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higher educational spoovtunities; t o vronote developmenrt in
economically deprassod creas; bto helw tinance health services
and medical care - rhe indigert. !'o launch a war on gpovertys
and to attempt a conpreheansive phvsic:l, socia! and =2conomic
program to trans ora slum and blight-ridden clities into model
nelghborhoods.
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During the 1970s, the establishment of new grant-in-aid
programs slowed ”Dn%iier bly. 2lso, lagislation was enacted
consolidating a nurber of existing categorical programs into
broader purpose b]“rk Programs. Huwrver, during this period,
the dollar amount ¢f Federal assistainre continued to grow.

Today 52 Federal agencies administer nearly 1,100 Federal
ssistance programs. About half of these programs account for
almost $90 billion that ooes to the governments of all 50
States, 3,000 counties and nearly 90,000 local jurisdicticns.
In addition, numercus other entities, such as hospitals, uni-
versities, and nonprofit organizations benefit from this
funding. Most recipients receive funds from several Federal
agencies or under several federally assisted proarans.

This increase in Federal programs brought with it an in-
creased demand for full account ab1$?ty by those entrusted with
the responsibility for administering the programs. Auditing is
an integral element of this accountability, and each agency
that provides Federal money is responsible for ensuring that
appropriate audits are made of the recipient's records or acti-
vities. These audits are performed by Federal auditors, State
and local auditors, or by certified public accountants.

A major problem in auditing Federal assistance programs
is that the agencies usually restrict their audits to recipi-
ent records and financial controls relating to their own pro-
grams without concern for other Federal programs administered
by the recipient. They do not completely evaluate the re-
cipient's financial controls and pav little attention to
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how a recipient's management practices affect othér agencies'
programs. This approach to auditing Federal assistance pro-
grams provides little assurance that Federal funds are prop-
erly safeguarded and causes duplication of effort.

Ideally, auditing of Federal assistance programs should
be accomplished during an organization-wide audit of the re-
cipient's financial operations. Such an audit should assure
that the organization's financial records and controls are
adequate and should test to determine whether it is in con-
formance with significant compliance requirements that can
have a material effect upon its financial position.

One of the barriers which has inhibited the accomplish-
ment of an organization-wide audit is the multiplicity of
audit guides which Federal agencies have prepared for 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 guide to be used in a comprehensive,
organization-wide financial and compliance audit of recipients
of Federal assistance programs.
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Comptroller General irector
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CHAPTER 1 ~

INTRODUCTION

Federal financial assistance to State and local
governmental and other non-Federal domestic organizations
has increased from $3 billion in fiscal year 1955 to $90 bil-
lion for fiscal year 1980. This assistance is provided
through a network of over 1,100 programs administered by 52
Federal departments, agencies, and commissions. The programs
are carried out by 50 States, 3,000 counties, nearly 90,000
local governments, and innumerable nongecvernmental organiza-
tions.

When State or local governments accept funds under fed-
erally assisted programs, they assume the responsibility of
carrying out the programs efficiently, economically, and ef-
fectively. This includes the responsibility of auditing the
programs with the same thoroughness that State and local pro-
grams are audited. Attachment P to Office of Management and
Budget (OMB) Circular A-102 (included as app. III to this
guide) calls for an organizationwide audit of grantee finan-
cial operations. The audits must include, at a minimum, an
examination of the systems of internal control systems estab-

. lished to ensure compliance with laws and regulations affect~
ing the expenditure of Federal funds, financial transactions
and accounts, and financial statements and reports of recip-
ient organizations.

Similarly, Federal agencies which fund such programs are
also responsible for auditing them. To avoid duplicate audits,
the Office of Management and Budget established a Government-
wide policy requiring Federal agencies to rely on audits made
by non-Federal auditors to the maximum extent practicable.

OMB Circular A-73 provides that:

"Reports prepared by non-Federal auditors will be
used in lieu of Federal audits if the reports and
supporting workpapers are available for review by
the Federal agencies, if testing by Federal agen-
cies indicates the audits are performed in accord-
ance with generally accepted auditing standards
(including the audit standards issued by the
Comptreoller General)}, and if the audits otherwise
meet the requirements of the Federal agencies."

To maximize use of State and local audits, the Federal
funding agencies usually provide guidelines on the areas to
be covered in the audit of a federally assisted program. Be-

. cause of the divergence of audit approaches contained in the
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Federal grant fund
State grant fund
Other special revenue fund

--Analysis of changes in fund balance--general fund

~--Statement of revenue--general fund i

--Statement of appropriations, expenditures, and encum-
brances—--general fund

--Statement of cash receipts and disbursements:
Federal grant fund

State grant fund :
Other special revenue fund |

--Schedule ¢of guestioned costs
Examples of these statements are included as appendix 1I.

It is not expected that all of the statements be avail-

able for every audit engagement. However, they are presented

to show how a comprehensive set of financial statements that
cover all facets of a grantee's operation can be constructed N
. to meet the needs of all users--grantees, grantors, and the .1
public. As such, these statements serve as a guide for ‘

developing required financial statements for multiple-funded ;
organizations. i

There is no need to present all of the above listed state- ;
ments (e.g., for grantees which administer a single Federal *

grant.) For those grantees it is suggested that the following
be presented:

~-Balance sheet.

R --Statement of appropriations, expenditures, and encum-
brances,

--Schedule of questioned costs.
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CHAPTER 3

PLANNING THE AUDIT

MULTIPURPOSE AUDITS

Generally accepted auditing standards for fieldwork re-
quire that: "The work is to be adeguately planned and assist-
ants, if any, are to be properly supervised."

One of the objectives of Federal audit policy is to make
one audit satisfy as many Federal and non-Federal needs as
possible and practicable. Federal grants are administered in
partnership with non-Federal organizations in which the grants
represent all or a part of an organization's activities.

The audit approach described in this guide suggests pro-
cedures to be employed when one audit is to be made covering
all activities, including Federal grant programs, within an
audit universe, such as a State department of human resources.
The approach presented would alsc be usable on audits of or-
ganizations administering a single audit grant program.

A multipurpose audit requires thorough preliminary plan- )
ning to insure that audit work is adequately coordinated to U*
achieve the desired results. Such preliminary planning re-

gquires that the auditor {1) survey the organization to deter-

mine the components of the audit universe by functional area,

such as purchasing, payroll, and disbursing, and (2) design
supplemental audit steps to test aspects of individual pro-

gram transactions which may be selected in samples drawn from

the total universe of the organization's transactions, Speci-

fic approaches to the study of internal control are discussed

in a separate chapter.

PRELIMINARY PROCEDURES

Before starting the examination, the auditor should ob-
tain and review key reference material. The types of material
which are pertinent will vary, depending on the circumstances,
but in general will include:

1. Financial reports issued during the period.

2. Charters, bylaws, incorporation documents, minutes
of meetings of the board of trustees or directors,
and bank account authorizations.

3. Audit reoprts issued within the past 2 years, in-
cluding those prepared by internal or external audi-
tors.

%ﬁ"#
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papers.

An executed copy of the grant agreement for each
program included within the scope of the audit.

The approved budget for each program.

Copies of program instructions, agency regulations,
and applicable circulars. (See app. IV for a list
of Office of Management and Budget circulars.)

All major contracts, such as leases, employment
agreements, and major purchase commitments, entered
into by the crganization.

The Government-wide cost allocation plan applicable
to State and local governments and relevant negoti-
ated indirect cost proposals and agreements (in-
cluding indirect cost rates and data for educational
and nonprofit organizations.)

auditor should make copies or extracts of those docu-
considers necessary for retention in the audit work-
Items of audit importance in the above documents

should be investigated and documented in the working papers.

In some circumstances, such as audits where there is a
large volume of individual grant awards, it may not be prac-
ticable or appropriate to review all grant award and budget
documents before starting work. 1In situations of this type,
the auditor may choose to:

1.

Review grant agreement, approved budget, program
instructions, and individual grant financial reports
for several material grants (if any) during the pre-
liminary phase of the audit before starting the in-
ternal control review.

Review the organization's practices and policies
relative to administering the grants selected in
item 1 above during the study of internal control
systems.

Determine whether the grant administration practices
and policies are applied to all grant programs.

Select representative transactions and review the
grant award and related compliance requirements for
individual grants and programs represented by the
transactions.,
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CHAPTER 4

AUDIT WORKPAPERS

The GAO standards for governmental auditing provide:

"sufficient, competent, and relevant evidence is
to be obtained to afford a reasonable basis for
the auditor's ovpinions, judgments, conclusions,
and recommendations."

This standard places upon the auditor the responsibility
for accumulating sufficient evidence to provide an appropri-
ate factual basis for his opinions, conclusions, judgments,
and recommendations.

Guidance pertaining to workpaper documentation is pro-
vided in the audit guide chapters dealing with the study of
internal control and tests of account balances.
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CHAPTER 5

COMPLIANCE WITH LEGAL

AND REGULATORY REQUIREMENTS

GAQO's third examination and evaluation standard for gov-
ernmental auditing is: “A review is to be made of compliance
with legal and requlatory requirements." In governmental
auditing, compliance with pertinent laws and regqulations is
particularly important because government ocrganizations, func-
tions, programs, or activities are subject to laws and have =
more specific rules and regulations than are usually appli- et
cable to private organizations,

The auditor is responsible for determining whether the C
organization, program, function, or activity under audit has
complied with laws and regulations which may have a material
effect on the grantee's financial position.

Thus, during the financial audit, the auditor is to test

the transactions and operations of the audited organization,
program, function, or activity, to determine whether that
entity is in conformance with significant compliance require~
ments that can have a material effect upon the grantee's fi-
nancial position. Specifically, the auditor should establish o
that the audited entity has not incurred important unrecorded o
liabilities--contingent or actual-~through failure to comply
with, or through violation of, pertinent laws and regulations.
Three of the most important requirements are recipient eli- :
gibility, coverage of services, and matching requirements, o
If funds are used to provide services to ineligible recipients i
and/or to provide services not included in the grant award, Co
or if matching requirements are not met, the total amount of o
the award may have to be returned to the grantor agency. '

While these requirements may not cover all significant
compliance requirements, they do include some of the most
important ones and their verification at least would indicate
that funds were used for their intended purpose and matching
funds were provided. Other requirements that may be appli-
cable include maintenance of effort, indirect cost rate deter-
mination and allocation, and cost principles. Eligibility
and matching requirements for all Federal grants can be found
in the "Catalog of Federal Domestic Assistance," which is
available from the Superintendent of Documents, U.S. Govern- X
ment Printing Office, Washington, D.C. The catalog is updated ;
semiannually. Test procedures for auditing costs and expenses ‘

(direct and indirect) are included in this guide starting on
page 32.




To assute trhal important uvnrecord.i liabilities de not
exist, the auditor should (1) ascertail:s the significant com- ;
pliance requirements for each mater . ai jrant, (2) determine
that the grantee has established a uysrhom to ensure that
those requirementis are complied wi:li, ard (3) test individual
transactions to determine whether -he gvstem is working as
designed.
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CHAPTER 6

STUDY OF INTERNAL CONTROL

GENERAL CONSIDERATIONS

The GAO standards for governmental auditing provide:

"An evaluation is to be made of the system of inter-
nal control to assess the extent it can be relied
upon to ensure accurate information, to ensure com-
pliance with law and requlations, and to provide for
efficient and effective operations.”

This standard makes the auditor responsible for deter-
mining how much reliance can be placed on the audited entity's
internal controls to ensure accurate information, ensure com-
pliance with applicable laws and regulations, promote effi-
ciency and economy, and produce effective results. This
review will help him determine the extent of detailed exami-
nation work that must be performed to achieve the objectives
of the audit.

The study of internal control normally has two phases.
The AICPA Statement on Auditing Standards No. 1, describes
these phases as:

1. Review of the system, which "is primarily the process
of obtaining information about the organization and
the procedures prescribed and is intended to serve
as the basis for tests of compliance and for evalua-
tion of the system."

2. Tests of compliance, which are made "to provide rea-
sonable assurance that the accounting control proce-
dures are being applied as prescribed.”

Effect of the method of
data processing on the study

In studying internal control, the auditor must consider
the method used for processing financial data. Using a com-
puter for processing and recording financial data is wide-
spread and continues to grow. Computer capabilities and
applications can be generally categorized as:

1. Simple calculating and compiling operations which
produce a hard-copy audit trail.

11
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2. Those svy: ems and applicat. . s where the hard ¢,
does not ndicate the int:: ! processing that traa-
spired wi hin the machine.

In the later i1tuation, the aw . or must consider u:sing
tests and review ; ocedures which ¢¢ eyond traditional acdit
techniques. Acco: ingly, it is expc¢. ted that auditors under-
taking engagement: in a sophistical«. data processing envi-
ronment will revi:w the system of < - 1 processing and applv
appropriate test uiocedures. Howeve: the auditors must ke
adequately trained for such work,

The AICPA Sta:ement on Auditind standards No. 3 describes
the impact of elec ronic data procec:ing (EDP) on the audi-
tor's study of intirrnal control and ;rovides general guidance
for the study of internal control in an EDP environment.

Testing methods

In a multipurmose audit of an oiganization, one of the
auditor's objectives is to limit det:iled testing of the
various programs and activities by reviewing tests of the or-
ganization's systems as a whole. It is recommended that the
auditor, to draw objective conclusions on the functioning
of the system as a whole, use statistical sampling procedures,
where possible, in testing compliance with accounting con-
trol procedures. Sections 320A (.0l to .24) and 320B (.01
to .24) of the AICPA Statement on Auditing Standards No.l
provide guidance for these procedures.

The foregoing does not preclude the use of judgmental
sampling methods on multipurpose engagements but rather recog-
nizes the potential value of statistical measurement on this
type of audit.

REVIEW OF THE SYSTEM

During this phase of the study, it is necessary to deter-
mine first what controls are present and then make a prelimi-
nary evaluation as to the appropriateness of the controls.
After completing the preliminary evaluation, the auditor is
able to determine how much reliance will be placed on internal
controls, subject to tests of transactions, to verify the
effectiveness of controls.

It is recommended that the review of internal contrels
be documented by:

l. Either a written narrative or a flow chart describing

the workings of the various accounting-system appli-
cations and such other information--types of reports

12
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and reconciliations prepared and the frequency of
preparation and authorization limits for various
types of transactions—--which the auditor may need
to accumulate to test the various accounting-system
applications.

2. The auditor's preliminary evaluation of internal
controls. This should include reference to the sys-
tem's strengths and weaknesses and the auditor’s
preliminary judgment on the system's potential effec-
tiveness or ineffectiveness. The evaluation should
also indicate those aspects of internal control on
which the auditor intends to rely, subject to tests
of compliance with the system, for limiting tests
of account balances.

Regardless of the format used, the documentation of the
review should at least indicate (1) the major operating pro-
cedures being followed, (2) key accounting documents processed
by the system, (3) the flow of information from the initiation
of the transaction through the posting of accounting records,
(4) the separation of duties within the system's application,
(5) the authorization limits for various transactions, such
as limited purchase-order approval, and {6) the adequacy of
the system for ensuring adherence to Federal cost principles.

A general purpose guestionnaire to assist in the review
of internal controls is provided as appendix I. The guestion-
naire is intended to serve as a reminder list to insure cover=-
age of various aspects of internal controls. It does not
cover gqualitative aspects of controls. The auditor is ex-
pected to judge the adequacy of controls on the basis of his
evaluations of the circumstances.

TESTS OF RECORDED TRANSACTIONS

FOR COMPLIANCE WITH THE SYSTEM

OF INTERNAL CONTROLS

The AICPA Statement on Auditing Standards No. 1 describes
the rationale for tests of compliance with the system of in-
ternal control, as follows:

"The purpose of tests of compliance is to provide
reasonable assurance that the accounting control
procedures are being applied as prescribed. Such
tests are necessary if the prescribed procedures
are to be relied upon in determining the nature,
timing, or extent of substantive tests of partic-
ular classes of transactions or balances, but

are not necessary if the procedures are not to be
relied upon for that purpose."

13



This section conte. s general guide . ires covering the
testing of accounting a)prlicaticns at gr:nhtee organizations.
It should be noted that not all system =2.plications will be
present on each audit ¢ Jjagement. In ad’i.ion, tests of sys-
tem compliance may not - appropriate wh¢re the system is not
intended to be relied ¢ . as a basis for ' iawiting other audit

procedures.

Documentation of reccrd.:d
transaction tests

The audit workpap<rs should clearly show the work done
in reviewing and evaluating the organization's system of in-
ternal control. The AIUPA Statement on hAuditing Standards
No. 1 states that:

"Although the quantity, type, and content of working
papers will vary with the circumstances, they gen-
erally would include or show * * * that the [organi-
zation's] system of internal control had been re-
viewed and evaluated in determining the extent of
tests to which auditing procedures were restrict-

O

ed* * ‘k.ﬂ
The statement indicates that the factors which affect .“ ‘

the auditor's judgment of the quantity, type, and content of
workpapers include:

"{a) the nature of the auditor's report, (b) the
nature of the financial statements, schedules, or
other information upon which the auditor is report-
ing, (c) the nature and condition of the (organi-
zation's) records and internal controls, and (d)

the needs in the particular circumstances for super-
vision and review of the work performed by any
assistants.”

The Federal Government's stated audit policy is to
achieve the efficient use of audit resources through better
coordinated audit efforts. The full implementation of this
policy requires that the audit work have at least common
reference points which can be looked at by all potential users
when one audit is made to meet the varying needs of different
groups. For audit workpapers, that reference point should be
guidelines that have been agreed to for documenting audit
tests.

. Apply the following guidelines or documentation tests of
transactions to audits of organizations administering feder-
ally assisted progranms.

14
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Transactions test objectives are related to the auditor's
plans for relying on internal controls for limiting account
balance tests. The objectives will vary from audit to audit,
depending on the circumstances.

l-

Describe transaction test objectives in terms of what
the test is designed to establish as to the func-
tioning of specific controls. Also describe types
of possible errors that may be found in the test.
For example, in describing objectives of an accounts
payable test, the auditor would state the control
features to be tested (e.g., invoice matching and
independent check of extensions) and the types of
possible errors (e.g., quantity on invoice does not
agree with quantity on receiving report and exten-
sions on invoice are incorrect).

Describe the universe for tests using judgmental

or statistical sampling, including {a) the types

of items in the universe, (b) the period over which
the items were accumulated, (c) the size of the uni-
verse, (d) the activities or funds covered by the
system, and (e) the similiarity of items constituting
the universe. For example, in a test of cash dis-
bursements, the auditor could include a description
having (a) checks drawn on the organization's bank
account from July 1, 1973, through June 30, 1974,
(b) the checks used during the period were 1,456
through 2,851, or 1,395 checks, (c¢) the cash dis-
bursement system processed checks covering the or-
ganization's general fund and two Federal programs
(describe the programs), and (d) the universe in-
cludes all checks drawn by the organization.

When employing statistical sampling, the workpapers
should include a sampling plan containing the sample
size, precision, confidence levels, and estimated
error rates.

Describe the method of selecting the sample.

Record the test steps applied to sample transactions.
A detailed audit program or annotations on audit test
papers would serve this purpose.

Record the results of tests, including lists of er-
rors and exceptions; followup actions; and, in the
case of statistical tests, the results, including
precision.

15
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7. The fina: piece of documen  tion is the audito’’
conclusiuns on the effect " test results on otnur
auditing procedures {subst: tive tests) to be . sed
in the holance of the aud:

The documentation guidelines ¢ :vide a reference point
for Federal auditnrs and non-Federe auditors. These g.lde-
lines do not deal with the form of .:rkpapers but rather pro-
vide a broad methodology which shou.! result in workpapuvrs

with common general characteristice.

ILLUSTRATIVE PROGRAMS FOR TESTS
OF RECORDED TRANSACTIONS

Transaction test objectives arc related to the auditor's
plans for relying on aspects of internal controls to limit
tests of account balances. If the auditor wishes to reliy on
various functions and aspects of irnternal controls, he should
establish objectives to cover those functions and aspectis.

The test procedures for the transaction tests vary, de-
pending on the circumstances. For example, if the auditor
plans little or no reliance on internal controls within a
particular accounting application, then he will have to ex-
pand his testing of the transaction but perform little or no
audit procedures during his study of the internal control sys-
tem. There are other factors affecting the selection of
audit procedures, documents, and records. The auditor must
use his own judgment in determining test objectives and appro-
priate audit procedures.

Listed below are illustrative audit procedures and test
objectives for tests of compliance with accounting system
applications.

Cash receipts

Audit objectives

Test objectives of cash receipts are to establish that:

1. Cash which should have been received is, in fact,
received.

2. Cash received is deposited promptly and intact.
3. Cash drawn by check or letter of credit,-funded by

. the Federal Gewveramenty is not in excess of immedi~
ate requirements.

16
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5.

Cash receipts are accurately recorded in the
accounting records. .

The accounting records for cash receipts agree with
bank records of receipts.

Illustrative test procedures

l-

Review the cash receipts records and the general
ledger cash accounts for unusual items, such as

large amounts or entries from other than cash
journals.

Test footings and crossfootings of the cash re-
ceipts records.

Compare remittance advices with the postings to cash
receipts and receivable records.

Test for agreement of entries on bank statements with

the daily cash receipts amounts contained in cash
receipts records.

Test the posting of cash receipts' records to the

general ledger cash account and receivable detail
records.

A

If cash receipts for federally -assisted programs
are commingled with ether cash, then test for the

posting of credits to applicable fund control ac-
counts.

Test the postings of undeposited cash receipts to
receivable records.

Test the recording of miscellaneous receipts, such
as the proceeds from sales of property and eguipment.

Compute the average daily cashbook balance for funds
drawn under Federal letters of credit or advance
payments. for several random months during the au-
dited periocd. ) o .

e

Cash disbursements

that:

Audit objectives

Test objectives for cash disbursements are to establish

17
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Disbursem: nts are authoriz . This objective is
achieved + ither as part of " < cash disbursement test
or as par’ of the account: vable test, depending
on whethe transactions ar ontrolled by a voucher
register. If a voucher r¢ {iter is used to control
accounts ;ayables, then ti bjectlves are achieved
as part o the accounts pe.:ole list. If not, the
objective are achieved ar ;art of cash disburse-
ments.

The amoun of the disburss =1t is proper.
Disbursem:nts are properly t:corded, i.e., correct

payee, amb>unt, date, and a:count distribution, in
the accounting records.

Disbursemants are adequately supported by documen-
tation and made for the purpnses intended.

Illustrative test procedures

General tests

Examine the cash disbursements journal for unusual
items, such as large amounts and checks drawn to
cash. Investigate items noted.

Test the footings and crossfootings of the cash dis-
bursements journal.

Account for the numerical sequence of checks for a
test period,

Test postings of cash disbursements from the cash
disbursements journal to the general ledger, and if
applicable, to the voucher register and subsidiary
ledgers,

Test petty cash reimbursement vouchers for support
and approval.

Test of sample disbursement transactions

each item selected:

Test paid checks to the cash disbursements journal
and to supporting documents and determine that
payees, amounts, and dates agree.

Determine that documents in support of disbursements
were canceled to prevent their reuse.

18
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Test signatures on paid checks against a list of
authorized signers.

Compare endorsements with indicated payees. Inves-
tigate any double endorsements.

Purchasing, receiving, and accounts payable

Audit objectives

The objectives of purchasing, receiving, and accounts
payable tests are to establish that:

1.

2.

Purchases of goods and services were properly auth-
orized,

Purchases were made in accordance with established
policies and procedures.

Purchase transactions were properly recorded in the
accounting records on the dates transactions were
completed.

Charges to federally assisted programs arising from
purchase transactions conform to (a) cost principles
prescribed under pertinent Federal circulars, (b)
the terms of the grant or loan documents, and (c)
the established policies of the organization. 1/
(See app. IV for a list of circulars.)

Illustrative test procedures

Preface

The sample program presented below assumes that pur-
chase transactions are recorded in a voucher regis-
ter. If the organization is on a cash basis or con-
trols payables through a payable or accrual listing
prepared at period end only, the review of charges
for goods and services can be done as part of the
cash disbursements test.

To achieve objectives 2 and 4 above, relating to
transactions incurred under federally assisted pro-
grams, the audit program must be sufficiently de-
tailed to cover specific program criteria. The
audit program should be referenced to applicable

1/When there is a conflict, categories (a) and (b) take pre-
cedence over category (c).
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Federal circulars which establish principles for
determining allowable costs of the organization.

In addition, the program should be modified to in-
clude applicable provisions of the grant or loan

and agency regulations dealing with allowable costs.

Program steps

For

General tests

Review the general ledger accounts for accounts pay-
able and accrued expense and the voucher register
for unusual items or entries, such as large amounts.
Investigate items noted.

Review files of unmatched invoices, receiving re-
ports, purchase orders, and shipping documents, to
determine whether such items are current.

Test the numerical sequence of purchase orders.

Test footings and crossfootings of the voucher
register and trace postings to the general ledger
and subsidiary ledgers,

Review indirect cost categories in the cost allo-
cation plan against the cost categories for indirect
cost on the trial balance.

Test of sample purchase transactions

each purchase transaction sample item selected:

Test each purchase order against requisitions:

a. Inspect competitive bids to see if the amount
of purchase meets the minimum requirements for
this procedure.

b. When possible, verify prices using vendor cata-
logs or price lists.

Test each vendor invoice as follows:

a. Compare amounts and terms of invoice to purchase
ocrder.

b. Compare items and quantities listed on the in-

voice to receiving report or evidence of receipt
of services.

20
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c. Trawe items listed i 2 voucher register, such
as . nount, transact: o date, distribution =i
chal Jes, program ¢ code, to the invo.:e.
d. Tes invoice footine d extensions.
For eac! sample item rey o enting a charge to a fed-

erally (ssisted program:

a. Det:¢rmine whether ex, e diture is contempluted
in ¢pproved budget.

b. Determine whether pri.o: approval of the granting
agercy was obtained for those purchases subject
to that requirement. Refer to grant agreeoment
ancd applicable Federal circular.)

—~

(9]
.

Detsrmine whether classification of direcit cr
indirect charges is in accord with cost allocca-
ticor plan or grant agreement.

d. Test the types of expenditures selected fcr sam-
ple against standards for selected items of cost
set forth in applicable Federal circulars, agency
regulations, or grant terms. List as exceptions
thcose items not meeting the prescribed standards.

Audit objectives

The objectives of the payroll tests are to establish

10

Employees shown on the payroll records are authorized
and hired in accordance with the organization's ad-
ministrative reqguirements.

Payrolls are accurately calculated on the basis of
authorized rates of pay.

Payroll deductions are made in accordance with

existing legal requirements and contractual agree-
ments.

Payroll transactions are accurately recorded in the
accounting records.

Employees charged to federally assisted programs
are authorized by the approved budget.

21



. . . .
LTy ' S e e e

e o i frs

o I . ) . ‘ i . ) 1
- o N B PR T T, N s

6. Fringe bensi.t arrangements . fecting Federal grant ‘
programs o : consistently ap1. ied to all the organi-
zation's v rations, includ. ' non-Federal activi-
ties.
Illustrative teskt procedures i
General tests 7
1. Test footi:3s and crossfooti 15 of payroll registers
and trace posting to the gen::al ledger and subsi-
diary ledgers.
2. Compare payroll charges in t.: general ledger to

budget categories and investjate discrepancies.

3. Witness thc distribution of ;:yroll checks on a sur-
prise basi:.

4. Review charges to the various categories of fringe
benefits ard determine whether the benefits:

a. Are authorized in the organization's personnel
policies.

A
b. Are generally considered under the category of g 3 \
fringe benefits and not profit-sharing arrange- - i
ments. g

Test of sample payroll transactions

For each payroll sample item selected for test:

1. Trace hours paid to appropriate time records--clock
cards and timesheets.

2. Review individual hiring record or employment con-
tract and determine whether rate of pay is authorized.

3. 1Inspect authorization or approval for overtime pay- :
ments.

4. Test deductions from pay for authorization. ’

5. Test payroll distribution to supporting evidence,

such as department rosters and approved time alloca-
tion sheets.

« 6. Test computation of gross and net payment.

22
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éﬁ@ 7. Compare endorsement on payroll check with s.ynature
on W~-4 form.

The following are additional steps for payments narged
to federally assisted programs.

1. Compare the position description for which p-yment
was made to the approved grant budget.

2. Test payment rate:
a. For compliance with Federal minimum wage.

b. To determine whether rate of pay is consiatent
for similar work in other activities of the
organization.

¢. For compliance with the terms of the grant if
the position is specifically covered in the
agreement.

3. 1If the organization has developed a fringe benefit
rate, review for reascnableness and equitable appli-
cation to all payroll costs. Also determine that no
elements making up the fringe benefit pool have been
included in direct labor charges.

Billings and receivables

Audit objectives

Test objectives of billings and receivables are to estab-
lish that:

1. Billings represent valid claims for goods shipped or
services received and are based on established pricing
policies.

2. Billings and related receivables are recorded on the
date when the transaction is completed.

3. Noncash credits to receivable accounts are appro-
priately authorized and supported and are made in
accordance with the organization's established poli-
cies.

4. Billings and receivables are accurately recorded
in the accounting records.

23
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Illustrative test procedures

General tests

Test footings and crossfootings of billing regis-
ters and test postings to the general ledger and
subsidiary ledgers.

Test the cutoff in processing and recording billings
and noncash credits to receivables.

Test the numerical sequence of a series of completed
invoices and shipping documents {(bills of lading).

Test footings and extensions of aged trial balance
of receivables. Trace totals to general ledger
balances and test aging against subsidiary ledgers.

Test the records of goods ordered and services re-
guested to shipping and service records,

Test shipping document files and the records of serv-
ices peformed to determine whether billings were
prepared.

Test noncash credits to receivables by reviewing
support and authorizations.

Detailed tests

Select a sample of billings and:

1.

2'

Test pricing to price lists, contracts, or other

authorizations.

Test the shipment gquantities or descriptions of
services to shipping or service records. Note lags
between dates of shipment or rendering of services
and the billing dates.

Test the footings and extensions on the billing.

Test the recording of billings to the billing regis-

ter and subsidiary ledgers. Test for posting of

names, dates, amounts, and account distributions.

Property and equipment

Internal control tests over property and equipment can
be made in conjunction with property and equipment account
balance tests.

24
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Audit objectives

The objectives of control tests over property and equip-
are to establish that:

1‘

Recorded property and equipment exists and is being
used in the operation or programs for which they
vere acquired or to which they are charged.

Property and equipment acguisitions and disposals
have been properly authorized, approved, and
recorded.

Charges to grant programs for depreciation or use
allowances were properly computed in accordance with
applicable Federal cost principles and the terms of
the grant agreements,

Sample test procedures

1.

Obtain a summary of charges to grant program accounts
representing asset acquisition, depreciation, or use
allowances,

a. Test mathematical accuracy of the schedule.
b. Trace totals to general ledger accounts.

c. Trace opening figures to prior audit papers,
if available.

Test selected items to determine whether the expendi-
tures or charges for depreciation or use were con-
templated by the approved budget.

For acquisitions of property and equipment:

a. Review purchase orders for required approvals.

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

Test the calculation of depreciation or use allow-
ances.

a. Verify mathematical accuracy of the depreciation
calculation.

b. Determine whether the depreciation or use charge
was based on acquisition costs or a reasonable
estimate of same.

25
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c. Determine whether the method of computing
depreciation has been consistently applied to
similar assets for all Federal programs the
organization administered.

d. Compare use allowance rates claimed with the
limitations for such allowances contained in
Federal requlations.,

5. On a selected basis verify the physical presence of
assets charged to programs or activities. Determine
whether the programs or activities charged with the
assets or depreciations are benefiting from the as-
sets. (Are the assets being used for programs other
than the one charged?)

Evaluation of test results

As previously stated, the auditor's study and evaluation
of internal control is to determine the extent to which other
audit procedures can be restricted.

tions, the auditor should evaluate the test results and draw
final conclusions on internal controls. The evaluation should
lead the auditor to confirm or reject the preliminary evalua-
tion of internal controls. The conclusions should be shown

in the selection of audit procedures for the account balance
tests that will follow.

After completing the tests of accounting system applica- qga

The final evaluation of internal controls should be ref-
erenced to (1) preliminary evaluation of controls, (2) test
of transaction workpapers, and (3) the audit program proce-
dures to be followed in testing account balances.

Concerning item 3 above, the auditor is expected to in-
dicate the basis for selecting procedures by way of a note
to the audit program or in a memorandum accompanying the
sections of workpapers dealing with account balance tests.
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CHAPTER 7

TESTS OF ACCOUNT BALANCES AND OTHER AUDIT PROCEDURES

ot R s o

INTRODUCTION

The balance of the procedures used in determining the
fairness of the financial statements and/or the allowability
of costs depends on the materiality of transactions and bal-
ances, the auditor's evaluation of internal controls, and
the nature and scope of the audit report issued.

The material which follows deals with approaches to
testing account balances. For each account or type of ac-
count, there is a listing of illustrative audit procedures
and a discussion of the potential impact of internal control
conditions in selecting procedures.

GENERAL PROCEDURES

The auditor should:

1. Obtain a working trial balance of the general ledger
balances and verify them with the general ledger
accounts.

. 2. Trace balances from the working trial balance to

‘ grant report.

3. Obtain approved budgets covering the operation, in-
cluding those applicable to federally assisted pro-
grams administered by the organizaticn. Determine
whether the expenditures proposed in the budget are
authorized by line item for the various programs and
activities.

4. Compare the expenditure accounts from the general
ledger trial balance with the approved budget and
determine if budget authorizations were exceeded.

BALANCE SHEET ACCOUNTS

~ The balance sheet accounts, for which illustrative audit
procedures have been provided, are not all inclusive of the
types of accounts which may be encountered in an audit of a
particular grantee organization. The section of AICPA's "In~-
dustry Audit Guide--Audits of State and Local Governmental
Units"™ dealing with audit procedures for certain asset, lia-
bility, and fund balance accounts describes other accounts
which may be present at non-Federal governmental organiza-
tions. This material, which describes the general workings
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. . . i
of certain accounts an types of procec.. .rs that the auditor ;
should consider, shoul " be reviewed in :.:nection with exami~- ‘
ation of governmental nits. é

Cash balances

The objective of :the examination of ¢ ash balances is to _ o
determine whether such balances are ownerd and are either on i
hand or on deposit in = banking instituticn.

Illustrative test procedures

1. Obtain a schedule of cash balances.

2. Count cash funds on hand and confirm bank balances. ; y
The confirmation should request information from ; |
the bank related to loans, letters of credit, con-
tingencies, guarantees, and collection items.

3. Review bank reconciliations at period end and ob- ;
tain and review cutoff bank statement after the audit {
period. )

i ‘ ;

4, Review cutoffs of cash disbursements and cash . ; . §

receipts.
5. Count petty cash.

Discussion

When drafting the audit program for use in examining
cash, the auditor should consider the evaluation of internal

controls over the processing of cash receipts and disburse-
ments.

If the internal controls over cash are evaluated as weak,
the procedures used should reflect little or no reliance on
the organization's poor practices. For example, the auditor
may prepare the bank reconciliation rather than use review
procedures. The auditor might alsc examine bank reconcilia~-
tions for periods before and after the financial statement
date. If controls over the posting of cash records are evalu-
ated as weak, the auditor should consider extending cutoff

tests and possibly reconciling the cash-book balances against %
the bank statements. ’

Y

If internal controls over cash are evaluated as strong,
the auditor could limit tests of cash funds to confirmation
of bank balances, review of the organization's bank recon- ..
ciliation, and performance of limited cutoff procedures.
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Receivable bua ances

The obje ~ives of examin:.i'. roceivable balance:s are to
determine the such balances a. - properly recorded and re-
flect valid ¢ aims in amounts -:vned to be collectikln.

Illustrative test procedu: ::

1. Obta:in aged listing oi rzceivable balances (retain
copy f summary for tl« wvorking papers).

2. Verify the mathematica! accuracy of the listing and
test 'ndividual items {0 the customer's ledgers,

and tirace the listing total to the general ledger
accour t,

3. Confirm receivable balances.

4. 1If applicable, examine 10tes evidencing indebted-~
ness and inspect collateral.,

5. Verify the amount of anv interest accrual.

6. Determine the adequacy «f reserves for uncollectible
receivables. Consider such items as age of receiv-

ables, credit reports, eznd collection actions taken
to date.

7. Review noncash credits to receivables, such as allow-
ances and bad debt writecffs. Determine if such re-
ductions of receivables were properly authorized
and adeguately supported.

8. Perform cutoff procedures on billings and noncash
credits to receivables.

Discussion

When drafting the audit program for use in examining
receivables, the auditor should consider the evaluation of
internal controls over the processing of billings and cash
receipts and the maintenance and administration of receiv-
able records. 1In addition to the general illustrative pro-
cedures described below, auditors of non-Federal governmental
organizations should consider using the procedures listed
on pages 58 to 60 of AICPA's "Industry Audit Guide--Audits
of State and Local Governmental Units." The material dis-
cusses procedures for auditing various types of receivables
found in governmental organizations.
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Some of the llustrative pro.:d res listed above, such
as confirmation » receivable bala:i 3, may be performed «t
a point before t:n - close of the fi: s cial period under audit.
If this is the ¢1.e, the auditor un. %t consider how to update
this work at the  lose of the peri . The auditor should also
consider the mate iality of transe:t.ons during the inter-
vening period as well as his evalu:tion of internal contiols.

The auditor may choose to restrict the account balance
work on noncash c-edits to receivatics if these transactions
were adequately tested in the internal control study phase.
The account balanve work in that cazse may be limited to cut-
off procedures and review of compara:ive or budgeted balances.

In selecting the confirmation procedures the auditor
needs to evaluate a number of factcrs, including:

The type and materiality ¢f account balances.

2. The prospects of debtors' response.

3. Available alternatives for nonresponses.

Investments

The objectives of examining investments are to determine:

1. The existence and ownership of recorded investments.
2. That the carrying value of investments is not perma-
nently impaired by a reduction in market value.

3.

That income from the investment is properly accrued
and recorded.

Illustrative test procedures

1. Obtain a schedule showing (a) investment activity

during the audit period--opening balances, purchases,
sales, and ending balances--and (b) investment in-

come, including accruals, for accrual basis state-
ments.

Verify the mathematical accuracy of the schedule

and trace the investment and income balances to the
general ledger.

Confirm or count and inspect investment securities.

Test advices or invoices supporting the purchase and
sale of investments.
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%. Review he organization’' :harter or bylaws to
determi @ that the type: ¢ investments made are in
accordz e with those provisions.

6. Determi:e that investmer' ,urchases and sales are
properl s authorized and approved.

7. Obtain 1arket value infc:iration on investments held
at the »nd of the pericd. Consider need for writing

down in-estments which eppear to have sustained a N

permanet reduction frorm carrying value.

B. Test insestment income through calculation or by
reviewiig published infcrration for dividends.

Discussion

The materia.ity of transacticrs and balances together
with internal controls related to receipts and disbursements
will determine the extent of investment and income tests.

Before examining investments, the auditor should become .
familiar with legal restrictions ard requlations affecting g
the organization's investments. Certain types of investments
may be prohibited by statute, charter, or bylaws. 1In addi-
tion, there may be restrictions on retaining investment in-
come, as is the case when advances of Federal categorical
grant funds are invested by a unit of local government.

Accounts payable and accrued expenses

The objectives of the examination of accounts payable
and accrued expenses are to determine that:

1. Recorded liabilities and accruals represent valid
obligations for the period under audit.

2. All valid obligations are recorded.

Illustrative test procedures

l. Obtain a listing of accounts payable and accrued
liabilities and test the mathematical accuracy of
the listings.

2. Trace the totals of the listings to the general
ledger accounts,

3. Test vendor invoices and examine calculations and
other support for payable and accrual items,.
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4. Test payrents of payables .3 accruals after the
audit dat 2.
5. Consider zonfirming payab. : and accrual items.

6. Compare accrual items to prior period balances and
investigate major differeries,

7. Review the accrual for pay:cil and fringe benefits,

8. Perform & test for unrecorded liabilities by review-
ing

a. the cash disbursement ;curnal and voucher regis-
ter transactions after the audit date and

b. unentered invoices, unmatched purchase orders,
and receiving reports,

Discussion

The internal controls over cash disbursements, payroll,
purchasing, accounts payable, and receiving, together with
the materiality of transactions and balances should be con-
sidered in drafting the liability and accrual program. The
auditor should consider confirmation of creditors when in-
ternal controls are evaluated as weak or when the accounts
payable consists of few balances of relatively large amounts.

Applicable internal control procedures should result in
reducing the amount of work needed to establish the reason-
ableness of the accounts payable and accrual balances. How-
ever, regardless of the strength of internal controls, some
work should be done to establish that a proper cutoff was
made in recording payables and accruals.

COSTS AND EXPENSES

The types of costs and expenses found in grantee organi-
zation audits vary, depending on the types of programs the
organization administers. Criteria for allowability of costs
are contained in OMB circulars and in the applicable program
regqulations, which were reviewed during the internal control
study phase of the audit.

The examination of cost and expense balances is related
to and affected by other work done previously, including:

l. The internal control study of cash disbursements,
accounts payable, purchasing, and receiving.
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Other factors affecting the audit program for examining
costs and expenses are the materiality of transactions and
balances and the degree of restriction contemplated by the
various grant programs. For example, grant programs with
relatively broad categories of allowable costs and little or
no restrictions as to transfers between budget categories
require less detailed examinations than do grant programs
with more restrictive provisions,

The review of contract terms and budget versus actual
comparisons.

The review of certain asset and liability account
balances.

The test should cover costs charged directly to the

program,

together with those costs which are, in part, allo-

cated to the program, such as indirect costs.

The degree of additional examination of individual cost

and expense transactions will vary according to the impact

of the items discussed above. If, for instance, internal .

controls were evaluated as weak in the approval of transac-

tions and appropriateness of costs and expenses incurred,

the auditor might extend tests to cover a large part of
these costs. If, however, internal controls were evaluted
as strong, the auditor might limit the remaining work to (1)
examining only a small number of material transactions, (2)
if applicable, reviewing limitations on the maximum amount
of indirect costs chargeable to a program, and (3) a line
item comparing budget to actual expenditures with followup
on overruns, if applicable, and major underruns.

PROGRAM FUNDING

Review grant terms and program regulations to determine
the basis for calculating the Federal share.

l.

The test of Federal and non-Federal contributions

to the proegram should be made after completing audit
tests and preparing audit adjustments for program
expenditures. Adjustments may be required for such
items as cutoff errors {(expenditures of funds prior
to receipt of grant award) and those costs which the
auditee agrees are clearly unallowable. The auditor
should prepare a dual calculation of Federal con-
tributions in those instances where the auditee does
not agree with the auditor's proposed adjustments.
The calculations should be based on (a) the auditee's
program costs and questioned costs and (b) program
costs with questioned costs removed.
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2. Some grant programs provide >k Federal funding i+

different rates for differ¢. ! costs categories. The _
auditoer shohuld be alert to ::ch reguirements and )
should tert the matching s! 12 on the prescribed "
basis.

3. The requir=ments of the soiL:.e and type of matching ;

funds to he provided as the [ on-Federal share varies
among the programs. As par- of the test to determine
the organization's compliarw¢ with matching-share
requirements, the auditor :sihculd determine the rules
applicable to the programs .rder audit. If the grant
program provides that funds <btained from other
Federal programs not be used for matching on the pro-
gram under audit, then the suditor must determine

the source of the organizaticn's funds. In-kind
contributions should be tested against the criteria
contained in applicable Federal circulars and
granting-agency regulations.

INDIRECT COSTS

Where the organization has an approved indirect cost '
allocation plan, the auditor should examine the costs charged ‘iﬁ
to the indirect expense pool and determine that:
1. The indirect costs accumulated in the expense pool
are in conformity with the approved plan.

2. The indirect costs accumulated in this expense pool
are not also charged directly to some projects.

3. The indirect cost rate applied by the grantee or-
ganization agrees with the rate negotiated under
the approved plan.

If the grantee does not have an approved indirect cost
allocation plan, the auditor should examine the supporting
documentation for indirect costs charged to grants and deter-
mine whether:

1. The indirect costs can be reconciled to financial
statements or books of account.

2. The methods of allocating expenses are in accord
with generally accepted accounting practices.

. 3. Costs incurred for the same purpose are not treated
as indirect costs and also charged to projects.
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4.

Do the procedures, chart of accounts, etc., piovide

for identifying receipts and expenditures of pro- .

gram funds separately for each grant?

Does the accounting system provide for accumulating
and recording expenditures by grant and cost cate-
gory shown in the approved budget?

Does the organization maintain a policy manual
covering

a. approval authority for financial transactions
and

b. quidelines for controlling expenditures, such
as purchasing requirements and travel authoriza-
tions?

Are there procedures governing the maintenance of
accounting records?

a. Are subsidiary records for accounts payable,
accounts receivable, etc., balanced with con-
trol accounts on a regular basis? (List the
types of records and the timing of reconcilia-
tion procedures.)

b. Are journal entries approved and explained or
supported?

c. Do accrual accounts provide adequate control
over income and expense?

d. Are accounting records and valuables secured
in limited-access areas?

Are duties separated so that no one individual has
complete authority over an entire financial trans-
action? (Document the segregation of duties or lack
thereof affecting accounting system applications.)

Does the organization use an operating budget to
control funds by activity?

Are there controls to prevent expenditure of funds
in excess of approved, budgeted amounts? For exam-
ple, are purchase requisitions reviewed against re-
maining amount in budget category?
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11. Has any aspect of the organization's-activities been
audited within the past 2 years by another govern-
mental agency or independent public accountant? 1/

12. Has the organization obtained fidelity bond coverage
for responsible officials? (Indicate the officials
covered and the amounts of coverage.)

13. Has the organization obtained fidelity bond coverge
in the amounts required by statutes or organization
policy?

1l4. Are grant financial reports prepared for required
accounting periods within the time imposed by the
agencies? (Indicate the types of reports and the
due dates.)

15. Does the organization have an indirect cost alloca-
tion plan or a neqgotiated indirect cost rate?

CASH RECEIPTS

The following conditions are indicative of satisfactory
control over cash receipts. '.

&

1. The individual responsible for the cash receipts
function does not sign checks or reconcile the
bank accounts and is not responsible for noncash,
accounting records, such as accounts receivable,
the general ledger, or the general journal.

2. Receipts are deposited promptly and intact.
3. Current receipts are controlled by registers.

4., The organization has established procedures to :
minimize the time elapsing between the transfer %
of funds from the Federal Government and their
disbursement.

The material which follows is designed to assist the
auditor in reviewing and documenting the cash receipts
function.

1/Pert1nent prior audit reports, together with the organl-
zation's replies to audit comments, should be reviewed in '. ew
connection with the current examination. The current work-
papers should indicate key findings from this review.

-
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PROGRAM

Incoming mail:

a. Are remittances listed on a control sheet for
compariscn with the bank deposit ticket?

b. Are the check remittances restrictively endorsed
by the person opening the mail?

Are all receipts required to be recorded promptly
and deposited intact daily or at appropriate regular
intervals? (Describe the practice followed.)

Does the cashier prepare duplicate deposit tickets
so that one copy can be signed by the bank and re-
turned for checking against the cash receipts record
by another person?

Is the person receiving cash without authority to
sign checks and reconcile bank accounts and without

access to accounting records other than cash receipts?

Are currency receipts controlled by cash registers,
vending machines, or controlled prenumbered receipt
forms?

RECEIPTS FROM THE FEDERAL GOVERNMENT

1.

Does the organization have grant agreements preoviding
for funding under requests for advance payments or
letters of credit? (Describe the method of funding.)

Does the organization have procedures, including
cash requirement projections, minimizing the time
between the transfer of funds from the Federal
Government and their disbursements?

Are Federal funds deposited in a separate bank ac-
count or accounted for through grant-lcan fund
control accounts?

Does the organization's calculation of Federal funds
required consider updated estimates of allowable
program costs?

BILLING AND RECEIVABLES

The following conditions are indicative of satisfactory
control over billing and receivables.

1.

There are controls to insure that all goods shipped
and services performed are billed and recorded.
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Billino (s by serially nuriered invoices.

All documents supporting [ :1lings, such as shipping
orders and service ticket  , are also serially num-
bered.

Price lists or contractua terms covering goods and
services are used for computing billing amounts.
Exceptions to price list ¢mounts are approved by an
organization official.

Detailed receivable records are periodically balanced
with the general ledger control accounts.

Noncash credits to receivables are approved by an
organization official.

An aged trial balance of receivables is periodically
prepared and followup action is taken on overdue
balances.

Duties are adequately separated so that the individ-

ual responsible for maintaining the receivable .
records does not have access to cash, approve credit

to customers, authorize noncash credits to receiv-
ables, or authorize shipments of goods or performance

of services.

material which follows is designed to assist the

auditor in reviewing and documenting the billing and receiv-
able functions.

1.

Is the billing department notified of charges to be
billed (a) for merchandise shipments, by receiving
a copy of the shipping documents directly from the
shipping department or (b) for services performed,
by receiving a copy of the record of services per-
formed directly from the individual or group per-
forming the services? (Describe the practice
followed.)

Are shipping documents and services records pre-
numbered and correlated with billing invoices?

Are billing invoices prenumbered and accounted for?

173 : . . 2
Are billing prices based on standard price lists or (-
contractual agreements? (Describe procedure.)
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5. If billing amounts are nov based on standard 1 ice
lists or contracts, are a »unts approved by ar of-

ficial outside the billin department?

6. Are prices and extensions -n billings indepercontly
verified?

7. 1Is a copy of the billing .nvoice sent directly to
the accounts receivable d::partments?

8. Are there procedures to control the issuance of free ;
merchandise and services? (Describe controls.) o

9. Are there procedures to cuontrol the receipt of funds P
for miscellaneous transactions, such as (a) the sale Lo
or rental of property and equipment and (b) income ' %
from investments? (Describe procedures.) o

RECEIVABLES

1. Are receivables detail ledgers periodically balanced
with general ledger control accounts? (Describe
practice.)

) : |
‘ 2. Are statements of account periodically prepared and 9
mailed to debtors? :

3. Are aged trial balances of receivables periodically
prepared and reviewed by the credit department or
some designated employee not responsible for bill-
ings, cash, or receivables? (Describe procedures.)

4. Are notes receivable approved by an official before
they are accepted by the organization?

S. Are notes and collateral periodically inspected by
someone other than the custodian?

6. Is there control over followup action on delinquent g
accounts? (Describe the control procedures.) o

7. Are noncash reductions of receivables approved by o
an organization official? S

8. Are there controls over advances to and receivables [
from employees? o

PURCHASING, RECEIVING, AND ACCOUNTS PAYABLE

: .
., ' The following conditions are indicative of satisfactory Co
control over purchasing, receiving, and accounts payable. L
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1. Prenumbered purchase order: are used for all items
of cost and expense.

2. There are procedures to in: re procurement at com-
petitive prices.

3. Receiving reports are used » control the receipt
of merchandise.

4. There is effective review bh, a responsible official
following prescribed proced.res for preogram coding,
pricing, and extending vend:rs' invoices.

5. Invoices are matched with pirchase orders and re-
ceiving reports.

6. Costs are reviewed for charjes to direct and in-
direct cost centers in accordance with applicable
grant agreements and applicable Federal Management
Circulars pertaining to cost principles.

7. When accrual accounting is regquired, the organiza-
tion has adequate controls, such as checklists for
statement-closing procedures, to insure that open
invoices and uninvolved amounts for goods and serv-
ices received are properly accrued or recorded in
the books or controlled through worksheet entries.

8. There is adequate segregation of duties in that dif-
ferent individuals are responsible for (a) purchase
(b) receipt of merchandise or services, and (c)
voucher approval.

The following questions are designed to assist the audi-
tor in reviewing and documenting the purchasing, receiving,
and accounts payable functions.

PURCHASING

1. 1Is the purchasing function separate from accounting
and receiving?

2. Does the organization obtain competitive bids for
items, such as rental or service agreements, over
specified amounts? (Indicate the amounts.)

3. 1Is the purchasing agent required to obtain addi-

tional approval on purchase orders above a stated
amount? (Indicate the amount.)
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4.

Are there procedures to obtain the best possible price
for items not subject to competitive-bidding require-
ments, such as approved vendor lists and supply item
catalogs? (Describe the procedures.)

Are purchase orders required for purchasing all
equipment and services?

Are purchase orders controlled and accounted for, by
prenumbering and keeping a logbook? (Describe
method.)

Do grant-loan agreements or related regulations im-
pose requirements which differ from the organiza-
tion's normal policies, such as competitive-bid
requirements? (List exceptions.)

Is the purchasing department required to maintain
control over items or dollar amounts requiring the
contracting officer's advance approval? (If ves,
describe controlling factors.)

Under the terms of OMB Circular 74-4, certain costs
and expenditures incurred by units of State and local
governments are allowable only upon specific prior
approval of the grantor Federal agency. Determine
whether the grantee organization has established
policies and procedures governing the prior approval
of expenditures in the following categories.

a. Automatic data processing costs.
b. Building space rental costs.

c. Costs related to the maintenance and operation
of the organization's facilities.

d. Costs related to the rearrangement and altera-
tion of the organization's facilities.

e. Allowances for depreciation and use of publicly
owned buildings.

f. The cost of space procured under a rental-
purchase or a lease-with-option-to-~purchase
agreement.

g. Capital expenditures.

h. Insurance and indemnification expenses.
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S NE

i. The cost of management studies.
j. Preagreement costs.
k. Professional services costs.

1. Proposal costs.

10. Under the terms of OMB Circular 74-4, certain costs
incurred by units of State and local governments are
not allowable as charges to Federal agency grants.
Determine whether the grantee organization has estab-
lished policies and procedures to preclude charging
Federal grant programs with the following types of
costs.

a. Bad debt expenses.

b. Contingencies.

¢. Contribution and donation expenditures.

d. Entertainment expenses.

e. Fines and penalties. “3

f. Interest and other financial costs.

g. Legislative expenses.

h. Charges representing the nonrecovery of costs
under grant agreements,

i. The expenses of a State Governor or chief exec-
utive of a political subdivision.

RECEIVING

1. Does the organization have a receiving function to
handle receipt of all materials and eqguipment?

2. Are supplies and equipment inspected and counted
before acceptance for use?

3. Are guantities and descriptions of supplies and
equipment checked by the receiving department against
a copy of the purchase order or some other form of
notification?

4!

Is a logbook or permanent copy of the receiving ‘}
ticket kept in the receiving department? o
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ACCOUNTS PAYABLE

1.
2-

10.

Is control established over incoming vendor invoices?

Are receiving reports matched to the vendor invoices
and purchase orders, and are all of these documents
kept in accessible files?

Are charges for services required to be supported
by evidence of performance by individuals other than
the ones who incurred the cobligations?

Are extensions on invoices and applicable freight
charges checked by accounts payable personnel?

Is the program to be charged entered on the invoice
and checked against the purchase order and approved
budget?

Is there an auditcr of disbursements who reviews
each voucher to see that proper procedures have been
followed?

Are checks adequately cross-referenced to vouchers?

Are there individuals responsible for accounts pay-
able other than those responsible for cash receipts?

Are accrual accounts kept for items which are not
invoiced or paid on a regular basis?

Are unpaid vouchers totaled and compared with the
general ledger on a monthly basis? {(If not, indi-
cate when the procedure is done.)

CASH DISBURSEMENTS

The following conditions are indicative of satisfactory
controls over cash disbursements.

l‘

Duties are adequately separated, different persons
prepare checks, sign checks, reconcile bank accounts,
and have access to cash receipts.

All disbursements are properly supported by evidence
of receipt and approval of the related goods and
services.

Blank checks are not signed.

Unissued checks are kept in a secure area.
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5. Bank accounts are reconciled monthly.
6. Bank accounts and check signers are authorized by
the board of directors or trustees.
7. Petty cash vouchers are required for each fund dis-
bur sement.
8. The petty cash fund is kept on an imprest basis,

The following material is designed to assist the auditor
in reviewing and documenting cash disbursements.

l'

2.

10.

Are checks controlled and accounted for with safe-
guards over unused, returned, and voided checks?

Is the drawing of checks to cash or bearer pro-
hibited?

Do supporting documents, such as invoices, purchase
orders, and receiving reports, accompany checks for
the check signers' review?

Are vouchers and supporting documents appropriately '

canceled (stamped or perforated) to prevent dupli-
cate payments?

If check-signing plates are used, are they adequately
controlled (i.e., maintained by a responsible offi-
cial who reviews and accounts for prepared checks}?

Are two signatures required on all checks or on
checks over stated amounts? (Document the procedure
followed.)

Are check signers responsible officials or employees
of the organization? (Obtain a list of authorized
signers for the workpapers.)

Is the person who prepares the check or initiates
the voucher other than the person who mails the
check?

Are bank accounts reconciled monthly and are dif-
ferences resclved? (If not, what are the proce-
dures?)

Concerning petty cash disbursements:

a. Is petty cash reimbursed by check and are dis- "
bursements reviewed at that time?
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b. 1Is there a maximum amount, reasonable in the
circumstances, for payments made in cash?
(Indicate the amount.)

c. Are petty cash vouchers written in ink to pre- . S
vent alteration? o

d. Are petty cash vouchers canceled upon reimburse- -
ment of the fund to prevent their reuse? v

H
i
R

PAYROLL

The following conditions are indicative of satisfactory ;
controls over payroll. ‘

4

L3

’

§ 1. Written authorizations are on file for all employees,
i covering rates of pay, withholdings, and deductions.

2. The organization has written personnel policies
covering job descriptions, hiring procedures, pro-
motions, and dismissals.

3. Distribution of payroll charges is based on docu-
mentation prepared outside the payroll department.

4. Payroll charges are reviewed against program budgets, .
and deviations are reported to management for follow-
up action.

5. Adequate timekeeping procedures, including the use
of timeclocks or attendance sheets and supervisory
review and approval, are employed for controlling
paid time.

6. Payroll checks are prepared and distributed by
individuals independent of each other.

7. Other key payroll and personnel duties, such as time- '
keeping, salary authorization, and personnel adminis- o
tration, are adequately separated.

¥
K
]
I
7
3

The material which follows is designed to assist the
auditor in reviewing and documenting the payroll function.

1. Are personnel policies in writing? ‘e

2. Are payroll and personnel policies governing com-

-
J R TR T Ll v
SRR Al i T TR L

pensation in accordance with the requirements of
grant agreements?
s
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3. Are therw procedures to cor ©l time and attendunce
reporting

9.

a. Are . mecards or attend ice sheets used?
(Indi: ate the method.)

b. Is suiwrvisory approval »f time and attendance
repor ‘s required?

Are thers procedures to ins .re that employees are
paid in a:cordance with app: »ved wage and salary
rates?

Is the distribution of payr:»il charges checked by
a second vcerson and are agg:2gate amounts compared
to the approved budget?

Are authorizations on file vovering rates of pay,
withholdings, and deductions?

Are wages paid at or above the Federal minimum wage?
Are procedures adequate for controlling (a) overtime
wages, (b} overtime work authorization, and (c¢)

supervisory approval of overtime?

Are payroll checks distributed by persons not respon-
sible for preparing the checks?

PROPERTY AND EQUIPMENT

The following conditions are indicative of satisfactory
control over property and equipment.

1.

2.

There is an effective system of authorization and
approval of capital equipment expenditures.

Accounting practices for recording capital assets
are reduced to writing.

Detailed records of individual capital assets are
kept and periodically balanced with the general led-
ger accounts.

There are effective procedures for authorizing and
accounting for disposals.

Property and equipment is stored in a secure place.
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The following questions are designed to assist the
auditor in reviewing and documenting the system of control
over property and equipment.

1. Are executive authorizations and approvals required
for originating expenditures for capital items?

2. Are expenditures for capital items reviewed for
grantor approval before funds are committed?

{ 3. Are supplemental authorizations, including those of
; the grantor agency, required for expenditures in ex-
: cess of originally approved amounts?

4. Does the organization have established policies
covering capitalization and depreciation? (Describe
policies.)

5. Does the organization charge depreciation or use
allowances on property and equipment against any
grant programs which it administers?

6. Is historical cost the basis for computing depre-

i ciation or use allowances?

7. Are the organization's depreciation policies or

methods of computing use allowances in accord with

the standards outlined in Federal circulars or agency
regulations?

8. Are there detailed records showing the asset values
of individual units of property and equipment?

9. Are detailed property records periodically balanced
to the general ledger?

10. Are detailed property records periodically checked
by physical inventory?

11. Are differences between book records and physical
counts reconciled and are the records adjusted to
reflect shortages?

12. BAre there procedures governing the disposition of
property and equipment? (Describe procedures.)

13. Is the estimated salvage value noted on the authori-

. zation order relative to disposition of property
ﬁ and equipment?

49




APPENDIX

14.

INDIRECT
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Are periodic reports submitted showing obsolete
equipment, equipment needing repair, or equipment
no longer useful to the organization? (Describe
reports.)

COSTS

1.

Does the organization have an indirect cost alloca-
tion plan or a negotiated indirect cost rate? (Para-
graph F, Attachment A, Circular 74-4.)

Is the plan prepared in accordance with the provi-
sions of OMB Circular 74-42

Has audit cognizance for the plan been established
and are the rates accepted by all participating
Federal and State agencies?

Does the organization have procedures which provide
assurance that consistent treatment is applied in
the distribution of charges as direct or indirect
costs to all grants?

°
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"APPENDIX II

METROPOLITAN AREA REGIONAL:PLANNING COUNCIL

BALANCE SHEET--ALL FURDS 1/

JUNE 30, 147§

Other
Federal State special General
Genera, grant grant revenue fixed
fund funds funds funds assets
ASSET: '
Cash in treasury............ feseanssrera. $202,878 0§ 181,523 $10,664 $15,036 s -
Cash in interest bearing bank deposits.... 200,000 - - - -
bue from other agencies:
Federal......... veree e Pea s e - 865,710 - - -
State.,.virnsnannss [ Feesernesan . - - 40,253 - -
Local.eeeorinannennns i aesan crrreeuenaas - - - - -
[0 =5+ T o I, - - 4,516 24,964 -
Grant authorized and unexpended:
Federal.seviveenoannn et esanes [ - 1,013,873 - - -
o T fer et - - 32,090 - -
Local, vveennnnn bessanea frtaserusesrsae - - - - -
Other.eussiesnnecerionens e i e - - 11,500 1,681 -
Due from other funds. ... .ccerucencsnnsnnsy 26,863 - - - -
Working capital advances........vesrsve0as 105,509 - - - -
Equipment. . c.eeavinsrvsnrenns feeeeanan e - = - - 29,183
Total assets...... eserieraasee. $535,350 $2,061,106 $99,023 $41,681 $29,183
LIABILITIES
Working capital advances
General fund......ceceieiinencnns Crrseeaas § - 3 84,654 $10,555 $10,400 $ -
Accrued PAYIrOLll.,suvereernrincnnoarrsavenns 9,810 18,491 - 4,587 -
Due to general fund......... Creeeen creaan - 20,154 = 4,259 =
Total liabilities $ 9,810 5 123,299 $10,555 $19,246 -
RESERVES AND FUND BALANCE
Continuing appropriations...eceeverensvees - . 1,124,821 16,653 12,235 -
Reserve for prior years encumbrances..... 3,913 - - - -
Reserve for current year encumbrances,... 83,005 812,986 71,815 10,200 -
Investment in fixed assets..... rerencsens - - - - 29,183
Fund balance:
Regtricted. .. .vvererivivonensinanncnnas 13,770 - - - -
Unrestricted. it ennssncnnnnas 424,852 - - - -
Total reserves and fund balance 525,540 1,937,807 88,468 22,435 29,183
Total liabilities and reserves
and fund balance...,......... $535,350 $2,061,106 $95,023 $41,681 $25,183

l/Statements prepared in accord with "Governmental Accounti

Princ@ples' developed by the National Council on Governmental Accounting may be
substituted for these statements, if they provide similar information,
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APPENDIX I1 APPENDIX I1
Schedule 1

ANYWHERE USA
METROPOLITAN REGIONAL PLANNING COUNCIL
GENERAL FUND BALANCE SHEET
JUNE 30, 1976

ASSETS

Cash in treasuUrly....c.vecscesesossncaannssossseassassass $3202,878
Cash in interest bearing bank deposits............. 200,000
Due from other funds................. s ees et esean 26,863
Working capital advances.......... thecescesseseaaa.. 105,609

Total asSsetS....c.eveeeertscnnareccnnnnnanennass $535,350

LIABILITIES
Accrued payrell............ casiunnnense cereeen cenuns 9,810
RESERVES AND FUND BALANCE
Reserve for prior years encumbrances (sch. 1-A).... 3,913
Reserve for current year encumbrances {sch. 1-C)... 83,005
Fund balance (sch. 1-3a):
Restricted......c.... e e s s ae s s et enes e st ee e 13,770
Unrestricted....... .ot enennonne ceessesses.. 424,852
Total reserves and fund balance.....cvuevessn o 525,540

Total liabilites and reserves and fund balance $535,350
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ANYWHERE JSA
METRO”OLITAN AREA REGIONIAL PLANNING COUNCIL
GENERAL ."UND
ANALYSIS OF CHANGE!; IN FUND BALANCE
YEAR ENDED JUNE 30, 1976

Fund balance al: July 1, 1975.... ....ieeeernearea.. $357,316

Appropriations (sch. 1-C)....... .....$1,016,053 b

Less: Estimated revenue (sch. 1-B}... 991,551 Pl
Appropr:.ated from fund ba.ance.......

. " & & 2 8 0 & 24!502
Fund balance unappropriated.....

teveseseeass 332,814

L

Add: ;%
Fund balance adjustments co
applicable to Prior years: ;

Prior years reserves: ........ .... 86,994 '

Less: Expenditure $80,175 .

Prior years encumbrances o

¢sch. 1).......... 3,913 -84,088 T

Prior years encumbrances

.6‘ Cancelled L I L T e T O L R ] 2'906 ;{‘n*i

- 4

Current year net addition to fund fﬁ
balance: $7
Revenue over budget estimate Y

(sch. 1=B) +uvueveivnneenneneea. 50,163 5
Appropriations over expenditures ir
(sch. 2-C) +ivuruunnennnnn. ce.. 52,739 Lo

Net addition ......uiiiiiiiinnnnnenennnnaas 102,902
Fund balance ........vvtiireonnnnnennennaes. 438,622
Less restricted for equipment

PUrchase .....vveeeecoean veer s enene e an 13,770
FUND BALANCE AT JUNE 30, 1976
{Schedule 1) $424,852
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ANYWHERE USA
METROPOLITAN AREA REGIONAL PLANNING COUNCIL
GENERAL FUND
STATEMENT OF REVENUE
YEAR ENDED JUNE 30, 1976

Revenue over

Budget or {under)
estimate Revenue estimate
Local government assessments
$393,474 $394,747 § -
Interest:
Interest on bank deposits - 41,620 41,620
Interest on investments - 2,738 2,738
Other interest and dividends - 2,178 2,178
TOTAL INTEREST - 46,536 46,536
Reimbursements from other funds - 8,676 8,676
Services to other funds 597,077 555,674 (41,403)
Transfer of prior year local
contributions from grant
progranms - 28,357 28,357
Transfer of State subvention
from grant programs - 5,215 5,215
Unallocated State subvention - 1,975 1,975
Other revenue - 807 BO7
Total general fund
revenue (sch. 1-A) $991,551 $1,041,714 $50,163
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ANYWHERE USA
METROPOLITAN AREA REGIONAL PLANNING CCURCIL ™ .
GENERAL FUND 5 :
. STATEMENT OF APPROPRIATIONS, EXPENDITURES AND ENCUMBRANCES o K
YEAR ENDED JUNE 30, 1976 % :
Unencumbered o F
Appreopriations Expenditures Encumbrances balance ; ';
ADMINISTRATION & GENERAL EXPENSE: P
Salaries and wages ........... $ 187,155 $169,564 $ - $17,591 — i
Fringe benefits .............. 19,324 16,921 915 1,488
Office space rental ..... . 123,000 119,761 -~ 3,239 -
Office equipment rental ...... 37,184 33,141 - 4,043 L
Legal fees ...c.ivenneerernnann 10,000 3,208 3,491 3,301 -
Other contractual services ... 30,000 18,505 10,390 1,105 i
Office supplies .....vcvvvusn- 28,750 22,493 1,000 5,257 -
Telephone ........ccivaceennnnn 18,000 17,637 ~ 3613 2
PoBtage .......00c0civmeenens . 13,780 16,123 ~ 3,687 Ds
Travel .....cvienanscsssnaannn 18,883 18,911 1,120 {1,148, .
Transportation allowance ..... 9,221 6,396 450 2,375 )
Special departmental expense . 10,000 9,434 764 {138)
Rental of automotive ......... 7,324 4,705 350 2,269
Photocopy equipment rental ... 25,800 22,124 945 2,731
Ik Memberships ......ccivvevinnsn 5,025 5,045 - (20)
« Fidelity and general insurance 2,026 2,887 - {861)
Report printing ...... chneenan 2,400 2,909 300 {809)
Miscellaneous .......ceoeveesss 9,040 9,318 880 (1,158)
Total administration &
general expense ........ 556,912 493,082 20,545 43,285
Equipment outlay ....veevseiraoans 7,617 7,379 714 (476)
Board eXPensSe ......cccvasenconsos 25,000 19,748 - 5,252
Unallocated reserve ......covveeus 51,400 47,400 625 3,375
Subtotals ........ ceres e s aan 640,929 567,609 21,884 51,436
w
Accrued fringe benefits for 0
grant PrOGLAMS . .uvveeernnecaans - 157,9G5) 57,905 - ‘%'g °
[Tl o] )
Local contribution to grant cz A
PrOGIrAMS . ...vvveananccsosnnscsn 375,124 370,605 3,216 21,303 ;-E
s
Total general fund (sch., 1-A} .... $1,016,053 $880,303 83,005 $52,739 T.H
)
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Assets
Cash
(S8ch. 2-A) ...........
Due from other agencies:
Pederal
Local

Grants authorized and
unexpended:

Federal

Local

Total assets

Liabilities
Working cupitlI advances--
genersl fund
{(Sch. Z-A} .........
Accruad payroll

{Sch. 2-A)

Due to general fund

(Sch. 2-A)

Total liabilitiea

Regerves
Continulng appropriation
Reserve for encunsg;ﬁce;

Total reserves

Total liabilities
and reserves

ANYWHERE UBA
METROPOLITAN AREA REGIONA

L PLANNING COUNCIL

IY XIQNaddy

PEDERAL GRANT FUNDS
BALAMCE SHERT
JUNE 30, 1976
Environmental
Department of pDepartment of Transportation Protection
Housing and Urban Develapment UMTA FAA FHWA ___Agency _
Grant NG. 1 Grant Mo. Z Grant No. 3 Grant No. 4 Grant No. 5 Grant No. & Grant No. Grant Mo, B
1974-75 1975-76 1574-75 1975-76 $.D, Pian 1974-75% 1974-75 Area Waste
Urban Urban Urban mass Urban Mass for Air Transport-— Tregsport— Tigatment
Planning Planning Technical Technical Transporta- ation ation Planning
Assistance Assistance Study Study rion Siaing E 2o
Total Fund Fund Pund Fund FPund 1/2% Fund if£8 Euny C st
181,523 § 6,580 s - $ 55,316 § - $ 36,247 $ 29.276 $ 22,935 $ 31,1469
865,710 - 48,815 - 150,767 45,197 23,420 7.177 590,334
1,013,873 - 25,497 99,425 144,151 - 129,782 615_,019
2,061,106 6,580 74,312 154,741 294,919 81,444 52,636 159,894 1,236,521
84,654 - 20,705 - 63,949 -
18,491 - 3,208 - 11,536 - - 1,464 2,283
20,154 - 3,496 - 12,574 - = 1,595 _ 2,489
123,299 - 27,409 - 88,059 - - 3,059 4,772
1,124,821 644 38,246 124,249 180,189 11,000 - 155,455 615,018
812,986 5,916 8,657 30,492 26,670 70,444 52,696 1,380 616,731 .
1,937,807 6,580 46,903 154,741 206,859 Bl, 444 52,696 156,835 1,231,749 5? :g
b= gl 5
2,061,106 § 6,580 $74,312 $154,741 $294,918 §$81,444 $52,696 $159,894 $1,236,521 gi g;
jog o]
= ¢
D
=~
D
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ANYWHERE USA ey
METROPCLITAN ARFA REGIONAL PLANNRING COUNCIL [a]
FEDERAL GRANT FUNDS e w]
STATEMENT OF CASH RECEIPTY AND BYSBURSEMENTS !
+ YEAR ENDED JUNE 30, 1976 <z :
)
- S
Environ- b K
mental - T
Departmant of Housing Department of Transportation Protection - :
& Urban Developwment UMTA FAA FHWA_ Agency i
Grant No.l Grant No.2 Grant No.3 Grant No.4 Grant No,5 Grant No.§ Grant No.?7 Grant No.8 R
1974-75 1975-76 1974-75 1975-76 S.D.Plan 1974-75 1975-76 Area Waste
Urban Urban Urban Mass Urban Mass For Air Transport- Transport- Treatment
Planning Planning Tachnical Technical Transport- ation ation Planning
Assistance Assistance Study Study ation Planning Planning Program -
Total Fund Fund Fund Fund Fund 1/2% Fund 1/2% Fund Fund T
Casah available July 1, 1975--§ 31,469 § - $ - $ - § - $31,405 < - 5
Cash receipts:
Federal grant contributions- 1,331,675 86,643 165,688 300,525 405,082 - 108,268 131,541 133,928
State subvention 118,388 - 25,966 - 59,100 - - 33,322 -
Local contributions:
Prior years assessmentg---- 40,000 - - - - 40,000 - - -
Current year assesspent---- 243,717 - 94,034 - 115,900 - - 33,803 -
In-kind contribution~------ - - - - - - - - -
wu Workina capital advances-
- general fund (Sch. 2j-==--- 84,654 - 20,705 - 63,949 - - -~ - T
Total availabla $1,845,923 $86,643 $306,393  $300,5325 $644,031  §71,469 $108,268 $198,666 S133,928
Cash disburseme. .s:
Direct costg—-—=—=-—-— ~————— $1,127,230 554,729 $200,363 143,192 5435,423 35,222 562,445 $118,988 $ 76.868
Indirect COBtB—- - mamummnn . 479,322 14,460 112,734 17,806 232,718 - 11,139 59,802 30,663
Total project disburse-
MENLB= - =-—~e = o 1,606,552 69,189 313,097 160,998 668,141 35,222 73,584 i78,79% 407,530
Accrued payroll--June 30,
197 8= cemmr e e e e o 11,005 955 - 8,896 - - 1,154 - - i
Accrued payroll--June 30,
1976 {Bch. 2)----===—mceeu- (18,491) - {3,208} - (11,536) - - (1,464) (2,283}
Due to general fund
{(Sch 2) ===mr v e (20,154) - {3,496) - (12,574} - - (1,595) (2,482) g! -
Net project J g i
disbursementg-=-—-~=--= —————— 1,578,912 70,144 306,393 169,894 644,031 35,222 74,7238 175,731 102,759 33 :
Working capital advance c =z
reimbursementg---------~-~-= 89,453 9,919 - 75,315 - - 4,254 - -
L =
. H C‘
Total disbursements------ 1,668,400 ‘80,063 306,393 245,209 644,031 15,222 78,992 175,731 102,759 o e :
[\]
Cash available June 30, 1 H !
1976 (Sch. 2)-==-v=r—meeemm S 181,523 $ 6,580 s - $ 55,316 5 - $36,247 $29,276 $ 22,935 5 31,169 L - .
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‘ ANYWHERE USA >
METROPOLITAN AREA REGIONAL PLANNING COUNCIL o
STATE GRANT FUNDS g
BALAMNCE SHEET =
JUNE 30,19 o
=t
Qffice of Planning and Research Department of Transportation ~ ¢
Grant No.9
1974-75 —
Technical Grant No. 12 Grant No, 13 -
Asgistance Grant No, 11l 1974-75 Air Grant No., l4
Interagency Grant No. 10 University Transit Transportation Regional
Coordination Airport Noise Work Study Implementation and Airport Carpool
Total Fund Study Fund Fund Program Fund Study Fund Program Fund
ASSETS '
Cash in Treasury
{sch. 31-A} $10,664 S - $ 4,232 $ - $ - $6,432 s -
Due from other
agencies: )
State 40,253 - - 27,085 - - 13,168
Other 4,516 - - 4,516 - - -
Grants authorized
and unexpended:
State 32,090 - 27,934 - - - 4,156
Other 11,500 - 11,500 - - - -
Total assets $99,023 § - $43 ,666 $31 ;604 5 - $6,432 $17,324
LIABILITIES
Working capital
advances--general
fund (sch. 3-A) $10,555 § - $ - $.3,153 S - 5 - $_ 7,402
Total 7
liabilities $10,555 § - $ - $ 3,153 S - s - §_7,402
RESERVES
Continuing appropria- ‘ ‘ e
tion $16,653 § - $§11,500 § - $ - $ 4Bl $ 4,072 wn o
Reserve for encum- g 'rg
brances 71,815 = 312,166 28,448 - 5,951 5,250 &Z
_ . c
Total reserves 588,468 § - $43,666 $28,448 $ - $6,432 $ 9,92 -
e
Total liabili- v
ties and w :
reserves $99,023 5 - $43,666 $31,601 $ - $6,432 517,324
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ANYWHERE USA

METROPOLITAN AREA REGIONAL PLANNING COUNCIL

STATE GRANT FUNDS
STATEMENT OF [

DISBURSEMENTS

CREH RECEIPTS AND
YEAR ENDED JUNE 30, 1378

Office of Planning and Research

pDepartment of Transportation

Grant No. §

Total
Cash available
July 1, 1975 $ 16,216
Cash receipts:
State grant
contributions 107,439
State subvention -
Federal grant 10,288
In-kind contributions--
other agencies 15,484
Local contributions 10,625
Working capital
advancas--gensral
fund (sch. 3) 10,555
Total available 170,607
Cash disbursements:
Project disbursemesnts:
Direct costs 79,482
Indirect costs 4,319
Total project
disbursements 83,801
Accrued pavroll:
June 30, 1975 443
Net project disburse-
ments 84,244
Transfers to general
fund 11,188
Returned to grantor -
working capital advance
reimbursement 54,511
Total disbursements 1 43

Cash available June 30,
1976 (sch. 3} 5 10,664

1974-75
Technical
Assistance Grant No. 11
Interagency Grant No. 10 bniversity
Coordination Airport Noise Work Studv
Fund Study Fund Fund
$ 7,085 $ - s -
4,688 5,066 12,915
R - 15,484
5,000 -
- - 3,153
11,773 10.066 31,552
520 5,834 31,552
50 5,834 31.,5%2
L) Sl R
585 5,834 31,552
11,188 - -
11,773 5,834 31,992

s~ $4.232 s

Grant No. 12 Grant No. 13
1974-75 Air Grant No.

Regional
Carpool
pProgram Fund

Transit Transportation

Implementation and Airport
Program Fund Study Fund

II XIGN3ddV

- $9,131
58,619 -
10,288 -
68,907 9,131

2,832 2,066
186 633
4,018 2,699
178 e
4,396 2,69%
64,511 -
- $6,432

26,151

5,625

7,402
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ANYWEEAE USA
N RETROPOLITAN AREA REGIONAL PLANNING COUNCIL
ER SPE UE PUND!
BALANCE SHEET
JURE 30, 1978
Grant No. 15 Grant No. 20
Local Grant No, 16 Grant No. 18 Grant No, 19 Member
Transportation Transit Grant Ho. 17 Environmental Compreheneive Assessment
Administration Implementation Open Space Impact Planning Special
Total Fund Program Fund Plan Fund Study Fund Funi Study Fund
ASSETS
Cash in Treasury
{sch. 4=A) $15,036 $ - $10,555 5 - $ - $ - 54,481
Due from other
agenciea--other 24,964 19,792 - - - 5,172 -
Grants authorized
and unexpended--
other 1,681 - - -~ - 1,631 -
Total
assets S¢1|681 519!792 $10,55% § - § - $6,853 $4,481
LIABILITIES
g Work ing capital
advances-~general
fund (sch. 4~-A) $10,400 $ 5,572 $ - $ - $ - $4,828 s -
Accrued payroll
(sch. 4-A) 4,587 1,923 - - - ERY:) 2,319
Cue to genaral fund
{sch. 4~A) 4,259 2,097 - - - - 2,162
Total
liabili-
ties $19,246 $ 9,592 $ - $ - $ - $5,173 $4,481
RESERVES
Continuing appropria-
tion 12,235 - 10,555 - - 1,680 -
Reserve for encum-
brances
10,200 10,200 - - - - -
Total
reserves 22,435 10,200 10,555 - - 1,680 o
Total liabili-
ties
and reserves st;lsax §19,792 $10 ,55% $ - $ - $6,853 54,481
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ANYWHERE USA
METROPOLITIAN AREA REGIONAL PLANNING COUNCIL
AL
STATEMENT OF CASH RECEIPTE AND DISBURSEMENTS m
c ~ YEAR ENDED JUNE 30, 1878 ] .
=
]
Grant No. 15 Grant No. 20 =
Local Grant No. 16 Grant No. 18 Grant No. 19 Member
Transaportation Transit Grant No, 17 Environmantal Comprehensive Asssssment H
Administration Implementation Open Space Impact Planning Special =
Total Fund Program Fund Plan Pund Study Fund Fund Study Fund
Cash available -
July 1, 1975 $§ 24,348 5 - $ 14,496 $ 9,684 $ 10,168 $ - $ -
Cash recsipts:
Contributions
from other
agenciss 142,829 75,302 - - - 38,557 28,970
Local contri-
buticne - - - - - - - =
Working capital '
advances--
general fund
(sch. &) 10,400 5,572 - - - 4,820 -
State subvention 276 - - - - - 276
Total available 187,853 80,874 14,496 9,684 10,168 43,385 29,246
n Cash disbursements:
et Direct costs 118,863 58,613 3,241 3,434 437 34,574 18,564
Indirect costs 29,987 18,469 556 - 289 - 10,682
Total project
disbursenants 148,850 717,082 3,797 3,434 717 34,574 29,246
Accrued payroll--
June 30, 1975 1,431 315 144 - - 972 -
Accrusd payroll--
June 30, 1976
{sch. 4) (4,587) {1,923) - - - (345) (2,319)
Due to gensral
fund (sch, 4) {4,259) {2,n97) - - - (2.162)
Net project w
disbursaments: 141,435 73,377 3,941 3,434 717 35,201 24,765 (o -
=g}
Transfers to G m
genaral fund 15,701 - - 6,250 9,451 - - am
Working capital cZ
advance reimburse- Ll =)
mants 15,681 7,497 - - - 8,184 - ) 1] ;
Total dis- >
bursements 172,817 80,874 3,941 9,684 10,168 43,385 24,765 ;L :
CASH AVAILABLE
JUNE 30, 1976
. (sch, 4) 5—15|°36 $ - _ $_10,555 s__ - $ - § - §_4,481




APPENDIX II APPENDIX II
Schedule 5

ANYWHERE USA .
METROPOLITAN AREA REGIONAL PLANNING COUNCIL
STATEMENT OF QUESTIONED COSTS
FISCAL YEAR ENDED JUNE 30, 1976

Grant Questioned
number and name costs
1. Urban Planning Assistance $ 843
2. Urban Planning Assistance 5,545
3. Urban Mass Tech. Study 1.038
4. Urban Mass Tech. Study 11,740
6. Transportation Planning 649
7. Transportation Planning 1,337
8. Area Waste Treatment Planning 1,787
12. Transit Implementation Program 414
13. Air Transportation & Airport Study 636
14. Regional Carpool Program 145
15. Local Transportation Administration 1,077
16, Transit Implementation Program 933
18. Environmental Impact Study 816
20. Member Assessment Special Study 694
$27,654

Note: The report should contain an explanation of the
questioned costs.
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October 22, 1979
 ‘ Part V
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APPENDIX III

Office of
Management and
Budget

Clrcular A-102; Uniform Administrative
Requirements for Grants-in-Aid to State
and Local Governments

63

APPENDIX 111




APPENDIX III

APPENDIX III

.

60958 Federal Rogister / Vol. 44, No. 205 / Monday. Octaber 22. 1979 / Notices

OFFICE OF MANAGEMENT AND
BUDGET

Circular A-102, “Unitorm
Administrative Requirements for
Grants-in-Aid to State and Local
Governments’

aaency: Office of Munagement and
Budget.

acTon: Final Policy.

summany: This notice revises OMB
Circular A-102 by replacing paragraph
2h. Attachment G. with a new
Attachment P entitied. “Audit
Requirements.” The revision onginated
from « Presidential initiative to
streamline Federal aid. and is another
part of OMB's svstem of guidance for
federally assisted programs.

One area the President highlighted as
having a substantial need for
improvement was audit of lederally
assisted programs. He directed Federal
depariments and agencies to improve
audit coordination. and to increase their
reliance un audits made by State or
local governments. This revision sets
forth the audit requirements for State
and local governments and Indian tribal
governments receiving Federal
assislance. It provides for independenlt
audits of financial operanions including
compliance with certain provisions of
Federal }aw and regulation. The
reguirements are established to insure
that audits are made on an organization-
wide basis rather than a grant-by-grant
basis.

EFFECTIVE OATE: This revision bhecomes
elfective October 22, 1979.

FOR FURTHER INFORMATION CONTACT:
John ]. Lordan. Chief. Financial
Management Branch, Office of
Management of Budgel. Washington,
D.C. 20503. (202} 395-6823.

SUPPLEMENTARY INFORMATION: On July
11. 1679, a notice was published in the
Federal Register {44 FR 40624-25} 10
amend Circular A-102. Interested
persons were inviled to submit written
comments by September 11, 1979. About
fifty comments were received from
Federal agencies. State and local
governments. professional associations.
and others. The comments were
censidered in developing these final
regulations. Although almost ali

_commenters agreed with the concept of
I single audil. some raised questions or
-made suggestions for clarifying changes.

The more significant comments

_received. and OMB's responses 10 them

are discussed helow.

Changes in Final Regulation

Set forth below ure changes that have
been adopted in the final regulations
The paragraphs are keyed to the
propsed regulations published on July
11. 1979.

1. Paragraph 1 has been amended to
make the Attachment applicable to
Indian tribal governments. This
paragraph was also changed to make it
clear that one of the abjectives of the
audit was to determine if financial
reparts to the Federal Government
contain accurate and reliable data.

2. Paragraph 2. The definition of
“cognizant agency’ was added lo this
paragraph. and is now used uniformly
throughout the Attachment.

3. Paragraph 3 was amended to
provide that contracts awarded by
recipients for audit services shall
include a reference to this Attachment.
Also. the paragraph was further divided
intg two separate paragraphs for clarity.

4. Paragraph 5. A clause was added to
make il clear that the auditor should
make a determination that the financial
stalements are presented fairly and in
accardance with generally accepted
accounting principles.

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

6. Paragraph 8 was changed to make it
clear that, in the event irregularities are
found, management officials above the
level of involvement should he notified.

7. Paragraph 9 was restructured and
reworded to clarily its intent. Also, a
change was made 1o make it clear that
auditors need express a positive
assurance only with respect to itema
tested.

8. Paragraph 10 was amended to
reguire cognizant agencies to notify
auditors in writing when the three-year
retention periad for workpapers needs
to be extended.

9. Paragraph 13. A sentence was
added 1o make it clear tha! auditors are
responsible for distributing audit reports
to their program officials.

10. Paragraph 14. Changes were made
to make it clear that this paragraph
covered only State snd local
governments and Indian tribal
governments. Also, the recipient’s
responaibilities with respect 10
subrecipient audits are more clearly
delineated.

Suggested Changes Not Considered
Necassary

Comment. Several commenters lelt
that there were conflicts between
Attachment P and audit guidelines
issued by the General Accounting
Office.
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Response. The GAO guidelines are
currently being reviewed lo assure
consistence of policy.

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

Response. 1t was never intended that
a hundred per cent examinalion would
be routinely required. We believe this is
clear from other provisions of the
Attachment.

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

Response. The Attachment does not
provide for automatically expanding the
scope of audit work. This is a matter
that would have to be warked out
between the auditor. 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 Standurds
for Audit of Governmenial
Organizations. Programs, Acilivities.
and Functions published by the General
Accounting Office. Chapter 3 of these
standards discusses the standard of
independence in some detail.

Comment. Several commenters 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 Altachmenti.

Response. Circular 744, "Cost
principles for grants to State and local
governments.” establishes rules for
determining allowable costs. This
Circular provides that the cost of audits
is allowable.

Comment. One commenter suggested
that each grant application should
contain a cettification that arrangements
will be made for the audits prescribed
by the Circular. Failure to furnish an
acceptable audit as determined by the
cognizant agency could be & basis for
denial of Federal funds.

Response. The grant application forms
prescribed by Circular A-102 now
conlain an assurance that the applicant
will comply with all the provisions of
the Circular. We do not believe it is
necessary to single out the audit
requirements for a separate certification.

Comment. One commenter said the
Attachment requires an audit every two
vears. and asked whether that meant

NP
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that only every other year's transactioes
shauld be audited.

Response 11 is the intent of the
Circular that audits cover the period
since lhe previous audit. If this is a twe
vear period. the audit should cover both
VeArs.

James T. Mcintyre, |r.,
Ihrector

Circular A-102
Attachment P—Audit Requirements

1. This Attachmen! establishes audit
requirements for State and local
governments. and Indian tribal
governmen!s that receive Federal
assistance. [t provides for independent
audits of financial operations. including
compliance with certain 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. {bj
the financial statements are presented
fairly. {c) the organization has complied
with laws and regulations affecting the
expenditure of Federal funds. [d)
internal procedures have been
established to meet the objectives of
federally assisted programs. and (e)
financial reports to the Federal
Covernment 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 departmenl, a local gevernment,
an indian tribal government, or a
subdivision of such entities, that
receives Federal assistance. It 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 audils, provided that the audits
comply with the requirements set forth
belew. Where coniracls are awarded for
audit services. the contracis 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, if independent
audits arranged for by recipients meet
the requirements prescribed below. all

Federal agencies shall rely on then 1
any additional audit work shall bu
upon the work already done.

5. Audits shall be made in accor:: e
with the General Accounting Office
Standards for Audit of Governmen®
Organizations. Programs, Activities -
Functions. the Guidelines for Finair ol
and Compliance Audits of Federal:.
Assisted Programs. any compliance
supplements approved by OMB, an/|
generally accepted auditing standa: s
established by the American Institule of
Certified Public Accountants.

6. Apdits will include, at 2 minimum.
an examination of the systems of
internal control. systems establishe ! 11
ensure compliance with laws and
regulations affecting the expenditur- of
Federal funds. financial transactions
and accounts, and financial statements
and reporis of recipient organizations

These examinations are to determine
whether:

a. There is effective control aver and
proper accounting for revenues.
expenditures. assets. and liabilities

b. The financial statements are
presented fairly in accordance with
generally accepted accounting
principles

c. The Federal financial reports
(including Financial Status Reports,
Cash Reports. and claims for advances
and reimbursements) contain accurate
and reliable financial data; and are
presented in accordance with the terms
of applicable agreements. and in
accordance with Attachment H of this
Circular.

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

7. In order to accomplish the purposes
sel forth above. a representative number
of charges to Federal awards shall be
tested. The test shall be representative
of {1] the universe of Federal awards
received. and (2] all cost categories that
materially affect the award. The test is
to determine whether the charges:

a. Are necessary and reasonable for
the proper administration of the
program.

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

c. Were given consisten! accounting
treatment and applied uniformly to both
federally assisted and other activities of
the recipient.

d. Were net of applicable credits.

e. Did not include costs properly
chargeable 10 other federally assisied
programs.
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f Were properly recorded (i.e.. ccroect
amount. date) and supported by sore
documentation.

g. Were approved in advance. 1!
subject to prior approval in accord.ance
with Circular 74-4.

h. Were incurred in accordance with
compelitive purchasing procedures if
covered by Attachment O of this
Circular

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

8. Audits usually will be made
annually, but not less frequenily than
every two vears.

9. if the auditor becomes aware of
irregularities in the recipient
arganization. the auditor shall promptly
notify the cognizant agency and
recipient management officials above
the level of invoivement. Irregularities
include such matters as conflicts of
interest. falsification of records or
reports, and misappropriation of funds
ar other assets.

10. The audit report shall include:

a. Financial statements, including
footnotes. of the recipient organization.

b. The auditors’ comments on the
financial statements which should:

(1} Identify the statements examined.
and the period covered.

{2) Identify the various programs
under which the organization received
Federal funds, and the amount of the
awards received.

(3] State that the audit was done in
accordance with the standards in
paragraph 5.

(4} Express an opinion as to whether
the financial statements are fairly
presented in accordance wiih generally
accepled accounting principles. If an
unqualified opinion cannot be
expressed. state the nature of the
qualification.

¢. The auditors’ comments on
compliance and internal control which
should:

{1) Include comments on weaknesses
in and noncompliance 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 positive
assurance with respect to compliance
with requirements for tested items. and
negative assurance for untested items.

d. Comments on the accuracy and
campleteness of financia! reports and
claims for advances or reimbursement
ta Federal agencies.
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o. Commenls on corrective action
taken or planned by the recipient.

11 Wark papers and reports shall be
retanned for o mimimum of three vears
fram the date of the audit report unless
the auditor s notified in writing by the
cognizant agency of the need to extend
the retention peniod. The audit
workpipers shall be made available
upen request 1o the cognizant agency or
its designees and the General
Accounting Office or its designees.

12. The Office of Management and
Budget will work with Federal agencies
and Stale 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
organizations.

14 The cognizant agency shall have
the following responsibilities:

4. Obtain or make quality assessment
reviews of the work of non-Federal
audit organizations. and provide the
results to other interested audit
agencies. {If a non-Federal audit
organization is responsible {or audits of
recipients that have different cognizant
uudit agencies, a single quality
ussessment review should be arranged.)

b. Assure that all audit reports of
recipients that affect federally assisted
programs are received. reviewed. and
distributed 1o appropriate Federal audit
officials. These officials will be
responsible for distributing audil reports
to their program officials.

c. Whenever significan! inadequacies
in an audit are disclosed. the recipient
organization will be advised and the
suditor will be called upon to take
corrective action. If corrective action is
not laken. the cognizant agency shall
notify the recipient organization and
Federal awarding agencies of the facts
and its recommendation. Major
inadeguacies or repelitive substandard
performance of independent auditors
shall be referred to appropriate
professional bodies.

d. Assure that satisfactory audit
coveruage is provided in a timely manner

and in accordance with the provisions of

this attachment.

e. Provide technical advice and act as
4 liaison between Federal agencies.
independent auditors, and recipient
organizalions.

. Mainlain a followup system on audit

findings and investigative matters to
assure thal audit findings are resolved.

8. Inform other affecled audil agencies

of irregulanties uncovered. The audit
agencies. in lurn. shall inform all
appropriate officials in their agencies.
Stale or local government law

-

enforcemen! and prosecuting authorities
shall also be informed of irregularities
within their jurisdiction.

15. Recipients shall require
subrecipients that are State and local
governments or Indian tribal
governments to adopt the requirements
in paragraph 1. through 11. above The
recipient shall ensure that the
subrecipient audit reports are received
as required, and shall submit the reports
to the cognizent agency. The cognizanl
agency will have the responsibility for
these reports described in paragraph 14.
JFR Dl 7R-32570 Frled 10-149-74 B 45 am]

SHLLING CODE 3110-01-4
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APPENDIX IV APPENDIX |V L ‘f

OFFICE OF MANAGEMENT AND BUOSET CIRCULARS

T B

Circular A-102, "Uniform administrativ: requirements for
grants-in-aid to Stat: and local governments”

Circular A-110, “"Grants and agreement: with institutions of :
higher education, hospitals and other non- Vo
profit organizations” T

Circular 74-4, "Cost principles applicable to grants and
contracts with State and local governments"”

Circular A~21, "Cost principles for educational institutiocns" : .,
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