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§3015.311 Simplification, consolida-
tion, or substitution of State plans.

(a) As used in this section:

(1) Simplify means that a State may
develop its own format, choose its own
submission date, and select the plan-
ning period for a State plan.

(2) Consolidate means that a State
may meet statutory and regulatory re-
quirements by combining two or more
plans into one document and that the
State can select the format, submis-
sion date, the planning period for the
consolidated plan.

(3) Substitute means that a State may
use a plan or other document that it
has developed for its own purposes to
meet Federal requirements.

(b) If not inconsistent with law, a
State may decide to try to simplify,
consolidate, or substitute Federally re-
quired State plans without prior ap-
proval by the Secretary.

(c) The Secretary reviews each State
plan a State has simplified, consoli-
dated or substituted and accepts the
plan only if its contents meet Federal
requirements.

§3015.312 Waivers.

In an emergency, the Secretary may
waive any provision of these regula-
tions.

APPENDIX A TO PART 3015—DEFINITIONS

Section |
ment”’

(@) ““Grant” unless qualified by ‘“‘non-Fed-
eral”” means an award by the Federal govern-
ment of money, property instead of money,
services, or anything of value, to the State
or other recipient, with the following charac-
teristics:

(1) The principal purpose of the award is to
accomplish a public purpose of support or
stimulation authorized by Federal statute,
rather than acquisition, by purchase, lease,
or barter, of property or services for the di-
rect benefit or use of the Federal govern-
ment; and

(2) At the time the award is made, no sub-
stantial involvement is anticipated between
the executive agency, acting for the Federal
government, and the State or local govern-
ment or other recipient during performance
of the contemplated activity.

(b) ““Cooperative agreement’” has the same
meaning as ‘‘grant,”” except that, at the time
a cooperative agreement is awarded, sub-
stantial involvement is anticipated between
the executive agency, acting for the Federal

“Grant”” and ‘‘Cooperative Agree-
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government, and the State or local govern-
ment or other recipient during performance
of the contemplated activity.

(c) *“Grants” and ‘‘cooperative agree-
ments”’ do not include technical assistance,
which provides services instead of money;
revenue sharing; loans; loan guarantees; cap-
ital contributions to loan funds; interest
subsidies; insurance; or direct appropria-
tions. (See the definition of ‘‘Non-Federal
grant’’ in Section Il of this appendix.)

Section Il Other Definitions.

“Acquisition” of property includes pur-
chase, construction, or fabrication of prop-
erty. It does not include rental of property
or alterations and renovations of real prop-
erty.

“Acquisition cost” of an item of purchased
equipment means the net invoice price of the
equipment. It includes the cost of modifica-
tions, attachments, accessories, or auxiliary
apparatus necessary to make the equipment
useable for the purpose for which it was ac-
quired. Other charges, such as the cost of in-
stallation, transportation, taxes, duty, or
protective in-transit insurance shall be in-
cluded in or excluded from the unit acquisi-
tion cost in accordance with the regular ac-
counting practices of the organization pur-
chasing the equipment.

If an item of equipment is acquired by
trading in another item and paying an addi-
tional amount, ‘“‘acquisition cost’”” means the
amount received for trade-in plus the addi-
tional outlay. (See the definition of ‘““amount
received for trade-in.””)

For purposes of the rules on equipment and
supplies, ‘‘acquisition cost’” of a copy of a
work of authorship (such as a book, print of
a motion picture, or tape of a television pro-
gram) refers to the cost of fabricating or pur-
chasing the individual copy, considered as a
material object. It does not include the cost
of developing, or acquiring rights to, the
work embodied in the copy.

“Advance by Treasury check” is a pay-
ment made by a Treasury check to a recipi-
ent of a grant or cooperative agreement, be-
fore payments are made by the recipient of
the grant or cooperative agreement. Ad-
vances by Treasury check are based on ei-
ther a periodic request from the recipient or
a predetermined payment schedule.

“Amount received for trade-in’’ of an item
of equipment traded in for replacement
equipment means the amount that would
have been paid for the replacement equip-
ment without a trade-in, minus the amount
paid with the trade-in. The term refers to
the actual difference, not necessarily the
trade-in value, shown on an invoice. For ex-
ample, suppose that a recipient can buy a
new machine for $5,000 in cash. The recipient
actually buys this machine by trading in a
used machine and paying $3,000 in cash. In
this case, the amount received for trade-in
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would be $2,000 ($5,000 minus $3,000) regard-
less of the trade-in allowance shown on the
invoice.

“Approved budget” means a budget (in-
cluding any revised budget) which has been
approved in writing by the awarding agency.
(See the definition of ““budget.”’)

““Audiovisual’”” means a product containing
visual imagery or sound or both. Examples of
audiovisuals are motion pictures, live or
prerecorded radio or television programs,
slide shows, filmstrips, audio recordings, and
multimedia presentations.

“Awarding agency” means (1) for grants
and cooperative agreements, the USDA agen-
cy making the award, and (2) for subgrants,
the recipient.

“Bid guarantee” means a firm commit-
ment such as a bid bond, certified check, or
other negotiable instrument, accompanying
a bid as assurance that the bidder will, if its
bid is accepted, execute the required con-
tractual documents within the time speci-
fied.

“Budget’” means the recipient’s financial
expenditure plan approved by the awarding
agency to carry out the purposes of the Fed-
erally-supported project. The budget is com-
prised of both the Federal share and any
non-Federal share of such plan and any sub-
sequent authorized rebudgeting of funds.

For those programs that do not involve
Federal approval of the non-Federal share of
costs, such as research grants, the term
“budget’” means the financial expenditure
plan approved by the awarding agency in-
cluding any subsequent authorized rebudg-
eting of funds, for the use of Federal funds
only. Any expenditures charged to an ap-
proved budget consisting of Federal and non-
Federal shares are deemed to be supported
by the grant in the same proportion as the
percentage of Federal/non-Federal participa-
tion in the overall budget.

“Budget period” means the period speci-
fied in the grant or cooperative agreement
during which Federal funds awarded are au-
thorized to be expended, obligated, or firmly
committed by the recipient for the purposes
specified in the agreement.

““Closeout’ of a grant or cooperative agree-
ment means the process by which an award-
ing agency determines that all applicable ad-
ministrative actions and all required work of
the grant or cooperative agreement have
been completed by the recipient and the
awarding agency.

“Consultant’ means a person who gives
advice or services for a fee, but not as an em-
ployee. The term includes guest speakers
when not acting as employees of the party
that engages them. Note that in unusual
cases it is possible for a person to be both an
employee and a consultant at the same time.
(See §3015.201.)

“Contract’” means a procurement contract
awarded under a grant, cooperative agree-
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ment, or subgrant; and ‘‘subcontract’”’ means
a procurement subcontract under such a con-
tract. Procurement contracts and sub-
contracts are ones which place the parties in
a buyer-seller relationship, regardless of the
label used by the parties to describe the rela-
tionship (e.g., purchase-of-service agree-
ment). The terms ‘‘contract” and ‘‘sub-
contract”” do not include any agreements be-
tween organizational components of the
same legal entity, even if one of the compo-
nents provides property or services to or for
the other. (See definitions of ‘‘subgrant,”
‘‘cost-type contract,” and ‘“‘fixed price con-
tract.”)

““Cost-sharing’” and ‘“‘matching’ each mean
the value of third party in-kind contribu-
tions plus that portion of the allowable costs
of recipients not supported by the Federal
Government. (The terms ‘“‘cost-sharing’ and
“matching,” in this part, are synonymous.)

““Cost-type contract’” means a contract or
subcontract in which the contractor or sub-
contractor is paid on the basis of the costs it
incurs. The term includes cost-plus-fixed-fee
contracts and subcontracts. (However, the
term does not include any subcontracts
under a ‘““fixed-price contract.”’)

“Discretionary’”’ grants and cooperative
agreements are ones which a Federal statute
authorizes but does not require USDA to
award.

“Equipment” means an article of tangible
personal property that has a useful life of
more than two years and acquisition cost of
$500 or more. Any recipient may use its own
definition of equipment if its definition
would at least include all items of equipment
as defined here.

“Expenditure report’” means (1) for non-
construction awards, the ‘““Financial Status
Report’ (or other equivalent report); (2) for
construction awards, the “Outlay Report and
Request for Reimbursement for Construction
Programs’’ (or other equivalent report).

“Federal funds authorized” means the
total amount of Federal funds obligated by
the Federal Government for use by the re-
cipient. This amount is a limit on the total
amount of money that the recipient is enti-
tled to receive from the Federal Government
as a result of the award. In addition to this
limit, there are other limits. Refer to
§3015.202 for a summary of these.

“Federally recognized Indian Tribal gov-
ernment’” means the governing body or a
governmental agency of any Indian tribe,
band, nation, or other organized group or
community (including any Native village as
defined in section 3 of the Alaska Native
Claims Settlement Act, 85 Stat. 688) certified
by the Secretary of the Interior as eligible
for the special programs and services pro-
vided by him or her through the Bureau of
Indian Affairs.

“Fidelity bond” means a bond indem-
nifying the recipient against losses resulting
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from the fraud or lack of integrity, honesty
or fidelity of one or more employees, officers
or other persons holding a position of trust.

“Fixed-price contract’” means any contract
except a cost-type contract. The term in-
cludes firm-fixed price contracts. It also in-
cludes contracts under which the contractor
is paid at a fixed rate per unit of service or
unit of labor time. (See the definitions of
““‘contract” and ‘‘cost-type contract.”’)

“General program income’ means all pro-
gram income except the special categories
treated in §§3015.43 through 3015.46. The term
‘“‘general program income” is limited to
amounts that accrue to a recipient of grant
or cooperative agreement during the period
of Federally assisted support, or to a sub-
recipient during the period of sub-award sup-
port.

“Local government’”” means a local unit of
government including specifically, a county,
municipality, city, town, township, local
public authority, school district, special dis-
trict, intra-state district, council of govern-
ments (whether or not incorporated as a non-
profit corporation under State law), sponsor
or sponsoring local organization of a water-
shed project (as defined in 7 CFR 620.2, 40 FR
12472, March 19, 1974), any other regional or
interstate government entity, or any agency
or instrumentality of a local government.

“Mandatory’’ or ‘“formula’ grants and co-
operative agreements are ones which a Fed-
eral statute requires USDA to award if the
applicant meets specified conditions.

““Non-Federal grant’”” means an award of fi-
nancial assistance in the form of money
which includes no Federal funds, and for
which the recipient must account to the
donor on an actual cost basis. The term does
not include any award that would be ex-
cluded from the definitions of ‘“‘grant’” and
‘‘cooperative agreement’’ if it were made by
the Federal government.

““Obligations”” means the amounts of or-
ders placed, contracts and subgrants award-
ed, services received, and similar trans-
actions during a given period, which will re-
quire payment during the same or future pe-
riod.

“O&F’’ means the Office of Operations and
Finance, which is an organizational compo-
nent in USDA reporting to the Assistant
Secretary for Administration.

““OMB” means the Office of Management
and Budget in the Executive Office of the
President.

“Outlays’” means charges made to the
grant project or program. Outlays may be re-
ported on a cash or accrual basis.

“Payment bond”” means a bond executed in
connection with a contract, to assure pay-
ment as required by law of all persons sup-
plying labor and materials in the execution
of the work provided in the contract.

“‘Percentage-of-completion method’’ refers
to a system under which payments are made
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for construction work according to the per-
centage of completion of the work, instead of
the recipient’s rate of disbursements.

“Performance bond” means a bond exe-
cuted in connection with a contract to se-
cure fulfillment of all the contractor’s obli-
gations under the contract.

“Personal property”” means property of
any kind except real property. It may be tan-
gible—having physical existence, or intan-
gible—having no physical existence, such as
patents, inventions, and copyrights.

“Production of an audiovisual’’ means any
of the steps that lead to a finished audio-
visual, including design, layout, script-writ-
ing, filming, editing, fabrication, sound re-
cording, or taping. The term does not include
the placing of captions for the hearing im-
paired on films or videotapes not originally
produced for use with the hearing impaired.

“Program income’ means gross income
earned by a recipient from activities sup-
ported by a grant or cooperative agreement.
(See definition of ‘“‘supported by a grant or
cooperative agreement.”’) It includes but is
not limited to income in the form of fees for
services performed during the life of the
grant, cooperative agreement, or subgrant,
proceeds from sale of tangible personal or
real property, usage or rental fees, and pat-
ent or copyright royalties. If income meets
this definition, it shall be considered pro-
gram income regardless of the method used
to calculate the amount paid to the recipient
whether, for example, by a cost-reimburse-
ment method or fixed price arrangement.
Nor will the income’s classification as pro-
gram income be affected by the fact that the
recipient earns it from a procurement con-
tract awarded to the recipient (1) by the Fed-
eral government or (2) by another recipient
acting under another Federal grant, coopera-
tive agreement, or subgrant.

The following are not considered program in-
come:

(1) ““Revenues’’ raised by a government re-
cipient under its governing powers, such as
taxes, special assessments, levies, and fines.
(However, the receipt and expenditure of
these revenues shall be recorded as a part of
the transactions of the Federally-assisted
project or program when the revenues are
specifically earmarked for the project in ac-
cordance with the terms of the grant, coop-
erative agreement, or subgrant.)

(2) Tuition and related fees received by an
institution of higher education for a regu-
larly offered course taught by an employee
performing under a grant, cooperative agree-
ment, or subgrant.

(3) Income earned by contractors or sub-
contractors.

(4) Internal reimbursements or transfers of
funds between organizational components of
the same legal entity (e.g., between agencies
of the same government).

(5) Third party in-kind contributions.
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(6) Gifts or financial assistance from an-
other source, such as (i) a non-Federal grant,
(ii) another Federal grant, and (iii) chari-
table contributions (whether or not for a re-
stricted purpose), and

(7) Interest or other investment income
earned from investing advances of Federal
cash. (This kind of income is treated in
§3015.46.)

“Project period’” means the total time for
which the recipient’s project or program is
approved for support including any exten-
sions. Project periods may consist of one or
more budget periods.

“Publication”” means a published book, pe-
riodical, pamphlet, brochure, flier, or similar
item. It does not include any audiovisuals.

““Real property’” means land, land improve-
ments, structures, and things attached to
them so as to become a part of them. Mov-
able machinery and other kinds of equip-
ment are not real property. If a question
comes up about whether certain property
should be classified as real property, the law
of the State or foreign country in which the
property is located governs.

““Recipient’”” means a State or local govern-
ment, Federally recognized Indian Tribe,
university, non-profit, for profit, or other or-
ganization that is a recipient of grants or co-
operative agreements from a USDA agency.

“Replacement equipment’” means property
acquired to take the place of other equip-
ment. To qualify as replacement equipment,
it must serve the same function as the equip-
ment replaced and must be of the same na-
ture or character, although not necessarily
the same model, grade, or quality.

‘“‘State’” means any of the several States of
the United States, the District of Columbia,
the Commonwealth of Puerto Rico, any ter-
ritory, possession, or trust territory of the
United States, or any agency or instrumen-
tality of a State. The term does not include
local governments.

““Subgrant’”” means an award of money, or
property instead of money, which:

(1) Is made under a grant or cooperative
agreement by the recipient of the grant or
cooperative agreement; and

(2) Is made principally to accomplish a
purpose of support of stimulation rather
than to establish a buyer-seller relationship
between the two parties.

Any award which meets that definition is a
subgrant even if the parties to the award use
some other label such as ‘‘grant,” ‘“‘agree-
ment,” ‘‘cooperative agreement,” ‘‘con-
tract,” ‘“‘allotment,” or ‘‘delegation agree-
ment.” Also, if the award meets that defini-
tion, it is a subgrant whether or not the
awarding agency is expected to be substan-
tially involved in its performance. However,
the term ‘“‘subgrant’ does not include any
type of assistance which is excluded from the
definitions of ‘“‘grant” and ‘‘cooperative
agreement’”’ by Section I(c) of this Appendix.
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“Supplies” means all tangible personal
property other than equipment.

“Supported by a grant or cooperative
agreement,” as applied to a cost or an activ-
ity, means that the cost or the cost of the
activity is entirely or partly (1) treated as a
direct cost under a grant, cooperative agree-
ment, subgrant, or cost-type contract, and
(2) either supported by Federal funds or
counted towards a Federal cost-sharing or
matching requirement.

““Suspension’” of an award means tem-
porary withdrawal of the recipient’s author-
ity to obligate the funds awarded pending
corrective action by the recipient or a deci-
sion to terminate the award.

“Termination”” of an award means perma-
nent withdrawal of the recipient’s authority
to obligate previously awarded funds before
that authority would otherwise expire. It
also means the voluntary relinquishment of
that authority by the recipient.

“Termination’ does not include:

(a) Withdrawal of the unobligated balance
upon expiration of award;

(b) Refusal by the awarding agency to ex-
tend an award or to award additional funds
(such as refusal to make a competing or non-
competing continuation, renewal, extension,
or supplemental award);

(¢) Annulment, i.e., voiding of an award
upon determination that the award was ob-
tained fraudulently or was otherwise illegal
or invalid from inception;

(d) Withdrawal of surplus Federal funds
from a discretionary grant or any analogous
withdrawal of funds by a recipient from a
subrecipient; or

(e) Withdrawal from a mandatory or for-
mula grant of surplus Federal funds author-
ized which the recipient will not obligate
during the fiscal year, or any analogous
withdrawal of funds by a recipient from a
subrecipient.

“Terms’” of a grant, cooperative agree-
ment, subgrant, or contract means all rights
and duties created by the award, whether
stated in statute, this part or other regula-
tions, the award document itself, or any
other document.

“Third party’” means, with respect to a
grant or cooperative agreement, any entity
except (1) the Federal government, (2) the re-
cipient of the cooperative agreement, and (3)
subrecipients under that grant or coopera-
tive agreement. Note that contractors of re-
cipients are third parties under this defini-
tion, although subrecipients are not.

“Third party in-kind contributions’ means
property or services benefiting the federally
assisted project or program which are con-
tributed by third parties without charge.
Note that the term does not include any
costs incurred by the recipient or sub-
recipient.

“Unliquidated obligations,”” means, for fi-
nancial reports prepared on a cash basis, the
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amount of obligations incurred by the recipi-
ent that has not been paid. For reports pre-
pared on an accrued expenditure basis, they
are the amount of obligations incurred by
the recipient for which an outlay has not
been recorded.

““Unobligated balance’ is the portion of
Federal funds authorized which has not been
obligated by the recipient. It is calculated by
subtracting the Federal share of the recipi-
ent’s cumulative obligations from the cumu-
lative Federal funds authorized.

APPENDIX B TO PART 3015—OMB CIR-
CULAR A-128, ““AUDITS OF STATE AND
LOCAL GOVERNMENTS”’

EXECUTIVE OFFICE OF THE PRESIDENT
Office of Management and Budget
Circular No. A-128

April 12, 1984

To the Heads of Executive Departments and
Establishments.

Subject: Audits of State and Local Govern-
ments.

1. Purpose. This Circular is issued pursuant
to the Single Audit Act of 1984, Pub. L. 98-
502. It establishes audit requirements for
State and local governments that receive
Federal aid, and defines Federal responsibil-
ities for implementing and monitoring those
requirements.

2. Supersession. The Circular supersedes At-
tachment P, ““Audit Requirements,” of Cir-
cular A-102, ‘““Uniform requirements for
grants to State and local governments.”’

3. Background. The Single Audit Act builds
upon earlier efforts to improve audits of Fed-
eral aid programs. The Act requires State or
local governments that receive $100,000 or
more a year in Federal funds to have an
audit made for that year. Section 7505 of the
Act requires the Director of the Office of
Management and Budget to prescribe poli-
cies, procedures and guidelines to implement
the Act. It specifies that the Director shall
designate ‘‘cognizant’” Federal agencies, de-
termine criteria for making appropriate
charges to Federal programs for the cost of
audits, and provide procedures to assure that
small firms or firms owned and controlled by
disadvantaged individuals have the oppor-
tunity to participate in contracts for single
audits.

4. Policy. The Single Audit Act requires the
following:

a. State or local governments that receive
$100,000 or more a year in Federal financial
assistance shall have an audit made in ac-
cordance with this Circular.

b. State or local governments that receive
between $25,000 and $100,000 a year shall have
an audit made in accordance with this Cir-
cular, or in accordance with Federal laws
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and regulations governing the programs they
participate in.

c. State or local governments that receive
less than $25,000 a year shall be exempt from
compliance with the Act and other Federal
audit requirements. These State and local
governments shall be governed by audit re-
quirements prescribed by State or local law
or regulation.

d. Nothing in this paragraph exempts State
or local governments from maintaining
records of Federal financial assistance or
from providing access to such records to Fed-
eral agencies, as provided for in Federal law
or in Circular A-102, ““Uniform requirements
for grants to State or local governments.”

5. Definitions. For the purposes of this Cir-
cular the following definitions from the Sin-
gle Audit Act apply:

a. Cognizant agency means the Federal
agency assigned by the Office of Manage-
ment and Budget to carry out the respon-
sibilities described in paragraph 11 of this
Circular.

b. Federal financial assistance means assist-
ance provided by a Federal agency in the
form of grants, contracts, cooperative agree-
ments, loans, loan guarantees, property, in-
terest subsidies, insurance, or direct appro-
priations, but does not include direct Federal
cash assistance to individuals. It includes
awards received directly from Federal agen-
cies, or indirectly through other units of
State and local governments.

c. Federal agency has the same meaning as
the term ‘agency’ in section 551(1) of Title 5,
United States Code.

d. Generally accepted accounting principles
has the meaning specified in the generally
accepted government auditing standards.

e. Generally accepted government auditing
standards means the Standards For Audit of
Government Organizations, Programs, Activi-
ties, and Functions, developed by the Comp-
troller General, dated February 27, 1981.

f. Independent auditor means:

(1) A State or local government auditor
who meets the independence standards speci-
fied in generally accepted government audit-
ing standards; or

(2) A public accountant who meets such
independence standards.

g. Internal controls means the plan of orga-
nization and methods and procedures adopt-
ed by management to ensure that:

(1) Resource use is consistent with laws,
regulations, and policies;

(2) Resources are safeguarded against
waste, loss, and misuse; and

(3) Reliable data are obtained, maintained,
and fairly disclosed in reports.

h. Indian tribe means any Indian tribe,
band, nations, or other organized group or
community, including any Alaskan Native
village or regional or village corporations (as
defined in, or established under, the Alaskan

143



Pt. 3015, App. B

Native Claims Settlement Act) that is recog-
nized by the United States as eligible for the
special programs and services provided by
the United States to Indians because of their
status as Indians.

i. Local government means any unit of local
government within a State, including a
county, a borough, municipalitity, city,
town, township, parish, local public author-
ity, special district, school district, intra-
state district, council of governments, and
any other instrumentality of local govern-
ment.

j. Major Federal Assistance Program, as de-
fined by Pub. L 98-502, is described in the At-
tachment to this Circular.

K. Public accountants means those individ-
uals who meet the qualification standards
included in generally accepted government
auditing standards for personnel performing
government audits.

I. State means any State of the United
States, the District of Columbia, the Com-
monwealth of Puerto Rico, the Virgin Is-
lands, Guam American Samoa, the Common-
wealth of the Northern Mariana Islands, and
the Trust Territory of the Pacific Islands,
any instrumentality thereof, and any multi-
State, regional, or interstate entity that has
governmental functions and any Indian
tribe.

m. Subrecipient means any person or gov-
ernment department, agency, or establish-
ment that receives Federal financial assist-
ance to carry out a program through a State
or local government, but does not include an
individual that is a beneficiary of such a pro-
gram. A subrecipient may also be a direct re-
cipient of Federal financial assistance.

6. Scope of audit. The Single Audit Act pro-
vides that:

a. The audit shall be made by an inde-
pendent auditor in accordance with gen-
erally accepted government auditing stand-
ards covering financial and compliance au-
dits.

b. The audit shall cover the entire oper-
ations of a State or local government or, at
the option of that government, it may cover
departments, agencies or establishments
that received, expended, or otherwise admin-
istered Federal financial assistance during
the year. However, if a State or local govern-
ment receives $25,000 or more in General
Revenue Sharing Funds in a fiscal year, it
shall have an audit of its entire operations.
A series of audits of individual departments,
agencies, and establishments for the same
fiscal year may be considered a single audit.

c. Public hospitals and public colleges and
universities may be excluded from State and
local audits and the requirements of this Cir-
cular. However, if such entities are excluded,
audits of these entities shall be made in ac-
cordance with statutory requirements and
the provisions of Circular A-110, Uniform re-
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quirements for grants to universities, hospitals,
and other nonprofit organizations.

d. The auditor shall determine whether:

(1) The financial statements of the govern-
ment, department, agency or establishment
present fairly its financial position and the
results of its financial operations in accord-
ance with generally accepted accounting
principles;

(2) The organization has internal account-
ing and other control systems to provide rea-
sonable assurance that it is managing Fed-
eral financial assistance programs in compli-
ance with applicable laws and regulations;
and

(3) The organization has complied with
laws and regulations that may have material
effect on its financial statements and on
each major Federal assistance program.

7. Frequency of audit. Audits shall be made
annually unless the State or local govern-
ment has, by January 1, 1987, a constitu-
tional or statutory requirement for less fre-
quent audits. For those governments, the
cognizant agency shall permit biennial au-
dits, covering both years, if the government
so requests. It shall also honor requests for
biennial audits by governments that have an
administrative policy calling for audits less
frequent than annual, but only for fiscal
years beginning before January 1, 1987.

8. Internal control and compliance reviews.
The Single Audit Act requires that the inde-
pendent auditor determine and report on
whether the organization has internal con-
trol systems to provide reasonable assurance
that it is managing Federal assistance pro-
grams in compliance with applicable laws
and regulations.

a. Internal control review. In order to pro-
vide this assurance the auditor must make a
study and evaluation of internal control sys-
tems used in administering Federal assist-
ance programs. The study and evaluation
must be made whether or not the auditor in-
tends to place reliance on such systems. As
part of this review, the auditor shall:

(1) Test whether these internal control sys-
tems are functioning in accordance with pre-
scribed procedures.

(2) Examine the recipient’s system for
monitoring subrecipients and obtaining and
acting on subrecipient audit reports.

b. Compliance review. The law also requires
the auditor to determine whether the organi-
zation has complied with laws and regula-
tions that may have a material effect on
each major Federal assistance program.

(1) In order to determine which major pro-
grams are to be tested for compliance, State
and local governments shall identify in their
accounts all Federal funds received and ex-
pended and the programs under which they
were received. This shall include funds re-
ceived directly from Federal agencies and
through other State and local governments.
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(2) The review must include the selection
and testing of a representative number of
charges from each major Federal assistance
program. The selection and testing of trans-
actions shall be based on the auditor’s pro-
fessional judgment considering such factors
as the amount of expenditures for the pro-
gram and the individual awards; the newness
of the program or changes in its conditions;
prior experience with the program, particu-
larly as revealed in audits and other evalua-
tions (e.g., inspections, program reviews);
the extent to which the program is carried
out through subrecipients; the extent to
which the program contracts for goods or
services; the level to which the program is
already subject to program reviews of other
forms of independent oversight; the ade-
quacy of the controls for ensuring compli-
ance; the expectation of adherence or lack of
adherence to the applicable laws and regula-
tions; and the potential impact of adverse
findings.

(a) In making the test of transactions, the
auditor shall determine whether:

—The amounts reported as expenditures
were for allowable services, and

—The records show that those who received
services or benefits were eligible to re-
ceive them.

(b) In addition to transaction testing, the
auditor shall determine whether:

—Matching requirements, levels of effort and
earmarking limitations were met,

—Federal financial reports and claims for
advances and reimbursements contain in-
formation that is supported by the books
and records from which the basic finan-
cial statements have been prepared, and

—Amounts claimed or used for matching
were determined in accordance with OMB
Circular A-87, ““Cost principles for State
and local governments,”” and Attachment
F of Circular A-102, “Uniform require-
ments for grants to State and local gov-
ernments.”’

(c) The principal compliance requirements
of the largest Federal aid programs may be
ascertained by referring to the Compliance
Supplement for Single Audits of State and Local
Governments, issued by OMB and available
from the Government Printing Office. For
those programs not covered in the Compli-
ance Supplement, the auditor may ascertain
compliance requirements by researching the
statutes, regulations, and agreements gov-
erning individual programs.

(3) Transactions related to other Federal
assistance programs that are selected in con-
nection with examinations of financial state-
ments and evaluations of internal controls
shall be tested for compliance with Federal
laws and regulations that apply to such
transactions.

9. Subrecipients. State or local governments
that receive Federal financial assistance and
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provide $25,000 or more of it in a fiscal year
to a subrecipient shall:

a. Determine whether State or local sub-
recipients have met the audit requirements
of this Circular and whether subrecipients
covered by Circular A-110, “Uniform require-
ments for grants to universities, hospitals,
and other nonprofit organizations,” have
met that requirement;

b. Determine whether the subrecipient
spent Federal assistance funds provided in
accordance with applicable laws and regula-
tions. This may be accomplished by review-
ing an audit of the subrecipient made in ac-
cordance with this Circular, Circular A-110,
or through other means (e.g., program re-
views) if the subrecipient has not yet had
such an audit;

c. Ensure that appropriate corrective ac-
tion is taken within six months after receipt
of the audit report in instances of non-
compliance with Federal laws and regula-
tions;

d. Consider whether subrecipient audits ne-
cessitate adjustment of the recipient’s own
records; and

e. Require each subrecipient to permit
independent auditors to have access to the
records and financial statements as nec-
essary to comply with this Circular.

10. Relation to other audit requirements. The
Single Audit Act provides that an audit
made in accordance with this Circular shall
be in lieu of any financial or financial com-
pliance audit required under individual Fed-
eral assistance programs. To the extent that
a single audit provides Federal agencies with
information and assurances they need to
carry out their overall responsibilities, they
shall rely upon and use such information.
However, a Federal agency shall make any
additional audits which are necessary to
carry out its responsibilities under Federal
law and regulation. Any additional Federal
audit effort shall be planned and carried out
in such a way as to avoid duplication.

a. The provisions of this Circular do not
limit the authority of Federal agencies to
make, or contract for audits and evaluations
of Federal financial assistance programs, nor
do they limit the authority of any Federal
agency Inspector General or other Federal
audit official.

b. The provisions of this Circular do not
authorize any State or local government or
subrecipient thereof to constrain Federal
agencies, in any manner, from carrying out
additional audits.

c. A Federal agency that makes or con-
tracts for audits in addition to the audits
made by recipients pursuant to this Circular
shall, consistent with other applicable laws
and regulations, arrange for funding the cost
of such additional audits. Such additional
audits include economy and efficiency au-
dits, program results audits, and program
evaluations.
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11. Cognizant agency responsibilities. The
Single Audit Act provides for cognizant Fed-
eral agencies to oversee the implementation
of this Circular.

a. The Office of Management and Budget
will assign cognizant agencies for States and
their subdivisions and larger local govern-
ments and their subdivisions. Other Federal
agencies may participate with an assigned
cognizant agency, in order to fulfill the cog-
nizance responsibilities. Smaller govern-
ments not assigned a cognizant agency will
be under the general oversight of the Federal
agency that provides them the most funds
whether directly or indirectly.

b. A cognizant agency shall have the fol-
lowing responsibilities:

(1) Ensure that audits are made and re-
ports are received in a timely manner and in
accordance with the requirements of this
Circular.

(2) Provide technical advice and liaison to
State and local governments and inde-
pendent auditors.

(3) Obtain or make quality control reviews
of selected audits made by non-Federal audit
organizations, and provide the results, when
appropriate, to other interested organiza-
tions.

(4) Promptly inform other affected Federal
agencies and appropriate Federal law en-
forcement officials of any reported illegal
acts or irregularities. They should also in-
form State or local law enforcement and
prosecuting authorities, if not advised by the
recipient, of any violation of law within
their jurisdiction.

(5) Advise the recipient of audits that have
been found not to have met the requirements
set forth in this Circular. In such instances,
the recipient will be expected to work with
the auditor to take corrective action. If cor-
rective action is not taken, the cognizant
agency shall notify the recipient and Federal
awarding agencies of the facts and make rec-
ommendations for followup action. Major in-
adequacies or repetitive substandard per-
formance of independent auditors shall be re-
ferred to appropriate professional bodies for
disciplinary action.

(6) Coordinate, to the extent practicable,
audits made by or for Federal agencies that
are in addition to the audits made pursuant
to this Circular; so that the additional au-
dits build upon such audits.

(7) Oversee the resolution of audit findings
that affect the programs of more than one
agency.

12. lllegal acts or irregularities. If the auditor
becomes aware of illegal acts or other irreg-
ularities, prompt notice shall be given to re-
cipient management officials above the level
of involvement. (See also paragraph 13(a)(3)
below for the auditor’s reporting responsibil-
ities.) The recipient, in turn, shall promptly
notify the cognizant agency of the illegal
acts or irregularities and of proposed and ac-
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tual actions, if any. lllegal acts and irreg-

ularities include such matters as conflicts of

interest, falsification of records or reports,
and misappropriations of funds or other as-
sets.

13. Audit Reports. Audit reports must be
prepared at the completion of the audit. Re-
ports serve many needs of State and local
governments as well as meeting the require-
ments of the Single Audit Act.

a. The audit report shall state that the
audit was made in accordance with the pro-
visions of this Circular. The report shall be
made up of at least:

(1) The auditor’s report on financial state-
ments and on a schedule of Federal assist-
ance; the financial statements; and a sched-
ule of Federal assistance, showing the total
expenditures for each Federal assistance pro-
gram as identified in the Catalog of Federal
Domestic Assistance. Federal programs or
grants that have not been assigned a catalog
number shall be identified under the caption
‘‘other Federal assistance.”

(2) The auditor’s report on the study and
evaluation of internal control systems must
identify the organization’s significant inter-
nal accounting controls, and those controls
designed to provide reasonable assurance
that Federal programs are being managed in
compliance with laws and regulations. It
must also identify the controls that were
evaluated, the controls that were not evalu-
ated, and the material weaknesses identified
as a result of the evaluation.

(3) The auditor’s report on compliance con-
taining:

—A statement of positive assurance with re-
spect to those items tested for compli-
ance, including compliance with law and
regulations pertaining to financial re-
ports and claims for advances and reim-

bursements;

—Negative assurance on those items not
tested;

—A summary of all instances of noncompli-
ance; and

—An identification of total amounts ques-
tioned, if any, for each Federal assist-
ance award, as a result of noncompli-
ance.

b. The three parts of the audit report may
be bound into a single report, or presented at
the same time as separate documents.

c. All fraud abuse, or illegal acts or indica-
tions of such acts, including all questioned
costs found as the result of these acts that
auditors become aware of, should normally
be covered in a separate written report sub-
mitted in accordance with paragraph 13f.

d. In addition to the audit report, the re-
cipient shall provide comments on the find-
ings and recommendations in the report, in-
cluding a plan for corrective action taken or
planned and comments on the status of cor-
rective action taken on prior findings. If cor-
rective action is not necessary, a statement
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describing the reason it is not should accom-
pany the audit report.

e. The reports shall be made available by
the State or local government for public in-
spection within 30 days after the completion
of the audit.

f. In accordance with generally accepted
government audit standards, reports shall be
submitted by the auditor to the organization
audited and to those requiring or arranging
for the audit. In addition, the recipient shall
submit copies of the reports to each Federal
department or agency that provided Federal
assistance funds to the recipient. Subrecipi-
ents shall submit copies to recipients that
provided them Federal assistance funds. The
reports shall be sent within 30 days after the
completion of the audit, but no later than
one year after the end of the audit period un-
less a longer period is agreed to with the cog-
nizant agency.

g. Recipients of more than $100,000 in Fed-
eral funds shall submit one copy of the audit
report within 30 days after issuance to a cen-
tral clearinghouse to be designated by the
Office of Management and Budget. The clear-
inghouse will keep completed audits on file
and follow up with State and local govern-
ments that have not submitted required
audit reports.

h. Recipients shall keep audit reports on
file for three years from their issuance.

14. Audit Resolution. As provided in para-
graph 11, the cognizant agency shall be re-
sponsible for monitoring the resolution of
audit findings that affect the programs of
more than one Federal agency. Resolution of
findings that relate to the programs of a sin-
gle Federal agency will be the responsibility
of the recipient and that agency. Alternate
arrangements may be made on case-by-case
basis by a case-by-case basis by agreement
among the agenices concerned.

Resolution shall be made within six
months after receipt of the report by the
Federal departments and agencies. Correc-
tive action should proceed as rapidly as pos-
sible.

15. Audit workpapers and reports.
Workpapers and reports shall be retained for
a minimum of three years from the date of
the audit report, unless the auditor is noti-
fied in writing by the cognizant agency to
extend the retention period. Audit
workpapers shall be made available upon re-
quest to the cognizant agency or its designee
or the General Accounting Office, at the
completion of the audit.

16. Audit Costs. The cost of audits made in
accordance with the provisions of this Cir-
cular are allowable charges to Federal as-
sistance programs.

a. The charges may be considered a direct
cost or an allocated indirect cost, deter-
mined in accordance with the provision of
Circular A-87, ““Cost principles for State and
local governments.”’
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b. Generally, the percentage of costs
charged to Federal assistance programs for a
single audit shall not exceed the percentage
that Federal funds expended represent of
total funds expended by the recipient during
the fiscal year. The percentage may be ex-
ceeded, however, if appropriate documenta-
tion demonstrates higher actual cost.

17. Sanctions. The Single Audit Act pro-
vides that no cost may be charged to Federal
assistance programs for audits required by
the Act that are not made in accordance
with this Circular. In cases of continued in-
ability or unwillingness to have a proper
audit, Federal agencies must consider other
appropropriate sanctions including:

—Withholding a percentage of assistance
payments until the audit is completed
satisfactorily,

—Withholding or disallowing overhead costs,
and

—Suspending the Federal assistance agree-
ment until the audit is made.

18. Auditor Selection. In arranging for audit
services State and local governments shall
follow the procurement standards prescribed
by Attachment O of Circular A-102, ‘“‘Uni-
form requirements for grants to State and
local governments.”” The standards provide
that while recipients are encouraged to enter
into intergovernmental agreements for audit
and other services, analysis should be made
to determine whether it would be more eco-
nomical to purchase the services from pri-
vate firms. In instances where use of such
intergovernmental agreements are required
by State statutes (e.g., audit services) these
statutes will take precedence.

19. Small and Minority Audit Firms. Small
audit firms and audit firms owned and con-
trolled by socially and economically dis-
advantaged individuals shall have the max-
imum practicable opportunity to participate
in contracts awarded to fulfill the require-
ments of this Circular. Recipients of Federal
assistance shall take the following steps to
further this goal:

a. Assure that small audit firms and audit
firms owned and controlled by socially and
economically disadvantaged individuals are
used to the fullest extent practicable.

b. Make information on forthcoming op-
portunities available and arrange time-
frames for the audit so as to encourage and
facilitate participation by small audit firms
and audit firms owned and controlled by so-
cially and economically disadvantaged indi-
viduals.

c. Consider in the contract process whether
firms competing for large audits intend to
subcontract with small audit firms and audit
firms owned and controlled by socially and
economically disadvantaged individuals.

d. Encourage contracting with small audit
firms or audit firms owned and controlled by
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socially and economically disadvantaged in-
dividuals which have traditionally audited
government programs and, in such cases
where this is not possible, assure that these
firms are given consideration for audit sub-
contracting opportunities.

e. Encourage contracting with consortiums
of small audit firms as described in para-
graph (a) above when a contract is too large
for an individual small audit firm or audit
firm owned and controlled by socially and
economically disadvantaged individuals.

f. Use the services and assistance, as appro-
priate, of such organizations as the Small
Business Administration in the solicitation
and utilization of small audit firms or audit
firms owned and controlled by socially and
economically disadvantaged individuals.

20. Reporting. Each Federal agency will re-
port to the Director of OMB on or before
March 1, 1987, and annually thereafter on the
effectiveness of State and local governments
in carrying out the provisions of this Cir-
cular. The report must identify each State or
local government or Indian tribe that, in the
opinion of the agency, is failing to comply
with the Circular.

21. Regulations. Each Federal agency shall
include the provisions of this Circular in its
regulations implementing the Single Audit
Act.

22. Effective date. This Circular is effective
upon publication and shall apply to fiscal
years of State and local governments that
begin after December 31, 1984. Earlier imple-
mentation is encouraged. However, until it is
implemented, the audit provisions of Attach-
ment P to Circular A-102 shall continue to be
observed.

23. Inquiries. All questions or inquiries
should be addressed to Financial Manage-
ment Division, Office of Management and
Budget, telephone number 202/395-3993.

24. Sunset review date. This Circular shall
have an independent policy review to ascer-
tain its effectiveness three years from the
date of issuance.

David A. Stockman,
Director.

Definition of Major Program as Provided in
Pub. L. 98-502

“Major Federal Assistance Program,” for
State and local governments having Federal
assistance expenditures between $100,000 and
$100,000,000, means any program for which
Federal expenditures during the applicable
year exceed the larger of $300,000, or 3 per-
cent of such total expenditures.

Where total expenditures of Federal assist-
ance exceed $100,000,000, the following cri-
teria apply:
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Total expenditures of Federal financial assist- Major fed-
ance for all programs eral assist-

ance pro-
gram means

any pro-

More than But less than gram that

exceeds
$100 million $1 billion .. $3 million
1 billion 2 billion 4 million
2 billion 3 billion 7 million
3 billion 4 billion 10 million
4 billion 5 billion 13 million
5 billion 6 billion 16 million
6 billion 7 billion ... 19 million
Over 7 billion ... 20 million

[50 FR 28763, July 16, 1985]
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