
public :nspection within 30 davs after
the completion of the aud:t.

f. In accordange with generaily
accepted government audit standards.
ceports shall be submitted by the auditor
to the organization audited and to those
reguiring or arranging for the audit. In
addition. the recipient shall submit
copies of the reports to each Fedarai
department or agency that provided
Federai assistance funds to the
recipient. Subrecipients shail submit
copies to recipients that provided them
Federal assistance funds. The reports
snall 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 i3 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
issuance to a central clearinghouse to be
designated by the Office of Management
and Budget. The clearinghouse will keep
compieted audits on file and follow up
with State and local governments that
have not submitted reguired audit
reports.

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

14. Audit Resclution. As provided in
paragraph 11. the cognizant agency shail
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 programa of a single
Federal agancy will be the responsibility
of the recipient and that agency.
Allernate arrangements may be made
an a case-by-case basis by agreement
among the agencies concerned.

Resolution shall be made within six
munths after receipt of the report by the
Federal departments and agencies.
Corrective action should proceed as
riupidly as posaible. .

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

from the date of the audit report, uniess

the auditor is notified in writing by the
cognizant agency to axtend the retention
periad. Audit workpapers shall be made
available upon request ta the cognizant
agency or its designee or the General
Accounting Office. at the completion of
the audit.
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4, The chdrges may be considered o
thirect cust ov an allocaled indirect cost.
determined (n accordance with the
crovision ot Circutar A—87, “Cost
principies far State and local
govertments.” -

0. Generally, the percentage of costs
charged to Federal assistance programs
for 4 single audit shall not exceed the
percentage that Federal funds expended
cepresent of total funds expended by the
recipient during the fiscal year. The
percentage may be exceeded, however.
if uppropriate documentation
demonstrates nigher actual cost,

17, Senctions. 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
ascordance with this Circular. In cases
of continued inability or unwillingness
1o have a proper audit. Federal agencies
must consider ather appropriate
sangtions including:

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

—Withholding or disailowing 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 shail follow the
procurament standards pregcribed by
Attachment O of Circular A~102,
“Uniform requirements for grants o
State and local governments.” The
standards provide that while recipients
4re encouraged to enter into
intergovernmental agresments for audit
and other services, analysis should be
made to determine whether it would be
more economical to purchase the
services from private firms. Int inatances
where use of such intergovernmental
agreements are required by State
statutes fe.g., audit setvices) these
statutes will take precedence.

18. Small and Minority Audit Firms.
Smail audit firms and audit firms owned
and contrclled by socially and
aconomically disadvantaged individuals
shall have the maximum practicabie
opportunity to participate’in contracts
awarded to fulfill the requirements of
this Circular, Recipients of Federal
assistance shall take the following steoa
to further this goal:

a. Assure that small audit firms and
audit firms cwned and controlied by
socially and economically
disadvantaged individuals are used to
the fuilest extent practicabie.

5. Make information on forthcoming
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toperrumities av4lichie oad armimge
hmeframes for the awg.t 50 5 n
=rcourage and facuitate participang by
small audit firms and a.dit Hems swnad
4nd controlled by sncially and
economically disedvantaged
individuals.

c. Consider :n the contract process
whether firms compating for larger
audits intend to subcontract with small
audit firms and audit firms gwned and
controiled by sociaily and econamicaily
disadvantaged individuais.

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

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

f. Use the services and assistance, ag
appropriate, of such organizations as the
Smali Business Administration in the
solicitation and utilization of small audit
firms or audit firms cwned and
controlied by socially and economicaily
disadvantaged individuals.

290. Reporting. Each Federal agency
will repart to the Director of OMB on or
before March 1, 1987, and annuaily
thereafter on the effectiveness of State
and iocal governments in carrying out
the grovisions 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 Circuiar.

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

22. Effective dote. This Circular is
effective upon publication and shail
appiy 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 shaitl
continue to be obaerved.

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

24, Sunset review date. This Circular
shail have an independent palicy review
to ascertain ita affectiveness three yeara
from the date of issuance.

David A. Stockman, Director.
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Attachment—Circular A-128

Definition of Mojor Progran as
Provided in Pub. L. §8-302

"Major Federal Assistance Program.”
for Stute and local governments having
Federal assistance expenditures
between $100.000 and $100.000.000.
means any program for which Federal
expenditures during the applicable vear
exceed the larger of $300.000. or 3
percent of such total expenditures.

Where total expenditures of Federai
assistance exceed $100.000.000. the
following criteria apply:

VAl EEDrN e Of financal
AsuSIeNCE or il Orogram
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Qffice of Management and Budget Circular A-133 (3.78 80)

OMB CIRCULAR NO. A-133

TS THE HEADS COF EXECUTIVE
DEPARTMENTS AND
ESTABLISHMENTS

SUBJECT. Aucins of Insutuzions of
Higher Educstion and Other Non-Prefit
Imstitations

I, Purprse. Clreular A-133 esiablishes
audit requiremnents and defines federal
responsibiiities for implementing and
mynitority such requiraments for
instititions of hignher educarion and oiher
non-profit institutions receiving federal
awards.

2. Aurhoriey, Circular A-133 is issued
ander the autnority of the Budget and
Aceounting Act of 1921, as amended:
the Budget and Accounnng Procsdures
Act of 1950, as amended;
Reorganization Plan No. 2 of 1970; and
Executive Order No. 11541,

3. Supersession, Circular A-133
supersedes Atachment F. subparagraph
2h. of Circular A-110, “Uniform
Administrative Requirements for Grants
and Other Agreements with [nstitutions
of Higher Education. Hospitals and
Other Non-Profit Organizations.™

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

a. Federal departments and agencies
responsible for administering programs
that invoive grants. cosi-iype contracis
and other agreements with institutions of
higher education and other non-profit
recipients.

b. Non-profit institutions. whether they
are recipients. receiving awards directly
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 discrerion, conferred by
the starutes governing agency aclion.

3. Requirements and Responsibilities.

The spectfic requirements and
responsibilities of federal departments
and agencies and institutions of higher
education and other non-profit
institunions are set forth in the
attachment. )

6. Effecrive Dare, The provisions of
Circular A-133 are effective upon )
publication and shail apply 1o audits of
non-profit institutions for fiscal years
that begin on or arter Jan. L. {990,
Earlier imptementation :s encouraged.
However, until this circular is
impiemented, the audit provistons of
Attachment F to Circular A-110 shail
continue o0 be observed.

7. Policy Review (Sunset) Date,
Circular A-133 will have a policy
review thiree vears from the date of
issuance,

8. /ngquiries. Further information

@ Grants Managemant Advisory Service

colleering Ul fewiar A 33 ey g
obfarmed by cuntaenny he Finuneal
Sunagement Dovision, Ottiez of
Managzment and Sudget. Wasnington.
D.C. 10503, telephone 1202 395.3993,

Richard G. Darmun
Direcior

OMB CIRCULAR A-133

AUDITS OF INSTITUTIONS OF HIGHER
EDUCATION AND OTHER NON-PAOFIT
INSTITUTIONS

ATTACHMENT

l. Definifions. Por the purposes of this
circular, the tollowing definitions apply:

a. "Award” means financiai
assisiance. and federal cost-type
contracts used (o Duy sgrvices or goods
for the use of the federal government. It
inciudes awards recsived directly from
the federal agencies or indirectly through
reciBients. [t does not include
procursment contracts to vendors under
grants or contracts. used (o 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 o carry out the
responsibilities described in paragraph 3
of this attachment.

¢. “Coordinated andit approach™
means an audit wherein the independent
auditor. and other federal and non-
federal auditors consider sach other’s
work, in determining the nature, timing
and extent of his or her own audiring
procedures. A coordinated audit must be
conductad in accordance with
Gouvernment Auditing Standards and
me=t the objectives and reporting
requirements set forth in paragraph 12(b)
and 135, respectively, of this artachment.
The objective of the coordinated acdit
approach is 1o mimmize duplication of
audit effort. but aot te [imit the scope of
the audit work 50 as to preclude the
independent auditor from meeting the
objectives set forth in paragraph [2(b} or
issuing the reports required in paragrapn
15 in 2 umely manner. .

d. “Federal agency™ has the same
meaning as the term ‘agency’ in Section
551411 of Title 3. United States Code.

¢. “Federal Financial Assistance.”

t1) “Federal {inancial assistance™
means assistance provided by a federal
agency to a recrpient or subrecipient (o .
carty out a program. Such assistance
may be in the torm of:

— granis:

— contracts:

— cooperalive agresments:

— loans:

Aprit 1990

— loun zudranious

— properiv.

— nierest subsidies:
imsUTanCY:

— Jirect aporeprialions,

— other non-cush assisanes,

L2y Such assistunes Joes rag nvinds
diregt tederul vush dssoiance to
indis iduals.

(3) Such assistance mcludes swardy
received directiy rrom federm agencies,
or indirecily when subreciplents r2ceive
funds idenaried as Yederai Yunds by
reciplents,

4y The granung zgency s responsible
for idenufyving the sourca of fuads
awarded 1o recipients; the reoipient is
responsiole for dentifving the sourca of
funds awarded to subreciprenis,

f. **Generally accepted accounting
principies’” has the meaming specitied in
the Governmenr Auditing Standuards.

g. “Independent auditor'™ means:

([ A federal, stata or local
government auditor who mests tha
standards specified in the Government
Auditing Standards. or

(2) A public accountant who mests
such standards.

k. *Internai controf structure”
means the policies and procsdures
established 10 provide reasonable
assurance rhat:

(1) Resource use [s consistent with
taws, regulations and award terms:

[2) Rescurces are safeguoréed igainst
waste. loss and misuse; and

{3y Reiiable data are obrained.
maintained and fairly disclosed in
reports.

1. *Major program’ means an
individual award or a number of awards
in a category of federai assisiance or
support for which total expenditures are
the larger of three percent of toral
federal funds expended or 3i00.000. on
which the auditor wiil be reguired to
express an opinion as io whether the
major program is being administered in
compliance with laws and regulanons.

Each of the following categories of
federal awards shall constitute a major
program where total expenditures are the
targer of three percent of total federal
funds expended or 31Q0.000:

— Research and Development,

— Swuden: Financial Aid.

— Individual awards not in the
siudent aid or research and development
category,

j. **“Management decision” means ihe
evaluation by the management ol an
establishment of the findings and
recommendarions inciuded in an audit
report and the issuance of a final
decision by management concemmIng iis
response 1o such findings and
recommendations, including actions
concluded to be necessary.

k. “Non-profit institution™ means any

Appendix }
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(SRSl RO L I S S SRV R VOIS NEATR 1 Y
conperative op dther nroenization which

Dris operaied onmarily for scienoric,

sdicationdl, servies, chartables or
~imilar purposes 10 the public mteresi:
2y 15 aut vrgzrized orimarily for prorin

and 3 gses s el procesds 0 maimiam,
improve, and/or expand s operations.
The term ~“non-profit instituiions”
includes institutions of higher education,
sxcepl those insiliutions that are auwdited
as part of single audits in accordance
with Circular A-128 “Audits of Srate
ang Local Govegrnments.” The term does
not include hospitals which are not
affiliated with an institution of higher
aducation. or siate and locat
governments and [ndian tribes covered
by Circular A-128 “Audits of Starte and
Local Governments.”

l. “Oversight” agency means the
federal agency that provides the
predeminant ameount of direct funding to
a recipient not assigned a cognizant
agency, unless no direcr funding is
received. Where there is no dirsct
funding. the federal azgency with the
predominant indirect funding will
assume the general oversight
responsibilities. The duties of the
oversigfit agency are descrited in
paragraph 3 of this attachment.

m. “*Recipient’ means an organization
receiving financial assistance to carry
out a program directly from federal
agencies.

n. “Research and development”
includes all research acrivities, both
basic and applied, and all development
activities thar are supported at
universities. coileges and other non-
profit institutions. “Research™ is defined
as a systematic study directed toward
fuller scientific knowledge or
understanding of the subjact studied.
“Development™ is the systamaric use of
knowledge and understanding gained
from research directeq toward the
production of useful materiais, devices,
systems or methods. including design
and deveiopment of protorypes and
processes.

o. “Student Financial Aid™ includes
those programs of general student
assistance in which institurions
participate, such as those authorized by
Title [V of the Higher Education Act of
19635 which is administered by the U.S,
Department of Education and similar
programs provided by other federai
agencies. [t does not include programs
which provide fellowships or similar
awards (o students on a competitive
basis, or for specified studies or
research.

p. “Subrecipient” means any person
or government department, agency,
establishment or non-protit organization
that receives financial assistance to carry
out a program through a primary

regipient or otier schrevinar Aul Joes
aut include onoinanadual that s g
beneficiary of such 2 program, A
subreciprent may alwo he o direct
recipient ot federal awards under other
agresments,

g. "Vendor” means 2n orzznizaton
providing a reciprent or subregipient
with generally required goods or services
that are related to the admintstrative
support of the federal assistance
orogram.

2. Awudit of Non-Profir Irstitutions,

a. Reguirements Based on Awards
Reveived,

(1) Non-profit insiitutions that raceive
$100.000 or more 2 yeor in federal
awards shall have an audit made in
accordance with the provisions of this
circuiar. However, non-profit institutions
recetving $i00.000 or more but
raceiving awards under only one
program have the option of having an
audit of their institution prepared in
accordance with the provisions of the
circuiar or having an audit made of the
gne program. For prier or subsequent
years, when an institution has only loan
guarantees or outsianding loans that
were made previcusly, the institution
may be required o conduct audits for
those programs. in accordance with
regulations of the federal agencies
providing those guarantees or loans.

(2} Nen-profit institutions that rsceive

“at least $25.000 but less than S100,000 a

vear in federal awards shall have an
audit made in accordance with this
¢ireular or have an audis mads of each
federal award, in accordance with
federal laws and reguiations governing
the programs in which they participate.

(3) Non-profit institutions receiviag
less than $25.000 a year in faderal
awards are exempt from federal audit
requirements, bur records must be
available for review by appropriate
officials of the federal grantor agency or
subgranting entity.

b. Oversight by Federal Agencies.

(1) To each of the larger non-profit
institutions the Office of Management
and Budget (OMB) will assign a federal
agency as the cognizant agency for
monitoring audits and ensuning the
resolurion of audit findings that affect
the programs of more than one agency.

(2) Smaller institutions not assigned a
cognizant agency will be under the
general oversight of the federal agency
that provides them with the most funds.

{3) Assignments to federal cognizant
agencies for carrying out responsibilities
in this section are set forth in a separate
supplement to this circular.

(4) Federal govermnment-owned,
contractor-cperated facilities at
institutions or laboratories operated
poimarily for the govermnment are not
included in the cognizance assignments.
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These will remain (e mesponshel o
the CONIrACunyE 2genuigs, The jsted
assignments cover Ut of the turctions in
this circuiar uniess otherwise nuesed.
The Ottice of Management ang Budge:
will coordinate chunges m lgenos
assignments.

3 Cogrnizant Agency Responsibiiiies,
A cognizanit 4gency shall;

2. Ensure that :udiis are made ind
reports are received n a tirnely manner
and 1 accordance wuth the requirements
of this circular,

o. Provide technical advice and liaison
to nstitutions and independent auditors.

¢. Obtain or make guality conrol
reviews of selected audits made bv non-
federal audiy organizanons. and provide
the results, when appropriate, to other
interested organizarions.

d. Promptly inform other affected
federal agencies and appropriate federal
law enforcement officials of any
reported illegal acts or iregularities, A
cognizant agency should alsoe inform
state or local [aw enforcement and
prosscuting authorities. if not advised by
the recipient, of any violation of law
within their jurisdiction.

2. Advise the recipient of audits that
have been found not to have met the
requirements set forth in this circular. [n
such instances. the recipient will work
with the auditor to tzke corrective
action. [f corrective action is not laken,
the cognizant agency shail notify the
recipient and federai awarding agencies
of the facts and make recommendations
for follow-up action., Major inadequacies
or repetitive substandard performance of
independent auditors shall be referred 10
appropriate professionai bodies for
disciplinary action.

{. Coordinate, to the extent
practicable, audits or reviews mads for
federal agencies that are in addition to
the audits made pursuant to this circular,
so that the additional audits or reviews
build upon audits perfermed in
accordance with the circular.

£. Ensure the resolution of audit
findings that affect the programs of
more than one agency.

h. Seek the views of other interasted
agencies before completing a coordinated
program,

i, Help ¢oordinate the audit work and
reporting responsibiiities among
independent public accountants, state
auditors, and both resident and non-
resident federal auditors o achieve the
most cost-effective audit.

4. Oversight Agency Responsibilities.
An oversight agency shall provide
technicai advice and counsel to
ingtitutions and independent auditors
when requesied by the recipient. The
oversight agency may assume ail or
some of the responsibilities normaily
pertormed by a cognizant agency.
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BORC et Respon it sy
SoLiDtent NGl reniees 2 feverzioaward
and orovdes 325000 or more or it
Juring Lo fiscdl veur to 1 subreciptent
~nedis

J4. Ensure thut the non-prorit
Im-ituiion subrecioenis that recerve
5250000 or more Ruve me: the wudit
ceguirements of this ciccuiur. und hat
subreciptents subject o OMB Circular
A-128 have met the audit requirements
of that circular: :

b. Ensure that appropriate corrective
action is taken within six months after
receipt of the subrecipient audit r2port in
instanses of non-comptiance with feceral
laws and reguiations:

¢, Consider whether subrecipient
audits necessitate adjusiment of :he
recipient's own records: and

d. Require sach subrecipient to permit
independent auditers to have access o
the records and rinancizl statements as
neczssary for the recipient to comply
with this ctreular.

6. Relarion 10 Other Audir
Regquirements.

2. An audit made in accordance with
this circular shall be in ileuw of any
financial audit required under individual
federal awards. To the extent thar an
zugit made in accordance with this
circular provides federal agencies with
the information and assurances they nesd
1o carry out iheir overall responsibilities,
they shall rely upon and use such
information. However, a federal agency
shall make any addirional audits or
reviews necessary [o CarTy out
responsibilities under federal law and
regulation. Any additional federal audits
or reviews shali be planned and carried
out in such 2 way as to build uponr work
perfortned by the independent auditor.

b. Audit planning by federal audit
agencies should consider the extent 1o
wiich reliance can be placzd upon work
performed by other auditors. Such
auditors include state. local, federal and
other independent auditors. and a
recipient’s internal auditors. Reliance
piacad upon the work of other auditors
should be documented and in accordance
with Governmen: Auditing Standards.

c. The provisions of this circular do
not limit the authority of-federai
agencies (o make or contract for audits
and evaluations of federal awards. nor
do they limit the authority of any federal
agency inspector general or other federal
otficial.

d. The provisions of this circular do
not authorize any institution or
subrecipient therecf (o constrain federal
agencies, in any manner, from carrying
out additional audits, evaluations or
reviews. ,

&, A federal agency thar makes or
contracts for audits, in addition to the
audits made by recipiznts pursuant to

Budget Circular A-133 {3.18.80)

s circdiars st consestent ath other
spobeanie fows und regulaiions, 2rrunge
tor runding g cost ot suel addinional
2udits, Such addintonal audits or ravigws
neiude tinencal, pertormunee audits 1nd
program evaluanons.

T Fregnenet of Acdirs Audits shail
usuuils be pertormed annualiy but not
fess freguently thun gvery (wo years.

3. Suncrions. No audit cosis may be
charged to tederal awurds whien audiis
required by this circular have not been
made or have been made but not in
accordance with this circuiar. In cases of
continued 1nrability or unwillingness ro
have 2 proper audit in accordance with
the circtlar, federal agencies must
consider appropriate sancions including:

— withholding a percentage of awards
untii the audit is completed
satisfactoriiy:

— withholding or disaliowing
overnead costs: or

- suspending federal awards until the
audit 15 made. o

9. Audit Costs. The cost of audits
made in accordance with the provisions
of this circular are allowable charges to
considered a direct cost or an allocated
indirect cost, determined in accordance
with the provisions of Clrcular A-21,
»Cost Principles for Universities™ cr
Clrcular 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 shail follow
the procurement standards prescribed by
Circuiar A-110, "Uniform Requiremenis
for Grants and Agreements with
fnsticutions of Higher Education.
Hospitals and Other Non-Profit
Crganizations.”

U1, Smail and Minoriry Audit Firms.

a. Small audit firms and acdit firms
owned and conirolled by socially and
ecenomicaily disadvantaged individuals
shall have the maximum practicable
opporiunity to participate in cORLracts
awarded to fuifiil the requirements of
this circular,

b, Recipients of federal awards shail
take the following steps to further this
goal;

(1) Ensure that smail audir firms and
audit firms owned and controlled by
sccially and economically disadvantaged
individuals are used 10 the fuilest extent
practicable;

(2) Make information on forthcoming
opportunities available and amrange
timeframes for the audit to encourage
and facilitare participation by smail audit
firms and audit firms owned and
conirolled by socially and economicaily
disadvantaged individuals:

.. 131 Consider in the sontract proecess
whether firms competing for larger
audits intend o subcontract with small
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AU T whd:l T
CoRFaiivd A souidin and soononiiogn,
disadvantaged maisiduals: ’
td Encourdge contraciing werh smait
SUCHT Hrms or audit fiems ownod Wnd
coatrolied 5y soually and ecoromicsily
Jisadventaged ndividuzis whien teve
radinenddly audited governmene
programs. and 10 cases where s s not
possibie. assure that these firms are
Ziven censideranion for dudne
subDCONirACing CUPOTTUNItIes:

13) Encourage conrracting wuh
consortiums of smal! cudi Firms s
described 1n section 11, doove. when 1
contract 15 toe iarge tor an ndividual
small audit ficm or 1udst firm owned and
controlled by socially and economucails
disadventaged individuals: und

16y Use the services and ussistange. J4s
appropriate, of such organizations J4s the
Small Business Acministration :n the
solicitation and utilizaden of small zudic
firms or audit {irms owned and
controiled by socially and econcmically
disadvantaged individuals.

12. Scope of Audit and Andit
Objecrives.

a. The audit shail be made by an
independent auditor in accordance with
Governmene duditing Standards
developed by the Comprroller General of
the United 3tates covering financial
audits. An audit under this circular
stould be an organizauon-wide audit of
the institution, However, there may be
instances where federal suditors are
performing audits or are planning to
perform audits at non-profit institutions.
In thess cases, to miaimize duplication
of audis work. a coordinated audit
approach may be agreed upon between
the independent auditor. the recipient
and the cognizan: agency or the
oversight zgency. Those auditors who
assume responsibiiity tor any or all of
the reports called for by paragrapn 15
should follow guidance set forth in
Governmen: Audiring Srandards in using
work performed by others.

b. The auditor shail determine
whether:

(1) The financial staternents of the
institution present fairly its financial
position and ihe resulbts of its operations
in accordancs with generally sccepred
accounting principles:

(2) The institution has an internal
control structurs 1o provide reasonable
assurance rhat the insiiucion is
managing federal awards in compliance
with applicable taws and regulations.
and controls that ensure compiiance with
the laws and regulations that couid have
a materiaj impact on the financial
sratements: ‘and

{3) The insutution has complied with
laws and regulations that may have a
direct and material effect on s financiat
statement amounts and on eagh major
federal program,

oM oS At

Appendix !




QOffice of Management and Budget Circular A-133 (3 18 30)

DY fnirered Coonpeoas thuee o
Awgrds s Compliance Boiowy,

A Generdds The mmdependsnt auditer
sfeli determine and reporl on whether
Ine regiptent nas an onternal controd
strugiurs 1o provide readsonuble 2ssurance
that o0 s managing federal awards in
compiianee with applicable [aws,
regulations. and contract terms, and that
i osafeguards federai runds. in
performing these reviews. ndependent
audirors shouid rely upon work
pertormed by a recipient’s internal

auditors to the maximum zxtear possible.

The extent of such reiiance should be
based upon the Governmenr Augiting
Standards.

b. {nternal Control Review,

{1y In order to provide this assurance
on internal controls, the auditor must
obtain an understanding of the intemnal
controi structure and assess levels of
internal conrrol risk. After obtaining an
understanding of the controls. the
assessment must be made whether or not
the auditor intends to piace reliance on
the internal control struciure.

{2) As part ot this review, the auditor
shall:

ta) Perform tests of coaursls to
avaluate the effectivenass of the design
and operation of the policies and
procedures in praventing or darecting
material non-compitance. Tests of
controls will not be required for those
areas where the internai controt structure
policies and procedures are likely to be
ineffective in preventing or detecting
non-compliance. in which case a
reportable condition or 2 material
weakness should be reported in
accordance with paragraph 15 ¢(2) of
this circular.

{b) Review the recipient’s system for
monitoring subrecipisnts and obraining
and acting on subrecipient audit reperts.

e} Determine whether contrels are in
effect to ensure direct and indirect costs
were computed and billed in accordance
with the guidance provided in the
general requirements section of the
compliance supplement to his circular.

¢. Compliance Review.

(1) The auditor shall determine
whether the recipient has complied with
laws and reguiations that may have a
direct and material effect on any of its
major federal programs. In addition,
transactions selected for non-major
programs shail be tested for compliance
with tederal laws and regulations that
apply 10 such rransactions.

(2} Ir order to determine which major
programs are o be tested for
compliance, recipients shail identify. in
their accounts, all federal funds received
and expended and the programs under
which thev were recetved. This shall
include tunds received directly from
federal agencies. through other siate and

tocal sovernmenis o oher recipents, To
Zasing feviplents onodenuiving edwrad
awoards. tederal agencies and primury
recipenls shall provide the Curadow or
Foederal Domestic Ssasrance (CFDAY
numbers Lo the recipiznis when making
the awards,

¢31 The review must include he
selection of un adequate number of
iransacuons from each major faderal
financral assistance program so that the
auditor obtawns sulfficient ¢vidence to
supoort the opimion on compliance
required by paragraph [3¢t3) of this
attachment. The sefection and tesung of
trapsactions shall be based on the
auditors” professional judgment
considenng such factors as the amount
of expenditures for the program: the
newness of the program or changes in
its condittons: prior experience with the
program partictlarly as revealed in
audits and other evaluanons {e.g..
inspeciions. Program reviews, of $ysiem
reviews required by Federal Acquisition
Regulations); the extenr to which the
program is carrisd our through
subrecipients; the extent to which the
program contracts for goods or services:
the level 1o which the program is
already subject 1o program reviews or
other forms of independent oversight:
the adequacy of the controis for ensuring
compliance: the ¢xpectation of adherence
or lack of adherence to the applicable
laws and regulations: and the porential
impact of adverse findings.

{4} In making the test of transactions.
the auditor shall determine whether:

— the amounts reporied as
expenditures were for allowable services.
and

— thi® records show that those who
received services or benefits were
eligible o recsive them.

{5} In addition to transaction testing,
the awditor shall determine whether

— matching requirements. levels of
effort and earmarking limitations were
met.

— federal financial reports and claims
for advances and reimbursement contain
information that is supported by books
and records from which the basic
financial statements have besn prepared.
and

— amounts claimed or used for
maiching were determined in accordance
with 1) OMB Circular A-2!. "Cost
Principles for Educational Institutions™;
2} matehing or ¢ost sharing reguirements
in Circular A-i10. "Uniform
Reguiremen:ts for Grants and Agresments
with Institutions of Higher Education,
Hospitals and Orher Non-Profit

Organizations™; 3) Circufar A-122, “Cost

Principles for Non-Profit Organizations™:
<) FAR subpart 31 cost principies: and
3) other applicable cost principles or
regulations,
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renlirgmenis o e largesi tederdl
FTOLTUTY May P o dscertamed
gt e e o Nupnfonn g
for Seigle Ay or Sducanionad

frnnrieions wad Qriter Nor - Proy
Qrenrrarteons,” and the “Compiion e
Supplemenr for Single dudies ap Srute
and Locdl Governmenrs,” issued by
ONMB and availabie from the
Government Printing Oftfice. For those
programs not coverad in (he compliance
supplements. the auduor ~hould ascertam
compliznee requirements Dy reviewing
the starutes. regulations ind agresments
governing individual programs.

(71 Transactions relatecd o other
awards that are selectzd in connection
with examinations of financiai statements
and evaluations of internal controls shall
be tested for compliance with federal
laws and regulations thar apply o <uch
transactions.

t4, fllegal 4crs. If. during or \»
connection with the audit of a non-orofic
institueion, the auditor becomes aware of
illegal aets. such acts shall be reporied
i accordance with the provisions of the
Governmenr Auditing Standards.

L5, Audir Reporrs.

a. Audit reports must be preparsd at
the completion of the audit.

b. The audit report shall stare that the
andit was made in accordance with the
provisions of this circular,

c. The report shail be made up of ut
least the following three parts:

(1) The financial statements and z
scitedule of federai awards and the
auditor's report on the statements and
the schedule. The schadule of tederal
awards should identify major programs
and show the rotai expenditures for each
program. [ndividual major programs
other than ressarch and devsiopment angd
student 2id shouid be listed by catalog
number as ideniified in the Caralog aof
Federal Domestic Assistance.
Exzpenditures for federal programs other
than major programs shall be shown
under the capticn “other federai
assistance.” Also. the value of non-cash
assistance such as loan guarantess. food
commodities or donated surplus
properties or the outstanding balance of
loans should be disclosed in the
schedule.

{2} A written report of the
independent auditor's undersianding of
the internal conrrot structure and the
assessment of control risk. The auditor’s
report should include as a minimam: b
the scope of the work in obtaining
undersranding of the internal control
structure and in assessing the contrel
risk. 2) the non-profit institution's
significant internal conrtrols or control
strugture (nciuding the controls
established to ensure compliance with
laws and regulapons that nave a material
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PR ofl e Tndnizl slatements and
ese thar proside reasena>le wasuranee
that sederdd awdrds are benyg menaged n
Jumpiiaaee aath applicable laws ang
revuictinns, and 3y the reportable
conditiona. nglading the wWdeanfication of
materidl wechnessas, wdentified oy o
resilt of the auditor’'s work 1n
undarstunding and dssessing e Joniol
risk,. I the audtror timies hisher
consideration of the internal control
SITUCLUrs ror any reuson. (g
circumsiances should be disclosed in the
report. )

131 The auditor’s report on compliance
containing:

— An opinion as o whether ¢ach
major federal program was being
administered in compliance with laws
and cegulations spplicable to the matters
describad in paragraph 13(ci(3) of this
attachment. including compliance with
laws and regulanions pertaining i
financial reports and claims for advancas
and retmbursements;

— A statement of positive assurance
on these items that were tested for
compliance and negative assurapce on
those items not [ested:

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

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

+ the aumber and dollar amount of
transacrions tested by the auditors.

+ the number and corresponding dollar
amount of instances of nen-¢ompliance:
— Where findings are specific (0 a
particular federal award, an identification
of total amounts questiened. if any. for
each federal award. as a result of non-

compiiange and the andior’s
recommendations for necessary
corrective action.

«o The threz parts o the awdil report
Sl e souid o wosngle Woenimeni or
presented at e sdmu [GTE Js sepuraie
dotements,

4o Nea-muaieriad findings aged not he
disviosed wath the complianes repert but
siouid be repored In woiting 1o the
reciolenl inoJ4 separaie communicanon.
The recipni 1a urn. saotld forsurd
the sindings to the tederal grancor
lgenclas Or SuDEranior sourees.

=, All traud or tlizgal acts or
indications of such acts, including ail
gquestioned costs found as the result of
these acts that iuditors become gware of,
may be covered in a separate wriien
report submurted in accordance with the
Government Auditing Srandards.

f. The auditor’s report should disclose
the status of known dut uncorrected
significant matarial findings and
recommendations frem prior audits that
affect the current audit objective as
specified in the Government Augiting
Standards.

g. Ia =ddinton 1o the audit report. the
rec;pient shall provide a report of its
comments on the findings and
recommendations in the report. including
a plan for corrective acnon taken or
planned and comments on the siatus of
corrective action teken on prior findings.
If corrsctive acticn is not necessary. a
staternent describing the reason it 15 not
should accornpany the audic report.

k. Copies of the audit report shail be
submitted in accordance with the
eeporting standards for financial audis
contained in the Governmenr Auditing
Standards. Subrecipiant auditors shail
submit copies toc recipients that provided
federal awards. The repert shall be due
within 30 days after the completion of
the audii. bur the audit should be
completed and the report submitted not
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Later than £33
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period s agree
Orersight Lyen

oRSUIPIEATy o TOre SR Y
federar wweres shuli ~abmi one cope L
the zudii reporr within Mi dune anzer
telbanee 10 2 ventral clearinghudse o~
designuted by the Gtfice or Munugemen:
2na Budget., The clzaninghouse wiil heep
completed audit raports on tiie.

j. Reciplents shull kKeep sudit rapors,
including subracipient reports. on rile for
three vears from ke (ssuancs.

YO Audis Reselution,

a. As grovided i paragragh 3. the
cognizang agency <hall e respunsipis for
ensuring :he resolution of udic tinding
that affect the programs of more than
one federal agency, Resolution of
findings that relate 10 the programs of &
singie federal agency wiil be the
responsibility of the recipient and the
agency. Altermale arrangements may be
made on case-bv-case basis by
agreement am -2 the agencies
conczmed. v

b. A management decision shall be
made within six months after recaipt of
the report by the federal agencies
responsible for audit resolution.
Corrective action should procaed as
rapidly as possible.

V7. Augit Workpapers and Reporrs,
Workpapers and reports shall be rerainec
for a mumimum ot three vears from the
date of the audit report. unless the
auditor is notified in writing by the
cognizant agency to 2xtend :he retention
period. Audit workpapers shail be made
available upon reguest (© the cogrizant
agency or s designee or the General
Accounting Ctfice, 2t the completton of
the audit.

w
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