


T h i s  i nc rease  iri Federa l  proqr , ims brouclht with it a n  i n -  
creased demand f o r  full a c c o u n t a b i i '  ty by those entrusted with 
the responsibility f g L  d d m i n i s t c r  i i i i j  the programs.  Auditing is 
an i n t e g r a l  element o f  t h i s  account i b i l  i t y  , a n d  each  agency  
that provides  Federal money i s  r e s p o n s i b l e  for ensuring t h a t  
appropriate audits  re mdde of the rrcipient's records o r  acti- 
v i t i e s .  These a u d i t s  arc performed by Federal auditors, State 
a n d  l o c a l  a u d i t o r s ,  ox- hy c e r t i f i e d  p u b l i c  accountants. 

A major problem i n  a u d i t i n q  F e d e r a l  a s s i s t a n c e  programs 
is t h a t  t h e  agencies u s u a l l y  r e s t r i c t  their audits t o  r e c i p i -  
e n t  records a n d  f i n a n c i a l  c o n t r o l s  relating to their o w n  pro- 
grams without c o n c e r n  for o t h e r  F e d e r a l  proqrams administered 
by t he  r e c i p i e n t .  They do not completely evaluate the re- 
cipient's financial c o n t r o l s  a n d  pay I i t t l e  attent ion to 
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how a recipient's management practices a f f e c t  o the r  agencies' 
programs. This approach to auditing Federal assistance pro- 
grams provides little assurance t h a t  Federal  funds a r e  prop- 
erly safeguarded and causes duplication of effort, 

Ideally, auditing of Federal assistance programs should 
be accomplished during an organization-wide audit of the se- 
cipient's financial operations. Such an audit should assure 
that the organization's financial records and controls axe 
adequate and should t e s t  to determine whether it is in con- 
formance with significant compliance requirements that can 
have a material effect upon its financial position. 

O n e  of the barriers which has inhibited the accsmplish- 
nent  of an organization-wide audit is the multiplicity of 
a u d i t  guides which Federal  agencies have prepared f o r  use in 
auditing their federally assisted programs. In addition, the 
absence of a standard audit guide which could be used during 
an organization-wide audit has been an inhibiting factor. For 
these reasons, the General Accounting Office, the Office of 
Management and Budget and the Intergovernmental Audit Forum 
have developed this g u i d e  to be used in a comprehensive, 
organization-wide f i n a n c i a l  and compliance audit of recipients 
of Federal assistpce programs. 
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CHAPTER I 

INTRODUCTION 

__-- 

F e d e r a l  f i n a n c i a l  a s s i s t a n c e  t o  S t a t e  and l o c a l  
g o v e r n m e n t a l  and  o t h e r  n o n - F e d e r a l  d o m e s t i c  o r g a n i z a t i o n s  
h a s  i n c r e a s e d  from $ 3  b i l l i o n  in f i s c a l  year 1955 t o  $90 b i l -  
l i o n  f o r  f i s c a l  y e a r  1 9 8 0 .  T h i s  assistance is p r o v i d e d  
t h r o u g h  a ne twork  o f  o v e r  1 , 1 0 0  programs a d m i n i s t e r e d  by 52 
F e d e r a l  d e p a r t m e n t s ,  a g e n c i e s ,  and commiss ions .  T h e  p rograms  
are  c a r r i e d  o u t  by 50 S t a t e s ,  3,QOO counties, n e a r l y  9 0 , 0 0 0  
loca l  g o v e r n m e n t s ,  and i n n u m e r a b l e  nongovernmenta l  o r g a n i z a -  
t i o n s .  

When S t a t e  O K  l o c a l  g o v e r n m e n t s  a c c e p t  f u n d s  under  f ed -  
e r a l l y  a s s i s t e d  p r o g r a m s ,  t h e y  assume t h e  r e s p o n s i b i l i t y  o f  
c a r r y i n g  o u t  t h e  p rograms  e f f i c i e n t l y ,  e c o n o m i c a l l y ,  and ef-  
f e c t i v e l y .  T h i s  i n c l u d e s  t h e  r e s p o n s i b i l i t y  o f  a u d i t i n g  t h e  
programs w i t h  t h e  same t h o r o u g h n e s s  t h a t  S t a t e  and l o c a l  pro- 
grams a r e  a u d i t e d .  A t t a c h m e n t  P to Off i ce  o f  Management and 
Budget (OMB)  C i r c u l a r  A - 1 0 2  ( i n c l u d e d  a s  a p p .  111 t o  t h i s  
g u i d e )  calls f o r  a n  o r g a n i z a t i o n w i d e  a u d i t  o f  g r a n t e e  f i n a n -  
c i a l  o p e r a t i o n s .  The a u d i t s  m u s t  i n c l u d e ,  a t  a m i n i m u m ,  a n  
e x a m i n a t i o n  of the systems of i n t e r n a l  c o n t r o l  s y s t e m s  es tab-  
l i s h e d  t o  e n s u r e  c o m p l i a n c e  with laws and r e g u l a t i o n s  a f f e c t -  
ing t h e  e x p e n d i t u r e  o f  Federa l  f u n d s ,  f i n a n c i a l  t r a n s a c t i o n s  
and a c c o u n t s ,  and financial s t a t e m e n t s  and reports o f  r e c i p -  
i e n t  o r g a n i z a t i o n s .  

e 
S i m i l a r l y ,  Federal  a g e n c i e s  which f u n d  s u c h  p rograms  a r e  

a l s o  r e s p o n s i b l e  f o r  a u d i t i n g  them.  T o  a v o i d  d u p l i c a t e  a u d i t s ,  
t h e  O f f i c e  o f  Management and Budget  e s t a b l i s h e d  a Government- 
w i d e  p o l i c y  r e q u i r i n g  F e d e r a l  a g e n c i e s  t o  r e l y  on  a u d i t s  made 
by non-Federa l  a u d i t o r s  t o  t h e  maximum e x t e n t  p r a c t i c a b l e .  
OMB C i r c u l a r  A - 7 3  p r o v i d e s  t h a t :  

" R e p O K t S  prepared by n o n - F e d e r a l  a u d i t o r s  w i l l  b e  
u s e d  i n  l i e u  o f  F e d e r a l  a u d i t s  i f  t h e  r e p o r t s  and 
s u p p o r t i n g  w o r k p a p e r s  a r e  a v a i l a b l e  fo r  r e v i e w  b y  
t h e  F e d e r a l  a g e n c i e s ,  i f  t e s t i n g  by Federal agen- 
c i e s  i n d i c a t e s  t h e  a u d i t s  a r e  pe r fo rmed  i n  a c c o r d -  
a n c e  w i t h  g e n e r a l l y  a c c e p t e d  a u d i t i n g  s t a n d a r d s  
( i n c l u d i n g  t h e  a u d i t  s t a n d a r d s  issued by t h e  
C o m p t r o l l e r  G e n e r a l ) ,  and i f  t h e  a u d i t s  o t h e r w i s e  
meet t h e  r e q u i r e m e n t s  o f  t h e  F e d e r a l  a g e n c i e s . "  

T o  maximize u s e  of  S t a t e  and  l o c a l  a u d i t s ,  t h e  F e d e r a l  
fund ing  agencies  u s u a l l y  p r o v i d e  g u i d e l i n e s  o n  the areas t o  
be covered i n  the a u d i t  of  a federally ass i s t ed  program.  
c a u s e  o f  t h e  d i v e r g e n c e  of  a u d i t  a p p r o a c h e s  c o n t a i n e d  in t h e  
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F e d e r a l  grant fund  
S t a t e  g r a n t  f u n d  
O t h e r  s p e c i a l  r e v e n u e  fund  

- - A n a l y s i s  o f  c h a n g e s  i n  fund  b a l a n c e - - g e n e r a l  fund 

- -S ta t emen t  o f  r e v e n u e - - g e n e r a l  fund  

- -S ta tement  o f  a p p r o p r i a t i o n s ,  e x p e n d i t u r e s ,  and encum- 
b r a n c e s - - g e n e r a l  f u n d  

- -3 t a t emen t  o f  ca sh  receipts  and d i s b u r s e m e n t s :  
F e d e r a l  g r a n t  fund 
S t a t e  g r a n t  fund  
Othe r  s p e c i a l  r e v e n u e  fund 

- - S c h e d u l e  o f  q u e s t i o n e d  c o s t s  

Examples o f  t hese  s t a t e m e n t s  a r e  i n c l u d e d  a s  a p p e n d i x  11. 

I t  i s  n o t  e x p e c t e d  t h a t  all of  t h e  s ta tements  be a v a i l -  
a b l e  for e v e r y  a u d i t  engagement. However, t h e y  are p r e s e n t e d  
t o  show how a c o m p r e h e n s i v e  s e t  o f  f i n a n c i a l  s t a t e m e n t s  t h a t  
cove r  a l l  f a c e t s  of  a grantee’s o p e r a t i o n  c a n  be c o n s t r u c t e d  
t o  meet t h e  n e e d s  o f  a l l  u s e r s - - g r a n t e e s ,  g r a n t o r s ,  and  t h e  
p u b l i c .  As such, t h e s e  s t a t emen t s  s e r v e  a s  a g u i d e  f o r  
developing required f i n a n c i a l  s t a t emen t s  f o r  m u l t i p l e - f u n d e d  
o r g a n i z a t i o n s .  

There  i s  no  need t o  p r e s e n t  all of  t h e  above  listed s t a t e -  
men t s  ( e . g . I  f o r  g r a n t e e s  which a d m i n i s t e r  a s i n g l e  F e d e r a l  
g r a n t . )  For those g r a n t e e s  i t  i s  s u g g e s t e d  t h a t  t h e  f o l l o w i n g  
be  p r e s e n t e d :  

--Balance s h e e t .  

- -S ta tement  of a p p r o p r i a t i o n s ,  e x p e n d i t u r e s ,  and  encum- 
b r a n c e s .  

--Schedule of  q u e s t i o n e d  cos ts .  
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CHAPTER 3 

PLANNING THE AUDIT 

--- 

MULTIPURPOSE AUDITS - 

G e n e r a l l y  a c c e p t e d  a u d i t i n g  s t a n d a r d s  f o r  f i e l d w o r k  r e -  
q u i r e  t h a t :  " T h e  work i s  t o  b e  a d e q u a t e l y  p l a n n e d  and a s s i s t -  
a n t s ,  i f  a n y ,  a r e  t o  b e  p r o p e r l y  s u p e r v i s e d . "  

One of  t h e  o b j e c t i v e s  ~f Federa l  a u d i t  p o l i c y  i s  t o  make 
o n e  a u d i t  s a t i s f y  a s  many F e d e r a l  a n d  non-Fede ra l  n e e d s  a s  
p o s s i b l e  and p r a c t i c a b l e .  Fede ra l  g r a n t s  a r e  a d m i n i s t e r e d  i n  
p a r t n e r s h i p  w i t h  non-Fede ra l  o r g a n i z a t i o n s  i n  w h i c h  t h e  g r a n t s  
r e p r e s e n t  a l l  o r  a p a r t  o f  a n  o r g a n i z a t i o n ' s  a c t i v i t i e s .  

The  a u d i t  approach  d e s c r i b e d  i n  t h i s  g u i d e  suggests  pro -  
c e d u r e s  t o  be employed when o n e  a u d i t  is  t o  be made c o v e r i n g  
a l l  a c t i v i t i e s ,  i n c l u d i n g  Federa l  g r a n t  p r o g r a m s ,  w i t h i n  an 
a u d i t  u n i v e r s e ,  such  a s  a S t a t e  d e p a r t m e n t  o f  human r e s o u r c e s .  
The  a p p r o a c h  p r e s e n t e d  w o u l d  a l s o  be u s a b l e  o n  a u d i t s  o f  o r -  
g a n i z a t i o n s  a d m i n i s t e r i n g  a s i n g l e  a u d i t  g r a n t  program.  

A m u l t i p u r p o s e  a u d i t  r e q u i r e s  t h o r o u g h  p r e l i m i n a r y  p l a n -  

ach ieve  t h e  d e s i r e d  r e s u l t s .  S u c h  p r e l i m i n a r y  p l a n n i n g  re- 
q u i r e s  t h a t  t h e  a u d i t o r  (1 )  s u r v e y  t h e  o r g a n i z a t i o n  t o  d e t e r -  
mine t h e  components  o f  the a u d i t  u n i v e r s e  by f u n c t i o n a l  a r e a ,  
s u c h  a s  p u r c h a s i n g ,  p a y r o l l ,  and d i s b u r s i n g ,  and ( 2 )  d e s i g n  
s u p p l e m e n t a l  a u d i t  s t e p s  t o  t e s t  a s p e c t s  o f  i n d i v i d u a l  pro-  
gram t r a n s a c t i o n s  which may b e  s e l e c t e d  i n  s a m p l e s  drawn from 
t h e  t o t a l  u n i v e r s e  o f  t h e  o r g a n i z a t i o n ' s  t r a n s a c t i o n s .  S p e c i -  
f i c  a p p r o a c h e s  t o  t h e  s t u d y  o f  i n t e r n a l  c o n t r o l  are d i s c u s s e d  

n i n g  t o  i n s u r e  t h a t  a u d i t  work i s  a d e q u a t e l y  c o o r d i n a t e d  t o  I 

i n  a s e p a r a t e  c h a p t e r ,  i 

PRELIMINARY PROCEDURES -- 
B e f o r e  s t a r t i n g  t h e  e x a m i n a t i o n ,  t h e  a u d i t o r  s h o u l d  ob- 

t a i n  and  r e v i e w  key r e f e r e n c e  m a t e r i a l .  The t y p e s  o f  m a t e r i a l  
w h i c h  a r e  p e r t i n e n t  w i l l  v a r y ,  d e p e n d i n g  on t h e  c i r c u m s t a n c e s ,  i 
b u t  i n  g e n e r a l  w i l l  i n c l u d e :  r 

1. F i n a n c i a l  r e p o r t s  i s s u e d  d u r i n g  t h e  p e r i o d .  

2 .  C h a r t e r s  b y l a w s ,  i n c o r p o r a t i o n  d o c u m e n t s f  m i n u t e s  
of m e e t i n g s  o f  t h e  b o a r d  of t r u s t e e s  o r  d i r e c t o r s ,  
and bank a c c o u n t  a u t h o r i z a t i o n s .  

3 .  A u d i t  r e o p r t s  i s s u e d  w i t h i n  t h e  p a s t  2 y e a r s ,  i n -  
c l u d i n g  those  prepared by i n t e r n a l  o r  e x t e r n a l  audi -  
t o r s .  
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4 .  

5 .  

6. 

7 .  

a .  

A n  executed copy of  t h e  g r a n t  agreement 'for each 
program included w i t h i n  t h e  scope of t h e  a u d i t .  

T h e  approved budget f o r  each program. 

Copies o f  program i n s t r u c t i o n s ,  agency r e g u l a t i o n s ,  
and a p p l i c a b l e  c i r c u l a r s .  ( S e e  app. IV for a l i s t  
of Office o f  Management and B u d g e t  c i r c u l a r s . )  

All major c o n t r a c t s ,  s u c h  a s  leases, employment 
agreements ,  and major purchase commitments, e n t e r e d  
i n t o  by t h e  o r g a n i z a t i o n .  

T h e  Government-wide c o s t  a l l o c a t i o n  p l a n  a p p l i c a b l e  
t o  S t a t e  and l o c a l  governments and r e l e v a n t  nego t i -  
a t e d  i n d i r e c t  c o s t  p r o p o s a l s  and agreements ( i n -  
c lud ing  i n d i r e c t  c o s t  r a t e s  and d a t a  f o r  e d u c a t i o n a l  
and n o n p r o f i t  o r g a n i z a t i o n s . )  

The  a u d i t o r  should make c o p i e s  o r  e x t r a c t s  o f  t h o s e  docu- 
ments he c o n s i d e r s  necessa ry  f o r  r e t e n t i o n  i n  t h e  a u d i t  work- 
papers .  Items o f  a u d i t  importance i n  t h e  above documents 
s h o u l d  be i n v e s t i g a t e d  and documented i n  t h e  working p a p e r s .  

I n  some c i r cums tances ,  such a s  a u d i t s  w h e r e  t h e r e  is a 
l a r g e  volume of  i n d i v i d u a l  g r a n t  awards,  i t  may no t  be prac-  
t i c a b l e  o r  a p p r o p r i a t e  t o  review a l l  g r a n t  award and budget 
documents b e f o r e  s t a r t i n g  work. I n  s i t u a t i o n s  of  t h i s  type, 
the  a u d i t o r  may choose t o :  

e 
1. 

2 .  

3 .  

4 .  

Review g r a n t  agreement ,  approved budget ,  program 
i n s t r u c t i o n s ,  and i n d i v i d u a l  g r a n t  f i n a n c i a l  r e p o r t s  
f o r  s e v e r a l  m a t e r i a l  g r a n t s  [ i f  any) dur ing  t h e  pre-  
l i m i n a r y  phase o f  t h e  a u d i t  b e f o r e  s t a r t i n g  t h e  i n -  
t e r n a l  c o n t r o l  review.  

Review t h e  o r g a n i z a t i o n ' s  p r a c t i c e s  and p o l i c i e s  
r e l a t i v e  t o  a d m i n i s t e r i n g  t h e  g r a n t s  s e l e c t e d  i n  
item 1 above du r ing  t h e  s tudy  of i n t e r n a l  c o n t r o l  
systems. 

Determine whether t h e  g r a n t  a d m i n i s t r a t i o n  p r a c t i c e s  
and p o l i c i e s  a r e  a p p l i e d  t o  a l l  g r a n t  programs. 

Select  r e p r e s e n t a t i v e  t r a n s a c t i o n s  and review t h e  
g r a n t  award and r e l a t e d  compliance requi rements  f o r  
i nd iv idua l  g r a n t s  and programs r ep resen ted  by t h e  
t r a n s a c t i o n s .  



I 

CHAPTER 4 

A U D I T  WORKPAPERS - 

The GAO standards f o r  governmental a u d i t i n g  p r o v i d e :  

" S u f f i c i e n t ,  competent, and relevant e v i d e n c e  i s  
t o  be o b t a i n e d  t o  a f f o r d  a reasonable b a s i s  for 
t h e  auditor's o p i n i o n s ,  judgments , conclusions, 
and recommendations. " 

T h i s  s t a n d a r d  places upon t h e  a u d i t o r  the r e s p o n s i b i l i t y  
for accumulating s u f f i c i e n t  evidence to p r o v i d e  a n  a p p r o p r i -  
ate factual b a s i s  for his o p i n i o n s ,  conclusions,  j u d g m e n t s ,  
and recommendations. 

Guidance pertaining t o  workpaper documentation is pro- 
v i d e d  in the audit g u i d e  chapters d e a l i n g  with the s t u d y  of 
i n t e r n a l  control and t e s t s  of  a c c o u n t  balances.  
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CHAPTER 5 

COMPLIANCE WITH LEGAL 

AND REGULATORY REQUIREMENTS 

G A O ' s  t h i r d  e x a m i n a t i o n  and e v a l u a t i o n  s t a n d a r d  f o r  gov- 
e r n m e n t a l  a u d i t i n g  is:  " A  r e v i e w  i s  t o  b e  made of  c o m p l i a n c e  
w i t h  l e g a l  and r e g u l a t o r y  r e q u i r e m e n t s  .I' Xn g o v e r n m e n t a l  
a u d i t i n g ,  c o m p l i a n c e  w i t h  p e r t i n e n t  laws and r e g u l a t i o n s  i s  
p a r t i c u l a r l y  i m p o r t a n t  because government  c r r g a n i z a t i o n s ,  func -  
t i o n s ,  p r o g r a m s ,  o r  a c t i v i t i e s  a r e  s u b j e c t  t o  l aws  and h a v e  
more s p e c i f i c  r u l e s  and  r e g u l a t i o n s  t h a n  a r e  u s u a l l y  a p p l i -  
c a b l e  t o  p r i v a t e  o r g a n i z a t i o n s .  

The a u d i t o r  i s  r e s p o n s i b l e  f o r  d e t e r m i n i n g  whe the r  t h e  
o r g a n i z a t i o n ,  p rog ram,  f u n c t i o n ,  o r  a c t i v i t y  under  a u d i t  has  
compl i ed  w i t h  laws and r e g u l a t i o n s  which may have  a m a t e r i a l  
e f f e c t  on  t h e  g r a n t e e ' s  f i n a n c i a l  p o s i t i o n .  

Thus ,  d u r i n g  t h e  f i n a n c i a l  a u d i t ,  t h e  a u d i t o r  i s  t o  t e s t  
t h e  t r a n s a c t i o n s  a n d  o p e r a t i o n s  of t h e  a u d i t e d  o r g a n i z a t i o n ,  
program,  f u n c t i o n ,  o r  a c t i v i t y ,  t o  d e t e r m i n e  whe the r  t h a t  
e n t i t y  i s  i n  confo rmance  w i t h  s i g n i f i c a n t  c o m p l i a n c e  requi re -  
m e n t s  t h a t  c a n  have  a m a t e r i a l  e f f e c t  upon t h e  g r a n t e e ' s  f i -  
n a n c i a l  p o s i t i o n .  S p e c i f i c a l l y ,  t h e  a u d i t o r  s h o u l d  e s t a b l i s h  
t h a t  t h e  a u d i t e d  e n t i t y  h a s  n o t  i n c u r r e d  impot - tan t  u n r e c o r d e d  
l i a b i l i t i e s - - c o n t i n g e n t  O K  a c t u a l - - t h r o u g h  f a i l u r e  t o  comply 
w i t h ,  o r  t h r o u g h  v i o l a t i o n  o f ,  p e r t i n e n t  laws and r e g u l a t i o n s .  
T h r e e  o f  t h e  most i m p o r t a n t  r e q u i r e m e n t s  a r e  r e c i p i e n t  e l i -  
g i b i l i t y ,  c o v e r a g e  of services, and m a t c h i n g  r e q u i r e m e n t s .  
I f  f u n d s  a r e  u s e d  t o  p r o v i d e  s e r v i c e s  t o  i n e l i g i b l e  r e c i p i e n t s  
and/or  t o  p r o v i d e  s e r v i c e s  n o t  i n c l u d e d  i n  t h e  g r a n t  award ,  
o r  i f  m a t c h i n g  r e q u i r e m e n t s  a r e  n u t  m e t ,  t h e  t o t a l  a m o u n t  o f  
t h e  award may have  t o  be r e t u r n e d  t o  t h e  g r a n t o r  a g e n c y .  

c o m p l i a n c e  r e q u i r e m e n t s ,  t h e y  do i n c l u d e  some of t h e  most 
i m p o r t a n t  o n e s  and t h e i r  v e r i f i c a t i o n  a t  l e a s t  would i n d i c a t e  
t h a t  f u n d s  were used f o r  t h e i r  i n t e n d e d  purpose and m a t c h i n g  
f u n d s  were  p r o v i d e d .  O t h e r  r e q u i r e m e n t s  t h a t  may be app l i -  
c a b l e  i n c l u d e  m a i n t e n a n c e  o f  e f f o r t ,  i n d i r e c t  c o s t  r a t e  d e t e r -  
m i n a t i o n  and a l l o c a t i o n ,  and c o s t  p r i n c i p l e s -  E l i g i b i l i t y  
and m a t c h i n g  r e q u i r e m e n t s  f o r  all Federal g r a n t s  c a n  be found 
i n  the " C a t a l o g  of Federal  Domest ic  Ass is tance ,"  w h i c h  is 
a v a i l a b l e  from t h e  S u p e r i n t e n d e n t  of Documents,  U . S .  Govern-  
ment P r i n t i n g  Office, Washington, D.C. The c a t a l o g  i s  u p d a t e d  
s e m i a n n u a l l y .  Test p r o c e d u r e s  f o r  a u d i t i n g  c o s t s  and expenses 
( d i r e c t  and i n d i r e c t )  a r e  i n c l u d e d  i n  t h i s  g u i d e  s t a r t i n g  on 

W h i l e  these r e q u i r e m e n t s  may n o t  c o v e r  a l l  s i g n i f i c a n t  
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To assure  t ;it: iinpl:}r t a n t  U;rice(: . I T <  i liabilities d o  i 2 o t  
e x i s t ,  the a u d i t  F: :ihou:Ld (I) ascer1.a.i.i  t h e  s i g n i f i c a n t  corn- 
p l i a n c e  requirer;fr,nt.:: f o r  each i n a t e ! .  i3:i : . { r an t ,  ( % )  determir te  
t h a t  the g r a n t e e  ha:ir e s t a b l i s h e d  ,J :.;y::;r.i::m to e n s u r e  t k s t  
those  requiremenLs a r e  ::omplied w i :  1 1  I : i i \d  ( 3 )  t.est i n d l b  idiicll 
transactions to t3ek.rz"rrnine whether :he ';,!istern is  w o r k i . n q  a s  
d e s i g n e d .  
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CHAPTER 6 

STUDY OF I N T E R N A L  CONTROL 

GENERAL CONSIDERATIONS 

The GAO s t a n d a r d s  f o r  g o v e r n m e n t a l  a u d i t i n g  p r o v i d e :  

"An e v a l u a t i o n  i s  t o  be made of  t h e  s y s t e m  o f  i n t e r -  
nal c o n t r o l  t o  a s s e s s  t h e  e x t e n t  i t  c a n  be r e l i e d  
upon t o  ensure accurate  i n f o r m a t i o n ,  t o  e n s u r e  com- 
p l i a n c e  w i t h  law and  r e q u l a t i o n s ,  and t o  p r o v i d e  f o r  
e f f i c i e n t  and e f f e c t i v e  o p e r a t i o n s . "  

T h i s  s tandard makes t h e  a u d i t o r  r e s p o n s i b l e  fo r  de te r -  
mining  how much r e l i a n c e  can be p l a c e d  o n  t h e  a u d i t e d  e n t i t y ' s  
i n t e r n a l  c o n t r o l s  t o  e n s u r e  a c c u r a t e  i n f o r m a t i o n ,  e n s u r e  com- 
p l i a n c e  w i t h  a p p l i c a b l e  l a w s  and r e g u l a t i o n s ,  p romote  e f f i -  
c i e n c y  and economy, and  produce e f f e c t i v e  r e s u l t s .  T h i s  
r ev iew w i l l  h e l p  h i m  d e t e r m i n e  t h e  extent of  detailed exami- 
n a t i o n  work t h a t  mus t  be per fo rmed  t o  a c h i e v e  t h e  objectives 
of t h e  a u d i t .  

4 ,  
* I  The A I C P A  S t a t e m e n t  on A u d i t i n g  S t a n d a r d s  No. 1,  desc r ibes  

The s t u d y  of i n t e r n a l  c o n t r o l  normally h a s  two phases .  

t h e s e  p h a s e s  a s :  

1. Review of t h e  system, which " i s  p r i m a r i l y  t h e  p r o c e s s  
of o b t a i n i n g  i n f o r m a t i o n  a b o u t  t h e  o r g a n i z a t i o n  and 
t h e  p r o c e d u r e s  p r e s c r i b e d  and i s  i n t e n d e d  t o  s e r v e  
a s  t h e  basis f o r  t es t s  of  compliance and f o r  e v a l u a -  
t i o n  of  t h e  system." 

2 .  T e s t s  of c o m p l i a n c e ,  w h i c h  a r e  made " t o  p r o v i d e  rea- 
s o n a b l e  a s s u r a n c e  t h a t  t h e  a c c o u n t i n g  c o n t r o l  proce- 
d u r e s  a r e  b e i n g  a p p l i e d  as p r e s c r i b e d . "  

E f f e c t  of t h e  method o f  
d a t a  p r o c e s s i n g  on t h e  s t u d y  

I n  s t u d y i n g  i n t e r n a l  c o n t r o l ,  t h e  a u d i t o r  m u s t  c o n s i d e r  
the method used  f o r  p r o c e s s i n g  f i n a n c i a l  d a t a .  Using  a com- 
puter  for p r o c e s s i n g  and  r e c o r d i n g  f i n a n c i a l  d a t a  i s  wide-  
spread and c o n t i n u e s  t o  grow. Computer c a p a b i l i t i e s  and 
a p p l i c a t i o n s  c a n  b e  g e n e r a l l y  categorized as:  

produce a hard-copy a u d i t  t r a i l .  
1. Simple c a l c u l a t i n g  and  compiling o p e r a t i o n s  which 
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2 .  T h o s e  :;y ems and  applrcat !: where the h a r d  c 
does  nor n d i c a t e  t h e  i n t l r 1  '. p r o c e s s i n g  t h a t  t :  ill- 
s p i r e d  W J  h i r i  t h e  m a ~ h ~ ~ i e .  

I n  t h e  l a t z i  i t u c 3 t i a n ,  t h e  a118 o c  m u s t  cons ide r  ut r 1 . q  
t;ests a n d  r e v i e w  - o c e d u r e s  w h i c h  % $  t lyond t r a d i t i o n a l  , i L A ~ : i t  

t c c h n i q u e s .  Accv i n g l y ,  it is expr e d  t h a t  a u d i t o r s  u i idpr -  
t a k i n g  engagement  i n  a sophisticdr d a t a  processing e n v i -  
ronment w i l l  r e v i  I J  t h e  system o f  r l t  I p r o c e s s i n g  and  aFp1.., 
d p p ~ o p r i a t e  test : I  ocedures.  EIowt.i.r 8 t h e  a u d i t o r s  must t:. 
a d e q u a t e l y  t r a i n c  I f o r  s u c h  w o r k .  

T h e  A I C P A  S t - I  e m e n t  on Audi t i r l i ,  5 ' tandards No. 3 desc : r ibes  
t h e  impact of  elec. r o n i c  d a t a  proccl:! ~ n g  ( E D P )  on t h e  aucli- 
t o r ' s  s t u d y  o f  i n i . , ' r n a l  c o n t r o l  and 3 r:ovides g e n e r a l  g u i d a n c e  
f o r  the study of  i n t e r n a l  c o n t r o l  1 .n  ,in ECP e n v i r o n m e n t .  

-. T e s t i n g  - methods 

I n  a m u l t i p u r m s e  a u d i t  of an or3c in i za t io r1 ,  o n e  of  t h e  
a u d i t o r ' s  o b j e c t i v e s  i s  t o  l i m i t  d e t ; j . l e d  t e s t i n g  of  t h e  
v a r i o u s  p rograms  and a c t i v i t i e s  by Ili',riewing t es t s  of t h e  o r -  
g a n i z a t i o n ' s  systems a s  a w h o l e .  I t  i s  recommended t h a t  t h e  
a u d i t o r ,  t o  draw o b j e c t i v e  c o n c l u s i o r l s  on  t h e  f u n c t i o n i n g  
of  t h e  system a s  a who le ,  use s t a t i s t i c a l  s a m p l i n g  p r o c e d u r e s ,  
where p o s s i b l e ,  i n  t e s t i n g  c o m p l i a n c e  w i t h  a c c o u n t i n g  con-  
t r o l  p r o c e d u r e s .  S e c t i o n s  3 2 0 A  ( . 0 1  t o  . 2 4 )  and 3 2 0 8  (.01 
to . 2 4 )  of t h e  AICPA S t a t e m e n t  o n  A u d i t i n g  S t a n d a r d s  No.1 
p r o v i d e  g u i d a n c e  f o r  t h e s e  p r o c e d u r e s .  

T h e  f o r e g o i n g  does  n o t  p r e c l u d e  t h e  u s e  o f  j u d g m e n t a l  
s a m p l i n g  me thods  o n  m u l t i p u r p o s e  engagements  but r a t h e r  r ecog-  
n i z e s  t h e  p o t e n t i a l  v a l u e  o f  s t a t i s t i c a l  measurement  on  t h i s  
t y p e  o f  a u d i t .  

REVIEW OF THE SYSTEM 

Dur ing  t h i s  phase of  t h e  s t u d y ,  it is  n e c e s s a r y  t o  d e t e r -  
mine  f i r s t  what  controls a r e  p r e s e n t  and t h e n  make a p r e l i m i -  
nary e v a l u a t i o n  a s  t o  t h e  a p p r o p r i a t e n e s s  o f  t h e  controls. 
A f t e r  c o m p l e t i n g  t h e  p r e l i m i n a r y  e v a l u a t i o n ,  t h e  a u d i t o r  i s  
a b l e  t o  d e t e r m i n e  how much r e l i a n c e  will be p l a c e d  o n  i n t e r n a l  
c o n t r o l s ,  s u b j e c t  t o  t e s t s  of  transactions, t o  v e r i f y  t h e  
e f f e c t i v e n e s s  of controls. 

I t  is recommended t h a t  t h e  r e v i e w  of  i n t e r n a l  c o n t r o l s  
be documented by: 

1. E i t h e r  a w r i t t e n  narrative or a flow c h a r t  d e s c r i b i n g  
t h e  w o r k i n g s  of t h e  v a r i o u s  a c c o u n t i n g - s y s t e m  a p p l i -  
c a t i o n s  and s u c h  o t h e r  i n f o r m a t i o n - - t y p e s  o f  reports  
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and r e c o n c i l i a t i o n s  p r e p a r e d  and t h e  f r e q u e n c y  of  
p r e p a r a t i o n  and a u t h o r i z a t i o n  l i m i t s  f o r  v a r i o u s  
t y p e s  of  t r a n s a c t i o n s - - w h i c h  t h e  a u d i t o r  may need  
t o  accumulate t o  t e s t  t h e  v a r i o u s  a c c o u n t i n g - s y s t e m  
a p p l i c a t i o n s .  

The a u d i t o r ' s  p r e l i m i n a r y  e v a l u a t i o n  of  i n t e r n a l  
c o n t r o l s .  T h i s  s h o u l d  i n c l u d e  r e f e r e n c e  t o  t h e  s y s -  
t e m ' s  s t r e n g t h s  and  w e a k n e s s e s  and t h e  a u d i t o r ' s  
p r e l i m i n a r y  judgment  o n  t h e  s y s t e m ' s  p o t e n t i a l  e f f e c -  
t i v e n e s s  o r  i n e f f e c t i v e n e s s .  T h e  e v a l u a t i o n  s h o u l d  
a l s o  i n d i c a t e  t h o s e  a s p e c t s  o f  i n t e r n a l  c o n t r o l  on 
which t h e  a u d i t o r  i n t e n d s  t o  r e l y ,  s u b j e c t  t o  t e s t s  
of  c o m p l i a n c e  w i t h  t h e  s y s t e m ,  fo r  l i m i t i n g  tes ts  
of a c c o u n t  ba lances .  

R e g a r d l e s s  of t h e  f o r m a t  u s e d ,  t h e  d o c u m e n t a t i o n  of  t h e  
r e v i e w  s h o u l d  a t  l e a s t  i n d i c a t e  (1 )  t h e  m a j o r  o p e r a t i n g  p ro -  
cedures  b e i n g  followed, ( 2 )  k e y  a c c o u n t i n g  documen t s  p r o c e s s e d  
by t h e  s y s t e m ,  ( 3 )  the flow of  i n f o r m a t i o n  f rom t h e  i n i t i a t i o n  
of t h e  t r a n s a c t i o n  t h r o u g h  the p o s t i n g  o f  a c c o u n t i n g  r e c o r d s ,  
( 4 )  t h e  s e p a r a t i o n  of  d u t i e s  w i t h i n  t h e  s y s t e m ' s  a p p l i c a t i o n ,  
( 5 )  t h e  a u t h o r i z a t i o n  l i m i t s  f o r  v a r i o u s  t r a n s a c t i o n s ,  s u c h  
a s  l i m i t e d  p u r c h a s e - o r d e r  a p p r o v a l ,  and (6) t h e  a d e q u a c y  of 
t h e  s y s t e m  f o r  e n s u r i n g  a d h e r e n c e  t o  Federa l  c o s t  p r i n c i p l e s .  

A g e n e r a l  purpose q u e s t i o n n a i r e  t o  a s s i s t  i n  t h e  r e v i e w  
of i n t e r n a l  c o n t r o l s  i s  p r o v i d e d  a s  append ix  I .  T h e  q u e s t i o n -  
naire i s  i n t e n d e d  t o  s e r v e  a s  a reminder  l i s t  t o  i n s u r e  c o v e r -  
age of v a r i o u s  a s p e c t s  o f  i n t e r n a l  c o n t r o l s .  ~t d o e s  n o t  
cover: q u a l i t a t i v e  a s p e c t s  of controls. The  a u d i t o r  i s  ex- 
p e c t e d  t o  j u d g e  t h e  a d e q u a c y  o f  c o n t r o l s  o n  t h e  b a s i s  o f  h i s  
e v a l u a t i o n s  o f  t h e  c i r c u m s t a n c e s .  

TESTS OF RECORDED TRANSACTIONS 
FOR COMPLIANCE WITH THE SYSTEM 
OF INTERNAL CONTROLS 

-- 

The AICPA S t a t e m e n t  o n  A u d i t i n g  S t a n d a r d s  No. 1 d e s c r i b e s  
t h e  r a t i o n a l e  f o r  tests of c o m p l i a n c e  w i t h  t h e  s y s t e m  of i n -  
t e r n a l  c o n t r o l ,  a s  follows: 

"The p u r p o s e  of t e s t s  of  c o m p l i a n c e  i s  t o  p r o v i d e  
r e a s o n a b l e  a s s u r a n c e  t h a t  t h e  a c c o u n t i n g  c o n t r o l  
p r o c e d u r e s  a r e  b e i n g  a p p l i e d  a s  p r e s c r i b e d .  S u c h  
t e s t s  a r e  n e c e s s a r y  i f  t h e  p r e s c r i b e d  p r o c e d u r e s  
a r e  t o  be r e l i e d  upon i n  d e t e r m i n i n g  t h e  n a t u r e ,  
t i m i n g ,  or e x t e n t  of s u b s t a n t i v e  t e s t s  of  p a r t i c -  
ular classes  of  t r a n s a c t i o n s  o r  b a l a n c e s ,  b u t  
a r e  n o t  n e c e s s a r y  i f  t h e  p r o c e d u r e s  are not  t o  be 
re l ied  upon for  t h a t  p u r p o s e . "  

, .  
i -  

I .  

, I  
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T h i s  section cunt.3 s general. q u i & :  I j I F S  c o v e r i n g  t h e  
t e s t  i n g  of a c c o u n t i n g  , 21  i. l i c i i t i o n s  at. q i  

It shuuld be noted t h , i t  ,ot all syst.eiur - ' - 1 1 1  icatlons w i l l  be 
pree;r.nt o n  each audit t \jayerrtent. In\ ai' t t  t o n l  tes ts  of s y s -  
t e m  c o m p l i a n c e  may not. I ?  appropriate W ~ I ,  t. t h e  s y s t e m  is not 
i n t e n d e d  to be relit23 c a s  a basis ftsr n i t l n g  o t h e r  a u d i t  
procedures .  

r-~~.ec o r g a n i z a t i . o n s .  

Documentation of recorti -__-I. _ _  :J 
c_ t r a n s a c t i o n  _-I t es t s  

The a u d i t  w o r k p a p  ETS s h o u l d  clearll: show t h e  work done 
i n  r e v i e w i n g  and e v a l u . i t i n g  t h e  organiztqtian's s y s t e m  of in -  
t e r n a l  c o n t r o l .  T h e  A i <:PA S t a t e m e n t  on A u d i t i n g  S t a n d a r d s  
N o .  1 s ta tes  t h a t :  

"Although t h e  q u s : i t i t y ,  t ype ,  and c o n t e n t  of working 
papers w i l l  v a r y  d i t h  the c i r c u m s t a n c e s ,  t h e y  gen-  
erally w o u l d  i n c l u d e  o r  show * * * t h a t  the [ o r g a n i -  
z a t i o n ' s ]  s y s t e m  o f  i n t e r n a l  c o n t r o l  had been  re-  
viewed and evalucl ' ted i n  d e t e r m i n i n g  the e x t e n t  of 
tests t o  which a u d i t i n g  procedures were restrict- 
ed* * *.#* 

The  s t a t e m e n t  i n d i c a t e s  t h a t  t h e  fac tors  w h i c h  a f f e c t  
t h e  a u d i t o r ' s  judgment:  of t h e  q u a n t i t y ,  type, and content of 
workpapers i n c l u d e :  

" ( a )  t h e  n a t u r e  of the a u d i t o r ' s  r e p o r t ,  ( b )  t h e  
n a t u r e  of t h e  financial s t a t e m e n t s ,  s c h e d u l e s ,  or 
other i n f o r m a t i o n  upon which t h e  auditor is report-  
i n g ,  ( c )  t h e  n a t u r e  and c o n d i t i o n  of the ( o r g a n i -  
z a t i o n ' s )  records and i n t e r n a l  controls, and I d )  
t h e  needs i n  t h e  pa r t i cu la r  c i r c u m s t a n c e s  for super- 
v i s i o n  and r e v i e w  of t h e  work performed by a n y  
a s s i s t a n t s . "  

The F e d e r a l  Governmen t ' s  s t a t ed  a u d i t  pol i cy  is t o  
a c h i e v e  the e f f i c i e n t  u s e  of audit resources t h r o u g h  bet ter  
c o o r d i n a t e d  audit e f fo r t s .  The f u l l  implementation of t h i s  
po l i cy  r e q u i r e s  that t h e  a u d i t  work h a v e  a t  least  common 
r e f e r e n c e  p o i n t s  which can be l ooked  a t  by a11 potential users 
when one a u d i t  is  made to  meet t h e  v a r y i n g  needs of d i f f e r e n t  
g r o u p s ,  For a u d i t  workpapers, t h a t  reference p o i n t  should be 
q u i d e l i n e s  t h a t  have  been agreed to for documenting a u d i t  
t e s t s .  

e Apply t h e  f o l l o w i n g  guidelines or d o c u m e n t a t i o n  t e s t s  of 
transactions t o  a u d i t s  of organizations a d m i n i s t e r i n g  feder- 
ally a s s i s t e d  proqrms. 
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T r a n s a c t i o n s  t e s t  a b j e c t i v e s  are r e l a t e d  to t h e  a u d i t o r ' s  
p l a n s  f o r  r e l y i n g  on i n t e r n a l  c o n t r o l s  f o r  l i m i t i n g  a c c o u n t  
b a l a n c e  tests. The o b j e c t i v e s  w i l l  v .ary from a u d i t  t o  a u d i t ,  
d e p e n d i n g  on t h e  c i i c u r n s t a n c e s .  

1. Describe t r a n s a c t i o n  t es t  o b j e c t i v e s  in t e r m s  of w h a t  
t h e  t e s t  is d e s i g n e d  t o  e s t a b l i s h  a s  t o  t h e  f u n c -  
t i o n i n g  of  s p e c i f i c  controls. A l s o  describe t y p e s  
of p o s s i b l e  e r r o r s  t h a t  may b e  found i n  t h e  t e s t .  
For example, i n  d e s c r i b i n g  o b j e c t i v e s  of a n  a c c o u n t s  
p a y a b l e  t e s t ,  t h e  a u d i t o r  would s t a t e  t h e  c o n t r o l  
f e a t u r e s  t o  b e  t e s t e d  ( e . g . ,  i n v o i c e  ma tch ing  and 
i n d e p e n d e n t  c h e c k  of  e x t e n s i o n s )  and t h e  t y p e s  of 
p o s s i b l e  e r r o r s  ( e * g . ,  q u a n t i t y  on  i n v o i c e  d o e s  n o t  
a g r e e  with q u a n t i t y  on r e c e i v i n g  r e p o r t  and e x t e n -  
s i o n s  on  i n v o i c e  a r e  i n c o r r e c t ) .  

2 .  D e s c r i b e  t h e  u n i v e r s e  f o r  tests u s i n g  judgmental 
or s t a t i s t i c a l  s a m p l i n g ,  i n c l u d i n g  ( a )  t h e  t y p e s  
o f  items i n  t h e  u n i v e r s e ,  ( b )  t h e  p e r i o d  o v e r  which 
t h e  items were a c c u m u l a t e d ,  ( c )  t h e  size of  t h e  u n i -  
v e r s e ,  ( d )  the a c t i v i t i e s  or  f u n d s  c o v e r e d  by t h e  
s y s t e m ,  and ( e )  the s i r n i l i a r i t y  o f  items c o n s t i t u t i n g  
t h e  u n i v e r s e .  For example ,  i n  a t e s t  of  cash d i s -  
b u r s e m e n t s ,  t h e  auditor c o u l d  i n c l u d e  a d e s c r i p t i o n  
h a v i n g  ( a )  checks d r a w n  on t h e  o r g a n i z a t i o n ' s  bank 
a c c o u n t  from J u l y  1, 1973, t h r o u g h  J u n e  30, 1974, 
( b )  t h e  checks used  d u r i n g  t h e  p e r i o d  were 1 , 4 5 6  
t h r o u g h  2 , 8 5 1 ,  o r  1 , 3 9 5  checks,  ( c )  t h e  c a s h  d i s -  
bursemen t  system p r o c e s s e d  c h e c k s  c o v e r i n g  t h e  or-  
g a n i z a t i o n ' s  g e n e r a l  f u n d  and two F e d e r a l  p rog rams  
( d e s c r i b e  t h e  p r o g r a m s ) ,  and ( d )  the u n i v e r s e  i n -  
c l u d e s  all c h e c k s  drawn by  t h e  o r g a n i z a t i o n .  

3 .  When employing  s t a t i s t i c a l  s a m p l i n g ,  t h e  workpape r s  
s h o u l d  i n c l u d e  a s a m p l i n g  p l a n  c o n t a i n i n g  t h e  sample 
s i z e ,  p r e c i s i o n ,  c o n f i d e n c e  l e v e l s ,  and  e s t i m a t e d  
e r ro r  r a t e s .  

4 .  D e s c r i b e  t h e  method of s e l e c t i n g  t h e  sample .  

5. Record t h e  tes t  s t e p s  applied t o  sample t r a n s a c t i o n s .  
A d e t a i l e d  a u d i t  p rogram or  a n n o t a t i o n s  o n  a u d i t  t e s t  
papers would s e r v e  t h i s  purpose.  

6.  Record t h e  r e s u l t s  of tests, i n c l u d i n g  l i s t s  of  er- 
rors and e x c e p t i o n s :  followup a c t i o n s ;  and ,  i n  t h e  
case of s t a t i s t i c a l  tes ts ,  t h e  r e s u l t s ,  i n c l u d i n g  
p rec i s  i o n .  

1 5  



The document.. i t i o n  y u i d e l i i i e s  *vide a r e f e r e n c e  p ! f i t  

f o r  F e d e r a l  a u d n L > c s  a n d  non-F'ederc1 a u d i t o r s .  These q .(le- 
l i n e s  do no t  deal .  with t h e  form of ) rkpapers  b u t  r a t h e :  $ro- 
v i d e  a broad methiidology w h i c h  s h a ~  . r e s u l t  i n  workpapi. r c )  
w i t h  common gemerc%l c h a r a c t e r i s t i c c  

ILLUSTRATIVE P R O G M M S  FOR TESTS 
OF RECORDED TRANSACTIONS 

T ransac t ion  :;est o b j e c t i v e s  J K  1 '  r e l a t e d  t o  t h e  a u d i t o r ' s  
p l a n s  for r e l y i n g  on a s p e c t s  of i n t c b r n a l  c o n t r o l s  t o  1 i ~ i t  
tes t s  of  a c c o u n t  b a l a n c e s .  I f  t h e  r i u d i t o r  wishes t o  re . i$  on 
v a r i o u s  f u n c t i o n s  and a s p e c t s  of i r i t  e r n a l  c o n t r o l s ,  h e  should 
e s t a b l i s h  objectives t o  cover t hose  func t ions  and aspecL1;. 

The t e s t  procedures  f o r  t h e  triAnsaction tes ts  vary  I de-  
pending o n  t h e  c i rcumstances .  For example, i f  the a u d i t o r  
p l a n s  l i t t l e  o r  no r e l i a n c e  on i n t e r n a l  c o n t r o l s  w i t h i n  l3 

p a r t i c u l a r  account ing a p p l i c a t i o n ,  then h e  w i l l  have to r x -  
pand h i s  t e s t i n g  of the t r a n s a c t i o n  b u t  perform l i t t l e  O K  no 
a u d i t  p rocedures  dur ing  his s tudy  of  the i n t e r n a l  c o n t r o l  s y s -  
tern. There are other factors a f f e c t i n g  t h e  s e l e c t i o n  o f  
a u d i t  procedures, documents, and records.  The a u d i t o r  m u s t  
use his own judgment i n  determininq tes t  o b j e c t i v e s  and appro- 
p r i a t e  a u d i t  p rocedures .  

L i s t e d  below a r e  i l l u s t r a t i v e  a u d i t  procedures  and test 
o b j e c t i v e s  f o r  t e s t s  of compliance with account ing system 
a p p l i c a t i o n s .  

Cash r e c e i p t s  

Audit  o b j e c t i v e s  

Tes t  o b j e c t i v e s  o f  cash r e c e i p t - s  are t o  e s t a b l i s h  t h a t :  

1. C a s h  which should have been rece ived  is, i n  f a c t ,  
r ece ived .  

2. Cash rece ived  i s  depos i t ed  promptly and i n t a c t .  

3 .  Cash drawn by check or l e t t e r  of credit,-fund& by 
the Federal GGW- is not  in excess of immedi- 
ate requirements .  
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4 .  C a s h  receipts  are a c c u r a t e l y  recorded i n  t h e  
a c c o u n t i n g  records. 

5.  T h e  a c c o u n t i n g  records for c a s h  receipts agree  w i t h  
b a n k  records of receipts.  

I l l u s t r a t i v e  test p r o c e d u r e s  

1. 

2 .  

3 .  

4 .  

5 .  

6 .  

7 .  

8 .  

9. 

R e v i e w  t h e  c a s h  rece ip ts  records a n d  t h e  g e n e r a l  
l e d g e r  c a s h  a c c o u n t s  f o r  u n u s u a l  items, s u c h  as  
l a r g e  a m o u n t s  or e n t r i e s  f r o m  o t h e r  t h a n  c a s h  
j o u r n a l s .  

T e s t  f o o t i n g s  a n d  c r o s s f o o t i n g s  of t h e  c a s h  re- 
ce ip ts  records. 

Compare r e m i t t a n c e  a d v i c e s  w i t h  t h e  p o s t i n g s  to c a s h  
receipts and r e c e i v a b l e  records. 

T e s t  for  a g r e e m e n t  of e n t r i e s  o n  bank s t a t e m e n t s  w i t h  
t h e  d a i l y  c a s h  receipts a m o u n t s  c o n t a i n e d  in cash 
receipts  records.  

T e s t  t h e  p o s t i n g  of c a s h  rece ip ts '  records t o  t h e  
g e n e r a l  l e d g e r  c a s h  a c c o u n t  a n d  receivable  d e t a i l  
r e c o r d s .  

.J  " 4  

I f  c a s h  r ece ip t s  fo r  f e d s r a J l y - a s i s t e d  pograms 
are c o m m i n g l e d  w i t h  o G h e r  ca sh ,  t h e n  t e s t  for t h e  
p o s t i n g  of c r e d i t s  to a p p l i c a b l e  f u n d  control ac- 
c o u n t s .  

T e s t  the postings of u n d e p o s i t e d  cash r e c e i p t s  to 
r e c e i v a b l e  records.  

Tes t  t h e  r e c o r d i n g  of m i s c e l l a n e o u s  receipts ,  s u c h  
as t h e  proceeds from sa l e s  of property a n d  e q u i p m e n t .  

Compute  t h e  a v e r a g e  d a i l y  c a s h b o o k  b a l a n c e  fo r  f u n d s  
d r a w n  u n d e r  F e d e r a l  l e t te rs  of c red i t  o r  a d v a n c e  
p a y m e n t s  f o r  s e v e r a l  r andom m o n t h s  d u r i n g  t h e  au- 
d i t e d  peribd,. I 

f Y  .- ~- 
Cash d i s b u r s e m e n t s  __  

Aud i t ob j e c t i v e s  

'I 1 
. I  

i ' -  

' 1  x 

i 

I 

T e s t  o b j e c t i v e s  for c a s h  d i s b u r s e m e n t s  a r e  to e s t a b l i s h  
that: 
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1. DiSbuxser:?r [ i t s  a t e  a u t h o r  E :  This o b j e c t i v e  i i i  
a c h i e v e d  I rt’rter as paris 0 1  c a s h  d igbur se rnen”  t e s t  
o r  as par 2 f  ? h e  account- yable t e s t ,  depend  i n g  
on  whethc. t r a n s a c t i o n s  L 3 ~  f o n t r o l l e d  b y  a v o u c h e r  
r e g i s t e r . .  If a vouche r  I : ( ,  ! , t e r  i s  used t o  c o n t r o l  
accounts ayables, t h e n  ti, j t J jec t ives  are a c f i i + ? ~ ~ ? d  
a s  p a r t  i:r the  accounts p.1 . . , l e  list. I f  n o t ,  t h e  
o b j e c t i v t ,  a r e  ach ieved  a i r t  o f  cash d i s b u r s e -  
rnents .  

2. The  amour? Q E  t h e  d i s b u r s :  :. t t  i s  proper. 

3 .  D i s b u r s e r n  l n t s  are properl., t ?corded,  i . e . ,  c o r r e c t  
payee ,  am ) u n t ,  date, and t ~ . 3 b *  i u n t  d i s t r i b u t i o n ,  i n  
t h e  accou.rtiny r e c o r d s .  

4. Disbur SeGi 2nts a r e  adequatl?? y supper ted by documen-  
t a t i o n  and made f a r  t h e  p , K ~ : ~ s e s  i n t e n d e d .  

I l l u s t r a t i v e  I test ”_  p r o c e d u r e s  ~ I _  

G e n e r a l  t e s t s  

1. Examine  t h e  cash d i s b u r s e m e n t s  j o u r n a l  f o r  u n u s u a l  

c c  
items, s u c h  a s  l a r g e  a m o u n t :  a n d  checks drawn t o  
cash .  I n v e s t i g a t e  items no ted  

2. Test the footings a n d  crossfootings of t h e  r a s h  d i s -  
bursements j o u r n a l .  

3 .  A c c o u n t  f o r  t h e  numerical sequence of c h e c k s  f o r  a 
t e s t  pe r iod .  

4 .  T e s t  postinqs o f  cash  d isbursements  from t h e  c a s h  
d isbursements  journal t o  t h e  general l e d g e r ,  a n d  i f  
applicable, t o  t h e  v o u c h e r  register and s u b s i d i a r y  
l e d g e r s  

5. Test  petty c a s h  reimbursement vouchers  f o r  s u p p o r t  
and approval. 

Test of sample disbursement  ____ t r a n s a c t i o n s  -- 
For each i t e m  se lected:  

1. T e s t  p a i d  checks t o  t h e  cash  d i s b u r s e m e n t s  journal 
a n d  t o  s u p p o r t i n g  documents a n d  de te rmine  t h a t  
payees ,  amounts, and d a t e s  a g r e e .  

2 .  Determine t h a t  d o c u m e n t s  i n  suppor t  of d i s b u r s e m e n t s  
were c a n c e l e d  t o  prevent t h e i r  r e u s e .  .1,! 



3 .  T e s t  s i g n a t u r e s  o n  p a i d  c h e c k s  a g a i n s t  a l i s t  of 
a u t h o r i z e d  s i g n e r s .  

4 .  Compare e n d o r s e m e n t s  w i t h  i n d i c a t e d  p a y e e s .  ~ n v e s -  
t i g a t e  any d o u b l e  e n d o r s e m e n t s .  

P u r c h a s i n g ,  r e c e i v i n g ,  - and a c c o u n t s  payable 

- A u d i t  ob] ec t k v e s  

The o b j e c t i v e s  of p u r c h a s i n g ,  r e c e i v i n g ,  and a c c o u n t s  
p a y a b l e  t es t s  a r e  t o  e s t a b l i s h  t h a t :  

1. P u r c h a s e s  o f  goods and s e r v i c e s  were properly a u t h -  
or i z e d .  

2 .  P u r c h a s e s  were  made i n  a c c o r d a n c e  w i t h  e s t a b l i s h e d  
p o l i c i e s  and p r o c e d u r e s .  

3 .  P u r c h a s e  t r a n s a c t i o n s  were p r o p e r l y  r e c o r d e d  in t h e  
a c c o u n t i n g  records on t h e  d a t e s  t r a n s a c t i o n s  were 
c o m p l e t e d .  

4 .  C h a r g e s  t o  f e d e r a l l y  a s s i s t e d  programs a r i s i n g  from 
p u r c h a s e  t r a n s a c t i o n s  conform t o  ( a )  cost p r i n c i p l e s  
p r e s c r i b e d  under  p e r t i n e n t  F e d e r a l  c i r c u l a r s ,  ( b )  
t h e  t e r m s  of t h e  g r a n t  o r  l o a n  documen t s ,  and ( c )  
t h e  e s t a b l i s h e d  p o l i c i e s  of  t h e  o r g a n i z a t i o n .  I 1/ 
(See app. IV f o r  a l i s t  of  c i r c u l a r s . )  

I l l u s t r a t i v e  t e s t  p r o c e d u r e s  

P r e f a c e  -~ 
1. The sample  program p r e s e n t e d  be low assumes t h a t  pu r -  

chase t r a n s a c t i o n s  a r e  r e c o r d e d  i n  a vouche r  regis- 
t e r .  I f  t h e  o r g a n i z a t i o n  i s  on a cash b a s i s  O K  con- 
trols p a y a b l e s  t h r o u g h  a p a y a b l e  o r  acc rua l  l i s t i n g  
p r e p a r e d  a t  p e r i o d  end o n l y ,  t h e  r e v i e w  o f  c h a r g e s  
for g o o d s  and s e r v i c e s  c a n  be done  a s  p a r t  o f  t h e  
cash d i s b u r s e m e n t s  t e s t .  

2 .  To a c h i e v e  o b j e c t i v e s  2 and 4 above, r e l a t i n g  t o  
t r a n s a c t i o n s  i n c u r r e d  unde r  f e d e r a l l y  assisted pro- 
grams,  t h e  a u d i t  p rogram must be  s u f f i c i e n t l y  de- 
t a i l e d  t o  cover s p e c i f i c  program c r i t e r i a .  The 
a u d i t  p rogram s h o u l d  b e  r e f e r e n c e d  t o  applicable 

- l/When t h e r e  is a c o n f l i c t ,  c a t e g o r i e s  ( a )  and ( b )  t ake  pre- 
c e d e n c e  o v e r  c a t e g o r y  ( c ) .  
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Federal c i r c u l a r s  which e s t a b l i s h  p r i n c i p l e s  for 
d e t e r m i n i n g  allowable c o s t s  of t h e  organization. 
I n  a d d i t i o n ,  the program s h o u l d  be modified to i n -  
c l u d e  a p p l i c a b l e  provisions of t h e  g r a n t  o r  l o a n  
and agency r e g u l a t i o n s  d e a l i n g  w i t h  allowable costs. 

Program s t e p s  

1. 

2 .  

3 .  

4 .  

5. 

G e n e r a l  t e s t s  

Review t h e  g e n e r a l  l e d g e r  a c c o u n t s  f o r  accounts pay- 
able and a c c r u e d  e x p e n s e  and t h e  vouche r  r e g i s t e r  
for unusual items o r  e n t r i e s ,  s u c h  a s  large amounts. 
I n v e s t i g a t e  items n o t e d .  

Review f i l e s  of unmatched i n v o i c e s ,  r e c e i v i n g  r e -  
p o r t s ,  p u r c h a s e  o r d e r s ,  and s h i p p i n g  documen t s ,  t o  
d e t e r m i n e  whether such items a r e  c u r r e n t .  

Test t h e  n u m e r i c a l  s e q u e n c e  of purchase orde r s .  

T e s t  f oo t ings  a n d  c r o s s f o o t i n g s  of  t h e  vouche r  
r e g i s t e r  and t r a c e  postings t o  t h e  g e n e r a l  ledger 
and subsidiary l e d g e r s .  

Review i n d i r e c t  c o s t  c a t e g o r i e s  i n  t h e  c o s t  a l l o -  
c a t i o n  plan a g a i n s t  t h e  c o s t  c a t e g o r i e s  f o r  i n d i r e c t  
c o s t  QI-I t h e  t r i a l  b a l a n c e .  

T e s t  o f  sample purchase t r a n s a c t i o n s  - 
For each purchase transaction sample i t e m  selected: 

1. 

2 .  

Test each purchase o r d e r  against r e q u i s i t i o n s :  

a .  Inspect compet i t ive  b i d s  to see if t h e  amount 
of purchase meets t h e  m i n i m u m  r e q u i r e m e n t s  f o r  
t h i s  procedure .  

b. When possible, v e r i f y  p r i c e s  us ing  vendor  cata- 
l o g s  or p r i c e  l ists .  

T e s t  each  v e n d o r  invoice as follows: 

a ,  Compare amounts and terms of i n v o i c e  t o  p u r c h a s e  
o r d e r .  

b .  Compare items and q u a n t i t i e s  l i s t e d  on the i n -  
voice t o  r e c e i v i n g  r e p o r t  0 r  e v i d e n c e  of receipt 
of s e r v i c e s .  

I 

1 

I 
I 
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d .  Te ; i n v o i c e  foot:i,-l< : I ?  extensions. 

a. Deti :.mine whethei e x ,  f '  d i t u r e  is contempl.,rtcd 
i n  I ?proved  b u d g e t .  

b .  Uettrmine whethe r  pr 0 a p p r o v a l  of the g i , a n t i n g  
age;  zy  was obtained T o v  those p u r c h a s e s  s , i t , ject  
t o  t h a t  r e q u i r e m e n t .  Re fe r  t o  g r a n t  ay r f s rmen t  
ami 3pplicable F e d e r i + i  c . i r c u l a r . )  

c. D e t ~ ' : r n i n e  whether ~ 3 ~ i : ; : ~ i f i c a t i o n  of d i r e c l  c r  
i n d : r e c t  c h a r g e s  i s  i n  a c c o r d  w i t h  c o s t  a l l o c a -  
t i c r r  plan o r  g r a r L t  aqr t?ement .  

d .  T e s t  t h e  t y p e s  of  expend i tu re s  s e l ec t ed  f c r  Sam- 
p l e  3 g a i n s t  standards f o r  s e l e c t e d  items o f  cost 
s e t  f o r t h  i n  a p p l i c a b l e  F e d e r a l  c i r c u l a r s ,  agency  
r e g u l a t i o n s ,  o r  g r a n t  terms. t i s t  a s  e x c t i p t i o n s  
those items n o t  meeting the presc r ibed  s t a n d a r d s .  

P a y r o l l  

A u d i t  o b j e c t i v e s  

The o b j e c t i v e s  o f  t h e  p a y r o l l  tes ts  a r e  to establish 
t h a t :  

1. Employees shown  o n  t h e  payroll r e c o r d s  a r e  a u t h o r i z e d  
and h i r e d  i n  a c c o r d a n c e  with the o r g a n i z a t i o n ' s  ad- 
m i n i s t r a t i v e  r e q u i r e m e n t s .  

2 .  P a y r o l l s  are  a c c u r a t e l y  c a l c u l a t e d  on the b a s i s  of 
a u t h o r i z e d  r a t e s  o f  pay. 

1 '  , . 

: I .  . 

i .  

. "  
, '  

3 .  P a y r o l l  d e d u c t i o n s  are made i n  a c c o r d a n c e  w i t h  
e x i s t i n g  l e g a l  r e q u i r e m e n t s  and contractual agxee-  
ments. 

4 .  P a y r o l l  t r a n s a c t i o n s  a r e  a c c u r a t e l y  r e c o r d e d  i n  the 
a c c o u n t i n g  r e c o r d s .  

5. Employees c h a r g e d  t o  federally a s s i s t e d  programs 
are  a u t h o r i z e d  by t h e  approved  b u d g e t .  
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I l l u s t r a t i v e  .  ti^ . -;I; - - procedure2 

1. T e s t  fosti: y s  and c r o s s f o o t ,  I ;  o f  payroll reg is teke : ;  
and trace i s o s t i n g  t o  the geil 31 l e d g e r  and s u b s ] - .  
d i a r y  l cdq te r s .  

2 .  Compare p a y r o l l  c h a r g e s  i n  E: I g e n e r a l  l e d g e r  t o  
b u d g e t  c a t ( :  g u r i e s  and i nves t -  i -3te discrepancies. 

3 .  Witness thcr d i s t r i b u t i o n  o f  , . y r o l l  c h e c k s  o n  a s u r -  
p r i s e  basa . 

4 .  Review charges t o  t h e  var iou. :  c a t e g o r i e s  o f  f r i n g e  
b e n e f i t s  arid d e t e r m i n e  w h e t h c ? r  t h e  b e n e f i t s :  

a .  Are a u l h o r k z e d  i n  t h e  o r c p a n i z a t i o n ' s  p e r s o n n e l  
p0l ic i .cs .  

b .  A r e  generally c o n s i d e r e d  under  t h e  c a t e g o r y  o f  
f r i n g e  b e n e f i t s  and  n o t  p r o f i t - s h a r i n g  arrange- 
m e n t s .  

For each payroll sample i t e m  s e l e c t e d  f o r  t e s t :  

1. Trace h o u r s  p a i d  t o  a p p r o p r i a t e  time r e c o r d s - - c l o c k  
c a r d s  and t i m e s h e e t s  . 

2 .  Review i n d i v i d u a l  h i r i n g  r e c o r d  o r  employment con- 
t r a c t  and d e t e r m i n e  whe the r  r a t e  of pay i s  a u t h o r i z e d .  

3 .  I n s p e c t  a u t h o r i z a t i o n  o r  approval f o r  o v e r t i m e  pay- 
ments .  

4 .  Tes t  d e d u c t i o n s  from pay f o r  a u t h o r i z a t i o n .  

5.  T e s t  p a y r o l l  d i s t r i b u t i o n  t o  s u p p o r t i n g  e v i d e n c e ,  
s u c h  as  d e p a r t m e n t  r o s t e r s  and approved  time alloca- 
t i o n  sheets. 

6 .  T e s t  c o m p u t a t i o n  of g r o s s  and n e t  payment. 

" \ I  



a. 

b. 

C. 

7. Compare endorsement on payroll check w i t h  s , t i i *a tu re  
on W-4 form. 

The fo l lowing  a r e  a d d i t i o n a l  s teps  f o r  payments 

1. 

lLArged 

t o  f e d e r a l l y  a s s i s t e d  programs. 

Compare t h e  p o s i t i o n  d e s c r i p t i o n  f o r  which p L , m e n t  
was made t o  t h e  approved grant budget.  

2 .  Test payment r a t e :  

For compliance w i t h  Federal  m i n i m u m  wage?. 

To de te rmine  whether r a t e  of pay i s  c o n s i s t e n t  
f o r  s i m i l a r  work i n  o the r  a c t i v i t i e s  of  t he  
o r g a n i z a t i o n .  

Far compliance w i t h  the terms of  t h e  g r a n t  i f  
t h e  p o s i t i o n  i s  s p e c i f i c a l l y  covered i n  the 
agreement.  

3 .  If t h e  o r g a n i z a t i o n  h a s  developed a f r i n g e  b e n e f i t  
r a t e ,  r ev iew f o r  reasonableness and e q u i t a b l e  a p p l i -  
c a t i o n  t o  a11 payroll c o s t s .  A l s o  determine t h a t  no 
elements making u p  t h e  f r i n g e  b e n e f i t  pool h a v e  b e e n  
included i n  d i r e c t  l a b o r  charges .  

B i l l i n q s  and receivables 

Audit o b j e c t i v e s  

T e s t  o b j e c t i v e s  o f  b i l l i n g s  and r e c e i v a b l e s  a r e  t o  e s t ab -  
l i s h  t h a t :  

1. 

2 .  

3 .  

4 ,  

B i l l i n g s  r e p r e s e n t  v a l i d  c la ims  f o r  goods shipped o r  
s e r v i c e s  r ece ived  a n d  a r e  based on e s t a b l i s h e d  p r i c i n g  
p o l i c i e s .  

Billings and r e l a t e d  r e c e i v a b l e s  a r e  recorded  on t h e  
d a t e  when t h e  t r a n s a c t i o n  is completed. 

Noncash c r e d i t s  t o  r e c e i v a b l e  accounts  are appro- 
p r i a t e l y  au tho r i zed  and supported and a r e  made i n  
accordance with t h e  o r g a n i z a t i o n ' s  e s t a b l i s h e d  p o l i -  
c i e s .  

Billings and r e c e i v a b l e s  a r e  a c c u r a t e l y  r eco rded  
i n  t h e  account ing r e c o r d s .  
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I l l u s t r a t i v e  test p r o c e d u r e s  

1. 

2 .  

3 .  

4 .  

5. 

6 .  

7. 

G e n e r a l  t e s t s  

T e s t  f o o t i n g s  and c r o s s f o o t i n g s  o f  b i l l i n g  r e g i s -  
t e r s  and tes t  p o s t i n g s  t o  t h e  g e n e r a l  l e d g e r  and 
s u b s i d i a r y  l e d g e r s .  

T e s t  t h e  c u t o f f  i n  p r o c e s s i n g  and r e c o r d i n g  b i l l i n g s  
and noncash  c r e d i t s  to r e c e i v a b l e s .  

Test t h e  n u m e r i c a l  s e q u e n c e  of  a se r ies  of c o m p l e t e d  
i n v o i c e s  and s h i p p i n g  documents  (bills of l a d i n g ) .  

T e s t  f o o t i n g s  and e x t e n s i o n s  o f  aged t r i a l  b a l a n c e  
of r e c e i v a b l e s .  T r a c e  t o t a l s  t o  general l e d g e r  
b a l a n c e s  and t e s t  a g i n g  a g a i n s t  s u b s i d i a r y  ledgers. 

T e s t  t h e  r e c o r d s  of  goods o r d e r e d  and s e r v i c e s  re- 
q u e s t e d  t o  s h i p p i n g  and s e r v i c e  r e c o r d s .  

Test s h i p p i n g  document  f i l e s  and t h e  r e c o r d s  of s e r v -  
ices peformed to d e t e r m i n e  whether  b i l l i n g s  were 
p r e p a r e d .  

T e s t  noncash  credits t o  r e c e i v a b l e s  by r e v i e w i n g  
support and a u t h o r i z a t i o n s .  

Detailed tests 

Select  a sample of b i l l i n g s  and:  

1. T e s t  p r i c i n g  t o  p r i c e  l i s t s ,  c o n t r a c t s ,  o r  o t h e r  
a u t h o r i z a t i o n s .  

2. T e s t  t h e  s h i p m e n t  q u a n t i t i e s  o r  d e s c r i p t i o n s  of  
s e r v i c e s  t o  s h i p p i n g  or s e r v i c e  r e c o r d s .  Note l a g s  
be tween d a t e s  of s h i p m e n t  o r  r e n d e r i n g  of s e r v i c e s  
and t h e  b i l l i n g  d a t e s .  

3. Test the f o o t i n g s  and  e x t e n s i o n s  o n  t h e  b i l l i n g .  

4 .  Test t h e  r e c o r d i n g  of b i l l i n g s  t o  t h e  b i l l i n g  r e g i s -  
t e r  and s u b s i d i a r y  l e d g e r s .  T e s t  €or  p o s t i n g  of 
names, d a t e s ,  amoun t s ,  and a c c o u n t  d i s t r i b u t i o n s .  

P r o p e r t y  and equ ipmen t  -- 

I n t e r n a l  control tests over property and equ ipmen t  can 
be made i n  c o n j u n c t i o n  with property and equipment  a c c o u n t  
bafance tests. 

1 

i 
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* 

Audit  o b j e c t i v e s  

The o b j e c t i v e s  o f  control tes ts  over property and equip- 
ment a r e  t o  e s t a b l i s h  t h a t :  

1 .  RecQrdQd proper ty  and equipment e x i s t s  and is being 
used i n  the opera t ion  o r  programs f a r  which t h e y  
were acquired or  to w h i c h  they are  charged, 

2 .  Property and equipment a c q u i s i t i o n s  and disposals 
have  been proper ly  au thor ized ,  approved, and 
recorded.  

3.  Charges t o  g r a n t  programs f o r  dep rec i a t ion  o r  use 
al lowances  were proper ly  computed i n  accordance with 
applicable Federa l  c o s t  p r i n c i p l e s  and  t h e  terms of  
t h e  g r a n t  agreements. 

Sample test procedures 

1. Obtain a summary of  charges  to g r a n t  program accounts 
represent ing  a s s e t  a c q u i s i t i o n ,  dep rec i a t ion ,  or use 
allowances. 

a .  Test mathematical accuracy of  t h e  schedule .  

b .  Trace t o t a l s  t o  general ledger accounts.  

c .  Trace opening figures t o  p r i o r  audit papers ,  
i f  a v a i l a b l e .  

2 .  Test selected items t o  determine whether the expendi- 
t u r e s  o r  charges €or deprec ia t ion  or use were con- 
templated by the approved budget. 

3 ,  For a c q u i s i t i o n s  of property and equipment: 

a. Review purchase orders fo r  required approvals. 

b. Determine whether requirements for competitive 
bidding, i f  applicable, were met. 

4 ,  T e s t  t h e  calculation of dep rec i a t ion  or  use allow- 
ances. 

a .  V e r i f y  mathematical accuracy of the deprec ia t ion  
c a l c u l a t i o n .  

b. Determine whether t h e  dep rec i a t ion  or use charge 
was based on a c q u i s i t i o n  c o s t s  or a reasonable 
es t ima te  of same. 

1 "  
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c .  De te rmine  w h e t h e r  t h e  method of  comput ing  
d e p r e c i a t i o n  h a s  been  c o n s i s t e n t l y  a p p l i e d  t o  
s imi l a r  assets  f o r  a l l  F e d e r a l  programs t h e  
o r g a n i z a t i o n  a d m i n i s t e r e d .  

d .  Compare use a l l o w a n c e  r a t e s  c l a i m e d  w i t h  t h e  
l i m i t a t i o n s  for s u c h  a l l o w a n c e s  c o n t a i n e d  i n  
F e d e r a l  r e g u l a t i o n s ,  

5 .  On a s e l e c t e d  basis v e r i f y  t h e  p h y s i c a l  p r e s e n c e  of  
assets c h a r g e d  t o  p rograms  o r  a c t i v i t i e s .  Determine  
whe the r  the programs  o r  a c t i v i t i e s  charged w i t h  t h e  
asse ts  o r  d e p r e c i a t i o n s  a r e  b e n e f i t i n g  from t h e  as- 
se ts .  (Are t h e  asse ts  b e i n g  used  f o r  p rograms  o t h e r  
t h a n  t h e  one c h a r g e d ? )  

E v a l u a t i o n  of  t es t  results 

As p r e v i o u s l y  stated, t h e  auditor's s t u d y  and  e v a l u a t i o n  
o f  i n t e r n a l  c o n t r o l  i s  t o  d e t e r m i n e  the e x t e n t  t o  which  o t h e r  
a u d i t  p r o c e d u r e s  can b e  r e s t r i c t e d .  

t 
f 

A f t e r  c o m p l e t i n g  t h e  tests of a c c o u n t i n g  system a p p l i c a -  
ions, t h e  a u d i t o r  s h o u l d  e v a l u a t e  t h e  t e s t  r e s u l t s  and  d raw 
i n a l  c o n c l u s i o n s  on i n t e r n a l  c o n t r o l s .  T h e  e v a l u a t i o n  s h o u l d  

l e a d  t h e  a u d i t o r  t o  c o n f i r m  o r  r e j e c t  t h e  p r e l i m i n a r y  e v a l u a -  
t i o n  of i n t e r n a l  c o n t r o l s .  The c o n c l u s i o n s  s h o u l d  b e  shown 
i n  t h e  s e l e c t i o n  o f  a u d i t  p r o c e d u r e s  f o r  t h e  a c c o u n t  b a l a n c e  
t e s t s  that w i l l  fo l low.  

The f i n a l  e v a l u a t i o n  of  i n t e r n a l  c o n t r o l s  s h o u l d  b e  r e f -  
erenced t o  ( I )  p r e l i m i n a r y  e v a l u a t i o n  of controls, ( 2 )  t e s t  
of t r a n s a c t i o n  w o r k p a p e r s ,  and ( 3 )  t h e  a u d i t  program p r o c e -  
d u r e s  t o  be f o l l o w e d  i n  t e s t i n g  a c c o u n t  b a l a n c e s .  

Conce rn ing  item 3 a b o v e ,  t h e  a u d i t o r  is e x p e c t e d  t o  i n -  
d i c a t e  t h e  b a s i s  fo r  s e l e c t i n g  p r o c e d u r e s  by way o f  a note 
t o  t h e  a u d i t  p rogram or  i n  a memorandum accompanying t h e  
s e c t i o n s  of w o r k p a p e r s  d e a l i n g  w i t h  a c c o u n t  b a l a n c e  tests. 
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CHAPTER 7 

TESTS OF ACCOUNT BALANCES AND OTHER AUDIT PROCEDURES 
--11- ~- 

INTRODUCTION I_ 

The b a l a n c e  o f  t h e  p r o c e d u r e s  used i n  d e t e r m i n i n g  t h e  
f a i r n e s s  o f  t h e  f i n a n c i a l  s ta tements  and/or  t h e  a l l o w a b i l i t y  
of cos t s  d e p e n d s  o n  t h e  m a t e r i a l i t y  o f  t r a n s a c t i o n s  and b a l -  
ances ,  t h e  a u d i t o r ' s  e v a l u a t i o n  of  i n t e r n a l  c o n t r o l s ,  and 
t h e  na ture  and scope o f  t h e  a u d i t  r e p o r t  i s s u e d .  

The m a t e r i a l  w h i c h  f o l l o w s  d e a l s  w i t h  a p p r o a c h e s  t o  
t e s t i n g  a c c o u n t  ba lances .  For e a c h  a c c o u n t  o r  t y p e  o f  ac -  
c o u n t ,  t h e r e  is  a l i s t i n g  o f  i l l u s t r a t i v e  audit p r o c e d u r e s  
and a d i s c u s s i o n  o f  the p o t e n t i a l  impact  of i n t e r n a l  control 
c o n d i t i o n s  in selecting p r o c e d u r e s .  

GENERAL PROCEDURES -- 
The a u d i t o r  s h o u l d :  

1. O b t a i n  a working  t r i a l  b a l a n c e  of the general l e d g e r  
b a l a n c e s  a n d  v e r i f y  t h e m  w i t h  the g e n e r a l  ledger 
a c c o u n t s .  

2 .  Trace b a l a n c e s  from t h e  working  t r i a l  balance t o  
g r a n t  r e p o r t .  

3.  O b t a i n  approved  b u d g e t s  c o v e r i n g  the operation, i n -  
c l u d i n g  t h o s e  a p p l i c a b l e  t o  f e d e r a l l y  assisted pro- 
grams a d m i n i s t e r e d  by t h e  o r g a n i z a t i o n .  De te rmine  
whether  t h e  e x p e n d i t u r e s  p roposed  i n  t h e  budget are 
a u t h o r i z e d  by l i n e  item for t h e  v a r i o u s  p rograms  and 
a c t i v i t i e s  . 

4 .  Compare t h e  e x p e n d i t u r e  a c c o u n t s  f rom t h e  genera l  
l e d g e r  t r i a l  b a l a n c e  w i t h  the approved  budget and 
d e t e r m i n e  if budget a u t h o r i z a t i o n s  were exceeded. 

BALANCE SHEET ACCOUNTS 

The b a l a n c e  s h e e t  a c c o u n t s ,  for which i l l u s t r a t i v e  a u d i t  
p r o c e d u r e s  have b e e n  p r o v i d e d ,  a r e  n o t  all i n c l u s i v e  of t h e  
t y p e s  of a c c o u n t s  which may be e n c o u n t e r e d  i n  a n  a u d i t  of a 
p a r t i c u l a r  g r a n t e e  o r g a n i z a t i o n .  The s e c t i o n  o f  AICPA's " I n -  
dustry A u d i t  Guide- -Audi t s  of S t a t e  and Local Governmenta l  
U n i t s "  d e a l i n g  w i t h  a u d i t  p r o c e d u r e s  for ce r t a in  a s s e t ,  lia- 
b i l i t y ,  and fund  b a l a n c e  a c c o u n t s  d e s c r i b e s  o t h e r  a c c o u n t s  
which may be present a t  n o n - F e d e r a l  g o v e r n m e n t a l  o r g a n i z a -  
t i o n s .  This mater ia l ,  which  d e s c r i b e s  t h e  g e n e r a l  w o r k i n g s  
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o f  c e r t a i n  accounts Z I I I  t y p e s  o f  proced.d s : ;  t h a t  t h e  aud i to r  
s h o u l d  cons ide r ,  shou.1 be reviewed i n  :I I .  nect ion with exarni!:.. 
a t i o n  of governmental nits. 

-._.- Cash  balances 

The o b j e c t i v e  of  $.he examination o f  ~ : a s h  balances i s  t o  
determine whether s u c h  balances a r e  o w n w l  and a r e  e i t h e r  on 
hand o r  on d e p o s i t  i n  : banking i n s t i t u C _ ; . ~ : n .  

I 1 1 u s  t I: a t  i v  e t e sa, pr oc e d  u r e s 

1. Obtain a schedule of cash balanr:+:s.  

2 .  Count cash funds o n  hand and corl1irm bank balances.  
The  confirmation s h o u l d  request  .information from 
t h e  bank r e l a t e d  t o  loans ,  l e t t c r s  of c r e d i t ,  con- 
t i n g e n c i e s ,  guarantees, and c o l l c ~ c t i o n  i tems. 

3 .  Review bank r e c o n c i l i a t i o n s  a t  period end and ob- 
t a i n  and review cu to f f  bank s ta tement  a f t e r  the a u d i t  
pe r iod .  

4 .  Review c u t o f f s  of  c a s h  disbursements and cash 
r e c e i p t s .  

5. Count p e t t y  cash.  

Discussion 

When d r a f t i n g  t h e  a u d i t  program f o r  u s e  i n  examining 
cash ,  t h e  aud i to r  should consider  t h e  eva lua t ion  of i n t e r n a l  
c o n t r o l s  over t h e  processing of cash r e c e i p t s  and d isburse-  
men t s .  

If  t h e  i n t e r n a l  c o n t r o l s  over cash are evaluated a s  weak, 
t he  procedures used should r e f l e c t  l i t t l e  o r  no r e l i a n c e  on 
t h e  o r g a n i z a t i o n ' s  poor p r a c t i c e s .  For example, t h e  aud i to r  
may prepare t h e  bank r e c o n c i l i a t i o n  r a t h e r  than use review 
procedures.  The aud i to r  m i g h t  also examine bank r econc i l i a -  
t i o n s  f o r  pe r iods  before  and a f t e r  t h e  f i n a n c i a l  statement 
d a t e .  If c o n t r o l s  over t he  pos t ing  of cash records  are evalu- 
a ted  a s  weak, t h e  aud i to r  should consider  extending c u t o f f  
tes ts  and poss ib ly  r econc i l ing  t h e  cash-book balances a g a i n s t  
t h e  bank s ta tements .  

I f  i n t e r n a l  c o n t r o l s  over cash a r e  evaluated as s t r o n g ,  
t h e  a u d i t o r  could l i m i t  tes ts  of  cash f u n d s  t o  confirmation 
of bank balances, review of t h e  o r g a n i z a t i o n ' s  bank recon- 
c i l i a t i o n ,  and perfarmance o f  l i m i t e d  c u t o f f  procedures. 
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The o b i ~ \  c i v e s  o f  examin.1~. r~ceivable balance:, 3re t o  
determine t h a  s u c h  b a l a n c e s  ct properly recorded ;.nl re- 
f l e e t  v a l i d  r" ,iirns i n  amounts f ned to be c o l l e c t i t l ( ? .  

I l l u s t r a l  Lve t e s t  procedu! ) t  
..- ---I.. . 

1. 0bta.i i aged l i s t i n g  o i  I 3ce ivab le  balances 1; r e t a i n  
copy ) f  summary f o r  t k I '  , m r k i n g  papers). 

2 .  Verif'i the mathemat i ca :  iccuracy of  the listing and 
test ndividual  i tems l o  the customer's  l edge r s ,  
and i r i a c e  the l i s t i n g  t o t a l  t o  t h e  general l e d g e r  
aCCOLl t. 

3. C o n f i i  rn r ece ivab le  b a l s n r e s .  

4 .  I f  applicable, examine w t e s  evidencing indebted- 
ness a n d  i n spec t  collatc!r a l e  

5 .  V e r i f y  t he  amount of any i n t e r e s t  a c c r u a l .  

6, Determine t h e  adequacy o f  reserves f o r  u n c o l l e c t i b l e  
receivables. Consider such items as age of receiv- 
ables, c r e d i t  reports, a n d  collection actions taken 
to d a t e .  

7. Review noncash credits to receivables, such as allow- 
ances and bad d e b t  w r i t e o f f s .  Determine i f  such re- 
ductiofis o f  r ece ivab le s  were properly authorized 
and adequately supported . 

8 .  Perform cutoff procedures on b i l l i n g s  and n o n c a s h  
c r e d i t s  to receivables. 

Discussion 

When drafting t h e  audit. program for use i n  examining 
r e c e i v a b l e s ,  t h e  aud i to r  should consider t h e  eva lua t ion  of 
i n t e r n a l  controls over t h e  processing o f  b i l l i n g s  and cash 
r e c e i p t s  and the  maintenance and adminis t ra t ion  of  receiv-  
ab le  records. 
cedures  descr ibed below, a u d i t o r s  o f  non-Federal governmental 
o r g a n i z a t i o n s  should consider u s i n g  the procedures 1 isted 
on pages 58 t o  60 of AICPA's "Indus t ry  Audit  Guide-Audi t s  
of S t a t e  and Local Governmental Units." The material  d i s -  
cusses procedures fo r  a u d i t i n g  various types  of r ece ivab le s  
found in governmental o rgan iza t ions .  

I n  a d d i t i o n  t o  the  genera l  i l l u s t r a t i v e  pro- 
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Some o f  t h t .  l l u s t r a t i v e  pro! ( I ?  r . 2 ~  l i s t e d  above ,  I ;  , c  h 
a s  conf i rma t ion  'i r e c e i v a b l e  b a l a s  2 ,  may b e  per fo rme \ l  ,,t 
a point b e f o r e  t'i c l o s e  of  t h e  € 1  I c i a 1  pe r iod  under  < i u c i i t .  
If t h i s  i s  t h e  ( 2 3  e ,  t h e  a u d i t o r  11 c o n s i d e r  how t o  u p d s t e  
t h i s  work a t  tht-l I lose o f  t h e  per1  T h e  auditor shou1,:l a l s o  
c o n s i d e r  t h e  mate i a l i t y  o f  t r a n s a .  t 1 t ) r i s  d u r i n g  t h e  intcbr-- 
v e n i n g  p e r i o d  as , e l l  a s  h i s  e v a l ~  r i o n  o f  i n t e r n a l  contr :ols .  

The a u d i t o r  Iiiay c h o o s e  t o  r e s t r : . c t  t h e  a c c o u n t  balanc-e 
work o n  noncash  c e d i t s  t o  receivatil:ls i f  t h e s e  t r a n s a c t i o n s  
were  a d e q u a t e l y  t t  sted i n  t h e  i n t e r n 3 1  c o n t r o l  s t u d y  phiise. 
The a c c o u n t  ba1ant.e work i n  t h a t  C ~ I S C  may b e  l i m i t e d  t u  c u t -  
off p r o c e d u r e s  an:! r e v i e w  of compar a: ive or budge ted  ba3 ances.  

I n  se lect ing t h e  c o n f i r m a t i o n  p r o c e d u r e s  t h e  a u d i t o r  
needs t o  evaluat-e  a number o f  f a c t c r i : # ,  i n c l u d i n g :  

1. The type  and m a t e r i a l i t y  cf a c c o u n t  b a l a n c e s .  

2. The  p r o s p e c t s  o f  d e b t o r s '  r e s p o n s e .  

3 .  A v a i l a b l e  a l t e r n a t i v e s  for n o n r e s p o n s e s .  

I n v e s t m e n t s  

The o b j e c t i v e s  of  examin ing  i n v e s t m e n t s  a r e  t o  d e t e r m i n e :  

1. T h e  e x i s t e n c e  and o w n e r s h i p  o f  r e c o r d e d  i n v e s t m e n t s .  

2 .  That t h e  c a r r y i n g  v a l u e  o f  i n v e s t m e n t s  i s  not perma- 
n e n t l y  i m p a i r e d  by a r e d u c t i o n  i n  m a r k e t  value. 

3 .  T h a t  income from t h e  i n v e s t m e n t  is p r o p e r l y  accrued 
and r e c o r d e d .  

I l l u s t r a t i v e  t es t  p r o c e d u r e s  

1. 

2 .  

3 .  

4 .  
. 

O b t a i n  a s c h e d u l e  showing ( a )  i n v e s t m e n t  a c t i v i t y  
d u r i n g  the a u d i t  pe r iod - -open ing  b a l a n c e s ,  p u r c h a s e s ,  
sales, and e n d i n g  ba lances-and  ( b )  i n v e s t m e n t  i n -  
come, i n c l u d i n g  accrua ls ,  f o r  a c c r u a l  b a s i s  s t a t e -  
men t s .  

V e r i f y  t h e  mathematical a c c u r a c y  of t h e  s c h e d u l e  
and  t race  t h e  i n v e s t m e n t  and income balances t o  the 
g e n e r a l  l e d g e r .  

Conf i rm o r  c o u n t  and i n s p e c t  i n v e s t m e n t  s e c u r i t i e s .  

T e s t  a d v i c e s  o r  i n v o i c e s  s u p p o r t i n g  t h e  p u r c h a s e  and 
sa l e  o f  i n v e s t m e n t s .  
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5. Review ) I C  o r g a n i z a t i o n '  . t : a r t e r  o r  bylaws t # . ~  
deteh-x: le t h a t  t h e  t y F e  1 i n v e s t m e n t s  made  i r p  i n  
accoud 3 i*e w i t h  t h o s e  p1 i t d  i : , i o n s .  

6 .  D e t e r x i  it= t h a t  i n v e s t m e 1  , .)ui 'chases a n d  sale!;  a r e  
proper3 .i a u t h o r i z e d  a n d  11: 121 o v e d .  

7 .  O b t a i n  i a r k e t  value i n f k  i~ 3 t i o n  on  i n v e s t m e n t s  h e l d  
a t  t h e  :nd o f  t h e  perioc.; I C o n s i d e r  n e e d  f o r  w r i t i n g  
down i n 7 e s t m e n t s  w h i c h  z { . ~ . e a r  t o  have  s u s t a i n e d  a 
permane it r e d u c t i o n  f r o r  c a r r y i n g  v a l u e .  

8 .  Test i n , l e s t m e n t  income t l i r ~ u q h  c a l c u l a t i o n  01 b y  
r e v i e w i  ig p u b l i s h e d  inEcrR,3t-.ion f o r  d i v i d e n d s .  

D i s c u s s i o n  

The  materia,ity o f  t ransact- i i ; i - . ;  and  b a l a n c e s  t o g e t h e r  
w i t h  i n t e r n a l  cor i t ro l s  related t o  r e c e i p t s  and d i s b u r s e m e n t s  
w i l l  de te rmine  t h e  e x t e n t  o f  i nvez t rnen t  and income t e s t s .  

Before examining  i n v e s t m e n t s ,  :he a u d i t o r  s h o u l d  become 
familiar w i t h  l e g a l  r e s t r i c t i o n s  a r d  r e g u l a t i o n s  a f f e c t i n g  
t h e  o r g a n i z a t i o n 4  s i n v e s t m e n t s .  C e r t a i n  t y p e s  of i n v e s t m e n t s  
may be p r o h i b i t e d  by s t a t u t e ,  c h a r t e r ,  o r  b y l a w s .  I n  a d d i -  
t i o n ,  there may 3e r e s t r i c t i o n s  or1 r e t a i n i n g  i n v e s t m e n t  i n -  
come, a s  i s  t h e  case when a d v a n c e s  Q f  F e d e r a l  c a t e g o r i c a l  
g r a n t  f u n d s  a r e  invested b y  a u n i t  o f  l o c a l  gove rnmen t .  

Accoun t s  payable and  a c c r u e j  e x p e n s e s  

and a c c r u e d  expenses a r e  t o  d e t e r m i n e  t h a t :  
The objectives of  the e x a m i n a t i o n  o f  a c c o u n t s  p a y a b l e  

1. Recorded l i a b i l i t i e s  and a c c r u a l s  r e p r e s e n t  v a l i d  
o b l i g a t i o n s  f o r  t h e  p e r i o d  under  a u d i t .  

j. i 

. i  

'f 

2 .  All v a l i d  o b l i g a t i o n s  a r e  r e c o r d e d .  

I l l u s t r a t i v e  t e s t  p r o c e d u r e s  

1. O b t a i n  a l i s t i n g  o f  a c c o u n t s  p a y a b l e  and a c c r u e d  

- -- 

l i a b i l i t i e s  and t e s t  t h e  m a t h e m a t i c a l  accuracy of 
the l i s t i n g s .  

2 .  Trace t h e  t o t a l s  o f  the l i s t i n g s  t o  t h e  g e n e r a l  
l e d g e r  a c c o u n t s .  

3 .  T e s t  vendor  i n v o i c e s  and  e x a m i n e  calculations and 
other s u p p o r t  for p a y a b l e  and accrual items. 
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4 .  

5. 

6. 

7. 

8 .  

T e s t  payr e n t s  o f  payables d >  d a c c r u a l s  a f t e r  t . 1 t . Z  

a u d i t  d a l  e ? .  

Cons ide r  : on f i rming  p a y a b :  . ind a c c r u a l  items. 

Compare azcr taal  items t o  1 1  I > r  p e r i o d  b a l a n c e s  :ytiI:1 
i n v e s t i g a t e  major d i f f e r e r t i - t  :. 
Review t h e  a c c r u a l  f o r  pa). c ) b l  a n d  f r i n g e  bene f i t : , .  

Per form ?I tes t  f o r  unrecoicled l i a b i l i t i e s  b y  r e v i e w -  
i n g  

a .  t h e  c a s h  d i s b u r s e m e n t  _ , c t i r n a l  and vouche r  r e q i s -  
t e r  t r a n s a c t i o n s  a f t e r  t h e  a u d i t  d a t e  and 

b .  u n e n t e r e d  i n v o i c e s ,  unmatched p u r c h a s e  o r d e r s ,  
and r e c e i v i n g  r e p o r t s .  

D i s c u s s i o n  

The i n t e r n a l  c o n t r o l s  o v e r  c a s h  d i s b u r s e m e n t s ,  p a y r o l l ,  
p u r c h a s i n g ,  accounts p a y a b l e ,  and r e c e i v i n g ,  t o g e t h e r  with 
t h e  m a t e r i a l i t y  of t r a n s a c t i o n s  and b a l a n c e s  s h o u l d  b e  con- 
s i d e r e d  i n  d r a f t i n g  t h e  l i a b i l i t y  arid accrua l  program.  The 
a u d i t o r  s h o u l d  c o n s i d e r  c o n f i r m a t i o n  of c r e d i t o r s  when i n -  
t e r n a l  c o n t r o l s  a r e  e v a l u a t e d  as weak o r  when t h e  accounts  
p a y a b l e  consists o f  few b a l a n c e s  o f  r e l a t i v e l y  l a r g e  amounts .  

A p p l i c a b l e  i n t e r n a l  c o n t r o l  procedures should r e s u l t  i n  
r e d u c i n g  t h e  amount o f  w o r k  needed  t o  e s t a b l i s h  t h e  r e a s o n -  
a b l e n e s s  of t h e  a c c o u n t s  p a y a b l e  and accrual  b a l a n c e s .  How- 
e v e r ,  r e g a r d l e s s  o f  t h e  s t r e n g t h  o f  i n t e r n a l  c o n t r o l s ,  some 
work s h o u l d  b e  done  t o  e s t a b l i s h  t h a t  a p r o p e r  c u t o f f  was 
made i n  r e c o r d i n g  p a y a b l e s  and a c c r u a l s .  

COSTS AND EXPENSES 

T h e  types of  c o s t s  and e x p e n s e s  found i n  g r a n t e e  o r g a n i -  
z a t i o n  audits vary, d e p e n d i n g  on t h e  t y p e s  o f  p r o g r a m s  t h e  
o r g a n i z a t i o n  a d m i n i s t e r s .  C r i t e r i a  f o r  a l l o w a b i l i t y  o f  c o s t s  
a r e  c o n t a i n e d  i n  OMB c i r c u l a r s  and i n  t h e  a p p l i c a b l e  program 
r e g u l a t i o n s ,  which were rev iewed  d u r i n g  t h e  i n t e r n a l  c o n t r o l  
s t u d y  phase of t h e  a u d i t .  

The e x a m i n a t i o n  o f  c o s t  and  e x p e n s e  b a l a n c e s  i s  r e l a t e d  

1. The i n t e r n a l  c o n t r o l  study of c a s h  d i s b u r s e m e n t s ,  
a c c o u n t s  p a y a b l e ,  p u r c h a s i n g ,  and r e c e i v i n g .  

t o  and  a f f e c t e d  by o t h e r  work done p r e v i o u s l y ,  i n c l u d i n g :  

I 
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2 ,  The review of c o n t r a c t  terms and budget versus a c t u a l  
comparisons. 

3. The review o f  c e r t a i n  a s s e t  and l i a b i l i t y  account 
balances.  

Other f a c t o r s  a f f e c t i n g  t h e  a u d i t  program f o r  examining 
c o s t s  and expenses a r e  t h e  m a t e r i a l i t y  of  t r a n s a c t i o n s  and 
balances and t h e  degree of r e s t r i c t i o n  contemplated by t h e  
va r ious  g r a n t  programs. For example, g ran t  programs w i t h  
r e l a t i v e l y  broad c a t e g o r i e s  of all.owable c o s t s  and little o r  
no r e s t r i c t i o n s  a s  t o  t r a n s f e r s  between b u d g e t  c a t e g o r i e s  
r e q u i r e  less d e t a i l e d  examinations than do g r a n t  programs 
w i t h  more r e s t r i c t i v e  provis iuns .  

The  t es t  s h o u l d  cover c o s t s  charged d i r e c t l y  t o  t h e  
program, together  w i t h  t h o s e  c o s t s  which a r e ,  in p a r t ,  a l l o -  
cated t o  t he  program, such a s  i n d i r e c t  c o s t s .  

The degree o f  a d d i t i o n a l  examination of ind iv idua l  c o s t  
and expense t r a n s a c t i o n s  will vary according t o  t h e  impact 
of  t h e  items discussed above. If, for  i n s t ance ,  i n t e r n a l  
c o n t r o l s  were evaluated a s  weak i n  t h e  approval  o f  t ransac-  
t i o n s  and appropr ia teness  of c o s t s  and expenses incur red ,  
the  aud i to r  m i g h t  e x t e n d  t e s t s  t o  cover a l a r g e  p a r t  o f  
these c o s t s .  I f ,  however, i n t e r n a l  c o n t r o l s  were evaluted 
a s  strong, t h e  audi tor  m i g h t  l i m i t  the  remaining work t o  (1)  
examining only a small number o f  material t r a n s a c t i o n s ,  ( 2 )  
if a p p l i c a b l e ,  reviewing l i m i t a t i o n s  on the maximum amount 
of i n d i r e c t  cos ts  chargeable  t o  a program, and ( 3 )  a l i n e  
itern comparing budget t o  a c t u a l  expendi tures  with followup 
on overruns,  if a p p l i c a b l e ,  and major underruns. 

PROGRAM FUNDING 

Review g r a n t  terms and program regulations to determine 
t h e  b a s i s  f o r  c a l c u l a t i n g  t h e  Federal share. 

1. The t es t  of Federal  and non-Federal c o n t r i b u t i o n s  
t o  the program should be made after completing a u d i t  
tests and preparing a u d i t  adjustments for program 
expendi tures .  A d j u s t m e n t s  may be required for such 
items a s  cu to f f  errors (expendi tures  of funds p r i o r  
t o  receipt of  g r a n t  award) and those  c o s t s  which t h e  
a u d i t e e  agrees a r e  c l e a r l y  unallowable. The aud i to r  
should prepare a dua l  c a l c u l a t i o n  of Federal con- 
t r i b u t i o n s  i n  those in s t ances  where the  auditee does 
not agree with the auditor's proposed adjustments.  
The c a l c u l a t i o n s  should be based o n  ( a )  t h e  a u d i t e e ' s  
program c o s t s  and quest ioned c o s t s  and ( b )  program 
c o s t s  w i t h  questioned c o s t s  removed. 
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2. Some g r a n t  programs provide I 3 1 -  F e d e r a l  f u n d i n g  
d i f f e r e n t  r a t e s  f o r  d i f f e r <  I r o s t s  c a t e g o r i e s .  'he 
a u d i t o r  s k i , u l d  be  alert t o  \ - I 1  r e q u i r e m e n t s  anci 
s h o u l d  t c l :  'r tlie m a t c h i n g  s :  I 7 ?  o n  t h e  p r e s c r i b e d  
b a s i s .  

1 

! 

3. The requi t  m e n t s  o f  t h e  sol. (2 and t y p e  o f  matchLnq 
f u n d s  t o  he p r o v i d e d  a s  t h e &  i o n - F e d e r a l  s h a r e  v a r i e s  
among t h e  2 rag rams .  As par. o f  t h e  t es t  t o  d e t e r m i n e  
t h e  o r g a n i z a t i o n ' s  compl iarlc': w i t h  matching-shar  E: 
r e q u i r e m e n t s ,  t h e  a u d i t o r  ~ 1 . 4 ~  u l d  d e t e r m i n e  t h e  rules 
a p p l i c a b l e  t o  t h e  p rograms  ~ t d e r  a u d i t .  If t h e  g r a n t  
program p ~ o v i d e s  t h a t  funds,  ~ b t a i n e d  from o t h e r  
F e d e r a l  p rog rams  n o t  be  USEII'! f o r  m a t c h i n g  o n  t h e  pto- 
gram under  a u d i t ,  t h e n  t h e  , ~ i i d i t o r  m u s t  d e t e r m i n e  
t h e  s o u r c e  of the o r g a n i z a t i c n ' s  f u n d s .  I n - k i n d  
c o n t r i b u t i o n s  s h o u l d  be t e s t  Ed a g a i n s t  t h e  c r  i t e r  i a  
c o n t a i n e d  i n  appl icable  Fedlt-Lr a 1  c i r c u l a r s  and 
g r a n t i n g - a g e n c y  r e g u l a t i o n s ,  

I N D I R E C T  COSTS 

Where the o r g a n i z a t i o n  h a s  a n  approved i n d i r e c t  c o s t  
a l l o c a t i o n  p l a n ,  t h e  a u d i t o r  s h o u l d  examine t h e  c o s t s  c h a r g e d  
t o  t h e  i n d i r e c t  e x p e n s e  p o o l  and d e t e r m i n e  t h a t :  

1. The i n d i r e c t  c o s t s  accumulated i n  t h e  expense pool 
a r e  i n  c o n f o r m i t y  w i t h  t h e  approved  p l a n .  

2 .  The i n d i r e c t  c o s t s  a c c u m u l a t e d  i n  t h i s  e x p e n s e  pool 
a r e  n o t  a l s o  c h a r g e d  d i r e c t l y  t o  some p r o j e c t s .  

3. The i n d i r e c t  c o s t  r a t e  a p p l i e d  by t h e  g r a n t e e  or-  
g a n i z a t i o n  a g r e e s  w i t h  the r a t e  n e g o t i a t e d  under  
t h e  approved  p lan .  

If the g r a n t e e  d o e s  n o t  have  a n  approved  i n d i r e c t  c o s t  
a l l o c a t i o n  p l a n ,  t h e  a u d i t o r  s h o u l d  examine t h e  s u p p o r t i n g  
d o c u m e n t a t i o n  f o r  i n d i r e c t  cos t s  c h a r g e d  t o  grants and de te r -  
m i n e  whether: 

1. The i n d i r e c t  c o s t s  c a n  b e  r e c o n c i l e d  t o  f i n a n c i a l  
s ta tements  or  books  of  a c c o u n t .  

2 .  The methods of a l l o c a t i n g  e x p e n s e s  a r e  i n  a c c o r d  
with g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r a c t i c e s .  

3. Costs i n c u r r e d  f o r  t h e  same p u r p o s e  a r e  not t r e a t e d  
as i n d i r e c t  costs  and also c h a r g e d  t o  projects. 

I 
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I APPENTII X I 

D o  t h e  procedures ,  chart o f  accounts ,  etc., pi v i d e  
f o r  i den t i fy ing  r e c e i p t s  arid expendi tures  o f  1 L :I-- 
gram funds s e p a r a t e l y  f o r  each  grant? 

Does t h e  accounting system provide f o r  accurnulatlng 
and recording expendi tures  by  g r a n t  and c o s t  cate-  
go ry  shown i n  t h e  approved budget? 

Does the organ iza t ion  maintain a po l i cy  manual 
covering 

a .  approval a u t h o r i t y  € o r  financial t r a n s a c t i o n s  
and 

b, g u i d e l i n e s  f o r  c o n t r o l l i n g  expendi tures ,  s u c h  
a s  purchasing requirements and t r a v e l  authoriza-  
t i o n s ?  

Are  t h e r e  procedures governing the maintenance o f  
accounting records? 

a .  Are subs id i a ry  r e c o r d s  for accounts payable,  
accounts r e c e i v a b l e ,  etc. I b a l a n c e d  w i t h  con- 
trol accounts on a regular  basis? ( L i s t  the 
types  of records  and the timing o f  reconcilia- 
t i o n  procedures . )  

b. Are j ou rna l  e n t r i e s  approved and explained o r  
supported? 

c. Do accrua l  accounts  p r o v i d e  adequate c o n t r o l  
over income and expense? 

d .  Are accounting records and valuables s e c u r e d  
i n  l imi ted-access  areas? 

Are d u t i e s  s e p a r a t e d  so t h a t  no one individual h a s  
complete authority over an e n t i r e  f i n a n c i a l  t r ans -  
action? (Document t h e  segrega t ion  o f  d u t i e s  o r  l ack  
thereof a f f e c t i n g  accounting system a p p l i c a t i o n s . )  

Does t h e  o rgan iza t ion  use a n  opera t ing  budget t o  
con t ro l  funds by a c t i v i t y ?  

Are t h e r e  c o n t r o l s  t o  prevent expendi ture  of f u n d s  
i n  excess of  approved, budgeted amounts? For exam- 
p l e ,  a r e  purchase r e q u i s i t i o n s  reviewed against r e -  
maining amount i n  budget category? 
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11. Has any a s p e c t  of t h e  o r g a n i z a t i o n ' s  * a c t i v i t i e s  been  
a u d i t e d  w i t h i n  t h e  p a s t  2 y e a r s  b y  a n o t h e r  gove rn -  
m e n t a l  a g e n c y  or  i n d e p e n d e n t  p u b l i c  a c c o u n t a n t ?  - 1/ 

1 2 .  Has t h e  o r g a n i z a t i o n  o b t a i n e d  f i d e l i t y  bond c o v e r a g e  
f o r  r e s p o n s i b l e  o f f i c i a l s ?  ( I n d i c a t e  t h e  o f f i c i a l s  
c o v e r e d  and  t h e  amounts  of  c o v e r a g e . )  

13. Has t h e  o r g a n i z a t i o n  o b t a i n e d  f i d e l i t y  bond c o v e r g e  
i n  t h e  amounts  r e q u i r e d  by s t a t u t e s  o r  o r g a n i z a t i o n  
p o l  i c y ?  

1 4 .  Are g r a n t  f i n a n c i a l  r e p o r t s  prepared fo r  r e q u i r e d  
a c c o u n t i n g  p e r i o d s  w i t h i n  t h e  t i m e  imposed by t h e  
a g e n c i e s ?  ( I n d i c a t e  t h e  t y p e s  o f  r e p o r t s  and  t h e  
d u e  d a t e s . )  

1 5 .  Does t h e  o r g a n i z a t i o n  have  a n  i n d i r e c t  c o s t  a l l o c a -  
t i o n  p l a n  o r  a n e g o t i a t e d  i n d i r e c t  c o s t  r a t e?  

CASH RECEIPTS 

The f o l l o w i n g  c o n d i t i o n s  a r e  i n d i c a t i v e  o f  s a t i s f a c t o r y  

1. The i n d i v i d u a l  r e s p o n s i b l e  f o r  the c a s h  r e c e i p t s  
f u n c t i o n  does - n o t  s i g n  c h e c k s  o r  r econc i l e  t h e  
bank accounts  and  i s  n o t  r e s p o n s i b l e  f o r  n o n c a s h ,  
a c c o u n t i n g  r e c o r d s ,  s u c h  a s  a c c o u n t s  r e c e i v a b l e ,  
t h e  g e n e r a l  ledger, o r  t h e  g e n e r a l  j o u r n a l .  

c o n t r o l  o v e r  c a s h  rece ip ts .  a 

2 .  R e c e i p t s  a r e  d e p o s i t e d  p r o m p t l y  and i n t a c t .  

3. C u r r e n t  rece ip ts  a re  c o n t r o l l e d  by r e g i s t e r s .  

4. The o r g a n i z a t i o n  h a s  e s t a b l i s h e d  p r o c e d u r e s  t o  
min imize  t h e  time e l a p s i n g  be tween the t r a n s f e r  
of f u n d s  from t h e  F e d e r a l  Government and t h e i r  
d i s b u r s e m e n t .  

The mater ia l  which fol lows i s  d e s i g n e d  t o  a s s i s t  t h e  
a u d i t o r  i n  r e v i e w i n g  and documen t ing  t h e  cash r e c e i p t s  
f u n c t i o n .  

- l / P e r t i n e n t  p r i o r  a u d i t  r epor t s ,  t o g e t h e r  with t h e  o r g a n i -  
z a t i o n ' s  r e p l i e s  t o  a u d i t  comments,  should be r e v i e w e d  i n  

p a p e r s  should i n d i c a t e  key f i n d i n g s  from t h i s  r e v i e w .  
0 * c o n n e c t i o n  w i t h  t h e  c u r r e n t  e x a m i n a t i o n .  The c u r r e n t  work- 
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1. Incoming mail :  

a .  Are  r e m i t t a n c e s  l i s t e d  o n  a control shee t  f o r  
compar i son  w i t h  t h e  bank d e p o s i t  t i c k e t ?  

> '  . .  
b. Are t h e  c h e c k  r e m i t t a n c e s  r e s t r i c t i v e l y  e n d o r s e d  

b y  t h e  p e r s o n  o p e n i n g  t h e  ma i l ?  

2 .  A r e  a l l  r e c e i p t s  r e q u i r e d  t o  b e  r e c o r d e d  p r o m p t l y  
and d e p o s i t e d  i n t a c t  d a i l y  or a t  a p p r o p r i a t e  r e g u l a r  
i n t e r v a l s ?  ( D e s c r i b e  t h e  p r a c t i c e  f o l l o w e d . )  

3 .  Does t h e  c a s h i e r  p r e p a r e  d u p l i c a t e  d e p o s i t  t i c k e t s  
so t h a t  one c o p y  can be s i g n e d  by t h e  bank and re- 
t u r n e d  for c h e c k i n g  a g a i n s t  t h e  cash  r e c e i p t s  r e c o r d  
by a n o t h e r  p e r s o n ?  

4 .  Is t h e  p e r s o n  r e c e i v i n g  cash w i t h o u t  a u t h o r i t y  t o  
s i g n  checks  and r e c o n c i l e  bank accounts  and w i t h o u t  
access t o  a c c o u n t i n g  r e c o r d s  o t h e r  t h a n  cash r e c e i p t s ?  

5 .  A r e  currency r e c e i p t s  c o n t r o l l e d  by cash  r e g i s t e r s ,  
vend ing  m a c h i n e s ,  o r  c o n t r o l l e d  prenurnbered r e c e i p t  
forms? 

I 

PROGRAM RECEIPTS FROM TXE FEDERAL GOVERNMENT 

1. Does t h e  o r g a n i z a t i o n  have  g r a n t  a g r e e m e n t s  p r o v i d i n g  
for f u n d i n g  unde r  r e q u e s t s  f o r  advance  payments  o r  
l e t t e r s  of c r e d i t ?  ( D e s c r i b e  t h e  method o f  f u n d i n g . )  

2 .  Does t h e  o r g a n i z a t i o n  have  p r o c e d u r e s ,  i n c l u d i n g  
cash r e q u i r e m e n t  p r o j e c t i o n s ,  m i n i m i z i n g  the t i m e  
between t h e  t r a n s f e r  o f  f u n d s  from t h e  F e d e r a l  
Government and t h e i r  d i s b u r s e m e n t s ?  

3 .  Are F e d e r a l  f u n d s  d e p o s i t e d  i n  a s e p a r a t e  bank ac- 
count or a c c o u n t e d  for t h r o u g h  g r a n t - l o a n  fund 
c o n t r o l  a c c o u n t s ?  

4 .  Does t h e  o r g a n i z a t i o n ' s  c a l c u l a t i o n  o f  F e d e r a l  f u n d s  
r e q u i r e d  c o n s i d e r  updated estimates o f  a l l o w a b l e  
program costs?  

BILLING AND RECEIVABLES 

The f o l l o w i n g  c o n d i t i o n s  a r e  i n d i c a t i v e  o f  s a t i s f a c t o r y  

1. T h e r e  a r e  c o n t r o l s  t o  i n s u r e  t h a t  a l l  goods shipped 
and s e r v i c e s  pe r fo rmed  a r e  b i l l e d  and recorded .  

' control over b i l l i n g  and r e c e i v a b l e s .  
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2 .  B i l l i n { )  is by s e r i a l l y  nr;I , ,ered invoices. 

3. A l l  dar ' m e n t s  suppor t ing  : . ] - l i n g s ,  s u c h  a s  s h i p p i n g  
o r d e r s  a:id s e r v i c e  ticke-p , a r e  a l s o  s e r i a l l y  n u m -  
ber ed . 

4 .  P r i c e  _I is ts  o r  c o n t r a c t u a  terms covering g o o d s  and 
serv ic ( ; s  a r e  used for corn1 lu t ing  b i l l i n g  amounts. 
Except ions t o  p r i c e  l i s t  , mounts a r e  approved b y  a n  
o r g a n i z a t i o n  o f f i c i a l  e 

5. Deta i led  r e c e i v a b l e  cecorcls are p e r i o d i c a l l y  ha1 anced 
w i t h  t h e  general l edge r  ctBntrol accounts .  

6 .  Noncash c r e d i t s  t o  r e c e i v a b l e s  a r e  approved b y  a n  
o r g a n i z a t i o n  o f f i c i a l .  

7. A n  aged trial balance  of r e c e i v a b l e s  is p e r i o d i c a l l y  
prepared and fol lowup action is taken on overdue 
ba lances .  

8 .  D u t i e s  a r e  adequa te ly  s e p a r a t e d  so t h a t  t h e  irxclivid- 

r eco rds  does n o t  have a c c e s s  t o  cash, approve c r e d i t  
t o  customers ,  a u t h o r i z e  nancash credits t o  receiv- 
ables, o r  a u t h o r i z e  shipments of goods o r  performance 
o f  services. 

ual  r e s p o n s i b l e  for mainta in ing  the r e c e i v a b l e  h 

BILLINGS 

T h e  m a t e r i a l  w h i c h  fo l lows  is d e s i g n e d  t o  a s s i s t  t h e  
a u d i t o r  i n  reviewing and documenting t h e  b i l l i n g  and r ece iv -  
able f u n c t i o n s .  

1. Is t h e  b i l l i n g  department  n o t i f i e d  o f  cha rges  t o  be 
b i l l e d  ( a }  fo r  merchandise s h i p m e n t s ,  by r e c e i v i n g  
a copy of  the sh ipping  documents d i r e c t l y  from t h e  
sh ipping  department  o r  ( b )  f o r  s e r v i c e s  per formed 
by r e c e i v i n g  a copy o f  t h e  record of s e r v i c e s  per- 
formed d i r e c t l y  from t h e  i n d i v i d u a l  o r  g roup  per- 
forming t h e  s e r v i c e s ?  (Descr ibe  the  p r a c t i c e  
followed. ) 

2 ,  A r e  sh ipping  documents a n d  s e r v i c e s  r e c o r d s  pre-  
numbered and c o r r e l a t e d  w i t h  b i l l i n g  invo ices?  

3. Are b i l l i n g  i n v o i c e s  prenumbered and accounted for? 

4 .  Are b i l l i n g  p r i c e s  based on s tandard  p r i c e  l i s ts  o r  
c o n t r a c t u a l  agreements? (Desc r ibe  procedure . )  

r 
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5 .  

6 .  

7. 

8 .  

9 .  

I f  b i l L i n g  amounts a r e  nu based on s t anda rd  1 '  ice 
l ists  )I c o n t r a c t s ,  a r e  a -1un t s  approved by a i  ~ j f -  

f i c i a l  a u t s i d e  t h e  b i l l i i i  department? 

Are p r i c e s  and e x t e n s i o n s  n b i l l i n g s  indeper.I In tPy  
v e r i f i e d ?  

Is a cG,py o f  t h e  b i l l i n g  xvoice sent d i r e c t l > ?  t o  
t h e  accounts  r e c e i v a b l e  d partments? 

A r e  t h e r e  procedures  t o  c r , t ro l  the i s suance  r ) f  f r e e  
mercha;Idise and s e r v i c e s ?  ( D e s c r i b e  c o n t r o l s .  ) 

A r e  t h e r e  p rocedures  t o  c n t r o l  t h e  r e c e i p t  of  funds 
f o r  misce l laneous  t r ansac i  i o n s ,  s u c h  a s  ( a )  t h e  s a l e  
o r  r e n t a l  o f  p rope r ty  and equipment and ( b )  income 
from i n v e s t m e n t s ?  (Descr kb@ procedures . )  

Q 
1. 

2 .  

3 .  

4 .  

5 ,  

6, 

7, 

8 .  

Are r e c e i v a b l e s  d e t a i l  l edge r s  p e r i o d i c a l l y  balanced 
w i t h  g e n e r a l  ledger c o n t r o l  accounts?  (Desc r ibe  
p r a c t i c e .  ) 

Are s t a t e m e n t s  o f  account  p e r i o d i c a l l y  prepared and 
mailed t o  d e b t o r s ?  

Are aged t r i a l  ba l ances  of  r e c e i v a b l e s  p e r i o d i c a l l y  
prepared and reviewed by t h e  c r e d i t  department  or  
some des igna ted  employee n o t  r e s p o n s i b l e  f o r  bill- 
ings, c a s h ,  o r  r e c e i v a b l e s ?  (Descr ibe  procedures .  ) 

Are n o t e s  r e c e i v a b l e  approved by an o f f i c i a l  before  
t h e y  a r e  accepted by t h e  o rgan iza t ion?  

Are n o t e s  and c o l l a t e r a l  p e r i o d i c a l l y  in spec ted  by 
someone o t h e r  t han  t h e  cus tod ian?  

Is t h e r e  c o n t r o l  over followup a c t i o n  o n  d e l i n q u e n t  
accounts?  (Desc r ibe  t h e  c o n t r o l  procedures .  1 

Are noncash r e d u c t i o n s  of  r e c e i v a b l e s  approved by 
an o r g a n i z a t i o n  official? 

A r e  t h e r e  controls over advances t o  and r e c e i v a b l e s  
from employees? 

PURCHASING, RECEIVING, AND ACCOUNTS PAYABLE --- 
The fo l lowing  c o n d i t i o n s  a r e  i n d i c a t i v e  o f  s a t i s f a c t o r y  c control over purchasing, r e c e i v i n g ,  and accounts  payable. 

. .  
i .., 

* >  _ .  

I 

41 



APPENDIX I APPENDIX I 

4" ' * 

t 

1. 

2 .  

3 .  

4 .  

5. 

6. 

7. 

8 .  

d Prenumbered purchase o r d e r :  i r e  used f u r  a l l  i t ems  
of c o s t  and e x p e n s e .  

T h e r e  a r e  p r o c e d u r e s  t o  in:  . r e  p r o c u r e m e n t  a t  CGIII- 
p e t i t i v e  p r i c e s .  

R e c e i v i n g  r e p o r t s  a r e  used c j  c o n t r o l  t h e  r e c e i p t  
o f  m e r c h a n d i s e .  

There i s  effective r e v i e w  h ,  a r e s p o n s i b l e  o f f i c i a l  
f o l l o w i n g  p r e s c r i b e d  proced I K ~ S  f o r  program coding, 
p r i c i n g ,  and e x t e n d i n g  vend ' r s '  i n v o i c e s .  

I n v o i c e s  a r e  m a t c h e d  w i t h  p l r c h a s e  o r d e r s  and  re- 
c e i v i n g  r e p o r t s .  

Costs  a r e  r e v i e w e d  f o r  C h a r l e s  to d i r e c t  and i n -  
d i r e c t  c o s t  c e n t e r s  i n  acto:-dance w i t h  a p p l i c a b l e  
g r a n t  agreements and a p p l i c \ i b l e  F e d e r a l  Management 
C i r c u l a r s  p e r t a i n i n g  t o  cost-  p r i n c i p l e s .  

When accrua l  a c c o u n t i n g  i s  r e q u i r e d ,  t h e  o r g a n i z a -  
t i o n  h a s  a d e q u a t e  c o n t r o l s ,  s u c h  a s  c h e c k l i s t s  fo r  
s t a t e m e n t - c l o s i n g  p r o c e d u r e s ,  t o  i n s u r e  t h a t  o p e n  
i n v o i c e s  and u n i n v o l v e d  amounts  f o r  g o o d s  and  s e r v -  
i ces  r e c e i v e d  a r e  p r o p e r l y  a c c r u e d  o r  r e c o r d e d  i n  
t h e  books  o r  c o n t r o l l e d  t h r o u g h  w o r k s h e e t  e n t r i e s .  

T h e r e  is  a d e q u a t e  s e g r e g a t i o n  of  d u t i e s  i n  t h a t  d i f -  
f e r e n t  i n d i v i d u a l s  are r e s p o n s i b l e  f o r  ( a )  purchase 
( b )  r e c e i p t  o f  m e r c h a n d i s e  or  services, and ( c )  
vouche r  a p p r o v a l .  

The f o l l o w i n g  q u e s t i o n s  a r e  d e s i g n e d  t o  ass is t  t h e  a u d i -  
t o r  i n  r e v i e w i n g  and documen t ing  t h e  p u r c h a s i n g ,  r e c e i v i n g ,  
and a c c o u n t s  payab1.e functions. 

PURCHASING -- 

1. 

2 .  

3 .  

Is t h e  p u r c h a s i n g  function separate f rom a c c o u n t i n g  
and r e c e i v i n g ?  

Does t h e  o r g a n i z a t i o n  o b t a i n  c o m p e t i t i v e  b i d s  for 
i t ems ,  s u c h  a s  r e n t a l  o r  service a g r e e m e n t s ,  ove r  
s p e c i f i e d  amounts? ( I n d i c a t e  t h e  a m o u n t s . )  

Is t h e  p u r c h a s i n g  a g e n t  requi red  t o  o b t a i n  a d d i -  
t i o n a l  a p p r o v a l  on  purchase o r d e r s  above a s t a t e d  
amount? ( I n d i c a t e  t h e  a m o u n t . )  

4 2  
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4 .  

5. 

6 .  

7 .  

8 .  

9 .  

I A P P E N D I X  I 

Are t h e r e  p rocedures  t o  o b t a i n  t h e  b e s t  poss ib le  p r i c e  
f o r  items not s u b j e c t  t o  competi t ive-bidding r equ i r e -  
ments,  s u c h  a s  approved vendor l i s t s  and supply  item 
c a t a l o g s ?  ( D e s c r i b e  t h e  p rocedures . )  

A r e  purchase o r d e r s  r e q u i t e d  for  purchas ing  a l l  
equipment and s e r v i c e s ?  

Are purchase o r d e r s  c o n t r o l l e d  and accounted f o r ,  by 
prenumbering and keeping a logbook? (Desc r ibe  
method. 1 

D o  gran t - loan  agreements o r  r e l a t e d  r e g u l a t i o n s  i m -  
pose requi rements  which d i f f e r  from t h e  organiza-  
t i o n ' s  normal p o l i c i e s ,  s u c h  a s  compet i t ive-b id  
requi rements?  ( L i s t  e x c e p t i o n s . )  

Is t h e  purchasing department  r equ i r ed  t o  maintain 
c o n t r o l  over  items o r  d o l l a r  amounts r e q u i r i n g  t h e  
c o n t r a c t i n g  o f f i c e r ' s  advance approval?  ( I f  y e s ,  
describe c o n t r o l l i n g  f a c t o r s  . ) 
Under t h e  terms o f  OMB C i r c u l a r  7 4 - 4 ,  c e r t a i n  c o s t s  
and e x p e n d i t u r e s  incu r red  b y  u n i t s  o f  S t a t e  and l o c a l  
governments a r e  a l lowab le  only upon s p e c i f i c  p r i o r  
approval  o f  t h e  g r a n t o r  Federal  agency. Determine 
whether t h e  g r a n t e e  o r g a n i z a t i o n  h a s  e s t a b l i s h e d  
p o l i c i e s  and p rocedures  governing t h e  p r i o r  approval  
of expend i tu re s  i n  t h e  fo l lowing  c a t e g o r i e s .  

a .  

b .  

C. 

d .  

e .  

f .  

9. 

h .  

Automatic d a t a  p r o c e s s i n g  c o s t s .  

Building space  I: e n t a l  c o s t s .  

C o s t s  related t o  t h e  maintenance and o p e r a t i o n  
of t h e  o r g a n i z a t i o n ' s  f a c i l i t i e s .  

Cos ts  r e l a t e d  t o  t h e  rearrangement and a l t e r a -  
t i o n  of  t h e  o r g a n i z a t i o n ' s  f a c i l i t i e s .  

Allowances f o r  d e p r e c i a t i o n  and use of p u b l i c l y  
owned b u i l d i n g s .  

The c o s t  of space  procured under a r e n t a l -  
purchase  o r  a lease-with-opt ion-to-purchase 
ag r eernent . 
C a p i t a l  e x p e n d i t u r e s .  

Insurance  and i ndemni f i ca t ion  expenses. 

4 3  
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i. The c o s t  of  management s t u d i e s .  

j .  P r e a g r e e m e n t  c o s t s .  

k. P r o f e s s i o n a l  s e r v i c e s  c o s t s .  

1. Proposal c a s t s .  

1 0 .  Under t h e  terms of OMB C i r c u l a r  7 4 - 4 ,  c e r t a i n  c o s t s  
i n c u r r e d  by  units of S t a t e  and l oca l  g o v e r n m e n t s  a re  
n o t  a l l o w a b l e  a s  c h a r g e s  t o  F e d e r a l  agency  g r a n t s .  
De te rmine  whe the r  t h e  g r a n t e e  o r g a n i z a t i o n  h a s  es tab-  
l i s h e d  pol i c i e s  and p r o c e d u r e s  t o  p r e c l u d e  c h a r g i n g  
Federal g r a n t  p rograms  w i t h  the following t y p e s  of  
c o s t s .  

a .  Bad d e b t  e x p e n s e s .  

b.  C o n t i n g e n c i e s  

c .  C o n t r i b u t i o n  and d o n a t i o n  e x p e n d i t u r e s .  

d .  E n t e r t a i n m e n t  e x p e n s e s .  

e .  F i n e s  and p e n a l t i e s .  

f. I n t e r e s t  and o t h e r  f i n a n c i a l  costs .  

g .  L e g i s l a t i v e  e x p e n s e s .  

h .  Charges  r e p r e s e n t i n g  t h e  n o n r e c o v e r y  of  cos t s  
under g r a n t  a g r e e m e n t s .  

i .  The e x p e n s e s  o f  a S t a t e  Governor  O K  c h i e f  exec- 
u t i v e  o f  a p o l i t i c a l  s u b d i v i s i o n .  

R E C E I V I N G  

1. Does t h e  o r g a n i z a t i o n  h a v e  a r e c e i v i n g  f u n c t i o n  t o  
h a n d l e  r e c e i p t  of a l l  mater ia la  and equ ipmen t?  

2 .  Are s u p p l i e s  and equ ipmen t  i n s p e c t e d  and c o u n t e d  
before a c c e p t a n c e  f o r  u s e ?  

3 .  Are q u a n t i t i e s  and d e s c r i p t i o n s  o f  s u p p l i e s  and 
equ ipmen t  checked by t h e  r e c e i v i n g  d e p a r t m e n t  a g a i n s t  
a c o p y  of t h e  p u r c h a s e  o r d e r  o r  some o t h e r  form of 
n o t  i f i c a  t ion? 

4 .  Is a logbook or permanen t  copy of t h e  r e c e i v i n g  
t i cke t  kept i n  t h e  r e c e i v i n g  d e p a r t m e n t ?  

I 

i 
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ACCOUNTS PAYABLE 

1. Is c o n t r o l  e s t a b l i s h e d  o v e r  incoming vendor  i n v o i c e s ?  

2 .  Are r e c e i v i n g  r e p o r t s  m a t c h e d  t o  t h e  vendor  i n v o i c e s  
and p u r c h a s e  o r d e r s ,  and  a r e  a l l .  o f  t h e s e  documen t s  
k e p t  i n  a cces s ib l e  f i l e s ?  

3 ,  A r e  c h a r g e s  f o r  s e r v i c e s  r e q u i r e d  t o  be  s u p p o r t e d  
by e v i d e n c e  o f  p e r f o r m a n c e  by i n d i v i d u a l s  o t h e r  t h a n  
t h e  o n e s  who i n c u r r e d  t h e  o b l i g a t i o n s ?  

4 .  A r e  e x t e n s i o n s  on  i n v o i c e s  and a p p l i c a b l e  f r e i g h t  
c h a r g e s  checked by a c c o u n t s  p a y a b l e  p e r s o n n e l ?  

5 .  Is  t h e  program t o  be c h a r g e d  e n t e r e d  on  t h e  i n v o i c e  
and checked  a g a i n s t  t h e  p u r c h a s e  o r d e r  and approved  
b u d g e t ?  

6. Is t h e r e  a n  a u d i t o r  o f  d i s b u r s e m e n t s  who r e v i e w s  
each vouche r  t o  see t h a t  p r o p e r  p r o c e d u r e s  h a v e  been  
f o l  1 owed? 

7 .  A r e  c h e c k s  a d e q u a t e l y  c r o s s - r e f e r e n c e d  t o  v o u c h e r s ?  

8 .  Are t h e r e  i n d i v i d u a l s  r e s p o n s i b l e  f o r  a c c o u n t s  pay- 
a b l e  o the r  t h a n  t hose  r e s p o n s i b l e  f o r  c a s h  receipts? 

9 .  Are a c c r u a l  a c c o u n t s  k e p t  f o r  items w h i c h  a r e  n o t  
i n v o i c e d  o r  paid  on  a r e g u l a r  b a s i s ?  

10. A r e  unpa id  v o u c h e r s  t o t a l e d  and compared w i t h  t h e  
general l e d g e r  on  a m o n t h l y  b a s i s ?  ( I f  n o t ,  i n d i -  
c a t e  when t h e  p r o c e d u r e  i s  d o n e . )  

CASH DISBURSEMENTS 

The f o l l o w i n g  c o n d i t i o n s  a r e  i n d i c a t i v e  o f  s a t i s f a c t o r y  
c o n t r o l s  o v e r  c a s h  d i s b u r s e m e n t s ,  

1. D u t i e s  are a d e q u a t e l y  s e p a r a t e d ,  d i f f e r e n t  p e r s o n s  
prepare checks,  s i g n  c h e c k s ,  r econc i l e  bank a c c o u n t s ,  
and have  access t o  c a s h  r e c e i p t s .  

2 .  A l l  d i s b u r s e m e n t s  a r e  p r o p e r l y  s u p p o r t e d  by e v i d e n c e  
o f  r e c e i p t  and a p p r o v a l  of t h e  r e l a t e d  goods  and 
s e r v i c e s .  

3 .  Blank c h e c k s  a r e  n o t  s i g n e d .  

4 .  Unissued  c h e c k s  a r e  k e p t  i n  a secure a r e a .  

1 

. I  

* .  

i .  

5 .' 

? 

i 
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5. Bank a c c o u n t s  a r e  r e c o n c i l e d  month ly .  

6 .  Bank a c c o u n t s  and  c h e c k  signers a r e  a u t h o r i z e d  i:y 
t h e  b o a r d  of  d i r e c t o r s  o r  t r u s t e e s .  

7 .  P e t t y  c a s h  v o u c h e r s  are r e q u i r e d  f o r  each fund  dis- 
bursemen t .  

8 .  The p e t t y  cash fund  i s  k e p t  on  a n  i m p r e s t  b a s i s .  

The f o l l o w i n g  ma te r i a l  i s  d e s i g n e d  t o  ass is t  t h e  a u d i t o r  
i n  r e v i e w i n g  and documen t ing  cash  d i s b u r s e m e n t s .  

1. 

2 .  

3 .  

4 .  

5.  

6. 

7. 

a .  

9. 

10. 

Are checks controlled and accoun ted  f o r  w i t h  safe- 
guards over u n u s e d ,  r e t u r n e d ,  and v o i d e d  c h e c k s ?  

Is  t h e  d rawing  o f  c h e c k s  t o  c a s h  o r  b e a r e r  pro-- 
h i b  i t e d ?  

Do s u p p o r t i n g  d o c u m e n t s ,  s u c h  a s  i n v o i c e s ,  p u r c h a s e  
o r d e r s ,  and r e c e i v i n g  r e p o r t s ,  accompany checks €o r  
t h e  check  s i g n e r s '  r e v i e w ?  

A r e  v o u c h e r s  and s u p p o r t i n g  documents  a p p r o p r i a t e l y  
canceled ( s t a m p e d  o r  p e r f o r a t e d )  t o  p r e v e n t  d u p l i -  
ca te  payments? 

I f  c h e c k - s i g n i n g  p l a t e s  are  u s e d ,  a r e  t h e y  a d e q u a t e l y  
c o n t r o l l e d  ( i . e . ,  m a i n t a i n e d  by a r e s p o n s i b l e  o f f i -  
c i a l  who reviews and a c c o u n t s  f o r  p r e p a r e d  c h e c k s ) ?  

A r e  two s i g n a t u r e s  r e q u i r e d  on a l l  c h e c k s  o r  o n  
c h e c k s  o v e r  s t a t e d  amounts?  (Document t h e  p r o c e d u r e  
f o l l o w e d  I ) 

A r e  check  s i g n e r s  r e s p o n s i b l e  o f f i c i a l s  o r  employees  
o f  t h e  o r g a n i z a t i o n ?  ( O b t a i n  a l i s t  o f  a u t h o r i z e d  
s i g n e r s  f o r  t h e  w o r k p a p e r r . )  

Is t h e  p e r s o n  who p r e p a r e s  t h e  check  o r  i n i t i a t e s  
t h e  voucher  o t h e r  t h a n  t h e  p e r s o n  who m a i l s  t h e  
c h e c k ?  

Are bank accounts  r e c o n c i l e d  mon th ly  and  a r e  d i f -  
f e r e n c e s  r e s o l v e d ?  (If n o t ,  w h a t  a r e  t h e  proce- 
d u r e s ? )  

Concern ing  p e t t y  c a s h  d i s b u r s e m e n t s ;  

a .  Is p e t t y  c a s h  r e i m b u r s e d  by  c h e c k  and  a c e  d i s -  
b u r s e m e n t s  r e v i e w e d  a t  t h a t  time? 

4 6  
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b .  

C .  

d .  

PAYROLL 

APPENDIX I 

I s  t h e r e  a m a x i m u m  amount ,  r e a s o n a b l e ' i n  t h e  
circumstances,  f o r  payments  made i n  cash? 
( I n d i c a t e  t h e  amount .  ) 

Are p e t t y  c a s h  v o u c h e r s  w r i t t e n  i n  i n k  t o  p r e -  
v e n t  a l t e r  a t  i o n ?  

Are p e t t y  c a s h  v o u c h e r s  c a n c e l e d  upon r e i m b u r s e -  
ment o f  t h e  f u n d  t o  p r e v e n t  t h e i r  r e u s e ?  

The f o l l o w i n g  c o n d i t i o n s  a r e  i n d i c a t i v e  o f  s a t i s f a c t o r y  
c o n t r o l s  o v e r  p a y r o l l .  

1. 

2. 

3 .  

4 .  

5. 

6. 

7. 

T h e  

W r i t t e n  a u t h o r i z a t i o n s  a r e  o n  f i l e  f o r  a l l  employees ,  
c o v e r i n g  r a t e s  o f  p a y ,  w i t h h o l d i n g s ,  and d e d u c t i o n s .  

!rhe o r g a n i z a t i o n  h a s  w r i t t e n  p e r s o n n e l  p o l i c i e s  
c o v e r i n g  j o b  d e s c r i p t i o n s ,  h i r i n g  p r o c e d u r e s ,  pro- 
m o t i o n s ,  a n d  d i s m i s s a l s .  

D i s t r i b u t i o n  of  p a y r o l l  c h a r g e s  i s  b a s e d  on  docu- 
m e n t a t i o n  p r e p a r e d  o u t s i d e  t h e  payroll d e p a r t m e n t .  

P a y r o l l  c h a r g e s  a r e  r ev iewed  a g a i n s t  program b u d g e t s ,  
and d e v i a t i o n s  a r e  r e p o r t e d  t o  management f o r  fo l low-  
up a c t i o n .  

Adequate  t i m e k e e p i n g  p r o c e d u r e s ,  i n c l u d i n g  t h e  u s e  
o f  t i m e c l o c k s  o r  a t t e n d a n c e  s h e e t s  and s u p e r v i s o r y  
r e v i e w  a n d  a p p r o v a l ,  a r e  employed f o r  c o n t r o l l i n g  
p a i d  time. 

P a y r o l l  c h e c k s  a r e  p r e p a r e d  and d i s t r i b u t e d  by 
i n d i v i d u a l s  i n d e p e n d e n t  of each  o t h e r .  

O t h e r  key p a y r o l l  and personnel d u t i e s ,  s u c h  a s  time- 
k e e p i n g ,  s a l a r y  a u t h o r i z a t i o n ,  and p e r s o n n e l  admin i s -  
t r a t i o n ,  a r e  a d e q u a t e l y  s e p a r a t e d .  

m a t e r i a l  w h i c h  f o l l o w s  i s  d e s i g n e d  t o  a s s i s t  t h e  
a u d i t o r  i n  r e v i e w i n g  and documen t ing  t h e  p a y r o l l  f u n c t i o n .  

1. 

2 .  

A r e  p e r s o n n e l  p o l i c i e s  i n  w r i t i n g ?  

Are p a y r o l l  and p e r s o n n e l  p o l i c i e s  g o v e r n i n g  com- 
p e n s a t i o n  i n  a c c o r d a n c e  w i t h  t h e  r e q u i r e m e n t s  of  
g r a n t  a g r e e m e n t s ?  

1 
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3 .  Are therbb p r o c e d u r e s  t o  CUI 01 time and attend I : c e  
reportirrl 

a ,  Are necards  o r  a t t e m l  ! c e  s h e e t s  u s e d ?  
( I n d  i ,  a t e  t h e  m e t h o d .  ) 

b. Is S A  l e r v i s a r y  approval j f  t i m e  and attendari7e 
repor 3 required? 

4 .  Are t h e m  procedures  t o  i n s  . ; . e  t h a t  employees a r e  
paid i n  3 :cordance w i t h  ap1:i wed wage and s a l a r y  
r a t e s ?  

5. Is t h e  d i ; t r i b u t i o n  of  pay1 111 charges  checked b y  
a second 3erson and are a g g r w j a t e  amounts compared 
t o  t h e  ap,Jrrsved budget? 

6 .  Are a u t h o r i z a t i o n s  on f i l e  . - o v e r i n g  rates of pay,  
w i thho ld i  i g s ,  and deduc t ions?  

7.  Are wages paid a t  or above b.he Federa l  m i n i m u m  wage? 

8.  Are procedures  adequate  f o r  c o n t r o l l i n g  ( a )  overt ime 
wages, ( b )  overt ime work a u t h o r i z a t i o n ,  and ( c )  
supe rv i so ry  approval of  overt ime? 

9 .  Are p a y r o l l  c h e c k s  d i s t r i b u t e d  by persons  n o t  respon- 
sible f o r  prepar ing  t h e  checks?  

0 
PROPERTY AND EQUIPMENT 

The fol lowing c o n d i t i o n s  a r e  i n d i c a t i v e  o f  s a t i s f a c t o r y  
c o n t r o l  over p rope r ty  and equipment. 

1. There is an e f f ec t ive  system of a u t h o r i z a t i o n  a n d  
approval  o f  c a p i t a l  equipment expendi tures .  

2 .  Accounting p r a c t i c e s  f o r  recording c a p i t a l  a s s e t s  
are reduced to w r i t i n g .  

3 .  Deta i led  r e c o r d s  o f  i n d i v i d u a l  c a p i t a l  a s s e t s  a r e  
kept and p e r i o d i c a l l y  balanced w i t h  t h e  g e n e r a l  led- 
ger accounts .  

4 .  There a r e  e f f e c t i v e  p r o c e d u r e s  f o r  a u t h o r i z i n g  and 
account ing f o r  d i s p o s a l s .  

5.  Property and equipment is s t o r e d  i n  a s e c u r e  place.  

48 



APPENDIX I APPENDIX 1 

The following ques t ions  are d e s i g < % e d  t o  a s s i s t  t he  
a u d i t o r  i n  reviewing and documenting the system of con t ro l  
over proper ty  and equipment. 

1. 

2.  

3 .  

4 .  

5. 

6. 

7. 

8 .  

9. 

10. 

11. 

12. 

13. 

Are execut ive  a u t h o r i z a t i o n s  a n d  approvals  required 
for o r i g i n a t i n g  expendi tures  for c a p i t a l  items? 

Are expendi tures  f o r  c a p i t a l  items reviewed for 
gran to r  approval before  f u n d s  a r e  committed? 

Are supplemental a u t h o r i z a t i o n s ,  including those  of  
t h e  gran tor  agency, requi ted  fo r  expendi tures  i n  ex- 
cess of o r i g i n a l l y  approved amounts? 

Does t h e  o rgan iza t ion  have established p o l i c i e s  
covering c a p i t a l i z a t i o n  and dep rec i a t ion?  (Descr ibe 
p o l i c i e s . )  

Does t h e  o rgan iza t ion  charge dep rec i a t ion  o r  u s e  
allowances on proper ty  and equipment a g a i n s t  any 
g r a n t  programs which i t  adminis te rs?  

Is h i s t o r i c a l  c o s t  t h e  basis for computing depre- 
c i a t i o n  or  u s e  allowances? 

Are t h e  o r g a n i z a t i o n ' s  dep rec i a t ion  p o l i c i e s  o r  
methods of  computing use allowances i n  accord w i t h  
t h e  s tandards  ou t l ined  i n  Federal  c i r c u l a r s  or  agency 
r egu la t ions?  

Are the re  d e t a i l e d  records  showing t h e  a s s e t  values 
o f  individual  u n i t s  of  proper ty  and equipment? 

A c e  d e t a i l e d  proper ty  records  p e r i o d i c a l l y  balanced 
t o  t h e  genera l  l edger?  

Are d e t a i l e d  proper ty  records  p e r i o d i c a l l y  checked 
by physical inventory? 

Are d i f f e r e n c e s  between book records  and phys ica l  
counts  reconci led and are t h e  records ad jus ted  t o  
r e f l e c t  shor tages?  

Are t h e r e  procedures governing the d i s p o s i t i o n  of  
proper ty  and equipment? (Describe procedures.)  

Is t h e  es t imated salvage v a l u e  noted o n  t h e  authori- 
za t ion  order  r e l a t i v e  t o  d i s p o s i t i o n  of  property 
and equipment? 
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14. A r e  per iod ic  r e p o r t s  submitted showing obsoletp 
equipment, equipment needing r e p a i r ,  or equipment 
no longer useful t o  t h e  o rganiza t ion?  (Describe 
r e p o r t s .  1 

INDIRECT COSTS 

1. Does the  o rgan iza t ion  have a n  i n d i r e c t  cost a l loca -  
tion p lan  or a negot ia ted  i n d i r e c t  cost r a t e ?  (Para-  
graph F ,  Attachment A ,  Circular  7 4 - 4 . )  

2 .  Is t h e  p l an  prepared i n  accordance w i t h  t h e  pruvi-  
s i o n s  o f  OMB Circu la r  74-4? 

3. Has a u d i t  cognizance for t h e  p lan  been es t ab l i shed  
and a r e  t h e  r a t e s  accepted by a l l  p a r t i c i p a t i n g  
Federal  and S t a t e  agencies? 

4 .  Does t h e  o rgan iza t ion  have procedures which  provide 
assurance t h a t  c o n s i s t e n t  t reatment  i s  appl ied  i n  
the d i s t r i b u t i o n  of  charges  a s  d i r e c t  o r  i n d i r e c t  
c o s t s  t o  a11 g r a n t s ?  

i 

R 
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 APPENDIX P I  

ANYWHERE.-L: I 

METROPOLITAN AREA ReGIEAI PLANNING COUNCIL 

JUNE 30, 1'2'6 
BALANCE SHEET--r\:,L FUNDS 1/ 

O t h e r  
F e d e r a l  S t a t e  special G e n e r a l  

Eunds  f u n d s  a s s e t s  
G e n e r a  I g r a n t  g r a n t  r e v e n u e  f i x e d  

fund f u n d s  ___ ___ 
ASSET: ._I_. - 

C a s h  in t r e a s u r y . . . .  ...................... 
Due from o t h e r  agencies: 

F e d e r a l . . . . . . .  .......................... 
S t a t e . . . . . . . . . . . . . . .  .................... 
Local....... ............................ 
O t h e r . . . . .  .............................. 
F e d e r a l . . . , . . . . . . .  ...................... 

Cash i n  in terest  b e a r i n ?  b a n k  d e p o s i t s . .  .. 

G r a n t  a u t h o r i z e d  a n d  u n e x p e n d e d :  

S t a t e . . . . . . . . . . . . . . . . .  .................. 
L o c a l , . . . . . .  ............................ 
Other.......................,.............. 

Due from o t h e r  funds. ..................... 
Working cap i t a l  a d v a n c e s . . . . . . . . . . . . . . . . . .  
E q u i p m e n t . . .  .............................. 

Total assets.  .................. 

$ 2 0 2  ,$ ' I  w 
200,000 

$ 181,523 - $10,664 - $15,036 
- 

5 -  - 
- 

40,253 

4,516 
- - 

2 4 , 9 6 4  
, , ' 1  

- 
- 
- 

26,863 
105,609 

$29,183 $ 5 3 5 , 3 5 0  5L062,106 $99,023 $41,681 

LXABILITICq ___.- 

Working c a p i t a l  a d v a n c e s  
General f u n d  .............................. .$ - $ 84,654 $10.555 $10,400 $ - 

.................... - - =  
T o t a  1 1 l a b  1 1 i L 1 es $ s , a l 0  $ 1 2 3 , 2 9 9  $10,555 $ 1 9 , 2 4 6  - 

........................... - A c c r u e d  payroll 9,810 1 8 , 4 9 1  4,587 - 
Due to g e n e r a l  f u n d . . .  __ -*&12 L- - 

RESERVES AND FUND BALANCE 

- C o n t i n u i n g  a p p r o p r i a t i o n s . .  .............. 1 , 1 2 4 , 8 2 1  16,653 1 2 , 2 3 5  - 
R e s e r v e  for prior years e n c u m b r a n c e s . . . . .  3,913 I - I - 
R e s e r v e  for current year e n c u m b r d n c e s . . . .  83 ,005  8 1 2 , 9 8 6  7 1 , 8 1 5  10 .200 - 
I n v e s t m e n t  i n  fixed assets.. . .  
Fund b a l a n c e :  

- ........... - - .. 29,183 

R e s t r i c t e d .  ............................ 13.770 - - - 1 

U n r e s t r i c t e d  ........................... 42?,e52 - - - - - 

t 

Total r e s e r v e s  and f u n d  balance 525,540 1,937,E 881468 22 ,435  29,183 
T o t a l  1 i a b i l i t  ies a n d  r e s e r v e s  

and f u n d  b a l a n c e . . .  ......... $535,350 $2,061,106 $99,023 $41.681 $ 2 9 , 1 8 3  - - -  
l - /S ta tements  p r e p d r e d  i n  a c c o r d  w i t h  ' G o v e r n m e n t a l  A c c o u n t i n g  a n d  F i n a n c i a l  R e p o r t i n g  

P r i n c i p l e s '  developed by t h e  N a t i o n a l  Council on G o v e r n m e n t a l  A c c o u n t i n g  may be 
s u b s t i t u t e d  f o r  t h e s e  s t a t e m e n t s ,  i f  they p r o v i d e  s i m i l a r  i n f o r n a t i o n .  
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APPENDIX 11 

ANYWHERE USA 

- GENERAL FUND BALANCE SHEET 
METROPOLITAN REGIONAL PLANNING COUNCIL - 

JUNE 3 0 ,  1976 - 

APPENDIX XI 
S c h e d u l e  1 

ASSETS 

Cash i n  t r e a s u r y .  .................................. $202 ,878  
Cash i n  i n t e r e s t  bearing bank d e p o s i t s  ............. 200 ,000  
Due from other funds......,..................... ... 2 6 , 8 6 3  
Working c a p i t a l  advances  ........................... 1 0 5 , 6 0 9  

Total a s s e t s . . . . . . . . . . . . . . . . . . .  ............... $ 5 3 5 , 3 5 0  

LIABILITIES ~ 

Accrued p a y r o l l  .................................... 9 , 8 1 0  

RESERVES AND FUND BALANCE 

Reserve f o r  p r i o r  y e a r s  encumbrances ( s c h .  1 - A ) .  ... 3,913 
Reserve  f o r  c u r r e n t  year  encumbrances ( s c h .  l - C ] , ,  . 8 3 , 0 0 5  
Fund b a l a n c e  (sch. 1 - A ) :  

R e s t r i c t e d . .  .................................. 1 3 , 7 7 0  
U n r e s t r i c t e d .  ................................. 4 2 4 , 8 5 2  

Total reserves and fund b a l a n c e  ............... 5 2 5 , 5 4 0  

Total l i a b i l i t e s  and r e s e r v e s  and fund ba lance  $ 5 3 5 , 3 5 0  
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APPENDIX 11 P I APPENDIX I T  
* Schedu le  1 - A  

ANYWHERE JSA 
--.. METR0,jQLITAN ~ AREA R E G ~ ~ I d A ~ P L A N N I N G  COUNCIL 

GENERAL- :*CIND ~ 

ANALYSIS - OF CHANGES IN FUND BALANCE 
YEAR ENDED J U t i E  30, 1976 . _-I.I_- 

Fund ba lance  ai -  J u l y  1 ,  1 9 7 5 . .  .................... $ 3 5 7 , 3 1 6  

Less: l3stimatt.d r e v e n u e  (sch. 1-  L 3 ) .  .. 9 9 1 , 5 5 1  
A p p r o p r i a t i o n s  ( s c h .  I-C) ............ $ 1 , 0 1 6 , 0 5 3  

Appropr ..ated from fund ba; ance.. ............ 2 4 , 5 0 2  
Fund balance u n a p p r o p r i a t e d  ................. 3 3 2 , 8 1 4  

Add : 
Fund b a l a n c e  a d j u s t m e n t s  

a p p l i c a b l e  to P r i o r  y e a r s :  

P r i o r  y e a r s  reserves: ............ 8 6 , 9 9 4  
Less: E x p e n d i t u r e  $ 8 0 , 1 7 5  

F'r ior y e a r s  e n c u m b r a n c e s  
( s c h .  1) .......... 3,913 - 8 4 , 0 8 8  

P r i o r  y e a r s  e n c u m b r a n c e s  
2,906 c a n c e l l e d  ................................ 

Current year  net a d d i t i o n  to fund 
balance: 
Revenue  over budget estimate 

Appropr i a t i o n s  o v e r  expenditures 
( s c h .  1-B) .................... 5 0 , 1 6 3  

( s c h .  l - C )  .................... 52,739 

N e t  a d d i t i o n  ............................. 1 0 2 , 9 0 2  
Fund balance ............................. 4 3 8 , 6 2 2  
Less r e s t r i c t e d  for e q u i p m e n t  

p u r c h a s e  ............................... 1 3 , 7 7 0  

FUND BALANCE AT JUNE 3 0 ,  1976 
( S c h e d u l e  1) $ 4 2 4 , 8 5 2  

I 
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APPENDIX I1 

ANYWHERE USA 

GENERAL FUND 
STATEMENT OF REVENUE 

YEAR ENDED JUNE 30, 1976 

METROPOLITAN AREA REGIONAL PLANNING COUNCIL 

APPENDIX I r  
S c h e d u l e  1-B 

Budget -- estimate 
Local  government assessments 

$393,474 

Interest: - Interest on bank deposits 
Interest on investments 
Other interest and dividends - 

- 
1- 

TOTAL INTEREST 
- Reimbursements from other funds 

Services to other f u n d s  597,077 
Transfer of prior year l o c a l  

contributions from grant 
pr og rams - 

Transfer of State subvention 

Unallocated State subvention 

Other revenue 

- from grant programs 

- 

Total general fund 
revenue (sch. 1-A) $991,551 

Revenue over 
or ( u n d e r )  

Revenue estimate 

$394,747 $ -  

41,620 41,620 
2.73% 2,738 

2,178 2,178 

46,536 46,536 

8,676 0,676 

555,674 (41,403) 

5,215 5,215 

1,975 1,975 

8 0 7  807 

$1,041,714 $50,163 
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ANYWHERE USA 

GENERAL FUND 

YEAR ENDED JUNE 30, 1976 

METROPOLITAN AREA REGIONAL PLANNING COUNCIL 

STATEMENT OF ABPROPRZATIONS, EXPENDITURES AND ENCUMBRANCES 

ADMINISTUTION h GENERAL EXPENSE: 
Salaries and wages ........... 
Fringe benefits .............. 
Office space rental .......... 
Office equipment rental ...... 
Other contractual services ... 
Office supplies .............. 
Telephone .................... 
Postage ...................... 
Travel ....................... 
Special departmental expense . 
Rental of automotive ......... 
Photocopy equipment rental ..- 
Memberships .................. 
Fidelity and general insurance 

Total administration h 

Legal fees ................... 

Transportation allowance ..... 

Report printing .............. 
Miscellaneous ................ 

general expense  ........ 
Equipment outlay ................. 
Board expense .................... 
Unallocated reserve .............. 

Subtotals .................... 
Accrued fringe benefits for 

grant programs ................. 

Appropriations Expenditures Encumbrances 

$ 187,155 
19 , 324 
123,000 
37,184 
10,000 
30,000 
28,750 

13,780 
18 , 883 
9 , 221 

10,000 
7,324 

25,800 
5,025 
2,026 
2,400 
9,040 

556,912 

7,617 

i 8 , o o e  

25 , 000 
51,400 

640,929 

$169,564 
16,921 

119,761 
33,141 
3,208 

18,505 
22,493 
17,637 
10,123 
18,911 
6,396 
9 , 434 
4,705 

22,124 
5,045 
2,887 
2 , 909 
9,318 

493,082 

7,379 

19,748 

47,400 

567,609 

[ 57,905) 

$ -  
915 - 
- 

3,491 
10 , 390 
1,000 

1,120 
4 50 
704 
3 50 
945 

- 
- 

- 
- 

3 0 0  
aao 

20,545 

714 

6 2 5  

21,884 

57,905 

Local contribution to grant 
programs ....................... 375,124 370,605 3,21_6_ 

Total general ft lnd (sch. 1-A)  .... $1,016,053 $880 , 309 ce_ 83,005 

U ne nc urn be r ed 
balance 

$17,591 
1,488 
3,239 
4,043 
3 , 301 
1,105 
5,257 

3 6 3  
3 6 5 7  

( i  148) 
2 375 

138 1 
2 269 
2,731 

(20) 
(861 1 
( 8 0 9 )  

11,158) 

43,285 

( 4 7 6 )  

5,252 

3,375 

51,436 

I 303 

$52,739 

I 

- 
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Protect i o n  Dapartmmt of D e p a r t m e n t  o f i r a n s p o r t a t i o n  -- 
B o u a i n g  a n d  U r b a n  W v c l a p r e n t  UUTA FAA PRWA Agency 

Grant PIC. 1 G r a n t  Mo. 2 G r a n t  Yo. 3 G r a n t  lie. 4 c n o y - 5  E-6 G r a n t  NO. 7 Grant NO. 8 
1 9 7 4 - 7 5 1974-75 1 9 7 4 - 7 5  A r e a  Waste 

Treatment 
r A a ~ - ~ m  ,.--. .- 7.1 

- . ,  . i. d ~- 

1974-7  5 
U r b a n  Ilars 

T e c h n i c a l  
Study 
Fund - 

5.D. P l a n  
f o r  A i c  

Transpor ta 
t : 3 -  
Pund 

1975-76  
U r b a n  

P 1  a n n  i n g  
Asai a t  a n c e  

Fund - 

8 -  

4 8 , 8 1 5  - 

2 5 , 4 9 7  - 
7 0 1 3 i a  

2 0 , 7 0 5  

3 , 2 0 8  

3 , 4 9 6  

27.409 

3 8 , 2 4 6  

8 , 6 5 7  

4 6 , 9 0 3  

$ 7 4 . 3 1 2  

1 9 7 5 - 7 6  
U r b a n  M4rs 

T e c h n i c a l  
S t u d y  
Pund 

1 -  

1 5 0 , 7 6 7  - 

1 4 4 , 1 5 1  
I 

2 3 4 , 9 1 8  

6 3 . 9 4 9  

11,536 

1 2 , 5 1 4  

8 8 , 0 5 9  

1 8 0 , 1 8 9  

2 6 , 6 7 0  

2 0 6 , 8 5 9  

$ 2 9 4 , 9 1 0  

-. 
Tr anspct  t - - - - -  .I, _ _ _  . _ -  . . _ / .  

i/ CI t U l l d  

5 2 2 , 9 3 5  

7,177 - 

1 2 9 , 7 8 2  - 
1 5 9 , 8 9 4  

1 , 4 6 4  

1,595 

1,059 

i 5 5 , 4 5 5  

1 , 3 8 0  

1 5 6 , 8 3 5  

$ 1 5 9 , 8 9 4  

f 

T o t e l  - 
- .  $ 3 1 , 1 6 5  

590,331 

$ 5 5 , 3 1 6  5 3 6 , 2 4 7  

4 5 , 1 9 7  - 

(Sch. 2-A) ........... $ 1 8 1 , 5 2 3  
Due from o t h m r  a g e n c i e a :  

Feder a1 ............ 3 6 5 , 7 1 0  
L o c a l  ............ - 

G r a n t 8  a u t h o r i i e d  and 
u n e r p e n d e d  : 

h d c r a l  ............ 1,013,1373 
Local .............. - 

T o t a l  I88etS 2 , 0 6 1 , 1 0 6  

T 
I ^  . .  

615,018 
-- 

1 , 2 3 6 , 5 2 1  

9 9 , 4 2 5  - ____ 
1 5 4 , 7 4 1  

- -- 
0 1 , 4 4 4  52,696 

L b a b l l i t i a a  
Worklng c a p i t a l  a d v a n c e r - -  

g e n e r a l  f u n d  
( S c h .  2-A) ......... 

(Sch. 2-A) ....... 
( S c h .  2-A) ....... 

hccr u t d  p 4 y r o l l  

Du. to g a n i r a l  f u n d  

Tot.1 lfabilitiea 

n ~ s t r v e a  
C o n t i n u i n g  appropriation 

8 4 , 6 5 4  

1 0 , 1 9 1  

2 0 , 1 5 4  

1 2 3 , 2 9 9  

2,283 

2 , 1 8 9  - 
4 , 7 7 2  - 

- 
5 2 , 6 9 6  

5 2 , 6 9 6  

$ 5 2 , 6 9 6  

- 
I__ 

1 1 , 0 0 0  

7 0 , 4 4 4  

8 1 , 4 4 4  

$ 8 1 , 4 4 4  ___ 

6 :  5 , 0 1 0  

6 1 6 , 7 3 1  

- 1 , 2 3 1 , 7 4 9  

. . * . _ _ . . I . .  

f o r  e n c u m b r a n c e s  ........... 
T o t a l  re8erv.a 

T o t e l  liabilities 
and r t i e ~ v t s  

1 , 1 2 4 , 8 2 1  

8 1 2 , 9 8 6  

1 , 9 3 7 , 8 0 7  

1 2 4 , 2 3 9  

3 0 , 4 9 2  

1 5 4 , 7 4 1  

5 2 , 0 6 1 , 1 0 6  b 6,5eo - E l S 4 , 7 4 1  $ L , 1 3  6,s 2 1 



ANYWHERE USA 
W T R O P O L I T A N  AREA REGIONAL PLANNING CQUHCIL 

FEDERhL GRANT FUND6 
STATEMENT OF C-SBIJRSEENTS 

YLAR EHDED JUNE 30, 1976 

X 

H 
w 

Envrron- 
mental 

Department of Housing Department of Tran8~01-tatiOn Protection 
6 Urban Developnent UUTA FAA PHWA Agency 

Grant No.1 Grant No.2 Grant No.3 Grant NO.4 Grant So.5 Grant No.6 Grant N o . ?  Grant NO.8 
1974-75 1975-76 1974-75 1975-76 S.D.Plan 1974-75 1975-76 Area Wdmte 

Urban urban Urban Mass Llrban Hass €or A i r  Tracspart- Tranapcrt- Treatment 
Plannlng Planning Technical Technical Transport- ation ation Planning 

Assistance Aaaistance Study Study ation Planninq Planninq Program 
T& Fund - Fund p& Fund p& 1/21 Fund 1/24 Fund % 

Ca8h availabla July 1, 1975--f 31,469 $ - 5 -  s -  s -  $31,469 5 - + .  

C8.h reCaipt8: 
?ederal grant contributions- 1,331,675 86,643 165,688 300,525 405,082 - 
stat. rubvention 158,388 - 25,966 - 59,100 - 

Current y a r  amuessmont---- 243,737 - 94,034 - 115,900 - 
U c a l  contributions: - - - - Prior p a r r  ammasmumntm---- 40,000 4 Q ,  i )OC 

In-kind contribution------- - - - - - 

- gmnrr.1 Lurid (Sch. 2)------ 84,651 - - 
Warkina capital advancem- 

63,949 20,705 
Ln 
4 

131,541 133,928 
33,322 - 

Total evailabh 51,8491923 $86,643 5306,393 $300,525 5644,031 $ 7 1  4 6 9  $108,248 

Total disbursemsnts------ 1,660,400 80,063 306,393 2 4 5 , 2 0 9  644,031 35,222 78,992 175,731 102,759 

Camk available June 30, 
S 55,316 $ - $36,247 $29,276 $ 22,935 $ 31,169 - -  5 181,523 $ 6,580 s - 1976 (ah. a ) - - - - - - - - - - - - - -  - - - -  



Office o€  P l a n n i n g  and R e s e a r c h  D e p a r t m e n t  of T r a n s p o r t a t i o n  
G r a n t  h . 9  

1 9 7 4 - 7 5  
T e c h n i c a l  
Ass i s t a n c e  

G r a n t  No. 1 2  G r a n t  Eio. 13 
Grant NO. 11 1 9 7 4 - 7 5  A i r  Grant  NO. 14 

Regional  
Car pool 

Program Fund 

. .  

I n t e r a g e n c y  G r a n t  No. 1 0  U n i v e r s i t y  
C o o r d i n a t i o n  A l r D O K t  Noise Work S t u d y  

T r a n s  i t  T r a n s p o r  t . a t  ion 
I mp 1 ern en t d t i o n  and A i r  p o r  t 
Program Fund Study Fund Fund - T o t a l  

I_ 
StLdy  Fund Fund 

s -  

2 7 , 0 8 5  
4 , 5 1 6  

- - - 
S J L  ,bOL 

$ 3,153 

5 3 , 1 5 3  

s -  
2 8 , 4 4 8  

$ 2 8 , 4 4 8  

$ 3 1 , 6 0 1  

s4.8 

ASSETS 

C a s h  i n  T r c a a u r y  
loch. 3 - A )  

Due from o t h e r  
a q e n c  ier : 

S t a t e  
Other 

G r a n t 8  a u t h o r i z e d  
a n d  unexpended  I 

S t a t e  
Other 

T o t a l  asse ts  

LIABILITIES 

Working c a p i t a l  
sdv r nces--g e n  era 1 
f u n d  ( s c h .  3-A)  

T o t a l  
1 L a b i l i t i e s  

RES E RV E S 

$ 1 0 , 6 5 4  9 - $ 4 , 2 3 2  s -  $ 6 , 4 3 2  s -  

4 0 , 2 5 3  - 
4 , 5 1 6  - 1 3 , 1 6 8  - 

4 , 1 5 6  - 32,090 - 
11,500 - 2 7 , 9 3 4  

11,500 

5 4 3 , 6 6 6  

~ 

S i ?  , 3 2 4  599,023 $ - - -  

S 7 , 4 U Z  

$ ?,4U1 

S 4,612 

5 , 250 
5 9,922 

5 1 7 , 3 2 4  

S10,55S S - 

5 1 0 , 5 5 5  $ - 
r; 
. ,  
I .  

C o n t  i n u  ing appropr ia- 

R e s e r v e  f o r  encum- 
t i o n  $ 1 6 , 6 5 3  S - 
b r a n c a s  71 ,615  - 

T o t a l  r e s e r v e s  $ 8 8 , 4 6 8  5 - 
T o t a l  1 i a b i l  i- 

s -  5 481 

- 5,951 

$. - 56,431 

$1: ,500  

32  ,i66 

$13,666 

ties and . - . - . . . 

reserves $99,023 S - - -  5: 5 6 , 4 3 2  



i 

Cash available 
July 1, 1975 

ANYWHERE USA 
HETROPOLXTAN AREA REGXONAf. P L A N N I N G  CCJUNCIL 

S T A T E  GRANT FUNDS 
STATEMENT OF msH RECEIPTS A m  DISBURSEMENTS 

YEAR ENDED J UNE YO, 1916 

Office of Plannlnq and Research Depart-ment of Transportation 
GfAnt NO. 9 

1974-75 Technica 1 Grant No. 12 Grant No. 1 3  
Asslstarrce G r a n t  No. 11 1974-7'. 

Trarait Transportation Reglonal Interagepcy Grant No. 10 Iln l v e r  s 1 ty 
Coordination Airport Noise Work Studv Impl%MntatlOn and Rlrport Carpool 

Proqram Fund Study Fund Program Fund Study Fund 

A i r  Grant No. 1 4  

Fund - T* Fund 

s -  5 -  $9,131 $ -  s -  

Caah receipts : 
5 8 , 6 1 9  - 1 6 , 1 5 1  12,915 State grant 

State aubvcntion - - 
In-kind contributlons-- 

~ o c a l  contributions 10.625 

5,066 contributions 107,4 39 688  - - - 
1 0 . 2 8 8  Federal grant 1 0 , 2 8 8  - 

other agencies 15,484 - 5.625 1 5 , 4 8 4  

5 , 0 0 0  - 
working capital - 7,402 

9,131 39,178 
advances--general - 3,153 fund ( s c h .  3 )  10,555 - 

- 
in 
\D 

- 
6 8 , 9 0 7  ia,o66 3 1 , 5 5 2  Total available 170,607 11,773 

3 6 , 6 7 0  
2 , 5 0 0  

Cash disburaamntm: 
2 , 6 6 6  

6 3 3  
2 , 8 3 2  
1 , 1 8 6  

1 1 , 5 5 2  5,834 Project dimburmemtn: 
79,482 520 Direct coot. 
4,319 Indirect costm - -  __ 

_c 

83,801 5.20 Total project 
d i a bur memnt 

5 , 8 3 4  3 1 , 5 5 2  4 . 0 1 8  2.699 3s , 1 7 8  

- 
__I 

3 7 8  
~~ ~ - 6 5  Accruad pavroll: 44 3 June 3 0 ,  1 9 7 5  

2,699 39,178 3 1 , 5 5 2  4,396 5 . 8 3 4  Net prolact dirburse- 

Transfers to general 

Returned to grantor 
Working capital advance 

84,244 5 8 5  tmnts 

fund 

- 
11,188 11,188 - - 

- - 
- -- 66,511 -- __- - -~ _- 64,511 reimbursement - -  

Total disbursempnts ~1r?9,943 1 1 . 7 7 3  
5 , 8 3 4  3 1 , 5 5 2  6 8 , 9 0 7  ?,h99 3 9 , 1 7 8  

Cash avallable June 
5 10,b64 S - 
~ 

1976 Isch. 3 )  
$ 4 . 1 3 2  

. :. , 
- , .  -- I 

H 
x 
n 
I4 



G r a n t  No. 15 G r a n t  No. 20  
k C . 1  G r a n t  NO. 16 G r a n t  No. 18 Grant NO. 1 9  Member T r a n s p o r t a t i o n  T r a n s i t  G r a n t  No. 1 7  Envi ronmen ta l  Comprehcnufve  Asseesman t  

M m i n f e t r a t l o n  I m p l e m e n t a t i o n  open  Space Impact P l a n n i n g  S p e c i a l  
Fund Program Fund P l a n  Fund Study Fund Pun3 S t u d y  Fund 

Total - - _L_ 

ASSETS - 
Cash i n  T r e a s u r y  

(mch. 4-h) 
Due frca other 

agmnc ies - -o the r  
Grant8 Authorirsd 

and unexpended-- 
other 

T o t a l  
d4SetL1 

$15,036 $ - 5 1 0 , 5 5 5  

24 ,964 19 ,792 - 
s -  

5 , 1 7 2  

5 1 , 4 8 1  

- 

1,681 - - 1.6 31 

S6,R53 - 
LIABILITIES 

QI 
0 Working c a p i t a l  

a d v a n c e s - - g r n e r a l  
f u n d  ( s c h .  4 - A )  

Accrued  payroll 

Due to g e n e r a l  fund  
( s c h .  4 - A )  

(ache 4-A)  

TO ta 1 
1 i a b i l  i- 
t i es  

5 -  s -  
2 , 3 1 9  

2,162 

S10,4OO 5 5 , 5 7 2  

1,587 1 ' 9 2 3  

4 ,259 2 ,095 

$19,246 4 9,592 s -  $5,173 $ 4 , 4 8 1  

RESERVES 

C o n t  i n u  ing a p p r o p r  ia- 

R e s e r v e  for encum- 
t i o n  

b r a n c e r  

1 0 , 5 5 5  1 2 , 2 3 5  P 

10,200 10,200 

2 2 , 4 3 5  10,200 

1,680 - 

Total 
r e s e r v e s  

T o t a l  1 i a b i l  f- 
t ius 
a n d  r e s e r v e s  

10,555 -- 1,680 

$10,555 541,601 $19,792 $6,853 - 

... 

.... . .. I = . . .. -- . . .  



Fa- 
% 

# .  ' % I @  
H z 
U c 

H 
X 

+-I 
H 

Grant NO. 15 
Loe. 1 

Tranaportation 
Administration 

Fund 

Grant Ilo. 20 

Spocial 

Grant Ho. 18 Grant Wo. 19 W m a b a r  
Grant No. 17 Environmental Comprahanrivcr Asmo~s~.nt 
Opon Space Impact Planning 
Plan ?und Study Fund Study Fund 

Grant No. 16 
Tranmit 

Implamantat ion 
Program Fund 

CaoA avaihble 

Cash raceiptat 
July 1, 1975 s 34,348 

Contributionr 
from othor 
agencims 142,829 

Local contri- 
bution. - 
*orking capital 

genaral fund 
dV4IlCe8-- 

(ach. 4 )  10 I 400 
Stat. subvention 2 76 

Total available 187,853 

Ditact costa 118,863 
Indirect cost. 29,987 

d i . b u r m t *  148,850 

June 30, 1173 1,431 

Camh dhbursemonta: 

Tot41 projact 

Accrwd payroll-- 

b r u d  payroll-- 
J w u  30, 1976 

Due to general 

Bat projoct 

(mch. 41 (4 ,5871 

fund Imch. 4 )  (4,259) 

d i m b u r m n t r :  141,435 

ganeral fund 15,701 

rdvanca reimburu- 
u n t s  15,681 

trlnsfara to 

lbrking capital 

Total dim- 
burauwnt a 172,817 

W H  AVA1LZgL.E 
JUNE 30, 1976 
(mch. 4 )  $ 15,036 

r -  0 14,496 $ 9,684 $ 10,168 F -  f -  

75,302 38,557 28,970 

- - 

5,572 - 
80 ,871  14,496 

58,613 
18,469 

3,241 
556 

3,434 437 34,574 18,564 
10,682 - - 280 - 

77,081 3,797 29,246 3,434 717 34 , 574 

315  1 4 4  

(1,923) 

(2,197) 

73,377 

- - ( 3 1 5 )  (2,319) 

- - (2,162) - 

3,434 717 35,201 21,765 

6,250 9,451 - - 

LI_ 

3,941 

7,497 

80 ,874  

L 8,164 - 

9,684 10,168 43,385 24,765 3,941 

$ 1 0 , 5 5 5  

I .  
- .  

. .  .. ._ . , . ". . , . .i, , ... 
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1. 
2. 
3 .  
4 .  
6. 
7. 
8 .  

12. 
13. 
14. 
15. 
16. 
18. 
20. 

APPENDIX I1 
S c h e d u l e  5 

ANYWHERE USA - __. - . . _ _  - - - - . 

METROPOLITAN AREA REGIONAL PLANNING COUNCIL 

F I S C A L  YEAR ENDED JUNE 30, 1976 
STATEMENT OF Q U E S T I ~ N E D  COSTS 

- __. - . . _ _  - - . - - .. 

METROPOLITAN AREA REGIONAL PLANNING COUNCIL 

FTSCAL. YEAR ENDED JUNE 30. 1976 
STATEMENT OF Q U E S T I ~ N E D  COSTS 

Grant 
number and name 

Urban Planning Assistance 
Urban Planning Assistance 
Urban Mass Tech. Study 
Urban Mass Tech. S t u d y  
Transportation Planning 
Transportation Planning 
Area Waste Treatment Planning 
Transit Implementat ion Program 
A i r  Transportation & Airport S t u d y  
Regional Carpool Program 
Local Transportation Administration 
T r a n s i t  Implementation Program 
Environmental Impact S t u d y  
Member Assessment Special Study 

Q u e s t i o n e d  
Cos ts  

$ 843 
5,545 
I. 038 

11,740 
649 

1,337 
1,787 

414 
636 
145 

1,077 
933 
816 
694 

$ 2 7 , 6 5 4  

Note: The report should contain an explanation of the 
questioned costs. 

ql;, 

e 

, ' . ,  

62 
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uans6 Fsdaral R e g h e r  Vol. 44. No. 2Ds f Monday. October 22. 1979 / Notices 

OFFICE OF MANAGEMENT AND 
BUDGET 

Circulu A- 102. "Unitonn 
AdnJnlrlrrtlve R . q u k m n t m  fW 
Grmnt.-ln-AM to Stat. md Local 
GOV.mnnntS" 

AOLIICV: Office of Management and 
3udget 

ACTKIW: Final Policy 

.uyyaav: This notice revises OMB 
Circular A-102 by replacing paraRrdph 
2h. Attachment G. with a new 
Attachment P entitled. "Audll 
Requirements '' The revision originated 
from ii Presidential initiative to 
streamline Federal a id .  and IS iinuther 
part of OMB'a system of guidance for 
federa I l v  assisted programs 

havinR a subst.intial need far 
improvement was audrt of federallv 
itssrstrd programs He directed Federal 
departmenls and auencies to improve 
Audit coordination. and to increase their 
rellance on audits made by State nr 
local governments. This revision sets 
forth the audit rrquirernmts for Sta te  
and local governments and Indian trtbal 
governments receiving Federal 
assistance I t  provides fur independent 
audits of financial iiperations including 
r:ompliance with certain provisions of 
Federal law and reRulation 'the 
requirernpnts are Pstalilished to lnsure 
that audits are  made on an organization- 
 wid^ !)asis rather than a grant.by-grant 
basis. 

C m C T l W  OAft: This revision becomes 
effective October 22. 1979. 

John 1. Lordan. Chief. Financial 
Management Branch. Office of 
Management of Budget. WashinRton. 
D.C. 20503. (202) 395-R823. 

WccUtyEllTLnY ~ w ~ r m ~ f K m :  On luly 
11 .  1979, a notice was published tn the 
Federal Ragiatar l44 FR -24-253 to 
amend Circular A-102. lnterested 
perrons were invited to submit written 
comments by September 11.197% About 
fifty comments were received from 
Federal ugencies. State and local 
governments. professional associations. 
and others. The comments were 
considered in developing these final 
regulations Although almoat all 
commentera agreed wrth the concept of 
H single audit some raised questions or 
made suggestions for clarifying changes. 
The more significunt cummentr 
rcceived. and OMBs responses to them 
are dircurred below. 

One area  the PrPsident highlighted as 

ma m e n  II(CO#AW -ACT: 

Clrongea in Firul Rsgulation 

heen adopted in the final regulations 
The paragraphs are keyed to the 
propsed regulations publlshed on luly 
11. 1979 

1. Paragraph 1 has been amended to 
make the Attachment applicable to 
Indian tribal governments. Thia 
paragraph was also changed to make it 
clear that one of the objectives of the 
audit was to determine i f  financial 
reports to the Federal Government 
contain accurate and reliable date 

2. Paragraph 2. The definition of 
"cognizant agency" was added to this 
paragraph. and is now used uniformly 
throughoul the Attachment. 

3. Paragraph 3 was amended to 
provide that contracts awarded by 
recipients for audit services shall 
include a reference to thia Attachment. 
Also. the parafiraph was Iurther divided 
into two aeparate paragraphs for clarity. 

4. Paragraph 5. A clause was added to 
make i t  clear that the auditor should 
make a determination that the financial 
statements are presented fairiv and in 
accordance with generally accepted 
accounting principles 

5. Paragraph 7 .  The phrase "at 
scheduled intervals" was deleted for 
clarity 

clear that, in the event irregularities are 
found. management officidls above the 
level of involvement should he notified. 

7. Paragraph 9 was restrur.tiired and 
reworded to clarify i t s  tntent. Also. a 
change was made tn make 11 clear that 
auditors need express a positive 
assurance only with respect to ilema 
tested. 

8. Paragraph 10 was amended to 
require cognizant agencies to notify 
auditora in writing when the three-year 
retention period for workpapers nreds 
to he extended. 

added to make i t  clear the! auditora are 
reuponsible for distributing audit reports 
to their program officials. 

10. Paragraph 14, Changes were made 
to make i t  clear that this paragraph 
covered only State and loc,al 
governments and Indlan tribal 
governments. Also, the recipient's 
responaibilities with respect t n  
subrecipient audits are more clearly 
delinea led. 

S u g a t d  C w  Not Canaidered 
N-ry 

thet there were conflicts between 
Attachment P and audit guidelines 
issued by the General Accounting 
Ofrice. 

Set forth below are changes that have 

6. Paragraph 8 wad changed to make i t  

9. Paragraph 13. A sentence was 

Comment Several commentem fe l t  

Respoiise. The CAO guidelines are 
currently being reviewed to assure 
consistence of policy. 

Comment. Several commenters were 
concerned with the provisions of the 
Attachment requiring comments on the 
accuracy of financial rcwrts. This 
requirement. they said. would require 
the examination of every transaction 
processed by a governmental entlty. 

Response. It waa never intended that 
a hundred per cent examination would 
be roulinely required. We believe this is 
clear from other provisions of the 
Attachment. 

Commenf. One commenter said i t  was 
not clear whether an auditor should 
automatically expand the scope of audit 
and secure additional data to support 
the disclosure qf irregularities in the 
audit report. 

Response. The Attachment does not 
provide for automatically expanding the 
scope of audit work. This i s  a matter 
that would have to be worked out 
between the auditw. the cognizant 
agency. and the recipient. 

Comment. Several commenters 
recommended that the Attachment 
contain a definition of the term 
"independent." 

Response. The Attachment 
incorporates by reference the Stondords 
for Audit of Covernmenlol 
Urgonixatjons. Pmgmms. Acilr vilies. 
and Functions published by the General 
Accounting Office. Chapter 3 of these 
standards discusses the standard of 
independence in some detail. 

Cornmen/- Several coinrnenters said 
that additional audit costs would be 
incurred to achieve full compliance with 
the Circular. They suggested that the 
mechanism for funding these audits be 
addressed in the Attachment 

Response. Circuler 74-4. "Cost 
principles far grants to State and local 
governments." establishes rules for 
determining allowable costs. This 
Circular provides that the cost of audits 
is allowable. 

Commenl. One commenter suggeated 
that each grant application should 
contain a certification that arrangementr 
will be made for the audita prescribed 
by the Circular. Failure to furnish an 
acceptable audit an determined by the 
cognizant agency could be B beris for 
denial of Federe1 funds. 

preucribed by Circular A-102 now 
contain an assurance that the applicant 
wi l l  comply with all the provisionr of 
the Circular. We do not believe i t  is 
neceerary to single out the audit 
requirements for a separate certification. 

Comment. One commenter aaid the 
Attachment requirer an audit every two 
yearr. and arked whether that meant 

Response. The grant application formi 

64 



u 

APPENDIX I L L  APPENDIX I11 

Federal Register / V o l  44. No 205 / Monday. Or lwr 22. 1979 / Notices 60959 
~I 

- 
__I_ 

lhdt only p \ p r y  o t h e r  year's tr~insiirtiiir 'i 
should be dudited. 

H M ~ ( I I I . S P  I I  is the intent of the 
Ctrrular !hat audits cover the period 
since the pretious audit. I f  this IS a twt. 
year period. the audit should cover bot+ 
vears 
lames T. Mclntyn. Ir.. 
ihm lor  

Circuter A-I02 

Allochmerit P-Audit Requiremerits 

requirements for State and local 
governments. and Indian tribal 
governments that receive Federal 
assistance I t  provides for independent 
audits of financial operations. including 
compliance with certaln provisions of 
Federal law and regulation. The 
requirements are established to insue 
that audits are made on an organization- 
wide basis. rather than on a grant- by^ 
grant basis. Such audits are to 
determine whether [ a ]  financial 
operations are conducted properly. [hi 
the financial statements are  presented 
fairly. I C ]  the organization has complied 
with laws and regulations affecting the 
expenditure of Federal funds. Id) 
internal procedures have been 
established to meet the objectives of 
federitllv assisted programs. and [el 
financial reports to the Federal 
Government contain accurate and 
reliable information Except where 
specifically required by law. no 
additional requirements for audit will be  
imposed unless approved by the Office 
of Management and Budget. 

2 Definitions: "Cognizant agency" 
means the Federal agency that is 
assigned audit responsibility for a 
particular recipient Organization by the 
Office of Management and Budget. 

"Recipient organization" means a 
State department. a local government. 
an hdian  tribal government. or a 
subdivision of such entities, that 
receives Federal assialance. I t  does not 
include State and local institutions of 
higher education or hospitals. which are 
covered by Circular A-110. 
3. State and local governments and 

Indian tribal governments shall use their 
own procedures to arrange for 
independent audits. and to prescribe the 
scope of audits. provided that the audits 
comply with the requirements set forth 
below. Where contracts are awarded for 
audit services. the contracts shall 
include a reference to this Attachment. 

4. The provisions of this Attachment 
do not limit the authority of Federal 
agencies to make audits of recipient 
organizations. However. i f  independent 
audns arranged for by recipients meet 
the requirements prescribed below. all 

1 This Attachment establishes audit 

Federal azencies shall rely on then 
any additiondl audit work shall bu 
upon the work already done. 

5. Audits shall be made in accorr' ' w  
with the General Accounting Officds 
Standards for Audit of Governmen ' 
Oeoniza!ions. Prugranrs. ,4ctivi/wG . 
Funrlrons. the Guidelines for finuil 
ond Complinnce AudI!s of Federal: 
,4ssisted Progmnrs. any compliance, 
supplements approved by OMB. a n  I 
generally accepted auditing sland;r;lis 
established by the American Instiliil f .  of 
Certified Public Accountants 

6. Audits will include, at a minimiin. 
an examination of the systems of 
internal control. systems establisht' ' 1 1 )  
ensure compliance with laws and 
regulations affecting the expenditi r r r f  
Federal funds. financial transacIii1!1\ 
and accounts. and financial statpmi.rits 
and reports of recipient or~anizaliiliis 

These examinations are tn deterrnirw 
whether: 

a .  There is effective control o\r'r ind 
proper accounting for revenues. 
expenditures. assets. and liabilitic.5 

b. The financial statements arc 
presented fairly in accordance B I t i l  

generally accepted accounting 
principles 

c. The Federal financial reports 
(including Financial Stalus Reports. 
Cash Reports. and claims for ddvances 
and reimbursements] cotitain accurate 
and reliable financial data: and arv 
presented in accordance with the terms 
o f  applicable agreements. and in 
acc0rdanr.e with Attachment H of this 
Circular. 

d Federal funds are being expended 
in accordance with the terms o l  
applicable agreements and those 
provisions of Federal law or regulations 
that could have a material effect on the 
Financial statements or on the awards 
tested. 

7. In  order to accomplish the purposes 
set forth above. a representative number 
of charges to Federal awards shall be 
tested. The test shall be representative 
of ( I ]  the universe of Federal awards 
received. and (21 all cost categories that 
materially affect the award. The test i s  
to determine whether the charges: 

a .  Are necessary and reasonable f o r  
the proper administration of the 
program 

b. Conform to any limitations or 
exclusions in the award. 

c .  Were given consistent accounting 
treatment and applied uniformly to both 
federally assisted and other activities of 
the recjpient. 

111 

,I! 

d. Were net ol applicable credits 
e Did not include costs properly 

chargeable to other federally assisted 
progra rn s .  

f Were properlv recorded [w.. I t i l  t'ct 
dmount. date] and supported I)\. ~ 1 1 1  r 6' 

rlocumpntation. 

subject to prior approvat in acr.clrtl,~ ri.e 
with Circular 74-4. 

h. Were incurred in accordanct- K rth 
i:ompetitive purchasing procedures i f  

covered try Attachment 0 of this 
Circular 

i .  Were allocated equitably to 
benefiting activities. including non 
Federal activities. 

a,  Audits usually will be made 
dnnually. but not less lrequenlly thdn 
every two vears. 

9. I f  the auditor becomes awarp C J ~  

irregularities in the recipient 
vrganization. the auditor shall prcimptly 
n o t i f y  thP cognizant agency and 
rccipient management officials abore 
the level of invoivement. Irregularities 
include such matters a s  conflicts of 
interest. falsification of records or 
reports, and misappropriation of funds 
nr other assets. 

10. The audit report shall include 
a Financial statements. including 

footnotes. of the recipient organization. 
b. The auditors' comments on the 

fjnancial statemvnts which should: 
[ I )  Identify the statements examined. 

and the period covered. 
(21 Identify the various programs 

under which the organization received 
Federal funds, and the amount of the 
awards received 
131 State that the audit was done in 

accordance with the standards in  

paragraph 5 
( 4 )  Express an opinion a s  to whether 

the financial statements are fairly 
presented in accordance with generally 
accepted accounting principles. If an 
unqualified opinion cannot be 
expressed. state the nature of the 
qualification. 

c. The auditors' comments on 
compliance and internal control which 
should: 

(1) Include comments on weaknesses 
in and noncomplience with the systems 
of internal control, separately 
identifying material weaknesses. 

(2) Identify the nature and impact of 
any noted instances of noncompliance 
with the terms of agreements and those 
provisions of Federal law or regulations 
that could have a material effect on the 
financial statements and reports. 

(3) Contain an expression of poaitive 
assurance with respect to compliance 
with requirements for tested items. and 
negative assurance for untested items 

d.  Comments on the accuracy and 
completeness of financial reports and 
claims lor advances or reimbursement 
io Federal agencies. 

8,  Were approved in advance. 1 1  

."'L 

. .  

. I. 

Q, 

. _  
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e. (:iimmrnls im corrective action 
t . t k m  or pldnned hv tht, recipient. 

I 1  Wlirk Ii.ipprs and reports shall tre 
i i . 1 4 i i i 1 i d  fiir 
lrcini Ihv 1 1 . 1 t r -  (11 the. . ir i t l i t  rvport unless 
ihr. . i d l t i i r  is nirtiliid in writin8 by the 
c-ugnizant agcnt.v of the need to extend 
tht. rt!tentitrn period. The audit 
wurhpaprrrs shall be made avdildble 
upon request to fhe cognizant q e n c y  or 
i t s  des~gnees and the General 
Accounting Office or i t s  designees. 

12. The Office of Management and 
Budget will work with Federal agenr:ies 
and State and local governments to 
assure that recipient audits are made in 
accordance with the standards set forth 
in paragraph 5. 
13. The Office of Management and 

Budget will designate cognizant 
agencies for major recipient 
oiyni ta t ions 

the following responsibilities: 

reviews oI t hp  work of nowFederal 
audit organizations. and provide thrs 
results to other interested audit 
agencies ( I f  a non-Federal audit 
organization i s  responsible for audits of 
recipients that have dtlferent cognizant 
uudit agencies. a single quality 
assessment review should be arranged.] 

b. Assure lhat all audit reports of 
recipients that affect federally assisted 
programs are received. reviewed. and 
distributed to appropriate Federal audit 
officmls These officials will be 
responsible for distributing audit reports 
to their program officials. 

c Whenever significant inadequacies 
in an Hudit are disclosed. the recipwnt 
organization will be advised and the 
auditor will be called upon to take 
corrective action. If corrective action is 
nat taken. the cognizant agency shall 
notify the recipient organization and 
Federal awarding agencies of the facts 
and 11s recommendation. Major 
Inadequacies or repetitive substandard 
performance of independent auditors 
shall be referred to appropnate 
professional bodies. 

coverage i s  provided in a timely manner 
and in accordance with the provisions of 
!his uttachment. 

e. Provide technicul advice and act as 
a liaison between Federal agencies. 
tndependent auditors. Hnd recipient 
rrq+Jnizatinns. 

findings and investiptive matters to 
nsaure that audit findings are  resolved. 

of irregularities uncovered. The audit 
agencies. an turn. nhall inform all 
Hppropriate officials in their agencies. 
State i i r  Io(:iiI Ruvernment law 

minimiini of  three ytxirs 

14 The cognizant dgencv shall hitic 

a Obtain or make quality assessment 

d Assure that satisfactory audit 

L 

1. Mainlain a followup system on dudit 

8. Inform other affecled audit agencies 

enforcement dnd prosewtiop duthorities 
shdll alsu be informed of irreguldrilies 
within their prisdlctiun 

15 Recipients shdll require 
subrecipients tbt dre Stdte and I ~ c d l  
governments or Indidn tribdl 
governments to ddopt the requirements 
in paragraph 1 through 11 dbobe The 
recipient shall ensure that the 
subrecipient audit reports dre receibed 
ds  required. and shalt submit the reports 
to the cognimn: agency The cognizdnt 
dgency wdl hure the responsibility for 
these reports described in paragrdph 14 
IIR ikn ~ 1 n - u  t h d  I ~ L W ~ U  n(5 I 
anum CQ~L aii0-w-u 
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APPENDIX IV AP-PENDIX IV 

OFFICE OF MANAGEMENT AND BL'IP;ET CIRCULARS 
I 

C i r c u l a r  A - 1 0 2 ,  "Uniform a d m i n i s t r a t i  L. 3 requirements f o r  

C i r c u l a r  A - 1 1 0 ,  " G r a n t s  and agreement I w i t h  i n s t i t u t i o n s  Q I  

g r a n t s - i n - a i d  t o  S t a t  1 and l o c a l  government s" 

h i g h e r  e d u c a t i o n ,  hosp i t a l s  and o t h e r  non- 
p r o f i t  o r g a n i z a t i o n s "  

. . .  
J , .., 

, .. 

C i r c u l a r  7 4 - 4 ,  "Cost p r i n c i p l e s  applicable t o  g r a n t s  and 

Circular A - 2 1 ,  "Cost principles f o r  e d u c a t i o n a l  i n s t i t u t i o n s "  

c o n t r a c t s  w i t h  S t a t e  and local governments" 
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