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Memorandum #918

June 13, 2000

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

From:

T. Vance Holloman, Director



Fiscal Management Section

Subject:
Single Audit and Yellow Book Issues for the Fiscal Year Ending June 30, 2000

The following is a discussion of issues concerning local governments and public authorities that are required to have federal or State single audits performed for year ending June 30, 2000.  A more inclusive discussion of federal and State single audit issues can be found in Section 35-E of the Audit Manual for Governmental Auditors in North Carolina. 

Yellow Book Reports Amendment

As a result of Amendment No. 2 to the Yellow Book, Auditor Communication, the General Accounting Office requires that when the auditor issues a yellow book report, the auditor’s independence report should state that the additional report is being issued.  The following sentence should be added to the fourth paragraph of the report: That report is an integral part of an audit performed in accordance with Government Auditing Standards and should be read in conjunction with this report in considering the results of our audit.

Audit Working Papers

As stated in Section 515 of OMB Circular No. A-133 audit working papers “shall be made available upon request to…federal (and State) agencies providing direct or indirect funding.”  Access to working papers includes the right of federal (or State) agencies to obtain copies of working papers, as is reasonable and necessary.”  The N. C. Office of State Auditor has issued a letter to all state agencies which includes a part informing the agencies of their right to inspect working papers.

The retention requirement for working papers and reports is three years, minimum.  This period begins at the date of issuance of the auditor's report(s) to the auditee.  An extension of the retention period is allowed only if the auditor is notified in writing by the cognizant agency for audit, oversight agency for audit, or pass-through entity to extend the retention period.  When the auditor is aware that the federal or State awarding agency, pass-through entity, or auditee is contesting an audit finding, the auditor shall contact the parties contesting the audit finding for guidance prior to destruction of the working papers and reports. 

Confirmation Reports from State Agencies

The LGC office receives confirmation reports from several State Agencies that provide financial assistance.  These confirmations are used in the LGC’s review process to determine if programs are properly presented and are audited as a major program if required.  If an auditor or auditee determines that certain amounts appearing on a confirmation report are not awards, but payments for goods and services, then the LGC must have written notice from the State Agency that submitted the confirmation report stating that fact.  Otherwise the LGC will rely on the confirmation reports as if all amounts are awards.  Programs that have given auditors and auditees difficulty in presentation and are occasionally overlooked as major, as determined by our office, are as follows:  

N. C. Department of Health and Human Services Programs – The DHHS Controller’s Office has requested the LGC to review all schedule of expenditures of federal and State awards to verify that programs and amounts are properly presented.  The Controllers Office of DHHS has requested that reports not be accepted if material discrepancies exist in the amounts provided from the confirmation reports and the amounts from schedule of federal and State awards.  Material programs that are noted in the confirmation report must be presented on the schedule of expenditures of federal and State awards.  If amounts from confirmations reports determine that the program is required to be audited as major, then failure to do so will result in a rejection.  Copies of these confirmation reports are sent to the unit of government that received the financial assistance and to their auditor.  Any unit or auditor that has not received confirmation reports for a DHHS program should notify the DHHS Controller’s Office at 733-0169.

Public School Building Bond Funds – The Public School Building Bond Act of 1996 identifies these funds as grants to counties.  Therefore, if the expenditures are handled by the board of education, the county is required to treat these funds as pass through to the school.

Public School Building Capital Funds – These funds are administered by the Office of Management and Budget from the Governor’s Office.  The funds are grants to the county according to G.S. 115C-546.1.  Therefore, if the expenditures are handled by the board of education, the county is required to treat these funds as pass through to the school.

Clean Water Revolving Loans - The LGC receives a list from the N. C. Department of Environmental and Natural Resources noting the draws made by units for loans outstanding for Clean Water Revolving Loans.  OMB Circular A-133 §___205(b) clearly states that the value of the loan from which awards are expended is what determines the threshold and not the amount expended.  If the value of the loan, as determined by OMB Circular A-133 §___205(b), is $300,000 or more and draws have occurred, then a single audit is required.

Powell Bill:  N. C. Dept. of Transportation (DOT) sends to the LGC confirmation reports for distributions made to units of government from DOT.  In addition, the LGC also receives copies of any correspondences DOT sends to the units concerning the audits.  The nature of these correspondences are asking the units to explain discrepancies in amounts noted in reports filed with DOT from amounts listed on schedule of expenditures of federal and State awards.  DOT reviews the schedule as well as the financial statement for their grants.  Special attention should be taken to ensure that DOT grants are properly presented on the schedule and in the financial statements to prevent inquires from DOT.

Cluster of Programs

The LGC is continuing to closely review single audits that do not properly report cluster(s) of programs.  As a result of our reviews, we have noted that certain programs are not being properly presented and it is difficult to determine if programs are properly audited as major if required.  In presenting clusters of programs on the schedule of federal and State awards, auditors and auditees should include the federal programs listed in both the federal compliance supplements and in the State Compliance Supplements.  Five clusters of programs that, as determined by our office, are the most common in giving auditors and auditees difficulty in presentation and are occasionally overlooked as major programs are as follows: 

Subsidized childcare cluster – This cluster of programs is clustered by State requirements from Department of Health and Human Services, Division of Child Development.  The programs consist of federal passed through funds for Childcare Development Fund (CCDF), Discretionary (93.575), CCDF, Mandatory / Match (93.596), Social Services Block Grant (93.667), and Temporary Assistance for Needy Families (TANF) (93.558).  Smart Start, State Appropriations, TANF –Maintenance of Effort, and matching funds are the state funds.  Please note the changes in funding sources from the prior year.  The Controller’s Office of DHHS has requested that the LGC review the schedule of expenditures of federal and State awards to ensure that units properly present the cluster as required.  The Controllers Office of DHHS has issued confirmation reports LISTPAY2 to both auditor and unit and to the LGC that are to be used to verify that programs and amounts are properly presented. In addition, the has failure to properly present the cluster, by not listing all the programs that make up the cluster with the corresponding CFDA numbers, as requested by Controller’s Office of DHHS will cause the report to be rejected.  Proper presentation of the subsidized childcare cluster cannot be accomplished without the LISTPAY2 report.

Mental Health Cluster, Developmental Disabilities Cluster, Substance Abuse Service Cluster:  Formerly the MHDDSAS Cluster, the programs are now separated into three clusters. These programs are funded with federal awards passed through the Division of Mental Health, Developmental Disabilities, and Substance Abuse Services (DMHDDSAS) and State appropriations used to supplement the federal funding.  An Area Mental Health receives the funding from either allocations within Unit Cost Reimbursement (UCR) system or outside of UCR.  State funding allocated outside may be for a specific program such as Crisis Services, Treatment Alternatives for Women, or Domiciliary Care or for categories non-UCR.  Since the UCR System and non-UCR are a process of allocating cost for reimbursement and not a program, it is not appropriate to list these processes on the schedule of expenditures of federal and State awards as such “UCR Services-Child” or “Non UCR Services-Adult Mental Health.”  These funds should be noted on the schedule of expenditures of federal and State awards as part of their respective cluster.  Federal funds allocated for Mental Health programs via UCR Services-Child or UCR Services-Adult are from Mental Health Block Grant (MHBG).  Therefore MHBG and its CFDA number 93.958 should be listed as part of the Mental Health Cluster.  Likewise State appropriations to supplement Mental Health programs allocated by UCR Services for Child or Adult and Non UCR Services-Adult, Child or Other should be noted as part of the Mental Health Cluster as State Appropriation – Adult, Child, or Other.  Any other allocation of federal funding or State supplements for Mental Health programs that share common compliance requirements with the MHBG and aforementioned State Appropriations should be included as part of this cluster.  The other two clusters should be treated similarly.  Developmental Disability cluster consists of passed through federal awards from Social Services Block Grant (SSBG) (93.667) and State funding allocated by the UCR Services process and for Non UCR.  Substance Abuse Prevention and Treatment Block Grant (93.959), possibly SSBG funds, and State appropriations make up the Substance Abuse Services cluster. Even though these cluster of programs are designated by DMHDDSAS and have State appropriated funds that are not federal required matching funding, it is preferred that the cluster be presented in the federal awards section.  Auditors should refer to the confirmation report REPORT04 issued by the Controllers Office of DHHS and the Carolina County sample on page 35-E-5.5 and 35-E-5.6 of the Audit Manual.

Special Education Cluster – This program, clustered based on federal requirements, consist of two programs with federal funding.  The cluster is made up of the programs Special Education –Grants to States (IDEA, Part B) 84.027 and Special Education – Preschool Grants (IDEA Preschool) 84.173.  The LGC has received inquiries concerning the program Special Education --Capacity Building and Improvements.  This program is part of the Grants to States program (CFDA 84.027) and therefore part of the Special Education Cluster.

Food Stamp Cluster – This program is clustered by both federal and State requirements.  It consists of the Food Stamp Program (10.551) which is a Direct Benefit Payment and the State Administrative Matching Grants for Food Stamp Program (10.561).  The administrative portion (10.561) is often overlooked and not properly presented as being audited with the Direct Benefit Payment portion.

Child Nutrition Cluster – The cluster consists of School Breakfast Program (10.553), National School Lunch Program (10.555), and Special Milk Program (10.556) from the State Compliance requirements.  All these Funds are passed through N. C. Dept. of Public Instruction.  The federal compliance supplement includes as part of the cluster the Summer Food Service (10.559) program which should be included as part of the cluster.  These funds are pass through by the N. C. Department of Health and Human Services—Division of Public Health.  Though not material to the cluster, the Summer Food Service program is required to be audited along with the other programs included in the child nutrition cluster.  There is a separate State Compliance Supplement for the Summer Food Service program.

Other clusters:  The Aging cluster consists of three federal programs:  Title III, Part B Grants for Supporting Services and Senior Centers (93.044) and Title III, Part C Nutrition Services (93.045) clustered by federal requirements.  Title D, In Home Service for Frail Individuals (93.046) is included in the cluster based on State requirements.  This fund also includes Social Service Block Grant (93.667) and 90% State Funds.  Foster Care and Adoption Cluster is clustered based on State requirements and includes Title IV-E Foster Care (93.658) and Adoption Assistance (93.659).  Both Aging cluster and Foster Care and Adoption cluster are often not presented in the schedule of federal and State awards with all programs that are part of the cluster.

Recipients of CDBG Awards

The LGC is experiencing a high number of rejections of single audits due to improper presentation of CDBG awards.  The N.C. Department of Commerce requires all recipients of Community Development Block Grant Funds to budget in the form of a project ordinance and present these funds in the financial statements in a manner in which they can identify all revenues and expenditures for each project separately.  Generally, these funds should be presented in a Special Revenue Fund or a Capital Project Fund with each project specifically identified.  The fund(s) should present revenues and expenditures for each year, as well as the project to date.  If the reporting is not done properly, the N.C. Department of Commerce may disallow additional CDBG funding.

Corrective Action Plan

As stated in Audit Section 315 of OMB Circular No. A-133, at the completion of the audit, the auditee shall prepare a corrective action plan to address each audit finding included in the current year auditor's reports.  The LGC has interpreted this to mean that if an audit performed under OMB Circular No. A-133 has only Yellow Book finding(s), a corrective action plan  must be included with the reports submitted.  The LGC has reviewed audits where the name(s) of the contact person(s) responsible for corrective action and the anticipated completion date are missing.  Agencies rely on this information in preparing their management decision for the finding.

Questioned Cost

The LGC will reject single audit reports that have compliance findings and either no questioned cost amount is provided or there is no explanation of why the finding had no questioned cost.  OMB Circular A-133 §___510(a)(3) states that “Known questioned cost which are greater than $10,000 for a type of compliance requirement for a major program” shall be reported as a finding.  Occasionally, the auditor will list a compliance finding and cite question cost as “none” or “undeterminable.”  Though it is understandable that questioned cost cannot be determined in certain findings of noncompliance, an explanation of why is necessary.  Funding agencies need this information to adequately make a management decision.

School System Audits

Effective November 1, 1999 the State Treasurer’s “Warrant Image Retrieval System” (WIRS) was implemented for the online retrieval of copies of paid warrants for Local Boards of Education.  This system includes disbursements for all State Treasurer accounts under the control of the school board, including the State Public School Fund, Federal Grants fund, Critical Needs Fund and the voluntary S.T.I.F. account.  Auditors should be aware that warrants issued after November 1st 1999 are not available for review in hard copy.  The system is accessed via the State Treasurer’s webpage.  Auditors will need a user-id to access the system.  They should contact the unit’s Finance Officer to obtain a user-id. Assistance is also available from the WIRS Helpdesk at 919-508-5916.

New Data Collection Form Options

The Federal Audit Clearinghouse (FAC) now has four options available that can receive and edit data collection form information.  These options can be found at the FAC home page www.harvester.census.gov/sac.  These options include:

1)
Manually preparing or typing the information on the form, as in the past;

2) Utilizing a template written in MicrosoftWord or Wordsoft.  Once completed the form can be printed, signed and submitted with the rest of the reporting package;

3) Creating an excel spreadsheet for part III, items 6 and 7 of the SF SAC using the instruction from FAC.  This eleven column spreadsheet is copied onto a 3.5“ diskette and sent to FAC along with a paper copy of the SF-SAC (with all items in part I and II completed) and the rest of the reporting package;

4) The Data Entry System allows the user to enter data from the data collection form, receive immediate feedback on the validity of all answers, and instantly send the data to the FAC. Once the form is complete and no errors exist, the form can be printed and signed by both the auditor and auditee and submitted with the rest of the reporting package.  This procedure is limited to auditees with 40 programs or less that expended federal assistance.

Information contained in the Data Collection form for any auditee that submitted the form to the FAC can be accessed from the FAC’s homepage by an interested party.  Signatures from both the auditor and auditee are still required and the form must accompany the reporting package.

The LGC experiences a high percentage of single audits that are rejected for the auditor failing to submit a data collection form.  Auditors and auditees are encouraged to submit the form along with the two copies of the reporting package to our offices.
Most Common Single Audit Deficiencies for Fiscal Year Ended June 30, 1999

Recipients of CDBG Awards

1)
CDBG awards were not presented properly in the financial statements. (Refer to        this memo page 4 and Audit Manual page 35-E-1.7(b)).

Presentation of Basis of Accounting

1)
Basis of Accounting was not presented on the schedule of expenditures of federal and State awards. (Refer to Section 310(b)(4) OMB Circular A-133 and to discussion in the Audit Manual page 35-E-1.11.)

Cluster of Programs

     1)
Cluster(s) of programs were not audited as a major program.  (Refer to discussion on Cluster of Programs, page 2 of this memo and Audit Manual page 35-E-1.6.)

2)
Cluster(s) of programs were not presented properly listed as major program on the  summary of auditor’s result.  

Subrecipients Identification

     1)
Amounts provided to subrecipients were not listed on the schedule of expenditures of federal and State awards. (Refer to discussion on Subrecipients Identification, Audit Manual page 35-E-1.7(b).) 

Financial Opinion
    1)
Report did not reflect that a single audit was performed.

    2)
The auditor’s report does not reference that the accompanying schedule of expenditures of federal and State is required by the U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.

Yellow Book Report
   1)
Management letter referenced immaterial compliance findings, but the management letter was not referenced in the compliance section of the report.

   2)
Reportable conditions noted in the management letter were not disclosed in this schedule and referenced in the GAGAS report.

Federal and State Single Audit Report
    1)
When a single audit report is issued under separate cover, the paragraph that references that the general purpose financial statements have been audited, date of the report, and that the schedule of expenditures of federal and State awards has been audited is occasionally left out.

Section III Federal Awards and Section IV State Awards Findings and Questioned Costs


    1)
Questioned costs were not given and there was no explanation of why the finding resulted in no questioned costs.

Corrective Action Plan

        1)
Corrective action plan was not included for Yellow Book findings.

        2)
Corrective action plan did not contain the name(s) of the contact person(s) responsible for corrective action and the anticipated completion date.  (Refer to Section 315(c) of OMB 133 and page 2 of this memo).

Data Collection Forms

        1)
Copy of data collection form was not received.

The LGC has issued memoranda addressing yellow book and single audit issues as follows:

#898
Amendments to Governmental Auditing Standards (Yellow Book)…
10/21/99

#882
Single Audit Issues for the Fiscal Year Ending June 30, 1999.………
  5/11/99

#855
Single Audit Issues for the Fiscal Year Ended 6/30/97……….………
  7/22/97

#854
Audits Performed Under the Yellow Book………………….………..
  7/23/97

Misc.
Single Audit Issues Related to Benefit Payments…………….………
  7/07/97

#845
Audit Requirements for the Fiscal Year Ended 6/30/97……………...
  2/11/97

These memos along with other yellow book and single audit resources can be obtained from the N. C. Department of State Treasurer’s Web page at www.treasurer.state.nc.us.

If you have any questions relating to these, contact Jim Burke at (919) 807-2383, 807-2398 (fax), or james_burke@treasurer.state.nc.us.







