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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.
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	Child Nutrition Cluster

	CFDA#:
	10.553  School Breakfast Program (SBP)
10.555  National School Lunch Program (NSLP)
10.556  Special Milk Program for Children (SMP)
10.559  Summer Food Service Program for Children (Summer Food Service Program) (SFSP)


NOTE:  
· AOS wrote this FACCR for programs that pass through the Ohio Department of Education, but does not include ARRA requirements, the USDE cross-cutting requirements do not apply, and and the new Uniform Guidance does not apply.
· You must document in your w/p’s how the determination was made that this major program fell under the old OMB Circulars (A-87 & A-102), as opposed to the new Uniform Grants Guidance.

· Beginning with FY 09, commodity donations (formerly CFDA #10.550) to a school district are reported under the CFDA number(s) of the program(s) for which the commodities were used. For example, commodities donated and used for the National School Lunch Program are reported under CFDA 10.555.  CFDA #10.550 no longer exists.  See Parts III & V below.
· See new guidance added in Section V regarding Valuing Donated Commodities.


Update yellow highlighted items based on specific program/grant.
Grey highlighted information was obtained from the pass through agency, the Ohio Department of Education (Brian Jones, general information & Brigette Hires, program specific information).
Orange highlighted text is additional information from AOS Center for Audit Excellence (CFAE)
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* Cross-reference to the working papers where the tests of controls or compliance tests have been performed.


	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
	
	
	
	
	
	
	
	
	

	E 
	 
	Eligibility
	Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	F
	 
	Equipment & Real Property Mgmt
	Yes
	 
	M
	 
	 
	 
	 
	 
	5%

	G
	 
	Matching, Level of Effort, Earmark
	No
	
	
	
	
	
	
	
	

	H
	 
	Period of Availability (Performance)
	No
	
	
	
	
	
	
	
	

	I
	 
	Procurement & Sus. & Debarment
	Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	J
	 
	Program Income
	Yes
	 
	M
	 
	 
	 
	 
	 
	5%

	K
	 
	RESERVED
	
	
	
	
	
	
	
	
	

	L
	 
	Reporting
	Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	M
	 
	Subrecipient Monitoring
	Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	N
	 
	Special Tests & Provisions - Verification of Free and Reduced Price Applications (NSLP)
	Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	N
	 
	Special Tests & Provisions -       School Food Accounts
	Yes
	 
	N
	 
	 
	 
	 
	 
	5%

	N
	    
	Special Tests & Provisions – Paid Lunch Equity
	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 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)


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, 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 cost) 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 in 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 result 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 findings. 

[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 child nutrition cluster programs are to (1) assist States in administering food services that provide healthful, nutritious meals to eligible children in public and non-profit private schools, residential child care institutions, and summer recreation programs; and (2) encourage the domestic consumption of nutritious agricultural commodities.

(Source: 2015 OMB Compliance Supplement, Part 4)

	II.	Program Procedures

	General Overview

At the Federal level, these programs are administered by the Food and Nutrition Service (FNS) of the U.S. Department of Agriculture (USDA).  FNS generally administers these programs through grants to State agencies.  Each State agency, in turn, enters into agreements with subrecipient organizations for local level program operation and the delivery of program benefits and services to eligible children.  The types of organizations that receive subgrants under each program are described below under “Program Descriptions.”  In cases where a State agency is not permitted or is not available to administer the program(s), they are administered directly by FNS regional offices.  The regional offices then perform the administrative functions for local program operators that are normally performed by a State agency (7 CFR sections 210.3, 215.3, 220.3, and 225.3).  For purposes of this discussion, State agencies and FNS regional offices are referred to collectively as “administering agencies.”

Under 7 CFR part 250 (General Regulations and Policies – Food Distribution), USDA makes donated agricultural commodities available for use in the operation of all child nutrition programs except the SMP.  FNS enters into agreements with State distributing agencies for the distribution of USDA donated foods.  The State distributing agencies, in turn, enter into agreements with local program operators, which are defined collectively as “recipient agencies.”  A State may designate a recipient agency to perform its storage and distribution duties.  A State distributing agency may engage a commercial food processor to use USDA-donated foods in the manufacture of food products, and then deliver such manufactured products to recipient agencies.

Program Descriptions

Common Characteristics

The programs in the Child Nutrition Cluster are all variants of a basic program design having the following characteristics:

a.	Local program operators provide prepared meals to children in structured settings. Four types of meal service may be authorized:  breakfast, lunch, snacks, and supper.  Milk only service may be authorized under the SMP.  The types a particular program operator may offer are determined first by the respective program’s authorizing statute and regulations, and second by the program operator’s agreement with its administering agency.

b.	While all children in attendance are entitled to receive these program benefits, children whose households meet stated income eligibility criteria generally receive their meals (or milk, where applicable) free or at a reduced price.  With certain exceptions, children not eligible for free or reduced price meals or free milk must pay the full prices set by the program operator for these items.  A program meal must be priced as a unit. 

There are two systems of charging for program meals:  “pricing” and “nonpricing” programs.  In a pricing program, children who do not qualify for free meals pay a separate fee for their meals.  The fee may be collected at the point of service; through a separate daily, weekly, or monthly meal charge or meal ticket payment; by earmarking a portion of the child’s tuition payment expressly for food service; or through an identifiable reduction from the standard tuition rate for meals provided by parents.  In a nonpricing program, no separate identifiable charges are made for meals served to enrolled children.  Examples of organizations that often operate nonpricing programs include juvenile detention centers, boarding schools, other residential child-care institutions, and some private schools.  

c.	Federal assistance to local program operators takes the form of cash reimbursement.  In addition, USDA donates food under 7 CFR part 250 for use in preparing meals to be served under the NSLP, SBP, and SFSP.

d.	To obtain cash and donated food assistance, a local program operator must submit monthly claims for reimbursement to its administering agency.  All meals (and half-pints of milk under SMP) claimed for reimbursement must meet Federal requirements and be served to eligible children.

e.	The program operator’s entitlement to reimbursement payments is generally computed by multiplying the number of meals (and/or half-pints of milk under the SMP) served by a prescribed per-unit payment rate (called a “reimbursement rate”).  Different reimbursement rates are prescribed for different categories and types of service.  “Type” refers to the kind of service (breakfast, lunch, milk, etc.), while “category” refers to the beneficiary’s eligibility (free, reduced price, or paid).  Under this formula, a local program operator’s entitlement to funding from its administering agency is generally a function of the categories and types of service provided.  Therefore, the child nutrition cluster programs are said to be “performance funded.”

Characteristics of Individual Programs

The program-specific variants of this basic program model are outlined below.

a.	School Nutrition Programs (NSLP and SBP) – These programs target children enrolled in schools.  For program purposes, a “school” is a public or non-profit private school of high school grade or under, or a public or licensed non-profit private residential child-care institution.  At the local level, a school food authority (SFA) is the entity with which the administering agency makes an agreement for the operation of the programs.  A SFA is the governing body (such as a school board) legally responsible for the operation of the NSLP and/or SBP in one or more schools.  A school operated by a SFA may be approved to serve breakfast and lunch.  A school participating in the NSLP that also has an afterschool care program with an educational or enrichment component may also be approved to serve afterschool snacks. See also the description of the SMP below.

(1) National School Lunch (NSLP) - http://www.fns.usda.gov/cnd/lunch/ 

Objectives:  (Source:  CFDA # 10.555):  To assist States, through cash grants and food donations, in providing a nutritious nonprofit lunch service for school children and to encourage the domestic consumption of nutritious agricultural commodities.

Uses and Use Restrictions - Federally appropriated National School Lunch Program funds are available to each State agency to reimburse participating public and nonprofit private schools, of high school grades or under, including residential child care institutions, for lunches meeting the nutritional requirements prescribed by the Secretary of Agriculture, served to eligible children.  Schools meeting eligibility criteria may be reimbursed for snacks served to children enrolled in eligible after school hour care programs. Participating schools are reimbursed at rates that are adjusted on an annual basis to reflect changes in the Food Away From Home series of the Consumer Price Index for All Urban Consumers. All participating schools must agree to serve free and reduced price meals to eligible children.

(2) School Breakfast (SBP) - http://www.fns.usda.gov/cnd/breakfast/ 

Objectives (Source:  CFDA # 10.553):  To assist States in providing a nutritious nonprofit breakfast service for school children, through cash grants and food donations.

Uses and Use Restrictions - Federally appropriated School Breakfast Program funds are available to each State agency to reimburse participating public and nonprofit private schools, of high school grade and under including residential child care institutions, for breakfasts, meeting the nutritional requirements prescribed by the Secretary of Agriculture, served to eligible children. The rates of reimbursement are adjusted on an annual basis to reflect changes in the Food Away From Home series of the Consumer Price Index for all Urban Consumers. All participating schools must agree to serve free and reduced price meals to eligible children.

b.	SFSP – SFSP is directed toward children in low-income areas when school is not in session.  It is locally operated by approved sponsors, which may include public or private non-profit SFAs, public or private non-profit residential summer camps, or units of local, municipal, county or State governments or other private non-profit organizations that develop a special summer or other school vacation program providing food service similar to that available to children during the school year under the NSLP and SBP.

A meal service feeding site under a sponsor’s oversight may be approved to serve breakfast, lunch, snacks, and/or supper.  Residential camps and migrant sites may receive reimbursement for up to three meals, or two meals and one snack, per child per day.  All other sites may receive reimbursement for any combination of two meals (except lunch and supper) or one meal and one snack per child per day.  All participating children receive their meals free.  Participating summer camps must identify children eligible for free or reduced price meals and may receive SFSP meal reimbursement only for meals served to such children.   

Although USDA-donated foods are made available under the SFSP, they are restricted to sponsors that prepare the meals to be served at their sites and those that have entered into an agreement with a SFA for the preparation of meals.

Summer Food Service Program for Children (SFSP) - http://www.fns.usda.gov/cnd/summer/ 

Objectives (Source:  CFDA # 10.559):  To assist States, through grants-in-aid and other means, to conduct nonprofit food service programs for children. This program operates in partnership with the United States Department of Agriculture (USDA), State agencies, and local organizations to provide free meals to eligible children during the summer months and at other approved times, when schools are not in session.

In addition there are discretionary grant initiatives supporting this program. The methods being tested through these demonstrations are: extending length of operation, additional funding for enrichment activities, meal delivery, weekend food backpacks, Supplemental Nutrition Assistance Program (SNAP) electronic benefit delivery system, and Special Supplemental Nutrition Program for Women, Infants, and Children (WIC) electronic benefit delivery system.

Uses and Use Restrictions:  Funds are made available for disbursement to eligible service institutions (sponsors) which provide free meals to children in areas where at least 50 percent of the children meet the income eligibility criteria for free and reduced price lunches. Meals may be served to children 18 and younger, and to individuals over 18 who participate in State-approved school programs for persons with disabilities. 

This program generally operates during the months of May through September at site locations where regularly scheduled food services are provided for children. Sites may also participate in the program from September through May if an area school is closed because of an emergency situation. Sponsors operating food programs for children on school vacation under a continuous year-round calendar may apply for participation in other months.

Reimbursement may be paid for one meal and one snack or two meals per child each day. Camps and sites primarily serving children of migrant workers may be approved to serve up to three reimbursable meals each day. Meals must meet USDA standards to be eligible for reimbursement. Funds are also paid to participating State agencies for administrative expenses related to program staffing, operation, and oversight.

Summer demonstration projects either address funding limitations that restrict participation or provide an alternate approach to summer feeding needed by children unable to access traditional congregate feeding sites. Assistance must be used for specific activities authorized by Child Nutrition legislation. There may be restrictions as required by legislation. 

c.	Special Milk Program for Children (SMP) – The SMP provides milk to children in schools and child-care institutions that do not participate in other Federal meal service programs.  However, schools operating the NSLP and/or SBP may also participate in the SMP to provide milk to children in half-day pre-kindergarten and kindergarten programs where children do not have access to the NSLP and SBP.  A SFA or institution operating the SMP as a pricing program may elect to serve free milk but there is no Federal requirement that it do so.  The SMP has no reduced price benefits.
Special Milk program for Children (SMP) - http://www.fns.usda.gov/smp/special-milk-program

Objectives (Source:  CFDA # 10.556):  To provide subsidies to schools and institutions to encourage the consumption of fluid milk by children.

Uses and Use Restrictions - Funds are made available to State agencies to encourage the consumption of fluid milk by children in public and private nonprofit schools of high school grade and under, public and private nonprofit nursery schools, child-care centers, settlement houses, summer camps, and similar nonprofit institutions devoted to the care and training of children, except Job Corps Centers, provided that these schools and institutions do not participate in a meal service program authorized under the National School Lunch Act or the Child Nutrition Act of 1966. The Child Nutrition Amendments of 1986 expanded eligibility in the program to include children in split session kindergarten and pre-kindergarten programs in nonprofit schools and institutions who do not have access to the Federal meal service program operating in schools the children attend. Disbursement to States is made on the basis of the number of half pints of milk served to non-needy children, using a reimbursement rate specified by law. Milk served free to eligible needy children is reimbursed at the average cost of a half pint of milk.

Program Funding
FNS furnishes funds to State agencies by letter of credit.  The State agencies use the meal reimbursement funds to support program operations by SFAs, institutions, and sponsors under their oversight, and the administrative funds to fund their own administrative costs.  Funding for FNS regional office-administered programs is handled through FNS’s Integrated Program Accounting System.

Funding Program Benefits
FNS provides cash reimbursement to each State agency for each meal served under the NSLP, SBP, and SFSP and for each half pint of milk served under the SMP.  The State agency’s entitlement to cash assistance for NSLP and SBP meals, NSLP snacks, and SMP milk not reimbursed at the “free” rate is determined by multiplying the number of units served within the State by a “national average payment rate” set by FNS.  Cash reimbursement to a State agency under the SFSP is the product obtained by multiplying the number of meals served by maximum rates of reimbursement established by FNS.
FNS sets the national average payment rate or maximum rate of reimbursement for each type of meal service (breakfast, lunch, snack, supper) within each program.  A national average payment rate is also set for each eligibility category within the NSLP and SBP.  Basic levels of cash assistance are provided for all lunches and breakfasts, respectively.  This basic rate is increased by two cents for each lunch served in SFAs in which 60 percent or more of the lunches served during the second preceding school year were served free or at a reduced price.  Additional assistance is provided for lunches and breakfasts served to children eligible for free or reduced price meals.  A higher rate of reimbursement is paid for each breakfast served free or at reduced price in schools determined to be in “severe need.”  A “severe need” school is one in which at least 40 percent of the school lunches served in the second preceding school year were served free or at reduced price.  Milk served free under the SMP is funded at the average cost of milk.  Since all meals are served free under the SFSP, all meals of the same type are funded at the same rate.
Beginning in Fiscal Year 2013, SFAs are eligible to receive performance-based cash reimbursement per lunch.  Section 201 of the Healthy, Hunger-Free Kids Act of 2010 (HHFKA) (Pub. L. No. 111-296) mandated an update of the nutritional standards for school lunches and breakfasts, resulting in new meal patterns and limits on total calories, saturated and trans fat, and sodium.  SFAs receive the performance-based cash reimbursement when they implement the new standards.  The performance-based cash reimbursement is currently 6 cents per lunch. The final rule (7 CFR part 210) detailing the new standards, which went into effect on July 1, 2012, specifies the requirements for the SFAs’ initial compliance with the new meal standards as well as the monitoring of ongoing compliance. 

The 6 cents reimbursement is above and beyond the federal meal reimbursement amounts as declared by USDA annually and is tied to compliance to the new meal patterns.  Although USDA has not yet set a calendar date deadline, all SFAs are required to complete the 6 cent certification process. To facilitate the 6 cents certification process, please reference the following USDA policy memos: SP 31-2012 [revised in SP 44-2012 - http://www.fns.usda.gov/qas-related-6-cents-certification-tool SP 55-2013 [http://www.fns.usda.gov/sites/default/files/SP55-2013os.pdf], and SP 26-2014  http://www.fns.usda.gov/sites/default/files/SP26-2014os.pdf 

(Source:  ODE Memo from Brigette Hires, dated 9/12/2013 – http://education.ohio.gov/getattachment/Topics/Other-Resources/Food-and-Nutrition/Resources-and-Tools-for-Food-and-Nutrition/School-Meal-Programs-Newsletters/September-2013-Newsletter-2.pdf.aspx)

State agencies earn donated food assistance based on the number of program meals served in schools participating in the NSLP and for certain sponsors participating in the SFSP.  The State agency’s level of donated food assistance is the product of the number of meals served in the preceding year multiplied by the national average payment for donated foods.

FNS adjusts the national average payment rates and maximum rates for reimbursement annually for NSLP, SBP, and SFSP to reflect changes in the Consumer Price Index and for the SMP to reflect changes in the Producer Price Index.  FNS adjusts donated food assistance rates annually to reflect changes in the Price Index http://www.fns.usda.gov/cnd (7 CFR sections 210.4(b), 220.4(b), 215.1, and 225.9(d)(9)).

A State agency uses the cash assistance obtained through performance funding to reimburse participating SFAs and sponsors for eligible meals served to eligible persons.  Like “national average payments” to States, reimbursement payments are also made on a per-meal (performance funding) basis.  SFAs and SFSP sponsors receive donated foods to the extent they can use them for program purposes; however, certain types of products are limited by an entitlement.

Funding State-Level Administrative Costs

In addition to funding for reimbursement payments to SFAs and sponsors, State agencies receive funding from several sources for costs they incur to administer these programs.

a.	State Administrative Expense (SAE) Funds - These funds are granted under CFDA 10.560, which is not included in the Child Nutrition Cluster.

b.	SFSP State Administrative (SAF) Funds - In addition to regular SAE grants, administrative funds are made available to State agencies under CFDA 10.559 to assist with administrative costs of the SFSP (7 CFR section 225.5).  The State agency must describe its intended use of the funds in a Program Management and Administrative Plan submitted to FNS for approval (7 CFR section 225.4).

Sources: 
· 2015 OMB Compliance Supplement, Part 4;
· www.cfda.gov 


	III.	Program Specific Information

	FNS no longer requires recipient agencies to inventory USDA-donated food separately from purchased food.  However, the value of donated foods used during a State or recipient agency’s fiscal year is considered Federal awards expended in accordance with the OMB Circular A-133 §___.105/2 CFR section 200.40 definition of “Federal financial assistance” and should be valued in accordance with §___.205(g)/2 CFR section 200.502.  Therefore, recipient agencies must determine the value of donated foods used.  FNS recommends that recipient agencies use the value of donated foods delivered to them during the audit period for this purpose.

(Source: 2015 OMB Compliance Supplement, Part 4)

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

	The programs included in this cluster are authorized by the Richard B. Russell National School Lunch Act, as amended (NSLA) (42 USC 1751 et seq.) and the Child Nutrition Act of 1966, as amended (CNA) (42 USC 1771 et seq.).  The implementing regulations for each program are codified in parts of 7 CFR as indicated: National School Lunch Program (NSLP), part 210; School Breakfast Program (SBP), part 220; Special Milk Program for Children (SMP), part 215; and, Summer Food Service Program for Children (SFSP), part 225.  Regulations at 7 CFR part 245 address eligibility determinations for free and reduced price meals and free milk in schools and institutions.  Regulations at 7 CFR part 250 give general rules for the receipt, custody, and use of USDA donated foods provided for use in the Child Nutrition Cluster of programs.

Additional program information is available from the FNS’s Child Nutrition site at http://www.fns.usda.gov/cnd.  Information on the distribution of USDA donated foods for the Child Nutrition Cluster programs is available from the FNS Food Distribution website at http://www.fns.usda.gov/fdd/programs/schcnp/.

(Source: 2015 OMB Compliance Supplement, Part 4)

Additional Guidance:
ODE Document Library:
https://ccip.ode.state.oh.us/documentlibrary/default.aspx

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 


	V.	Reporting in the Schedule of Expenditures of Federal Awards

	The District should report federal receipts and disbursements for CFDA #10.553, #10.555, #10.556, and/or #10.559 in fund 006.  At a minimum, the District should report the total fiscal year Nutrition Cluster receipts and disbursements on the Schedule.  A-133.310(b)(2) requires including pass-through numbers on the Schedule.  However, ODE informed us OAKS is not currently assigning pass-through numbers.  Because ODE may reinstate pass-through numbers in the future, we suggest districts continue to create special cost centers in fund 006 to separately summarize amounts for each fiscal year.   The Schedule should also report the following for the Nutrition Cluster:  

· Cluster Name:  Child Nutrition Cluster

· CFDA number & Grant Title: 
o	CFDA #10.553	School Breakfast Program (SBP)
o	CFDA #10.555	National School Lunch Program (NSLP)
o	CFDA #10.556	Special Milk Program For Children (SMP)
o	CFDA #10.559	Summer Food Service Program For Children (SFSP)

•	Receipts and disbursements for each pass-through number (i.e., cost center) in Fund 006. (Note:  Entities other than schools districts need only to report disbursements.  However, it is management’s decision if they wish to include receipts.)

Note:  Beginning with FY 09, commodity donations (formerly CFDA #10.550) to a school district are reported under the CFDA number(s) of the program(s) for which the commodities were used. For example, commodities donated and used for the National School Lunch Program are reported under CFDA 10.555.  CFDA #10.550 no longer exists.  See part III above for further information.

Valuing USDA Donated Foods  

The distributing agency or recipient agency must consider the value of USDA donated foods as part of the Nutrition Cluster grants as indicated above.  There are two steps in accomplishing this:

1. Determining the quantity of each USDA donated food "expended".

a. A distributing agency, and a recipient agency in CSFP, TEFAP, or FDPIR, must consider all USDA donated foods distributed or used in a school or fiscal year as expended.

b. A recipient agency in NSLP, CACFP, or SFSP, or a charitable institution that receives donated foods in accordance with § 250.67, must consider all USDA donated foods received in a school or fiscal year as expended.

2. Assigning value to the quantity of each USDA donated food "expended".

In accordance with Section 205(g) of OMB Circular A-133 (7 CFR 3052.205(g)), Federal non-cash assistance, such as USDA donated foods, must be valued at either fair market value (FMV) at the time of receipt, or at the value determined by the Federal agency. Accordingly, for audit purposes, a distributing or recipient agency may use either the FMV of donated foods at the time of their receipt or one of the following donated food valuation methods included in 7 CFR 250.58(e):

a. The USDA purchase price (cost-per-pound);

b. The estimated cost-per-pound data provided by the Department; or

c. The USDA commodity file cost as of a date specified by the distributing agency

Each distributing or recipient agency must choose a method of valuing donated foods for audit purposes. In most cases, it would probably be easier for a distributing or recipient agency to use one of the options listed in 7 CFR 250.58(e), rather than having to determine the FMV at the time of their receipt. However, in some cases it may be easier to use the FMV. For example, a food bank may provide the FMV of foods (including donated foods) it provides to other food banks or food pantries for distribution, in order to assist them in their audit activities. The use of the FMV for all foods received by food banks or food pantries would provide a measure of accounting consistency for such organizations in conducting audit activities. Once a distributing or recipient agency has selected a method of assigning value to donated foods, it must use that method consistently in all of its audit activities, and must maintain a record of the means of valuing donated foods for such purpose.

(Source:  USDA Food Distribution National Policy Memorandum FD-104, 2/18/2010 available at http://endhunger.usda.gov/fdd/policymemo/pmfd104_NSLP_CACFP_SFSP_CSFP_FDPIR_TEFAP_CI-ValueofFoodsforAudits.pdf)

· Of all entities in Ohio on the National School Lunch Program, about 65% use the CATS system (Commodity Allocation Tracking System).  Some entities do not receive commodities at all, and some use other systems, etc.  
 
· In the past, many auditors have used the MR-30 report to test commodities – per ODE, this is not a system derived report – the figures are manually typed in by the District.  
 
· As noted above, schools may select to calculate the FMV of their commodities at the time of receipt, or use the value determined by the Federal agency.  
· If the school participates in the government donated food program and does not utilize the CATS system, you must obtain their support and calculations, and test such.
· If the school participates in the government donated food program, utilizes the CATS system, and uses FMV, you must obtain their support and calculations, and test such.
· If the school participates in the government donated food program, utilizes the CATS system and used the value determined by the Federal agency, then ODE uses option c. above “the USDA commodity file cost as of a date specified by the distributing agency” via the CATS system.  In February 2014, ODE created a report available in the CATS system to assist clients & auditors in determining this value.  The following steps will explain how to obtain this report, as long as the school used the CATS system.  The report is available beginning with Fy 2013, and will reflect the information in the system at the time the report is generated.  Note:  Schools that use a consortium must get their information from the consortium.
 
· In the CATS system, the school can obtain the necessary reports by following these steps.  (You may also obtain a screen shot version of the instructions by e-mailing FACCR@ohioauditor.gov.)
· Upon logging into the CATS system, the client should click on “Reports”, then “Value of Commodities Offered/Received”, then choose your program year, ensure the entity name appears in the “Agency” field and click on “Create Report” – this brings up the “Value of Commodities Offered-Received” report.  To obtain the commodity value to report on the Federal Schedule, add the figures under the “Received Entitlement Value” and “Received Bonus Value” columns.  (While the “Received Converted Value” column is not currently being utilized, if an amount appears in this column in the future, it would need included as well.)
· To print this page, click on the drop down arrow next to the words “Select a format”, select “pdf” and click the “export” button.
· If the school participates in the Department of Defense (DoD) Fresh Fruit and Vegetable Program, the Department of Defense (DoD) Fresh Fruit and Vegetable Program entitlement value would be contained within the Received Entitlement Value figure presented on the Value of Commodities Offered-Received report since it has been transferred to the Department of Defense. However, you will need to obtain the school’s support for the amount of the Department of Defense (DoD) Fresh Fruit and Vegetable Program entitlement value that was actually used and adjust the Received Entitlement Value by the unused Department of Defense (DoD) Fresh Fruit and Vegetable Program entitlement value portion.
· If the school participates in the Kosher Food Program, the Kosher Food Program entitlement value is not contained within the Received Entitlement Value figure presented on the Value of Commodities Offered-Received report. Obtain the schools support for the amount of Kosher Food entitlement value used. Add the Kosher Food entitlement value used to the Received Entitlement Value and the Received Bonus Value. In 2014-2015, there were only three schools that participated in the Kosher Food Program:  Hebrew Academy of Cleveland, Columbus Torah Academy, & Mosdos Ohr Hatorah.
 
· PLEASE NOTE:  
· Not all schools receive “bonus commodities”, which are commodities received in addition to their commodity entitlement.
· Processing charges and S&H charges are not included in the values on this report, as they do not get included in the commodities figure on the SEFA.  Note for Fy 2015, schools using the state commodity system were not charged shipping fees at all because ODE had enough to cover their administrative fees that year – this is determined on a year by year basis.
· Some schools were using the order forms from the CATS system to calculate the commodities figure.  Per ODE, this is not correct, as occasionally schools do not receive everything that they order.


FOOTNOTE TO THE FEDERAL SCHEDULE:

NOTE C - CHILD NUTRITION CLUSTER

The Government commingles cash receipts from the U.S. Department of Agriculture with similar State grants.  When reporting expenditures on this Schedule, the Government assumes it expends federal monies first.

NOTE D – FOOD DONATION PROGRAM

The Government reports commodities consumed on the Schedule at the fair value [or entitlement value].  The Government allocated donated food commodities to the respective program(s) that benefitted from the use of those donated food commodities.

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.
_________________________________________________________________________________
NOTE:  Legacy cash reports are available to schools and their auditors to aid in preparation of the SEFA.  A cross walk of Web‐GAAP alternatives is located within the Web‐GAAP wiki, which can be accessed using the following link: http://gaapwiki.oecn.k12.oh.us/images/1/19/4502Web‐GAAPAlternatives.pdf.    A link to the entire Web‐GAAP wiki is provided on our intranet page under the auditor resources tab. Keep in mind that district use of Web‐GAAP is not mandatory and some districts may not utilize these reports.  Any SEFA format is acceptable so long as it complies with the requirements above and those of OMB Circular A-133 §_.310(b).  Additionally, as the pass-through agency, ODE requires school districts to report receipts as well as expenditures on the SEFA.

(Source:  AOS CFAE)

	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.

Source of Governing Requirements

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

(Source: 2015 OMB Compliance Supplement, Part 3)

Program Specific Requirements

Sponsors are not required to separately report operating and administrative costs, although they must maintain records of them.  Sponsor reimbursement is no longer related to operating and administrative cost comparisons; it is determined solely by applying the applicable meals times rates formula.  Separate rates are used to compute reimbursement for operating and administrative costs, but a sponsor can use its entire reimbursement payment for any combination of operating and administrative costs (Title VII, Section 738 of Pub. L. No. 110-161, December 26, 2007).
(Source: 2015 OMB Compliance Supplement, Part 4)

Unallowable Activities: 
· The purchase of real property is an unallowable Federal program cost for Ohio school districts.  
(Source:  Ohio Department of Education Office of Federal and State Grants Management)

· Ohio Revised Code 3313.24 states, in part: The board of education of each local, exempted village or city school district shall fix the compensation of its treasurer which shall be paid from the general fund of the district.

In spite of any additional duties in managing Federal or State funds, Federal and state law prohibits treasurers from receiving a supplemental contract for managing Federal or State funds.  There are several Ohio statutes and the OMB Circular A-133 compliance supplement which require that position. 

To ensure consistency of application, the Department considers all chief financial officers of educational entities, including but not limited to, non-profit corporations, colleges and universities to be similarly situated to treasurers of school districts. Additionally, as community schools discharge functions in a similar manner as school districts and community schools are considered local education agencies, as defined in 34 CFR parts 76 and 77, chief financial officers of community schools are treated as if they were treasurers of a traditional public school district.

(Source:  http://education.ohio.gov/getattachment/Topics/Finance-and-Funding/State-Funding-For-Schools/Career-Technical-Funding/Grants-Management-Guidance/Supplemental-Contracts.pdf.aspx )

· Also, SFA’s may not use reimbursements for costs not related to the food service program.  Any profits generated from food service operations would be considered program income and applicable to the regulations in Section J.

(Source:  ODE & AOS CFAE)

Additional Program Specific Requirements

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.
Note: All operating and administrating costs of the Food Service program are allowable.  Therefore, when testing Allowability, auditors should focus on costs not related to the Food Service program.  This is an occasion where scanning may be more efficient than sampling.  Paragraph 11.17 of the AICPA A-133 Guide indicates that scanning is an acceptable nonsampling analytical procedure.  Auditors must document scanning procedures carefully to ensure the objective, items scanned, and expectations are evident.  (Source:  AOS CFAE)

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.
Note: All operating and administrating costs of the Food Service program are allowable.  Therefore, when testing Allowability, auditors should focus on costs not related to the Food Service program.  This is an occasion where scanning may be more efficient than sampling.  Paragraph 11.17 of the AICPA A-133 Guide indicates that scanning is an acceptable nonsampling analytical procedure.  Auditors must document scanning procedures carefully to ensure the objective, items scanned, and expectations are evident.  (Source:  AOS CFAE)

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

	
In Ohio, the Secretary of the U.S. Department of Education has delegated this authority to the Ohio Department of Education’s Office of Federal and State Grants Management.  All districts recovering indirect costs must have a plan on file with the ODE and an approved indirect cost recovery rate (ICRP). When material indirect costs are charged to a major program, auditors must test the ICRP using the audit procedures below.

When testing the ICRP, auditors should review ODE’s “Indirect Cost Recovery Plan For Ohio School Districts”. This document should be available from the LEA or from ODE’s Office of Federal and State Grants Management.

(Source:  AOS CFAE)
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)


	Documentation of Employee Time and Effort

	
Note:  Time & Effort / Semi-Annual certification is an A-87 (2 CFR 225) requirement.  If A-87 applies to the program, then time & effort/semi-annual certification applies.  This is not limited to only Education programs.  

Although written for USDE programs accounted for in the CCIP application, time and effort documentation should follow the following standards for the Nutrition Cluster program as well (i.e., these standards are derived from OMB Circular A-87 (2 CFR 225), Appendix B, para. (8)).

NOTE:  ODE approved a substitute system of time-and-effort reporting in their memo dated 3/17/2014.  
· Semi-annual certifications are allowed when an employee’s compensation is funded by only one federal grant.  An employee funded by a federal grant and the general fund would fall under this category.
· These certifications will be prepared at least semi-annually and will be signed by the employee or supervisory official having first-hand knowledge of the work performed by the employee.
· Time and effort documentation (Personal Activity Reports – PAR) is used when an employee’s compensation is funded by more than one federal grant, and must meet the following standards:
· They must reflect an after-the-fact distribution of the actual activity of each employee 
· They must account for the total activity for which each employee is compensated 
· They must be prepared at least monthly and must coincide with one or more pay periods
· They must be signed by the employee 
· The substitute system of collecting time and effort is used when an employee’s compensation is funded by more than one federal grant – see guidelines below.

An educational entity (districts, community schools, ESC, etc.) may submit to ODE proposed substitute time-and-effort documentation for review and approval.  Once the educational entity’s substitute system of time-and-effort documentation has been approved, the Time-and-Effort Substitute System Certification and employee schedule would need to be completed on a yearly basis.  The employee schedule would be completed prior to the start of the school year, and the certification is to be completed at the end of the year.  The substitute documentation must include the components listed below in section B.  If an educational entity cannot or elects not to use substitute time-and-effort documentation, the educational entity must adhere to the original requirements of 2 C.F.R. Part 225.

Guidelines for using a substitute system for tracking time-and-effort

· The educational entity will certify (see the template in section D) that:

· only eligible employees will participate in the substitute system (see #2 below)

· the system used to document employee work schedules includes sufficient controls to ensure that the schedules are accurate

· the certification includes full disclosure of any known deficiencies with the substitute system and/or known challenges with the implementation of the substitute system

· The employees utilizing the substitute system must work on specific activities or cost objectives based on a predetermined schedule (see cost objective definition in section A and examples of single cost objective in section F).

· The employee does not work on multiple activities or cost objectives at the exact same time.  An educational entity may use established work schedules (section D) for their eligible employees to support the distribution of the employees’ compensation (see example in sections F and G).  

· The work schedules must meet ALL of the following criteria:

· Indicate the specific activity or cost objective that the employee worked on for each segment of the employee’s schedule

· Account for the total hours for which each employee is compensated during the period reflected on the employee’s schedule  

· Be certified annually and signed by the employee or a supervisory official having first-hand knowledge of the work performed by the employee

· If an employee’s established schedule is modified, or if the employee deviates from the established schedule, the following additional documentation must be prepared:

· Any revisions to an employee’s established schedule that continues for a prolonged period must be documented and certified in accordance with the requirements in #3 above.  The effective dates of any changes must be clearly indicated on the documentation provided. 

· Any significant deviations from an employee’s established schedule that require the employee to work on multiple activities or cost objectives at the exact same time, including but not limited to lengthy, unanticipated schedule changes, must be documented by the employee using a personnel activity report that covers the period during which the deviations occurred.  A significant deviation from an employee’s established schedule that would warrant an individual reverting to a personnel activity report is defined as working more than one month on the deviated schedule, newly responsible for additional duties, etc.

Examples of the following documentation are available in Section D of the ODE memo:
· Time-and-effort substitute system certification
· Acceptable employee schedule

(Source:  http://education.ohio.gov/Topics/Finance-and-Funding/Grants/Grants-Management-Online-Forms )

NOTE:  Per ODE Office of Grants Management, the substitute system of T&E reporting is effective for Fy 14, even though the memo was not dated until 3/17/2014.  The schools could submit their process/policy along with the teachers schedules from the beginning of Fy 14 for approval; and then in June 2014 have the certifications signed that the work performed was consistent with the approved schedule.

AOS Employees – Please refer to memo titled “School District Findings and Questioned Costs Related to Time & Effort Documentation”, issued 1/11/12, for guidance on whether to report questioned costs for certain situations.  If you need this memo, it may be requested by opening a ticket in Spiceworks and selecting “FACCR” as the specialty.


	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.

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. 

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.
Scan documented program expenditures and determine that the district did not charge indirect cost recovery to the grant when a proposal was not approved by ODE.

(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.  
Scan documented program expenditures and determine that the district did not charge indirect cost recovery to the grant when a proposal was not approved by ODE.

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.

Note: This is an occasion where scanning may be more efficient than sampling.  Paragraph 11.17 of the AICPA A-133 Guide indicates that scanning is an acceptable nonsampling analytical procedure. The following provide two examples of how scanning might be used in a Circular A-133 compliance audit: 

(a) For a school district Circular A-133 compliance audit, auditors could scan a list of employees that charged time to a grant to determine that the type of employee and school appear reasonable (for example, when scanning a list of employees charged to vocational education programs, the auditor normally would not expect to see an elementary school teacher included). 
(b) For a social services grant or education training program that, by its nature, would not include equipment purchases, auditors could scan a list of program expenditures for captions that indicate a disbursement was made for equipment.  

Auditors must scan the voucher packets to determine compliance with A-87, Appendix A requirements regarding supporting documentation.  Also, auditors must document scanning procedures carefully to ensure the objective, items scanned, and expectations are evident.

(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, determine 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

SFAs are funded on a reimbursement basis, of meals served times a federally identified rate.

See section L, of this FACCR, regarding tests of the reporting of these meal/milk counts.

AOS Bulletin 99-002 required school food service authorities to credit interest earned on food service accounts to the school food service account.  However, the Auditor of State suspended this requirement for fiscal year 2008 audits pending further research with the Federal and State grantor agencies.  After further discussion with ODE on this matter, the Auditor of State reinstated the guidance in AOS Bulletin 99-002 for fiscal year 2009 audits.  ODE subsequently issued (NSLP 05-09) Policy Statement, Crediting Interest Earned to the Nonprofit Food Service Account, to all school food service authorities to clarify the National School Lunch Program regulations 7 CFR 210.2 and 210.14 in relation to crediting interest and/or earnings from investments to a School Food Authority (SFA) Nonprofit Food Service Account.  This policy statement was effective 3/23/2009 and summarized the requirements as follows:  

A. STATEMENT OF FEDERAL REGULATIONS 7 CFR 210.2 AND 210.14

1)	7 CFR 210.2 provides the following definitions of nonprofit, nonprofit school food service, nonprofit food service account, and revenue:
a)	Nonprofit means, when applied to schools or institutions eligible for the Program, exempt from income tax under section 501(c)(3) of the Internal Revenue Code of 1986.
b)	Nonprofit School Food Service means all food service operations conducted by the school food authority principally for the benefit of schoolchildren, all of the revenue from which is used solely for the operation or improvement of such food services.
c)	Nonprofit Food Service Account means the restricted account in which all of the revenue from all food service operations conducted by the school food authority principally for the benefit of school children is retained and used only for the operation or improvement of the nonprofit school food service. 
d)	Revenue, when applied to nonprofit school food service, means all monies received by or accruing to the nonprofit school food service in accordance with the State Agency’s established accounting system including, but not limited to, children’s payments, earnings on investments, other local revenues, State revenues, and Federal cash reimbursements.

2)	7 CFR 210.14(a) establishes the requirement for School Food Authorities (SFAs) to maintain a separate nonprofit food service account when participating in the National School Lunch Program and requires revenue received by the school food service to be used only for the operation and improvement of the school food service.

B. INTEREST ACCRUAL TO THE NONPROFIT FOOD SERVICE ACCOUNT

1.	The definition of revenue as stated in Part A, Section 1, Subsection d of this memo allows a nonprofit school food service program to accrue money or interest as earnings on investments.

2.	Part A, Section 1, Subsection b of this memo states all of the revenue accrued by a nonprofit school food service must be used solely for the operations or improvement of the nonprofit school food service.

3.	Accordingly, all monies earned in the form of interest or earnings from investments based on monies in the nonprofit food service account must be deposited/ accrue only for the benefit of the nonprofit school food service account.

Auditors should ensure that school food service authorities implemented the requirements of ODE’s Policy Statement above.
 
(Sources:
· National School Lunch Program Federal Regulations 7 CFR 210.2 and 210.14 http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sid=02dde6ef8db07a90198929f18099722e&rgn=div5&view=text&node=7:4.1.1.1.1&idno=7 
· AOS Bulletin 99-002 https://ohioauditor.gov/publications/bulletins/1999/1999-002.pdf
· ODE Policy Statement – NSLP 05-09 - https://education.ohio.gov/getattachment/Topics/Other-Resources/Food-and-Nutrition/CACFP-After-School-Snack-Component/Guidance-Policy-Memoranda-and-FNS-Instructions/Crediting-Interest-Earned-to-the-Nonprofit-Food-Service-Account.pdf.aspx )

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)	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.  Note:  This test is satisfied when testing the CN‐7 reports in Section L.

2)	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.  Note:  This step only applies to situations where an entity is violating cash management rules.
	

	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

	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 eligibility determinations were made, (including obtaining any required documentation/verifications), that individual program participants or groups of participants (including area of service delivery) were determined to be eligible, and that only eligible individuals or groups of individuals participated in the program.

3)	Determine whether subawards were made only to eligible subrecipients.

4)	Determine whether amounts provided to or on behalf of eligible participants or groups of participants were calculated in accordance with program requirements.

	Compliance Requirements

	The specific requirements for eligibility 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 Compliance Supplement, these specific requirements are in Part 4 – Agency Program Requirements or Part 5 – Clusters of Programs, as applicable.  This compliance requirement specifies the criteria for determining the individuals, groups of individuals (including area of service delivery), or subrecipients that can participate in the program and the amounts for which they qualify.

Source of Governing Requirements
The requirements for eligibility are contained in program legislation, Federal awarding agency regulations, and the terms and conditions of the award.
(Source: 2015 OMB Compliance Supplement, Part 3)

[bookmark: OLE_LINK8][bookmark: OLE_LINK9]Program Specific Requirements

1. 	Eligibility for Individuals
Any child enrolled in a participating school or summer camp, or attending a SFSP meal service site, who meets the applicable program’s definition of “child,” may receive meals under the applicable program.  In the case of the NSLP and SBP, children belonging to households meeting nationwide income eligibility requirements may receive meals at no charge or at reduced price.  Children who have been determined ineligible for free or reduced price school meals pay the full price, set by the SFA, for their meals.  Children attending SFSP meal service sites receive their meals at no charge (7 CFR sections 225.15(f), 245.1(a), and 245.3(c); definition of “subsidized lunch (paid lunch)” at 7 CFR section 210.2; and definitions of “camp,” “closed enrolled site,” “open site,” and “restricted open site” at 7 CFR section 225.2).

a.	General Eligibility
The specific groups of children eligible to receive meals under each program are identified in the respective program’s regulations. 

(1)	School Nutrition Programs (NSLP and SBP) – A “child” is defined as:  (a) a student of high school grade or under (as determined by the State educational agency) enrolled in an educational unit of high school grade or under, including students who are mentally or physically handicapped (as determined by the State) and who are participating in a school program established for the mentally or physically handicapped; (b) a person who has not reached his/her twenty-first birthday and is enrolled in a public or non-profit private residential child care institution; or (c) for snacks served in afterschool care programs operated by an eligible school, a person who is 18 years of age or under, except that children who turn 19 during the school year remain eligible for the duration of the school year ( 42 USC 1766a(b); definition of “child” at 7 CFR sections 210.2 and 220.2).

(2)	SFSP– A “child” is defined as: (a) any person 18 years of age and under; and (b) a person over 18 years of age, who has been determined by the State educational agency or a local public educational agency to be mentally or physically handicapped, and who participates in a public or non-profit private school program established for the mentally or physically handicapped (Definition of “children” at 7 CFR section 225.2).

(3)	SMP – Schools operating this program use the same definition of “child” that is used in the NSLP and SBP, except for provision (3) under the definition of “child” at 7 CFR section 210.2 regarding snacks served in afterschool care programs.  Where the program operates in child-care institutions, as defined in 7 CFR section 215.2, a “child” is any enrolled person who has not reached his/her nineteenth birthday (7 CFR section 215.2).

b.	Eligibility for Free or Reduced Price Meals or Free Milk

(1)	General Rule:  Annual Certification – A child’s eligibility for free or reduced price meals under a Child Nutrition Cluster program may be established by the submission of an annual application or statement which furnishes such information as family income and family size.  Local educational agencies (LEAs), institutions, and sponsors determine eligibility by comparing the data reported by the child’s household to published income eligibility guidelines.  In addition to publishing income eligibility information in the Federal Register, FNS makes it available on the FNS website (http://www.fns.usda.gov/cnd/) under “Income Eligibility Guidelines.”  LEAs have flexibility concerning the effective date of certification for program benefits. An LEA could establish the date of submission of an application as the effective date of eligibility, rather than the date the official approves it (USDA Memo SP 11-2014; CACFP 06-2014; SFSP 11-2014)

(a)	School Nutrition Programs – Children from households with incomes at or below 130 percent of the Federal poverty level are eligible to receive meals or milk free under the School Nutrition Programs.  Children from households with incomes above 130 percent but at or below 185 percent of the Federal poverty level are eligible to receive reduced price meals.  Persons from households with incomes exceeding 185 percent of the poverty level pay the full price (7 CFR sections 245.2, 245.3, and 245.6; section 9(b)(1) of the NSLA (42 USC 1758 (b)(1)); sections 3(a)(6) and 4(e) of the CNA (42 USC 1772(a)(6) and 1773(e))).

(b)	SFSP – While all SFSP meals are served at no charge, the sponsors of certain types of meal service sites must make individual determinations of eligibility for free or reduced price meals in accordance with 7 CFR section 225.15(f).  See III.E.3. “Eligibility - Eligibility for Subrecipients” for more information.

(c)	SMP – Eligibility for free milk in SFAs electing to serve free milk is limited to children of households meeting the income eligibility criteria for free meals under the School Nutrition Programs.  The SMP has no provision for reduced price benefits (Definition of “free milk” at 7 CFR section 215.2, and 7 CFR sections 215.7(b), 245.3, and 245.6).

(2)     Direct Certification - Eligibility determinations may also be based on the child’s household receiving benefits under the Supplemental Nutrition Assistance Program (SNAP), Food Distribution Program on Indian Reservations (FDPIR), the Head Start Program (CFDA 93.600) (42 USC 1758(b)(6)(A)), or, under most circumstances, the Temporary Assistance for Needy Families (TANF) program (CFDA 93.558) (42 USC 1758(b)).  SFAs must complete Direct Certification three times per school year per USDA policy memo SP 31-2011.  A household may furnish documentation of its participation in one of these programs; or the school, institution, or sponsor may obtain the information directly from the State or local agency that administers these programs.  Certain foster, runaway, homeless, and migrant children are categorically eligible for free school lunches and breakfasts (42 USC 1758(b)(5); 7 CFR section 245.6(b)).

(3)	Direct Certification for Children Receiving Medicaid Benefits - Section 103 of the HHFKA provided for a series of demonstration projects on conducting direct certification for students in households receiving Medicaid benefits.  This method would be used only to certify children eligible for free school lunches and breakfasts.  Seven States are currently conduct demonstration projects.  The States of California, Florida, Illinois, Kentucky, Massachusetts, New York, and Pennsylvania are authorized to conduct statewide direct certification with Medicaid data throughout all local educational agencies.  In California, participation is limited to selected school districts.

To be eligible for direct certification for free meals under the demonstration projects, a child must meet both of the following criteria: 
•	The child receives, or lives in the household (as defined in 7 CFR section 245.2) with a child who receives, medical assistance under the Medicaid program, and 
•	The child is a member of a family with an income, as measured by the Medicaid program, before the application of any expense, block, or other income disregard imposed by State Medicaid policies, that does not exceed 133 percent of the Federal poverty guidelines for the family size used in the Medicaid eligibility determination.  Department of Health and Human Services Poverty Guidelines are available at http://aspe.hhs.gov/poverty/index.cfm.
Households with eligible children directly certified for free meals under the demonstration projects will not be required to submit applications for school meal benefits and will not be subject to the verification requirements at 7 CFR section 245.6a (42 USC 1758(b)(15)).
USDA now requires all LEAs utilizing free and reduced price applications for meal eligibility determinations to complete the direct certification process three times a school year. LEAs were required to report the 2015 CRRS sponsor application the date of which the LEA completed the first direct certification match process for the school year. The LEA is not required to report to ODE, OCN the dates of two subsequent matches; however, the LEA must maintain all direct certification documentation including direct certification match results reports for three years plus the current school year for auditing purposes.
(Source:  ODE Memo from Brigette Hires, dated 9/12/2013 - http://education.ohio.gov/getattachment/Topics/Other-Resources/Food-and-Nutrition/Resources-and-Tools-for-Food-and-Nutrition/School-Meal-Programs-Newsletters/September-2013-Newsletter-2.pdf.aspx)
(4)	Exceptions – The following are exceptions to the requirement for annual determinations of eligibility for free or reduced price meals and free milk under the Child Nutrition Cluster programs.
(a)	Puerto Rico and the Virgin Islands – These two State agencies have the option to provide free meals and milk to all children participating in the School Nutrition Programs, regardless of each child’s economic circumstances.  Instead of counting meals and milk by type, they may determine the percentage that each type comprises of the total count using statistical surveys.  The survey design must be approved by FNS (7 CFR section 245.4).

(b)	Special Assistance Certification and Reimbursement Alternatives – Special Assistance Certification and Reimbursement Alternatives, Provisions 1, 2, 3, and the Community Eligibility Provision (CEP) are authorized by Section 11(a)(1) of the NSLA (42 USC 1759a(a)(1)) and Section 104 of HHFKA.  Provision 1 may be used in schools where at least 80 percent of the children enrolled are eligible for free or reduced price meals.  Under Provision 1, eligibility determinations for children eligible for free meals under the School Nutrition Programs must be made once every two consecutive school years.  Children who qualify for reduced price meals are certified annually (42 USC 1759a(a)(1)(B) and (F); 7 CFR section 245.9(a)).
For Provisions 2, 3, and the CEP, extended cycles are allowed for eligibility determinations.  Since the schools also use alternative meal counting and claiming procedures, descriptions of Provisions 2, 3, and the CEP are presented below in Section L, “Reporting - Special Reporting.”

(c)	SFSP Open Sites and Restricted Open Sites – Determinations of individual household eligibility are not required for meals served free at SFSP “open sites,” or at restricted open sites.  See III.G.3, “Eligibility – Eligibility for Subrecipients,” for more information.

c.	Reduced Price Charges for Program Meals

The SFA sets meal prices.  However, the price for a reduced price lunch or breakfast may not exceed $0.40 and $0.30, respectively (see definition of “reduced price meal” in 7 CFR section 245.2). 

2.	Eligibility for Group of Individuals or Area of Service Delivery – Not Applicable

3.	Eligibility for Subrecipients

Administering agencies may disburse program funds only to those organizations that meet eligibility requirements.  Under the NSLP, SBP and SMP, this means the definition of “school food authority” (SFA) as described at 7 CFR sections 210.2, 215.2, and 220.2, respectively.  Eligible SFSP organizations are described at 7 CFR section 225.2 under the definition of “sponsor.”  Additional organizational eligibility requirements apply to the SFSP, NSLP Afterschool Snacks, and the SBP at the school or site level (see detail below).

a.	SFSP – Federal regulations at 7 CFR section 225.2 define sites in four ways:

(1)	Open Sites – At an open site, meals are made available to all children in the area where the site is located.  This area must be one in which poor economic conditions exist (one in which at least 50 percent of the children are from households that would be eligible for free or reduced price school meals under the NSLP and the SBP).  Data to support a site’s eligibility may include: (a) free and reduced price eligibility data maintained by schools that serve the same area; (b) census data; or (c) other statistical data, such as information provided by departments of welfare and zoning commissions.

(2)	Restricted Open Sites – A restricted open site is one that was initially open to broad community participation, but at which the sponsor has restricted attendance for reasons of safety, security, or control.  A restricted open site must serve an area in which poor economic conditions exist, and its eligibility may be documented with the same kinds of data listed above for open sites.

(3)	Closed Enrolled Sites – A closed enrolled site makes meals available only to enrolled children, as opposed to the community at large.  Its eligibility is based not on serving an area where poor economic conditions exist, but on the eligibility of enrolled children for free or reduced price school meals.  At least 50 percent of enrolled children must be eligible for free or reduced price school meals.  The sponsor must determine their eligibility through the application process described at 7 CFR section 225.15(f).

(4)	Camps – Eligible camps include residential summer camps and nonresidential day camps that offer regularly scheduled food service as part of organized programs for enrolled children.  A camp need not serve an area where poor economic conditions exist. Instead, the camp’s sponsor must determine each enrolled child’s eligibility for free SFSP meals through the application requirements at 7 CFR sections 225.15(e) and (f).  Unlike other sponsors, the sponsor of a camp receives reimbursement only for meals served to children eligible for free or reduced price school meals (7 CFR section 225.14(d)(1)).
b.	SBP – Severe Need Schools – In addition to the national average payment, FNS makes additional payments for breakfasts served to children qualifying for free or reduced price meals at schools that are in severe need.  The administering agency must determine whether a school is eligible for severe need reimbursement based on the following eligibility criteria: (1) the school is participating in or desiring to initiate a breakfast program and (2) 40 percent or more of the lunches served to students at the school in the second preceding school year under the NSLP were served free or at a reduced price.  Administering agencies must maintain on file, and have available for reviews and audits, the source of the data to be used in making individual severe need determinations (42 USC 1773(d); 7 CFR section 220.9(d)).

c.	NSLP – Afterschool Snacks – Reimbursement for afterschool snacks is made available to those school districts which (1) operate the NSLP in one or more of their schools and (2) sponsor or operate afterschool care programs with an educational or enrichment purpose.  In the case of snacks served at an eligible site located in the attendance area of a school in which at least 50 percent of the enrolled children are certified eligible for free and reduced price school meals, all snacks are served free and are reimbursed at the free rate regardless of individual eligibility.  Schools and sites not located in such an area may also participate, but they must count and claim snacks as free, reduced price and paid, depending on the eligibility status of the children served, and they must maintain documentation of eligibility for children receiving free or reduced price snacks (42 USC 1766a).
(Source: 2015 OMB Compliance Supplement, Part 4)

Additional Program Specific Requirements

Poverty Guidelines:
USDA’s annual adjustments to the Income Eligibility Guidelines (IEGs), to be used in determining eligibility for free and reduced price meals or free milk are available at http://www.fns.usda.gov/cnd/governance/notices/iegs/iegs.htm .
These guidelines are used by schools, institutions, and facilities participating in the National School Lunch Program (and Commodity School Program), School Breakfast Program, Special Milk Program for Children, Child and Adult Care Food Program and Summer Food Service Program. The annual adjustments are required by section 9 of the National School Lunch Act. 
They are effective from July 1 through June 30 every year.
In making eligibility determinations, schools and institutions should utilize the applicable years Income Eligibility Guidelines (IEGs) to make such determination. Such determinations shall be effective for the certification period set forth in the applicable program’s regulations (e.g., for school programs, from the date of approval through the remainder of the current school year and up to 30 operating days of the following school year).

(Source:  SY 2014-2015 Income Eligibility Guidelines http://www.fns.usda.gov/school-meals/income-eligibility-guidelines

Haitian Refugees:

In response to inquiries about the eligibility of children who were evacuated to the United States as result of the earthquake in Haiti, the USDA provided the following guidance in Policy Memo SP 17-2010; CACFP 07-2010; SFSP 07-2010, titled Eligibility of Haitian Refugees for the Child Nutrition Programs

The National School Lunch Program (NSLP), School Breakfast Program (SBP), Child and Adult Care Food Program (CACFP),and Summer Food Service Program (SFSP) do not require lawful presence in the United States prior to receiving a federal benefit and refugee children are eligible for meal benefits if they enroll in a participating school or institution.

Determining Eligibility for NSLP/SBP

The local educational agency (LEA) official responsible for free/reduced price meal eligibility should contact the LEA’s homeless liaison to determine if these children are considered homeless under the McKinney-Vento Homeless Assistance Act (42 U.S.C. 11431 et seq.). If these children have been determined homeless by the liaison, they are
categorically eligible for free meals under the NSLP/SBP and are eligible for the school year and for the first 30 operating days in the next school year.  Households may also submit applications. And, on a case by case basis, school officials may submit an application on behalf of a child (see Part 3, Section J of the Eligibility Manual for School Meals, January 2008 edition for additional information on this procedure).

Determining Eligibility for the CACFP and SFSP

Child and adult care and summer institutions that require eligibility information can receive certification of the child’s or adult’s homeless status from the agency that assisted with the evacuation or is providing shelter. If the child is not residing in an emergency shelter, the institution should have an adult living with the child complete an income eligibility form indicating that the child is homeless. No further information is required to certify that child’s eligibility.

Determining Eligibility for Host Families

A child or family may temporarily reside with another household and still be considered homeless under the McKinney-Vento Homeless Assistance Act. In these cases the household size and income of the host family is not taken into consideration in determining the free meal eligibility for the child(ren) designated as homeless by the LEA’s liaison. Additionally, when a host family applies for free and reduced price meals for their own children, the host family may include the homeless family as household members if the host family provides financial support to the homeless family, such as shelter, utilities, clothing or food. In such cases, the host family must also include any income received by the homeless family. The LEA, or the appropriate child care or summer institution, determines eligibility for the host family in the traditional manner. However, free meal eligibility for the homeless child is based on the documentation provided by the homeless liaison or other source, even when the child is included on the host family’s free and reduced price meal application 

(Source: USDA Policy Memo SP 17-2010; CACFP 07-2010; SFSP 07-2010, titled Eligibility of Haitian Refugees for the Child Nutrition Programs http://www.fns.usda.gov/sp17-cacfp07-sfsp07-2010-eligibility-haitian-refugees-child-nutrition-programs, and USDA Eligibility Manual for School Meals http://www.fns.usda.gov/sites/default/files/EliMan.pdf )

Eligibility Verification

Each school year, LEAs are required to verify the eligibility of children in a sample of household applications approved for free or reduced price meal benefits. Under the existing regulations at 7 CFR 245.6a(a), the SFA may verify a sample of randomly selected applications or a sample of focused applications.

Date for Selection of Sample Size

Public Law 108–265 amended the NSLA at section 9(b)(3)(D), 42 U.S.C. 1758(b)(3)(D), to establish October 1 of the current school year as the date for determining the sample size based on the number of approved free and reduced price meal applications on file for the current school year. This action changes the date the sample size is determined from October 31 to October 1. The earlier date should assist households selected for verification and should result in changes in eligibility status being acted upon more quickly.  (7 CFR 245.6a(a)(5)). 

While LEAs must determine the required sample size based on the number of applications on file as of October 1, LEAs may begin verification activity once the application approval process is underway and there are approved applications on file. This should assist LEAs in completing verification within the required timeframes.

Sample Sizes

A. Mandatory Standard Sample Size - The NSLA, as amended by Public Law 108–265, specifies that the sample size is three percent (3%) of all applications approved by the LEA for the School Years as of October 1 or 3,000 error prone applications approved by the LEA for the School Year as of October 1 whichever is less. This is both a minimum and a maximum sample size. Local educational agencies may no longer choose to verify a larger sample of applications as part of their normal verification activity. This includes LEAs with a small number of free or reduced price applications that have previously verified all applications.  However, in addition to the required verification sample, LEAs must verify any questionable application and should, on a case-by-case basis, verify any application for cause such as an application on which a household reports zero income or when the LEA is aware of additional income or persons in the household.  Any application verified for cause is not considered part of the required sample sizes.If the LEA verifies a household’s application for cause, the household must be notified in accordance with existing regulatory procedures and, if there is a decrease in benefits, the household would receive a notice of adverse action and would have the opportunity to appeal the LEA’s decision. (7 CFR 245.6a(c)(7))  
For additional guidance on verification “for cause” in the School Meal Programs see USDA Eligibility Guidance Manual at http://www.fns.usda.gov/sites/default/files/EliMan.pdf .

Basic (Error Prone) –LEA must verify:
· Sampling of the lesser of 3 percent or 3000 applications on file as of Oct. 1st.  
· Once the sample size is determined, applications which are within $100 per month or $1200 per year of eligibility scale are selected first.  
· If there are not enough error prone applications to complete the sample, the remainder of application pool to be verified is selected at random from all remaining applications.
· LEAs with a 20% or greater verification non response rate in the  prior school year MUST choose this sample method

B. Alternative Sample Sizes – The alternative samples sizes available to LEAs that qualify are:

1. Random Sampling – Under random sampling, all applications have an equal chance of being selected for verification and the sample size is the lesser of three percent (3%) or 3,000 of all approved applications.

Alternate-Random Sampling –LEA must verify:
· Sampling of the lesser of 3 percent or 3,000 applications which are randomly selected by the Local Educational Agencies (LEA) from all approved applications on file as of Oct. 1st. 

2. Focused Sampling – Under focused sampling, the sample size is the lesser of one percent (1%) or 1,000 of all approved applications selected from applications with household monthly income within $100 ($1200 annually) of the free/reduced price income limit PLUS the lesser of one-half of one percent (.5%) or 500 applications with a Food Stamp Program, Food Distribution Program on Indian Reservations (FDPIR) or Temporary Assistance to Needy Families Program (TANF) case number, provided in lieu of household income information.

Alternate-Focused-  LEA must verify:
· The lesser of 1 percent or 1,000 of all applications approved as of Oct. 1st, PLUS
· The lesser of one half of 1 percent (0.5%) or 500 applications of food stamp, or OWF households that provided a SNAP or OWF case number in lieu of income information.

Qualifications for Alternative Sample Sizes

1. Qualifications Applicable to All LEAs - An LEA may qualify for an alternative verification sample size if it has a nonresponse rate for the preceding school year of less than twenty percent (20%). (7 CFR 245.6a(d)(2))

2. Qualifications Applicable to Large LEAs - A large LEA is defined as one with more than 20,000 children approved by application (excluding children eligible through the direct certification process) as eligible for free or reduced price meals as of October 1 of the school year.  To qualify for this alternative, a large LEA must have a non-response rate in the preceding school year which is at least ten percent (10%) below the rate for the second preceding school year.  Therefore, if the non-response rate for the second previous year was 25%, the non-response rate would have to be no more than 22.5% (25% - (25% x10%)) to qualify for the alternative sample sizes.

An LEA must annually determine if it can qualify to use an alternative sample size. If the LEA does not reevaluate its eligibility for alternative sample sizes on an annual basis, it must use the standard sample size in 7 CFR 245.6a(c)(3). Once the LEA determines that it qualifies, it must notify the State agency of the intended use of an alternative sample size, specify which option and indicate the basis for qualifying. The State agency may establish a deadline for notification and may establish criteria for reviewing and approving use of alternative sample sizes. (7 CFR 245.6a(d)(4))

Completing the Sample Size

Some LEAs will not have enough error prone applications to meet the standard or the 1000/1% element of that alternative sample size, as applicable.  The LEA must select additional approved applications at random to meet the applicable standard sample size or the 1000/1% element of that alternative. (7 CFR 245.6a(c)(5))

Declining and Substituting Applications Selected for Verification

An LEA may replace up to five percent of approved applications selected for verification upon individual review in accordance with criteria established by the Secretary of Agriculture. This provision effectively allows the LEA some flexibility in verifying applications from families/households that the LEA determines may not be able to satisfactorily respond to the verification request because of instability or communication difficulties. This should minimize the possibility that truly needy families may lose benefits simply due to their inability to fully understand the requirements of the verification process.  

This procedure would be conducted, if the LEA chooses to use this option, once the applications are selected for verification. For each application removed from the verification sample, the LEA would replace it with another approved application. The maximum number of replacements is five percent of the sample selected. Prior to any contact with the selected households, the LEA would consider which households may have difficulties with completing the verification process and replace those applications. Replacement applications would be selected in accordance with the LEA’s applicable procedures (i.e., an error-prone application that is selected must be replaced with an error-prone application). Once the replacement process is complete, the LEA would notify the remaining households of the verification process. This provision does not permit an LEA to replace an application once the household is notified of its selection for verification. Further, this provision does not permit the LEA to eliminate a category of applications such as those from a particular group or community.  (7 CFR 245.6a(e)(2))

Verification Process

Section 105(a) of Public Law 108–265 added provisions concerning follow-up with households selected for verification. These provisions are designed to improve and streamline the process for LEAs as well as to provide additional ways to assist households with completing the verification process, and reduce the non-response rate. LEAs must also review applications selected for accuracy of each eligibility determination including math or other errors, prior to contacting the household.  LEAs may use direct verification—a process in which information from specific means-tested programs is used as the basis for verifying application data.

Preliminary/Confirmation Reviews

Section 105(a) of Public Law 108–265 added a requirement that the LEA check the accuracy of the certification before proceeding with verification of any application. In the statute, this is referred to as a ‘‘preliminary review.’’ The Department of Agriculture is using the term ‘‘confirmation review’’ to emphasize that, while this review is the first verification activity conducted by the LEA, it is a confirmation of the original decision made on the application. The confirmation review must be made by someone other than the person who made the original determination.  This procedure is intended to detect any arithmetic or other errors prior to beginning verification so that the LEA can appropriately review the documentation submitted by the household.  Please note that any LEA or school that conducts confirmation reviews of all applications as part of its certification process meets this requirement. The LEA must document that confirmation reviews were conducted. To this end, the prototype free/reduced price application developed by FNS includes a signature line for the person who conducted the confirmation review. The LEA may also maintain a list of applications and their disposition with the reviewer’s signature attesting to completing this requirement. The person who conducts the confirmation review must not be the person who makes the initial eligibility determination. However, the provision does not preclude the person who completes the confirmation review from conducting the verification process. (7 CFR 245.6a(e)(1))

Some LEAs use electronic data systems that provide a high level of accuracy in making the initial eligibility determination, in accordance with the certification requirements of the NSLP, on applications for free or reduced price meals. If an LEA uses an electronic data system that rejects inconsistent or incomplete application information and that accurately determines eligibility based on income level and household size or other information establishing categorical eligibility for free meals, it is not subject to the requirement to conduct separate confirmation reviews.  An LEA with such a system must notify the State agency that it is not conducting confirmation reviews because its initial eligibility system accurately processes applications consistent with the income eligibility guidelines.  State agencies may require additional documentation of the accuracy of the system and may require the LEA to conduct confirmation reviews if they consider the system to be inadequate. (7 CFR 245.6a(e)(1)(ii)).  

Disposition of Applications After the Confirmation Review

The confirmation review can occur at one of two times—immediately after the initial review which makes it part of the certification process or as part of the verification process as a double check on only those applications  selected for verification. When the confirmation review is part of the application process, the notice of eligibility reflects any adjustments made to the initial determination made as a result of the ‘‘up-front’’ confirmation review.
However, when the confirmation review is part of the verification process, the following requirements apply:

· If the confirmation review indicates that there should be an increase in benefits, the LEA must make the change as soon as possible, notify the household and proceed with verification;

· If the confirmation review shows that there should be a decrease in benefits from free to reduced price, the LEA should proceed with and complete verification before any notification of a new eligibility status is given. If the decrease is substantiated by the documentation submitted by the household or the household fails to respond (subsequent to at least one follow-up attempt by the LEA), the LEA will then provide the household with a notice of adverse action which will inform the household of the pending action and of their appeal rights.

· If the confirmation review indicates that the application should have been denied initially, the LEA would remove that application from the verification sample, select another like application (for example, another error prone application) and would provide the household with a notice of adverse action which will inform the household of the pending action to terminate their free or reduced price benefits and of their appeal rights.
(7CFR 245.6a(f))

Verification

The LEA must notify the household in writing of its selection for verification (except for those households’ whose eligibility status is verified through direct verification)

The LEA must make at least one follow-up attempt to contact any household that fails to respond to a request for verification.  This rule does not specify the method of follow-up or the timing; the follow-up attempt may be in writing, via email, through a telephone call or in person.    The LEA must document the attempt.

A non-response, for the purposes of a follow-up contact, would arise when the LEA is unable to verify the household’s status for school meal benefits for which it was certified. A non-respondent household would be a household that failed to provide documentation that enables the LEA to resolve or confirm its eligibility status.  Follow-up contacts can assist families in continuing meal benefits for their children as well as improve LEAs’ verification completion rates.  Examples of situations which indicate the need for a follow-up contact by the LEA would be:
· The household has not, in any way, contacted the LEA concerning its initial request for verification documentation.
· The household contacted the LEA and has submitted some but not all needed documentation. This could include needed written material from the household itself or the inability of the LEA to complete a collateral contact.  In the latter situation, the household may need to indicate another collateral contact or provide other written evidence.
· The household contacted the LEA but the communication was inconclusive and the LEA needs additional information.
· Information obtained from a public agency is incomplete or inconsistent with information on the application.

Direct Verification

LEAs may directly verify households through information obtained from the State agency administering the Food Stamp Program, FDPIR, TANF or State Medicaid programs under title XIX of the Social Security Act (42 U.S.C. 1396 et seq.) and any similar income-tested program or other source of information determined by the Secretary. 

Direct verification is a procedure that uses information directly obtained from an agency that administers a means-tested program (such as the Food Stamp Program) or that maintains information about income or wages (such as the State unemployment offices). Direct verification is similar to using agency records as a means of verification of information on a household’s application. However, direct verification is conducted prior to contacting the household of its selection for verification. If the source of the direct verification information  confirms the household’s eligibility status, the household will not need to be notified of its selection as verification was completed through the agency contacts. 

The use of direct verification can help LEAs in completing the verification process in a timely manner and lower the non-response rate since households do not need to be contacted if the eligibility status can be verified through extant data sources.

Direct verification information from public agencies must be the most recent information available. The ‘‘most recently available information’’ is described in the NSLA as information reflecting program participation or
income during the 180-day period immediately prior to the date of school meals application. The data need only
indicate eligibility for the program at that point in time, not that the child was certified for that program’s benefits
within the 180-day period.

Direct Verification using Medicaid Program Sources 

State Medicaid income and program participation information may be used as sources of direct verification. The NSLA specifies that eligibility for free meals may be confirmed when the Medicaid income limit is 133% or less of the official poverty line and that eligibility for reduced price meals may be confirmed when the Medicaid income eligibility limit is no more than 185% of the official poverty line. 

The LEA may verify children’s eligibility for either free or reduced price meals based on Medicaid data. Medicaid and SCHIP (as added under the discretion provided to the Secretary) eligibility standards vary from State to State. If the State’s Medicaid limit is between 133% and 185% of poverty, the Medicaid/SCHIP agency must also be able to provide a household’s income and size or the percentage of the official poverty line that the household’s income represents; otherwise, direct verification may not be feasible when there are different eligibility standards for receipt of Medicaid

If the State’s Medicaid program’s eligibility standards are 133% or under of the poverty limits, the LEA can use information from the Medicaid agency to verify free status. While the income limit for free meals is 130% of the applicable poverty guideline, section 105(a) of Public Law 108–265 permits use of the greater percentage. The 133% figure was used because this is the Medicaid limit in a number of states for school-age children. When the Medicaid agency can identify which households are participating, the LEA has documented the child’s eligibility for free meals. No additional individual documentation is needed. In states with Medicaid   limits of 133% or below, there is no need to have the household’s income because eligibility status is confirmed solely through Medicaid participation. (CFR 245.6a(g)(3))

If the State’s Medicaid limit is between 133% and 185% of the poverty limits and the Medicaid agency can provide the percentage or amount of income used, the LEA could use Medicaid information to verify the child’s eligibility either for free or for reduced rice benefits, depending on the basis for the child’s Medicaid eligibility. In these states, the agency administering the Medicaid program must be able to provide the income amount and household size used to determine Medicaid eligibility or the percentage of the applicable poverty guideline for that income. That information can be used to confirm the child’s status for free or reduced price meals, as appropriate. (7 CFR 245.6a(g)(4))

Direct Verification using SCHIP

Some States have used their SCHIP grants to expand their Medicaid coverage for children through higher income limits. Other States have separate SCHIP programs. For the latter States, the State agency must determine the income limits and establish the same type of parameters discussed above for State Medicaid programs

If the information received from sources of direct verification is inconsistent or inconclusive, the LEA must notify the household that it is subject to verification and the household must provide documentation of their income.

The following categories of children are not subject to verification as authorized by Public Law 108–265:
· Children who are homeless, as defined under section 725(2) of the McKinney-Vento Homeless Assistance Act (42 U.S.C. 11434a(2));
· Children served by a runaway and homeless youth grant program established under the Runaway and Homeless Youth Act (42 U.S.C. 5701 et seq.); 
· Migratory children as defined in section 1309 of the Elementary and Secondary Education Act of 1965 (ESEA) (20 U.S.C. 6399).
· Children in residential child care institutions and schools
· Note:  Certain foster children were also added in 2011 – 7 CFR 245.6

Verification in a Community Eligibility  Provision (CEP)

If a school district is participating in CEP district wide, the school district will not need to do Verification, but will need to complete the annual CRRS Verification report. If only a portion of the schools participate in CEP, the district will conduct Verification for the schools not participating in CEP, and complete the annual CRRS Verification report. 

(Source: CEP Program Fact Sheet; http://education.ohio.gov/getattachment/Topics/Other-Resources/Food-and-Nutrition/Resources-and-Tools-for-Food-and-Nutrition/Community-Eligibility-Option/CEP-Fact-Sheet-2.pdf.aspx
 
Deadlines/Extensions

The deadline for completing verification is November 15. (7 CFR 245.6a(b)(1))  The LEA may request an extension from the State agency to December 15.  Reasons for extensions may include, but are not limited to, strikes, labor disputes or natural disasters. (7 CFR 245.6a(b)(2)(i)

(Source:  Federal Register Vol. 73, No. 244, pgs 76847 – 76863 - http://edocket.access.gpo.gov/2008/pdf/E8-29904.pdf; USDA Eligibility Manual for School Meals August 2014 http://www.fns.usda.gov/sites/default/files/EliMan.pdf)


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

(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 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 Eligibility 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)	Eligibility for Individuals

a)	For some Federal programs with a large number of people receiving benefits, the non-Federal entity may use a computer system for processing individual eligibility determinations and delivery of benefits.  Often these computer systems are complex and will be separate from the non-Federal entity’s regular financial accounting system.  Typical functions a computer system for eligibility may perform are:

(1)	Perform calculations to assist in determining who is eligible and the amount of benefits.
(2)	Pay benefits (e.g., write checks).
(3)	Maintain eligibility records, including information about each individual and benefits paid to or on behalf of the individual (regular payments, refunds, and adjustments).
(4)	Track the period of time during which an individual is eligible to receive benefits, i.e., from the beginning of the date of eligibility through the date when those benefits stop, generally at the end of a predetermined period unless, there is a redetermination of eligibility.
(5)	Perform matches with other computer databases to verify eligibility (e.g., matches to verify earnings or identify individuals who are deceased).
(6)	Control who is authorized to approve benefits for eligible individuals (e.g., an employee may be approving benefits on-line and this process may be controlled by passwords or other access controls).
(7)	Produce exception reports indicating likely errors that need follow-up (e.g., when benefits exceed a certain amount, would not be appropriate for a particular classification of individuals, or are paid more frequently than normal).

Because of the diversity of computer systems, both hardware and software, it is not practical for the OMB Compliance Supplement to provide suggested audit procedures to address each system.  However, generally accepted auditing standards provide guidance for the auditor when computer processing relates to accounting information that can materially affect the financial statements being audited.  Similarly, when eligibility is material to a major program, and a computer system is integral to eligibility compliance, the auditor should follow this guidance and consider the non-Federal entity’s computer processing.  The auditor should perform audit procedures relative to the computer system for eligibility as necessary to support the opinion on compliance for the major program.  Due to the nature and controls of computer systems, the auditor may choose to perform these tests of the computer systems as part of testing the internal controls for eligibility.

b)	Split Eligibility Determination Functions

(1)	Background – Some non-Federal entities pay the Federal benefits to the eligible participants but arrange with another entity to perform part or all of the eligibility determination.  For example, a State arranges with local government social services agencies to perform the “intake function” (e.g., the meeting with the social services client to determine income and categorical eligibility) while the State maintains the computer systems supporting the eligibility determination process and actually pays the benefits to the participants.  The State is fully responsible for Federal compliance for the eligibility determination as the benefits are paid by the State and State shows the benefits paid as Federal awards expended on the State’s Schedule of Expenditures of Federal Awards.  Therefore, the auditor of the State is responsible for meeting the internal control and compliance audit objectives for eligibility.  This may require the auditor of the State to perform or arrange for additional procedures to ensure compliant eligibility determinations when another entity performs part of the eligibility determination functions.  The responsibility of the auditor of the State for auditing eligibility does not relieve the auditor of the other entity (e.g., local government) from responsibility for meeting those internal control and compliance audit objectives for eligibility that apply to the other entity’s responsibilities.  An exception occurs when the auditor of the other entity confirms with the auditor of the State that certain procedures are not necessary.
(2)	Ensure that eligibility testing includes all benefit payments regardless of whether another entity, by arrangement, performs part of the eligibility determination functions.

c)	Perform procedures to ascertain if the non-Federal entity’s records/database includes all individuals receiving benefits during the audit period (e.g., that the population of individuals receiving benefits is complete).

d)	Select a sample of individuals receiving benefits and perform tests to ascertain if:
(1)	The required eligibility determinations and redeterminations, (including obtaining any required documentation/verifications) were performed and the individual was determined to be eligible in accordance with the compliance requirements of the program.  (Note that some programs have both initial and continuing eligibility requirements and the auditor should design and perform appropriate tests for both.  Also, some programs require periodic redeterminations of eligibility, which should also be tested.)
(2)	Benefits paid to or on behalf of the individuals were calculated correctly and in compliance with the requirements of the program.
(3)	Benefits were discontinued when the period of eligibility expired.

e)	In some programs, the non-Federal entity is required to use a quality control process to obtain assurances about eligibility.  Review the quality control process and perform tests to ascertain if it is operating to effectively meet the objectives of the process and in compliance with applicable program requirements.

2)	Eligibility for Group of Individuals or Area of Service Delivery – Not Applicable

3)	Eligibility for Subrecipients

a)	If the determination of eligibility is based upon an approved application or plan, obtain a copy of this document and identify the applicable eligibility requirements.

b)	Select a sample of the awards to subrecipients and perform procedures to verify that the subrecipients were eligible and amounts awarded were within funding limits.
	

	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 __________




	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 – Not Applicable

The purchase of real property is an unallowable Federal program cost for Ohio school districts.

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

7 CFR 3015.160 through .175 establish the administrative requirements pertaining to property purchased under the cluster programs.  These sections establish substantially the same requirements as the A-102 Common Rule, however, they are more restrictive.

Provided they observe the requirements of the 7 CFR 3015.16 through .175, recipients may follow their own property management policies and procedures (7 CFR 3015.161).

It is the responsibility of the district to keep records stating which funds were used to pay for the equipment.

In pertinent part 7 CFR 3015.160 through .175 provide that:
· Title to equipment acquired by a non-Federal entity with Federal awards vests with the non-Federal entity. (7 CFR 3015.62)
· Equipment should be used in the program which acquired it or, when appropriate, other Federal programs. (7 CFR 3015.166)
· Equipment records shall be maintained, a physical inventory of equipment shall be taken at least once every two years and reconciled to the equipment records, an appropriate control system shall be used to safeguard equipment, and equipment shall be adequately maintained.  (7 CFR 3015.169)
· When equipment with a current per unit fair market value in excess of $1,000 (the A-102 Common Rule amount is $5,000) 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. (7 CFR 3015.168)
· Proper sales procedures shall be used that provide for competition to the extent practicable and result in the highest possible return. (7 CFR 3015.169)

ODE has adopted the general requirements of the agency codification of the A-102 Common Rule and has imposed those requirements on its subrecipients. 

No education programs in Ohio permit the purchase of real property.

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 – 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 __________




	G.	Matching, Level of Effort, Earmarking – Not Applicable at the LEA Level

· Part 4 of the 2015 OMB Compliance Supplement identifies Matching requirements for SEAs; however, Matching, Level of Effort, and Earmarking requirements are not applicable to LEAs.




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

· Period of Availability is generally not expected to apply at the LEA level, because in Ohio, this is a reimbursement based grant (not advanced funded).  In addition, there is no grant agreement associated with this program, so there is no “period” within which costs must be incurred, as defined by ODE.  

However, if the LEA is advanced funded this grant, the requirements would apply, and you should contact FACCR@ohioauditor.gov for steps to insert for this Section.




	I.	Procurement and Suspension and Debarment

	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)	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.

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; Federal awarding agency regulations; and the terms and conditions of the award.  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

1.	Procurement 
a.	For procurement activity covered by the A-102 Common Rule (see Part 3 of the Supplement for effective dates), regardless of whether the State elects to follow State or Federal rules, the following requirements must be followed for procurements initiated by State agencies, SFAs, institutions, and sponsors.
(1)	A State agency, SFA, institution, or sponsor shall not award a contract to a firm it used to orchestrate the procurement leading to that contract.  Examples of services that would disqualify a firm from receiving the contract include preparing the specifications, drafting the solicitation, formulating contract terms and conditions, etc. (7 CFR sections 3016.60(b) and 3019.43).
(2)	A State or local government shall not apply in-State or local geographical preference, whether statutorily or administratively prescribed, in awarding contracts (7 CFR sections 21021(g), 215.14a(e), 220.16(f) and 225.17).
b.	For procurements covered by the USDA adoption of 2 CFR part 200 and the regulations at 2 CFR section 416.1, (ie. Uniform Grant Guidance) the following applies:

(1)	A prospective contractor that develops or drafts specifications, requirements, statements of work, invitations for bids, requests for proposals, contract term and conditions or other documents for use by a State under this program shall be excluded from competing for such procurements.  Such prospective contractors are ineligible for contract awards resulting from such procurements regardless of the procurement method used.  However, prospective contractors may provide States with specification information related to a State procurement and still compete for the procurement if the State, and not the prospective contractor, develops or drafts the specifications, requirements, statements of work, invitations for bid, and/or requests for proposals used to conduct the procurement (2 CFR section 416.1(a)).

(2) Procurements by States under this program shall be conducted in a manner that prohibits the use of statutorily or administratively imposed in-State or local geographic preferences except as provided for in 2 CFR section 200.319(b) (2 CFR section 416.1(b)).

c.  Procurement of Unprocessed Agricultural Products – Notwithstanding the requirements noted in paragraph 1.a.(2) above or 2 CFR section 200.319(b), an SFA, institution, or sponsor operating one or more Child Nutrition Cluster programs may use a geographical preference for the procurement of unprocessed agricultural products, both locally grown and locally raised (7 CFR sections 210.21(g), 215.14a(e), 220.16(f), and 225.17(e)).

d.	Contracts With Food Service Management Companies – Before awarding a contract to a food service management company, or amending such a contract, an SFA operating the NSLP and SBP and sponsors operating the SFSP must (1) obtain its administering agency’s review and approval of the contract terms; (2) incorporate all changes required by the administering agency; (3) obtain written administering agency approval of any changes made by the SFA or sponsor or its food service management company to a pre-approved prototype contract; and (4) when requested, submit procurement documents for administering agency inspection (7 CFR sections 210.16(a)(10), 210.19(a)(5), 220.7(d)(1)(ix), and 225.15(m)(4)).  

e.	Cost-Reimbursable Contracts – 

(1)	Cost-reimbursable contracts awarded by SFAs operating the NSLP, SMP, and SBP, including contracts with cost-reimbursable provisions and solicitation documents prepared to obtain offers of such contracts, must include the following provisions:

(a)	Allowable costs will be paid from the nonprofit school food service account to the contractor net of all discounts, rebates and other applicable credits accruing to or received by the contractor or any assignee under the contract, to the extent those credits are allocable to the allowable portion of the costs billed to the SFA.
(b)	Billing documents submitted by the contractor will either separately identify allowable and unallowable portions of each cost, or include only allowable costs and a certification that payment is sought only for such costs. 
(c)	The contractor’s determination of its allowable costs must be made in compliance with the applicable departmental and program regulations and OMB cost circulars.
(d)	The contractor must identify the amount of each discount, rebate, and other applicable credit on bills and invoices presented to the SFA for payment and individually identify the amount as a discount, rebate, or in the case of other applicable credits, the nature of the credit.  If approved by the State agency, the SFA may permit the contractor to report this information on a less frequent basis than monthly, but no less frequently than annually. 
(e)	The contractor must identify the method by which it will report discounts, rebates and other applicable credits allocable to the contract that are not reported prior to conclusion of the contract.
(f)	The contractor must maintain documentation of costs and discounts, rebates and other applicable credits, and must furnish such documentation upon request to the SFA, the State agency, or the USDA (7 CFR section 210.21(f)).
(2)	No cost resulting from a cost-reimbursable contract may be paid from the SFA’s nonprofit school food service account if: (a) the underlying contract does not include the provision in paragraph (1)(a) above; or (b) such disbursement would result in the contractor receiving payments in excess of the contractor’s actual, net allowable costs (7 CFR sections 210.21(f)(2), 215.14a(d)(2), and 220.16(e)(2)).
2.	Suspension and Debarment – Mandatory awards by pass-through entities to subrecipients are excluded from the suspension and debarment rules (2 CFR section 417.215(a)(1)).
(Source: 2015 OMB Compliance Supplement, Part 4)

Key Provisions of the Procurement Requirements for the National School Lunch, School Breakfast, and Special Milk Program Final Rule as Published in the Federal Register October 31, 2007:
[bookmark: _GoBack]
OVERVIEW OF THE FINAL USDA/ODE PROCUREMENT RULE

1. The United States Department of Agriculture published a final rule entitled Procurement Requirements for the National School Lunch, School Breakfast and Special Milk Programs, on October 31st, 2007.
2. The rule was prompted in part by audits released by the Office of Inspector General which identified that food service management companies improperly received purchase discounts and/or USDA-donated commodities which were intended to accrue to the school food authority’s (SFA’s) nonprofit school food service account.
3. The final procurement rule establishes guidance that: 
i) Limits an SFA’s use of nonprofit school food service account funds to costs resulting from proper procurements and contracts;
ii) Requires that allowable costs paid from the nonprofit school food service account be net of all discounts, rebates, and applicable credits;
iii) Requires State agencies to review and approve SFA procurements of food service management companies’ (FSMC) services in advance of contract execution.
4. Statues of this rule are intended to promote full and open competition in SFA procurements of goods and services, and provide a means for identifying and correcting problems in contracts before they are signed.

PROCUREMENT PROCEDURE 

1. Any contractor to an SFA must identify the amount of each discount, rebate, and other applicable credit on bills and invoices presented to the SFA for payment, and individually identify the amount as a discount, rebate, or in the case of other applicable credits, the nature of the credit.
i) Allowable costs will be paid from the nonprofit school food service account to the contractor net of all discounts, rebates and other applicable credits accruing to or received by the contractor under the contract.
2. SFAs must obtain prior written approval from the Ohio Department of Education (ODE), Office for Child Nutrition (OCN) of invitations for bids and requests for proposals for food service management companies before their issuance.
3. Further, the ODE OCN must review and approve the contract terms to ensure contract language requiring compliance with net cost requirements is contained within the contracts.
i) The SFA must incorporate all State agency-required changes into the contract or amendment before executing the contract.

PROCUREMENT FEES

1. For contracts developed after November 30th, 2007, effective date of the final rule, discounts, rebates, and applicable credits must be returned to the SFA's nonprofit school food service account.
2. Any fee (including a procurement fee) that is directly tied to the amount of discounts, rebates, and applicable credits to be returned to the SFA is an unallowable nonprofit school foodservice account cost.
i) A fee structured in this manner is clearly intended to return some or all of the discounts, rebates, and applicable credits to the company with whom the SFA has contracted for services rather than to ensure that they accrue to the nonprofit school food service account.
3. SFAs may develop solicitations in a way that allows for management and/or administrative fees that include fees for procurement services.
i) The procurement fee could be a separate fee or part of another contract fee, as long as the fee remains fixed.
4. For contracts that pre-date executed prior to November 30th, 2007, procurement fees are allowable, even if they are tied directly to the amount of discounts, rebates, and applicable credits to be returned to an SFA, as long as the procurement fees were properly documented in the solicitation documentation.

(Sources: 
· USDA Memo SP 09-2008 http://www.fns.usda.gov/sp09-2008-final-rule-procurement-requirements-national-school-lunch-school-breakfast-and-special
· USDA Memo SP 15-2008 http://www.fns.usda.gov/sp15-2008-allowability-procurement-fees-school-food-authority-contracts
· 7 CFR Part 3016.36 (http://www.gpo.gov/fdsys/pkg/CFR-2012-title7-vol15/pdf/CFR-2012-title7-vol15-sec3016-36.pdf ) and 7 CFR Part 210.16 (http://www.ecfr.gov/cgi-bin/text-idx?rgn=div5&node=7:4.1.1.1.1#7:4.1.1.1.1.3.1.9 )) 
ODE issued a (NSLP 07-09) Policy Statement, Competitive Procurement and Private Grants for School Food Programs, to all school food authorities, effective 04/09/2009 to remind school food authorities (SFAs) that SFAs must comply with the requirements in 7 CFR 210.21, 220.16, and 225.17, as well as the requirements in 7 CFR 3016.36 and 3019.40-48 requiring that procurements are conducted in a competitive manner. 

A. DEFINITION OF PRIVATE GRANTS FOR FOOD SERVICE PROGRAMS

1. Private Grant programs are aimed at assisting schools with start-up and/or expansion of Child Nutrition Programs, especially of the School Breakfast (SBP) and Summer Food Service Program (SFSP).

2. The foundations sponsoring the grants are associated with companies that provide goods and services to the school meals programs. 

3. Review of recent grant programs revealed that at least some contain a mandatory purchasing component, requiring recipients to purchase and use a vendor’s specified product for a stipulated amount of time.

B. SCHOOL FOOD AUTHORITY INABILITY TO USE NON PROFIT FOOD SERVICE FUNDS WHILE PARTICIPATING IN PRIVATE GRANT PROGRAMS

1. Due to the proprietary purchasing requirements imposed by these grant programs, an SFA would be unable to participate in the grant while adhering to all required program regulations, specifically those addressing procurement activities. 

2. SFAs that have already received such a grant must take immediate steps to either curtail the grant or to ensure that all purchases made as a result of the grant requirements come only from non-program funding sources.

3. The SFA may not go forward with the grant purchasing requirements using nonprofit school food service account funds. 

(Source:  ODE Policy Statement NSLP 07-09 - https://education.ohio.gov/getattachment/Topics/Other-Resources/Food-and-Nutrition/CACFP-After-School-Snack-Component/Guidance-Policy-Memoranda-and-FNS-Instructions/Competitive-Procurement-and-Private-Grants-for-School-Food-Programs.pdf.aspx

ODE issued (NSLP 03-09) Policy Statement, Donated Foods in Contracts with Food Service Management Companies, to all School Food Authorities to highlight the key revisions and clarifications to 7 CFR Part 250, Subpart D as presented in the final rule “Management of Donated Foods in Child Nutrition Programs, the Nutrition Services Incentive Program, and Charitable Institutions “published in the Federal Register on August 8, 2008. This final rule is referred to as the “Food Service Management Company (FSMC) final rule”.  The policy statement was effective as of 01/15/2009.

A. Overview of the FSMC Final Rule

1. The FSMC final rule establishes requirements to ensure that Local Educational Agencies (LEAs) receive the benefit and value of all donated foods received and provided to food service management companies (FSMC) to conduct food service.
2. The FSMC final rule was published in the Federal Register on August 8, 2008.
3. This memorandum focuses on the provisions related to Subpart D of the FSMC Final Rule, “Donated Foods in Contracts with Food Service Management Companies.
4. Provisions of this memorandum must be implemented according to the following schedule: 
(ii) All new procurement solicitations initiated on or after August 8, 2008 must follow the requirements.
(iii) For all procurement solicitations for contracts issued prior to the effective date of this final FSMC rule:
1. Contracts with a term of 12 months or fewer remaining are exempt from applying the provisions of this rule to those contracts;
2. LEAs with contracts that have annual renewal provisions may delay implementation until the expiration of the current contract plus one 12-month renewal period.

B. Procedure Changes to 7 CFR 250.50, FSMC Contract Requirements and Procurement

1. An LEA must enter into a FSMC contract with a FSMC prior to donated foods being made available to the FSMC.
2. The contract must ensure that all donated food received for use by the LEA for a specified period of time are used in the LEA’s food service program.
· The specified period of time may be either the school year or fiscal year. 
3. LEAs must ensure that procurement and contract documents clearly specify any donated food activities that a FSMC is to perform.
4. A FSMC may perform specific activities related to donated foods in accordance with procurement documents and its contract with the LEA. These activities may include:
a. Procurement of processed end products on behalf of the LEA;
1. The FSMC itself may not enter into the processing agreement with the processor.
2. This procurement must ensure compliance with the provisions of the state agency or LEA processing agreements.
3. This procurement must ensure crediting of the LEA for the value of donated foods contained in such end products at the processing agreement value.
b. Preparing and serving meals;
c. Ordering or selection of donated foods in coordination with the LEA and in accordance with 7 CFR 250.58(a);
d. Storage and inventory management of donated foods, in accordance with 7 CFR 250.52;
e. Payment for processing fees or submittal of refund requests to a processor on behalf of the LEA;
f. Remittance of refunds for the value of donated foods in processed end products to the LEA.
5. The procurement and contract documents must also specify the method used to determine the donated food values to be used in crediting the LEA, or the actual values assigned to the donated foods.
a. The method used to determine the donated food values must not be established through a post-award negotiation, or by any other method that may directly or indirectly alter the terms and conditions of the procurement contract.

E. Procedure Changes for 7 CFR 250.53, Contract Provisions

1. Fixed Price FSMC Contract documentation must include the following provisions:
a. A statement that the FSMC must credit the LEA for the value of all donated foods received for use in the LEA’s meal service program in the school year or fiscal year.
i. This statement must include both entitlement and bonus foods.
ii. This statement must include the value of donated foods contained in processing end products.
b. The method and frequency by which the crediting will occur, and the means of documentation to be utilized to verify the value of all donated foods has been credited
c. The method of determining the donated food values to be used in crediting in accordance with 7 CFR 250.51(c), or the actual donated food values.
d. Any activities related to donated foods that the FSMC will be responsible for in accordance with 7 CFR 250.50(d), and assurance that such activities will be performed in accordance with the applicable requirements in 7 CFR 250.
e. A statement that the FSMC will use all donated ground beef and ground pork products, and all processed end products, in the LEA’s food service program.
f. A statement that the FSMC will use all other donated foods, or will use commercially purchased foods of the same generic identity, of U.S. origin, and of equal or better quality than the donated foods, in the recipient agency's food service.
g. Assurance that the procurement of processed end products on behalf of the LEA, as applicable, will ensure compliance with the requirements in subpart C of 7 CFR part 250 and with the provisions of state agency or LEA processing agreements, and will ensure crediting of the LEA for the value of donated foods contained in such end products at the processing agreement value.
h. Assurance that the FSMC will not itself enter into the processing agreement with the processor required in subpart C of 7 CFR part 250.
i. Assurance that the FSMC will comply with the storage and inventory requirements for donated foods.
j. A statement that the state agency, the LEA, the Comptroller General, the Department of Agriculture, or their duly authorized representatives, may perform onsite reviews of the food service management company's food service operation, including the review of records, to ensure compliance with requirements for the management and use of donated foods.
k. A statement that the FSMC will maintain records to document its compliance with requirements relating to donated foods, in accordance with Sec. 250.54(b).
l. A statement that extensions or renewals of the contract, if applicable, are contingent upon the fulfillment of all contract provisions relating to donated foods.
2. Cost-reimbursable contracts must include the following provisions:
a. The same provisions as those required for a fixed-price contract in Part E, number 1, a through l.
i. Such provisions must also be included in procurement documents.
b. A cost-reimbursable contract must also contain a statement that the food service management company will ensure that its system of inventory management will not result in the recipient agency being charged for donated foods.

(Source:  USDA Contracting with Food Service Management Companies Manual - http://www.fns.usda.gov/sites/default/files/FSMCguidance-sfa.pdf )  


Small Purchase Threshold Adjustment

The memorandum, Small Purchase Threshold, issued by the Financial Management Division on September 11, 2012 calls attention to a change in the Federal Small Purchase Threshold as it relates to all Food and Nutrition Service (FNS) program procurements1 under Federal grants. The simplified acquisition threshold is confirmed as $150,000; replacing the previous threshold of $100,000. The change was made through statutorily required administrative action.
 
State and local agencies may use the simplified acquisition procedures for small purchases up to the threshold set by 41 U.S.C. 403(11), which is $150,000. This increase in the threshold will allow for more small purchase procurements to be conducted using relatively simple and informal methods for securing services, supplies, or other property [7 CFR §3016.36(d)] provided that each procurement, regardless of amount, is conducted in a manner that ensures free and open competition. State and local agencies may set a lower small purchase threshold and thereby impose more restrictive procurement procedures as authorized by 7 CFR §3016.36(a), §3016.37(a), and §3016.60(a). Therefore, all State and local procurement requirements still apply.

Small purchase procedures can be used when the 
1.   Desired product or service can be finitely defined;
2.  Anticipated total purchase value of products or services from a supplier for the planned operations period, such as a school year, is less than $150,000 
3.  Selection of the supplier to which a contract is to be awarded can be made primarily on price.

(Source:  USDA policy SP-01-2013 http://www.fns.usda.gov/federal-small-purchase-threshold-adjustment-0
ODE Summary of Federal Procurement Standards, pg. 4 - http://education.ohio.gov/getattachment/Topics/Other-Resources/Food-and-Nutrition/Resources-and-Tools-for-Food-and-Nutrition/Fact-Sheets-Guidance-Manuals-NSLP/Summary-of-Federal-Procurement-Standards.pdf.aspx )


For information on Soliciting Bids from Commercial Distributors for End Products see USDA policy FD 119 at http://www.fns.usda.gov/soliciting-bids-commercial-distributors-end-products-0.


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.


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).
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
	

	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


Food service revenue from regular- and reduced-price meal sales qualify as program income.  Also, revenue collected from cafeteria vending machines is also program income to the Nutrition Cluster program (i.e., revenue directly generated by a federally-funded operation).

(Source: AOS CFAE and Long Term Beverage Contracting section of 69 FR 78340-78351 http://www.federalregister.gov/articles/2004/12/30/04-28532/procurement-requirements-for-the-national-school-lunch-school-breakfast-and-special-milk-programs#h-16)

Breakfasts and lunches served to teachers administrators, custodians and other adults must be priced so that the adult payment in combination with any-per lunch revenues from other sources designated specifically for the support of adult meals (such as State or local fringe benefit or payroll funds, or funding from voluntary agencies) is sufficient to cover the overall cost of the lunch. Including the value of any USDA entitlement and bonus donated foods used to prepare the meal. If cost data are not available, the minimum adult payment should reflect the price charged to students paying the school’s designated full price, plus the current value of Federal cash and donated food assistance (entitlement and bonus) for full price meals. Only meals that go to an adult directly involved with the meal program can be covered by the non-profit food account.

(Source: Brigette Hires e-mail dated 3/3/2014 and  http://www.ped.state.nm.us/nutrition/dl08/policies/PricingAdultMeals782-5.pdf

School program regulations at 7 CFR 210.14(f) require all revenue from the sale of non-program foods to accrue to the nonprofit school food service account. Non-program food is defined as food sold in a school at any time or location on the school campus (other than reimbursable meals) purchased using funds from the non-profit school food service account. Due to changes required by Section 206 of the Healthy, Hunger-Free Kids Act, all revenue from the sale of non-program foods sold in schools at any time or locations may accrue only to the school food service account and is no longer allowed to benefit student organizations or school programs.

Although “revenue sharing” is no longer allowed, it is still possible for the food service to purchase goods for other entities officially sanctioned by the school through existing food service contracts, as long as the purchase cost is paid in full by the other entity, included any labor costs associated with purchasing these goods. In arrangements where the school food service labor is used to prepare goods for an outside entity (e.g. catering), the school food service must ensure that all costs, including labor and any other costs incurred, are covered by the entity which is being served by the school food service operations. 

USDA’s Revised Policy 39-2011 includes an Excel-based tool that will allow LEA’s to determine the amount of revenue from nonprogram foods required to be in compliance with Section 206.


(Source: USDA SP 13-2014 http://www.fns.usda.gov/sites/default/files/SP13-2014os.pdf and Revised SP 39-2011 http://www.fns.usda.gov/sites/default/files/SP39-2011r.pdf

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.  LEAs and other subrecipients are generally required to report financial information to the pass-through entity.  These reports should be tested during audits of LEAs.

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.

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.	FNS-13, Annual Report of State Revenue Matching (OMB No. 0584 - 0075) – This report is due 120 days after the end of each school year and identifies the State revenues to be counted toward meeting the State revenue matching requirement (7 CFR section 210.17(g)).  Note:  This form is applicable only to the State.
Key Line Item – The following line item contains critical information:
Line 5 – State revenues to be counted toward the State Revenue Matching Requirement
e.	FNS-777, Financial Status Report (OMB No. 0584-0067) - This report captures:  the State agency’s cumulative outlays (expenditures) and unliquidated obligations of Federal funds for the programs and program components that comprise the Child Nutrition Cluster.  FNS uses the data captured by this report to monitor State agencies’ program costs and cash draws (7 CFR sections 210.20(a)(2), 215.11(c)(2), 220.13(b)(2), and 225.8(b)).  Two different versions of this form are made available for use by State agencies:  one for reporting on Child Nutrition Program funds, and the other for reporting the status of the State agency’s SAE grant.  This enables the State agency to separately report on its SAE grant which, unlike the program funds, is a 2-year grant.  Note:  This form is applicable only to the State.

Key Line Items – The following line items contain critical information: 
Line 10.g. – Total Federal share of outlays 
Line 10.j. – Total Federal share of unliquidated obligations
Line 10.n. – Advances only
Note:  Columns 1 through 5 of the FNS-777 pertain to the Child and Adult Care Food Program (CACFP) (CFDA 10.558), which is not part of the Child Nutrition Cluster.  The CACFP is described elsewhere in this Compliance Supplement, beginning on page 4-10.558-1.  
2.	Performance Reporting – Not Applicable

3.	Special Reporting

Subrecipient Special Reporting

To receive reimbursement payments for meals (and milk served under the SMP), a SFA, institution, or sponsor must submit claims for reimbursement to its administering agency (7 CFR sections 210.8(b), 225.9(d), and 225.15(c)(2)).  The claiming process is as follows:

(1)	Claiming – General Process 

At a minimum, a claim must include the number of reimbursable meals/milk served by category and type during the period (generally a month) covered by the claim.  All meals claimed for reimbursement must (a) be of types authorized by the SFAs, institution’s, or sponsor’s administering agency; (b) be served to eligible children; and (c) be supported by accurate meal counts and records indicating the number of meals served by category and type (7 CFR sections 210.7(c), 210.8(c), and 225.9(d)). 

(a)	School Nutrition Programs – The following types of service may be authorized for schools participating in these programs: breakfast, lunch, afterschool snack (if the school operates an afterschool care program), and milk (under the SMP).  A school may be approved for the SMP only if it (i) does not operate any other Federal Child Nutrition meal service programs; or (ii) operates the NSLP and/or SBP, but makes milk available to children in half-day pre-kindergarten or kindergarten programs who do not have access to the NSLP and SBP.  All claims must be supported by accurate meal counts by category and type taken at the point of service or developed through an approved alternative procedure (7 CFR sections 210.7, 210.8, 215.8, 215.10, 220.9, and 220.11).

(b)	SFSP– The meals that may be claimed under the program are breakfast, lunch, supper, and snack.  Food service sites other than camps and sites which primarily serve migrant children may claim either one meal each day (a breakfast, a lunch, a supper, or a snack), or two meals each day if one is a lunch or supper and the other is a breakfast or a snack.  Camps or sites which serve meals primarily to migrant children may serve three meals or two meals and one snack (7 CFR sections 225.9(d), 225.15(c), and 225.16).  

(2)	Claiming – Exceptions

As noted above in III.E.1.b, “Eligibility for Individuals – Eligibility for Free or Reduced Price Meals or Free Milk,” schools operating the School Nutrition Programs under Special Assistance Certification and Reimbursement Alternative Provisions 2 and 3 may use alternative counting and claiming procedures.  Under either provision, the schools must serve meals at no charge to all children regardless of income eligibility for program benefits; and the SFA pays, from sources other than Federal funds, for the costs of serving the lunches or breakfasts that are in excess of the value of assistance received under the NSLA and CNA (42 USC 1759a(a)(1)).

(a)	Provision 2 – Provision 2 has a 4-year cycle for annual notification and certification for free and reduced price meals.  In the first year, schools must take daily counts of the number of meals served by meal category (paid, free, reduced price) and establish the percentage of meals served by category each month.  In the second, third and fourth school years, schools must count only the total number of reimbursable meals served each month; the monthly percentages established in the first year are then applied to the counts taken in the corresponding months of the current year.  At the end of 4 years, the cycle may be extended for another 4 years if the State determines that the economic condition of the school’s enrollment has not improved.  Additional 4-year extensions may be approved on the same basis (42 USC 1759a(a)(1)(C) and (D); 7 CFR section 245.9(b)).
(b)	Provision 3 – Provision 3 has a 4-year cycle.  Cash reimbursement and donated food assistance are provided at the same level as the school received in the last year free and reduced price applications were taken and daily meal counts by category and type were made, adjusted for inflation, the number of operating days, and enrollment.  Schools opting for this alternative are not required to make annual free and reduced price eligibility determinations.  Free and reduced price eligibility determinations and daily meal counts by income category are only required during a base year which is not included as part of the 4 year cycle.  Provisions exist for authorizing subsequent 4-year extensions if the economic condition of the school’s enrollment has not improved (42 USC 1759a(a)(1)(E); 7 CFR section 245.9(d)).
(c)	Community Eligibility Provision (CEP) – Section 104(a) of the HHFKA provides an alternative reimbursement method for high poverty LEAs, also on a 4-year cycle.  To be eligible for the CEP, schools must (1) have a minimum of 40 percent of identified students directly certified for free meals in the school year prior; (2) agree to serve free lunches and breakfasts to all students; and (3) agree to cover with non-Federal funds any costs of providing free meals to all students that exceed the Federal reimbursement.  No household applications for free and reduced price meals are collected, and reimbursement is based on claiming percentages (not to exceed 100 percent) derived from the percentage of students directly certified, multiplied by a factor of 1.6. 

The CEP became available nationwide to all eligible LEAs and schools in the school year beginning July 1, 2014 (42 USC 1759a(a)(1)(F)).

CEP was available in eligible LEAs in Ohio for school year 2014-2015. To be eligible LEAs must: meet a minimum level (40%) of identified students for free meals in the year prior to implementing the CEP; agree to service free lunches and breakfasts to all students; not collect free and reduced price applications from participating schools,; and agree to cover with non-Federal funds any costs of providing free meals to all students above amounts provided in Federal assistance. A CEP fact sheet is available at http://education.ohio.gov/getattachment/Topics/Other-Resources/Food-and-Nutrition/Resources-and-Tools-for-Food-and-Nutrition/Community-Eligibility-Option/CEP-Fact-Sheet-2.pdf.aspx  . 

(Source: USDA Policy Memo SP 21-2014 http://www.fns.usda.gov/community-eligibility-provision-guidance-and-qasODE  and CEP Fact Sheet (see above))

(Source: 2015 OMB Compliance Supplement, Part 4)

State of Ohio
In general, participating organizations file monthly reports on the number of meals/milk served, by type, to claim program funds.  For the NSLP, SBP, SFSP, and SMP, participating organizations must submit final meal/milk claims to the State no later than 45 days after the claiming month. Financial information must also be reported. This financial information is generally reported on the ODE prescribed forms used to report meals/milk served. As of October 2007, Districts should be using the Claims Reimbursement and Reporting System (CRRS) to submit required data and apply for meal reimbursements. (Also, See http://education.ohio.gov/Topics/Other-Resources/Food-and-Nutrition/National-School-Lunch-and-Breakfast/Documents-and-Forms-NSLP for CN-7 instructions and sample reports and ODE memo http://www.ode.state.oh.us/GD/DocumentManagement/DocumentDownload.aspx?DocumentID=107723  .)


[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.

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 (not applicable) and special (applicable) reports

(1) Trace the reported data to records that accumulate and summarize data.

(2) Perform tests of the underlying data to verify that the data were accumulated and summarized in accordance with the required or stated criteria and methodology, including the accuracy and completeness of the reports.

(3) Review the supporting records and ascertain if all applicable data elements were included in the sampled reports.

(4) 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.

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

4) 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

Subrecipient Monitoring is generally not expected to apply at the LEA level.  However, if the LEA has subrecipients the requirements would apply.  When an LEA does have subrecipients, auditors should look for the grantor’s written approval of the subrecipient agreement.

	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, and approved only allowable activities in the subaward documents.

4) 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.

5) 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.

6) 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.

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

8) 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.

9) 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).  

· 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.  

· 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 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

1.	General Reviews

State agencies administering the programs included in the Child Nutrition Cluster are required to perform specific monitoring procedures in accordance with 7 CFR sections 210.18; 210.19(a)(4), 220.8(j); 220.8(o)(9); and 220.13(f) (NSLP and SBP); 7 CFR section 215.11 (SMP); and CFR Section 225.7 (SFSP). Section 207 of HHFKA amended Section 22 of the Richard B. Russell National School Lunch Act (42 USC 1796c) by requiring FNS to prescribe and administer in the [NSLP and SBP]...comply with those Acts...”  FNS, therefore, developed a new State administrative review process that (1) combines elements of the existing Coordinated Review Effort (CRE) and School Meals Initiative (SMI) review processes; (2) accounts for the transition from a 5-year to a 3-year review cycle; and (3) incorporates review of the SBP for any SFA that operates both programs.  The new unified administrative review system is prescribed by 7 CFR section 210.18.  For the 2013-14 school year, FNS has authorized State agencies to either (1) adopt the new administrative review process in its entirety; or (2) continue using the existing CRE process in its entirety, plus a weighted nutrient analysis.

a.	Administrative Reviews.

An administrative review is the comprehensive on-site evaluation of a SFA operating the NSLP/SBP.  Every SFA must receive an administrative review during each review cycle.  The cyclical scheduling of reviews is outlined below.  

b.	Follow-up Reviews.
A follow-up review is an on-site inspection of a SFA, subsequent to an administrative review, to ensure that the SFA has corrected deficiencies disclosed by the administrative review. Follow-up reviews are not required for State agencies opting to use the new administrative review procedures. However, for those State agencies continuing to use CRE procedures, follow-up reviews are required as outlined in 7 CFR section 210.18(i).

c.	Additional Administrative Reviews (AAR).
State agencies are required to make AARs of selected local educational agencies that have a demonstrated level of, or are at high risk for, administrative error.  AARs are in addition to regular cyclical administrative reviews.

Section 207 of the HHFKA (implemented by amendments to 7 CFR sections 210.18(c)(1) and (2) in 77 FR 4088, January 26, 2012) changed the administrative review cycle from 5 years to 3 years, effective July 1, 2013.  The 2012-13 school year was the final year of the final 5-year cycle; the 2013-14 school year is the first year of the new 3-year cycle.  (42 USC 1769c(b)(3) and 42 USC 1776(h); 7 CFR section 210.18).  

2.	Certification Activity

In addition to the subrecipient monitoring requirements above, State agencies administering the NSLP and SBP are required to conduct certification activity.  The objective of such activity is to ensure that SFAs are complying with the updated nutritional standards mandated by Section 201 of the HHFKA.  

Before providing the performance-based reimbursement (currently 6 cents per lunch served) to SFAs, a State agency must certify that SFAs can demonstrate that they are serving school meals that meet the updated nutritional standards.  SFAs have three options to demonstrate compliance.  Options 1 and 2 entail State agency desk reviews of documentation submitted by SFAs.  Option 1 documentation includes menus and nutrient analysis, while option 2 documentation consists of menus and a simplified nutrient analysis.  For option 3, SFAs can be certified over the course of a regular State agency-conducted administrative review, if the State offers that option.  This type of review is required only one time per SFA (7 CFR section 210.7(d)). 
(Source: 2015 OMB Compliance Supplement, Part 4)

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; and (b) the activities approved in the subaward documents were allowable.  
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 – Verification of Free and Reduced Price Applications (NSLP)

	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 LEA (or State) selected and verified the required sample of approved free and reduced price applications and made the appropriate changes to eligibility status and, if applicable, properly conducted the second review of applications.

	Compliance Requirements

	
By November 15th of each school year, the local education agency (LEA) (or State in certain cases) must verify the current free and reduced price eligibility of households selected from a sample of applications that it has approved for free and reduced price meals, unless the LEA is otherwise exempt from the verification requirement.  The verification sample size is based on the total number of approved applications on file on October 1st.

A State agency may, with FNS approval, assume from LEAs under its jurisdiction the responsibility for performing the verifications.  If the LEA performs the verification function it must be in accordance with instructions provided by the State agency.  The LEA must follow-up on children whose eligibility status has changed as the result of verification activities to put them in the correct category.

LEAs (or State agencies) must select the sample by one of the following methods:

a.	Standard Sample Size.  The lesser of 3 percent or 3000 of the approved applications on file as of October 1, selected from error-prone applications.  For this purpose, error prone applications are those showing household incomes within $100 monthly or $1,200 annually of the income eligibility guidelines for free and reduced price meals.  

b.	Alternative Sample Sizes.

(1)	The lesser of 3 percent or 3,000 applications selected at random from approved applications on file as of October 1 of the school year, or

(2)	The sum of: (a) the lesser of 1 percent of all applications identified as error-prone or 1,000 error-prone applications, and (b) the lesser of 1/2 of 1 percent of, or 500, approved applications in which the household provided, in lieu of income information, a case number showing participation in the SNAP, TANF, or FDPIR.

(3)	The use of alternative sample sizes is available only as follows:
(a)	Any LEA may qualify if its non-response rate for the preceding school year’s verification was less than 20 percent; or  
(b)	An LEA with more than 20,000 children approved by application for free and reduced price meals may qualify if its non-response rate for the preceding year had improved over the rate for the second preceding year by at least 10 percent.

“Non-response rate” is defined as the percentage of approved household applications selected for verification for which the LEA has not obtained verification information (7 CFR section 245.6a(a)).

Sources of information for verification include written evidence, collateral contacts, and systems of records, as described in 7 CFR section 245.6a(b) (42 USC 1758(b)(3)(D) and (H)).

Beginning in School Year 2014-2015, certain local educational agencies will be required to conduct a second review of initial eligibility determinations for free and reduced-price school meals and to submit the results of the reviews, including the number of reviewed applications for which the eligibility determinations changed and the type of change made.  State agencies are required to submit a report to FNS using the FNS-742A, the Local Educational Agency Second Review of Applications Report (OMB No. 0584-0026).  Affected local educational agencies are those that demonstrated high levels of, or a high risk for, administrative error associated with certification, verification, and other administrative processes (7 CFR section 245.11).

(Source: 2015 OMB Compliance Supplement, Part 4)

See FACCR Section E. Eligibility for additional detailed requirements related to the eligibility verification.

	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 & Provisions-Verification of Free and Reduced Price Applications (NSLP) 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 the current family size and income guidelines published by FNS.

b.	Through examination of documentation, ascertain that:

(1)	The sampling and verification of free and reduced price applications were performed, as required, including, if applicable, the second reviews of applications.


(2)	Changes were made to eligibility status based on documentation and other information obtained through the verification process.

	

	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 – School Food Accounts

	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 a separate accounting is made of the school food service, Federal reimbursement payments are promptly credited to the school food service account, and transfers out of the school food service account are for the benefit of the school food service.

	Compliance Requirements

	A SFA is required to account for all revenues and expenditures of its non-profit school food service in accordance with State requirements.  A SFA must operate its food services on a non-profit basis; all revenue generated by the school food service must be used to operate and improve its food services (7 CFR sections 210.14(a), 210.14(c), 210.19(a)(2), 215.7(d)(1), 220.2, and 220.7(e)(1)(i)).

(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 & Provisions-School Food Accounts 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 school food service accounting records and ascertain if a separate accounting is made for the school food service.  (See guidance in Section V. above.  Food service activity should be accounted for in USAS Fund 006).

b.	Test Federal reimbursement payments received monthly from the administering agency to ascertain if promptly credited to the food service account.

c.	Test transfers out of the school food service account and ascertain if the transfers were for the benefit of the school food service. [footnoteRef:2] [2:  In Ohio, Schools use USAS fund 006 to account for financial transactions related to food service operations, under the authority of ORC 3313.81.  Additionally, ORC Section 5705.14-.16 restricts a school districts ability to make interfund transfers from funds other than the general fund.  Therefore any transfers out of fund 006 should be examined for compliance with both the federal and state requirements, in order to be allowable.
] 


	

	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 – Paid Lunch Equity

	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 a SFA has correctly calculated its average paid lunch pricing requirement; correctly applied the calculations to the average paid lunch price; implemented the newly calculated paid lunch price; and received the equity contributions from non-Federal sources.

	Compliance Requirements

	
A SFA participating in the NSLP is required to ensure that sufficient funds are provided to its nonprofit school food service accounts from lunches served to students not eligible for free or reduced price meals.  A SFA currently charging less for a paid lunch than the difference between the Federal reimbursement rate for such a lunch and that for a free lunch is required to comply.  This difference is known as “equity.”  There are two ways to meet this requirement: (a) by raising the prices charged for paid lunches; or (b) through contributions from other non-Federal sources.  SFAs with an average weighted price at or above equity (currently $2.59 for school year 2013-14 have already met the requirement (42 USC 1760(p); 7 CFR sections 210.14(a) and 210.14(e)).

The calculations performed by the SFA to determine whether its paid lunch price requires adjustment are as follows:
  
a.	Determine the weighted average price of paid lunches.  This is determined based on the total number of paid lunches claimed for Federal reimbursement for the month of October in the previous school year, at each different price charged by the SFA (7 CFR section 210.14(e)(1)(i)).
b.	Calculate the paid lunch equity requirement, which is the difference between the per meal Federal reimbursement for paid and free lunches received by the SFA in the previous school year (7 CFR paragraph 210.14(e)(1)(ii)).
c.	If the paid lunch equity calculated in step b. is higher than the weighted average price the SFA had been charging, calculated in step a., the SFA must increase the average weighted price charged in the previous school year by the sum of 2 percent and the percentage change in the Consumer Price Index for All Urban Consumers.  This is the minimum price the SFA should be currently charging for paid lunches (7 CFR paragraph 210.14(e)(3)). 

(Source: 2015 OMB Compliance Supplement, Part 4)

Additional Program Specific Requirements

To simplify the process, USDA published policy memo SP 15-2014 (http://www.fns.usda.gov/paid-lunch-equity-school-year-2014-2015-calculations-and-tool ) Paid Lunch Equity: School Year 2014-2015 Calculations and Tool (released 12/18/2013).  This memorandum provides guidance on the calculations SFAs must make in order to ensure they are in compliance with these requirements for School Year (SY) 2014-15. Additionally, SFAs who feel they are in a strong financial position should reference USDA 28-2014 (http://www.fns.usda.gov/paid-lunch-equity-guidance-school-year-2014-15 ) for submitting a waiver to ODE, OCN for an exemption to raising lunch prices.

SFAs can also reference USDA policy memo SP 39-2011 (http://www.fns.usda.gov/guidance-paid-lunch-equity-and-revenue-nonprogram-foods-0) Child Nutrition Reauthorization 2010: Guidance on Paid Lunch Equity and Revenue from Nonprogram Foods to view common Questions and Answers regarding the paid lunch equity process.

(Source:  ODE Memo from Brigette Hires, dated 9/12/2013- http://education.ohio.gov/getattachment/Topics/Other-Resources/Food-and-Nutrition/Resources-and-Tools-for-Food-and-Nutrition/School-Meal-Programs-Newsletters/September-2013-Newsletter-2.pdf.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 & Provisions-Paid Lunch Equity 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. Verify the calculations performed by the SFA to determine whether its paid lunch price requires adjustment.  
b.	Verify that the SFA adjusted its average weighted paid lunch price in accordance with the results of the foregoing calculations, and are actually charging students the adjusted price.

c.	Ascertain if the SFA met the equity requirement by furnishing additional funds from non-Federal sources.

d.	If so, verify that the amount provided was sufficient to cover the difference between the amount calculated by the SFA and the amount actually charged for paid lunches.

	

	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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