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Memorandum #882

June 19, 1999
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 Issues for the Fiscal Year Ending June 30, 1999

Based on our review of single audits for the fiscal year ended June 30, 1998, a number of issues came to our attention that should be addressed by local governments and public authorities subject to the federal and/or State single audit requirements.  The purpose of this memorandum is to discuss these issues.  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 and LGC Memoranda #845, #855, and #862.

Items to be Reported to the Local Government Commission

As discussed in Memorandum # 862, two copies of the reporting package and one copy of the data collection form are required to be submitted to this office.  The LGC is no longer submitting reporting packages to the federal clearinghouse.  Each local government and public authority that is required to have a single audit performed under the federal requirements is responsible for submitting to the federal clearinghouse the required number of copies of their reporting packages and data collection forms as detailed in OMB Circular No. A-133.  The address to the federal clearinghouse currently designated by OMB is Federal Single Audit Clearinghouse, Bureau of Census, 1201 E. 10th Street, Jeffersonville, IN  47132  (888-222-9907). 

Reporting on Cluster of Programs

We noted during our review that in many cases clusters were not being reported correctly on the schedule of expenditures of federal and State awards, which caused auditors problems in determining major programs.  Section 105 of OMB Circular A-133 defines cluster of programs as a group of closely related programs that share common compliance requirements.  Although the programs within a cluster have different CFDA numbers, a cluster of programs is treated as a single program for determining major programs.  The only type of cluster of programs that is applicable to units of governments and public authorities subject to G.S. 159.34 are “other clusters.”  Other clusters are as defined by OMB in the Compliance Supplement.  Other clusters are also designated as such by the State for the federal awards the State provides to its subrecipients that meet the definition of a cluster of programs.  When the State designates federal awards as an “other cluster,” it must also identify the federal awards included in the cluster and advise the subrecipients of the compliance requirements applicable to the cluster.

The NC Federal/State Compliance Supplements issued by the North Carolina Office of State Auditor, and distributed by the Local Government Commission as Volume II of the Audit Manual identifies programs clustered by federal agencies.  Also included in the Federal/State Compliance Supplements is the additional State agency requirements for those programs clustered by federal agencies and for federal and State programs which have been clustered by State agencies. A cluster of programs that meets the Type A threshold and is a new program or was not audited as major in one of the last two years must be audited as a major program and identified as a major program in the schedule of findings and questioned cost.   

As with the other financial statements, it is the unit of government or public authority’s responsibility to prepare the schedule of expenditures of federal and State awards, and therefore properly present a cluster(s) of programs on the schedule.  For federal and State programs included in a cluster of programs, list the individual federal and State programs within a cluster of programs.  If a cluster of programs is not properly listed on the schedule of expenditures of federal and State awards, determining whether a program should be audited as a major is difficult.  It is the auditor’s responsibility to give an opinion on the schedule of expenditures of federal and State awards.  It is also the auditor’s responsibility to properly determine major programs.  A cluster of programs that includes State expenditures of $300,000 or more must be audited as a major program. For example, the Subsidized Child Care Cluster
 presented below consists of passed through federal awards expenditures and State awards expenditures.

	Grantor/Pass-through

Grantor/Program Title
	Federal

CFDA

Number
	Pass Through

Grantor’s

Number
	Fed(Direct &

Pass-through)

Expenditures
	State

Expenditures

	US Dept of Health and Human Services 

Administration for Children and Families

Passed-through the N.C. Dept. of Health and Human Services

    Division of Child Development

        Subsidized Child Care Cluster
	
	
	
	

	Child Care Development Block Grant
	93.575
	XXXXX
	55,556
	32,778

	Child Care Mandatory and Matching Funds of the

      Child Care and Development Fund
	93.596
	XXXXX
	215,537
	114,347

	       Social Services Block Grant
	93.667
	XXXXX
	3,195
	1,464

	       Foster Care – Title IV-E
	93.658
	XXXXX
	2,679
	1,344

	       Smart Start
	
	XXXXX
	--
	11,527

	       State Appropriations
	
	XXXXX
	_____--
	148,253

	Total Subsidized Child Care Cluster
	
	 
	276,967
	309,713


The sum of expenditures of the federal awards for the programs listed within the cluster, $276,967 does not meet the dollar threshold used to distinguish Type A programs.  However, the State awards for the programs listed in the cluster are $300,000 or more.  Therefore the cluster must be audited as a major program based on State audit requirements.  For audits of fiscal years ending on or after June 30, 1999, our office will not accept for invoice approval reports that do not properly identify these programs as major.
Clean Water Revolving Loan 

A number of audited financial statements were submitted to our office in which a Clean Water Revolving Loan was not audited under the federal and State single audit requirements.  Use of loan proceeds from loans and loan guarantees, such as Clean Water Revolving Loan, are considered awards expended as stated in Section 205 of OMB Circular No. A-133.  Since the federal and/or State is at risk for loans until the debt is repaid, the basis for determining the value of awards expended is the value of new loans made or received during the fiscal year plus the balance of loans from previous years for which the federal and/or State imposes continuing compliance requirements, plus any interest subsidy, cash, or administrative cost allowance received.  Loans for which the proceeds were received and expended in prior years, are not considered federal or State awards expended when the laws, regulations, and the provisions of contracts or grant agreements pertaining to such loans impose no continuing compliance requirements other than to repay the loans.  The balance of a North Carolina Clean Water Revolving Loan is considered financial assistance and should be presented on the schedule of expenditures of federal and State awards until the year after final construction is completed and the project is closed.  For years beginning after the project is closed and all that is required is the periodic repayment of debt, the funds are no longer considered financial assistance.  This loan program is generally made up of 87% federal funds and 13% State funds.  

When a federal or State program providing loan or loan guarantees significantly affects the number or size of Type A programs, the auditor should consider the loan a Type A program and exclude its values in determining other Type A programs.  The auditor should use professional judgement in determining whether the loan will significantly affect this situation.

In the years that these loans are subject to single audits, the schedule of expenditures of federal and State awards, which the unit of government or public authority is responsible for preparing, must include the loan value as defined above. Section 310(b)(6) of OMB Circular No. A-133 states that it is preferable to present this amount on the face of the schedule, rather than in a note on the schedule.  If the value of the loan, prior loan, or loan guarantee is not properly listed on the schedule of expenditures of federal and State awards, as required, it may be difficult for the auditor to determine if the loan is a major program.  If our staff determines that a loan should have been audited as a major program, but was not, the report will not be accepted for invoice approval by our office.

Subrecipient Identification
Section 310 (b)(5) of OMB Circular No. A-133 states that, to the extent practical, the units of governments and public authorities that are pass-through entities should identify on the schedule of expenditures of federal and State awards the total amount provided to subreceipients.  Subrecipients’ information may be reported as notes to the schedule of expenditures of federal and State awards or may be included on the face of the schedule as a separate column or section, if that is preferred by the auditee.  Information included should be the program title, CFDA number, federal award amounts provided to subrecipients, and State award amounts provided to subrecipients.  Federal agencies have indicated that they will be placing much more emphasis on the area of subrecipient monitoring.
Recipients of CDBG Awards
The N.C. Department of Commerce requires all recipients of Community Development Block Grant Funds to 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 the year, as well as the project to date.  The N.C. Department of Commerce may disallow additional CDBG funding if reporting is not done properly.  Even though financial statement preparation is the responsibility of the unit of government or public authority, improper reporting of these funds could result in a delay in approval by our office of the audited financial statements.

Retention Requirements for COPS Awards

Inquires have been made to our office concerning the requirements to retain the officers and civilians hired with assistance from the Community Oriented Police Services (COPS) after the funding concludes.  COPS was created by the U. S. Department of Justice to carry out the mission of the Violent Crime Control and Law Enforcement Act of 1994 to add 100,000 community police officers, as well as to purchase equipment, technology and support services or fund other community policing programs.  The intent of the program is to ensure long-term increase in the number of sworn officers and/or civilian positions serving communities.  The retention requirement is a condition of all COPS hiring and redeployment grants programs.  COPS funded positions must be retained over and above the previous locally-funded number of positions in the law enforcement agency.  Each unit of government, when applying for a COPS grant, submitted retention planning information with it application on how it planned to retain the COPS-funded positions.  Retention planning is a condition of the grant award and is a compliance requirement.  Records required by COPS must be maintained and available for review up to three years.  COPS will track officer and civilian retention three times a year for a minimum of one year following the conclusion of each grant program.

Most Common Single Audit Deficiencies for Fiscal Year Ended June 30, 1998

Below is a selected list of common single audit deficiencies that were found in single audits from governmental units and public authorities reporting to the Local Government Commission for fiscal year ended June 30, 1998.  A more detailed list that includes common Data Collection Form problems identified by the federal clearinghouse can be found in section 35E of Audit Manual for Government Auditors in North Carolina.  

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


Yellow Book Report
	1)
	Compliance findings were presented on the schedule of findings but not referenced in report, or compliance findings were referenced in report but were not presented on the schedule of findings.

	2)
	Internal control findings were presented on the schedule of findings but not referenced in report, or internal control findings were referenced in report but did not appear on the schedule of findings.

	3)
	Compliance statute violations were disclosed in GPFS but were not referenced in the report.

	4)
	Management letter referenced compliance findings, but the management letter was not referenced in the compliance section of the report.


Federal Single Audit Report
	1)
	Compliance findings referenced in report were not consistent with the schedule of findings and questioned costs (e.g. the only findings on the schedule were financial statement findings; single audit compliance findings were presented on the schedule but were not referenced in the report; the schedule presented only internal control weaknesses but the report referenced compliance findings).  For compliance findings, internal control weaknesses may be described in the condition element of the compliance finding if the auditor elects not to also report a reportable condition. 

	2)
	Internal control weaknesses referenced in report were not consistent with the schedule of findings and questioned costs (e.g. report referenced internal control weaknesses but the schedule only presented compliance findings; report referenced internal control weaknesses; but the only internal control weaknesses on the schedule were in Section II – Financial Statement Findings).

	State Single Audit Report



	1)
	A State single audit report was not issued. (If an auditor chooses to issue a combined report, it must have all the same elements as the reports issued separately, including an opinion on compliance with requirements applicable to major State programs.)


Schedule of Findings and Questioned Costs
Section I - Summary of Auditor’s Results

	1)
	The summary of auditor's results was not included.  This schedule is a required schedule even when no findings are reported.

	2)
	The statement in the summary of auditor’s results regarding Yellow Book internal control weaknesses was not consistent with Section II or with the Yellow Book Report. 

	3)
	The statement in the summary of auditor's results relating to single audit reportable conditions was not consistent with Section III or IV, or with the Single Audit Report.

	4)
	The summary of auditor's results did not state the type of opinion issued on major federal and State programs.

	5)
	The summary of auditor's results did not state whether there were any single audit compliance findings.

	6)
	No major federal programs were listed in the summary of auditor’s results. When federal expenditures are $300,000 or more, a federal single audit is required. There will always be major federal programs, even when there are no Type A programs.

	7)
	Programs that met the Type A threshold and were new programs, or were not audited as major in one of the last two years, were not identified as major programs.  The Office of State Auditor has requested that we reject reports that do not audit these programs as major programs.

	8)
	Cluster of programs that met Type A threshold and were new programs, or were not audited as major in one of the last two years, or had State expenditures of $300,000 or more, were not identified as major programs.  Reports that do not audit these programs as major will be rejected.

	9)
	In the summary of auditor’s results, the list of major federal programs had a CFDA# that did not tie to the schedule of expenditures of federal and state awards.

	10)
	The summary of auditor's results did not list all major State programs.  All programs with State expenditures of $300,000 or more should be listed and audited as major programs.

	11)
	The summary of auditor's results did not give the threshold for determining Type A programs.

	12)
	On the summary of auditor's results, the threshold for determining Type A programs was incorrect.

	13)
	The summary of auditor's results did not state whether the unit qualified as a low risk auditee. 

	14)
	Summary information for State awards was not included in the summary of auditor’s results as a separate section when a State single audit report was presented.

	15)
	The State awards section of the summary of auditor’s results included a threshold for determining Type A programs.  State programs are not distinguished between Type A and Type B.

	16)
	The State awards section of the summary of auditor’s results included a statement whether the unit qualified as a low risk auditee.  Risk assessment is not applied to  State awards.

	Section II – Financial Statement Findings 
	

	
	

	1)
	Reportable conditions noted in the management letter were not disclosed in this schedule and referenced in the GAGAS report.

	2)
	Compliance violations were disclosed in the notes to the general purpose financial statements, but they were not disclosed in this schedule.  This includes budget violations.

	      3)
	Compliance findings were presented, but no cause was given.

	      4)
	A recommendation was not given for the compliance finding or reportable condition.

	      5)
	Section on financial statement findings was not included.  If there are no GAGAS findings, a statement to that effect should be included.

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

	
	

	1)
	Compliance findings were presented, but no cause was given.

	2)
	A recommendation was not given for the compliance finding or reportable condition.

	3)
	Grantor agency was not listed.

	4)
	Pass through grantor agency was not listed in Section III Federal Awards findings.

	5)
	Program name was not listed.

	6)
	Questioned costs were not given and there was no explanation of why the finding resulted in no questioned costs.

	7)
	Computation of questioned costs was not given.  The N.C. Office of State Auditor has requested that we reject all reports that do not provide these computations.

	8)
	These sections were not included.  If there are no single audit findings, a statement to that effect should be included.


Schedule of Expenditures of Federal and State Awards

	1)
	Benefit payments were not included on the schedule.  Benefit payments should be included on the schedule rather than a note to the schedule.

	2)
	The program name and/or CFDA# was not given.

	3)
	Federal and/or State grantor was not given.

	4)
	CFDA# was left blank.  When CFDA# is not available, auditor should note N.A.

	5)
	CFDA# was not the correct one for the federal grantor.

	6)
	All grants in the financial statements were not listed on the schedule of expenditures of federal and state awards.

	7)
	Amount of expenditures is reported for projects that are financed with loans from federal and/or State agencies instead of the outstanding loan balances.  (See Clean Water Revolving Loan discussion above.) 

	8)
	Cluster of programs were not properly listed as such. (See Cluster of Programs discussion above.)  

	9)
	Subrecipients were not listed either in the notes of the schedule, in a separate schedule, or on the face of the schedule in a separate column or section.  (See Subrecipient Identification discussion above.)


Corrective Action Plan

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

	      2)
	Corrective action plan did not contain all the key elements.


Summary Schedule of Prior Audit Findings: 

	      1)
	Summary schedule of prior audit findings was not included for prior year’s findings.  


Data Collection Forms

	  1)
	Copy of data collection form was not received.


If you have any questions relating to these single audit issues, contact Jim Burke at (919) 715-3725, 715-0229 (fax), or james_burke@treasurer.state.nc.us.







� This schedule is presented to demonstrate presentation of clusters and State audit requirement.  Certain required elements of the schedule are missing.  Awards amounts are examples only and are not representative of actual programs.





