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PUBLIC HOSPITAL DISTRICTS
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BACKGROUND

Public hospital districts are municipal corporations that are organized and exist as a result of RCW chapter 70.44.  While RCW 70.44 is the primary source of powers conferred upon public hospital districts, it is by no means the comprehensive source of powers and limitations.  For one, there are numerous laws found in other sections of the RCW’s which apply to local governments such as public hospital districts.  Many of these provisions flow directly from the fact that public hospital districts, as municipal corporations, are governmental entities and thus are held to the legal requirements of all governmental entities.

Their purpose is to own and operate hospitals and other health care facilities and to provide hospital services and other health care services for the residents of such districts and other persons. 

Note:
Harborview Medical Center is not a Public Hospital District; it is a County Hospital and is managed by the University of Washington.  As such Harborview must comply with King County Regulations and Washington State RCW’s as applicable.

Public Hospital Districts are governed by a Board of Commissioners.  The individuals who serve as Commissioners are publicly elected officials who have been chosen by the voters.

Under the authority prescribed in Chapter 43.09.200 RCW, the Office of State Auditor (SAO) maintains the Budgeting, Accounting and Reporting Standards (BARS) manual that formulates, prescribes a system of accounting and reporting for all local governments, including public hospital districts.  The most recent version of the BARS supplemental handbook for public health is located on the Washington Department of Health website under the Publications tab.

UPDATES TO PLANNING GUIDE For Audits of 2003
· Statewide themes have been updated to address current issues.

· Minimum Audit Priorities has been updated to reflect Policy 2105
· Changes in state law:  (SHB 1189 – Passed Legislature 2003 Session) RCW 70.44.060 was amended to legally authorize:




Recruitment Expenses - Hospitals to pay recruitment related travel and lodging expenses for a physician’s or other candidate’s spouse.  

Student Tuition - Hospitals to enter into contracts agreeing to pay education expenses of a student (non-employees) in exchange for the student’s agreeing to work at the district for a specified period of time upon graduation.

EXPECTED AUDIT TIME ALLOCATION

Pre-Planning Activities - Includes all work related to planning and identifying 20 risk areas of policy 2105.  Expect to spend at least 20-30% or more of the budget planning to ensure we are able to identify and address issues that meet the public’s expectations definition as discussed under Minimum Audit Priorities.

Accountability and Legal Compliance - Includes review of applicable statewide theme issues, 

Federal Single Audit Testing – Hospitals frequently do not received enough federal funds to qualify for a single audit.    

Financial Statement, Required Schedules and Supplementary Information - Includes documentation, evaluation and tests of the internal controls over the central accounting systems as well as substantive tests over material accounts. You can expect to allocate more of the budget to this area (30%) than would normally be expected. 
MINIMUM AUDIT PRIORITIES 
The information below has been developed to provide auditors with a clear understanding of the office expectations associated with Hospital district audits.  Every element that is identified is something the auditor should consider during the audit. The type of procedures used by the auditor and the extent of those procedures used must be driven by risk.  The risk associated with a certain area of the audit is typically found during analytical review, and by gaining an understanding of the internal control environment.  
Recent Policy 2105 Highlights for Hospitals:

Policy 2105 establishes our audit approach based on risk focusing on accountability.  It further identifies areas required for planning considerations in all engagements.  Risk considerations unique to hospitals audits are provided in this guide to assist in planning by entity type.  These are observations based upon our statewide experiences, cumulative audit history, and consideration of users.  Auditors should not use this as a laundry list of items to address in the audit plan, but should use this to carefully and thoughtfully consider when assessing risk in their audit environment.   Auditors should review statewide results of fraud audits (including fraud reports) as a part of the planning activities.  

 

In addition to what is in the matrix below, the auditor is responsible for complying with team and agency policies, which include performing the audit in accordance with GAGAS (Generally Accepted Government Auditing Standards), as outlined in policy 6110.

 

Area to Consider per Policy 2105
Uniqueness in Hospitals Audits

Fraud
Billings/accounts receivable and cash receipting activities have been the most frequently cited areas for cash handling abuses and general lack of accountability. 

 

Review fraud history in hospitals for an awareness of other possible scenarios.

Management Dysfunction
Significant turnover in key positions such as Chief Financial Officer, fiscal staff, etc.  Newspaper coverage on budget shortfalls or other fiscal strains. Auditors should be alert during fieldwork for indicators of developing problems that could impact audit scope and audit reporting.   Indicators may surface from various sources including Board Minutes, Finance and Budget Committee (if applicable) notes, or knowledge gained through other sources.

Going Concern
Audit focus should be on indicators of an eroding financial condition indicating serious financial conditions exist and or serious management dysfunction. 
 

Auditors should get a general sense of the Hospital District’s financial condition for the current period they are on site – not just that of the audit period.   Indicators of serious fiscal stress should be factored into the audit planning and reporting strategies.  Auditors are advised to consult with their AM and the Hospital AD.

Budget deficient/exceeding the budget
Budget deficits often go hand in hand with management dysfunction, and financial statement manipulations, as districts may try to be very creative in their accounting to ensure that they have a balanced budget and don’t end up with a deficit fund balance.

 

Non Compliance with contracts/bid compliance
Common areas of risk include:

· Overpayment of contract

· Lack of documentation 

· Unallowable contracts
· Noncompliance with bid requirements or lack of documentation

Lack of Insurance and Bonding
Hospital districts insured with Washington Casualty Company (WCC) are at risk for not having adequate coverage due to WCC’s financial condition.  There are approximately 30 public hospital districts that have insurance coverage with this company, however the amount of coverage and therefore the exposure may vary from hospital to hospital. 
See proposed note disclosure for applicable Districts under the Financial Section of the Planning Guide.  
Auditors should inquire with management while reviewing the District’s insurance coverage to determine what actions are being taken to ensure complete and adequate coverage.
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STATEWIDE THEMES

The following unique hospital activities should be evaluated for applicability and significance for each hospital:

· Provide four weeks notice prior to conducting an audit.  Because it is already a common practice at SAO to contact auditees prior to commencing an audit, this new requirement should only minimally impact established practices.  The primary change will be to make sure a letter is sent to the Chief Executive Officer of the hospital with copies to its Chief Financial Officer (and the primary contact, if not the CFO) four weeks in advance of starting a hospital audit.   If it is not possible to give four weeks notice, you are instructed to work closely with hospital management to arrive at a mutually agreeable audit start date. 

Although Senate Bill 5833 did not become law during the last legislative session, Governor Locke requested that state agencies work together to address the concerns highlighted in the bill.  To help you understand the reasons for the change, we have included an excerpt below.  NOTE:  The discussion about the sharing of information has already been addressed.
The legislature finds and declares that it is in the interest of the public health and safety of patients to improve the regulatory environment for hospitals and affiliated health care services and facilities by requiring state agencies that survey hospitals and their affiliated health care services and facilities to coordinate the scheduling of surveys and audits, to provide advance notice of surveys and audits to hospitals, and to share information obtained during surveys and audits. Hospitals and their affiliated health care services and facilities are surveyed and audited by a myriad of federal, state, and local agencies, some being subject to more than a dozen different surveys or audits by state agencies, as well as being surveyed to be accredited by the joint commission on the accreditation of health care organizations. The legislature finds that hospitals, particularly those in rural communities, that provide a continuum of health care services including nursing homes, assisted living facilities, or ambulance services, all of which are subject to licensing surveys, will be better able to respond to surveys and audits, and implement suggested changes to improve the quality of patient care, if hospitals are not subject to simultaneous or back-to-back surveys or audits. Surveys and audits will be more cost-effective for hospitals and affiliated services and facilities if hospitals are not required to respond to multiple requests for the same information.
· Physicians using hospital facilities for private practice.  These physicians do both, work for the hospital for a designated number of hours, and hold a private practice using the same hospital facility.  The primary risk is whether the contract with each physician is legal (no gift of public funds).  An obvious example of a contract that would not be considered legal would be a situation where a physician clearly receives much more benefits (from the use of hospital facilities) than he/she is providing in return to the hospital.    Therefore, in order to properly evaluate the exchange of goods and services between a physician and a hospital, the contract language should be sufficiently specific and clear as to allow management (and auditors) to evaluate and measure the adequacy of the exchange.  If it is determined to be legal, then the secondary risk is whether hospitals adequately monitor physicians to make sure they are not using unauthorized hospital equipment, supplies and personnel for their private practice. Note: some hospitals prohibit this practice.
· Income Subsidies to Private Physicians.  The purpose of subsidy contracts is to help hospitals persuade physicians (physician assistants, nurses, anesthesiologists, physical therapists) to establish a practice nearby because of a grave shortage.  This practice is legal as long as they have a contract and the subsidy appears reasonable.  The risk is no/inadequate monitoring or follow-thru of the contract terms from hospital management. The following example describes how such an arrangement works. 

· A physician signs an agreement to establish a practice near a hospital for a period of two years, in exchange for an interest-free loan of $30,000.  If the physician does not stay for the entire length of the initial period, the physician has to pay back the entire amount of the advance plus interest.  If he/she does stay the entire period, the physician must pay back the principal either in one lump sum, or over a pre-defined period of time.  However, at that time, the hospital may decide to make another offer asking the physician to stay for an additional four years in exchange for a complete write off of the original loan.  Again, this is legal.

· The accounting treatment by the hospital is as follows – if the initial payment was $30,000 and the physician stayed the initial two years, and signed a letter of intent to stay another four years, each of the six years the hospital would write off $5,000.  
· Hospital Clinics.  Generally, physicians work for a clinic on a fix salary with an agreement that if they bill more than a certain amount per year, they may qualify for a specified monetary bonus or shared profits.  The risk associated with this kind of agreements is, of course, inflated billings.  The audit approach is to first determine whether bonuses/ shared profits were paid during the year under audit (and the amount is significant enough to audit), and if so, determine whether they are supported with valid billings.

· Traveling Nurses.  These nurses are usually specialists who travel to remote locations to serve patients in need.  The primary risk is whether hospitals adequately monitor these nurses to make sure (1) they actually performed the patient visits called for by their contract, and (2) the fee they are paid is consistent with their particular contract, since traveling nurses negotiate different fees depending on their areas of specialty, etc.  Audit steps should begin by determining how much a hospital paid out to traveling nurses for the period under audit.  If audit worthy, then determine the process the hospital follows to hire, monitor and pay these nurses.


· Bonus and Incentive Pay – These types of payments are relatively common in hospitals.  In order for them to be legal, however, there must be (1) an approved policy (by the board) in place at the time the goals were established, (or as in the case of executive management such as the CEO and CFO, the board signed their contracts which included the specific goals and how they will be measured), (2) adequately defined goals so they can be measured to determine if accomplished, and (3) adequate documentation to enable an auditor to determine whether the goals were in fact achieved and bonuses approved.  Problems have been found and reported in all three of these areas.

· Proshare Funds – These funds are supplemental Medicaid payments made by the Department of Social and Health Services to rural public hospital districts to enhance their provision of nursing home care.  Concerns center on district accounting for proshare funds.  Auditors should review to determine if the district under audit is netting their proshare revenues and expenditure activity in their accounting records.
PRE-PLANNING ACTIVITIES
Perform analytical procedures and identify all significant and risky revenue streams. Consider the following potential revenue activities:

· Pharmacy

· Cafeteria

· Decentralized Clinics

· Receipts recorded as “Miscellaneous revenue”

· Central cashiering

· Donations

· Gift shop (may be privately operated)

· Emergency room fees

· Patient trust funds

· Community education program fees

· Revenue for copies of medical records

· Funds received for laboratory services

· Facility rental fees

Determine if there are any new Certificate(s) of Need for capital equipment purchases or hospital restructuring for new or expanded services. This information can be obtained through inquiry, touring facility, and cost reports. The addition of new specialists to the org chart may also be a good indication. The certificate must be obtained in order for the expense to qualify for Medicaid/Medicare reimbursement.  The risk is providing services without an approved Certificate of Need.  Medicaid/Medicare may not reimburse such services.
Also consider disbursements paid through the petty cash, revolving checking accounts, procurement cards, bank credit cards.  Perform analytical and identify any significant or risky expenditures including payroll and cash disbursement systems.
ACCOUNTABILITY FOR PUBLIC RESOURCES 
While some general audit considerations are identified below, high-risk areas under review should be determined and driven by analytical procedures performed during pre-planning.  Analytical procedures used in preliminary planning are intended to identify potential areas for review.  Further or lower level analytical procedures may be necessary at the individual department, revenue or expenditure areas depending on the risks identified. Generally, analytical procedures are more effective than detail testing.  Detail testing procedures should only be used as a last resort.
Based on past audits  (See Appendix 6 {add link to audit issues}), for common areas of risk in Hospital Districts.

The TeamMate store contains billing, accounts receivable, receipting, disbursement, payroll and all the various legal compliance procedures that apply to all government operations.  Only those areas specific to Hospital District audits have been listed below.

· Hospital districts insured with Washington Casualty Company (WCC) are at risk for not having adequate coverage due to WCC’s financial condition.  See proposed note disclosure for applicable Districts under the Financial Section of the Planning Guide.  Auditors should inquire with management while reviewing the District’s insurance coverage to determine what actions are being taken to ensure complete and adequate coverage.

· Test billings to the contracts and cost reports for the risk of overstating revenues.
· Evaluate and test controls over payroll for universal risk, with emphasis on management’s monitoring of over-time given that hospitals operate 24 hours per day.
· Consider small and attractive assets and highly sensitive inventory (narcotics) and supplies when determining testing strategy for safeguarding and accountability of assets. 
· 


· 


· 

LEGAL COMPLIANCE CONSIDERATIONS
The suggested legal compliance audit procedures are not intended to be all-inclusive.  They are presented to assist an auditor in developing tests for the audit issues encountered.  Furthermore, there is no requirement that any or all the procedures listed are to be performed on every audit.  Rather, the circumstances of each situation should be assessed and the type of testing utilized should be based on those assessments.

Also note that additional references for legal compliance issues can be found in appendix 1.
· Review investments purchased during the audit period to determine if they were of the authorized type.  One audit identified a District attempting to make $3.75 million of unlawful investments.  (Add audit issues link.)
For additional guidance on investments see Investment Planning Guide
http://office.sao.wa.gov/RefGuide/Planning%20Guide/Planning%20Guides.htm 

Also see State Treasurer Brochure 

http://www.wa.gov/tre/elig_inv.htm#toc1.1 
· Review applicable bid requirements in SAO’s Competitive Bid Guide: http://office.sao.wa.gov/RefGuide/Misc/BidLaws2002.doc 
Note: Hospitals do not have bid requirements for purchases of equipment or supplies that are not related to public works projects.  However, the entity may have their own procedures for these types of purchases that they would need to follow.  
· Determine the significant types of contracts the hospital enters into.  Such contracts may include capitation contracts, traveling nurse contracts, lease contracts for capital medical equipment, among others.  The risk of not monitoring contracts adequately is that the hospital may be paying more than the contract amount or paying for services not rendered.
· Consider joint operations - public hospitals are often involved in joint operations with other hospitals in their area to provide specialty services.  (i.e. hospitals join to establish a Cancer Center to provide services for Cancer patients)  Joint operation risks includes hospitals not receiving their portion of revenues generated by the joint operation based on the contract agreement, and hospitals not disclosing the existence of these operations in the footnotes of their financial statements.

· See Budget compliance requirements under RCW 70.44.060 (6)
· Compensation – Public Officers; See RCW 70.44.050. The Legislature has “fixed” the compensation (per diem increase) of certain commissioners (e.g. fire, hospital, port, and water-sewer districts) by use of the word “shall” in the language of the statute.  Consequently, commissioners from these respective districts do not “fix” their compensation and may receive the midterm increase in their compensation as directed by law.
· Incentive Compensation - Determine if employment contracts, resolutions or other documents define the performance goals in advance (and with enough specificity to measure) for which compensation, in addition to base pay, is to be granted.  See also – State Wide Themes
· Interlocal Agreements (RCW 39.34) - Inquire of management if they are involved in joint efforts with other entities.  
Note: Entities may form an interlocal agreement in attempt to perform acts it is not authorized to.  When an entity signs an agreement that forms an entity (a consortium) find out what that entity does and whether it’s acts are with in the authority of the creating entities
· Travel expenses - Review the ordinance or resolution that establishes the travel policy.  Remember, the purchase of alcohol is authorized unless hospital policies specifically prohibit it.  Also unique to Hospital Districts is the Home Health Program, which is for patients who can’t travel that require health care services.  Nurses travel to their homes to provide these services.  If significant in dollars, consider including in audit scope.  Risk is that they are not adequately monitored to ensure travel related expenditures are valid. 

SINGLE AUDIT CONSIDERATIONS

Hospital districts spending more than $300,000 in federal funds are required to have an audit of their federal funds. 

Hospital districts are incorporated as municipal corporations, RCW 70.44.010, and as such are considered local governments.  As a local government, they are subject to OMB Circular A-87 cost principles for the determination of allowable costs for federal grants unless specific guidance to use other cost principles are given by a grantor agency for their specific grant.   
The following are the most common federal awards received by Hospital Districts:

1. Childhood Immunization Program (CFDA 93.268)

This is a HHS program administered by the WA Department of Health (DOH).  Funding can be awarded in the form of Discretionary Section 317 cash grants and non-cash assistance (vaccines).  The discretionary grants are awarded for activities such as research, public information, education and training.  The vaccine program supplies immunizations for children.  Both forms of assistance must be reported in the SEFA.















































2.
Medicaid (CFDA 93.778) 

The Medicaid program is administered by WA DSHS.  The majority of Medicaid funds are paid to medical providers for services rendered to individuals.

According to OMB Circular A-133, Section 205(i), Medicaid payments to subrecipients for “patient care services to Medicaid eligible individuals” are not subject to audit under A-133 and should not be included on the SEFA.  Typically, this would be a fee-for-service arrangement.  However, DSHS also enters into various contracts with Hospitals, Health Districts, Schools, Areas on Aging, etc., to perform tasks that may not fall under the “patient care services to individuals” classification.  If any portion of a contract is arranged on a cost-reimbursement basis, these awards would be subject to audit under A-133.  For these types of contracts, DSHS typically considers the auditee as a “vendor,” but in substance, these contracts might be considered a subrecipient relationship and therefore subject to audit.














































3.
Women, Infants, and Children (WIC) (CFDA 10.557)

This is a USDA program administered by the WA Department of Health (DOH).  DOH uses both federal and state funds to provide supplemental nutritious foods, nutrition education, and referrals to health care for low-income women who are at nutritional risk and who are pregnant, who have just given birth, or who are breastfeeding.  The program also serves infants and children up to age five who are determined to be at nutritional risk.

About 75 percent of the WIC Program's annual appropriation is used to provide WIC participants with monthly food package benefits.  The remainder is used to provide additional services to participants and to manage the program.  Additional services provided to WIC participants include nutrition education, breast-feeding promotion and support activities, and client services, such as diet and health assessments, referral services for other health care and social services, and coordination activities. 

DOH contracts with subrecipients to determine eligibility and to enter eligibility data electronically into the DOH Client Information Management System.  The subrecipients also print and deliver checks to recipients.  A primary risk in WIC program is payments of duplicate benefits.  This can occur when a participant enters the program and payment system at more than one location.  A dual payment occurs when a participant cashes a food check that has been declared lost, stolen, or void and then receives and cashes a replacement check. Currently, DOH does not have adequate controls in place to investigate lost, stolen, and voided checks that are cashed to ensure the expenditures are appropriate and are not dual payments. 
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FINANCIAL STATEMENT CONSIDERATIONS

Many public hospital districts contract with a CPA firm to perform their financial statement audit.  In most cases, 
a financial statement opinion will still be issued by the State Auditor’s Office.


It is important to note that as a result of the new GAO Independence standard issued on January 25, 2002, which takes effect on January 1, 2003, it may not be appropriate for a CPA firm to perform both audit and non-audit services for the same client due to impaired independence.  Under these circumstances, a district may have to choose which of these services the CPA firm will provide.

If a District has contracted with an independent CPA for a financial audit, auditors need to determine if the CPA firm is in compliance with the new GAO Independence standard.

Another area of concern (especially with the smaller hospitals) is their ability to remain in operations - going concern.  Whether we are reviewing a CPA firm’s work papers or conducting the audit of the financial statements ourselves, when a district has a going concern risk, we must allocate sufficient audit resources to adequately scrutinize those financial statement balances at greatest risk of being misstated.  Generally, these include the following: 

· Billing/Accounts Receivable – risk of overstatement

· Revenues – risk of overstatement

· Accounts Payable – risk of understatement

· Long Term Debt – risk of understatement

Auditors should also review notes for disclosures unique to hospitals.  For instance, determine if material exposure exists regarding changes in estimates for third-party payments, and if so, is the uncertainty regarding revenue realization disclosed in the notes to the financial statements.  In the health care environment, it is reasonably possible that estimates regarding third-party payments could change in the near term as a result of one or more future events.  For most entities with significant third-party revenues, the effect of the change could be material to the financial statements.  Where material exposure exists, the uncertainty regarding revenue realization is disclosed in the notes to the financial statements. In order to render an opinion, the auditor's responsibility is to evaluate the reasonableness of management's estimates based on present circumstances and to determine that estimates are reported in accordance with GAAP and adequately disclosed.  See SOP 00-1 

The following is the proposed financial statement note disclosure for those Districts who have insurance coverage with Washington Casualty Insurance (WCC):
Note 8 – Contingent Liability

The District is one of a number of Washington hospitals who are insured by Washington Casualty Company (WCC).  WCC is a subsidiary of Northwest Healthcare Insurance Services (NHIS) is a nonprofit mutual corporation organized under the provisions of RCW 24.06.207. NHIS’s previous name was Washington Hospital Insurance Fund.

As state law mandates, the Office of Insurance Commissioner (OIC) filed a petition on March 6, 2003 in Thurston County Superior Court to assume control of WCC, after the Company filed its Annual Statement on March 3, 2003, showing its liability exceed its assets by nearly four million dollars.  Insurance companies are not eligible for federal bankruptcy protection.  The court ordered WCC into receivership for the purpose of rehabilitation and named Insurance Commissioner Mike Kreidler at statutory receiver.

Management of the district is currently evaluating its options to ensure continued and adequate coverage.
When the auditor prepares the management rep letter, he should include additional representations concerning the absence of violations or possible violations of laws or regulations whose effects should be considered for disclosure or as a basis for recording a loss contingency.  These representations concern:

· Receivables

· Cost reports filed with third-parties
· Contingencies
SOP 00-1 includes a sample listing of specific representations that the auditor should consider in preparing the rep letter.
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FEDERAL SINGLE AUDIT


This guide is to be used for auditees that expend $300,000 or more in federal awards during the year under audit. 


BACKGROUND


Congress passed the Single Audit Act of 1984, as amended by the Single Audit Act Amendments of 1996 ("the Act"), to (1) improve state and local governments' financial management of Federal financial assistance programs, (2) establish uniform requirements for audits of Federal financial assistance, (3) promote efficient and effective use of audit resources, and (4) ensure that Federal departments rely on and use the audit work performed under the Act.  The Act establishes requirements for audits of the entity's financial statements, including the Schedule of Expenditures of Federal Awards (SEFA), and for testing and reporting on internal controls and compliance with laws and regulations relevant to Federal financial assistance.  The Act requires independent auditors to perform the audit according to Government Auditing Standards as published in the GAO Yellow Book.


State and local governments must have a single audit in accordance with U.S. Office of Management and Budget (OMB) Circular A-133 if they expend $300,000 or more in federal awards in a year.  A single audit consists of an audit of (1) financial statements and (2) Federal programs. 


OMB Circular A-133 sets forth the requirements for auditors conducting a single audit in the following areas: 


· Selecting major programs to audit using a four-step, risk-based approach. 


· Identifying controls, testing controls, and assessing control risk.


· Testing compliance with federal laws, regulations, and provisions of contracts and grant agreements.


· Reporting internal control weaknesses, material noncompliance, and questioned costs.


· Preparing the Data Collection Form.


Circular A-133 also provides requirements for grantees in the following areas:


· Establishing and maintaining internal controls over federal programs. 


· Monitoring subrecipients. 


· Preparing the Schedule of Expenditures of Federal Awards.


· Taking corrective action in response to audit findings. 


In addition to Circular A-133, OMB has issued the “A-133 Compliance Supplement" which provides audit objectives, suggested audit procedures, and internal control considerations. 


AUDIT STEP LEGEND – Definition of Audit Step ratings


The following legend is a description of the rating of audit steps.  


		Required

		Steps that must be addressed in the audit plan or working papers. 



		Consider

		Those steps that must be evaluated and documented.  Note: this does not require the entire audit step be performed.  


The rational of  “Why or why aren’t we going to examine this area” needs to be documented in the areas of analytical procedures, review of prior audit issues, departmental cycling and plan.



		Optional

		Additional procedures to perform if appropriate based on risk.  





MINIMUM AUDIT PRIORITIES POLICY


The information below has been developed to provide auditors with a clear understanding of the office expectations associated with Single Audits.  Every element that is identified as “required” is something the auditor must provide coverage on during the audit.  However, the type of procedures used by the auditor and the extent of those procedures used must be driven by risk.  The risk associated with a certain area of the audit is typically found during analytical review, gaining an understanding of internal controls or during testing of internal controls.


In addition to what is in the worksheet below, the auditor is responsible for complying with team and agency policies, which include performing the audit in accordance with Government Auditing Standards.


		

		AUDIT STEP

		METHOD(S) TO CONSIDER WHEN PERFORMING STEP

		COMMENTS



		Required

		1. Follow up on any prior findings.

		· Obtain entity’s summary schedule of prior audit findings.


Follow up on prior audit findings to determine if appropriate corrective action has been taken.




		If appropriate action has not been taken or auditee misrepresents actions taken, report as a current year audit finding.



		Required

		2. Determine whether auditee’s financial statements are presented fairly in all material respects in conformity with GAAP or OCBOA (other comprehensive basis of accounting).

		· To be documented in Financial Statement Audit portion of working papers.

		If auditor’s opinion on the financial statements is other than unqualified, consider the impact on the auditor’s in-relation-to opinion on the SEFA.  If the auditor renders an adverse opinion or disclaims on the financial statements, the auditor cannot give an unqualified opinion on the SEFA.





		

		AUDIT STEP

		METHOD(S) TO CONSIDER WHEN PERFORMING STEP



		Required

		3. Obtain auditee’s Schedule of Expenditures of Federal Awards 

		Determine whether the schedule is fairly presented.  Items to consider are listed below.


(a) Are there any programs listed on prior-year schedule that have been omitted during current year?


(b) Are there any new programs that need to be added?


(c) Are CFDA numbers correct? Are other identification numbers provided by grantors listed on the schedule?


(d) Are grantors (both direct and indirect) properly identified?


(e) Are federal program titles properly listed?


(f) If auditee has a cluster, is each program of the cluster properly identified?


(g) If auditee has R&D, is each program either listed individually or listed by Federal agency and major subdivision?


(h) Are amounts expended for the current year listed for each program?  Are there subtotals for each CFDA number?


(i) Do amounts reported as expenditures, loans, and non-cash assistance agree to the auditee’s accounting records?


(j) Are footnotes describing significant accounting policies and other explanatory information included? 


(k) Do results from compliance testing impact amounts reported on schedule?


(l) Is the outstanding balance of federal program loans reported in either the schedule or the notes?








		

		AUDIT STEP

		METHOD(S) TO CONSIDER WHEN PERFORMING STEP

		COMMENTS



		Required

		4. Identify major programs and required coverage

		(a) Determine if auditee qualifies as a “low-risk auditee.”  If so, the percentage of coverage rule is reduced from 50% to 25%.

		Refer to Attachment No. 1



		

		5. 

		(b) Identify programs and program-clusters to audit using four-step, risk-based approach.

		Refer to Attachment No. 2



		

		6. 

		(c) For each program selected to audit, identify applicable compliance requirements and determine which requirements have a direct and material effect on the program.

		Consult OMB Compliance Supplement, Parts 2, 3, 4, 5, and 7.  The 14 compliance areas that could have a direct and material effect are:


· Activities Allowed


· Cost Principles


· Cash Management


· Davis-Bacon Act


· Eligibility


· Equipment and Real Property


· Matching, Level of Effort and Earmarking


· Period of Availability


· Procurement / Suspension and Debarment


· Program Income


· Real Property Acquisition and Relocation Assistance


· Reporting


· Subrecipient Monitoring


· Special Tests and Provisions








		

		AUDIT STEP

		METHOD(S) TO CONSIDER WHEN PERFORMING STEP

		COMMENTS





		

		7. Perform procedures to obtain an understanding of the grantee’s internal control over federal programs sufficient to plan the audit to support a low-assessed level of control risk for major programs.

		(a) For each program selected to audit, obtain an understanding of the key internal controls for each compliance requirement identified in step 4(c) above.


When documenting the key controls, consider the 5 components of internal control as described in SAS 78 (COSO).




		Refer to Part 6 of OMB Compliance Supplement for list of controls to consider.


Attachment No. 3 may be useful in summarizing risk assessments and testing.



		

		8. 

		(b) For each program selected to audit, make a preliminary control risk assessment for each compliance requirement identified in step 4(c) above. 

		Note: Although the procedures performed in obtaining an understanding of controls must be sufficient to support a “low” risk assessment, the auditor is not required to assess risk at “low”.  Control Risk, for single audit purposes is the risk that the auditee’s controls will not prevent or detect material noncompliance in a timely manner.





		

		AUDIT STEP

		METHOD(S) TO CONSIDER WHEN PERFORMING STEP

		COMMENTS



		

		(Step 5 continued)

		(c) For each program selected to audit, test controls for each applicable compliance requirement to provide support for risk assessment.


Tests of internal controls should include:


· Inquiry of personnel;


· Inspection of documents, reports, and electronic files indicating the performance of the control;


· Observation of the application of the control;


· Reperformance of the application of the control by the auditor.




		Note, however, if control risk is assessed at “high” (or maximum) for a particular compliance requirement, a reportable condition exists and no control testing is necessary, but a finding must be reported.


Attachment No. 3 may be useful in summarizing risk assessments and testing.



		

		9. 

		(d)   Evaluate and document results of control testing and make a final control risk assessment.  

		If results do not support a “low” assessed level of control risk, the auditor should design tests of compliance accordingly and consider the need to report a finding.



		Required

		10. For each program selected to audit, perform tests of compliance for each compliance requirement identified in step 4(c) above.

		Do not perform dual purpose testing on internal controls and compliance.  


Note: Tests of internal controls drives the nature, extent, and timing of the substantive testing.  (I.e. if the entity doesn’t monitor the program we need to test more transactions.)  

		Consult OMB Compliance Supplement, Parts 3 and 4 for suggested procedures. 


Attachment No. 3 may be useful in summarizing testing.





ATTACHMENT NO. 1

Criteria for Low-Risk Auditees


PURPOSE:
To determine whether the auditee meets the criteria for a “low-risk auditee” under OMB Circular A-133, section ___.530.  If qualified, the percentage of coverage rule can be reduced from 50% to 25%.


DETAILS:


An auditee which meets all of the following conditions for each of the preceding two years qualifies as a low‑risk auditee and is eligible for reduced audit coverage (25%):


· Single audits were performed on an annual basis in accordance with the provisions of Circular A-133.


· The auditor's opinions on the financial statements and the schedule of expenditures of Federal awards were unqualified.**

· There were no deficiencies in internal control which were identified as material weaknesses under the requirements of Government Auditing Standards.**

· None of the Federal programs had audit findings from any of the following in either of the preceding two years in which they were classified as Type A programs:


(1)
Internal control deficiencies which were identified as material weaknesses;


(2)
Noncompliance with the provisions of laws, regulations, contracts, or grant agreements which have a material effect on the Type A program;


(3)
Known or likely questioned costs that exceed five percent of the total Federal awards expended for a Type A program during the year.



**  The auditee’s federal cognizant or oversight agency can provide a waiver if it determines that the opinion qualification or material weakness does not affect the management of Federal awards.


CONCLUSION:


____
Yes, the auditee meets all of criteria above (or has received a waiver from its cognizant or oversight agency) and qualifies for 25% audit coverage.


____
No, the auditee does not meet the criteria noted above and does not qualify for reduced coverage.


Obtain Schedule of Expenditures of Federal Awards and perform the following steps.

Step 1 – Identify Type A programs. 


		Total federal expenditures for period under audit:

		$



		Calculate 3% of total federal expenditures and enter result in box.

		$





· Type A programs are those with expenditures exceeding the larger of $300,000 or 3% of total federal expenditures.  (NOTE: For auditees that have total federal expenditures greater than $100 million, the Type A threshold increases to the larger of $3 million or 0.3% of total federal expenditures.)

· Federal programs not labeled “Type A” as provided above will be labeled “Type B” programs.


Step 2 – Identify Type A programs which are considered to be “low-risk.”

· Refer to risk assessment worksheet at Attachment No. 2A.


Step 3 – Identify Type B programs that are considered “high-risk.”

· Refer to risk assessment worksheet at Attachment No. 2B.


· Do I have to assess risk for all Type B programs? 


You are required to perform risk assessments only for the Type B programs that exceed the larger of $100,000 or 0.3% of total federal expenditures when the auditee has less than or equal to $100 million in total Federal expenditures. (NOTE: For auditees that have total federal expenditures greater than $100 million, the Type B risk assessment threshold increases to the larger of $300,000 or 0.03% of total federal expenditures.)

If you choose Option 2 of step 4B below, you do not have to identify more high-risk Type B programs than the number of low-risk Type A programs.


If the auditee (1) does not have any Type A programs or (2) does not have any low-risk Type A programs, you do not have to assess risk for any Type B programs.  Instead, you can choose among the Type B programs to meet the 50% coverage rule (or 25% if applicable) without performing a risk assessment.


Step 4 – Identify programs to audit.

At minimum, the auditor must audit all of the following as major programs:


(A) All Type A programs, except those identified as low-risk in step 2.


(B) High-risk Type B programs as identified in Step 3 using one of the following options:


Option 1:
At least one half of the Type B programs identified as high-risk.  Note: the auditor is not required to audit more high-risk Type B programs than the number of low-risk Type A programs.


Option 2:
One high-risk Type B program for each Type A program identified as low-risk.


(C) Such additional programs as may be necessary to comply with the 50% rule (or 25% rule) – Refer to details below.


Summarize selection of programs on following worksheet.  


Percentage of Coverage Rule


The purpose of the percentage of coverage rule is to ensure that a minimum amount of expenditures are covered in an audit conducted under A-133.  Accordingly, the auditor must audit programs with federal awards expended that, in aggregate, encompass at least 50% of total federal awards expended.  If the auditee meets the criteria for a low-risk auditee, the minimum coverage is reduced to 25%.


Low Risk Auditees:


Does the auditee meet the criteria for a “low-risk auditee”?  (See low risk criteria at Attachment No. 1). 


If “Yes”, calculate 25% of total federal expenditures: $________________________.  Compare this to the amount of expenditures for the major programs selected in steps 4A and 4B above.  If the amount of expenditures selected in Steps 4A and 4B is less than 25%, the auditor must select additional programs (either Type A or B) to equal 25%. The additional programs may be selected without regard to risk. 


If “No”, calculate 50% of total federal expenditures: $________________________. Compare this to the amount of expenditures for the major programs selected in steps 4A and 4B above.  If the amount of expenditures selected in Steps 4A and 4B is less than 50%, the auditor must select additional programs (either Type A or B) to equal 50%.  The additional programs may be selected without regard to risk.


LIST THE MAJOR PROGRAMS SELECTED FOR AUDIT IN THE TABLE BELOW (FROM STEP 4):


		Program Title

		CFDA No.

		Current year Expenditures

		Program Type?


A or B

		Risk


Assessment?


High or Low



		1

		

		$

		

		



		2

		

		$

		

		



		3

		

		$

		

		



		4

		

		$

		

		



		5

		

		$

		

		



		6

		

		$

		

		



		7

		

		$

		

		



		8

		

		$

		

		



		9

		

		$

		

		



		10

		

		$

		

		



		TOTAL**

		

		$

		

		





** Must select enough programs to cover at least 50% of total federal expenditures.  However, if auditee qualifies as a “low risk auditee,” coverage can be reduced to 25% of total federal expenditures. 


PURPOSE:  To assess risk of Type A program in accordance with OMB Circular A-133.


CFDA No.___________________


Program Title:___________________________________________________________  


1.
Has the program been audited as a major program in a least one of the two most recent audit periods?
Yes ____
 No____ 


If “No”, do not continue with risk assessment.  This program must be audited this year as a major program.


2.
In the most recent audit period, has this program had any findings for the following:


· Reportable conditions in internal control?


· Material noncompliance with the provisions of laws, regulations, contracts, grant agreements, etc?


· Known questioned costs which are greater than $10,000 for a type of compliance requirement?


· Known fraud affecting the federal program?


Yes ____
 No____


If “Yes”, do not continue with risk assessment.  This program must be audited this year as a major program.    


Note: If, in your opinion, the findings reported for (1) questioned costs or (2) fraud should not preclude this program from being “low risk”, you can proceed with the risk assessment below. 


3.
Does the program have weaknesses in internal control over the program that indicate higher risk?


Yes ____
No____


Examples:


· Program not administered by competent and/or experienced personnel.


· Multiple internal control structures in decentralized locations.  Are weaknesses isolated in a single department or are they pervasive throughout the entity? Weak subrecipient monitoring system when significant responsibilities of a federal program are passed through to subrecipients.


· Program is administered using a new or recently modified computer system.  Is the nature of computer processing simple or complex?


· Has the entity taken corrective action on prior findings?


4.
Does the inherent nature of the program indicate higher risk?   Yes ____
 No____ 


Examples:


· Does program have complex compliance requirements and administrative requirements?


· Does program have significant contracting for goods and services with third party vendors?


· Is this a relatively new federal program?  Is this new program for the auditee?


· Have program regulations been recently revised or issued as interim regs?


5.
Do the results of oversight exercised by federal agencies or pass-through entities indicate higher risk?
Yes ____
 No____ 


Examples:


· Has federal agency or pass-through entity performed any recent monitoring?


· Did monitoring disclose any significant problems that indicate higher risk? 


Type A Program Risk Assessment


Based on our evaluation, the risk of noncompliance that could be material to this federal program is:


Low ____
Other than low ____


PURPOSE:  To assess risk of Type B program in accordance with OMB Circular A-133.


DETAILS:


CFDA No.___________________


Program Title:___________________________________________________________  


1.
Have there been any recent findings in the following categories that might have a significant impact on the administration of this program?


· Reportable conditions in internal control;


· Material noncompliance with the provisions of laws, regulations, contracts, grant agreements, etc.;


· Known questioned costs which are greater than $10,000 for a type of compliance requirement; or


· Known fraud affecting the federal program.


Yes ____
No____ 


Has the entity taken corrective action on the findings?


Yes ____
No____
N/A ____


2.
Does the program have weaknesses in internal control over the program that indicate higher risk?  Yes ____
No____ 


Examples:


· Program not administered by competent and/or experienced personnel.


· Multiple internal control structures in decentralized locations.  Are weaknesses isolated in a single department or are they pervasive throughout the entity?


· Weak subrecipient monitoring system when significant responsibilities of a federal program are passed through to subrecipients.


· Program is administered using a new or recently modified computer system.  Is the nature of computer processing simple or complex?


· Has the entity taken corrective action on prior findings?


3.
Does the inherent nature of the program indicate higher risk?


Yes ____
 No____ 


Examples:


· Does program have complex compliance requirements and administrative requirements?


· Does program have significant contracting for goods and services with third party vendors?


· Is this a relatively new federal program?  Is this new program for the auditee?


· Have program regulations been recently revised or issued as interim regs?


4.
Do the results of oversight exercised by federal agencies or pass-through entities indicate higher risk?


Yes ____
 No____    N/A ____



Examples:


· Has federal agency or pass-through entity performed any recent monitoring?


· Did monitoring disclose any significant problems that indicate higher risk? 


Type B Program Risk Assessment


Based on our evaluation, the risk of noncompliance that could be material to this federal program is:


Low ____
High ____


PURPOSE: To summarize internal control and compliance testing.


CFDA No:_______________________


Program title: _______________________________________________________________________________


Auditors do not need to document controls or perform testing for compliance requirements that do not have a direct and material effect on the program.


		Compliance Requirement

		Internal


Control


Doc.


w/p ref.

		Control Risk Assessment


High or Low


Prelim./Final

		Internal


Control


Testing


w/p ref.

		Compliance Testing


w/p ref.

		Material Non-Compliance or Reportable Conditions Noted? (1)


(Yes or No)



		A. Activities Allowed or Unallowed

		

		

		

		

		



		B. Cost Principles

		

		

		

		

		



		C. Cash Management

		

		

		

		

		



		D. Davis-Bacon Act

		

		

		

		

		



		E. Eligibility

		

		

		

		

		



		F. Equipment and Real Property Management

		

		

		

		

		



		G. Matching, Level of Effort, Earmarking

		

		

		

		

		



		H. Period of Availability

		

		

		

		

		



		I. Procurement; Suspension and Debarment

		

		

		

		

		



		J. Program Income

		

		

		

		

		



		K. Real Property Acq./ Relocation Asst.

		

		

		

		

		



		L. Reporting

		

		

		

		

		



		M. Subrecipient Monitoring

		

		

		

		

		



		N. Special Tests and Provisions

		

		

		

		

		





(1)
Internal Controls:  If control risk is assessed as “high” or “maximum” for a particular compliance requirement, OMB considers this to be a reportable condition.  A reportable condition is a significant deficiency in the design or operation of internal control that affects the auditee’s ability to administer a program in accordance with applicable laws and regulations.  A material weakness is a condition in which the design or operation of one or more of the internal control components does not reduce to a relatively low level the risk that noncompliance with applicable laws and regulations that are material in relation to the program being audited may occur and not be detected within a timely period by employees in the normal course of performing their assigned duties.


Compliance: Determinations about whether an instance of noncompliance is material should be made at the (1) individual compliance requirement level and (2) program level.  If an instance of noncompliance is considered material for a particular compliance requirement, a finding should be reported.  If accumulated findings and questioned costs are material to the program as a whole, the auditor should consider qualifying his/her opinion on the auditee’s compliance with requirements applicable to each of its major programs.


CONCLUSION:


Internal Controls  (check one)


_____
No reportable conditions noted.


_____
Reportable conditions noted and reported as a finding.  None of the conditions are considered material weaknesses.


_____
Reportable conditions noted and reported as a finding.  One or more of the conditions are considered material weaknesses


Compliance (check applicable statements)


_____
No instances of material noncompliance noted.


_____
Instances of material noncompliance noted and reported as a finding.


_____
Questioned costs (or likely questioned costs) greater than $10,000 were found and reported as a  finding.


_____
The instances of material noncompliance warrant a qualification of our opinion on the auditee’s compliance with federal program requirements.  


Auditor Comments:


___________________________________________________________________________________________


___________________________________________________________________________________________

___________________________________________________________________________________________


___________________________________________________________________________________________

___________________________________________________________________________________________


___________________________________________________________________________________________


___________________________________________________________________________________________


___________________________________________________________________________________________









Effective date: 5/3/01
Supercedes date: --/--/01
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