LOCAL GOVERNMENT AGENCY
FEDERAL AWARD COMPLIANCE CONTROL RECORD[footnoteRef:1] [1:   	The auditor should always:
Ask the client if there have been any changes in program requirements.
Review the contracts/grant agreements for such changes or other modifications.
If changes are noted, document them in the W/P’s and consult with Center for Audit Excellence for an appropriate FACCR modification.
] 


	NAME OF CLIENT:
	

	YEAR ENDED:
	2015




	FEDERAL AWARD NAME:
	Highway Planning & Construction Cluster

	CFDA#:
	20.205 - Highway Planning and Construction (Federal-Aid Highway Program)
20.219 - Recreational Trails Program
23.003 - Appalachian Development Highway System



Important File Information (please read)

NOTE:  
· Under ARRA, federal agencies had the option, for pre-existing programs that started receiving ARRA money, to either create new CFDA #’s for the ARRA money, or include it under the pre-existing program CFDA #.  The Department of Transportation chose to NOT create new CFDA #’s for their ARRA programs.  Therefore both the ARRA and non-ARRA portions may be included in 20.205.  See Section V below.

· This FACCR was written for funds that passed through the Ohio Department of Transportation; does include ARRA requirements, and the administrative requirements & cost principles of the new Uniform Guidance (UG) do not apply (however, the audit requirements do apply).
· Some local governments may receive direct awards.  This FACCR may be used for awards passed-through ODOT or directly received from FHWA (see further information in Section III).
· You must document in your w/p’s how the determination was made that this major program fell under the old OMB Circulars for administrative requirements & cost principles (A-102 & A-87), as opposed to the new Uniform Guidance. AOS Staff, also see the federal FAQs page for guidance in determining UG at http://portal/BP/Intranet/Webinar%20Supplemental%20Materials/Federal%20FAQ%27s.pdf.
· Per the AICPA Government Auditing Standards & Single Audit Guide, paragraphs 16.77, 20.75, 21.136 & 21.137 state that a separate sample for pre-UG award transactions and post-UG award transactions within a major program would not typically be needed.  So if your samples selected include ANY expenditure that falls under the administrative requirements & cost principles of the UG, follow the guidance in the last bullet point in this section.
· While Subpart F (audit requirements) of the new UG are applicable beginning with 12/31/2015 audits, any references to A-133 in this FACCR will be updated next round to the new UG Guidance.  If you need to cite an audit requirement (formerly A-133), please contact CFAE for assistance determining the appropriate new UG section.  Please note – this does not apply to the administrative requirements or cost principles, as noted above.
· If your major program has UG award expenditures you will also need to incorporate and test applicable UG sections. If you have determined that UG transactions require to be tested, you will need to open the applicable compliance sections that are available on our intranet on the federal info page and then go to the UG FACCR sections by agency to pull your required sections. AOS staff should use the sections located on the intranet since the majority of the links do not require an active internet connection. IPA’s will have access to the same information on our internet at https://ohioauditor.gov/references/practiceaids/faccrs.html however all links in these copies will require an active internet connection. If auditors need a UG section that is not available, please contact the CFAE. Since the UG has been adopted by each federal agency and with possible adjustments/exceptions, auditors will need to make sure that they pull the applicable agency specific UG. For AOS staff, complete the applicable UG sections and link them to testing and save them within teammate, however you will not need to select separate samples or stratify populations, just make sure that compliance steps that have been added or modified because of UG implementation have been added as testing attributes within your compliance tests. New or modified steps have been identified within the UG compliance sections. Auditors need to determine if control testing is sufficient for both A-133 and UG transactions and if additional control testing is necessary for UG specific requirements.

· The subrecipient determination process for local governments is complex.  If Auditor of State staff needs assistance in making this determination, please contact CFAE.  

· If this document will be used to test awards made under CFDA # 23.003, Auditor of State staff should consult with CFAE prior to starting such testing.

· [bookmark: _GoBack]For further AOS guidance on testing ODOT grants, see http://portal/BP/Intranet/Webinar%20Supplemental%20Materials/2015%204%20Federal%20Update.pdf – Spring 2015.  IPA’s, see page 5 of http://www.ohioauditor.gov/trainings/ipa/2015.pdf - 2015 IPA Conference.

· See guidance in Sections III & V regarding:
· ODOT’s preference for PID’s to be listed separately on the SEFA; 
· Guidance when ODOT requests immaterial adjustments be posted to the SEFA.
· ODOT’s CMS Portal
· How to Determine Whether a Project should be Reported on LPA SEFA or Not 

The American Recovery and Reinvestment Act (Pub. L. No. 111-5) (ARRA) has significant implications for audits performed under OMB Circular A-133.  Auditors should specifically ask auditees about and be alert to recipient and subrecipient expenditure of funds provided by ARRA.  

Compliance requirements that are the same for ARRA and non-ARRA transactions are documented and evaluated in the regular Part of the FACCR and not in Section N.  The Applicable Compliance Requirements box above documents which Parts of the FACCR include ARRA cross-cutting requirements. Note:  ARRA “Cross-cutting requirements” are documented in bold-print/ light-blue highlighting throughout the appropriate Parts of this FACCR.  ARRA Cross-cutting requirements are requirements that generally apply to all ARRA programs.  

Auditors should review the terms and conditions of the grant agreement, etc. to identify significant program-specific ARRA requirements.  Auditors will need to modify this FACCR to document and test additional significant program-specific ARRA requirements identified during their review.

Update yellow highlighted items based on specific program/grant.
Blue highlighted (bold) information references ARRA.
Grey highlighted information was obtained from the pass through agency, the Ohio Department of Transportation, and reviewed by the staff of the Office of External Audits, on 10/27/2015)
Orange highlighted text is additional information from AOS Center for Audit Excellence (CFAE)
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(NOTE:  The above sign-off boxes are n/a to AOS audits completed in Teammate.  AOS auditors should perform their sign-offs in the Teammate system.)
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* Cross-reference to the working papers where the tests of controls or compliance tests have been performed.
	[bookmark: _MON_1417579052][bookmark: _MON_1418196458][bookmark: _MON_1418196460][bookmark: _MON_1418196567][bookmark: _MON_1419067159]Planning Federal Materiality by Compliance Requirement
(6)  CFAE included the typical monetary vs. nonmonetary determinations for each compliance requirement in this program.  However, auditors should tailor these assessments as appropriate based on the facts and circumstances of their entity’s operations.  See further guidance below.

	 
	 
	 
	(1)
	(2)
	(6)
	(6)
	(3)
	(4)
	(5)
	(5)
	(6)

	Compliance Requirement
	Applicable per Compl.
Suppl.     
	Direct & material to program / entity
	Monetary or nonmonetary
	

If monetary, population subject to require.
	Inherent risk (IR) assess.
	Final control risk (CR) assess.
	Detection risk of noncompl.
	Overall audit risk of noncompl.
	Federal materiality by compl. requirement

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	(Yes or No)
	(Yes or No)
	(M/N)
	(Dollars)
	(High/Low)
	(High/Low)
	(High/Low)
	(High/Low)
	typically 5% of population subject to requirement

	A
	 
	Activities Allowed or Unallowed
	Yes
	 
	M
	 
	 
	 
	 
	 
	 5%   

	B
	 
	Allowable Costs/Cost Principles
	Yes
	 
	M
	 
	 
	 
	 
	 
	5%

	C
	 
	Cash Management
	Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	D
	 
	RESERVED
	No
	 
	
	 
	 
	 
	 
	 
	

	E 
	 
	Eligibility
	No
	
	
	
	
	
	
	
	

	F
	 
	Equipment & Real Property Mgmt
	Yes
	 
	M
	 
	 
	 
	 
	 
	5%

	G
	 
	Matching, Level of Effort, Earmark
	Yes
	 
	M
	 
	 
	 
	 
	 
	5%

	H
	 
	Period of Availability (Performance)
	Yes
	 
	M
	 
	 
	 
	 
	 
	5%

	I
	 
	Procurement & Sus. & Debarment
	Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	J
	 
	Program Income
	Yes
	 
	M
	 
	 
	 
	 
	 
	5%

	K
	 
	RESERVED
	No
	 
	
	 
	 
	 
	 
	 
	

	L
	 
	Reporting
	Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	M
	 
	Subrecipient Monitoring
	Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	N
	 
	Special Tests & Provisions
ARRA - Subrecipient Monitoring
	Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	N
	 
	Special Tests & Provisions        ARRA - Separate Accountability
	Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	N
	 
	Special Tests & Provisions        ARRA - Presentation on SEFA
	 Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	N
	 
	Special Tests & Provisions Replacement of Publically Owned Real Property
	 Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	N
	 
	Special Tests & Provisions 
Project Extensions
	 Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	N
	 
	Special Tests & Provisions 
Quality Assurance Program
	 Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	N
	
	Special Tests & Provisions
Project Approvals
	Yes
	
	N
	
	
	
	
	
	5%

	N
	
	Special Tests & Provisions
Wage Rate Requirement

	Yes
	
	N
	
	
	
	
	
	5%




(1)	Taken from Part 2, Matrix of Compliance Requirements, of the OMB Compliance Supplement (http://www.whitehouse.gov/omb/financial_fin_single_audit/).  When Part 2 of the Compliance Supplement indicates that a type of compliance requirement is not applicable, the remaining assessments for the compliance requirement are not applicable.

(2)	If the Supplement notes a compliance requirement as being applicable to the program in column (1), it still may not apply at a particular entity either because that entity does not have activity subject to that type of compliance requirement, or the activity could not have a material effect on a major program.  If the Compliance Supplement indicates that a type of compliance requirement is applicable and the auditor determines it also is direct and material to the program at the specific entity being audited, the auditor should answer this question “Yes,” and then complete the remainder of the line to document the various risk assessments, sample sizes, and references to testing.  Alternatively, if the auditor determines that a particular type of compliance requirement that normally would be applicable to a program (as per part 2 of the Compliance Supplement) is not direct and material to the program at the specific entity being audited, the auditor should answer this question “No.” Along with that response, the auditor should document the basis for the determination (for example, "Davis-Bacon Act does not apply because there were no applicable contracts for construction in the current period" or "per the Compliance Supplement, eligibility requirements only apply at the state level").

(3)	Refer to the AICPA Audit Guide Government Auditing Standards and Circular A-133 Audits, chapter 10, Compliance Auditing Applicable to Major Programs, for considerations relating to assessing inherent risk of noncompliance for each direct and material type of compliance requirement. The auditor is expected to document the inherent risk assessment for each direct and material compliance requirement.

(4)	Refer to the AICPA Audit Guide Government Auditing Standards and Circular A-133 Audits, chapter 9, "Internal Control Over Compliance for Major Programs," for considerations relating to assessing control risk of noncompliance for each direct and material types of compliance requirement. To determine the control risk assessment, the auditor is to document the five internal control components of the Committee of Sponsoring Organizations of the Treadway Commission (COSO) (that is, control environment, risk assessment, control activities, information and communication, and monitoring) for each direct and material type of compliance requirement. Keep in mind that the auditor is expected to perform procedures to obtain an understanding of internal control over compliance for federal programs that is sufficient to plan the audit to support a low assessed level of control risk. If internal control over compliance for a type of compliance requirement is likely to be ineffective in preventing or detecting noncompliance, then the auditor is not required to plan and perform tests of internal control over compliance. Rather, the auditor must assess control risk at maximum, determine whether additional compliance tests are required, and report a significant deficiency (or material weakness) as part of the audit findings.  The control risk assessment is based upon the auditor's understanding of controls, which would be documented outside of this template. Auditors may use the practice aid, Controls Overview Document, to support their control assessment.  The Controls Overview Document assists the auditor in documenting the elements of COSO, identifying key controls, testing of those controls, and concluding on control risk. The practice aid is available in either a checklist or narrative format. 

(5)	Audit risk of noncompliance is defined in Statement on Auditing Standards No. 117, Compliance Audits (AICPA, Professional Standards, vol. 1, AU sec. 801/ AU-C 935), as the risk that the auditor expresses an inappropriate opinion on the entity's compliance when material noncompliance exists. Audit risk of noncompliance is a function of the risks of material noncompliance and detection risk of noncompliance.

(6)	CFAE included the typical monetary vs. nonmonetary determinations for each compliance requirement in this program.  However, auditors should tailor these assessments as appropriate based on the facts and circumstances of their entity’s operations.  AICPA A-133 Guide 10.49 states the auditor's tests of compliance with compliance requirements may disclose instances of noncompliance. Circular A-133 refers to these instances of noncompliance, among other matters, as “findings.” Such findings may be of a monetary nature and involve questioned costs or may be nonmonetary and not result in questioned costs.  AU 801 / AU-C 935.13 & .A7 require auditors to establish and document two materiality levels:  (1) a materiality level for the program as a whole.  The column above documents quantitative materiality at the PROGRAM LEVEL for each major program; and (2) a second materiality level for the each of the applicable 12 compliance requirement listed in A-133 § .320(b)(2)(xii).  
Note:  
a. If the compliance requirement is of a monetary nature, and  
b. The requirement applies to the total population of program expenditure,

Then the compliance materiality amount for the program also equals materiality for the requirement.  For example, the population for allowable costs and cost principles will usually equal the total Federal expenditures for the major program as a whole.  Conversely, the population for some monetary compliance requirements may be less than the total Federal expenditures.  Auditors must carefully determine the population subject to the compliance requirement to properly assess Federal materiality.  Auditors should also consider the qualitative aspects of materiality. For example, in some cases, noncompliance and internal control deficiencies that might otherwise be immaterial could be significant to the major program because they involve fraud, abuse, or illegal acts.  Auditors should document PROGRAM LEVEL materiality in the Record of Single Audit Risk (RSAR).

(Source:  AOS CFAE)






Auditor Identification of ARRA Findings

The audit finding detail as described in §___.510(b)(1) of OMB Circular A-133 is required to include Federal program and specific Federal award identification including the CFDA title and number.  The auditor should include in the audit finding detail explicit identification of applicable ARRA programs.

(Source: 2015 OMB Compliance Supplement, Appendix 7)

The A-102 Common Rule
A-102 Common Rule applies to State & Local Governments; A-110 (2 CFR Part 215) applies to Universities & Non-Profit Organizations.

Use the following convention to refer to the federal agency codification of the A-102 Common Rule: (A-102 Common Rule:  §___.36).  Auditors should replace the “§___” with the applicable numeric reference.

Appendix II of the OMB Compliance Supplement identifies each agency’s codification of the A-102 Common Rule.  If a citation is warranted, auditors should look up where the federal awarding agency codified the A-102 Common Rule.  For example, a Cash Management citation for a U.S. Department of Education grant would cite 34 CFR 80.21 (34 CFR 80 coming from Appendix II of the OMB Compliance Supplement, and .21 coming from Section C below, Source of Governing Requirements for A-102 Common Rule entities.  There are other “sources of governing requirements” noted in each section as well, this is just an explanation for the A-102 Common Rule references.

Appendix I of the OMB Compliance Supplement includes a list of programs excluded from the requirements of the A-102 Common Rule.

(Source:  AOS CFAE)

	Conclusion

	The opinion on this major program should be:

	Unqualified:
	

	Qualified (describe):
	

	Adverse (describe):
	

	Disclaimer (describe):
	



	Cross-reference to significant compliance requirements obtained from reviewing the grant agreement; terms and conditions; etc. , if any, added to and documented within the FACCR by auditor (Note:  Audit staff should document these items within the appropriate FACCR section for the 12 compliance requirements.  Likewise, auditors should indicate below if there were no additional significant compliance requirements to be added to the FACCR.):

	






	Cross-reference to internal control matters (significant deficiencies or material weaknesses), if any, documented in the FACCR:

	







	Cross-reference to questioned costs and matter of noncompliance, if any, documented in this FACCR:

	







	Cross-reference to any Management Letter items and explain why not included in the A-133 Report:

	Per paragraph 13.38 of the AICPA Audit Guide, Government Auditing Standards and Circular A-133 Audits [image: Permalink to here], the following are required to be reported as audit findings in the federal awards section of the schedule of findings and questioned costs:
· Significant deficiencies or material weaknesses in internal control over major programs
· Material noncompliance with the laws, regulations, and provisions of contracts and grant agreements related to major programs
· Known questioned costs that are greater than $10,000 for a type of compliance requirement for a major program.  The auditor also should report (in the schedule of findings and questioned costs) known questioned costs when likely questioned costs are greater than $10,000 for a type of compliance requirement for a major program.
· Known questioned costs that are greater than $10,000 for programs that are not audited as major.
· The circumstances concerning why the auditor's report on compliance for major programs is other than an unmodified opinion, unless such circumstances are otherwise reported as audit findings in the schedule of findings and questioned costs for federal awards (for example, a scope limitation that is not otherwise reported as a finding). 
· Known fraud affecting a federal award, unless such fraud is otherwise reported as an audit finding in the schedule of findings and questioned costs for federal awards.
· Instances in which the results of audit follow-up procedures disclosed that the summary schedule of prior audit findings prepared by the auditee in accordance with Section 315(b) of Circular A-133 materially misrepresents the status of any prior audit finding.

[bookmark: AICPAIGS:767.2668][bookmark: OLE_LINK1][bookmark: AICPAIGS:767.2670-1]Per paragraph 13.44 of the AICPA Audit Guide, Government Auditing Standards and Circular A-133 Audits [image: Permalink to here], the schedule of findings and questioned costs should include all audit findings required to be reported under Circular A-133. A separate written communication (such as a communication sometimes referred to as a management letter) may not be used to communicate such matters to the auditee in lieu of reporting them as audit findings in accordance with Circular A-133. See the discussion beginning at paragraph 13.33 for information on Circular A-133 requirements for the schedule of findings and questioned costs. If there are other matters that do not meet the Circular A-133 requirements for reporting but, in the auditor's judgment, warrant the attention those charged with governance, they should be communicated in writing or orally. If such a communication is provided in writing to the auditee, there is no requirement for that communication to be referenced in the Circular A-133 report. Per table 13-2 a matter must meet the following in order to be communicated in the management letter:
· Other deficiencies in internal control over compliance that are not significant deficiencies or material weaknesses required to be reported but, in the auditor's judgment, are of sufficient importance to be communicated to management.
· That does not meet the criteria for reporting under Circular A-133 but, in the auditor's judgment, is of sufficient importance to communicate to management or those charged with governance
· That is less than material to a major program and not otherwise required to be reported but that, in the auditor's judgment, is of sufficient importance to communicate to the auditee
· Other findings or issues arising from the compliance audit that are not otherwise required to be reported but are, in the auditor's professional judgment, significant and relevant to those charged with governance.

Management Letter items and reasons why not reported in the A-133 report:
· 
· 
· 



	Performing Tests to Evaluate the Effectiveness of Controls throughout this FACCR

Auditors should consider the following when evaluating, documenting, and testing the effectiveness of controls throughout this FACCR:

As noted in paragraph 9.03 of the A-133 Guide, Circular A-133 states that the auditors should perform tests of internal controls over compliance as planned. (Paragraphs 9.27—.29 of the AICPA Government Auditing Standards and Circular A-133 Guide discuss an exception related to ineffective internal control over compliance.) In addition, paragraph .08 of AU-C section 330 states that the auditor should perform tests of controls when the auditor's risk assessment includes an expectation of the operating effectiveness of control. Testing of the operating effectiveness of controls ordinarily includes procedures such as (a) inquiries of appropriate entity personnel, including grant and contract managers; (b) the inspection of documents, reports, or electronic files indicating performance of the control; (c) the observation of the application of the specific controls; and (d) reperformance of the application of the control by the auditor. The auditor should perform such procedures regardless of whether he or she would otherwise choose to obtain evidence to support an assessment of control risk below the maximum level.

Paragraph .A24 of AU-C section 330 provides guidance related to the testing of controls. When responding to the risk assessment, the auditor may design a test of controls to be performed concurrently with a test of details on the same transactions. Although the purpose of a test of controls is different from the purpose of a test of details, both may be accomplished concurrently by performing a test of controls and a test of details on the same transaction (a dual-purpose test). For example, the auditor may examine an invoice to determine whether it has been approved and whether it provides substantive evidence of a transaction. A dual purpose test is designed and evaluated by considering each purpose of the test separately.9 Also, when performing the tests, the auditor should consider how the outcome of the test of controls may affect the auditor's determination about the extent of substantive procedures to be performed. See chapter 11 of this guide for a discussion of the use of dual purpose samples in a compliance audit.

(Source: Paragraphs 9.31 and 9.33 of the AICPA Government Auditing Standards and Circular A-133 Guide)



	I.	Program Objectives

	
The objectives of the Highway Planning and Construction Cluster are to (1) assist States, tribal governments, and Federal land management agencies in the planning and development of an integrated, interconnected transportation system important to interstate commerce and travel by constructing, rehabilitating, and preserving the National Highway System (NHS), including Interstate highways and most other public roads; (2) provide aid for the repair of Federal-aid highways following disasters; (3) foster safe highway design, and improve bridge conditions; (4) to support community-level transportation infrastructure; and (5) to provide for other special purposes.  This cluster also provides for the improvement of roads in Puerto Rico, Guam, the Virgin Islands, American Samoa, the Commonwealth of the Northern Mariana Islands, and the Appalachian Development Highway System (ADHS).  The objective of the ADHS program is to provide a highway system which, in conjunction with other federally aided highways, will open up areas with development potential within the Appalachian region where commerce and communication have been inhibited by lack of adequate access. 

(Source:  2015 OMB Compliance Supplement, Part 4)

	II.	Program Procedures

	
Federal-aid highway funds are generally apportioned by statutory formulas to the States and generally restricted to use on Federal-aid highways (i.e., roads open to the public and not functionally classified as local or rural minor collector roads).  Exceptions to the use on Federal-aid highways include (1) planning and research activities; (2) bridge and safety improvements, which may be on any public road; (3) highway safety improvement projects, bicycle and pedestrian projects, transportation alternative and enhancement activities, and recreational trails projects, which may be located along any road or off road; and (4) projects funded under the Federal Lands and Tribal Transportation Program (FLTTP).  Some categories of funds may be granted directly to other Federal agencies, tribal governments, other State agencies, or Local Public Agencies (LPAs), such as cities, counties, Metropolitan Planning Organizations (MPOs), and other political subdivisions.  States also may pass funds through to such agencies.  Federal-aid funds may be used for (1) surveying; (2) engineering; (3) engineering studies; (4)  right-of-way acquisition and relocation assistance; (5) capital improvements classified as new construction or reconstruction; (6) improvements for functional, geometric, or safety reasons; (7) 4R projects (restoration, rehabilitation, resurfacing, and reconstruction); (8) preservation; 
(9) planning; research, development, and technology transfer; (10) intelligent transportation systems projects; (11) roadside beautification; (12) vegetation management; (13) wetland and natural habitat mitigation; (14) traffic management and control improvements; (15) improvements necessary to accommodate other transportation modes; (16) development and establishment of transportation management systems; (17) billboard removal; (18) fringe and corridor parking; (19) car pool and van pool projects; (20) historic preservation and rehabilitation of historic transportation facilities; (21) scenic and historic highway improvements; (22) inspection and evaluation of bridges, tunnels, and other highway assets; (23) asset management; (24) construction of ferry boats, ferry terminal facilities, and approaches to such facilities; and (25) workforce development, training, and education.   These funds generally cannot be used for routine highway operational activities, such as police patrols, mowing, snow plowing, or maintenance, unless it is preventative maintenance.  Also, certain authorizations (e.g., FLTTP, National Highway Performance Program (NHPP), Surface Transportation Program (STP) or Congestion Mitigation and Air Quality (CMAQ) Improvement Program) may be used for improvements to transit. CMAQ funds are for projects and programs in air quality, nonattainment and maintenance areas for ozone, carbon monoxide, and small particulate matter, which reduce transportation related emissions, though provision is made for States without air quality issues.  ADHS projects are subject to the same standards, specifications, policies, and procedures as other Federal-aid highway projects.

Eligibility criteria for the programs differ, so program guidance should be consulted.  Projects in urban areas of 50,000 or more population must be based on a transportation planning process, carried out by the MPOs in cooperation with the State and transit operators, and be included in metropolitan plans and programs.  Projects in nonmetropolitan areas of a State must be consistent with the State’s Transportation Plan.  All Federal-aid projects must also be included in the approved Statewide Transportation Improvement Program (STIP) developed as part of the required statewide transportation planning process. The Federal Highway Administration (FHWA) and Federal Transit Administration (FTA) must approve the STIP jointly. 

The ADHS was a cost-to-complete program (i.e., sufficient funding is to be provided over time to complete the approved initial construction/upgrading of the system) authorized by Section 201 of the Appalachian Regional Development Act of 1965. The Moving Ahead for Progress in the 21st Century Act (MAP-21) (Pub. L. No. 112-141) did not provide dedicated funding for the ADHS, but did make ADHS activities eligible under the NHPP and STP programs. The Appalachian Regional Commission (ARC) has programmatic oversight responsibilities, which include approval of the location of the corridors and of State-generated estimates of the cost to complete the ADHS.  The FHWA has project-level oversight responsibilities for the ADHS program.  If the location, scope, and character of proposed ADHS projects are in agreement with the latest approved cost-to-complete estimate and all Federal requirements have been satisfied, FHWA authorizes the work with the ADHS funds.  FHWA provides full oversight of the ADHS and accepts the ADHS projects upon satisfactory completion of the work.

(Source:  2015 OMB Compliance Supplement, Part 4)

	III.	Program Specific Information

	In Ohio, the Ohio Department of Transportation (ODOT) administers the state’s award and makes subawards to local governments through Local Public Agency (LPA) and Metropolitan Planning Organization (MPO) contracts (agreements).  The written agreements and scope of work document are the primary award documents, but other communications and approval documents also are relevant.

NOTE:  Some local governments may receive direct awards.  This FACCR may be used for awards passed-through ODOT or directly received from FHWA.

ODOT also makes similar awards that do not involve federal funds. For LPAs, agreements relating to federal funds are normally titled “LPA Federal Local-Let Project Agreement” and agreements relating to nonfederal funds are normally titled “LPA Non-Federal Project Agreement”.  In all cases, auditors should review award documents to determine whether federal funds are involved.[footnoteRef:2] [2:  Additionally, some local governments agree to cooperate with ODOT concerning projects ODOT is administering. In some cases the local government will pay for and administer certain improvements that are not eligible for federal funding but directly benefit the local government. The local government generally does not receive any funding from ODOT for these projects and these agreements are not titled “LPA Agreements”. Although ODOT’s project may involve federal funding, such local participation does not constitute federal financial assistance. Since the local government does not apply for the ODOT project, the government should not record memo receipts and disbursements, per AOS Bulletin 2000-08.  However, if funding is received from ODOT the local government may be a subrecipient. The specific terms of these agreements will vary, so the auditor must always refer to the agreement.
] 


Henceforth, any reference in this document to “LPA agreements” refers solely to LPA Federal Local-Let Project Agreements. 

Note: If this document will be used to test awards made under CFDA # 23.003, Auditor of State staff should consult with FACCR@ohioauditor.gov prior to starting such testing.

Listing of Local Let Projects:  http://www.dot.state.oh.us/Divisions/Finance/Auditing/Pages/LocalPublicAgencies-LPA.aspx 

LPA PROJECTS
The Ohio Department of Transportation (ODOT), in cooperation with the Federal Highway Administration (FHWA), permits Local Public Agencies (LPAs) to have primary responsibility for project administration of local transportation projects where the LPA has ownership and/or maintenance responsibility. These projects are referred to as “Local-let projects,” as they do not follow the traditional project-development process where ODOT is responsible for project administration. However, some projects can be “ODOT-LET” for construction, but still have other phases (i.e., Right-of-Way or PE) that the LPA is administering and is responsible for reporting.  Although there are many phases to a project, the ODOT “Letting” field is most often referring to the construction phase of a project.

LPAs may design and develop projects in accordance with existing local design standards adopted by the LPA. Such standards and requirements shall be in accordance with generally accepted engineering safety, design and construction standards and requirements.  Formal approval for design exceptions are granted by ODOT.  If an LPA does not possess formal written local design standards for projects located on the National Highway System, then the LPA must use standards as provided in ODOT’s Location and Design Manual or standards contained in the appropriate American Association of State Highway and Transportation Officials’ publication. Based on the project’s purpose and need, existing conditions, crash statistics and design standards, the respective ODOT district office will determine whether the LPA project, as proposed (including design standard to be used), is eligible for Federal funding.

Through a qualification process, ODOT determines whether an LPA possesses, internally or with the use of ODOT prequalified consultants, qualified staff, experience, and management oversight to successfully administer a project from preliminary development through construction. Applicant LPAs determined to be qualified may assume all of the following project management responsibilities or, in the alternative, may assume only specific responsibilities as identified in the LPA Agreement. 

1. Preliminary development and environmental activities;
2. Final detail design and development of construction plans and specifications;
3. Right of way acquisition and relocation, and utility relocation activities;
4. Railroad coordination including necessary agreements and/or permits;
5. Advertising, competitive bidding, and contract award activities; and
6. Construction contract administration, materials testing, and inspection activities.

The individual in responsible charge of the project duties must be a full-time LPA employee.  In situations where the project engineer is a consultant, the person in “responsible charge’ must be a full-time employee of the LPA.  All consultants must be hired through a Quality Based Selection process no matter the funding source of the project phase for which they are hired. If an LPA elects to have both design and construction activities performed by a consultant, the same firm may not perform both functions. 

GOVERNING AUTHORITY:

23 CFR 635.105 (c )(4); 

(Source:  LPA Locally Administered Transportation Projects Manual of Procedures, LPA Participation Requirements Chapter;  ODOT  http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Pages/Manual_of_Procedures.aspx & ODOT Office of External Audits 10/27/2015)

Metropolitan Planning Organization (MPO) Projects
MPO projects are governed by a biennial MPO agreement and an annual work program funding. ODOT reimburses the MPO for costs claimed and eligible under the work program.  Though the MPO Agreement covers two years, funding is on an annual basis.

Ohio Municipal Bridge Program
The Ohio Municipal Bridge Program provides federal funds to municipal corporations and regional transit authorities for bridge replacement or bridge rehabilitation projects.  ODOT has set a $2,500,000 funding limit per project, and ODOT provides up to 80 percent of the eligible costs for construction only (including construction engineering, i.e., testing and inspection). The LPA is responsible for the balance of the construction costs and also for all costs associated with preliminary engineering, environmental studies and documents, final design, and right of way.  In-kind contributions cannot be accepted as part of the local share.

There are approximately 1,300 bridges that have a Municipal owner and meet the Federal Definition of a “bridge” (length of at least 20'). Approximately, 40 percent of these bridges are on Federal-Aid Highways, and 60 percent of them are off Federal-Aid Highways.  ODOT developed a criteria-based project selection process to focus on eliminating deficiencies (both on and off Federal-Aid Highways), while keeping within a financial plan that utilizes existing available resources. Funding of all projects is linked to defined deficiencies, so each dollar invested results in system improvement.

A scoring system is used to prioritize projects. The scoring criteria include items currently used for traditional funding of bridge projects, such as General Appraisal and Sufficiency Rating. Other categories used are Economic Health and Regional Impact. 

The allocation for the Municipal Bridge Program are established by ODOT and administered by the Division of Planning, Office of Local Programs.

 (Source:  http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Municipal%20Bridge%20Program%20Documents/Municipal%20Bridge%20Program%20Guidelines.pdf & ODOT staff on 10/27/2015)

Ohio Local Major Bridge Program
The Ohio Local Major Bridge Program provides Federal funds to counties and municipal corporations for bridge replacement or bridge major rehabilitation projects. A “Local Major Bridge” is defined as a moveable bridge or a bridge having a deck area greater than 35,000 square feet. The bridge must carry vehicular traffic. Currently, 51 structures have been identified statewide as Local Major Bridges. 

ODOT will provide up to 80 percent of the eligible costs for construction only (including construction engineering, i.e. testing and inspection) up to a specified maximum. The local agency is responsible for the 20 percent nonfederal share of the construction costs and also for all costs associated with preliminary engineering, environmental studies and documents, final design, and right of way.

A criteria-based project selection process has been developed to focus on eliminating deficiencies, while keeping within a financial plan that utilizes existing available resources. Funding of all projects is linked to defined deficiencies, so each dollar invested results in system improvement.  

A scoring system is used to prioritize projects. The scoring criteria includes items currently utilized for traditional funding of bridge projects, such as General Appraisal and Sufficiency Rating. Other categories used are Local Share, Economic Health, and Regional Impact. Projects eligible for funding must have a General Appraisal rating of 5 or less. Projects also must have a completed feasibility study, which must be submitted with the project application. 

The allocation for the Local Major Bridge Program is established by ODOT and administered by the Division of Planning, Office of Local Programs.

GOVERNING AUTHORITY:
Title 23, U.S.C., CFR-650

DEFINITIONS:
County: Counties as defined by Title 3 of the Ohio Revised Code.

General Appraisal: The General Appraisal (GA) is a composite condition measurement of the major structural items of a bridge such as superstructure, piers and abutments. General Appraisal values range from 0 to 9, with 9 being like new and 0 being out of service.

Feasibility Study: A systematic evaluation to assess various structure types, initial estimates of project cost, scope and environmental and/or community impacts (two page maximum). This study will be utilized to help determine the eligibility of a project for funding under this program.

Local Major Bridge: A moveable bridge or a bridge having a deck area greater than 35,000 square feet. The bridge must carry vehicular traffic. Currently, fifty-one (51) structures have been identified statewide as Local Major Bridges. A list of the fifty-one (51) structures that meet local major bridge eligibility is attached as Appendix A.

Municipal Corporations: Cities or villages as defined by Title 7 of the Ohio Revised Code. 

Sufficiency Rating: The sufficiency rating formula is a method of evaluating highway bridge data by calculating four (4) separate “Sn” factors to obtain a numeric value which is indicative of a bridge’s sufficiency to remain in service. Each “Sn” factor is made up of many different items. The result of this formula is a percentage in which 100% would represent an entirely sufficient bridge and 0% would represent an entirely insufficient or deficient bridge.

(Source: http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Local%20Major%20Bridge%20Documents/Local%20Major%20Bridge%20Program%20Guidelines.pdf & ODOT staff on 10/27/2015) 

Transportation Alternative Enhancement  Programs
Transportation Alternative Programs (TAP) funds may be used for ODOT-sponsored projects for state-owned and/or state-maintained facilities, and those projects sponsored by local governments outside the boundaries of Metropolitan Planning Organizations (MPOs). The TAP program uses Federal funds to creatively integrate transportation facilities into their surrounding communities and the natural environment. ODOT encourages adding enhancements to planned projects rather than stand-alone projects. 

ODOT suballocates TAP funds to MPOs for local government projects within MPO boundaries. MPOs are responsible for policies and criteria for their projects.

For locally-sponsored projects outside the boundaries of MPOs, ODOT provides up to 80 percent of the eligible costs for construction only (including construction engineering, i.e. testing and inspection), up to a specified maximum. The applicant is required to provide funds for a minimum of the 20 percent nonfederal share of the construction cost, and for all costs associated with the architecture/engineering plans, environmental studies and documentation, right-of-way plans, right-of-way acquisition, and environmental remediation, if necessary. Right-of-way acquisition costs are only allowable for specific qualifying activities as provided below.

Proposed locally-sponsored TE projects must have a direct relationship to surface transportation, be publicly-owned, and must be located on existing publicly-owned property (except for qualifying acquisition activities), be accessible to the general public or targeted to a broad segment of the general public, and be one of the following qualifying activities:

Historic and Archaeological TAP
· Acquisition of historic site
· Historic highway program
· Historic preservation
· Rehabilitation and operation of historic transportation buildings, structures or facilities (including historic railroad facilities and canals)
· Archaeological planning and research
· Establishment of transportation museums

Scenic and Environmental TAP
· Acquisition of scenic easements and scenic sites
· Scenic highway programs including the provision of tourist and welcome center facilities
· Landscaping and other scenic beautification

Bicycle and Pedestrian
· Provision of bike lanes, signed routes, separate paths, grade separations, parking facilities, bike-safe grates or other facilities
· Provision of safety and educational activities for bicycles and pedestrians
· Preservation of unused railway corridors for the purpose of creating shared use trails (includes acquisition or construction)

The allocation for the TAP Program will be established by ODOT and will be administered by the Office of Local Programs.

GOVERNING AUTHORITY:
23 USC 133

(Source: ODOT staff on 10/27/2015)

State Infrastructure Bank (SIB) Loans

The Department has developed a direct loan and bond financing program.  This program was authorized under the Ohio Revised Code, Chapter 5531, for the purpose of developing transportation facilities throughout Ohio.   The State Infrastructure Bank (SIB) shall be used as a method of funding highway, rail, transit, intermodal, and other transportation facilities and projects which produce revenue to amortize debt while contributing to the connectivity of Ohio's transportation system and further the goals such as corridor completion, economic development, competitiveness in a global economy, and quality of life.


Titled the “Ohio State Infrastructure Bank” (SIB), this program was capitalized with a $40 million authorization of state general revenue funds (GRF) from the Ohio State Legislature, $10 million in state motor fuel tax funds, and $87 million in Federal Title XXIII Highway funds [any highway or transit project eligible under Title XXIII], as well as aviation, rail and other intermodal transportation facilities, is eligible for direct loan funding under the SIB. 

ODOT's objective is to maximize the use of Federal and State funds to make direct loans for eligible projects. Repayments from these loans will be made to ODOT and then re-lent to subsequent projects--creating a SIB revolving loan program. The SIB revolving loan program will enhance the number of transportation projects that can be completed within the State that otherwise would not have been considered.

ODOT will be the primary decision maker for SIB projects. Within ODOT, the SIB Loan Committee will manage the approval process.

ODOT's Division of Finance will promulgate the application process and will be the contact source for information on the program. The Division of Finance will receive applications, review them, and make recommendations to the SIB Loan Committee.

ODOT will administer the loans and bonds using prudent financial guidelines and policies.  

(Source: http://www.dot.state.oh.us/divisions/finance/pages/stateinfrastructurebank.aspx & ODOT staff 10/27/2015] )


	IV.	Source of Governing Requirements (CFR, USC, grantor manual section, etc.)

	
The primary sources of program requirements are 23 USC (Highways) and Title XII of the American Recovery and Reinvestment Act of 2009 (ARRA) (Pub. L. No. 111-5) (ARRA, 123 Stat. 203-208).  Implementing regulations are found in 23 CFR (Highways) and 49 CFR (Transportation). 

Availability of Other Program Information

The FHWA maintains a website that provides program laws, regulations, and other general information (http://www.fhwa.dot.gov/).  

(Source:  2015 OMB Compliance Supplement, Part 4)

The Ohio Department of Transportation (ODOT) has a webpage that includes a Manual of Procedures (hereafter referred to as “LPA Manual”) and a summary of various LPA agreement requirements  Division of Planning Local Programs Procedures and Guidance:
 (http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Pages/Local-Let-Procedures-and-Documents.aspx )

A copy of ODOT Policy 25-001(P) which governs LPA agreements can be found at: 
http://www.dot.state.oh.us/policy/PoliciesandSOPs/Policies/025-001(P).pdf

(Source:  ODOT Office of External Audits Staff, 10/27/2015)

MPO agreements are subject to ODOT’s Standard Procedure 322-003(SP) Financial Reimbursement for Local Public Agencies (LPA) Managing the Metropolitan Planning Process and Other Work Program Activities.  (effective April 1, 2005) (Hereafter referred to as ODOT’s Financial Reimbursement Guidelines). Both documents should be available from the MPO.  


(Source:  ODOT MPO Audit Materials available at: http://www.dot.state.oh.us/Divisions/Finance/Auditing/Pages/MPOAuditMaterials.aspx & ODOT Office of External Audits Staff, 10/27/2015)

Additional Guidance:

OMB Compliance Supplements:
http://www.whitehouse.gov/omb/financial_fin_single_audit/

AOS Guidance on federal sampling – Fall 2014
http://portal/BP/Intranet/Webinar%20Supplemental%20Materials/Fall%202014%20-%20Federal%20Sampling.pdf 

A number of documents contain guidance applicable to ARRA.  They include:

Ohio ARRA website:
http://www.recovery.ohio.gov/ 

OMB ARRA website:
http://www.whitehouse.gov/omb/recovery_default/ 

AICPA / GAQC ARRA website:
http://www.aicpa.org/InterestAreas/GovernmentalAuditQuality/Resources/RecoveryActResourceCenter 

NACACT ARRA website:
http://www.nasact.org/nasact/committees/cara/downloads/recovery/recovery.cfm 

GFOA ARRA website:
http://www.gfoa.org/index.php?option=com_content&task=view&id=1133 


	V.	Reporting in the Schedule of Expenditures of Federal Awards

	For Fy 2015 audits:
· A‐133.310(b) states: The auditee shall also prepare a schedule of expenditures of Federal awards for the period covered by the auditee’s financial statements.  While not required, the auditee may choose to provide information requested by Federal awarding agencies and pass-through entities to make the schedule easier to use. For example, when a Federal program has multiple award years, the auditee may list the amount of Federal awards expended for each award year separately.  At a minimum, the schedule shall:
(1) List individual Federal programs by Federal agency. For Federal programs included in a cluster of programs, list individual Federal programs within a cluster of programs.  
(2) For Federal awards received as a subrecipient, the name of the pass-through entity and identifying number assigned by the pass-through entity shall be included.

Meaning that the SEFA must show the identifying number assigned by the pass‐through entity (ie. the PID for certain ODOT program) – but they can be rolled up into 1 line – and just list all pass‐through entity numbers on that 1 line. HOWEVER, the pass‐through agency can request their entities to split them out separately on each line, but it is not a requirement under A‐133 – it is up to the client to decide if they want to prepare their schedule this way.

While ODOT prefers each PID to be split out on separate lines of the SEFA, it historically has not been included in their grant terms & conditions (but may have been included beginning in Fy 2015). So, when the client presents their federal schedule to us broken out by PID (for CFDA 20.205 for example), it must stay that way – auditors should not be rolling all PID’s into 1 line. In addition, if the client presents their federal schedule to us with all PID’s rolled into 1 line, again, it must stay that way – auditors should not be breaking the PID’s out onto separate lines. Remember, it is the entities federal schedule, and since there currently is no requirement for the PID’s to be split out or rolled up, we should not be adjusting the clients federal schedule either way.

· If the pass‐through or federal agency identifies an immaterial error on the SEFA and requests us to have an audit adjustment to add it to a subsequent years SEFA that we are currently auditing – contact CFAE for further guidance.

ODOT administers the Highway Planning and Construction Cluster.  The subrecipient determination process for local governments is complex.  The following information from ODOT is to assist auditors in differentiating subrecipient (i.e., LPA) projects from non-subrecipient projects (i.e., vendors, nonparticipants, etc.).  

There are generally two opportunities for a local government to receive Federal funds from ODOT. 
· The LPA can administer a project, or specific phases of a project, and is responsible for the administration of the project. The LPA is required to report the project expenditures, for any phase of the project it administered, on its Schedule of Expenditures of Federal Awards (SEFA). 
· ODOT can administer projects in the LPA’s geographic area, providing Federal and/or State funding for the project, but the LPA does not administer the project and has no responsibility for the project.

Generally, there are four phases to a construction project – Preliminary Engineering (PE), Right-of-Way Acquisition, Construction, and Other. Each phase may be performed and administered independently.  For example, the LPA may perform the PE and Right of Way Acquisition phases of a project, while ODOT administers the Construction phase.  Alternatively, the LPA may administer all phases of the project. 

The local Engineer’s Office typically administers the LPA work and is the best source for obtaining an understanding of the project scope and the work performed by the LPA. Additionally, project agreements and enabling legislation are available from the local Engineer. 


•	LPA Subrecipient Projects - In the past, ODOT prepared and published an annual report of Federal expenditures on LPA projects.  However, LPAs frequently reported the exact dollar amount from the report on their SEFA, when there should have been timing differences, and the amounts often should have been different.  Beginning in Fy 2013, ODOT instead began providing the following 2 lists at http://portal/BP/Intranet/Auditor%20Resources/Confirmation%20Listings%20-%20Counties,%20Municipalities,%20Townships,%20Libraries,%20Etc.aspx?PageView=Shared and http://www.dot.state.oh.us/Divisions/Finance/Auditing/Pages/LocalPublicAgencies-LPA.aspx:
· Listing of Entity Project IDs (PIDs) – for projects that relate to only 1 entity
· This listing includes projects which may have both direct and on-behalf-of expenditures.
· Auditors can take the PIDs and look up the related expenditures on ODOT’s CMS (Construction Management System) Portal http://www.odotonline.org/cmsportal/ 
· CAUTION: Information retrieved using the CMS web portal should be confirmed to the source documents and agreements to ensure the expenditures of federal funds are the responsibility of the LPA.  Auditors should ask the Local to identify all payments made by the Local or by ODOT (on the Local’s behalf) for the projects providing in the listing.
· Keep in mind timing differences for reimbursement payments.  The local entity should report these expenditures on their SEFA based upon the date they expend the funds (as reported in their ledgers), rather than the date ODOT expended the funds. The Local may have expenditures that it has made but has not yet requested reimbursement from ODOT. 
·  Listing of Payment Detail for Statewide Projects – for projects which include one PID for many entities
· This listing includes both direct and on-behalf-of expenditures.
· Keep in mind timing differences for reimbursement payments.  The local entity should report these expenditures on their SEFA based upon the date they expend the funds (as reported in their ledgers), rather than the date ODOT expended the funds (as reported on the ODOT Listing).
· See further information below under “How to Determine Whether a Project should be Reported on LPA SEFA or Not”.

•	ODOT-Administered Projects – ODOT provides a cost estimate to the LPA prior to beginning the project and informs the LPA how much it will likely be expected to contribute.  The LPA is then required to pass enabling legislation (i.e., ordinance or resolution) indicating it is authorized and able to contribute a certain amount of funding toward the project.  In an ODOT-Administered project agreement, , ODOT will be responsible for administering the construction phase of the project, and may also administer all other phases., while the LPA only is responsible for its financial contribution to the project and for keeping the construction site free of items that may interfere with the project.  After passing legislation and signing the contract, the LPA must place the contribution on deposit with ODOT prior to the start of the project.  ODOT then may assume all administrative responsibility for the project and pays the contractors from the Federal, State and local contribution funds that are on deposit.  Those projects for which ODOT fully administers all phases of the project, the LPA has no further responsibility or input in the project (except for removing and managing possible interferences such as utilities and vehicles, etc.).  However, there are ODOT projects for which ODOT does not administer every phase of the project, and the LPA will administer one or more phases of the project. The Agreement between ODOT and the LPA will provide clarification for which phases are administered by ODOT and which phases are administered by the LPA. This split-administration can make the ODOT projects difficult to understand reporting responsibility and is usually where the Engineer’s Office can provide valuable input and clarification for the auditor.  (NOTE: Where there are multiple ODOT-administered projects, a separate resolution must be passed for each project.  A separate contract will likely exist for each project as well; however, that decision is at ODOT ‘s discretion.)
 
(Source: ODOT Office of External Audits Staff, 10/27/2015)

How to Determine Whether a Project should be Reported on LPA SEFA or Not 
Note:  While the following does not provide a confirmation, it is a starting point for auditors to determine completeness of projects reported on the LPA SEFA.  If necessary, the ODOT Office of External Audits will review a draft schedule and provide feedback to assist in determining accurate, complete reporting.

· Obtain clients SEFA, their ledgers, support for the expenditures, all grant files including SIB loan agreements, and project agreements and review.
· At https://ohioauditor.gov/references/confirmations/odot.html view ODOT’s listing of projects deemed locally-administered:
· ODOT’s Statewide Project listing
· ODOT’s PID listing
· If the client has project expenditures included on ODOT’s Statewide Project listing:
· If the payment shows as being written to the vendor (on-behalf-of) – the amounts and date shown on this listing reflect the amount and date it should be reported on the LPA’s SEFA.
· If the payment shows as being written to the LPA – the corresponding expenditures should be reported on the LPA’s SEFA when the LPA made the expenditures (ie. from the LPA’s ledgers).  
· If the client has projects included on the PID listing, it is an indication that the LPA administered one or all phases of the project.  Each project has multiple phases and each phase can be administered independently by ODOT or the LPA. Due to the very complex nature of the 20.205 reporting, it is critical to include the LPA Engineering Office (i.e., Public Works, or other similar office) in the SEFA reporting process.  
· Go to ODOT’s CMS Portal at the same link and enter the PID # with dates a couple months prior to through a couple months after the LPA’s audit period.
· If the payment shows as being written to the vendor (on-behalf-of) – the amounts and date shown on this listing reflect the amount and date it should be reported on the LPA’s SEFA.
· If the payment shows as being written to the LPA – the corresponding expenditures should be reported on the LPA’s SEFA when the LPA made the expenditures (ie. from the LPA’s ledgers).
· As mentioned above, the LPA must provide, to the auditor, all agreements and invoices related to the PID.
· Note:  
· For each expenditure that is made to or on the behalf of an LPA, the LPA initiates the payment process. The LPA will prepare an invoice to ODOT requesting payment to a vendor (third-party payment) or the LPA will prepare an invoice to ODOT requesting reimbursement to the LPA. These invoices are approved by signature of the LPA (often signed by the Engineer, the Mayor, or a Commissioner). ODOT will not pay a vendor, on behalf of the LPA, without the LPA initiating the payment through process of the approved invoice.
· Several CFDA #’s are included on the PID listings, however, only 20.205 has PID #’s which can be looked up in the CMS portal.  The other CFDA’s are for transit agencies, which contain a FAN number.  ODOT has provided the FAN number to help auditors ensure completeness of the SEFA.  Auditors should inquire of the client regarding the expenditures related to the FAN and trace to their ledgers.
· If an AOS auditor determines ODOT or the client’s designation of a project as locally-administered v/s ODOT-administered in inaccurate, first consult with the CFAE federal specialist and include the documentation/information noted above, and you may then be directed to contact ODOT.
· Indication of a locally-administered project can often be found in the following sections of the ‘Local-let Project Agreement’
· Title of agreement – “Local-let Project Agreement’ – indicating that the LPA needs to report for at least 1 phase
· 1.4 – ‘…to establish the responsibilities for the local administration of the project’
· 4.1 – ‘The LPA and ODOT agree that the LPA is qualified to administer this project….’
· 4.3 – ‘The LPA shall design and construct the project……’
· Occasionally situations do occur where a project is local-let for 1 phase, and ODOT-let for other phases.  
· Additionally, situations also rarely occur where at the time the grant agreement is written/signed, the LPA plans on a phase, or multiple phases, being local-let, but later changes their mind and it ends up being ODOT-let (and vice/versa).
· SIB Loans – Occasionally a PID has a State Infrastructure Bank (SIB) Loan related to it.
· SIB loans may be from either federal funds or state funds.
· The expenditures related to the SIB show up under the PID number on the PID listing and CMS portal.  
· All Federal expenditures made from a SIB loan to the LPA or another entity on the LPA’s behalf are required to be reported on the LPA’s SEFA, [A-133.205], regardless if ODOT or the LPA is administering the project. Therefore, there can be occasions when the LPA did not administer any phase of a project, but due to its SIB Federal loan (for its local share of the project), the Federal expenditures made from the SIB loan must be reported on the LPA’s SEFA.  When a SIB loan is made on behalf of the LPA, the LPA must provide its SIB Loan agreement and all expenditure information it has documented. If there are any questions in relation to the SIB loan reporting, in relation to the SEFA, contact the ODOT LPA External Auditor.
· PID’s using a “Task Order Consultant” – 
· Occasionally a LPA chooses to utilize an ODOT Task Order Consultant to handle certain phases of the project for them (as indicated in their Scope of Services agreement).  When this occurs, the LPA should NOT be reporting the expenditures related to the Task Order phases on their SEFA (as those will be reported on ODOT’s SEFA).  The invoices for these services are not initiated by the LPA, nor are the invoices approved by the LPA. All invoicing is initiated and approved by ODOT personnel.
· Further guidance on testing ODOT projects can be obtained at:
· AOS auditors - http://portal/BP/Intranet/Webinar%20Supplemental%20Materials/2015%204%20Federal%20Update.pdf – Spring 2015
· IPA’s, page 5 of http://www.ohioauditor.gov/trainings/ipa/2015.pdf - 2015 IPA Conference.

(Source:  CFAE & ODOT)

Recipients and subrecipients covered by the Single Audit Act Amendments of 1996 and OMB Circular A-133 must separately identify the expenditures for Federal awards under the American Recovery and Reinvestment Act (ARRA) on the Schedule of Expenditures of Federal Awards (SEFA) and the Data Collection Form (SF-SAC) required by OMB Circular A-133.  This shall be accomplished by identifying expenditures for Federal awards made under ARRA separately on the SEFA, and as separate rows under Item 6 of Part III on the SF-SAC by CFDA number, and inclusion of the prefix “ARRA-” in identifying the name of the Federal program on the SEFA and as the first characters in Item 6, Column c of Part III “Name of Federal program,” on the SF-SAC. 

(Source:  2015 OMB Compliance Supplement, Appendix VII)

As described in §___.310(b)(3) of OMB Circular A-133, auditees must complete the SEFA and include CFDA numbers provided in Federal awards/subawards and associated expenditures.


	VI.	Improper Payments

	Under OMB guidance, Public Law (Pub. L.) No. 107-300, the Improper Payments Information Act of 2002, as amended by Pub. L. No. 111-204, the Improper Payments Elimination and Recovery Act, Executive Order 13520 on reducing improper payments, and the June 18, 2010 Presidential memorandum to enhance payment accuracy, Federal agencies are required to take actions to prevent improper payments, review Federal awards for such payments, and, as applicable, reclaim improper payments.  Improper payment means:
1.	Any payment that should not have been made or that was made in an incorrect amount under statutory, contractual, administrative, or other legally applicable requirements.  
2. Incorrect amounts are overpayments or underpayments that are made to eligible recipients (including inappropriate denials of payment or service, any payment that does not account for credit for applicable discounts, payments that are for the incorrect amount, and duplicate payments).  

3. Any payment that was made to an ineligible recipient or for an ineligible good or service, or payments for goods or services not received (except for such payments where authorized by law).
4. Any payment that an agency’s review is unable to discern whether a payment was proper as a result of insufficient or lack of documentation.
Auditors should be alert to improper payments, particularly when testing the following parts - A, “Activities Allowed or Unallowed;” B, “Allowable Costs/Cost Principles;” E, “Eligibility;” and, in some cases, N, “Special Tests and Provisions.”
(Source:  2015 OMB Compliance Supplement, Part 3)



	A.	Activities Allowed or Unallowed

	Audit Objectives

	1) Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2) Determine whether Federal awards were expended only for allowable activities.

	Compliance Requirements

	
	Important Note:  For a cost to be allowable, it must (1) be for a purpose the specific award permits and (2) fall within A-87’s (codified in 2 CFR Part 225) allowable cost guidelines.  These two criteria are roughly analogous to classifying a cost by both program/function and object.  That is, the grant award generally prescribes the allowable program/function while A-87 prescribes allowable object cost categories and restrictions that may apply to certain object codes of expenditures.

For example, could a government use an imaginary Homeland Security grant to pay OP&F pension costs for its police force?  To determine this, the client (and we) would look to the grant agreement to see if police activities (security of persons and property function cost classification) met the program objectives.  Then, the auditor would look to A-87 to determine if pension costs (an object cost classification) are permissible.  (A-87, Appendix B states they are allowable, with restrictions, so we would need to determine if the auditee met the restrictions.)  Both the client and we should look at A-87 even if the grant agreement includes a budget by object code approved by the grantor agency.

(Source:  AOS CFAE)



The specific requirements for activities allowed or unallowed are unique to each Federal program and are found in the laws, regulations, and the provisions of contract or grant agreements pertaining to the program.  For programs listed in the OMB Compliance Supplement, the specific requirements of the governing statutes and regulations are included in Part 4 – Agency Program Requirements or Part 5 – Clusters of Programs, as applicable.  This type of compliance requirement specifies the activities that can or cannot be funded under a specific program.

Applicable to ALL awards with ARRA funding.  In addition, ARRA has established a crosscutting unallowable activity for all ARRA-funded awards.  Pursuant to Section 1604 of ARRA, none of the funds appropriated or otherwise made available in ARRA may be used by any State or local government, or any private entity, for any casino or other gambling establishment, aquarium, zoo, golf course, or swimming pool.
Source of Governing Requirements

The requirements for activities allowed or unallowed are contained in program legislation or, as applicable, ARRA, Federal awarding agency regulations, and the terms and conditions of the award.

(Source: 2015 OMB Compliance Supplement, Part 3)

Program Specific Requirements

1.	Federal funds can be used only to reimburse costs that are (a) incurred subsequent to the date of authorization to proceed, except for certain property acquisition costs permitted under 23 USC 108 and certain emergency repair work under 23 USC 125; (b) in accordance with the conditions contained in the project agreement and the plans, specifications, and estimates (PS&E); (c) allocable to a specific project; and (d) claimed for reimbursement subsequent to the date of the project agreement (23 CFR sections 1.9, 630.106, and 630.205).

2.	Federal funds can be used for administrative settlement costs incurred in defending contract claim proceedings before arbitration boards or State courts only if approved by FHWA for Federal-aid projects.  If special counsel is used, it must be recommended by the State Attorney or State Department of Transportation (State DOT) legal counsel and approved in advance by FHWA (23- CFR section 140.505).

3.	ADHS funds may be used only for work included in the ADHS cost estimate approved by the ARC.

4.	FLTTP funds may be used for work on projects that provide access to or within Federal or Tribal lands (23 USC 201 through 204).

(Source: 2015 OMB Compliance Supplement, Part 4)

Additional Program Specific Requirements

LPA Invoices

For on-behalf payments that ODOT makes directly to contractors, the LPA initiates the request for payment.  No on-behalf payments can be made for Local-Let Projects unless the LPA requests the payment be made. (The LPA must track these payments as requests are sent to ODOT.)  The LPA should provide invoice copies to the auditor.

The LPA shall review and/or approve all invoices prior to payment and prior to requesting reimbursement from ODOT for work performed on the PROJECT.  The LPA shall ensure the accuracy of any invoice in both amount and in relation to the progress made on the PROJECT. The LPA must submit to ODOT a written request for either current payment or reimbursement of the Federal/State share of the expenses involved, attaching copies of all source documentation associated with pending invoices or paid costs.

ODOT shall pay, or reimburse, the LPA or, at the request of the LPA and with concurrence of ODOT, pay directly to the LPA’s construction contractor (“Contractor”), the eligible items of expense in accordance with the cost sharing provisions of the LPA Agreement.  ODOT shall pay the Contractor or reimburse the LPA within thirty (30) days of receipt of the approved Contractor’s invoice from the LPA. 

(Source: ODOT Federal LPA Agreement – often in Section 8 – Auditors should modify this guidance/reference, as applicable)

The Construction Project Engineer (CPE) is responsible for preparing documentation to support payment for work performed by the Contractor by measurement of completed and accepted quantities of work. The documentation shall provide validation that the quantity for payment has been determined in accordance with contract requirements with necessary measurements, calculations, weight tickets, etc., and that the work was done in close conformity to the plans and specifications.

(Source:  ODOT Locally Administered Transportation Projects Manual of Procedures, LPA Construction Contract Administration Chapter available at: http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Pages/Manual_of_Procedures.aspx  & ODOT Office of External Audit, 10/27/15)


The grant application, agreement, or policies may contain the specific requirements for activities allowed or unallowed.

(Source:     )

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Activities Allowed or Unallowed and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

1) Identify (and document) the types of activities which are either specifically allowed or prohibited by the laws, regulations, and the provisions of contract or grant agreements pertaining to the program.

2) When allowability is determined based upon summary level data (voucher summaries, etc.), perform procedures to verify that:
a) Activities were allowable.
b) Individual transactions were properly classified and accumulated into the activity total.

3) When allowability is determined based upon individual transactions, select a sample of transactions and perform procedures (vouch, scan, etc.) to verify that the transaction was for an allowable activity.

4) The auditor should be alert for large transfers of funds from program accounts, which may have been used to fund unallowable activities.

	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A.	Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B.	Assessment of Control Risk:

C.	Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D.	Results of Compliance (Substantive Tests) Tests:

E.	Questioned Costs:  Actual __________     Projected __________




	B.	Allowable Costs / Cost Principles

	Introduction

	The following OMB cost principles circulars prescribe the cost accounting policies associated with the administration of Federal awards by (1) States, local governments, and Indian tribal governments (State rules for expenditures of State funds apply for block grants authorized by the Omnibus Budget Reconciliation Act of 1981 and for other programs specified on Appendix I); (2) institutions of higher education; and (3) non-profit organizations.  Federal awards administered by publicly owned hospitals and other providers of medical care are exempt from OMB’s cost principles circulars, but are subject to requirements promulgated by the sponsoring Federal agencies (e.g., the Department of Health and Human Services’ 45 CFR part 74, Appendix  E).  The cost principles applicable to a non-Federal entity apply to all Federal awards received by the entity, regardless of whether the awards are received directly from the Federal Government, or indirectly through a pass-through entity.  The circulars describe selected cost items, allowable and unallowable costs, and standard methodologies for calculating indirect costs rates (e.g., methodologies used to recover facilities and administrative costs (F&A) at institutions of higher education).  Federal awards include Federal programs and cost-type contracts and may be in the form of grants, contracts, and other agreements.

The three cost principles circulars are as follows:  

· OMB Circular A-87 OMB Circular A-87, “Cost Principles for State, Local, and Indian Tribal Governments” (2 CFR part 225) 

· OMB Circular A-21, “Cost Principles for Educational Institutions.” (2 CFR part 220) - All institutions of higher education are subject to the cost principles contained in OMB Circular A-21, which incorporates the four Cost Accounting Standards Board (CASB) Standards and the Disclosure Statement (DS-2) requirements as described in OMB Circular A-21, sections C.10 through C.14 and Appendices A and B.

· OMB Circular A-122, “Cost Principles for Non-Profit Organizations.” (2 CFR part 230) - Non-profit organizations are subject to OMB Circular A-122, except those non-profit organizations listed in OMB Circular A-122, Appendix C that are subject to the commercial cost principles contained in the Federal Acquisition Regulation (FAR).  Also, by contract terms and conditions, some non-profit organizations may be subject to the CASB’s Standards and the Disclosure Statement (DS-1) requirements.

[bookmark: OLE_LINK4][bookmark: OLE_LINK5]Although these cost principles circulars have been reissued in Title 2 of the CFR for ease of access, the OMB Circular A-133 Compliance Supplement refers to them by the circular title and numbering.  However, auditors should use the authoritative reference of 2 CFR Part 225 … when citing noncompliance.

The cost principles articulated in the three OMB cost principles circulars are, in most cases, substantially identical, but a few differences do exist.  These differences are necessary because of the nature of the Federal/State/local/non-profit organizational structures, programs administered, and breadth of services offered by some grantees and not others.  Exhibit 1 of Part 3 of the OMB Circular A-133 Compliance Supplement, Selected Items of Cost (included in at the end of Part B to this FACCR), lists the treatment of the selected cost items in the different circulars. 

	Note: This FACCR is designed for State and Local Governments (based on the requirements of OMB Circular A-87).  If you are performing a Single Audit for a Higher Educational Institution or a Non-Profit Organization, you will need to update the guidance contained within this FACCR in accordance with the applicable cost principle circular.

(Source:  AOS CFAE)



	Important Note:  For a cost to be allowable, it must (1) be for a purpose the specific award permits and (2) fall within A-87’s (codified in 2 CFR Part 225) allowable cost guidelines.  These two criteria are roughly analogous to classifying a cost by both program/function and object.  That is, the grant award generally prescribes the allowable program/function while A-87 prescribes allowable object cost categories and restrictions that may apply to certain object codes of expenditures.

For example, could a government use an imaginary Homeland Security grant to pay OP&F pension costs for its police force?  To determine this, the client (and we) would look to the grant agreement to see if police activities (security of persons and property function cost classification) met the program objectives.  Then, the auditor would look to A-87 to determine if pension costs (an object cost classification) are permissible.  (A-87, Appendix B states they are allowable, with restrictions, so we would need to determine if the auditee met the restrictions.)  Both the client and we should look at A-87 even if the grant agreement includes a budget by object code approved by the grantor agency.

(Source:  AOS CFAE)



2 CFR PART 225/OBM Circular A-87, Cost Principles for State, Local, and Indian Tribal Governments

2 CFR part 225/OBM Circular A-87 (A-87) establishes principles and standards for determining allowable direct and indirect for Federal awards.  This part is organized in to the following areas of allowable costs: State/Local-Wide Central Service Costs; State/Local Department or Agency Costs (Direct and Indirect); and State Public Assistance Agency Costs.

Cognizant Agency

A-87, Appendix A, paragraph B.6. defines “cognizant agency” as the Federal agency responsible for reviewing, negotiating, and approving cost allocation plans or indirect cost proposals developed under A-87 on behalf of all Federal agencies.  OMB publishes a listing of cognizant agencies (Federal Register, 51 FR 552, January 6, 1986).  This listing is available at
http://www.whitehouse.gov/sites/default/files/omb/assets/financial_pdf/fr-notice_cost_negotiation_010686.pdf.  References to cognizant agency in this section should not be confused with the cognizant Federal agency for audit responsibilities, which is defined in OMB Circular A-133, Subpart D. §____.400(a).

Availability of Other Information

Additional information on cost allocation plans and indirect cost rates is found in the Department of Health and Human Services (HHS) publications: A Guide for State, Local, and Indian Tribal Governments (ASMB C-10); Review Guide for State and Local Governments, State/Local-Wide Central Service Cost Allocation Plans, and Indirect Cost Rates; and the DCA Best Practices Manual for Reviewing Public Assistance Cost Allocation Plans which are available at https://rates.psc.gov/fms/dca/pa.html.

(Source: 2015 OMB Compliance Supplement, Part 3)

Indirect Costs Include:
1. Costs originating at the State or Local-Wide level, such as: Personnel, Budgeting, Data Center, Accounting, Treasurer, Auditor (e.g., audit costs, county auditor preparation of SEFA)
1. Costs originating at the Departmental level, such as: Director/Asst. Director’s Compensation, Secretaries, Space, Supplies (e.g., Dir.’s compensation for the Community & Economic Dev. Dept.)
1. Costs originating at the Divisional level, such as: Director/Asst. Director’s Compensation, Secretaries, Space, Supplies (e.g., Asst. Dir.’s compensation for the Economic Dev. Division)

(Source:  AOS CFAE)


	Audit Objectives - State/Local-Wide Central Service Costs

	
1)	Obtain an understanding of internal control over compliance requirements for central service costs, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2)	Determine whether the governmental unit complied with the provisions of A-87 (codified in 2 CFR Part 225) as follows:
a)	Direct charges to Federal awards were for allowable costs.
b)	Charges to cost pools allocated to Federal awards through central service CAPs were for allowable costs.
c)	The methods of allocating the costs are in accordance with the applicable cost principles, and produce and equitable and consistent distribution of costs, which benefit from the central service costs being allocated (e.g., cost allocation bases include all activities, including all State departments and agencies and, if appropriate, non-State organizations which receive services).
d)	Cost allocations were in accordance with central service CAPs approved by the cognizant agency or, in cases where such plans are not subject to approval, in accordance with the plan on file.


	Compliance Requirements - State/Local-Wide Central Service Costs

	
State/Local-Wide Cost Allocation Plan (SWCAP/LWCAP)

Most governmental entities provide services, such as accounting, purchasing, computer services, and fringe benefits, to operating agencies on a centralized basis.  Since the Federal awards are performed within the individual operating agencies, there must be a process whereby these central service costs are identified and assigned to benefiting operating agency activities on a reasonable and consistent basis.  The State/local-wide central service cost allocation plan (CAP) provides that process.  (Refer to A-87, Appendix C, State/Local-Wide Central Service Cost Allocation Plans, for additional information and specific requirements.) 

The allowable costs of central services that a governmental unit provides to its agencies may be allocated or billed to the user agencies.  The State/local-wide central service CAP is the required documentation of the methods used by the governmental unit to identify and accumulate these costs, and to allocate them or develop billing rates based on them.

Allocated central service costs (referred to as Section I costs) are allocated to benefiting operating agencies on some reasonable basis.  These costs are usually negotiated and approved for a future year on a “fixed-with-carry-forward” basis.  Examples of such services might include general accounting, personnel administration, and purchasing.  Section I costs assigned to an operating agency through the State/local-wide central service CAP are typically included in the agency’s indirect cost pool.

Billed central service costs (referred to as Section II costs) are billed to benefiting agencies and/or programs on an individual fee-for-service or similar basis.  The billed rates are usually based on the estimated costs for providing the services.  An adjustment will be made at least annually for the difference between the revenue generated by each billed service and the actual allowable costs.  Examples of such billed services include computer services, transportation services, self- insurance, and fringe benefits.  Section II costs billed to an operating agency may be charged as direct costs to the agency’s Federal awards or included in its indirect cost pool.

1.	Compliance Requirements – State/Local-Wide Central Service Costs

a.	Basic Guidelines

(1) The basic guidelines affecting allowability of costs (direct and indirect) are identified in A-87, Appendix A, paragraph C.
(2) To be allowable under Federal awards, costs must meet the following general criteria (A-87, Appendix A, paragraph C.1):

(a)	Be necessary and reasonable for the performance and administration of Federal awards.  (Refer to A-87, Appendix A, paragraph C.2 for additional information on reasonableness of costs.)

(b)	Be allocable to Federal awards under the provisions of A-87.  (Refer to A-87, Appendix A, paragraph C.3 for additional information on allocable costs.)

(c)	Be authorized or not prohibited under State or local laws or regulations.

(d)	Conform to any limitations or exclusions set forth in A-87, Federal laws, terms and conditions of the Federal award, or other governing regulations as to types or amounts of cost items.

(e)	Be consistent with policies, regulations, and procedures that apply uniformly to both Federal awards and other activities of the governmental unit.

(f)	Be accorded consistent treatment.  A cost may not be assigned to a Federal award as a direct cost if any other cost incurred for the same purpose in like circumstances has been allocated to the Federal award as an indirect cost.

(g)	Be determined in accordance with generally accepted accounting principles, except as otherwise provided in A-87.

(h)	Not be included as a cost or used to meet cost sharing or matching requirements of any other Federal award, except as specifically provided by Federal law or regulation.

(i)	Be net of all applicable credits.  (Refer to A-87, Appendix A, paragraph C.4 for additional information on applicable credits.)

(j)	Be adequately documented.

b.	Selected Items of Cost

(1)	Sections 1 through 43 of A-87, Appendix B, provide the principles to be applied in establishing the allowability or unallowability of certain items of cost.  (For a listing of costs, refer to Exhibit 1 of this part of the Supplement.)  These principles apply whether a cost is treated as direct or indirect.  Failure to mention a particular item of cost in this section of A-87 is not intended to imply that it is either allowable or unallowable; rather, determination of allowability in each case should be based on the treatment or standards provided for similar or related items of cost.

(2)	A cost is allowable for Federal reimbursement only to the extent of benefits received by Federal awards and its conformance with the general policies and principles stated in A-87, Appendix A.

c.	Submission Requirements

(1)	Submission requirements are identified in A-87, Appendix C, paragraph D.  

(2)	A State is required to submit a State-wide central service CAP to HHS for each year in which it claims central service costs under Federal awards.

(3)	A local government that has been designated as a “major local government” by OMB is required to submit a central service CAP to its cognizant agency annually.  This listing is posted on the OMB website (http://www.whitehouse.gov/omb/management ).  All other local governments claiming central service costs must develop a CAP in accordance with the requirements described in A-87 and maintain the plan and related supporting documentation for audit.  Local governments are not required to submit the plan for Federal approval unless they are specifically requested to do so by the cognizant agency.  If a local government receives funds as a subrecipient only, the primary recipient will be responsible for negotiating and/or monitoring the local government’s plan.  

(4)	All central service CAPs will be prepared and, when required, submitted within the 6 months prior to the beginning of the governmental unit’s fiscal years in which it proposes to claim central service costs.  Extensions may be granted by the cognizant agency.

d.	Documentation Requirements

(1)	The central service CAP must include all central service costs that will be claimed (either as an allocated or a billed cost) under Federal awards.  Costs of central services omitted from the CAP will not be reimbursed.

(2)	The documentation requirements for all central service CAPs are contained in A 87, Appendix C, paragraph E.  All plans and related documentation used as a basis for claiming costs under Federal awards must be retained for audit in accordance with the record retention requirements contained in the A-102 Common Rule.

e.	Required Certification – No proposal to establish a central service CAP, whether submitted to a Federal cognizant agency or maintained on file by the governmental unit, shall be accepted and approved unless such costs have been certified by the governmental unit using the Certificate of Cost Allocation Plan as set forth in A-87, Appendix C.

f.	Allocated Central Service Costs (Section I Costs) – A carry-forward adjustment is not permitted for a central service activity that was not included in the previously approved plan or for unallowable costs that must be reimbursed immediately (A-87, Appendix C, paragraph G.3).

g.	Billed Central Service Costs (Section II Costs)

(1)	Internal service funds for central service activities are allowed a working capital reserve of up to 60 days cash expenses for normal operating purposes (A- 87, Appendix C, paragraph G.2).  A working capital reserve exceeding 60 days may be approved by the cognizant Federal agency in exceptional cases.

(2)	Adjustments of billed central services are required when there is a difference between the revenue generated by each billed service and the actual allowable costs (A-87, Appendix C, paragraph G.4).  The adjustments will be made through one of the following methods:

(a)	A cash refund to the Federal Government for the Federal share of the adjustment, if revenue exceeds costs,

(b)	Credits to the amounts charged to the individual programs,

(c)	Adjustments to future billing rates, or

(d)	Adjustments to allocated central service costs (Section I) if the total amount of the adjustment for a particular service does not exceed $500,000.

(3)	Whenever funds are transferred from a self-insurance reserve to other accounts (e.g., general fund), refunds shall be made to the Federal Government for its share of funds transferred, including earned or imputed interest from the date of transfer (A-87, Appendix B, paragraph 22).

Source of Governing Requirements

The requirements for allowable costs/cost principles are contained in the A-102 Common Rule (§___.22), OMB Circular A-110 (2 CFR section 215.27), program legislation, Federal awarding agency regulations, and the terms and conditions of the award.


	Audit Objectives - State/Local Department or Agency Costs – Direct and Indirect

	1. Obtain an understanding of internal control over the compliance requirements for State/local department or agency costs, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2. Determine whether the governmental unit complied with the provisions of A-87 as follows:
a) Direct charges to Federal awards were for allowable costs.
b) Charges to cost pools used in calculating indirect cost rates were for allowable costs.
c) The methods for allocating the costs are in accordance with the applicable cost principles, and produce an equitable and consistent distribution of costs (e.g., all activities that benefit from the indirect cost, including unallowable activities, must receive an appropriate allocation of indirect costs).
d) Indirect cost rates were applied in accordance with approved indirect cost rate agreements (ICRA), or special award provisions or limitations, if different from those stated in negotiated rate agreements.
e) For local departments or agencies that do not have to submit an ICRP to the cognizant Federal agency, indirect cost rates were applied in accordance with the ICRP maintained on file.

	Compliance Requirements – State/Local Department or Agency Costs – Direct and Indirect

	The individual State/local departments or agencies (also known as operating agencies) are responsible for the performance or administration of Federal awards.  In order to receive cost reimbursement under Federal awards, the department or agency usually submits claims asserting that allowable and eligible costs (direct and indirect) have been incurred in accordance with A-87 (codified in 2 CFR Part 225).

While direct costs are those that can be identified specifically with a particular final cost objective, the indirect costs are those that have been incurred for common or joint purposes, and not readily assignable to the cost objectives specifically benefited without effort disproportionate to the results achieved.  Indirect costs are normally charged to Federal awards by the use of an indirect cost rate.

The indirect cost rate proposal (ICRP) provides the documentation prepared by a State/local department or agency, to substantiate its request for the establishment of an indirect cost rate.  The indirect costs include (1) costs originating in the department or agency carrying out Federal awards, and (2) costs of central governmental services distributed through the State/local-wide central service CAP that are not otherwise treated as direct costs.  The IRCPs are based on the most current financial data and are used to either establish predetermined, fixed, or provisional indirect cost rates or to finalize provisional rates (for rate definitions refer to A-87 (codified in 2 CFR Part 225), Appendix E, paragraph B).

1. General Compliance Requirements – State/Local Department or Agency Costs – Direct and Indirect
a.	Basic Guidelines – Refer to the previous section, “Allowability of Costs – General Criteria (applicable to both direct and indirect costs) – Basic Guidelines,” for the guidelines affecting the allowability of costs (direct and indirect) under Federal awards.
b.	Selected Items of Cost – Refer to the previous section, “Allowability of Costs – General Criteria (applicable to both direct and indirect costs) – Selected Items of Cost,” for the principles to establish allowability or unallowability of certain items of cost.  These principles apply whether a cost is treated as direct or indirect. 
c.	Allocation of Indirect Costs and Determination of Indirect Cost Rates
(1)	The specific methods for allocating indirect costs and computing indirect cost rates are as follows:
(a)	Simplified Method – This method is applicable where a governmental unit’s department or agency has only one major function, or where all its major functions benefit from the indirect cost to approximately the same degree.  The allocation of indirect costs and the computation of an indirect cost rate may be accomplished through simplified allocation procedures described in the circular (A-87, Appendix E, paragraph C.2).
(b)	Multiple Allocation Base Method – This method is applicable where a governmental unit’s department or agency has several major functions that benefit from its indirect costs in varying degrees.  The allocation of indirect costs may require the accumulation of such costs into separate groupings which are then allocated individually to benefiting functions by means of a base which best measures the relative degree of benefit.  (For detailed information, refer to A-87, Appendix E, paragraph C.3.)
(c)	Special Indirect Cost Rates – In some instances, a single indirect cost rate for all activities of a department or agency may not be appropriate.  Different factors may substantially affect the indirect costs applicable to a particular program or group of programs, e.g., the physical location of the work, the nature of the facilities, or level of administrative support required.  (For the requirements for a separate indirect cost rate, refer to A-87, Appendix E, paragraph C.4.)
(d)	Cost Allocation Plans – In certain cases, the cognizant agency may require a State or local governmental unit’s department or agency to prepare a CAP instead of an ICRP. These are infrequently occurring cases in which the nature of the department or agency’s Federal awards makes impracticable the use of a rate to recover indirect costs.  A CAP required in such cases consists of narrative descriptions of the methods the department or agency uses to allocate indirect costs to programs, awards, or other cost objectives.  Like an ICRP, the CAP must be either submitted to the cognizant agency for review, negotiation and approval, or retained on file for inspection during audits.
d.	Submission Requirements
(1)	Submission requirements are identified in A-87, Appendix E, paragraph D.1.  All departments or agencies of a governmental unit claiming indirect costs under Federal awards must prepare an ICRP and related documentation to support those costs. 
(2)	A State/local department or agency for which a cognizant Federal agency has been assigned by OMB must submit its ICRP to its cognizant agency.  Smaller local government departments or agencies which are not required to submit a proposal to the cognizant Federal agency must develop an ICRP in accordance with the requirements of A-87, and maintain the proposal and related supporting documentation for audit.  Where a local government receives funds as a subrecipient only, the primary recipient will be responsible for negotiating and/or monitoring the subrecipient’s plan.
(3)	Each Indian tribal government desiring reimbursement of indirect costs must submit its ICRP to its cognizant agency, which generally is the Department of the Interior.
(4)	ICRPs must be developed (and, when required, submitted) within 6 months after the close of the governmental unit’s fiscal year.
e.	Documentation and Certification Requirements
The documentation and certification requirements for ICRPs are included in A‑87, Appendix E, paragraphs D.2 and 3, respectively.  The proposal and related documentation must be retained for audit in accordance with the record retention requirements contained in the A-102 Common Rule.
(Source: 2015 OMB Compliance Supplement, Part 3)


	Additional Program Specific Requirements

Though not common, some programs or pass-through entities impose specific additional requirements or restrict the application of certain practices generally permitted by A-87.  Document any material requirements here.

LPA Agreements

For any labor cost to be eligible for reimbursement with Federal aid funds, the LPA must meet the timekeeping requirements outlined in 2 CFR Part 225.  This requirement applies not only to LPA staff but also to any consultants that work on the Federal/State Project.

(Source:  ODOT LPA Cost Recovery Guidance, dated 5/2/2014 - Page 6/15 http://www.dot.state.oh.us/Divisions/Finance/Auditing/LPA%20Audit%20Reference%20Material/LPA%20Cost%20Recovery%20Guidance%20May%202014.pdf & ODOT Office of External Audit Staff 10/27/2015)
  
The CPE is responsible for ensuring that costs submitted for work performed are allowable, allocable and reasonable. At a minimum, costs must be:
· Incurred subsequent to FHWA authorization of the project 
· Supported through adequate and sufficient source documentation 
· Eligible for reimbursement
· Necessary for the project
· In accordance with all laws, regulations and sponsored agreements
· Net of applicable credits

(Source:  ODOT Locally Administered Transportation Projects Manual of Procedures, LPA Construction Contract Administration Chapter, available at: http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Pages/Manual_of_Procedures.aspx  & ODOT Office of External Audit Staff, 10/27/2015)

MPO Agreements

I. QUALIFICATIONS TO OMB CIRCULAR A-87, ATTACHMENT A

A. Work Categories: The LPA will account for activities and costs as defined in Appendix A - ODOT Standard Work Program Categories and Subcategories. 

B. Multi-funded Activities: ODOT may cooperate with work program participants to fund activities of mutual interest. ODOT’s share in the cost of a multi-funded activity will not exceed the ratio specified in the approved work program. If the effective dates of funding sources differ, ODOT’s participation will be limited to its predetermined rate applicable to actual eligible cost incurred, regardless of when other funding sources are approved. At no time will ODOT participate at a higher rate than that agreed to and specified in the work program to temporarily cover the share of costs to be borne by other funding sources.

C. Lease/Option Equipment Purchases: The total cost of equipment rented or leased under an agreement with a purchase option at lease termination cannot exceed the original purchase price of the equipment.

D. Cost Allocation Plans: Each LPA must develop an annual Cost Allocation Plan (CAP) to cover all overhead (indirect) costs associated with activities included in the work program. The methodology used to develop the CAP shall be uniform and consistent with prior fiscal years and shall identify the period of time from which the cost data were extracted.  The LPA must submit the proposed CAP with its annual work program for ODOT approval (or concurrence, if the State of Ohio is not the cognizant agency) to establish a predetermined, fixed or provisional indirect cost rate applicable to the work program. Indirect costs are not eligible for federal or state reimbursement without an approved CAP from the LPA’s cognizant agency.

II. QUALIFICATIONS TO OMB CIRCULAR A-87, ATTACHMENT B


The costs of discretionary, non-recurring or special occasions of paid employee leave are allowable if the benefits are identified in the LPA’s formal written leave policies.

(Source: ODOT MPO Standard Procedure 322- 003(SP), Effective April 1, 2005, Page 6 & 7 of 11 available at: http://www.dot.state.oh.us/Divisions/Finance/Auditing/MPO%20Reference%20Material1/Financial%20Reimbursement%20for%20LPA's%20Managing%20Metropolitan%20Transportation%20Planning%20Process.pdf )

ADMINISTRATIVE REQUIREMENTS

1. The LPA is permitted to reallocate resources within the direct cost elements of the work program budget to meet unanticipated requirements without prior ODOT approval unless the revision results in any of the following: 
a. A need for additional funding in excess of the total approved work program budget.
b. A change in the scope of work or project objectives.
c. Cumulative transfers among work element budgets which do not require additional funding or change the scope of work, but when added together exceed ten (10) percent of the total approved work program budget.

2. If a work program revision requires prior ODOT approval, the LPA shall submit an original and two (2) copies of the request to the lead ODOT district office using the original budget format with written justification. The LPA will not deviate from the approved work program and/or invoice for subsequent costs while the request for revision is pending. Any such costs incurred will be deemed ineligible and shall be the sole responsibility of the LPA.

3. The LPA shall provide timely notification of revisions not subject to ODOT approval. The notification must include revised budget tables and a brief description explaining why the revision is necessary, the impact on affected activities originally budgeted, and any changes to product completion schedules.

(Source: ODOT MPO Standard Procedure 322- 003(SP), Effective April 1, 2005, Page 8 & 9 of 11 available at: http://www.dot.state.oh.us/Divisions/Finance/Auditing/MPO%20Reference%20Material1/Financial%20Reimbursement%20for%20LPA's%20Managing%20Metropolitan%20Transportation%20Planning%20Process.pdf  and 49 CFR 18.30)

In addition, many pass-through entities prohibit indirect costs or require local government to have ICRPs approved prior to charging indirect costs to the program.  Document any such requirements here. 

On an annual basis, LPAs seeking reimbursement for internal costs must submit a Cost Allocation Plan (CAP) for review by the ODOT Office of External Audits in accordance with the procedures described here:  http://www.dot.state.oh.us/Divisions/Finance/Auditing/LPA%20Audit%20Reference%20Material/LPA%20Cost%20Recovery%20Guidance%20May%202014.pdf. 

LPAs that do not prepare a CAP may still be eligible to receive reimbursement through the use of a “Safe Harbor” indirect cost rate.  The Safe Harbor rate is only available to be applied LPA projects for which the LPA agreement was executed prior to December 26, 2014.   For any agreements dated December 26, 2014 or after, the LPA must select its method of recovery in each LPA Agreement and must have an approved fringe or overhead rate approved by the ODOT LPA External Auditor. To recover costs, the LPA must  have adequate time tracking systems in place, including the ability to track all labor costs and assign them to cost objectives (projects), including Federal and nonfederal funding sources.  This election is executed on a contract by contract basis, and is part of the standard LPA agreement.   When invoices are submitted to ODOT for reimbursement of the LPAs labor costs, the LPA must ensure that it follows the recovery method elected on the agreement. If no method was elected, then the LPA is not eligible for reimbursement of its costs.

(Source: Office of External Audits Staff 10/27/2015)

The grant application, agreement, or policies may contain the specific requirements for allowable costs/cost principles.

(Source:     )

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Allowable Costs / Cost Principles and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	
Suggested Compliance Audit Procedures – State/Local-Wide Central Service Costs

a.	Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

(1)	In reviewing the State/local-wide central service costs, the auditor may not need to test all central service costs (allocated or billed) every year; for example, the auditor in obtaining sufficient evidence for the opinion may consider testing each central service at least every 5 years, and perform additional testing for central services with operating budgets of $5 million or more.

(2)	If the local governmental entity is not required to submit the central service CAP and related supporting documentation, the auditor should consider the risk of the reduced level of oversight in designing the nature, timing and extent of compliance testing.

b.	General Audit Procedures for State/Local-Wide Central Service CAPs – The following procedures apply to direct charges to Federal awards as well as charges to cost pools that are allocated wholly or partially to Federal awards or used in formulating indirect cost rates used for recovering indirect costs under Federal awards.

(1)	Test a sample of transactions for conformance with:

(a)	The criteria contained in the “Basic Guidelines” section of A-87, Appendix A, paragraph C.

(b)	The principles to establish allowability or unallowability of certain items of cost (A-87, Appendix B).

(2)	If the auditor identifies unallowable costs, the auditor should be aware that directly associated costs might have been charged.  Directly associated costs are costs incurred solely as a result of incurring another cost, and would have not been incurred if the other cost had not been incurred.  When an unallowable cost is incurred, directly associated costs are also unallowable.  For example, occupancy costs related to unallowable general costs of government are also unallowable.

c.	Special Audit Procedures for State/Local-Wide Central Service CAPs

(1)	Verify that the central service CAP includes the required documentation in accordance with A-87, Appendix C, paragraph E.

(2)	Testing of the State/Local-Wide Central Service CAPs – Allocated Section I Costs

(a)	If new allocated central service costs were added, review the justification for including the item as Section I costs to ascertain if the costs are allowable (e.g., if costs benefit Federal awards).

(b)	Identify the central service costs that incurred a significant increase in actual costs from the prior year’s costs.  Test a sample of transactions to verify the allowability of the costs.

(c)	Determine whether the bases used to allocate costs are appropriate, i.e., costs are allocated in accordance with relative benefits received.

(d)	Determine whether the proposed bases include all activities that benefit from the central service costs being allocated, including all users that receive the services.  For example, the State-wide central service CAP should allocate costs to all benefiting State departments and agencies, and, where appropriate, non-State organizations, such as local government agencies.

(e)	Perform an analysis of the allocation bases by selecting agencies with significant Federal awards to determine if the percentage of costs allocated to these agencies has increased from the prior year.  For those selected agencies with significant allocation percentage increases, determine that the data included in the bases are current and accurate. 

(f)	Verify that carry-forward adjustments are properly computed in accordance with A-87, Appendix C, paragraph G.3.

(3)	Testing of the State/Local-Wide Central Service CAPs – Billed Section II Costs

(a)	For billed central service activities accounted for in separate funds (e.g., internal service funds), ascertain if: 

(i)	Retained earnings/fund balances (including reserves) are computed in accordance with the applicable cost principles;

(ii)	Working capital reserves are not excessive in amount (generally not greater than 60 days for cash expenses for normal operations incurred for the period exclusive of depreciation, capital costs, and debt principal costs); and

(iii)	Adjustments were made when there is a difference between the revenue generated by each billed service and the actual allowable costs.

Note:  A 60-day working capital reserve is not automatic.  Refer to the HHS publication, A Guide for State, Local, and Indian Tribal Governments (ASMB C-10) for guidelines.



(b)	Test to ensure that all users of services are billed in a consistent manner. For example, examine selected billings to determine if all users (including users outside the governmental unit) are charged the same rate for the same service.

(c)	Test that billing rates exclude unallowable costs, in accordance with applicable cost principles and Federal statutes.

(d)	Test, where billed central service activities are funded through general revenue appropriations, that the billing rates (or charges) are developed based on actual costs and were adjusted to eliminate profits.

(e)	For self-insurance and pension funds, ascertain if independent actuarial studies appropriate for such activities are performed at least biennially and that current period costs were allocated based on an appropriate study that is not over 2 years old.

(f)	Determine if refunds were made to the Federal Government for its share of funds transferred from the self-insurance reserve to other accounts, including imputed or earned interest from the date of the transfer.
	

	
Suggested Compliance Audit Procedures – State/Local Department or Agency Costs – Direct and Indirect

a.	Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.  If the local department or agency is not required to submit an ICRP and related supporting documentation, the auditor should consider the risk of the reduced level of oversight in designing the nature, timing, and extent of compliance testing.

b.	General Audit Procedures (Direct and Indirect Costs) – The following procedures apply to direct charges to Federal awards as well as charges to cost pools that are allocated wholly or partially to Federal awards or used in formulating indirect cost rates used for recovering indirect costs from Federal awards.

(1)	Test a sample of transactions for conformance with:

(a)	The criteria contained in the “Basic Guidelines” section of A-87, Appendix A, paragraph C.  
http://www.gpo.gov/fdsys/pkg/CFR-2012-title2-vol1/pdf/CFR-2012-title2-vol1-part225-appA.pdf 

(b)	The principles to establish allowability or unallowability of certain items of cost (A-87, Appendix B).
http://www.gpo.gov/fdsys/pkg/CFR-2012-title2-vol1/pdf/CFR-2012-title2-vol1-part225-appB.pdf

Note:  While several items are included in A-87 (2 CFR 225) Appendix B, one item to note is Time & Effort / Semi-Annual certification (paragraph 8h).  If A-87 applies to the program, then time & effort/semi-annual certification applies.  This is not limited to only Education programs.

(2)	If the auditor identifies unallowable costs, the auditor should be aware that directly associated costs might have been charged.  Directly associated costs are costs incurred solely as a result of incurring another cost, and would have not been incurred if the other cost had not been incurred.  When an unallowable cost is incurred, directly associated costs are also unallowable.  For example, occupancy costs related to unallowable general costs of government are also unallowable.

c.	Special Audit Procedures for State/Local Department or Agency ICRPs

(1)	Verify that the ICRP includes the required documentation in accordance with A-87, Appendix E, paragraph D.

(2)	Testing of the ICRP – There may be a timing consideration when the audit is completed before the ICRP is completed.  In this instance, the auditor should consider performing interim testing of the costs charged to the cost pools and the allocation bases (e.g., determine from management the cost pools that management expects to include in the ICRP and test the costs for compliance with A-87).  Should there be audit exceptions, corrective action may be taken earlier to minimize questioned costs.  In the next year’s audit, the auditor should complete testing and verify management’s representations against the completed ICRP.

(a)	When the ICRA is the basis for indirect cost charged to a major program, the auditor is required to obtain appropriate assurance that the costs collected in the cost pools and allocation methods are in compliance with the applicable cost principles.  The following procedures are some acceptable options the auditor may use to obtain this assurance:

(i)	Indirect Cost Pool – Test the indirect cost pool to ascertain if it includes only allowable costs in accordance with A-87.

(A)	Test to ensure that unallowable costs are identified and eliminated from the indirect cost pool (e.g., capital expenditures, general costs of government).

(B)	Identify significant changes in expense categories between the prior ICRP and the current ICRP.  Test a sample of transactions to verify the allowability of the costs.

(C)	Trace the central service costs that are included in the indirect cost pool to the approved State/local-wide central service CAP or to plans on file when submission is not required.

(ii)	Direct Cost Base – Test the methods of allocating the costs to ascertain if they are in accordance with the applicable provisions of A-87 and produce an equitable distribution of costs.

(A)	Determine that the proposed base(s) includes all activities that benefit from the indirect costs being allocated.

(B)	If the direct cost base is not limited to direct salaries and wages, determine that distorting items are excluded from the base.  Examples of distorting items include capital expenditures, flow-through funds (such as benefit payments), and subaward costs in excess of $25,000 per subaward.

(C)	Determine the appropriateness of the allocation base (e.g., salaries and wages, modified total direct costs).

(iii)	Other Procedures 

(A)	Examine the employee time report system results (where and if used) to ascertain if they are accurate, and are based on the actual effort devoted to the various functional and programmatic activities to which the salary and wage costs are charged.  (Refer to A-87, Appendix B, paragraph 8.h for additional information on support of salaries and wages - http://www.gpo.gov/fdsys/pkg/CFR-2012-title2-vol1/pdf/CFR-2012-title2-vol1-part225-appB.pdf pg. 5/15.)


(B)	For an ICRP using the multiple allocation base method, test statistical data (e.g., square footage, audit hours, salaries and wages) to ascertain if the proposed allocation or rate bases are reasonable, updated as necessary, and do not contain any material omissions.

(3)	Testing of Charges Based Upon the ICRA – Perform the following procedures to test the application of charges to Federal awards based upon an ICRA:

(a)	Obtain and read the current ICRA and determine the terms in effect.

(b)	Select a sample of claims for reimbursement and verify that the rates used are in accordance with the rate agreement, that rates were applied to the appropriate bases, and that the amounts claimed were the product of applying the rate to the applicable base.  Verify that the costs included in the base(s) are consistent with the costs that were included in the base year (e.g., if the allocation base is total direct costs, verify that current-year direct costs do not include costs items that were treated as indirect costs in the base year).

(4)	Other Procedures – No Negotiated ICRA

(a)	If an indirect cost rate has not been negotiated by a cognizant Federal agency, as required, the auditor should determine whether documentation exists to support the costs.  Where the auditee has documentation, the suggested general audit procedures (direct and indirect costs under paragraph 4.b of this section) should be performed to determine the appropriateness of the indirect cost charges to awards.

(b)	If an indirect cost rate has not been negotiated by a cognizant agency, as required, and documentation to support the indirect costs does not exist, the auditor should question the costs based on a lack of supporting documentation.
	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A.	Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B.	Assessment of Control Risk:

C.	Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D.	Results of Compliance (Substantive Tests) Tests:

E.	Questioned Costs:  Actual __________     Projected __________




ICRP (Testing of the Program)

The ICRP is based upon costs charged to cost pools representing costs of a base year.  The base year often precedes the year in which the ICRP is prepared and the year the resulting Indirect Cost Rate Agreement (IDCRA) is used to charge indirect costs.  For example, a non-federal entity may submit an ICRP in January 2004, based upon costs incurred and charged to cost pools during fiscal year ending June 30, 2003 (2003), the base year.  The resulting IDCRA negotiated during year ending June 30, 2004 (2004) would be used as the basis for charging indirect costs to federal awards in the year ended June 30, 2005 (2005).  For this example, the term IDCRA will also include an ICRP which is not required to be submitted to the federal agency for indirect cost negotiation but is retained on file is first used to charge indirect costs to federal awards the same as an approved plan resulting in an IDCRA.

An audit timing consideration is that the audit for 2003 (which covers the applicable cost pools) may be completed before the ICRP is submitted.  Therefore, as part of the audit, the auditor cannot complete testing of the ICRP.  Also, if the auditor waits to test the ICRP until 2005 (the year when this ICRP is first used to charge federal awards), the auditor would be testing 2003 records which would then be two years old.

Continuing this example, when the IDCRA is the basis of material charges to a major program in 2005, the auditor for 2005 is require to obtain appropriate assurance that the costs collected in the cost pools and allocation methods are in compliance with A-87 (codified in 2 CFR Part 225) cost principles.  The following are some acceptable options the auditor may use to obtain this assurance.

· Perform interim testing of the costs charged to cost pools (e.g., determine from management the cost pools that management expects to include the ICRP and test the costs charged to those pools for compliance with the cost principles of Circular A-87 during the 2003 audit.  As part of the 2004 audit, complete testing and verify management’s representation against the ICRP finally submitted in 2004.

· Test costs charged to the cost pools underlying the ICRP during the audit of 2004, the year immediately following the base year.  This would require testing of 2003 transactions.

· Wait until 2005, the year in which charges from the IDCRA are material to a major program and test costs charged to cost pools (2003) used to prepare the ICRP.  This is a much more difficult approach because it requires going back two years to audit the cost charged to cost pools of the base year.

Advantages of the first two methods are that the testing of the costs charged to the cost pools occurs closer to the time when the transactions occur (which makes audit exceptions easier to resolve).  When material indirect costs are charged to any Type A program (determined in accordance with Circular A-133), auditors are strongly encouraged to use one of the first two methods.  This is because under the risk-based approach, described in OMB Circular A-133, all Type A programs are required to be considered major programs at least in every three years and the IDCRA is usually used to charge federal awards for at least three years.

When the government submits an IDCRA, the government provides written assurance to the federal government that the plan includes only allowable costs.  Accordingly, any material unallowable costs reflected in the ICRP should be reported as an audit finding in the year in which they are first found by audit.

An ICRP may result in an IDCRA that covers one year, but most often results in a multi-year IDCRA.  When an ICRP has been tested in an prior year and this testing provides the auditor appropriate audit assurance, in subsequent years the auditor is only required to perform tests to ascertain if there have been material changes to the cost accounting practices and, if so, that the federal cognizant agency for indirect cost negotiation has been informed.

The auditor should take appropriate steps to coordinate testing of costs charges to cost pools supporting an ICRP with the client and, as appropriate, with the federal cognizant agency for indirect cost negotiation.

The auditor should consult with the client in the base year and the year in which the ICRP is submitted to determine the best (e.g., most efficient) alternative under the circumstances.

LIST OF SELECTED ITEMS OF COST CONTAINED IN OMB COST PRINCIPLES CIRCULAR A-87 (codified in 2 CFR Part 225)
(Effective August 31, 2005)

The following exhibit provides an updated listing of selected items of cost contained in 2 CFR part 225 based on the changes contained in the Federal Register notice dated August 31, 2005.  This is available at the following link:  http://www.whitehouse.gov/omb/fedreg/2005/083105_a87.pdf.

The exhibit lists the selected items of cost along with a cursory description of their allowability.  The numbers in parentheses refer to the cost item in Appendix B of 2 CFR part 225.    The reader is strongly cautioned not to rely exclusively on the summary but to place primary reliance on the referenced circular text.  There are also cost items listed auditors may identify in the testing that are not specifically addressed in the CFR.

	Selected Items of Cost
Exhibit 1 (amended 8/05)

	Selected Cost Item
	OMB Circular A-87 (codified in 2 CFR Part 225), Appendix B
State, Local, & Indian Tribal Governments

	Advertising and public relations costs
	(1) – Allowable with restrictions

	Advisory councils
	(2) – Allowable with restrictions

	Alcoholic beverages
	(3) – Unallowable

	Alumni/ae activities
	Not specifically addressed

	Audit costs and related services
	(4) – Allowable with restrictions and as addressed in OMB Circular A-133

	Bad debts
	(5) – Unallowable

	Bonding costs
	(6) – Allowable with restrictions

	Commencement and convocation costs
	Not specifically addressed

	Communication costs
	(7) – Allowable

	Compensation for personal services
	(8)(g) – Unique criteria for support

	Compensation for personal services – organization furnished automobile
	Not specifically addressed

	Compensation for personal services - sabbatical leave costs
	Not specifically addressed

	Compensation for personal services - severance pay
	(8)-Allowable with restrictions

	Contingency provisions
	(9) – Unallowable with exceptions

	Deans of faculty and graduate schools
	Not addressed

	Defense and prosecution of criminal and civil proceedings and claims
	(10) – Allowable with restrictions

	Depreciation and use allowances
	(11) – Allowable with qualifications

	Donations and contributions
	(12) – Unallowable (made by recipient); not reimbursable but value may be used as cost sharing or matching (made to recipient)

	Employee morale, health, and welfare costs
	(13) – Allowable with restrictions

	Entertainment costs
	(14) – Unallowable

	Equipment and other capital expenditures
	(15) – Allowability based on specific requirements

	Fines and penalties
	(16) – Unallowable with exception

	Fundraising and investment management costs
	(17) – Unallowable with restriction

	Gains and losses on depreciable assets 
	(18) – Allowable with restrictions (Gains and losses on disposition of depreciable property and other capital assets and substantial relocation of Federal programs)

	General government expenses
	(19) – Unallowable with exceptions

	Goods or services for personal use
	(20) – Unallowable

	Housing and personal living expenses
	Not specifically addressed

	Idle facilities and idle capacity
	(21) – Idle facilities - unallowable with exceptions; idle capacity - allowable with restrictions

	Insurance and indemnification
	(22) – Allowable with restrictions

	Interest
	(23) – Allowable with restrictions

	Interest - substantial relocation
	Not specifically addressed

	Labor Relations Costs
	Not specifically addressed

	Lobbying
	(24)-Unallowable 

	Lobbying - executive lobbying costs
	(24.b.) – Unallowable

	Losses on other sponsored agreements or contracts
	Not specifically addressed 

	Maintenance, operations and repairs
	(25) – Allowable with restrictions (Maintenance, operations, and repairs)

	Materials and supplies costs
	(26) – Allowable with restrictions

	Meetings and conferences
	(27) – Allowable with restrictions

	Memberships, subscriptions, and professional activity costs
	(28) – Allowable as a direct cost for civic, community and social organizations with Federal approval; unallowable for lobbying organizations

	Organization costs
	Not specifically addressed

	Page charges in professional journals
	(34.b)-Allowable with restrictions (addressed under “Publication and printing costs”)

	Participant support costs
	Not specifically addressed

	Patent costs
	(29) – Allowable with restrictions

	Plant and homeland security costs
	(30) – Allowable with restrictions

	Pre-award costs
	(31) – Allowable with restrictions (Pre-award costs)

	Professional services costs
	(32) – Allowable with restrictions

	Proposal costs
	(33) – Allowable with restrictions

	Publication and printing costs
	(34) – Allowable with restrictions

	Rearrangement and alteration costs
	(35) – Allowable (ordinary and normal); Allowable with Federal prior approval (special)

	Reconversion costs
	(36) – Allowable with restrictions

	Recruiting costs
	(1.c(1)) – Allowable with restrictions (addresses costs of advertising only)

	Relocation costs
	Not specifically addressed

	Rental cost of buildings and equipment
	(37) – Allowable with restrictions

	Royalties and other costs for use of patents
	(38) – Allowable with restrictions

	Scholarships and student aid costs
	Not specifically addressed

	Selling and marketing costs
	(39) – Unallowable with exceptions

	Specialized service facilities
	Not specifically addressed

	Student activity costs
	Not specifically addressed

	Taxes
	(40) – Allowable with restrictions

	Termination costs applicable to sponsored agreements
	(41) – Allowable with restrictions

	Training costs
	(42) – Allowable for employee development

	Transportation costs
	Not specifically addressed

	Travel costs
	(43) – Allowable with restrictions

	Trustees
	Not specifically addressed



	C.	Cash Management

	Audit Objectives

	1) Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2) Determine whether for advance payments the recipient/subrecipient followed procedures to minimize the time elapsing between the transfer of funds from the U.S. Treasury, or pass-through entity, and their disbursement.

3) Determine whether the pass-through entity implemented procedures to ensure that advance payments to subrecipients conformed substantially to the same timing requirements that apply to the pass-through entity.

4) Determine whether interest earned on advances was reported/remitted as required.

5) Determine whether an entity has awards funded on a reimbursement payment basis and, if so, whether program costs are paid for with entity funds before reimbursement is requested from the Federal Government.

	Compliance Requirements

	General

When awards provide for advance payments, recipient must follow procedures to minimize the time elapsing between the transfer of funds from the U.S. Treasury and disbursement and establish similar procedures for subrecipients.  Pass-through entities must establish reasonable procedures to ensure receipt of reports on subrecipients’ cash balances and cash disbursements in sufficient time to enable the pass-through entities to submit complete and accurate cash transactions reports to the Federal awarding agency or pass-through entity.  Pass-through entities must monitor cash drawdowns by their subrecipients to ensure that subrecipients conform substantially to the same standards of timing and amount as apply to the pass-through entity.

U.S. department of the Treasury (Treasury) regulations at 31 CFR part 205, which implement the Cash Management Improvement Act of 1990 (CMIA), as amended (Pub. L. 101-453; 31 USC 6501 et seq.), require State recipients to enter into agreements that prescribe specific methods of drawing down Federal funds (funding techniques) for selected large programs.  The agreements also specify the terms and conditions under which an interest liability would be incurred.  Programs not covered by a Treasury-State Agreement are subject to procedures prescribed by Treasury is Subpart B of 31 CFR part 205 (Subpart B).

Except for interest earned on advances of funds exempt under the Intergovernmental Cooperation Act (31 USC 6501 et seq.) and the Indian Self-Determination Act (23 USC 450), interest earned by local government and Indian tribal government grantees and subgrantees on advances is required to be submitted promptly, but at least quarterly, to the Federal agency.  Up to $100 per year may be kept for administrative expenses.  Interest earned by non-State non-profit entities on Federal fund balances in excess of $250, regardless of the funding agency, is required to be remitted to Department of Health and Human Services, Payment Management System, P.O. Box 6021, Rockville, MD 20852.
When entities are funded on a reimbursement basis, program costs must be paid for by entity funds before reimbursement is requested from the Federal Government.
Note:  Violations of cash management rules alone generally should not result in a questioned cost unless the entity spent the interest earnings related to the excess grant cash balances on hand throughout the year (these monies would be payable back to the pass-through/federal agency).  Further, the interest earnings expended must exceed $10,000 in a single major program to be a questioned cost. (Source:  AOS CFAE)

Source of Governing Requirements
The requirements for cash management are contained in the A-102 Common Rule (§___.21), OMB Circular A-110 (2 CFR section 215.22), Treasury regulations at 31 CFR part 205, program legislation, Federal awarding agency regulations, and the terms and conditions of the award.

Availability of Other Information

Treasury’s Bureau of the Fiscal Service maintains a Cash Management Improvement Act web page (http://www.fms.treas.gov/cmia/).

(Source: 2015 OMB Compliance Supplement, Part 3)

Additional Program Specific Requirements

The Ohio LPA and MPO programs operate on a direct-pay or reimbursement basis.  

LPA Agreements/Invoices

For on-behalf payments made directly to the contractor, the Local has initiated this payment.  No on-behalf payments can be made for Local-Let Projects unless the LPA requests the payment be made. (The LPA must track these payments as requests are sent to ODOT.) 

The LPA shall review and/or approve all invoices prior to payment and prior to requesting reimbursement from ODOT for work performed on the project.  The LPA shall ensure the accuracy of any invoice in both amount and in relation to the progress made on the project. The LPA must submit to ODOT a written request for either current payment or reimbursement of the Federal/State share of the expenses involved, attaching copies of all source documentation associated with pending invoices or paid costs. To assure prompt payment, the measurement of quantities and the recording for payment should be performed on a daily basis as the items of work are completed and accepted.

ODOT shall pay, or reimburse, the LPA or, at the request of the LPA and with concurrence of ODOT, pay directly* to the LPA’s construction contractor (“Contractor”), the eligible items of expense in accordance with the cost sharing provisions of this Agreement.  ODOT shall pay the Contractor or reimburse the LPA within thirty (30) days of receipt of the approved Contractor’s invoice from the LPA.  If the LPA is using the direct payment option, the LPA is still responsible for submitting its portion of payment to the contractor directly.

(Source: LPA Federal Agreement (updated 5/29/13)  http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Agreements/ODOT%20Fed%20LPA%20Agreement.docx  , Sections 8) 

The CPE shall have the responsibility to make sure the Contractor receives prompt payment for all completed and accepted items of work. After an item of work is completed, but before payment is made, a detailed inspection is necessary to determine the quantities of the various items of work performed. The basis of payment for any item of work details that the unit bid price is full compensation for certain work and/or materials essential to that item. As such, this work and/or material will not be measured or paid for under any other item of work. The CPE shall approve all invoices prior to payment and before requesting reimbursement by ODOT. The payment should be made to the Contractor within thirty (30) days of receiving the Contractor’s invoice after the completion of the work per the Ohio Revised Code Section 126.30.

The LPA must track & identify any costs that are included in the project that are 100 percent LPA responsibility. The LPA may include a LPA work product (i.e., replacement of water line) during the time of the Federal roadway project.  The LPA must bear the costs of the LPA work product as well as an allocated portion of general over-riding costs such as Bid Bond, Insurance, Traffic Maintenance. The LPA must also allocate its own labor costs to the LPA project, rather than charging all LPA labor costs to the Federal project.

(Source:  ODOT Locally Administered Transportation Projects Manual of Procedures, LPA Construction Contract Administration Chapter, available at: http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Pages/Manual_of_Procedures.aspx & ODOT Office of External Audit Staff, 10/27/2015)

MPO Agreements

1. ODOT will provide reimbursement of federal and state assistance for eligible costs incurred upon receipt of an original and three (3) copies of a reimbursement package that includes an invoice similar in format to Exhibit C, a Distribution of Eligible Costs by Work Program Subcategory similar in format to Exhibit D, and a Program Financial Status Report similar in format to Exhibit E.

2. A reimbursement package may not be submitted more frequently than monthly. 

3. The reimbursement package shall be transmitted to the lead ODOT district office where the LPA is domiciled.

4. The ODOT district office shall review the reimbursement request for compliance with the agreement and all applicable federal and state statutes, regulations and program guidance, in particular 49 CFR Part 18, and ODOT’s MPO Administrative Manual.

5. The district office will forward the original and two (2) copies of an approved reimbursement package to the Office of Accounting at ODOT Central Office and retain the third copy. The invoice must be signed by the deputy director or their designee, identify the reviewer and be date stamped to show when it was received from the LPA.

6. 	If the district finds a request for reimbursement to be unsatisfactory, attempts should be made to resolve outstanding issues verbally, with appropriate documentation to file and an adjustment(s) to the subsequent invoice. If the issues are material and verbal reconciliation is not feasible, the district shall return the reimbursement package to the LPA for correction.

(Source: ODOT MPO Standard Procedure 322- 003(SP), Effective April 1, 2005, Page 7 & 8 of 11 available at: http://www.dot.state.oh.us/Divisions/Finance/Auditing/MPO%20Reference%20Material1/Financial%20Reimbursement%20for%20LPA's%20Managing%20Metropolitan%20Transportation%20Planning%20Process.pdf and 49 CFR 18.21 & ODOT Office of External Audit Staff, 10/27/2015)

The individual grant application, agreement, or policies may contain the specific requirements for cash management.

(Source:     )

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Cash Management and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

Note: The following procedures are intended to be applied to each program determined to be major.  However, due to the nature of cash management and the system of cash management in place in a particular entity, it may be appropriate and more efficient to perform these procedures for all programs collectively rather than separately for each program.

Recipients Other than States and Subrecipients

1)	For those programs that received advances of Federal funds, ascertain (and document) the procedures established with the Federal agency or pass-through entity to minimize the time between the transfer of Federal funds and the disbursement of funds for program purposes.

2)	Select a sample of Federal cash draws and verify that:

a) Established procedures to minimize the time elapsing between drawdown and disbursement were followed.

b) To the extent available, program income, rebates, refunds, and other income and receipts were disbursed before requesting additional cash payments as required by the A-102 Common Rule (§___.22) and OMB Circular A-110 (2 CFR section 215.22).

3)	When awards are funded on a reimbursement basis, select a sample of reimbursement requests and trace to supporting documentation showing that the costs for which reimbursement was requested were paid prior to the date of the reimbursement request.

4)	Review records to determine if interest was earned on Federal cash draws.  If so, review evidence to ascertain whether it was returned to the appropriate agency.
	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A.	Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B.	Assessment of Control Risk:

C.	Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D.	Results of Compliance (Substantive Tests) Tests:

E.	Questioned Costs:  Actual __________     Projected __________




	D.	RESERVED

· In the 2015 Supplement, OMB has removed several of the compliance requirements that previously were required to be tested across all programs, when applicable.  The compliance requirements that were removed are Davis-Bacon Act (now applicable only for specified programs as a “special test or provision”); Relocation and Real Property Assistance; and, within Reporting, Subaward Reporting under the Federal Funding Accountability and Transparency Act.  As with any other change in a compliance requirement, if there was a finding(s) in any of these areas in audits conducted using the 2014 Supplement, those findings must continue to be reported in the summary schedule of prior audit findings and the corrective action plan, as provided in OMB Circular A-133 §_.315/2 CFR section 200.511, and be considered in the assessment of risk under OMB Circular A-133 §_.525(b)/2 CFR section 200.519(b).  (Source: 2015 OMB Compliance Supplement, Appendix VII)





	E.	Eligibility – Not Applicable

· Per 2015 OMB Compliance Supplement Matrix (Part 2).
· Material beneficiary Eligibility requirements are generally not expected.  However, auditors should review the grant agreement and test any eligibility requirements determined to be material.  Projects funded with program funds must meet certain eligibility requirements.  Those requirements are addressed in section A, Activities Allowed or Unallowed.




	F.	Equipment and Real Property Management

	Audit Objectives

	1)	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2)	Determination whether the non-Federal entity maintains proper records for equipment and adequately safeguards and maintains equipment.

3)	Determine whether disposition or encumbrance of any equipment or real property acquired under Federal awards is in accordance with Federal requirements and that the awarding agency was compensated for its share of any property sold or converted to non-Federal use.

	Compliance Requirements

	Equipment Management

Title to equipment acquired by a non-Federal entity with Federal awards vests with the non-Federal entity.  Equipment means tangible nonexpendable property, including exempt property, charged directly to the award having a useful life of more than one year and an acquisition cost of $5000 or more per unit.  However, consistent with a non-Federal entity’s policy, lower limits may be established.

A State shall use, manage, and dispose of equipment acquired under a Federal grant in accordance with State laws and procedures.  Local governments shall use State laws and procedures for equipment acquired under a subgrant from a State.

Local governments and subgrantees shall follow the A-102 Common Rule for equipment acquired under Federal awards received directly from a Federal awarding agency.  Institutions of higher education, hospitals, and other non-profit organizations shall follow the provisions of OMB Circular A-110.  Basically the A-102 Common Rule and OMB Circular A-110 require that equipment be used in the program for which it was acquired or, when appropriate, other Federal programs.  Equipment records shall be maintained, a physical inventory of equipment shall be taken at least once every 2 years and reconciled to the equipment records, an appropriate control system shall be used to safeguard equipment, and equipment shall be adequately maintained.  When equipment with a current per unit fair market value of $5000 or more is no longer needed for a Federal program, it may be retained or sold with the Federal agency having a right to a proportionate (percent of Federal participation in the cost of the original project) amount of the current fair market value.  Proper sales procedures shall be used that provide for competition to the extent practicable and result in the highest possible return.

Source of Governing Requirements - Equipment

The requirements for equipment are contained in the A-102 Common Rule (§___.32), OMB Circular A-110 (2 CFR section 215.34), program legislation, Federal awarding agency regulations, and the terms and conditions of the award.

Real Property Management

Title to real property acquired by non-Federal entities with Federal awards vests with the non-Federal entity.  Real property shall be used for the originally authorized purpose as long as needed for that purpose.  For non-Federal entities covered by OMB Circular A-110 and with written approval from the Federal awarding agency, the real property may be used in other federally sponsored projects or programs that have purposes consistent with those authorized for support by the Federal awarding agency.  The non-Federal entity may not dispose of or encumber the title to real property without the prior consent of the awarding agency.

When real property is no longer needed for federally supported programs or projects, the non-Federal entity shall request disposition instructions.  (For purposes of this compliance requirement, the recipient makes the request to the Federal awarding agency.  Subrecipients make requests through the recipient (pass-through entity) and do not make requests directly to the Federal awarding agency.  The pass-through recipient is required to comply (ensure compliance) with the direction of the Federal awarding agency and the terms and conditions of its award.  When real property is sold, sales procedures should provide for competition to the extent practicable and result in the highest possible return.  If sold, non-Federal entities are normally required to remit to the awarding agency the Federal portion (based on the Federal participation in the project) of net sales proceeds.  If the property is retained, the non-Federal entity shall normally compensate the awarding agency for the Federal portion of the current fair market value of the property.  Disposition instructions may also provide for transfer of title in which case, the non-Federal entity is entitled to compensation for its percentage share of the current fair market value.

Source of Governing Requirements – Real Property

The requirements for real property are contained in the A-102 Common Rule (§___.31), OMB Circular A-110 (2 CFR section 215.32), program legislation, Federal awarding agency regulations, and the terms and conditions of the award.

(Source: 2015 OMB Compliance Supplement, Part 3)

Additional Program Specific Requirements

In accordance with ODOT’s LPA Federal Local-let Project Agreement, Title 23 United States Code 116 and applicable provisions of the Ohio Revised Code, upon completion of a Federal-aid construction project, the LPA shall maintain the improved facility to design standards and provide adequate maintenance activities, unless otherwise agreed to by ODOT.  The PROJECT must remain under the ownership and authority of the LPA for 20 years, unless otherwise agreed to by ODOT. If the PROJECT is not being adequately maintained, ODOT shall notify the LPA of any deficiencies and if the maintenance deficiencies are not corrected within a reasonable amount of time, ODOT may determine that the LPA is no longer eligible for future participation in any Federally-funded programs.

(Source:  ODOT Locally Administered Transportation Projects Manual of Procedures, LPA Construction Contract Administration Chapter, available at: http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Pages/Manual_of_Procedures.aspx)

The individual grant application, agreement, or policies may contain the specific requirements for equipment and real property management.

(Source:     )

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Equipment and Real Property Management and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

(Procedure 1 only applies to subrecipients of States that are local governments or Indian tribal governments.  Procedure 2 only applies to States and to subrecipients of States that are local governments or Indian tribal governments.) 
1)	Obtain the entity’s policies and procedures for equipment management and ascertain if they comply with the State’s policies and procedures.

2)	Select a sample of equipment transactions and test for compliance with the State’s policies and procedures for management and disposition of equipment.

(Procedures 3-4 only apply to institutions of higher education, hospitals, and other non-profit organizations, and Federal awards received directly from a Federal awarding agency by a local government or an Indian tribal government.)
3)	Inventory Management of Equipment

a)	Inquire is a required physical inventory of equipment acquired under Federal awards was taken within the last 2 years.  Test whether any differences between the physical inventory and equipment records were resolved.  Review documentation to corroborate management’s comments.

b)	Identify equipment acquired under Federal awards during the audit period and trace selected purchases to the property records.  Verify that the property records contain the following information about the equipment:  description (including serial number or other identification number), source, who holds title, acquisition date and cost, percentage of Federal participation in the cost, location, condition, and any ultimate disposition data including, the date of disposal and sales price or method used to determine current fair market value.

c)	Select a sample of equipment identified as acquired under Federal awards from the property records and physically inspect the equipment including whether the equipment is appropriately safeguarded and maintained.

4)	Disposition of Equipment

a)	Determine the amount of equipment dispositions for the audit period and perform procedures to verify that dispositions were properly classified between equipment acquired under Federal awards and equipment otherwise acquired.

b)	For dispositions of equipment acquired under Federal awards, perform procedures to verify that the dispositions were properly reflected in the property records.

c)	For dispositions of equipment acquired under Federal awards with a current per-unit fair market value of $5000 or more, test whether the awarding agency was reimbursed for the appropriate Federal share.


(Procedure 5 applies to States, local governments, Indian tribal governments and non-profit organizations regardless of whether funding is received as a recipient or subrecipient.)
5)	Disposition of Real Property

a)	Determine real property dispositions for the audit period and ascertain such real property acquired under Federal awards.

b)	For dispositions of real property acquired under Federal awards, perform procedures to verify that the non-Federal entity followed the instructions of the awarding agency, which will normally require reimbursement to the awarding agency for the Federal portion of net sales proceeds or fair market value at the time of disposition, as applicable.

a) Also for dispositions of real property, verify that the LPA retained ownership and authority over real property related to a Federal-Funded project for 20 years, unless otherwise agreed to by ODOT.
	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A.	Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B.	Assessment of Control Risk:

C.	Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D.	Results of Compliance (Substantive Tests) Tests:

E.	Questioned Costs:  Actual __________     Projected __________




	G.	Matching, Level of Effort, Earmarking

	Audit Objectives

	1)	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2)	Matching – Determine whether the minimum amount or percentage of contributions or matching funds was provided.

3)	Level of Effort – Determine whether specified service or expenditure levels were maintained.

4)	Earmarking – Determine whether minimum or maximum limits for specified purposes or types of participants were met.

	Compliance Requirements

	The specific requirements for matching, level of effort, and earmarking are unique to each Federal program and are found in the laws, regulations, and the provisions of contract or grant agreements pertaining to the program.  For programs listed in the OMB Compliance Supplement, these specific requirements are in Part 4 – Agency Program Requirements or Part 5 – Clusters of Programs, as applicable.

However, for matching, the A-102 Common Rule (§___.24) and OMB Circular A-110 (2 CFR section 215.23) provide provides detailed criteria for acceptable costs and contributions.  The following is a list of the basic criteria for acceptable matching:

· Are verifiable from the non-Federal entity’s records.
· Are not included as contributions for any other federally assisted project or program, unless specifically allowed by Federal program laws and regulations.
· Are necessary and reasonable for proper and efficient accomplishment of project or program objectives.
· Are allowed under the applicable cost principles.
· Are not paid by the Federal Government under another award, except where authorized by Federal statute to be allowable for cost sharing or matching.
· Are provided for in the approved budget when required by the Federal awarding agency.
· Conform to other applicable provisions of the A-102 Common Rule and OMB Circular A-110 and the laws, regulations, and provisions of contract or grant agreements applicable to the program.

Matching, level of effort and earmarking are defined as follows:
1)	Matching or cost sharing includes requirements to provide contributions (usually non-Federal) of a specified amount or percentage to match Federal awards.  Matching may be in the form of allowable costs incurred or in-kind contributions (including third-party in-kind contributions).

2)	Level of effort includes requirements for (a) a specified level of service to be provided from period to period, (b) a specified level of expenditures from non-Federal or Federal sources for specified activities to be maintained from period to period, and (c) Federal funds to supplement and not supplant non-Federal funding of services.

3)	Earmarking includes requirements that specify the minimum and/or maximum amount or percentage of the program’s funding that must/may be used for specified activities, including funds provided to subrecipients.  Earmarking may also be specified in relation to the types of participants covered.  

Source of Governing Requirements
The requirements for matching are contained in the A-102 Common Rule (§____.24), OMB Circular A-110 (2 CFR section 215.23), program legislation, Federal awarding agency regulations, and the terms and conditions of the award. The requirements for level of effort and earmarking are contained in program legislation, Federal awarding agency regulations, and the terms and conditions of the award.
(Source: 2015 OMB Compliance Supplement, Part 3)

Additional Program Specific Requirements

1.	Matching

NOTE:  The LPA and MPO are generally required to pay a portion of the project costs.  Portions vary and are stated in the LPA or MPO agreements.  Auditors should refer to the LPA Federal Project Agreement, the funding attachment referred to in, and the Project Budget-Sources and Uses of Funds, for the specific matching percentages and agreed upon sources. For MPOs, auditors should refer to the agreement and Work Program budget section.

a.	The State generally is required to pay a portion of the project costs.  Portions vary according to the type of funds authorized and the type of project and are stated in project agreements.

b.	A State’s matching share for a project may be credited by certain toll revenues used to build or improve highways, bridges, and tunnels (23 USC 120(i)).

c.	Donations of funds, materials, and services by a person or local government may be credited towards a State’s matching share.  Donated materials and services must meet the eligibility requirements of the project (23 USC 323(c)).

d. 	The value of land provided by State or local governments for highway purposes is eligible for matching a credit towards the non-Federal share of project costs.  The value of the donated land shall not include any increase or decrease in value of donated land caused by the project.  The value of donated land shall be based on the fair market value of the land, established as of the earlier of (1) the date on which the donation becomes effective, or (2) the date on which equitable title to the land vests in the State. Real property acquired with State funds and required for federally-assisted projects may be credited toward the non-Federal share of project costs (23 USC 323(b); 23 CFR section, 710.507).

e.	For Transportation Enhancement (TE) projects using TE funds apportioned prior to October 1, 2012, funds from Federal agencies (except U.S. DOT) may be credited toward the non-Federal share of the cost of a project.  The value of other non-cash contributions may be credited toward the non-Federal share.  The non-Federal share may be calculated on a project, multiple-project, or program-wide basis.  The total cost of an individual project may be funded with up to 100 percent Federal funds; however, for a fiscal year, the ratio of Federal funds to non-Federal funds for all TE funded projects must comply with the maximum Federal share provisions in 23 USC 120(b).  FHWA guidance on these provisions is available at http://www.fhwa.dot.gov/environment/transportation_enhancements/guidance/1999guidance.cfm#summa.    

f.	For projects funded under 23 USC or 40 USC Chapter 53, any Federal funds (except for funds available under 23 USC and 49 USC) may be used to pay the non-Federal share of any transportation project that is within, adjacent to, or provides access to Federal land (23 USC 120(j)).  

g.     Federal Lands Transportation Program funds and Tribal Transportation Program  funds may be used to pay the non-Federal share of projects which provide access to or within Federal or Indian lands which are funded under 23 USC or 49 USC Chapter 53 (23 USC 120(k)).  

h.	For the Recreational Trails Program (RTP), funds from other Federal programs (including the U.S. Department of Transportation) may be credited toward the non-Federal share of the cost of a project.  RTP funds may be used to match other Federal programs.  The non-Federal share may be calculated on a project, multiple-project, or program-wide basis (23 USC 206(f)).  FHWA guidance on these provisions is available at http://www.fhwa.dot.gov/environment/recreational_trails/guidance/matchingfunds.cfm.  

Any project sponsor (except for Federal agencies), whether a private individual or organization or a public agency, may donate funds, materials, services (including volunteer labor), or new right-of-way to be credited to the non-Federal share of an RTP project.  Federal project sponsors may provide funds, materials, or services as part of the Federal share, but may not provide new right-of-way (23 USC 206(h)(1)).

i.	Any cost in excess of 20 percent of the cost of the replacement or rehabilitation of a bridge not on a Federal-aid highway that is wholly funded with State and local funds may be used to meet the matching share requirement of projects funded under 23 USC 133 (23 USC 133(g)(3)).

2.	Level of Effort – Not Applicable

3.	Earmarking – Not Applicable

(Source: 2015 OMB Compliance Supplement, Part 4)

The individual grant application, agreement, or policies may contain the specific requirements for matching, level of effort, and earmarking.

(Source:     )

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Matching, Level of Effort, Earmarking and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

1)	Matching

a)	 Perform tests to verify that the required matching contributions were met. 

b)	Ascertain the sources of matching contributions and perform tests to verify that they were from an allowable source.

c)	Test records to corroborate that the values placed on in-kind contributions (including third party in-kind contributions) are in accordance with the OMB cost principles circulars, the A-102 Common Rule, OMB Circular A-110, program regulations, and the terms of the award.

d)	Test transactions used to match for compliance with the allowable costs/cost principles requirement.  This test may be performed in conjunction with the testing of the requirements related to allowable costs/cost principles.

2.1)	Level of Effort – Maintenance of Effort – Not Applicable

2.2)	Level of Effort – Supplement Not Supplant – Not Applicable

3)	Earmarking – Not Applicable

	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A.	Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B.	Assessment of Control Risk:

C.	Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D.	Results of Compliance (Substantive Tests) Tests:

E.	Questioned Costs:  Actual __________     Projected __________




	H.	Period of Availability of Federal Funds (“Period of Performance” Elsewhere in the FACCR)

	Audit Objectives

	1)	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2)	Determine whether Federal funds were obligated within the period of availability and obligations were liquidated within the required time period.

	Compliance Requirements

	General 

Federal awards may specify a time period during which the non-Federal entity may use the Federal funds.  Where a funding period is specified, a non-Federal entity may charge to the award only costs resulting from obligations incurred during the funding period and any pre-award costs authorized by the Federal awarding agency.  Also, if authorized by the Federal program, unobligated balances may be carried over and charged for obligations of a subsequent funding period.  Obligations means the amounts of orders placed, contracts and subgrants awarded, goods and services received, and similar transactions during a given period that will require payment by the non-Federal entity during the same or a future period (A-102 Common Rule, §___.23; OMB Circular A-110 (2 CFR section 215.28)).

Non-Federal entities subject to the A-102 Common Rule shall liquidate all obligations incurred under the award not later than 90 days after the end of the funding period (or as specified in a program regulation The Federal agency may extend this deadline upon request (A-102 Common Rule, §___.23; OMB Circular A-110 (2 CFR section 215.71)).

Source of Governing Requirements

The requirements for period of availability of Federal funds are contained in the A-102 Common Rule (§____.23), OMB Circular A-110 (2 CFR sections 215.28 and 215.71), program legislation, (including ARRA, as applicable), Federal awarding agency regulations, and the terms and conditions of the award.

(Source: 2015 OMB Compliance Supplement, Part 3)

Definition of Obligation - An obligation is not necessarily a liability in accordance with generally accepted accounting principles.  When an obligation occurs (is made) depends on the type of property or services that the obligation is for (34 CFR section 76.707):

	IF AN OBLIGATION IS FOR --
	THE OBLIGATION IS MADE --

	(a)	Acquisition of real or personal property.
	On the date on which the State or subgrantee makes a binding written commitment to acquire the property.

	(b)	Personal services by an employee of the State or subgrantee.
	When the services are performed.

	(c)	Personal services by a contractor who is not an employee of the State or subgrantee.
	On the date on which the State or subgrantee makes a binding written commitment to obtain the services.

	(d)	Performance of work other than personal services.
	On the date on which the State or subgrantee makes a binding written commitment to obtain the work.

	(e)	Public utility services.
	When the State or subgrantee receives the services.

	(f)	Travel.
	When the travel is taken.

	(g)	Rental of real or personal property.
	When the State or subgrantee uses the property.

	(h)	A pre-agreement cost that was properly approved by the State under the applicable cost principles.
	On the first day of the subgrant period.



The act of an SEA or other grantee awarding Federal funds to an LEA or other eligible entity within a State does not constitute an obligation for the purposes of this compliance requirement.  An SEA or other grantee may not reallocate grant funds from one subrecipient to another after the period of availability ends. 

If a grantee or subgrantee uses a different accounting system or accounting principles from one year to the next, it shall demonstrate that the system or principle was not improperly changed to avoid returning funds that were not timely obligated.  A grantee or subgrantee may not make accounting adjustments after the period of availability ends in an attempt to offset audit disallowances.  The disallowed costs must be refunded.

(Source: 2015 OMB Compliance Supplement, Part 4, Department of Education Cross-Cutting—which is referred to in Part 3 as an example for all federal agencies)

Additional Program Specific Requirements

For MPOs, the grant agreement generally covers a two-year period, however, the funding period generally covers a one year period. Review the grant agreement and Work Program for the period of availability or funding period specific to the award.

For LPA agreements, there should be no costs charged to the program which were incurred prior to ODOT Federal Authorization (see Part N of this document) and subsequent contract award.  However, as noted in Part A of this document, some projects may be approved for preconstruction costs. If the LPA is authorized for preconstruction costs, the LPA would also be required to have a Federal Authorization for those costs.  Additionally, rather than a fixed or stated funding period, the period of availability for LPA projects is generally determined by the completion of project construction (including any properly approved contract extensions as noted in Part N of this document). FHWA has required the addition of a final date of completion for each project, beginning in CY 2015. Any costs incurred after this project completion date are not eligible for reimbursement.   Auditors should review the terms of the agreement and related documents to identify the dates establishing the specific period of availability.  The LPA will be able to provide the date assigned for final project completion. 

(Source: Office of External Audits Staff 10/27/2015)

The individual grant application, agreement, or policies may contain the specific requirements for period of performance of federal funds.

(Source:     )

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Period of Performance and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance. 

1)	Review the award documents and regulations pertaining to the program and determine any award-specific requirements related to the period of availability and document the availability period.

2) Test transactions charged to the Federal award after the end of the period of availability to verify that the – 
a.   underlying obligations occurred within the period of availability, and 
b.   liquidation (payment) was made within the allowed time period.
(This procedure is not applicable to LPA agreements where the end of the funding period is determined by the completion of project construction.  ODOT will not reimburse the LPA for any costs incurred subsequent to completion.)

3) Test transactions that were recorded during the period of availability and verify that the underlying obligations occurred within the period of availability.

4) Test adjustments (i.e., manual journal entries) to the Federal funds and verify that the adjustments were for transactions that occurred during the period of availability.

As long as the auditor obtains sufficient, appropriate evidence to meet the period of availability audit objectives, the auditor may test period of availability using the same test items used to test other types of compliance requirements (e.g., activities allowed or unallowed or allowable costs/cost principles).  However, if this approach is used, the auditor should exercise care in designing the sample to ensure that sample items are suitable for testing the stated objectives of compliance requirements covered by the sample.

	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A.	Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B.	Assessment of Control Risk:

C.	Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D.	Results of Compliance (Substantive Tests) Tests:

E.	Questioned Costs:  Actual __________     Projected __________




	I.	Procurement and Suspension and Debarment – ARRA Buy American provisions apply whenever Procurement and Suspension and Debarment are applicable to an ARRA award

	Audit Objectives

	1)	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2)	Determine whether procurements were made in compliance with the provisions of the A-102 Common Rule, OMB Circular A-110, and other procurement requirements specific to an award.

3)  Determine whether an award that provides ARRA funding for construction, alteration, maintenance, or repair of a public building or public work includes a Buy-American award term. If so, determine whether (a) the recipient or subrecipient is covered by an international agreement and the scope of that agreement or (b) the recipient has requested and been granted an exception.

4)	For covered transactions determine whether the non-Federal entity verified that entities are not suspended, debarred, or otherwise excluded.


	Compliance Requirements

	General

Procurement

States, and governmental subrecipients of States, will use the same State policies and procedures used for procurements from non-Federal funds.  They also must ensure that every purchase order or other contract includes any clauses required by Federal statutes and executive orders and their implementing regulations.
Local governments and Indian tribal governments that are direct recipients of Federal awards and their subrecipients will use procurement procedures that conform to applicable Federal law and regulations and standards identified in the A-102 Common Rule or OMB Circular A-110 (2 CFR part 215), as applicable.
Institutions of higher education, hospitals, and other non-profit organizations will use procurement procedures that conform to applicable Federal law and regulations and standards identified in OMB Circular A-110 (2 CFR part 215).  Their subrecipients will use procurement procedures that conform to applicable Federal law and regulations and standards identified in OMB Circular A-110 (2 CFR part 215) or the A-102 common rule, as applicable.  
All non-Federal entities shall follow Federal laws and implementing regulations applicable to procurements, as noted in Federal agency implementation of the A-102 Common Rule and OMB Circular A-110.

In addition to those statutes applicable to procurement listed in the A-102 Common Rule and OMB Circular A-110, Section 1605 of ARRA prohibits the use of ARRA funds for a project for the construction, alteration, maintenance, or repair of a public building or work unless all of the iron, steel, and manufactured goods used in the project are produced in the United States.  This results in making the Buy-American Act apply to these ARRA awards.  ARRA provides for waiver of these requirements under specified circumstances.  An award term is required in all ARRA-funded awards for construction, alteration, maintenance, or repair of a public building or public work (2 CFR section 176.140).  Further information about this requirement, including applicable definitions, is found in 2 CFR part 176, subpart B.   
2 CFR part 176, including the award term, was amended effective March 25, 2010 [75 FR 14323] to reflect changes regarding international agreements.  These changes include 
(1) beginning January 1, 2010, raising the threshold that applies to international agreements, from $7,430,000 to $7,804,000 and (2) recognizing agreements or signatories to agreements subsequent to the original publication of 2 CFR part 176.  

With respect to international agreements (see 2 CFR section 176.90), the Buy-American requirement set out in 2 CFR section 176.70 may not be applied where the iron, steel or manufactured goods used in the project are from a Party to an international agreement (see the Appendix to Subpart B of 2 CFR part 176-- U.S. States, Other Sub-Federal Entities, and Other Entities Subject to U.S. Obligations under International Agreements, for covered recipients (subrecipients), Parties, and exclusions).  In these cases, under an international agreement described in the Appendix to Subpart B of 2 CFR part 176, a recipient (subrecipient) is required to treat the goods and services of the applicable Party in the same manner as domestic goods and services.  This obligation applies to projects with an estimated value in excess of the current threshold and projects that are not specifically excluded from the application of those agreements.  If a recipient (subrecipient) is not covered by an international agreement, the only possible exceptions to the Buy-American requirements are those specified in 2 CFR section 176.80.
Note:  Ohio is not on the list of U.S. States, other sub-federal entities, and other entities subject to U.S. obligations under international agreements http://www.gpo.gov/fdsys/pkg/CFR-2011-title2-vol1/pdf/CFR-2011-title2-vol1-part176-subpartB-app-id114.pdf. 
Source of Governing Requirements - Procurement

The requirements for procurement are contained in the A-102 Common Rule (§____.36); OMB Circular A-110 (2 CFR sections 215.40 through 215.48); program legislation; Section 1605 of ARRA; 2 CFR part 176; Federal awarding agency regulations; and the terms and conditions of the award (including those required by ARRA).  The specific references for the A-102 Common Rule and OMB Circular A-110, respectively, are given for each suggested audit procedure indicated below.  (The first number listed refers to the A-102 Common Rule and the second refers to A-110.)  

Suspension and Debarment

Non-Federal entities are prohibited from contracting with or making subawards under covered transactions to parties that are suspended or debarred.  “Covered transactions” include those procurement contracts for goods and services awarded under a nonprocurement transaction (e.g., grant or cooperative agreement) that are expected to equal or exceed $25,000 or meet certain other criteria as specified in 2 CFR section 180.220.  All nonprocurement transactions entered into by a recipient (i.e., subawards to subrecipients), irrespective of award amount, are considered covered transactions, unless they are exempt as provided in 2 CFR section 180.215.
When a non-federal entity enters into a covered transaction with an entity at a lower tier, the non-federal entity must verify that the entity, as defined in 2 CFR section 180.995 and agency adopting regulations, is not suspended or debarred or otherwise excluded from participating in the transaction.  This verification may be accomplished by (1) checking the Excluded Parties List System (EPLS) maintained by the General Services Administration (GSA) and available at https://www.sam.gov/portal/public/SAM/ (note:  EPLS is no longer a separate system; however, the OMB guidance and agency implementing regulations still refer to it as EPLS), (2) collecting a certification from the entity, or (3) adding a clause or condition to the covered transaction with that entity (2 CFR section 180.300).  
Non-profit entities receiving contracts from the Federal Government are required to comply with the contract clause at Federal Acquisition Regulation (FAR) 52.209-6 before entering into a subcontract that will exceed $30,000, other than a subcontract for a commercially available off-the-shelf item.
Source of Governing Requirements – Suspension and Debarment
The requirements for nonprocurement suspension and debarment are contained in OMB guidance in 2 CFR part 180, which implements Executive Orders 12549 and 12689, Debarment and Suspension; Federal agency regulations in 2 CFR adopting the OMB guidance; the A-102 Common Rule (§____.36); OMB Circular A-110 (2 CFR section 215.13); program legislation; Federal awarding agency regulations; and the terms and conditions of the award.  Most of the Federal agencies have adopted 2 CFR part 180 and relocated their associated agency rules in Title 2 of the CFR.  For any agency that has not completed its adoption of 2 CFR part 180, pending completion of that adoption, agency implementations of the common rule (issued November 26, 2003) remain in effect.  Appendix II includes the current CFR citations for all agencies.  In either case, the applicable requirements are specified in the terms and conditions of award.
Governmentwide requirements related to suspension and debarment and doing business with suspended or debarred subcontractors under direct Federal procurement awards are contained in FAR 9.405-2(b) and the clause at FAR 52.209-6, and pertain to non-profit entities receiving Federal contracts.
(Source: 2015 OMB Compliance Supplement, Part 3)

Additional Program Specific Requirements

For further AOS guidance on Procurement, see http://portal/BP/Intranet/AA%20Training%20Fall%202012/Ohio%20Competitive%20Bidding%20Laws%20vs%20Federal%20Procurement.pdf – Fall 2012.

In general, State DOTs and LPAs must use qualifications-based selection procedures (Brooks Act) when acting as contracting agencies to procure engineering and design-related services for a construction project using Federal-aid highway funding (23 USC 112(b)(2); 23 CFR part 172).  Requirements applicable to engineering and design-related services contracts using Federal-aid highway funding include:
1.	Written procedures for each method of procurement used to procure engineering and design services.  State DOT procedures must be approved by FHWA.  Subrecipient (LPA) procedures must be approved by the recipient, generally the State DOT.  These procedures must provide for the following related to procurement of consultant services:
a. 	Preparing a scope of work, evaluation factors, and cost estimate;
b.	Soliciting proposals;
c.	Evaluating and ranking proposals and a documented basis for selection;
d. 	Negotiating the amount to be paid;
e. 	Monitoring the consultant’s work and preparing a performance evaluation when the work is completed; and
f. 	Determining the extent to which the consultant, who is responsible for the professional quality, technical accuracy, and coordination of services, may be reasonably liable for costs resulting from errors or deficiencies in design furnished under its contract (23 CFR section 172.9(a)).
2.	Instead of performing its own audits of engineering and design contractors, contracting agencies (State DOTs and LPAs) are required to accept indirect cost rates that have been established by a cognizant Federal or State agency in accordance with the Federal Acquisition Regulation (48 CFR part 31) for 1-year applicable accounting periods, if such rates are not currently under dispute (23 USC 112(b)(2)(C) and 23 CFR section 172.7).  
3.	Contracts for a consultant to act in a management role for the contracting agency for services that are directly related to a construction project must be approved by FHWA before the consultant is hired (23 CFR section 172.9(d)).  
(Source: 2015 OMB Compliance Supplement, Part 4)

Before awarding a contract to the selected contractor, the LPA shall verify either that the contractor is not subject to a finding for recovery under R.C. 9.24, or that the contractor has taken the appropriate remedial steps required under R.C. 9.24, or that the contractor otherwise qualifies under the exceptions to this section.. Findings for recovery can be viewed on the Auditor of State’s website at https://ohioauditor.gov/findings.html If the LPA fails to so verify, ODOT may immediately terminate this Agreement and release all State funding commitments. 

Before awarding a contract to the selected contractor, the LPA shall verify that the contractor is an active registrant on the Federal System for Award Management (SAM). Pursuant to 48 CFR 9.404, contractors that have an active exclusion on SAM are excluded from receiving Federal contracts, certain subcontracts, and certain Federal financial and nonfinancial assistance and benefits. If the LPA fails to so verify, ODOT may immediately terminate this Agreement and release all federal funding commitments.

(Source:  ODOT Federal LPA Agreement Revised 6/24/2015, Sections 7.8 and 7.9 available at: 
http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Pages/Local-Let-Procedures-and-Documents.aspx )

The individual grant application, agreement, or policies may contain the specific requirements for procurement and suspension & debarment.

(Source:     )

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Procurement and Suspension and Debarment, and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

(Procedures 1 - 4 apply only to institutions of higher education, hospitals, and other non-profit organizations; and Federal awards received directly from a Federal awarding agency by a local government or an Indian tribal government.)
1.	Obtain the entity’s procurement policies.  Verify that the policies comply with applicable Federal requirements (§____.36(b)(1) and 2 CFR section 215.43, and Section 1605 of ARRA).
2.	Ascertain if the entity has a policy to use statutorily or administratively imposed in‑State or local geographical preferences in the evaluation of bids or proposals.  If yes, verify that these limitations were not applied to federally funded procurements except where applicable Federal statutes expressly mandate or encourage geographic preference (§____.36(c)(2) and 2 CFR section 215.43).
3.	Examine procurement policies and procedures and verify the following: 
a.	Written selection procedures require that solicitations incorporate a clear and accurate description of the technical requirements for the material, product, or service to be procured, identify all requirements that the offerors must fulfill, and include all other factors to be used in evaluating bids or proposals (§____.36(c)(3) and 2 CFR section 215.44(a)(3)).
b.	There is a written policy pertaining to ethical conduct (§____.36(b)(3) and 2 CFR section 215.42).
4.	Select a sample of procurements and perform the following:
a.	Examine contract files and verify that they document the significant history of the procurement, including the rationale for the method of procurement, selection of contract type, basis for contractor selection, and the basis of contract price (§____.36(b)(9) and 2 CFR section 215.46).
b.	Verify that procurements provide full and open competition (§____.36(c)(1) and 2 CFR section 215.43).
c.	Examine documentation in support of the rationale to limit competition in those cases where competition was limited and ascertain if the limitation was justified (§____.36(b)(1) and (d)(4); and 2 CFR sections 215.43 and 215.44(e)).
d.	Verify that contract files exist and ascertain if appropriate cost or price analysis was performed in connection with procurement actions, including contract modifications and that this analysis supported the procurement action (§____.36(f) and 2 CFR section 215.45).
e.	Verify that the Federal awarding agency approved procurements exceeding $100,000 (see note below) when such approval was required.  Procurements (1) awarded by noncompetitive negotiation, (2) awarded when only a single bid or offer was received, (3) awarded to other than the apparent low bidder, or (4) specifying a “brand name” product (§____.36(g)(2) and 2 CFR section 215.44(e)) may require prior Federal awarding agency approval.
(Note:  The above-specified $100,000 threshold for procurement under grants will be changed to $150,000 when the Council on Financial Assistance Reform’s efforts to consolidate OMB guidance are completed.  In the interim, the $100,000 threshold continues to apply unless an agency/program has issued guidance raising the threshold or the increased threshold is specified in the terms and conditions of award.)
f.	Verify compliance with other procurement requirements specific to an award.
(Procedure 5 only applies to States and Federal awards subgranted by the State to a local government or Indian tribal government.)

5.	Test a sample of procurements to ascertain if the State’s laws and procedures were followed and that the policies and procedures used were the same as for non-Federal funds.

(Procedures 6 and 7 apply to all non-Federal entities)
6.      Review the non-federal entity’s procedures for verifying that an entity with which it plans to enter into a covered transaction is not debarred, suspended, or otherwise excluded.
7.	Select a sample of procurements and subawards and test whether the non-Federal entity followed its procedures before entering into a covered transaction. 
8.	Select a sample of ARRA-funded procurements, if any, for activities subject to Section 1605 of ARRA and test whether the non-Federal entity has —
a.	documented that the iron, steel, and manufactured goods used in the project are produced in the United States, or
b. requested and received any waivers of the Buy-American requirements.
	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A.	Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B.	Assessment of Control Risk:

C.	Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D.	Results of Compliance (Substantive Tests) Tests:

E.	Questioned Costs:  Actual __________     Projected __________




	J.	Program Income

	Audit Objectives

	1) Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2) Determine whether program income is correctly determined, recorded, and used in accordance with the program requirements, A-102 Common Rule, and OMB Circular A-110, as applicable.

	Compliance Requirements

	General

Program income is gross income received that is directly generated by the federally funded project during the grant period.  If authorized by Federal regulations or the grant agreement, costs incident to the generation of program income may be deducted from gross income to determine program income.  Program income includes, but is not limited to, income from fees for services performed, the use or rental of real or personal property acquired with grant funds, the sale of commodities or items fabricated under a grant agreement, and payments of principal and interest on loans made with grants funds.  Except as otherwise provided in the Federal awarding agency regulations or terms and conditions of the award, program income does not include interest on grant funds (covered under “Cash Management”), rebates, credits, discounts, refunds, etc. (covered under “Allowable Costs/Cost Principles”), or interest earned on any of them (covered under “Cash Management”).  Program income does not include the proceeds from the sale of equipment or real property (covered under “Equipment and Real Property Management”).

Program income may be used in one of three methods: deducted from outlays, added to the project budget, or used to meet matching requirements.  Unless specified in the Federal awarding agency regulations or the terms and conditions of the award, program income shall be deducted from program outlays.  However, for research and development activities by institutions of higher education, hospitals, and other non-profit organizations, the default method is to add program income to the project budget.  Unless Federal awarding agency regulations or the terms and conditions of the award specify otherwise, non-Federal entities have no obligation to the Federal Government regarding program income earned after the end of the grant period.

Source of Governing Requirements

The requirements for program income are found in the A-102 Common Rule (§____.21 (payment) and §____.25 (program income)); OMB Circular A-110 (2 CFR section 215.2 (program income definition), 2 CFR section 215.22 (payment), and 2 CFR section 215.24 (program income)), program legislation, Federal awarding agency regulations, and the terms and conditions of the award.

(Source: 2015 OMB Compliance Supplement, Part 3)

Additional Program Specific Requirements

State and local governments may only use the Federal share of net income from the sale, use, or lease of real property previously acquired with Federal funds if the income is used for projects eligible under 23 USC (23 USC 156).

(Source: 2015 OMB Compliance Supplement, Part 4)

MPO Agreements

The LPA is permitted and encouraged to generate program income to defray costs incurred in the performance of work program activities. Accordingly, the LPA must have a formal written policy that identifies which reports, materials and services will be made available to the local area without charge as well as those that will be used to generate program income. 

Program income shall be reflected in the work program as a deduction from total outlays to determine net costs on which the federal and state shares for each affected category or subcategory will be based. Unless the LPA agreement with ODOT specifically identifies another alternative, requests for reimbursement shall be net of program income.

(Source: ODOT MPO Standard Procedure 322- 003(SP), Effective April 1, 2005, Page 8 of 11 available at: http://www.dot.state.oh.us/Divisions/Finance/Auditing/MPO%20Reference%20Material1/Financial%20Reimbursement%20for%20LPA's%20Managing%20Metropolitan%20Transportation%20Planning%20Process.pdf and 49 CFR 18.25 and ODOT Office of External Audit Staff 10/27/2015.)

The individual grant application, agreement, or policies may contain the specific requirements for program income.

(Source:     )

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Program Income and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.
These procedures may require some tailoring if specific program income requirements were identified above.

1) Identify Program Income

a) Review the laws, regulations, and the provisions of contract or grant agreements applicable to the program and ascertain if program income was anticipated.  If so, ascertain the requirements for determining or assessing the amount of program income (E.g., a scale for determining user fees, prohibition of assessing fees against certain groups of individuals, etc.), and the requirements for recording and using program income.

b) Inquire of management and review accounting records to ascertain if program income was received.

2) Determining or Assessing Program Income – Perform tests to verify that program income was properly determined or calculated in accordance with stated criteria, and that program income was only collected from allowable sources.

3) Recording of Program Income – Perform tests to verify that all program income was properly recorded in the accounting records.  

4) Use of Program Income - Perform tests to ascertain if program income was used in accordance with the program requirements, the A-102 Common Rule, and OMB Circular A-110.
	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A. Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B. Assessment of Control Risk:

C. Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D. Results of Compliance (Substantive Tests) Tests:

E. Questioned Costs:  Actual __________     Projected __________




	K.	RESERVED

· In the 2015 Supplement, OMB has removed several of the compliance requirements that previously were required to be tested across all programs, when applicable.  The compliance requirements that were removed are Davis-Bacon Act (now applicable only for specified programs as a “special test or provision”); Relocation and Real Property Assistance; and, within Reporting, Subaward Reporting under the Federal Funding Accountability and Transparency Act.  As with any other change in a compliance requirement, if there was a finding(s) in any of these areas in audits conducted using the 2014 Supplement, those findings must continue to be reported in the summary schedule of prior audit findings and the corrective action plan, as provided in OMB Circular A-133 §_.315/2 CFR section 200.511, and be considered in the assessment of risk under OMB Circular A-133 §_.525(b)/2 CFR section 200.519(b).  (Source: 2015 OMB Compliance Supplement, Appendix VII)




	L.	Reporting

	Audit Objectives

	1) Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2) Determine whether required reports for Federal awards include all activity of the reporting period, are supported by applicable accounting or performance records, and are fairly presented in accordance with program requirements.

	Compliance Requirements

	General

For purposes of the Supplement, the designation “Not Applicable” in relation to “Financial Reporting,” “Performance Reporting” and “Special Reporting” means that the auditor is not expected to audit anything in these categories whether or not award terms and conditions may require such reporting.  

1. Financial Reporting

Recipients should use the standard financial reporting forms or such other forms as may be authorized by OMB (approval is indicated by an OMB paperwork control number on the form).  Each recipient must report program outlays and program income on a cash or accrual basis, as prescribed by the Federal awarding agency.  If the Federal awarding agency requires reporting of accrual information and the recipient’s accounting records are not normally maintained on the accrual basis, the recipient is not required to convert its accounting system to an accrual basis but may develop such accrual information through analysis of available documentation.  The Federal awarding agency may accept identical information from the recipient in machine-readable format, computer printouts, or electronic outputs in lieu of the prescribed formats.

The financial reporting requirements for subrecipients are as specified by the pass-through entity.  In many cases, these will be the same as or similar to the following requirements for recipients.

The standard financial reporting forms are as follows:

1.	Request for Advance or Reimbursement (SF-270 (OMB No. 0348-0004)).  Recipients are required to use the SF-270 to request reimbursement payments under non-construction programs, and may be required to use it to request advance payments.
2.	Outlay Report and Request for Reimbursement for Construction Programs (SF-271 (OMB No. 0348-0002)).  Recipients use the SF-271 to request funds for construction projects unless they are paid in advance or the SF-270 is used.
3.	Federal Financial Report (FFR) (SF-425/SF-425A (OMB No. 0348-0061)).  Recipients use the FFR as a standardized format to report expenditures under Federal awards, as well as, when applicable, cash status (Lines 10.a, 10.b, and 10c).  References to this report include its applicability as both an expenditure and a cash status report unless otherwise indicated. 
Electronic versions of the standard forms are located on OMB’s home page (http://www.whitehouse.gov/omb/grants_forms).
2. Performance Reporting

Recipients may be required to submit performance reports at least annually but not more frequently than quarterly.  Performance reports generally contain, for each award, brief information of the following types:

1.	A comparison of actual accomplishments with the goals and objectives established for the period.
2.	Reasons why established goals were not met, if appropriate.
3.	Other pertinent information including, when appropriate, analysis and explanation of cost overruns or high unit costs.
Note: The Federal agencies are moving toward the use of standard performance/progress reporting formats; however, there currently is no specified date for completion of the transition.  Currently some agencies/programs are using the Performance Progress Report or the Research Performance Progress Report.

3. Special Reporting

Non-Federal entities may be required to submit other reports which may be used by the Federal agency for such purposes as allocating program funding.

Compliance testing of performance and special reporting are only required for data that are quantifiable and meet the following criteria:
1. Have a direct and material effect on the program.
2. Are capable of evaluation against objective criteria stated in the laws, regulations, contract or grant agreements pertaining to the program.

Performance and special reporting data specified in Part 4, Agency Program Requirements, meet the above criteria.

Note:  The 2015 OMB Compliance Supplement deleted coverage of the subaward reporting requirements under the Federal Funding Accountability and Transparency Act (FFATA).

Source of Governing Requirements

Reporting requirements are contained in the following documents:
a.	A-102 Common Rule - Financial reporting, §____.41; Performance reporting, §___.40(b).
b.	OMB Circular A-110 - Financial reporting, 2 CFR section 215.52 (this section has not been updated to reference the new form); Performance reporting, 2 CFR section 215.51.
c.	Program legislation.
d.	Federal awarding agency regulations.
e.	The terms and conditions of the award. 

[bookmark: OLE_LINK6][bookmark: OLE_LINK7](Source: 2015 OMB Compliance Supplement, Part 3)

Additional Program Specific Requirements

1.	Financial Reporting

a.	SF-270, Request for Advance or Reimbursement – Not Applicable
b.	SF-271, Outlay Report and Request for Reimbursement for Construction Programs – Not Applicable
c.	SF-425, Federal Financial Report – Not Applicable
d.	PR-20, Voucher for Work Under Provisions of the Federal-Aid and Federal Highway Acts, as Amended (OMB No. 2125-0507)

2.	Performance Reporting – Not Applicable

3.	Special Reporting – Not Applicable

(Source: 2015 OMB Compliance Supplement, Part 4)

Additional ODOT Financial Reporting Requirements

LPA Agreements

The LPA will be required to submit the LPA Prevailing Wage / EEO Report (Appendix I) monthly to the ODOT District Prevailing Wage / EEO Coordinator detailing prevailing wage and EEO monitoring efforts for the previous month.  NOTE:  This report is generally tested as part of the Davis Bacon Act requirements in Part D of the FACCR.

The final report shall be certified by the Construction Project Engineer (CPE) stating that the project was developed and delivered in compliance with the terms, conditions and requirements of the project agreement with his/her Professional Engineer’s seal and signature. The LPA shall then issue final payment and release the Contractor from further responsibility. Items that must be provided in the final report are as follows: 

· Final invoice which reconciles each individual pay item to final quantities; 
· LPA Program Final Report (Appendix P ); 
· District Construction Inspection Report U); 
· Affidavit of DBE Subcontractor Payment (Appendix R), or Affidavit of EDGE Subcontractor Payment (Appendix S), when applicable; and, 
· Disposition of Material, when applicable (Appendix T). 

The LPA shall then provide the final report to the ODOT District within 6 months of the physical completion date of the project so that the report may be audited and approved for payment. If the deadline cannot be met, a written explanation must be provided to the District prior to the end of the 6 months documenting the reason and the new anticipated date of completion. If the extended deadline is not met, then this process must be repeated until the project is completed. Failure to follow this process may result in the immediate close-out of the project and loss of further funding. 

(Source:  ODOT Locally Administered Transportation Projects Manual of Procedures, LPA Construction Contract Administration Chapter, http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Pages/Manual_of_Procedures.aspx  & ODOT Office of External Audits Staff, 10/27/2015)

MPO’s - The final Reimbursement Package must clearly identify the invoice as “FINAL.” The final Reimbursement Package as well as any other required financial reports are due within ninety (90) days of the end of the fiscal year.

The MPO may not carry Consolidated Planning Grant (CPG) funds and State Planning and Research (SPR) funds remaining at fiscal year-end into a subsequent Work Program without prior written ODOT approval.  ODOT approval will be secured through the normal annual Work Program review process. Final payment from ODOT may be withheld until the MPO submits the mid-year and year-end progress reports and any other required reports.

If applicable: Year-end indirect cost adjustments for MPOs using a provisional indirect cost rate will be prorated according to total direct labor hours reported, based on supporting documentation submitted.

(Source: ODOT MPO Standard Procedure 322- 003(SP), Effective April 1, 2005, Page 9 & 10 of 11 available at: http://www.dot.state.oh.us/Divisions/Finance/Auditing/MPO%20Reference%20Material1/Financial%20Reimbursement%20for%20LPA's%20Managing%20Metropolitan%20Transportation%20Planning%20Process.pdf and 49 CFR 18.50)

Additional ODOT Performance Reporting Requirements

Except for the MPO Performance reporting requirements below, it is generally expected that MPO Performance Reports (which are periodically required) will not meet the criteria in green font above. Auditors should, however, review the agreement and related documents to determine if such material reporting requirements apply to the specific award.

MPOs

The MPO is required to submit biannual progress reports, one at the end of the second quarter of the fiscal year and a completion report at fiscal year end. The first progress report is due within thirty (30) days of the end of the second fiscal quarter. The year-end completion report is due within sixty (60) days of the end of the fiscal year. The completion report will serve as evidence of work performed and shall receive official approval of the MPO before being submitted to ODOT. Beginning with SFY 2014/2015 biennial agreements, ODOT has eliminated the requirement for the semiannual report thereby requiring only a yearend report.

(Source: ODOT MPO Standard Procedure 322- 003(SP), Effective April 1, 2005, Page 9 of 11 available at: http://www.dot.state.oh.us/Divisions/Finance/Auditing/MPO%20Reference%20Material1/Financial%20Reimbursement%20for%20LPA's%20Managing%20Metropolitan%20Transportation%20Planning%20Process.pdf ; 23 CFR 420; and 49 CFR 18.40)

Additional ODOT Special Reporting Requirements

No special reporting requirements have been identified.

Additional ODOT ARRA Reporting Requirements

ODOT prepares an annual report of LPA projects.  The report is available on the AOS website at: https://ohioauditor.gov/references/confirmations/odot.html or on the ODOT Office of Audits website at: http://www.dot.state.oh.us/Divisions/Finance/Auditing/Pages/LocalPublicAgencies-LPA.aspx. The Auditor should consult this report to determine if ODOT has identified Federal ARRA funds expenditures associated with the local. This report should be used by the Auditor to confirm the local has accurately recorded all ARRA Federal expenditures. ODOT should be contacted when discrepancies are identified in the data.  

(Source: Scot Gormley, Division of Finance, ODOT, 11/14/2014)

[bookmark: OLE_LINK2][bookmark: OLE_LINK3]The individual grant application, agreement, or policies may contain the specific requirements for reporting.

(Source:     )

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Reporting and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

Note:  Note:  For recipients using HHS’ Payment Management System (PMS) to draw Federal funds, the auditor should consider the following steps numbered 1 through 5 as they pertain to the cash reporting portion of the SF-425A, regardless of the source of the data included in the PMS reports.  Although certain data is supplied by the Federal awarding agency (i.e., award authorization amounts) and certain amounts are provided by the Division of Payment Management, HHS, the auditor should ensure that such amounts are in agreement with the recipient’s records and are otherwise accurate.

1) Review applicable laws, regulations, and the provisions of contract or grant agreements pertaining to the program for reporting requirements.  Document the types and frequency of required reports.  Obtain and review Federal awarding agency, or pass-through entity in the case of a subrecipient, instruction for completing the reports.
a) For financial reports, ascertain the accounting basis used in reporting the data (e.g., cash or accrual).
b) For performance and special reports, determine the criteria and methodology used in compiling and reporting the data.

2) Perform appropriate analytical procedures and ascertain in the reason for any unexpected differences.  Examples of analytical procedures include:
a) Comparing current period reports to prior period reports.
b) Comparing anticipated results to the data included in the reports.
c) Comparing information obtained during the audit of the financial statements to the reports.

Note:  The results of the analytical procedures should be considered in determining the nature, timing, and extent of other audit procedures for reporting.

3) Select a sample of each of the following report types:

a) Financial reports

(1) Ascertain if the financial reports were complete, accurate, and prepared in accordance with the required accounting basis.

(2) Trace the amounts reported to accounting records that support the audited financial statements and the Schedule of Expenditures of Federal Awards and verify agreement or perform alternative procedures to verify the accuracy and completeness of the reports and that they agree with the accounting records.  If reports require information on an accrual basis and the entity does not prepare its accounting records on an accrual basis, determine whether the reported information is supported by available documentation.

(3) For any discrepancies noted in SF-425 reports concerning cash status when the advance payment method is used, review subsequent SF-425 reports to ascertain if the discrepancies were appropriately resolved with the applicable payment system. 

(4) Review accounting records and ascertain if all applicable accounts were included in the sampled reports (e.g., program income, expenditure credits, loans, interest earned on Federal funds, and reserve funds).

(5) When intervening computations or calculations are required between the records and the reports, trace reported data elements to supporting worksheets or other documentation that link reports to the data. 

(6) Test mathematical accuracy of reports and supporting worksheets.

b) Performance and special reports (not applicable)

Obtain written representation from management that the reports provided to the auditor are true copies of the reports submitted or electronically transmitted to the Federal awarding agency, the applicable payment system, or pass-through entity in the case of a subrecipient.

	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A. Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B. Assessment of Control Risk:

C. Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D. Results of Compliance (Substantive Tests) Tests:

E. Questioned Costs:  Actual __________     Projected __________



	M.	Subrecipient Monitoring

	Audit Objectives

	1) Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2) For non-ARRA first-tier subawards made on or after October 1, 2010, determine whether the pass-through entity had the subrecipient provide a valid DUNS number before issuing the subaward.

3) Determine whether the pass-through entity properly identified Federal award information and compliance requirements to the subrecipient, including requirements related to ARRA first-tier subawards, e.g., CCR/SAM registration (see N, Special Tests and Provisions in this Part), and approved only allowable activities in the subaward documents.

4) For ARRA first-tier subawards, determine whether the pass-through entity assessed subrecipient compliance with the continuing requirement to maintain a current SAM registration.

5) Determine whether the pass-through entity monitored subrecipient activities to provide reasonable assurance that the subrecipient administers Federal awards in compliance with Federal requirements and achieves performance goals.

6) Determine whether the pass-through entity ensured required audits are performed, issued a management decision on audit findings within 6 months after receipt of the subrecipient’s audit report, and ensured that the subrecipient took timely and appropriate corrective action on all audit findings.

7) Determine whether in cases of continued in ability or unwillingness of a subrecipient to have the required audits, the pass-through entity took appropriate action using sanctions.

8) Determine whether the pass-through entity evaluated the impact of subrecipient activities on the pass-through entity.

9) Determine whether the pass-through entity identified in the Schedule of Expenditures of Federal Awards (SEFA) the total amount provided to subrecipients from each Federal program, including separate identification of ARRA funds.

10) If for-profit subawards are material, determine the adequacy of the pass-through entity’s monitoring procedures for those subawards.

	Compliance Requirements

	Note: Transfers of Federal awards to another component of the same auditee under 
OMB Circular A-133 do not constitute a subrecipient or vendor relationship.
A pass-through entity is responsible for:

· Determining Subrecipient Eligibility – In addition to any programmatic eligibility criteria under E, “Eligibility for Subrecipients,” determining whether an applicant for a subaward has provided a Dun and Bradstreet Data Universal Numbering System (DUNS) number as part of its subaward application or, if not, before award (2 CFR section 25.110 and Appendix A to 2 CFR part 25).  

· System for Award Management (previously Central Contractor Registration) – For ARRA subawards, ensuring that the subrecipient maintains a current registration in the System for Award Management (SAM) (http://sam.gov) at all times during which it has an active subaward(s) funded with ARRA funds (2 CFR section 176.50(c).  

· Award Identification – At the time of the subaward, identifying to the subrecipient the Federal award information (i.e., CFDA title and number; award name and number; if the award is research and development; and name of Federal awarding agency) and applicable compliance requirements.  For ARRA subawards, identifying to the subrecipient the amount of ARRA funds provided by the subaward and advising the subrecipient of the requirement to identify ARRA funds in the Schedule of Expenditures of Federal Awards (SEFA) and the SF-SAC (see also N, Special Tests and Provisions).

· During-the-Award Monitoring – Monitoring the subrecipient’s use of Federal awards through reporting, site visits, regular contact, or other means to provide reasonable assurance that the subrecipient administers Federal awards in compliance with laws, regulations, and the provisions of contracts or grant agreements and that performance goals are achieved.

· Subrecipient Audits – (1) Ensuring that subrecipients expending $500,000 or more in Federal awards during the subrecipient’s fiscal year for fiscal years ending after December 31, 2003 as provided in OMB Circular A-133 have met the audit requirements of OMB Circular A-133 (the circular is available at http://www.whitehouse.gov/omb/circulars/a133/a133.html) and that the required audits are completed within 9 months of the end of the subrecipient’s audit period; (2) issuing a management decision on audit findings within 6 months after receipt of the subrecipient’s audit report; and (3) ensuring that the subrecipient takes timely and appropriate corrective action on all audit findings.  In cases of continued inability or unwillingness of a subrecipient to have the required audits, the pass-through entity shall take appropriate action using sanctions.

· Ensuring Accountability of For-Profit Subrecipients – Awards also may be passed through to for-profit entities. For-profit subrecipients are accountable to the pass-through entity for the use of Federal funds provided. Because for-profit subrecipients are not subject to the audit requirements of OMB Circular A-133, pass-through entities are responsible for establishing requirements, as needed, to ensure for-profit subrecipient accountability for the use of funds.

· Pass-Through Entity Impact – Evaluating the impact of subrecipient activities on the pass-through entity’s ability to comply with applicable Federal regulations.

During-the-Award Monitoring

Following are examples of factors that may affect the nature, timing, and extent of during-the-award monitoring:

· Program complexity – Programs with complex compliance requirements have a higher risk of noncompliance.
· Percentage passed through – The larger the percentage of program awards passed through the greater the need for subrecipient monitoring.
· Amount of awards – Larger dollar awards are of greater risk.
· Subrecipient risk – Subrecipients may be evaluated as higher risk or lower risk to determine the need for closer monitoring.  Generally, new subrecipients would require closer monitoring.  For existing subrecipients, based on results of during-the-award monitoring and subrecipient audits, a subrecipient may warrant closer monitoring (e.g., if the subrecipient has (1) a history of noncompliance as either a recipient or subrecipient, (2) new personnel, or (3) new or substantially changed systems).  Evaluation of subrecipient risk also may take into consideration the extent of Federal monitoring of subrecipient entities that also are recipients of prime Federal awards.

Monitoring activities normally occur throughout the year and may take various forms, such as:

· Reporting – Reviewing financial and performance reports submitted by the subrecipient.
· Site Visits – Performing site visits at the subrecipient to review financial and programmatic records and observe operations.
· Regular Contact – Regular contacts with subrecipients and appropriate inquiries concerning program activities.


Agreed-upon procedures engagements

A pass-through entity may arrange for agreed-upon procedures engagements for certain aspects of subrecipient activities, such as eligibility determinations.  Since the pass-through entity determines the procedures to be used and compliance areas of greatest risk.  The costs of agreed-upon procedures engagements is an allowable cost to the pass-through entity if the agreed-upon procedures are performed for subrecipients below the A-133 threshold for audit (currently at $500,000 for fiscal years ending after December 31, 2003) for the following types of compliance requirements: activities allowed or unallowed; allowable costs/cost principles; eligibility; matching, level of effort, earmarking; and reporting (OMB Circular A-133 (§___.230(b)(2)).

Source of Governing Requirements

The requirements for subrecipient monitoring are contained in 31 USC 7502(f)(2)(B) (Single Audit Act Amendments of 1996 (Pub. L. No. 104-156)); OMB Circular A-133 (§___.225, §___.310(d)(5), and §___.400(d)); A-102 Common Rule (§___.37 and §___.40(a)); OMB Circular A-110 (2 CFR section 215.51(a)); program legislation; 2 CFR section 176.50(c); 2 CFR parts 25 and 170; 48 CFR parts 4, 42, and 52; Federal awarding agency regulations, and the terms and conditions of the award.
(Source: 2015 OMB Compliance Supplement, Part 3)

Additional Program Specific Requirements

The individual grant application, agreement, or policies may contain the specific requirements for subrecipient monitoring.

(Source:     )

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Subrecipient Monitoring and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

Note:  The auditor may consider coordinating the tests related to subrecipients performed as part of Cash management (tests of cash reporting submitted by subrecipients), Eligibility (tests that subawards were made only to eligible subrecipients), and Procurement (tests ensuring that a subrecipients is not suspended or debarred) with the testing of Subrecipient Monitoring.

1.  Gain an understanding of the pass-through entity’s subrecipient procedures through a review of the pass-through entity’s subrecipient monitoring policies and procedures (e.g., annual monitoring plan) and discussions with staff.  This should include an understanding of the scope, frequency, and timeliness of monitoring activities and the number, size, and complexity of awards to subrecipients, including, as applicable, subawards to for-profit entities.

2.	Test the pass-through entity’s subaward review and approval documents for first-tier subawards to ascertain if the pass-through entity obtained DUNS numbers from non-ARRA subrecipients prior to issuance of the subaward.
3.	Test subaward documents and agreements to ascertain if (a) at the time of subaward the pass-through entity made subrecipients aware of the award information (i.e., CFDA title and number; award name and number; if the award is research and development; and name of Federal awarding agency) and requirements imposed by laws, regulations, and the provisions of contract or grant agreements; (b) included for first-tier subrecipients the requirements for CCR/SAM registration, including maintain a current SAQM registration during the life of the subaward(s) and SEFA and SF-SAC presentation for ARRA-funded awards; and (c) the activities approved in the subaward documents were allowable.  (See R3 under N, Special Tests and Provisions, for additional discussion of requirements for subawards with expenditures of ARRA awards.)
4.	Review the pass-through entity’s documentation of during-the-subaward monitoring to ascertain if the pass-through entity’s monitoring provided reasonable assurance that subrecipients used Federal awards for authorized purposes, complied with laws, regulations, and the provisions of contracts and grant agreements, and achieved performance goals.  
5.	Review the pass-through entity’s follow-up procedures to determine whether corrective action was implemented on deficiencies noted in during-the-subaward monitoring.
6.   Verify that the pass-through entity:

a) Ensured that the required subrecipient audits were completed.  For subrecipients that are not required to submit a copy of the reporting package to a pass-through entity because there were “no audit findings” the pass-through entity may use the information in the Federal Audit Clearinghouse (FAC) database (available at http://harvester.census.gov/sac) as evidence to verify that the subrecipient had “no audit findings” and that the required audit was performed.  This FAC verification would be in lieu of reviewing submissions by the subrecipient to the pass-through entity (pursuant to A-133 §___320(e)(2)) when there are no audit findings.

b) Issued management decisions on audit findings within 6 months after receipt of the subrecipient’s audit report.

c) Ensured that subrecipients took appropriate and timely corrective action on all audit findings.

7. Verify that in cases of continued inability or unwillingness of a subrecipient to have the required audits, the pass-through entity took appropriate action using sanctions.

8. Verify that the effects of subrecipient noncompliance are properly reflected in the pass-through entity’s records.

9. Verify that the pass-through entity monitored the activities of subrecipients not subject to OMB Circular A-133, including for-profit entities, using techniques such as those discussed in the “Compliance Requirements” provisions of this section with the exception that these subrecipients are not required to have audits under OMB Circular A-133.  Review the pass-through entity’s follow-up procedures to determine whether corrective action was implemented on deficiencies noted during-the-subaward monitoring.

10.	Determine if the pass-through entity has procedures that allow it to identify the total amount provided to subrecipients from each Federal program.
	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A. Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B. Assessment of Control Risk:

C. Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D. Results of Compliance (Substantive Tests) Tests:

E. Questioned Costs:  Actual __________     Projected __________




	N.	Special Tests and Provisions – Separate Accountability for ARRA Funding -Applicable to ALL awards with ARRA Funding

	Audit Objectives

	1) Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2) Determine whether accounting records for ARRA funds provide for the separate identification and accounting required for ARRA awards/activity.

	Compliance Requirements

	
The following special test and provision, applies to all programs with expenditures of ARRA funds.  In addition to addressing these audit objectives, the auditor should obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c) and should consider the suggested audit procedures in this Section N. 
R1 - Separate Accountability for ARRA Funding 
Depending on the type of organization undergoing audit, the administrative requirements that apply to most programs arise from two sources: 
· A-102 Common Rule; and 
· OMB Circular A-110. 
There are also some other administrative compliance requirements contained in regulations that are not of the type covered in the A-102 Common Rule or OMB Circular A-110, that are unique to specific programs (Federal programs excluded from the A-102 Common Rule are listed in Appendix I of the Supplement).  Those requirements may be found in applicable legislation, Federal awarding agency regulations, and award terms and conditions. 
The financial management system must permit the preparation of required reports and tracing of funds adequate to establish that funds were used for authorized purposes and allowable costs.  
As provided in 2 CFR section 176.210, Federal agencies must require recipients to 
(1) agree to maintain records that identify adequately the source and application of ARRA awards; (2) separately identify to each subrecipient, and document at the time of the subaward and disbursement of funds, the Federal award number, CFDA number, and the amount of ARRA funds; and (3) provide identification of ARRA awards in their Schedule of Expenditures of Federal Awards (SEFA) and Data Collection Form (SF-SAC) and require their subrecipients to provide similar identification in their SEFA and SF-SAC.  Additional information, including presentation requirements for the SEFA and SF-SAC, is provided in Appendix VII of the OMB Compliance Supplement.
(Source: 2015 OMB Compliance Supplement, Part 3)

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Special Tests and Provisions – Separate Accountability for ARRA Funding, and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

1. Ascertain if expenditures of ARRA funds are accounted for separately from expenditures of non-ARRA funds. 
	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A. Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B. Assessment of Control Risk:

C. Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D. Results of Compliance (Substantive Tests) Tests:

E. Questioned Costs:  Actual __________     Projected __________






	N.	Special Tests and Provisions – Presentation on SEFA & DCF - Applicable to ALL awards with ARRA Funding

	Audit Objectives

	1) Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2) Determine whether the entity met the requirements for reporting expenditures of ARRA awards on the SEFA and that reported amounts are supported by the accounting records and fairly presented in accordance with ARRA and program requirements.

	Compliance Requirements

	
The following special test and provision, applies to all programs with expenditures of ARRA funds.  In addition to addressing these audit objectives, the auditor should obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c) and should consider the suggested audit procedures in this Section N. 
R2 - Presentation on the Schedule of Expenditures of Federal Awards and Data Collection Form
Federal agencies must require recipients to agree to provide identification of ARRA awards in their SEFA and SF-SAC.  Additional information, including presentation requirements for the SEFA and SF-SAC, is provided in Appendix VII (2 CFR section 176.210).
(Source: 2015 OMB Compliance Supplement, Part 3)


	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Special Tests and Provisions – Presentation on SEFA & DCF, and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

1. Perform tests to verify that the SEFA properly identifies and reports expenditures of ARRA awards and reported expenditures are supported by accounting records.
	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A. Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B. Assessment of Control Risk:

C. Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D. Results of Compliance (Substantive Tests) Tests:

E. Questioned Costs:  Actual __________     Projected __________






	N.	Special Tests and Provisions –Subrecipient Monitoring - Applicable to ALL subawards of ARRA Funding (the entity that made the subaward)

	Audit Objectives

	1) Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2) If subawards of ARRA funds were made, determine whether the entity met the requirements for separately identifying to each subrecipient, and documenting at the time of the subaward and disbursement of funds, the Federal award number, CFDA number, and the amount of ARRA funds; and required their subrecipients to provide appropriate identification in their SEFA and SF-SAC.  

	Compliance Requirements

	
The following special test and provision, applies to all programs with expenditures of ARRA funds.  In addition to addressing these audit objectives, the auditor should obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c) and should consider the suggested audit procedures in this Section N. 
R3 - Subrecipient Monitoring 
Federal agencies must require recipients to agree to

(1) separately identify to each subrecipient, and document at the time of the subaward and disbursement of funds, the Federal award number, CFDA number, and the amount of ARRA funds; and
 (2) require their subrecipients to provide similar identification (as noted in R2 above) in their SEFA and SF-SAC.  Additional information, including presentation requirements for the SEFA and SF-SAC, is provided in Appendix VII (2 CFR section 176.210).
(Source: 2015 OMB Compliance Supplement, Part 3)


	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Special Tests and Provisions – Subrecipient Monitoring, and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

1. Test a sample of subawards and verify that the entity separately identified to each subrecipient, and documented at the time of the subaward and disbursement of funds, the Federal award number, CFDA number, and the amount of ARRA funds; and required their subrecipients to provide appropriate identification in their SEFA and SF-SAC.
	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A. Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B. Assessment of Control Risk:

C. Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D. Results of Compliance (Substantive Tests) Tests:

E. Questioned Costs:  Actual __________     Projected __________






	N.	Special Tests and Provisions – Replacement of Publicly Owned Real Property

	Audit Objectives

	1) Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2) Determine whether the functional replacement of real property was accomplished within FHWA requirements.

	Compliance Requirements

	
Federal funds may be used to reimburse the reasonable costs actually incurred for the functional replacement of publicly owned and publicly used real property provided that FHWA concurs that it is in the public interest.  The cost of increases in capacity and other betterments are not eligible except (1) if necessary to replace utilities; (2) to meet legal, regulatory, or similar requirements; or (3) to meet reasonable prevailing standards for the type of facility being replaced (23 CFR section 710.509).
(Source: 2015 OMB Compliance Supplement, Part 4)

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Special Tests and Provisions - Replacement of Publicly Owned Real Property and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

a.	Ascertain if there were any functional replacements of publicly owned real property.

b.	Verify that FHWA concurred in the State’s determination that the functional replacement is in the public interest.

c.	Review a sample of transactions involving functional replacements and verify that the transactions were consistent with the FHWA requirements.

	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A. Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B. Assessment of Control Risk:

C. Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D. Results of Compliance (Substantive Tests) Tests:

E. Questioned Costs:  Actual __________     Projected __________






	N.	Special Tests and Provisions – Project Extensions

	Audit Objectives

	1) Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2) Determine whether proper FHWA approvals were obtained for contract extensions affecting project costs and the amount of liquidated damages assessed.

	Compliance Requirements

	
FHWA must approve extensions affecting project costs or the amount of liquidated damages, except those for projects administered by the State DOT under 23 USC 106(c) which allow the State DOT to assume the responsibilities for design, plans, specifications, estimates, contract awards and inspection of progress (23 USC 106(c); 23 CFR section 635.121). 
(Source: 2015 OMB Compliance Supplement, Part 4)
The CPE shall have adequate procedures for the determination of changes to contract time.  Contract time extensions submitted by the Contractor shall be subject to the concurrence of the LPA.  Contract time extensions submitted for approval to the LPA must be fully justified and adequately documented by the Contractor.  The CPE shall notify the CM of the need for a contract time extension for the CM’s review and concurrence.  

(Source:  ODOT Locally Administered Transportation Projects Manual of Procedures, LPA Construction Contract Administration Chapter, pg. 5 of 20 available at: http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Pages/Manual_of_Procedures.aspx & ODOT Office of External Audits Staff 10/27/2015)


	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Special Tests and Provisions - Replacement of Publicly Owned Real Property and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

a.	Review the systems for monitoring and controlling contract time and review project files to determine if there were project extensions.

b.	Verify that FHWA approval was obtained for time extensions affecting project cost and, where applicable, the amount of liquidated damages assessed. 

	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A. Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B. Assessment of Control Risk:

C. Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D. Results of Compliance (Substantive Tests) Tests:

E. Questioned Costs:  Actual __________     Projected __________






	N.	Special Tests and Provisions – Quality Assurance Program

	Audit Objectives

	1) Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2) Determine whether the State DOT or LPA is following a QA program approved by FHWA.

	Compliance Requirements

	
A State DOT or LPA must have a quality assurance (QA) program, approved by FHWA, for construction projects on the NHS to ensure that materials and workmanship conform to approved plans and specifications.  Verification sampling must be performed by qualified testing personnel employed by the State DOT, or by its designated agent, excluding the contractor (23 CFR sections 637.201, 637.205, and 637.207).  

(Source: 2015 OMB Compliance Supplement, Part 4)
The LPA, through its CPE, must provide for and ensure that all materials and Job Mix Formulas (JMF’s) incorporated into the project are tested, sampled, inspected, and/or certified according to plan specifications and ODOT’s Materials Management Process. This is an important process that is critical to both the quality of the finished project and the ability of the LPA to receive payment. Only laboratories certified by AASHTO Materials Reference Laboratory (AMRL) for the materials to be tested are permitted. At the Pre-Construction Meeting, the LPA must provide to ODOT an Implementation Plan listing the individuals responsible for testing and inspection, their certifications, and those of an independent testing laboratory to be utilized. Following this section is guidance titled LPA Local-let Materials Process, Guidelines and Documents (Appendix J), developed to assist LPAs in setting up controls to assure materials meet ODOT specifications during construction management.  The LPA must obtain prior approval from the State DOT for the administration of Federal Construction Projects on the NHS.

(Source:  ODOT Locally Administered Transportation Projects Manual of Procedures, LPA Construction Contract Administration Chapter, available at: http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Pages/Manual_of_Procedures.aspx)

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Special Tests and Provisions - Replacement of Publicly Owned Real Property and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

a.	Obtain an understanding of the recipient’s QA program.

b.	Verify that the QA program has been approved by FHWA.

c.	Review documentation of test results on a sample basis to verify that proper tests are being taken in accordance with the QA program.

d.	Verify that verification sampling activities are performed by qualified testing personnel employed by the agency, or by its designated agent, excluding the contractor.  

	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A. Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B. Assessment of Control Risk:

C. Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D. Results of Compliance (Substantive Tests) Tests:

E. Questioned Costs:  Actual __________     Projected __________






	N.	Special Tests and Provisions – Project Approvals

	Audit Objectives

	1) Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2) Determine whether project activities are started with required Federal approvals.

	Compliance Requirements

	
FHWA project approval and authorization to proceed are required before costs are incurred for all construction projects. Based on the Stewardship and Oversight agreement between the State DOT and the FHWA Division Office, projects may be authorized under the authority in 23 USC 106 (c), which allows the State DOT to assume responsibilities for designs, plans, specifications, estimates, contract awards, and inspection of progress. For those projects not authorized under 23 USC 106 (c), construction projects cannot be advertised nor force account work commenced until FHWA (a) approves the plans, specifications, and estimates; and (b) authorizes the State DOT to advertise for bids or approves the force account work (23 CFR sections 630.205(c), 635.112(a), 635.204, and 635.309).  In addition, construction cannot begin until after FHWA concurs in the contract award (23 CFR section 635.114).  
(Source: 2015 OMB Compliance Supplement, Part 4) 
The Plans, Specifications & Estimate package (PS&E) is necessary for obtaining Federal authorization to advertise for bids. The LPA is responsible for assembling and submitting the package which is to contain at least the following material.  
1. At least four copies of the complete set of plans that are signed and sealed by a licensed engineer or architect. The title sheet must include the county-route-section, Federal Project Number and PID number. If the licensed engineer or architect is a different person than the LPA authority, the LPA authority shall sign the title sheet of the plans. Plans may be generated in the LPA’s format. (This item not included in a Design-Build project.)
2. The Bid Proposal Book (a minimum of three copies)
3. A copy of the engineer’s estimate, signed and sealed by the Design Engineer
4. The LPA agreement between ODOT and the LPA, if not previously submitted
5. Environmental consultation form
6. Right of Way Certification Letter
7. Proposal Notes
8. 4A note and Exhibit B, if necessary (Exhibit B details the status of utility submissions and relocation work)
9. Web bid submission form (Upon authorization and for a period of one month, ODOT’s Office of Local Projects will post an LPA’s project information on their website at http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Pages/BidNotices.aspx .  A copy of this form is located at the end of the chapter.)

The LPA shall submit to ODOT any addendum to be issued during the advertisement period. ODOT must approve such addendum for project eligibility. The addendum then must be distributed to all potential bidders prior to opening bids and awarding of the contract.  

(Source:  Locally Administered Transportation Projects Manual of Procedures, Advertising, Sale & Award, http://www.dot.state.oh.us/Divisions/Planning/LocalPrograms/Pages/Manual_of_Procedures.aspx & ODOT Office of External Audit Staff 10/27/2015)

	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Special Tests and Provisions - Replacement of Publicly Owned Real Property and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

a.	Review a sample of projects and identify dates of the necessary approvals, authorizations, and concurrences.

b.	Identify dates that projects were advertised and contract or force account work was initiated and compare to FHWA’s approval dates.

	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A. Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items)

B. Assessment of Control Risk:

C. Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D. Results of Compliance (Substantive Tests) Tests:

E. Questioned Costs:  Actual __________     Projected __________






	N.	Special Tests and Provisions – Wage Rate Requirements

	Audit Objectives

	1) Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).

2) Determine whether the non-Federal entity notified contractors and subcontractors of the requirements to comply with the Wage Rate Requirements and obtained copies of certified payrolls.

	Compliance Requirements

	
All laborers and mechanics employed by contractors or subcontractors to work on construction contracts in excess of $2,000 financed by Federal assistance funds must be paid wages not less than those established for the locality of the project (prevailing wage rates) by the Department of Labor (DOL) (40 USC 3141-3144, 3146, and 3147. 

Non-federal entities shall include in their construction contracts subject to the Wage Rate Requirements (which still may be referenced as the Davis-Bacon Act) a provision that the contractor or subcontractor comply with those requirements and the DOL regulations (29 CFR part 5, Labor Standards Provisions Applicable to Contacts Governing Federally Financed and Assisted Construction).  This includes a requirement for the contractor or subcontractor to submit to the non-Federal entity weekly, for each week in which any contract work is performed, a copy of the payroll and a statement of compliance (certified payrolls) (29 CFR sections 5.5 and 5.6; the A-102 Common Rule (§___.36(i)(5)); OMB Circular A-110 (2 CFR part 215, Appendix A, Contract Provisions); 2 CFR part 176, subpart C; and 2 CFR section 200.326).  

This reporting is often done using Optional Form WH-347, which includes the required statement of compliance (OMB No. 1215-0149). The U.S. Department of Labor, Employment Standards Administration, maintains a Davis-Bacon and Related Acts web page (http://www.dol.gov/whd/contracts/dbra.htm).  Optional Form WH-347 and instructions are available on this web page.

(Source: 2015 OMB Compliance Supplement, Part 4) 

Additional Program Specific Requirements

The Wage Rate Requirements are applicable to construction work on highway projects on Federal-aid highways or with ADHS or FLTTP funds.  These requirements generally do not apply to Federal-aid construction projects that are not located within the right-of-way of a Federal-aid highway; however, the Transportation Alternatives Program projects (except for the Recreational Trails Program set-aside) and the SAFETEA-LU Safe Routes to School Program must comply with wage rate requirements regardless of location.  FHWA has provided guidance on the applicability of these requirements at http://www.fhwa.dot.gov/construction/contracts/080625.cfm (23 USC 113 and 40 USC 14701).

(Source: 2015 OMB Compliance Supplement, Part 4) 

The individual grant application, agreement, or policies may contain the specific requirements for subrecipient monitoring.

(Source:     )
See note in Section D regarding Davis Bacon.


	In determining how the client ensures compliance, consider the following:

	Obtain an understanding of internal control, assess risk, and test internal control as required by OMB Circular A-133 §___.500(c).  Using the guidance provided in the 2013 COSO (http://www.coso.org/IC.htm), or GAO’s 2014 Green Book (http://www.gao.gov/assets/670/665712.pdf), perform procedures to obtain an understanding of internal control sufficient to plan the audit to support a low assessed level of control risk for the program.   Plan the testing of internal control to support a low assessed level of control risk for Special Tests and Provisions – Wage Rate Requirements and perform the testing of internal control as planned. If internal control over some or all of the compliance requirements is likely to be ineffective, see the alternative procedures in §___.500(c)(3) of OMB Circular A-133, including assessing the control risk at the maximum and considering whether additional compliance tests and reporting are required because of ineffective internal control.  For further AOS guidance on testing federal controls see http://portal/BP/Intranet/AA%20Training%20Fall%202011/FACCR%20Controls%20and%20Federal%20Update.pdf – Fall 2011.

	What control procedures address the compliance requirement?
	WP Ref.

	Basis for the control (reports, resources, etc. providing information needed to understand requirements and prevent or identify and correct errors):

Control Procedure (description of how auditee uses the “Basis” to prevent, or identify and correct or detect errors):

Person(s) responsible for performing the control procedure (title):

Description of evidence documenting the control was applied (i.e. sampling unit):

	

	Suggested Audit Procedures – Compliance (Substantive Tests)
	WP Ref.

	Note:  Consider the results of the testing of internal control in assessing the risk of noncompliance.  Use this as the basis for determining the nature, timing, and extent (e.g., number of transactions to be selected) of substantive tests of compliance.

Select a sample of construction contracts and subcontracts greater than $2000 that are covered by the Wage Rate Requirements and perform the following procedures:
a.	Verify that the required prevailing wage rate clauses were included in the contract or subcontract.

b.	For each week in which work was performed under the contract or subcontract, verify that the contractor or subcontractor submitted the required certified payrolls.

(Note:  Auditors are not expected to determine whether prevailing wage rates were paid.)

	

	Audit Implications (adequacy of the system and controls, and the effect on sample size, significant deficiencies / material weaknesses, and management letter comments)

	A. Results of Test of Controls: (including material weaknesses, significant deficiencies and management letter items):

B. Assessment of Control Risk:

C. Effect on the Nature, Timing, and Extent of Compliance (Substantive Test) including Sample Size:

D. Results of Compliance (Substantive Tests) Tests:

E. Questioned Costs:  Actual __________     Projected __________
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