October 16, 2000
OMB BULLETIN NO. 01-02

TO THE HEADS, INSPECTORS GENERAL, AND CHIEF FINANCIAL OFFICERS OF
EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Audit Requirements for Federa Financid Statements

1. Purpose. ThisBulletin, which includes an Attachment and Appendices A through |, establishes
minimum requirements for audits of Federd financid gatements. The Bulletin isissued under the
authority of the Budget and Accounting Act of 1921, as amended, and the Budget and Accounting
Procedures Act of 1950, as amended. It implements the audit provisons of the Chief Financid
Officers (CFOs) Act of 1990 (P.L. 101-576), as amended, the Government Management Reform Act
(GMRA) of 1994 (P.L. 103-356), and the Federd Financiad Management Improvement Act of 1996
(P.L. 104-208). The requirements of this Bulletin are set forth in the Attachment.

2. Applicability. The provisons of the Bulletin apply to audits of financid statements of executive
departments and agencies and certain components of these agencies, listed in Appendices A and B,

repectively.

3. Effective Date. The provisons of this Bulletin are effective for audits of financia statements for fisca
years (FY's) ending on or after September 30, 2000. Audit reports shall be submitted to the agency
head in sufficient time to enable the agency head to meet the due date for submitting the audited
financid statement under GMRA, no later than March 1 following the end of thefisca year for which
the financid statements are prepared.

4. Inquiries. Further information concerning this Bulletin may be obtained by contacting the Office of
Management and Budget (OMB), Office of Federd Financid Management, Washington, DC 20503,
telephone (202) 395-3993.

5. Copies. Individua copies of this Bulletin may be obtained from the OMB webdte on the Internet at
http:/mww.whitehouse.gov/OM B/financid.

Jacob J. Lew
Director
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Significant Revisionsto OM B Bulletin No. 98-08,
" Audit Requirementsfor Federal Financial Statements,” as amended

Current Bulletin Reference
(OMB 98-08, as amended
reference, if different, in

Revision

Purpose of Revision

par entheses)

Paragraph 2 Replaced "federal accounting To reflect the American Institute of

(OMB 98-08 1112 and 5) standards" with "generally Certified Public Accountants
accepted accounting principles" (AICPA's) recognition of FASAB
(GAAP) inthe definitionsin standards as GAAP for Federal
paragraph 2 and removed former government entities. Auditors may
paragraph 5, which discussed the now express an opinion that the
prior hierarchy of accounting financial statements of a Federal
standards. Also made conforming government entity are in conformity
changes where applicable with GAAP, if they are prepared in
throughout the Bulletin. accordance with FASAB standards.

Paragraph 5 Added explicit guidance requiring To facilitate frequent and complete

(OMB 98-08 No reference - added
new paragraph)

open and timely communication
throughout the audit.

communication of audit matters
between Inspectors General
(auditors) and agency management.

Paragraph 6

Reorganized the subparagraphs
under paragraph 6.

For clarity and to reduce
redundancy.

Current - No reference-former
paragraph deleted
(OMB 98-08 16.a.(1)(c))

Deleted former paragraph 6.a.(1)(c).

This guidance became obsolete with
theissuance of Statement of
Federal Financial Accounting
Standards (SFFAS) No. 14,
“Amendmentsto Deferred
Maintenance Reporting,” which was
effective for periods beginning after
September 30, 1998, and which
changed the location of deferred
maintenance information from a note
to the principal statementsto
required supplementary information.

Current Paragraph 6.b.(2)(c)
(OMB 98-08 16.a.(5))

Changed treatment of social
insurance information from "other
accompanying information" to
required supplementary information
for audit purposes.

To revise the audit requirements for
social insurance information to
reflect SFFAS 17, " Accounting for
Socia Insurance," which is effective
for FY 2000 and beyond.

Current Paragraph 6.e.
(OMB 98-08 16.b)

Revised paragraph to emphasize
controlsrelating to intra-entity and
intra-governmental transactions
and balances.

Ensure controlsarein place and
operational relating to intra-entity
and intra-governmental transactions
and balances.




Significant Revisionsto OM B Bulletin No. 98-08,
" Audit Requirementsfor Federal Financial Statements,” as amended

Current Bulletin Reference
(OMB 98-08, as amended
reference, if different, in

Revision

Purpose of Revision

par entheses)

Current Paragraph 6.h. Deleted specific guidance on An interagency task forceis

(OMB 98-08 T6.2) testing Federal Financial revising implementation guidance
Management Improvement Act of for FFMIA, which will beissued asa
1996 ( FFMIA) requirements, separate document in the fall of
pending completion of revisionsto | 2000.
FFEMIA implementation guidance.

Current Paragraph 6.b.(1) Consider Management's To revise the audit requirements for

(OMB 98-08 16.f.) Discussion and Analysis(MD&A, | MD&A (Overview of Reporting
previously referred to as Overview | Entity) to reflect SFFAS No. 15,
of Reporting Entity) as required "Management's Discussion and
supplementary information. Analysis," whichiseffectivefor FY

2000 and beyond.
Current Paragraph 6.. Added guidance to auditorsto To recognize AAPC audit guidance.

(OMB 98-08 No reference -added
new paragraph)

consider audit guidance developed
by the Accounting and Auditing
Policy Committee (AAPC) and
issued by OMB.

Current Paragraphs 7.c.(1)(b) Revised reporting requirementsfor | To reflect the reporting based on the
(OMB 98-08 17.c.(1)(a) and MD&A and social insurance audit requirements for the
7.c.(D)(b) information. information required by the new
accounting standards effective for
FY 2000 and beyond.
Current Paragraph 8. Relocated discussion of legal To provide additional guidance on
(OMB 98-08 16.i.) lettersto Paragraph 8. Added the preparation of legal letters and
reguirement for management to to facilitate implementation of
prepare a schedulein a prescribed management's financial reporting
format to reflect how legal letter responsibility for litigation and
information was considered in the related audit coverage.
financial statements.
Appendix C Added specific provisions of To clarify that all provisions of the
general lawsto be tested. general laws listed in Appendix C
need not be tested.
Appendix D Removed FFMIA implementation Aninteragency task forceis

guidance from the Bulletin.

revising implementation guidance
for FFMIA, which will beissued asa
separate document in the fall of
2000.




Significant Revisionsto OM B Bulletin No. 98-08,
" Audit Requirementsfor Federal Financial Statements,” as amended

Current Bulletin Reference
(OMB 98-08, as amended
reference, if different, in
par entheses)

Revision

Purpose of Revision

Appendix E

Revised illustrative management
representation letter to include
specific reference to reconciliation
of intra-governmental transactions
with relevant trading partners.

To emphasize management's
responsibility for identifying intra-
governmental transactions and

bal ances and reconciling datawith
relevant trading partners.

AppendicesF & G

Revised illustrative auditor’s
reportsto reflect requirements of
Statement on Auditing Standards
(SAS) No. 87, “Restricting the Use
of an Auditor’s Report.”

To illustrate the requirements of
SAS No. 87 and clarify the auditor’s
responsibility for internal control
and compliance.

Appendix H
(OMB 98-08 No reference - added
new appendix)

Added new Appendix H, with three
distinct documents: illustrative
legal letter inquiry (H-1), illustrative
legdl letter response (H-2), and
format for management's schedule
of legal letter information (H-3).

To provide additional guidance on
the preparation of legal lettersto
conform with AU Section 337
requirements of the Codification of
Statement on Auditing Standards,
and to facilitate the collection of
data concerning litigation, claims,
and assessments for agency-wide
and government-wide reporting.

Appendix |
(OMB 98-08 Appendix H)

OPM’s Agreed Upon Procedures
(AUPs), formerly presentedin
Appendix H, have been re-
designated Appendix I. OPM’s
AUPs revised to reflect the use of
RITS datavs. datafrom Form 2812.

To reflect more widespread use of
electronic information.




OMB Bulletin No. 01-02 ATTACHMENT

AUDITS OF FEDERAL FINANCIAL STATEMENTS

1. BACKGROUND. The Government Management Reform Act (GMRA) of 1994 amended the
requirements of the Chief Financid Officers (CFOs) Act of 1990 by requiring, among other things, the
annud preparation and audit of organizationwide financiad statements of 24 executive departments and
agencies (Appendix A). The GMRA a0 requires audited financid statements of components of
executive departments and agencies designated by the Director of the Office of Management and
Budget (OMB), which are identified in Appendix B. In addition, the Federd Financid Management
Improvement Act (FFMIA) of 1996 requires, among other things, that the report on these audits Sate
whether the agency financid management systems comply substantialy with Federd financid
management systems requirements, applicable Federd accounting sandards, and the U.S. Government
Standard Generd Ledger at the transaction levdl.

2. DEFINITIONS. For the purposes of this Bulletin, the following definitions apply:

a "Annua Financid Statement” means the financid statement of areporting entity as
described in Section 3515 of Title 31 of the United States Code and OMB Bulletin 97-
01, "Form and Content of Agency Financid Statements' and subsequent issuances
(OMB's Form and Content Bulletin), and, shal be comprised of:

@ Management's Discusson and Anadysis (aso caled Overview of the Reporting
Entity).

2 Principad Statements and Related Notes. The Principa Statements' indlude the
following financia statements and notes thereto:

@ Baance Shest.

(b) Statement of Net Cost.

(© Statement of Changesin Net Pogtion.

(d) Statement of Budgetary Resources.

(e Statement of Financing.

® Statement of Cugtodid Activity, if gpplicable.
(o)) Notes to Principa Statements.

3 Required Supplementary Stewardship Information, if applicable.
4 Required Supplementary Informetion, if applicable.
5) Other Accompanying Information, if applicable.

! Thisligt isincluded in OMB's Form and Content Bulletin, which prescribes the Principa
Statements that shall be prepared.



Codification of Statements on Auditing Standards is a codification of Statements on
Auditing Standards issued by the American Indtitute of Certified Public Accountants
(AICPA). The AICPA's sandards of field work and reporting are incorporated in
their entirety in Government Auditing Standards by reference.

"Federd Financia Management Improvement Act of 1996 (FFMIA) section 803(a)
requirements’ are Federd financid management systems requirements, applicable
Federa accounting standards, and the United States Government Standard Genera
Ledger at the transaction level. Agencies are required to establish and maintain
financid management systems that comply substantiadly with these requirements.

"Generaly accepted accounting principles’ (GAAP) for Federd government entities are
identified in Statement on Auditing Standards (SAS) No. 91, Federal GAAP
Hierarchy, Amendment to SAS 69, The Meaning of Present Fairly In Conformity
With Generally Accepted Accounting Principlesin the Independent Auditor's Report,
which is codified in AU Sections 411.11- 411.16 of the AICPA's Codification of
Statements on Auditing Standards. Federa financia statements shdl be prepared in
accordance with OMB Bulletin No. 97-01, “Form and Content of Agency Financia
Statements,” and subsequent OMB issuances. The requirements of OMB’s Form and
Content Bulletin are generally accepted accounting principles because they condtitute
“practices that are widdy recognized and prevadent in the federd government” under
category (d) of the Federal GAAP Hierarchy.

Government Auditing Standards are those standards issued by the Comptroller General
of the United States.

"Independent auditor” means an auditor who meets the independence standards
specified in the Government Auditing Standards.

"Interna control” asit relates to the Principa Statements and Required Supplementary
Stewardship Information, is a process, effected by the agency's management and other
personnel, designed to provide reasonable assurance that the following objectives are
met:

@ Rdiahility of financid reporting - transactions are properly recorded,
processed, and summarized to permit the preparation of the Principal
Statements and Required Supplementary Stewardship Information in
accordance with generaly accepted accounting principles, and assets are
safeguarded againgt loss from unauthorized acquisition, use, or dispogition;

2 Compliance with gpplicable laws and regulations - transactions are executed in
accordance with: (a) laws governing the use of budget authority and other laws
and regulations that could have a direct and materid effect on the Principa
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Statements or Required Supplementary Stewardship Information, and (b) any
other laws, regulations, and governmentwide policies identified by OMB in
Appendix C of this Bulletin; and

3 Reliahility of performance reporting - transactions and other data that support
reported performance measures are properly recorded, processed, and
summarized to permit the preparation of performance information in
accordance with criteria stated by management.

"Management letter”" means aletter prepared by the auditor which discusses findings
and recommendations for improvementsin internd contral, that were identified during
the audit and were not required to be included in the auditor's report on interna control,
and other management issues. See Chapter 5, paragraph 5.28 of Government Auditing
Standards.

"Management's Discusson and Andyss (MD&A)" means a brief narréive overview,
prepared by management, which describes the reporting entity and its mission,
activities, program and financid results, and financia condition. Statement of Federa
Financial Accounting Standards (SFFAS) No. 15, Management's Discussion and
Analysis, requires MD&A to beincluded in each annud financiad statement as required
supplementary information. OMB’s Form and Content Bulletin refersto MD&A as
"Overview of the Reporting Entity” and provides additiona guidance.

"Materiad weaknessesin interna control” are reportable conditions in which the design
or operation of the interna control does not reduce to arddively low leve therisk that
errors, fraud or noncompliance in amounts that would be materid in relation to the
Principa Statements or Required Supplementary Stewardship Information being
audited, or materid to a performance measure or aggregeation of related performance
measures, may occur and not be detected within atimely period by employeesin the
normal course of performing their assgned functions. The auditor shdl use this
definition of materia weaknesses to report on an entity's internd control in accordance
with the requirements of Government Auditing Standards and this Bulletin, rather than
the definition of materiad weaknesses used by management to prepare an agency's
Federal Managers Financid Integrity Act (FMFIA) of 1982 report.

"Reportable conditions' are matters coming to the auditor's atention that, in the
auditor's judgment, should be communicated becauise they represent Sgnificant
deficiencies in the design or operation of interna control, that could adversaly affect the
organization's ability to meet the objectives in paragraph 2.g. of this Bulletin.

"Reporting Entity" means one of the executive departments and agencies and

components of such departments and agencies listed in Appendices A and B, or an
agency, bureau, or other organization that represents a meaningful unit for program
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management, for which afinancia statement is prepared, and for which management
chose to have an audit performed in accordance with this Bulletin. OMB’s Form and
Content Bulletin further defines "Reporting Entity.”

m. "United States Government Standard Generd Ledger (SGL)" means the uniform chart
of accounts prescribed by the Department of the Treasury in its Treasury Financia
Manual.

3. FREQUENCY OF AUDIT. Audits shdl be performed annualy.

4. RESPONSIBILITY FOR AUDIT. For purposes of this Bulletin, the following respongbilities
apply:

a For the 24 executive departments and agencies and selected components of such
departments and agencies listed in Appendices A and B, the audits of financia
gtatements shal be performed by the Ingpector Genera (1G) of the executive
department or agency or by an independent auditor as determined by the I1G.

b. GMRA providesthat, in lieu of an audit otherwise required, the Comptroller Generd of
the United States may, a his or her discretion and following consultation with the |G,
perform the audit.

5. COMMUNICATION. There shdl be open and timely communication between agency
management, including the CFO, and the Ingpector Genera (and the audit firm, if the audit is contracted
out) throughout the audit process. The purpose of this communication isto ensurethat dl partiesare
kept up to date on the progress and results of the audit to avoid "surprises’ at the end. Maitters that
should be communicated include, but are not limited to, the following:

a The audit timetable and changes thereto,

b. Issues or problems arising in the conduct of the audit, including the inability or difficulty
in gaining access to records or lack of cooperation of agency personnd, and

C. Potentid audit findings as they are developed, indluding indications of materidly
misstated or unsupported amountsin the financia statements, reportable conditions and
materia weaknessesin interna control, and materid noncompliance with laws and
regulations (including FMFH A).

6. SCOPE OF AUDIT. Financid statements shal be audited in accordance with Government
Auditing Standards and the provisons of this Bulletin.

a The auditor shdl determine whether the Principal Statements present fairly, in dl
materia respects, in conformity with generaly accepted accounting principles, the
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assats, liabilities, and net podition; net codts; changesin net position; budgetary
resources, reconciliation of net costs to budgetary obligations; and, if gpplicable,
custodid activity.

@ If consolidating statements are presented, the auditor shal consider the
consolidating statements supplementa information and report in accordance
with paragraph 7.c.(1)(a) of this Bulletin, unless the auditor's objectiveisto
express an opinion on the consolidating statements.

2 If the auditor is unable to determine whether the Principd Statements are fairly
presented because, for example, of the auditor's inability to obtain sufficient
competent evidential matter due to inadequate accounting records, the auditor
shdl, to the extent practicable, obtain sufficient evidence about closing balances
to enable the auditor to opine on the subsequent year's financia statements.

The auditor shal perform the procedures described in AU Section 558, "Required
Supplementary Information,” of the Codification of Statements on Auditing Standards
for the fallowing:

@ Management's Discussion and Andyss.
2 Required Supplementary Stewardship Information, including:

@ Stewardship property, plant, and equipment (PP&E) (including nationd
defense assets (weapon systems and systems support), stewardship
land (most Federdly-owned lands, such as nationa parks, but
excluding land that meets the definition of generd PP& E), and heritage
assts (those assats having historical, natura cultura, educationd,
architecturd, or artistic characterigtics)),

(b) Stewardship investments (including non-Federd physica property
(such as highways), human capita (expenditures for training and
education), and research and devel opment), and

(© Socid insurance information.

3 Required Supplementary Information referred to in paragraph 2.a.(4) of this
Bulletin.

The auditor shdl determine whether risk-assumed information (including projections of
pension, deposit, and other insurance programs required by SFFAS No. 5,
"Accounting for Liabilities of the Federd Government") is presented fairly in dl materid
respects, in accordance with the requirements of SFFAS No. 5, and any subsequent
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revisons. In assessing the reasonableness of risk-assumed information, the auditor shall
consder the need to follow the guidance in Auditing (AU) Section 336, “Using the
Work of a Specidigt,” of the Codification of Statements on Auditing Standards.

The auditor shal assess whether the other accompanying information referred to in
paragraph 2.a.(5) of this Bulletin, or its manner of presentation, is materialy inconsstent
with the information in the Principa Statements.

With respect to the interna control objectives described in paragraphs 2.g. (1) and (2)
of this Bulletin relating to the Principa Statements and Required Supplementary
Stewardship Information, the auditor shal obtain an understanding of the components
of interna control (see AU Section 319.07 of the Codification of Statements on
Auditing Standards) and assess the level of control risk relevant to the assartions
embodied in the classes of transactions, account balances, and disclosure components
of thefinancid statements. Such controls include relevant EDP generd and gpplication
controls and controls relating to intra-entity and intra-governmenta transactions and
balances. For those internd controls that have been properly designed and placed in
operation, the auditor shall perform sufficient tests to support alow assessed leve of
control risk. See AU Section 319.45-.63 of the Codification of Statements on Auditing
Standards. Those interna controls that have not been properly designed or placed in
operation and those interna controls that are found to be ineffective shdl be reported in
accordance with paragraph 7 of this Bulletin.

@ In obtaining an understanding of the components of interna control, particularly
the risk assessment component, and assessing control risk, the auditor shdll
obtain an understanding of the process by which the agency identifies and
evaluates weaknesses required to be reported under FMFIA and related
agency implementing procedures.

2 The auditor shal compare materia weaknesses disclosed during the audit with
those material weaknesses reported in the agency's FMFIA report that relate to
the financid statements of the entity under audit and document materia
weaknesses disclosed by audit that were not reported in the agency’sFMFI A
report. The auditor should consider whether the failure to detect and report
materid weaknesses congtitutes a reportable condition or materia weaknessin
the entity’ sinterna control.

With respect to the interna control objective described in paragraph 2.g. (3) of this
Bulletin reating to performance measures, the auditor shdl obtain an understanding of
the components of internd control relating to the existence and completeness assartions
relevant to the performance measures included in the MD&A. Those interna controls



that have not been properly designed and placed in operation shal be reported in
accordance with paragraph 7 of this Bulletin. The objective of gaining an understanding
of internd control in this subparagraph is to report deficiencies in the design of internd
control, rather than to plan the financid statement audit.

s} With respect to compliance with gpplicable laws and regulations, the auditor shall
perform tests of compliance with laws and regulations that could have adirect and
materid effect on the Principa Statements and Required Supplementary Stewardship
Information, including laws governing the use of budget authority, and any other laws,
regulations, and governmentwide policiesidentified by OMB in Appendix C of this
Bulltin.

h. The auditor shdl perform tests of the entity's compliance with Federd Financid
Management Improvement Act of 1996 (FFMIA), section 803(a) requirements. This
provision only applies to audits of entities listed in Appendices A and B.2

I The auditor shdl obtain written representation from management as part of an audit
conducted in accordance with this Bulletin. See AU Section 333, "Management
Representations,” of the Codification of Statements on Auditing Slandards. An
illustrative management representation letter is provided in Appendix E.

J- In planning and performing the audit, the auditor should consider relevant audit
guidance contained in documents developed by the Accounting and Auditing Policy
Committee (AAPC) and adopted by OMB.

7. AUDIT REPORT.

a An audit report, or separate audit reports, on the Principa Statements, interna control,
and compliance shall be prepared at the completion of the audit. The audit report(s)
shdl be submitted to the agency head in sufficient time to enable the agency head to
meet the due date for submitting the audited financid statement under GMRA, no later
than March 1 following the end of the fiscdl year for which the financid statements were
prepared. The audit results shall be discussed with management as soon as practicable
but, in any case, prior to issuance of the audit report.

b. The audit report(s) shal ate that the audit was made in accordance with Government
Auditing Standards and the provisons of this Bulletin.

2 An interagency task forceis revising the FFMIA implementation guidance formerly located in
Appendix D of the OMB Audit Bulletin. It will be issued as a separate document in the fal of 2000.
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C. The audit report(s) shal include:

@

An opinion as to whether the reporting entity's Principd Statements are fairly
presented in dl materia respects in conformity with generaly accepted
accounting principles. See AU Section 508 of the Codification of Statements
on Auditing Standards.

@

(b)

(©

(d)

()

If the Principa Statements are materidly affected by a departure from
generdly accepted accounting principles, the auditor shdl issue a
qudified or adverse opinion and include an explanatory paragraph that
describes the departure(s) from those sandards and, if practicable, the
effects of the departure(s) on assats, liabilities, and net position; net
costs, changes in net position; budgetary resources, reconciliation of net
cogts to budgetary obligations; and, if gpplicable, custodia activity. If
the effects of the departure(s) are disclosed in a note to the Principa
Statements, the explanatory paragraph may be shortened by referring
toit.

If the auditor disclaims an opinion, the report shdl describe why the
auditor was unable to conduct the audit in accordance with
Government Auditing Standards and this Bulletin. If materid
weaknesses and other reportable conditions prevented the conduct of
the audit in accordance with Government Auditing Standards and this
Bulletin, such conditions shdl be included in the report on internd
control described in paragraph 7.c.(2), dong with recommendations for
correcting the condition(s).

When there is a change in accounting principles, for example, changes
to comply with SFFASs, the auditor’s report on the Principal
Statements shdl include an explanatory paragraph identifying the nature
of the change and referring the reader to the note to the Principal
Statements that discusses the change in detall.

With respect to reporting on MD&A, required supplementary

sewardship information, and required supplementary information
referred to in paragraph 6.b., the auditor shdl follow AU Section
551.15 of the Codification of Statements on Auditing Standards.

With respect to reporting on other accompanying information referred
to in paragraph, 2.a.(5), the auditor shall follow AU Section 551,
“Reporting on Information Accompanying the Basc Financid



Statements in Auditor-Submitted Documents,” of the Codification of
Statements on Auditing Standards.

2 A report on internal control®, which shal a aminimum:

@ State that, with respect to interna control over financid reporting as
described in paragraphs 2.9.(1) and (2) of this Bulletin, the auditor
obtained an understanding of the design of internd controls, determined
whether they have been placed in operation, assessed control risk, and
performed tests of the reporting entity's internd controls.

(b) State that, with repect to the internal control objective described in
paragraph 2.g.(3) of this Bulletin, and relating to the performance
measuresincluded in the MD& A, the auditor obtained an
understanding of the design of interna controls relating to the existence
and completeness assartions and determined whether they have been
placed in operation.

(© State whether or not the tests performed provided sufficient evidence to
support an opinion on interna control.

(d) Describe reportable conditions and materia weaknesses identified
during the audit.

(e | dentify those materia weaknesses disclosed by audit that were not
reported in the reporting entity’s FMFIA report.

3 A report on the reporting entity's compliance with applicable laws, regulations,
and governmentwide policy requirements.

@ The auditor shdl report noncompliance with laws and regulations
disclosed by audit, except for those instances of noncompliance that, in
the auditor's judgment, are clearly inconsequentid. In meeting this
requirement, the auditor shdl list those laws and regulations that tests
disclosed reportable instances of noncompliance.

3 Anillustrative auditor’ s report on internd control is provided in Appendix F. Use of this guidance
isoptiond.

4 Anillustrative auditor's report on compliance with laws and regulations is provided in Appendix G.
Use of this guidanceis optiond.



(b) With respect to laws and regulations tested for which the audit
disclosed no reportable instances of noncompliance, the report shall
date that the audit disclosed no reportable instances of noncompliance
with these laws and regulations. A ligting of these laws and regulations
is not required.

(© Section 803(b) of FFMIA requires the auditor to report whether the
reporting entity’ s financia management systems subgtantialy comply
with FFMIA section 803(a) requirements.®> To meet this requirement,
for each of the three FFMIA section 803(a) requirements, the audit
report shdl reflect ingances in which the reporting entity’ s sysems did
not substantialy comply with the requirement, or sate that the audit
disclosed no ingtances in which the reporting entity’ s syssems did not
subgtantialy comply. |If the audit disclosed no instances of substantial
noncompliance with any of the three FFMIA section 803(a)
requirements, a single statement to this effect is sufficient. Where tests
disclosed that the reporting entity’ s systems did not substantialy comply
with one or more of the three requirements, the auditor’s report on
compliance, (or an accompanying schedule that is referenced in the
compliance report) should group findings together based on the
requirement they rdateto (i.e., Federd financia management systems
requirements, applicable Federal accounting standards, or the U.S.
Standard Generd Ledger) and, as required by FFMIA:

0] |dentify the entity or organization respongble for the financid
management systems that were found not to comply with the
requirements.

(i) Include dl facts pertaining to the noncompliance, including the
nature and extent of the noncompliance, the primary reason or
cause of the noncompliance, and any relevant comments from
reporting entity management or employees responsible for the
noncompliance.

(iii) Provide recommended remedia actions and the time frames to
implement such actions.

> An interagency task forceis revising the FFMIA implementation guidance formerly located in
Appendix D of the OMB Audit Bulletin. It will be issued as a separate document in the fal of 2000.
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(d) With respect to the objectives of tests of compliance generdly, the
auditor’ s report on compliance shall state whether or not providing an
opinion on compliance was an objective of the audit and whether or not
the tests performed provided sufficient evidence to support an opinion.

In preparing the reportsin paragraph 7.c., the auditor shdl report the status of known
but uncorrected materid findings and recommendations from prior audits thet affect the
current audit objectives. See Chapter 4, paragraphs 4.7, 4.10, and 4.11 of
Government Auditing Standards.

The reporting entity shdl provide comments on the auditor's findings and
recommendations included in the audit report, including corrective actions taken or
planned and comments on the status of corrective actions taken on prior findings. To
the extent practicd, these comments shdl beincluded in the audit report on interna
control or report on compliance, as applicable. If corrective actions are not necessary,
an explanatory statement shall be included in the applicable audit report.

Copies of the audit report shall be distributed to the head of the executive department
or agency and subsequently included in the CFO's annud report or the agency’s
Accountability Report.

8. LEGAL LETTERS AND MANAGEMENT'S SCHEDULES. In accordance with AU Section
337, "Inquiry of a Client's Lawyer Concerning Litigation, Claims, and Assessments,” of the Codification
of Statements on Auditing Standards, the auditor shal request entity management to send a letter of

inquiry to those lawyers with whom management consulted concerning litigation, dams and
assessments. (See Appendix H-1 for anilludrative letter of inquiry from entity management to legd
counsel.) Management should document in a schedule how the information contained in the legd
counsdl's response(s) was consdered in preparing the financid statements. Legd letters and
management's schedules are required for the audits of agency financid statements and the "Financid
Report of the United States Government.”

a

Legd counsels shdl consder the guidance contained in the American Bar Associaion's
"Statement of Policy Regarding Lawyers Responses to Auditors Request for
Information” (December 1975) in preparing their responses. (See Appendix H-2 for
anillugrative response letter from legd counsd to the auditor).
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b. To satisfy management's respongibilities under SFFAS 5, Accounting for Liabilities of
the Federal Government, as amended, related to contingent liabilities arisng from
litigation, and to facilitate the audit thereof, the CFO shall prepare a schedule to
document how the information contained in the lega counsdl's response was considered
in preparing the financial statements. (See Appendix H-3 for the format to be used for
management's schedule))

C. Thetiming of legd letter requests, responses, and related management's schedules shall
be coordinated between agency lega counsdl, agency management, and the auditor, in
condderation of the fallowing:

@ Audit of agency financid statements. The auditor's request to agency
management to send aletter of inquiry to agency counsd should follow AU
Section 337 of the Codification of Statements of Auditing Standards, and its
interpretations (AUl Section 337), with respect to the timing of the letter of
inquiry and the effective and response dates for the legd counsel response(s).
Management's schedule should be provided at the same time as the legd
counsel's response is provided to the auditor. Depending on the anticipated
completion date for the agency's financid statement audit, the auditor, CFO and
lega counsd may want to plan the timing of the requests, legd responses and
management schedules to minimize the need to obtain additiona or updated
legal counsel responses and management schedules for the consolidated audit.
(See paragraph 8.c.(2) below.)

2 Audit of the "Financid Report of the United States Government.” The letter of
inquiry should be sent to legal counsdl no later than October 15 after the end of
thefiscal year. Interim and updated agency legd counsel responses and
management schedules, effective no earlier than December 1 and February 15,
respectively, shall be submitted to the auditor. Updated lega responses and
management schedules need only include changes from the interim
responses/schedules, or a statement that there are no changes. After applying
gpplicable audit procedures, interim and updated legd |etters and management
schedules sndl be submitted by the Inspector Generd to OMB (Deputy
Controller, Office of Federd Financid Management), Department of the
Treasury (Commissoner, Financia Management Service), and the Generd
Accounting Office (Managing Director, Finance and Assurance Team) no later
than December 31 and March 6, respectively. Mailing addresses for these
officias can be found on the OMB website at
http:/mww.whitehouse.gov/OM B/financid.

9. MANAGEMENT LETTER. Other deficienciesin internd control, that are not required to be
included in the audit report, but that the auditor considers necessary to communicate, should be
separately communicated to management of the reporting entity in a management letter. If a
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management letter containing other deficiencies in internd control isissued, the auditor shall refer to that
management |etter in the auditor's report on internal control (see paragraph 5.28 of Government
Auditing Standards).

10. AGREED-UPON PROCEDURES. RETIREMENT, HEALTH BENEHTS, AND LIFE
INSURANCE WITHHOLDINGS/CONTRIBUTIONS AND SUPPLEMENTAL SEMIANNUAL
HEADCOUNT REPORT SUBMITTED TO THE OFFICE OF PERSONNEL MANAGEMENT
(OPM). The Agreed-Upon Procedures (AUPs) enumerated in Appendix [-1 shall be performed
annudly for each entity listed in Appendix A. See AU Section 622, "Engagements to Apply Agreed-
Upon Procedures to Specified Elements, Accounts, or Items of a Financid Statement,” of the
Codification of Statements on Auditing Standards. The AUPs are designed to assist OPM in assessing
the reasonableness of the Retirement, Hedlth Benefits, and Life Insurance withholdings/contributions as
well as semiannua headcount information submitted by agencies. The AUPs shdl be gpplied to the 12
months ended September 30 of each year. To facilitate meeting the reporting deadline specified in
paragraph 10.b., interim work is encouraged. If a specific AUP cannot be performed, the auditor
should submit to OPM written proposed dternate procedures that would accomplish the AUP
objectives.

a The AUPs shall be gpplied separately, and the results reported separately, for each
Agency Payrall Office (APO) that services 30,000 or more employees.

@ If an agency does not have an APO that services 30,000 or more employess, it
ghdl perform the AUPs on its largest APO sarviced by the employing agency.
If across-servicing agency does not have an APO that services 30,000 or
more employees, the AUPs must be applied to the largest APO serviced by the
Cross-servicing agency.

2 Where an agency performs payroll cross-servicing functions for other agencies,
the auditor of the cross-servicing agency will be the principad auditor for the
purpose of applying these AUPs. The extent of participation by the auditors for
the employing agencies should be determined in conjunction with the principa
auditor.

b. The report on the application of these procedures shdl be submitted no later than the
December 15 following the end of the fiscal year for which the financial atements are
prepared. To the extent practica, management’ s comments on the auditor’ s findings
ghdl be included in the report. Agencies shal notify OPM by November 15 of each
year a the addressin 10c. of any anticipated delays or difficultiesin completing the
AUPs and submitting the required report by the December 15 deadline.
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C. Agencies shdl submit three copies of the report on the application of these procedures
to the Ingpector General of OPM at the following address:

U.S. Office of Personnd Management
Office of Ingpector Generd

Room 6400

1900 E Street, N.W.

Washington, DC 20415

11. INSPECTOR GENERAL OVERSIGHT.
a |Gsdhdl:

@ Ensure that audits are performed and audit reports completed in atimely
manner and in accordance with the requirements of this Bulletin. This
responsibility pertains to audits conducted directly by 1G staff and audits
conducted by independent auditors under contract.

2 Provide technicd advice and liaison to agency officids and independent
externd auditors.

3 Obtain or conduct qudity control reviews of audits made by independent
external auditors and provide the results, when appropriate, to other interested
organizations.

4 Monitor and report on management's progress in resolving audit findings related
to audits made pursuant to this Bulletin, in accordance with the Inspector
Generd Act of 1978, as amended, the provisons of OMB Circular A-50,
"Audit Followup," and FFMIA.

b. |Gs are encouraged to work with CFOs to accelerate the preparation of financial
statements, and to accel erate the completion of audits.
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APPENDIX A

EXECUTIVE DEPARTMENTSAND AGENCIESREQUIRED TO PREPARE FINANCIAL
STATEMENTS

Department of Agriculture

Department of Commerce

Department of Defense

Department of Education

Department of Energy

Department of Health and Human Services
Department of Housing and Urban Devel opment
Department of the Interior

Department of Justice

Department of Labor

Department of State

Department of Transportation

Department of the Treasury

Department of Veterans Affairs

Agency for International Development
Environmentd Protection Agency

Federd Emergency Management Agency
Generd Services Adminigtration

Nationd Aeronautics and Space Adminigtration
National Science Foundation

Nuclear Regulatory Commission

Office of Personnel Management

Smdl Business Adminidration

Socid Security Adminigtration
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APPENDIX B

COMPONENTSOF EXECUTIVE DEPARTMENTSAND AGENCIESREQUIRED TO
PREPARE FINANCIAL STATEMENTS®

Department of Agriculture
Food and Nutrition Service
Forest Service
Rurad Development Mission Area

Department of Defense
Department of Army Genera Funds
Department of Navy Generd Funds
Department of Air Force Generd Funds
Military Retirement Trust Fund
U.S. Army Corps of Engineers Civil Works Program
Department of Army Working Capital Fund
Department of Navy Working Capital Fund
Department of Air Force Working Capita Fund

Department of Health and Human Services
Hedlth Care Financing Adminigtration

Department of Transportation
Federd Aviation Adminigtration
Highway Trugst Fund

Department of the Treasury
Bureau of Alcohol, Tobacco and Firearms
Internd Revenue Service
United States Customs Service

Office of Personnd Management
Civil Service Retirement and Disability Fund
Federal Employees Hedth Benefits Program
Federd Employees Life Insurance Program

® The reguirement for components to prepare financid statements may be satisfied by presenting the
components separately in consolidating agencywide financid statements and conducting an audit, in
accordance with this Bulletin, a the consolideting financid statement level.
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APPENDIX C
GENERAL LAWS’

Anti-Deficiency Act (codified asamended in 31 U.S.C. 1341, 1342, 1351, 1517)
. 31 U.S.C. 1341(a)(1)(A) and (C)
. 31 U.S.C. 1517 (a)

Provisions Governing Clams of the United States Government as provided primarily in sections 3711-
3720E of Title 31, United States Code (including provisons of the Debt Collection Improvement Act
of 1996, Pub. L. No. 104-134, 110 Stat. 1321-358, which aso is codified in various sections of 5
U.S.C,18U.SC.,26U.SC. 28U.S.C,31U.SC.,42U.SC)

. 31U.S.C. 3711
. 31U.SC. 3717 (3), (b), (c), (€) and (f)
. 31U.S.C. 3719

Federa Credit Reform Act of 1990, Pub. L. No. 101-508, 104 Stat. 1388-610 (codified in various
sectionsof 2 U.S.C))
. 2 U.S.C. 661(b) and ()

Pay and Allowance System for Civilian Employees as provided primarily in Chapters 51-59 of Title 5,
United States Code

. 5U.S.C. 5332 and 5343

. 29 U.S.C. 206

Prompt Payment Act (codified as amended in 31 U.S.C. 3901-3907)
. 31 U.S.C. 3902(q), (b), and (f)
. 31 U.S.C. 3904

" The auditor is not expected to test al provisions of each law presented. However, the auditor is
expected to test, a a minimum, the provisons cited above.
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APPENDIX D

THE FEDERAL FINANCIAL MANAGEMENT IMPROVEMENT ACT OF 1996
OMB IMPLEMENTATION GUIDANCE FOR CFOsand IGs

Thisquidanceisbeing revised by an interagency task force and it is expected to issued asa
separ ate document in the fall of 2000.
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APPENDIX E
ILLUSTRATIVE MANAGEMENT REPRESENTATION LETTER?®
[Entity Letterhead]
[Date of auditor's report]

[Name and title of head of audit organization|
[Address of audit organization]

Dear [name of head of audit organization]:

Thisletter isin connection with your audits of the [entity's] Principal Statements (also referred to as
“financid statements’) [list Principa Statements] as of [end of year(s) covered by Principd Statements]
and for the year(s) then ended for the purposes of (1) expressing an opinion as to whether the Principal
Statements are presented fairly, in dl materid respects, in conformity with generdly accepted
accounting principles, and (2) reporting whether the agency’ s financid management systems
subgtantially comply with Federd financia management systems requirements, goplicable Federd
accounting standards, and the U.S. Government Standard Genera Ledger at the transaction level as of
[the end of the period(s) covered by the financia statements).

We confirm, to the best of our knowledge and belief, the following representations made to you during
your audits, that these representations are as of the date of your auditor’ s report, and pertain to the
period [or periods] covered by the financia statements. [If compar ative statements are presented
the following sentence should be added: “ These representations update the representations we
provided in conjunction with your audit of the financid statements as of and for the year ended (Sate

year)."]

1. Weaeresponshlefor the far presentation of the Principa Statements and Required
Supplementary Stewardship Information in conformity with generaly accepted accounting
principles.

8 Thisillustrative management representation letter must be customized to the situation of the
audited entity. Representations number 1-13 relate to the opinion on the financia statements; numbers
14-16 rel ate to management's assertion about the effectiveness of interna control; numbers 17-19
relate to management's assartion about the financia management systems substantial compliance with
Federd financia management system requirements, and numbers 20-22 relate to compliance with laws
and regulations. AU Section 333, "Management Representations,” Codification of Statements on
Auditing Standards, provides examples of additional representations that may be appropriate.
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10.

Thefinancid statements are fairly presented in conformity with generaly accepted accounting
principles.

We have made available to you, dl

a financia records and related data;

b. where applicable, minutes of meetings of the Board of Directors [or other Smilar
bodies] or summaries of actions of recent meetings for which minutes have not been
prepared; and

C. communications from the Office of Management and Budget (OMB) concerning

noncompliance with or deficienciesin financid reporting practices.

There are no materia transactions that have not been properly recorded in the accounting records
underlying the financia statements or disclosed in the notes to the financid statements.

The [entity] has satisfactory title to al owned assets, including stewardship property, plant, and
equipment; such assets have no liens or encumbrances, nor have any assets been pledged.

We have no plans or intentions that may materialy affect the carrying value or classfication of
assets and ligbilities.

Guarantees under which the agency is contingently liable have been properly reported or
disclosed.

Related party transactions and related accounts receivable or payable, including assessments,
loans, and guarantees have been properly recorded and disclosed.

All intra-entity transactions and baances have been gppropriatdy identified and diminated for
financia reporting purposes, unless otherwise noted. All intra-governmentd transactions and

bal ances have been appropriately recorded, reported, and disclosed. We have reconciled intra-
governmenta transactions and ba ances with the gppropriate trading partners for the four
fiduciary transactions identified in Treasury's Intra-governmental Fiduciary Transactions
Accounting Guide, and other intra.governmenta asset, liability and revenue amounts as required
by OMB Bulletin 97-01, as amended.

There are no:

a possible violations of laws or regulations whose effects should be considered for
disclosure in the financia statements or as a basis for recording aloss contingency;
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11.

12.

13.

14.

15.

16.

b. meaterid liabilities or gain or loss contingencies that are required to be accrued or
disclosed, that have not been accrued or disclosed; or

C. unasserted claims or assessments that are probable of assertion and that must be
disclosed, that have not been disclosed.

We have complied with al aspects of contractua agreements that would have a materia effect on
the financid statementsin the event of noncompliance.

No material events or transactions have occurred subsequent to [the date of latest audited
financid statements] that have not been properly recorded in the Principa Statements and
Required Supplementary Stewardship Information or disclosed in the notes thereto.

There has been no materid fraud (intentiona misstatements or omissons of amounts or
disclosuresin financid statements and misgppropriation of assets that could have amaterid affect
on the Principal Statements or Required Supplementary Stewardship Information) or any fraud
involving management or employees who have sgnificant rolesin interna control. [Fraud meeting
foregoing criteria should be described ]

We are responsible for establishing and maintaining interna control.

Pursuant to the Federa Managers Financia Integrity Act, we have assessed the effectiveness of
[entity's] interna control in achieving the following objectives:

a Reliahility of financid reporting - transactions are properly recorded, processed, and
summarized to permit the preparation of the Principal Statements and Required
Supplementary Stewardship Information in accordance with generaly accepted
accounting principles, and that assets are safeguarded againgt |oss from unauthorized
acquisition, use, or digpogtion;

b. Compliance with gpplicable laws and regulations - transactions are executed in
accordance with: (i) laws governing the use of budget authority and other laws and
regulations that could have a direct and materia effect on the financid statements, and
(i) any other laws, regulations, and government wide policies identified by the Office of
Management and Budget (OMB) in Appendix C of OMB's Audit Bulletin; and

C. Rdiability of performance reporting - transactions and other data that support reported
performance measures are properly recorded, processed, and summarized to permit
the preparation of performance information in accordance with criteria stated by
management.

Those controlsin place on September 30, 20X X [or date of latest audited financia statements)
provided reasonable assurance that the foregoing objectives are met.
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17.

18.

19.

If there are material weaknessesin internal control, the foregoing representation should be
modified to read: “Those controlsin place on September 30, 20X X, provided reasonable
assurance that the foregoing objectives are met except for the effects of the materia wesknesses
discussed below (or in the attachment),” or a statement that “internd controls are not effective’
or “do not meet the foregoing objectives.”

We are responsible for implementing and maintaining financia management systems that comply
subgtantidly with Federd financia management systems requirements, gpplicable Federd
accounting standards, and the United States Government Standard General Ledger (SGL) at the
transaction levd.

We have assessed the financid management systems to determine whether they comply
subgtantialy with these Federd financia management systems requirements. Our assessment was
based on guidance issued by OMB.

The financid management systems complied substantialy with Federd financid management
systems requirements, applicable Federal accounting standards, and the SGL at the transaction
level as of the [date of financid statements].

[If the financial management systems substantially comply with only one or two of the
above elements, this representation should be modified as in the following example:

Asof [date of financid statements], the entity's financia management systems comply subgtantialy
with [specify which of the three dements for which there is substantial compliance (e.g.,
applicable Federd standards and the SGL at the transaction leve)], but did not comply
subgtantialy with [specify which of the d ements for which there was alack of subgtantia
compliance (eg., federd financid management systems requirements)] as described below (or in
an atachment).]

[If the financial management systems do not comply substantially with any of the three
elements, use the following paragraph:

As of [date of financid statements], the entity's financia management systems do not comply
subgtantialy with the Federd financid management systems requirements. This representation
does not change the representation in paragraph 2 of thisletter.]

If thereis a lack of substantial compliance with one or more of the three requirements,
identify herein, or in an attachment, all the facts pertaining to the noncompliance,
including the nature and extent of the noncompliance and the primary reason or cause of
the noncompliance.

20. Weaeresponshblefor [entity's] compliance with gpplicable laws and regulations.
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21. Wehaveidentified and disclosed to you dl laws and regulations that have a direct and materia
effect on the determination of financid statement amounts.

22. We have disclosed to you dl known ingtances of noncompliance with laws and regulations.

[Signed by Agency Head]
[Signed by Chief Financid Officer]
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APPENDIX F

ILLUSTRATIVE AUDITOR’SREPORT ON INTERNAL CONTROL

[ Addressee]

We have audited the Principad Statements (hereinafter referred to as "financid satements') of [Name of
Federal Agency] as of and for the year ended September 30, X XXX, and have issued our report
thereon dated . We conducted our audit in accordance with generally accepted
auditing standards; the stlandards applicable to financid audits contained in Government Auditing
Standards, issued by the Comptroller Genera of the United States; and, Office of Management and
Budget (OMB) Bulletin No. 01-02, "Audit Requirements for Federd Financia Statements.”

In planning and performing our audit, we congdered [Name of Federal Agency]'sinterna control over
financid reporting by obtaining an understanding of the agency’ s interna control, determined whether
internal controls had been placed in operation, assessed control risk, and performed tests of controlsin
order to determine our auditing procedures for the purpose of expressing our opinion on the financia
datements. We limited our interna control testing to those controls necessary to achieve the objectives
described in OMB Bulletin No. 01-02. We did not test al interna controls relevant to operating
objectives as broadly defined by the Federal Managers Financid Integrity Act of 1982, such as those
controls relevant to ensuring efficient operations. The objective of our audit was not to provide
assurance on interna control. Consequently, we do not provide an opinion on interna control.®

Our condderdtion of the interna control over financid reporting would not necessarily disclose dll
meattersin the interna control over financid reporting that might be reportable conditions. Under
standards issued by the American Ingtitute of Certified Public Accountants, reportable conditions are
matters coming to our attention relaing to significant deficiencies in the design or operation of the
interna control that, in our judgment, could adversdly affect the agency’ s ability to record, process,
summaxrize, and report financia data consstent with the assertions by management in the financid
datements. Material weaknesses are reportable conditions in which the design or operation of one or
more of theinterna control components does not reduce to ardatively low level the risk that
misstatements in amounts that would be materid in relation to the financiad statements being audited may
occur and not be detected within atimely period by employees in the normal course of performing thelr
assigned functions. Because of inherent limitationsin internd controls, misstatements, losses, or
noncompliance may nevertheless occur and not be detected. However, we noted certain matters

% If the objective is to express an opinion on the agency’ s interna control over financia reporting,

the auditor should follow Statement on Standards for Attestation Engagements No. 2, “Reporting on an
Entity’s Internd Control Over Financid Reporting,” issued by the American Ingtitute of Certified Public

Accountants.
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[discussed in the following paragraphs or accompanying schedule] involving the interna control
and its operation that we consider to be reportable conditions [and material weaknesses).

If none of the reportable conditions is believed to be a material weakness, the report
should state the following: “ However, none of the reportable conditions is believed to
be a material weakness.”

If no reportable conditions were noted during the audit, the report should state the
following: “ However, we noted no mattersinvolving the internal control and its
operation that we considered to be material weaknesses as defined above.”

In addition, we considered [Name of Federal Agency]’ sinterna control over Required
Supplementary Stewardship Information by obtaining an understanding of the agency’ sinternd control,
determined whether these interna controls had been placed in operation, assessed control risk, and
performed tests of controls as required by OMB Bulletin No. 01-02 and not to provide assurance on
these internal controls. Accordingly, we do not provide an opinion on such controls.

Finaly, with respect to interna control related to performance measures reported in [refer to section
of financial statement or accountability report], we obtained an understianding of the design of
sgnificant interna controls relating to the existence and completeness assertions, as required by OMB
Bulletin No. 01-02. Our procedures were not designed to provide assurance on internal control over
reported performance measures, and, accordingly, we do not provide an opinion on such controls.

If conditions came to the auditor’ s attention that in his or her judgment represent
significant deficienciesin the design or operation of internal control over performance
measures, which could adver sely affect the agency’ s ability to collect, process, record, and
summarize performance information and report performance measures in accordance with
management’ s criteria, the following sentence should be added to the foregoing paragraph.
“However, we noted certain significant deficienciesin internal control over reported
performance measures [ discussed in the following paragraphs or accompanying schedul €]
that, in our judgment, could adversely affect the agency’ s ability to collect, process,

record, and summarize performance information and report performance measuresin
accordance with management’s criteria.”

Thisreport isintended solely for the information and use of the management of [Name of Federal
Agency], OMB and Congress, and is not intended to be and should not be used by anyone other than
these specified parties.

[ Sgnature]
[Date]
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APPENDIX G

ILLUSTRATIVE AUDITOR'SREPORT ON COMPLIANCE WITH LAWSAND
REGULATIONS

[Addressee]

We have audited the Principad Statements (hereinafter referred to as "financid satements') of [Name of
Federal Agency] as of and for the year ended September 30, X XXX, and have issued our report
thereon dated . We conducted our audit in accordance with: generally accepted
auditing standards; the stlandards applicable to financid audits contained in Government Auditing
Standards, issued by the Comptroller Genera of the United States; and, Office of Management and
Budget (OMB) Bulletin No. 01-02, "Audit Requirements for Federd Financia Statements.”

The management of [Name of Federal Agency] is responsible for complying with laws and regulations
gpplicable to the agency. As part of obtaining reasonabl e assurance about whether the agency’s
financid statements are free of materid misstatement, we performed tests of its compliance with certain
provisons of laws and regulations, noncompliance with which could have a direct and materia effect on
the determination of financid statement amounts, and certain other laws and regulations specified in
OMB Bulletin No. 01-02, including the requirements referred to in the Federal Financial Management
Improvement Act (FFMIA) of 1996. We limited our tests of compliance to these provisons and we
did not test compliance with dl laws and regulations gpplicable to [Name of Agency].

The results of our tests of compliance with the laws and regulations described in the preceding
paragraph exclusive of FFMIA™ disclosed instances of noncompliance with the following laws and
regulations that are required to be reported under Government Auditing Standards and OMB Bulletin
No. 01-02, which are described below.

Describe any instances of noncompliance required to be reported and list laws and
regulations for which noncompliance was disclosed exclusive of FFMIA [or provide such
information in an accompanying schedule]

10 FFMIA requires reporting on whether an agency's financid management systems substantialy
comply with the FFMIA section 803 (a) requirements relating to Federa financid management systems
requirements, gpplicable Federd accounting standards, and the United States Government Standard
Genera Ledger published by the Department of the Treasury. FFMIA imposes additiona reporting
requirements when tests disclose instances in which agency systems do not substantially comply with
the foregoing requirements.
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The results of our tests of compliance disclosed no ingtances of noncompliance with other laws and
regulations discussed in the preceding paragraph exclusive of FFMIA that are required to be reported
under Government Auditing Standards or OMB Bulletin No.01-02.

Under FFMIA, we are required to report whether the agency’ s financid management systems
subgtantialy comply with the Federd financid management systems requirements, applicable Federa
accounting standards, and the United States Government Standard Generd Ledger at the transaction
level. To meet this requirement, we performed tests of compliance with FFMIA section 803(a)
requirements.

The results of our tests disclosed no ingtances in which the agency’ s financid management systems did
not subgstantialy comply with the three requirements discussed in the preceding paragraph.

[1f the results of tests disclosed that the agency’ s systems did not substantially comply with one
or more of the foregoing requirements, the preceding sentence should be replaced with the
following:

The results of our tests disclosed instances, described below (or described in an accompanying
schedule), where the agency’ s financid management systems did not subgtantialy comply with
[specify which of the three requirements where a lack of substantial compliance was found,
e.g. Federal financial management systems requirements and the U.S. Government
Sandard General Ledger at the transaction level].

[If the results of the audit disclosed no lack of substantial compliance with one or two of
the foregoing requirements, add the following:

The results of our tests disclosed no ingtances in which the agency's financia management systems
did not subgtantialy comply with [specify which of the three requirements where a lack of
substantial compliance was not found, e.g., applicable Federal accounting standards].

In addition, when tests disclosed that the agency’ s systems did not substantially comply with the
foregoing requirements, the auditor’s report on compliance or an accompanying schedule should
provide the following information as required by FFMIA and paragraph 7.c.(3)(c) of this
Bulletin.  Findings should be grouped together based on the requirement they relateto (i.e.,
Federal financial management systems requirements, applicable Federal accounting standards,
or the U.S. Government Standard General Ledger).

1. Theentity or organization responsible for the financial management systems that were
found not to comply with the requirements.

2. All facts pertaining to the noncompliance, including: (a) the nature and extent of the
noncompliance, (b) the primary reason or cause of the noncompliance, and (c) any relevant
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comments from reporting entity management or employees responsible for the
noncompliance.

3. Recommended remedial actions and the time frames to implement such actions.]

Providing an opinion on compliance with certain provisions of laws and regulations was not an objective
of our audit and, accordingly, we do not express such an opinion.*

Thisreport isintended solely for the information and use of the management of [Name of Federal
Agency], OMB and Congress, and is not intended to be and should not be used by anyone other than
these specified parties.

[Sgnature]
[Date]

11 |f the objective is to express an opinion on the agency’ s compliance with laws and regulaions, the
auditor should follow Statement on Standards for Attestation Engagements No. 3, “Compliance
Attestation,” issued by the American Indtitute of Certified Public Accountants.
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APPENDIX H-1

ILLUSTRATIVE LETTER OF INQUIRY FROM AGENCY MANAGEMENT TO LEGAL
COUNSEL CONCERNING CONTINGENT LIABILITIESFOR LITIGATION, CLAIMS,

AND ASSESSMENTS
[CFO Office Letterhead]
Date: [No later than October 15]
To: Genera Counsd
From: Chief Financid Officer
Subject: [Auditor’s] Audit of the Fiscal Year XXXO0 Financid Statements

Pursuant to 31 U.S.C. § 3515, the [Auditor name] is conducting an audit of the financid statements of
the [Government entity] as of and for the fisca year ended September 30, XXXO0. In performing audits
of government entities, auditors are required to follow Government Auditing Standards, issued by the
Comptroller Generd of the United States (the * Y ellow Book™). For financid statement audits,
Government Auditing Standards incorporate the fieldwork and reporting standards of the American
Ingtitute of Certified Public Accountants (AICPA) and the Statements on Auditing Standards that
interpret them. Congstent with the procedures contained in AU 337 of the AICPA’s Codification of
Statements on Auditing Standards, [Auditor] has inquired about litigation, clams, and assessmentsto
satidy itsdf asto the financia accounting and reporting of such matters with respect to the financid
datements. The purpose of thisetter is to request your assstance in responding to that inquiry. The
American Bar Association * Statement of Policy Regarding Lawyers Responsesto Auditors Request
for Information” (December 1975) provides relevant guidance for the lawyer’ s response to the
auditor’s request.

In accordance with Statement of Federal Financiad Accounting Standards (SFFAS) Number 5,
“Accounting for Liabilities of the Federd Government,” as amended by SFFAS Number 12, and

| nterpretation Number 2 of SFFAS Numbers 4 and 5, [Government entity] reports certain information
initsfinancid satements and notes concerning contingent ligbilities for litigation, clams, and
assessments. We request that you provide [Auditor] (with a copy to me) with information involving
matters with respect to which you have been engaged and to which you have devoted substantive
attention on behdf of the [Government entity] in the form of lega consultation or representation. You
should furnish an interim response by [agreed-upon date]*2, including matters that existed as of

12 \When agreeing on due dates, auditors and CFOs may want to consider the due dates for
providing legd lettersfor the governmentwide financid statements discussed in paragraph 8. of the
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September 30, XX X0, and from that date through at least December 1, XXXO0. Y ou should furnish an
updated response by [agreed-upon date]*3, that is effective no earlier than February 15, XX X1, that
includes any changes from the interim response, or a statement that there are no changes.

Include any cases with respect to which you have been engaged and to which you have devoted
subgtantive attention on behdf of the [Government entity] in the form of legd consultation or
representation, even those cases where you believe the Judgment Fund or some financing source other
than [Government entity]’ s budgetary resources will pay any potentia loss. Under generdly accepted
accounting principles, such amounts should be included as liahilities or disclosure itemsin the
[Government entity]’ s financid statements. Cases smilar in nature should be aggregated where
gopropriate. It would be helpful if you could list the mattersin order of the amount of potentiad loss,
garting with the largest.

Pending or Threatened Litigation (excluding unasserted claims)

We and [Auditor] have determined that any matters where the amount of potentia oss exceeds $X,
individualy or in the aggregate, could be materid to the financid statements. Please provide to
[Auditor] the information described below about pending or threatened litigation where the amount of
potentia loss exceeds $X4:

1 The nature of the matter. Include a description of the case or cases and amount
clamed, if goecified.

2. The progress of the case to date.

3. The government's response or planned response (for example, to contest the case
vigoroudy or to seek an out-of-court settlement).

4. An evauation of the likelihood of unfavorable outcome. Please categorize likelihood as

probable (an unfavorable outcome is likely to occur), reasonably possible (the chance
of an unfavorable outcome is less than probable but more than remote), or remote (the
chance of an unfavorable outcome is dight).

5. An estimate of the amount or range of potentia loss, if one can be made, for losses
considered to be probable or reasonably possible.

Audit Bulletin.
13 See footnote 12.

“Management and the auditor should agree on amateridity level to usein the letter of inquiry. A
guideline for setting the materidity leve for the legd letter is 0.5 percent of planning materidity, as
defined in the President's Council on Integrity and Efficiency (PCIE) Policy Manud: Federd Financial
Statement Audit Manual and GAO's Financid Audit Manual.
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6. The name of the [Government entity]’ s attorney handling the case and names of any
outsde legd counsd/other lawyers representing or advising the government in the
matter (Department of Justice or outsde law firms).

Unassarted Claims and Assessments

Please provide the following information for dl unasserted claims and assessments that you consider to
be probable of assertion and which, if asserted, would have at |east a reasonable possibility (more than
remote) of an unfavorable outcome in an amount over $X, individualy or in the aggregate, involving
matters to which you have devoted substantive attention.

1. A description of the nature of the matter.

2. The government's planned response if the claim is asserted.

3. Anevduation of the likelihood of an unfavorable outcome. (Categorize likelihood as probable
(likely to occur) or reasonably possible (less than probable but more than remote).)

4. An estimate of the amount or range of potentia |oss, if one can be made.

Pease specificdly confirm to [Auditor] that our understanding of the following is correct: whenever, in
the course of performing legd services for us, with respect to amatter recognized to involve an
unasserted possible claim or assessment that may cdl for financid statement disclosure, if you have
formed a professond conclusion that we should disclose or consider disclosure concerning such
possible claim or assessment, as amatter of professona responghility to us, you will: (1) advise us of
your concluson, and (2) consult with us concerning the question of such disclosure and the gpplicable
requirements of SFFAS No. 5, as amended.

Please separately identify any cases with respect to which you have been engaged and to which you
have devoted subgtantive atention on behdf of the [Government entity] in the form of legal consultation
or representation for which you believe another government entity will be respongble for any potentia
lighility.

Please specificaly identify the nature of and reasons for any limitations on your response to this request.
Please address your reply to [Auditor], and contact hinvher a (phone number), when your reply is

available for pick up, and send a copy of your reply to me. Do not hesitate to contact me or [Auditor]
if you have any questions regarding this request.

[Signed by]
Chief Financial Officer
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APPENDIX H-2

ILLUSTRATIVE RESPONSE FROM LEGAL COUNSEL CONCERNING
LITIGATION, CLAIMS, AND ASSESSMENTS"®

[General Counsdl Letterhead]

Date:

To: Inspector Genera / Independent Auditor

From: General Counsdl

Subject: Legd Response in connection with the XXXO0 Financid Statement Audit of [agency

namel

As Generd Counsel of [Name of Agency], | am writing in response to the letter of inquiry from
the Agency’s Chief Financid Officer dated , In connection with the audit of [Name of Agency]’s
financid statements as of and for the fiscal year ended September 30, XX XO0.

| cal your attention to the fact that as Generd Counsd for the Agency, | have generd supervision
of the Agency’slegd affairs [If the generd legd supervisory responsibilities of the person sgning the
letter are limited, set forth a clear description of those legal matters over which such person exercises
generd supervison, indicating exceptions to such supervison and Stuations where primary reliance
should be placed on other sources.] In such capacity, | have reviewed litigation and claims threatened
or asserted involving the Agency and have consulted with outside lega counsel with respect thereto
where | have deemed appropriate.

Subject to the foregoing and to the last paragraph of thisletter, | advise you that sSince [insert date
of beginning of fiscal year period under audit] neither 1, nor any of the lawyers over whom | exercise
generd legd supervision, have given substantive attention to, or represented the Agency in connection
with [material*®] loss contingencies coming within the scope of dause (a) of Paragraph 5 of the
Statement of Policy referred to in the last paragraph of this I etter, except asfollows:

> Thisillustrative response is based on examples presented in AU Section 337C, “ABA Statement
of Policy Regarding Lawyers Responses to Auditor’s Requests for Information,” of the Codification of
Statements on Auditing Standards.

16 See Paragraph 3 of the American Bar Association (ABA) Statement of Policy and the
accompanying Commentary for guidance where the response is limited to materid items.
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[Describe litigation and dlaims which fit the foregoing criteria as follows]

Pending or Threatened L itigation (excluding unasserted claims)

a. Natureof the matter (include a description of the case or cases and amount claimed, if
specified).

b. Progressof thecaseto date.

c. Current or intended response.

d. Evaluation of thelikelihood of an unfavor able outcome (categorize likelihood as
probable, reasonably possible, or remote).

e. Esimated amount or range of potential loss, if determinable, for losses considered to be
probable or reasonably possible.

f. ~ Name of [Government entity]’ s attorney handling the case and names of any outside
legal counsel representing or advising the gover nment in the matter.

With respect to matters which have been specificaly identified as contemplated by clauses (b) or
(c) of paragraph 5 of the ABA Statement of Policy, | advise you, subject to the last paragraph of this
|letter, asfollows.

Unasserted Claims and Assessments (consider ed to be probable of assertion and which, if

asserted, would have at least a reasonable possibility of an unfavor able outcome)

a. Natureof the matter.

b. Intended responseif claim would be asserted.

c. Evaluation of thelikelihood of an unfavorable outcome. (Categorize likelihood as
probable or reasonably possible.)

d. Esimated amount or range of potential loss, if determinable.

The information set forth herein is[(as of the date of this|etter) or (as of (insert date), the date on
which we commenced our internal review procedures for purposes of preparing this response)], except
as otherwise noted, and | disclaim any undertaking to advise you of changes which thereafter may be
brought to my attention or the atention of our lawyers over whom | exercise generd legd supervision.

Thisresponseis limited by, and in accordance with, the ABA Statement of Policy Regarding
Lawyers Responsesto Auditors Requests for Information (December 1975); without limiting the
generdity of the foregoing, the limitations set forth in such Statement on the scope and use of this
response (Paragraphs 2 and 7) are specifically incorporated herein by reference, and any description
herein of any “loss contingencies’ is quaified in its entirety by Paragraph 5 of the Statement and the
accompanying Commentary (which isan integrd part of the Statement). Congstent with the last
sentence of Paragraph 6 of the ABA Statement of Policy, thiswill confirm as correct the Agency’s
understanding that whenever, in the course of performing lega services for the Agency with respect to a
matter recognized to involve an unasserted possible claim or assessment that may cdl for financid

171t is expected that cases or matters will be aggregated where appropriate.
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satement disclosure, | have formed a professond conclusion that the Agency must disclose or consider
disclosure concerning such possible claim or assessment, |, as a matter of professona responsibility to
the Agency, will so advise the Agency and will consult with the Agency concerning the question of such
disclosure and the gpplicable requirements of Statement of Federal Financia Accounting Standards
(SFFAS) Number 5, “Accounting for Liabilities of the Federal Government,” as amended by SFFAS
Number 12, and Interpretation Number 2 of SFFAS Numbers4 and 5. [Describe any other or
additiond limitation as indicated by Paragraph 4 of the Statement.]

cc: Chief Financid Officer
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APPENDIX H-3

FORMAT FOR MANAGEMENT'S SCHEDULE OF INFORMATION CONTAINED IN LEGAL RESPONSES
FOR FINANCIAL REPORTING PURPOSES™®™

1 2 3 4 5 6 7
Amount or range of potential loss Dispositionin
Reference | Amount Name of Case/ Financial Statements
Key Claimed Related Cases Likelihood of Loss
@ P (b) R/P | (c) Upper | Amt. Recorded | Note Disclosure
$ $ $ $ $
Instructions

General:
1. Matters should be listed on this schedule in order of the amount or range of potential loss, starting with the largest.

2. Thelevel of aggregation should generally be at the same level asin the legal counsel's letter. However, there may be
instances where the level of aggregation is too high to be able to prepare this schedule in a way that is meaningful.
In such cases, the CFO should work with legal counsel to provide further disaggregation of dissimilar cases. There
may also be other instances where a higher level of aggregation is desirable. CFOs should use professional
judgment, considering the purpose of this schedule when determining the level of aggregation.

Column:

1. Reference Key: Page number of the legal representation letter obtained from General Counsel discussing the case, or other reference
information.

2. Amount Claimed: Amount claimed in the litigation, claim, or assessment (if specified).

w

Name of Case/ Related Cases:; Self-explanatory.
4, Likelihood of Loss: List management's evaluation of the likelihood of loss:

Options: P: Probable (lossislikely to occur)
R/P: Reasonably Possible (the chance of lossis less than probable, but more than remote)
R: Remote (chance of lossis dlight)
u: Lega Counsel Unable to Determine
5. Amount or Range of Potential L 0ss:
Options: 5a Probable (P): Provide single estimate or lower end of range, if known. Enter “U,” if unknown. (Also,

provide column totals.)

18 As required by paragraph 8.b. of OMB's Audit Bulletin, the CFO shall prepare and the auditor shall review a summary of the information contained in the
legal counsel’ sresponse using thisformat. An electronic version of thisform isavailable in Mircosoft Excel at OMB’ swebsite on the Internet at
http://www.whitehouse.gov/OM B/financial
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5h: Reasonably Possible (R/P): provide single estimate or lower end of range, if known. Enter “U,” if
unknown. (Also, provide column totals.)
5c: If the estimate in 5a or 5b isarange, provide upper end of range; otherwise, enter “n/a”

6. Disposition in Financial Statements- Amount Recorded: If applicable, provide dollar amount recorded as a liability in the
financial statements. (Also, provide column totals.)

7. Disposition in Financial Statements - Note Disclosure: If applicable, indicate by note reference number where case
information is separately disclosed or included in amounts disclosed in notes to the financial statements.
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APPENDIX |-1

AGREED-UPON PROCEDURES

RETIREMENT, HEALTH BENEFITS, AND LIFE INSURANCE
WITHHOLDINGSCONTRIBUTIONS AND SUPPLEMENTAL SEMIANNUAL
HEADCOUNT REPORT SUBMITTED TO THE
OFFICE OF PERSONNEL MANAGEMENT

OBJECTIVE

Assg the Office of Personnd Management (OPM) in ng the reasonableness of Retirement,
Hedlth Bendfits, and Life Insurance withholdings and/contributions as well as enrollment information
submitted via the Semiannua Headcount Report.

BACKGROUND

The Agreed-Upon Procedures (AUPs) rdating to the submission to OPM of withholdings
contributions for Retirement, Hedlth Benefits, and Life Insurance relate to the use of the Retirement and
Insurance Trangfer System (RITS). RITS s the authorized method of submission of withholding and
contribution information to OPM. Agency payroll offices (APOs) that are technically unable to transmit
bendfit information to OPM via RITS may continue to submit withholdings and contributions via the
hard copy SF 2812 (and SF 2812-A), “Report of Withholdings and Contributions for Health Benefits,
Life Insurance and Retirement to OPM.” The AUPsto be applied to those APOs submitting
withholdings and contributions to OPM viathe hard copy SF 2812 forms are smilar to thosefor RITS.

PROCEDURES

Gain an understanding of the APO' s procedures for reconciling payroll information to RITS
submissions. Obtain the APO’s most recent Semiannual Headcount Report submitted to OPM and a
summary of RITS submissions for the current fiscal year. Randomly select three RITS submissons for
the current fisca year, one of which coincides with the most recent Semiannua Headcount Report.
Obtain payrall information for the periods covered by the RITS submissions selected.

Note that, as used in these AUPS, the term payroll information refersto all payroll information,
whether it be a payroll register, payroll data file, or other payroll support data.

1. Compare RITS submission data with payroll information by performing the following procedures:

la Foot the payroll information. If the auditor chooses to use a subset of payroll
information, the subset must be representative of dl payroll information and be subject
to the same control procedures over payroll information associated with thethree RITS
submissions sl ected.
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1b. Trace employee withholding information shown on the payroll information footed in step
1.a for Retirement, Hedlth Bendfits, and Life Insurance (as adjusted for reconciling
items) to the related amounts shown on the RITS submission for the corresponding

period.

lc. Obtain support for differences between amounts shown on the source of payroll
information (e.g., payroll register, payroll data, etc.) or derived from files footed in step
1.a and amounts shown on the RITS submission selected.

1.d. Trace reconciling items to supporting documentation and verify agreement.
le Foot each RITS submission selected.

Report any differences or exceptions that are unsupported or unsubstantiated, or represent an
error.

Review or perform areconciliation of payrall information, including RITS data, to the agency’s
generd ledger. For the three pay periods sdected, review the agency’ s reconciliation of payroll
transactions to its genera ledger expense and cash disbursement accounts or, if such
reconciliation does not exist, perform the reconciliation. Agencies should post Retirement, Hedlth
Benefits, and Life Insurance employer contributions to Standard General Ledger (SGL) account
6400-Benefits Expense. Report when the APO did not prepare the reconciliation. Also report
any unsupported or unsubstantiated differences (i.e., gross rather than net) in the tota payrall paid
for the selected pay period and the amount recorded in the general ledger that exceeds 5 percent
of totd payroll. Report any differences (i.e., gross rather than net) between the withholding and
contributions reported on the RITS submissons and the amounts posted to the SGL accounts
greater than 1 percent. Employee contributions should be reported to 6400N and employer
contributions to 6400G. Report postings of employer contributions for Retirement, Helth
Benefits, and Life Insurance to any SGL account other than account 6400G.

For further information, see the FACTS Elimination Guidance at
www.fms.treas.gov/cfs/dev/index.html

Agree employee sdary and contributions to the SF-50 (“ Notification of Personnd Action”),
authorized withhol ding/contributions, and benefit program dections. Randomly sdect atota of
25 individuas who were on the payrall system for dl three of the RITS submissons selected for
testing above. The 25 employees must be sdlected from a pool of employees who meet each of
the following characteristics: covered by Civil Service Retirement System (CSRYS) or the Federd
Employees Retirement System (FERS); enrolled in the Federd Employees Hedlth Benefits
Program; covered by Basic Life Insurance; and covered by at least one FEGLI optional
coverage (Option A, B, or C). Obtain the Officid Personnd File (OPF) for each individua
seected, and perform the following procedures:
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3a

3.b.

3.c.

3.d.

3e

Verify that the base salary used for payroll purposes and upon which withholdings and
contributions generaly are based agrees with the base sdary reflected on the
employees SF-50.

For Retirement, verify that amounts withheld and contributed for participantsin the
CSRS and the FERS are correct, based upon the official withholdings and contribution
rates required by law. [See Payroll Office Letters P-98-13 and P-99-27.]

For Hedth Bendfits, verify that employee withholdings and agency contributions agree
with the officid subscription rates issued by OPM for the plan and option elected by the
employees, as documented by a Health Benefits Regitration Form (SF-2809) in the
employees OPF. See Payroll Office Letters P-98-10 and P-99-24, for FY 2000
rates.

If an employee elected hig/her current health plan via Employee Express, there
likely will not be documentation in the OPF. Employee Expressis an automated
system that allows employees to process health benefits enrollment changes,
without having to submit a hard-copy enrollment form (SF2809); further
information may be obtained at www.EmployeeExpress.gov. In addition, some
agency payroll systems also afford the ability to effect health benefits enrollment
changes without use of SF 2809. The auditor must obtain documentation from
Employee Express, which maintains a history of all FEHB transactions entered by
employees, or from the payroll systems that afford the capability of end-user
update. Rather than requesting documentation directly from Employee Express,
auditors should work through each agency’ s personnel office. Employee Express
key representatives have been apprised of this potential requirement.

For Life Insurance, verify that Basic Life Insurance was elected by the employees, as
documented by a Life Insurance Election Form (SF 2817), in hisher OPF and that
withholdings and contributions are correct.

i. For employee withholdings: Round the employee’ s annual base sdary to the
nearest thousand dollars and add $2,000. For pay periods beginning on or
after 4/24/99, divide thistota by 1,000 and multiply by $0.155 (for APOs with
biweekly pay periods) or $0.3358 (for APOs with monthly pay periods.

i. For agency contributions: Divide the employee withholdings derived in step
3.d.i. by two.

Also, for Life Insurance, verify Optional coverage was dected, as documented by an
SF 2817 in the employees OPF, and that withholdings are correct. The withholding
ratesfor Options A, B, and C are based upon the age of the employee and the amount
of coverage eected. [ Seethe April 1999 revised “ FEGLI Program Booklet” RI
76-21 available at www.opm.gov/insure/life/index.ntm.] Report any differences or
exceptions that are unsupported or unsubstantiated, or represent an error.
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Note: For step 3.e. only, randomly select additional individuals as necessary so
that 10 individuals are selected for each Life Insurance option (i.e., Options A, B,
and C).

Randomly sdlect atota of 10 employees, who have no Hedth Benefits withholdings, from the
payroll information corresponding to the three RITS submissions selected for testing above,
Verify from areview of the OPF that the employees did not dect Hedlth Benefits coverage -- this
may be proven by the absence of an eection form SF 2809 in the OPF, if the employee never
elected coverage. Alternatively, for an employee who canceled enrollment after having been
enrolled in the Health Benefits program, look for an SF 2809 with Section E checked, indicating
election of coverage cancdlation. Report any exceptions that are unsupported or
unsubstantiated, or represent an error.

To conclude with findity that there was no dection of Hedth Benefits, the auditor must first
confirm with Employee Express, via the agency’ s personnd office, that no €ection was made or
coverage canceled by this means.

Randomly sdlect atotal of 10 employees who have no Life Insurance withholdings from the
payroll information corresponding to the three RITS submissions selected for testing above.
Verify that the employees either waived or canceled Life Insurance coverage. Thiswill be proven
by the presence in the OPF of an SF 2817, by which an employee waives or cancels Basic Life
Insurance coverage. Report any exceptions.

Cdculate the headcount reflected on the Semiannua Headcount Report sdlected for testing
above, asfollows.

6.a Obtain exiging payroll information supporting the sdlected Supplemental Semiannua
Headcount report. If existing payroll detaiis not available, have a payroll syslem query
performed that summarizes detailed payroll data supporting the Supplementd
Semiannua Headcount Report, asfollows:

. Benefit Category [see Semiannua Headcount Report].
. Dollar Amount of withholdings and contributions.

. Number Enrolled (deductions made/no deductions).

. Centra Personnel Data File Code.

. Aggregate Base Sdary.

It may be that the payroll information needed to recal cul ate the sel ected Headcount
Report is no longer available on the payroll system. If suchisthe case, query the
payroll information currently resding on the payroll syslem and compare it to the
selected Headcount Report. Account for any significant personnel changes that may
affect withholdings, contributions, and numbers of employees enrolled.

6.b. Reca culate the Headcount reflected on the Semiannua Headcount Report. A
suggested method of reca culating the Headcount is as follows. (1) estimate the number
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6.C.

6.d.

of employees per payroll register page by counting the employees listed on severa
pages, (2) count the number of pages in the payroll register, and (3) multiply the number
of employees per page by the number of pages, or count (using a computer audit
routine) the number of employees on the payroll datafile for the period.

Compare the results of payroll information from step 6.awith the cal culated headcount
from step 6.b to the information shown on the Semiannua Headcount Report.

Report any differences (i.e., gross rather than net) greater than 2 percent between the
headcount reporting on the agency's Semiannua Headcount Report and payroll
information from step 6.a and the ca culated Headcount from step 6.b.

Cdculate employer and employee contributions for Retirement, Hedlth Benefits, and Life
Insurance.

7.a

7.b.

7.C.

Cdculate Retirement withholdings and contributions for the three pay periods selected,
asfollows

I. Multiply the CSRS and FERS payroll base by the withholding and employer
contribution rates required by law.

. Compare the caculated totals with related amounts shown on the RITS
submissions. Report any variances (i.e., gross rather than net) between the
caculated amounts and the amounts reported on the RITS submissions greater
than 5 percent.

Cd culate employee withholdings and employer contributions for Heglth Bendfits for the
three pay periods selected, asfollows:

I Multiply the number of employees enrolled in each Hedlth Benefit plan and plan
option by the employee withholdings and employer contributions for the plan
and option.

. Sum the totalsin step 7.b.i. and compare the result with the Health Benefit
withholding and contribution amounts shown on the RITS submissons. Report
any variances (i.e, gross rather than net) between the calculated amounts and
the amounts reported on the RITS submissions greater than 5 percent.

Cdculate the Basic Life Insurance employee withholdings and employer contributions
for the three pay periods sdlected asfollows:

I. Have APO personnel perform apayroll system query to determine the total

number of employees with Basic Life Insurance Program coverage and the
aggregate annua basic pay for dl employeeswith Basic Life Insurance
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Program coverage. (See the CSRSFERS Handbook, Section 30A1.1-2 for
definition of basic pay.)

i. For employee withholdings: Add the product of 2,000 times the number of
employees with Basic Life Insurance coverage to the aggregate annud basic
pay for al employees sdlected. This represents the estimated total Basic Life
Insurance coverage. For pay periods beginning on or after 4/24/99, divide this
total by 1,000 and multiply by $0.155 (for APOs with biweekly pay periods)
or $0.3358 (for APOs with monthly pay periods).

i. Compare the result in step 7.c.ii. to the withholdings for Basic Life Insurance
coverage reported on the RITS submission. Report any difference (i.e., gross
rather than net) between the estimate and the amount of withholdings reported
on the RITS submission greater than 5 percent.

iv. For agency contributions: Divide the results of step 7.c.ii. by two -- this
approximates agency contributions, which are one-hdf of employee
withholdings. Compare this result to the amount reported on the RITS
submission. and report any differences (i.e., gross rather than net) between the
estimate and the amount reported on the RITS submisson greater than 5
percent.

7.d. Cdculate the Option A and Option C Life Insurance coverage withholdings for the
three pay periods selected by using the results of payroll system queries from step 6.a
or have the APO personnd perform apayroll system query that summarizes the number
of employees, by age group, who eected Options A and C during the pay periods
selected.

I. Multiply the number of employeesin each age group by the appropriate rate for
Option A or Option C, in accordance with the rates for age groups provided in
the FEGLI Program Booklet for pay periods beginning on or after 4/24/99.
Report any differences (i.e., gross rather than net) greater than 2 percent for
Option A and/or Option C.

i. Contributions for Option B cannot be tested for reasonabl eness by these
methods because of the number of variablesinvolved in decting this option.

INQUIRIES

Questions on the gpplication of the AUPs should be directed to OPM’ s Financia Policy Staff at (202)
606-0606, or viathe Internet a: finance@opm.gov.
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APPENDIX |-2

ILLUSTRATIVE INDEPENDENT ACCOUNTANT'SREPORT ON THE
APPLICATION OF AGREED-UPON PROCEDURES

To the Ingpector Generd
U.S. Office of Personne Management:

We have performed the procedures described below (or in the attachment), which were agreed to by
the Inspector Generd, Chief Financia Officer, and the Associate Director for Retirement and Insurance
of the U.S. Office of Personne Management (OPM), solely to assist with respect to the employee
withholdings and employer contributions reported on the Report of Withholdings and Contributions for
Hedth Bendfits, Life Insurance, and Retirement for the payroll periods ended [dtate dates] and
Semiannua Headcount Report as of [date date]. This engagement to apply agreed-upon procedures
was performed in accordance with the standards established by the American Ingtitute of Certified
Public Accountants. The sufficiency of the procedures is solely the responghility of the Inspector
Generd, Chief Financid Officer, and the Associate Director for Retirement and Insurance of OPM.
Consequently, we make no representation regarding the sufficiency of the procedures described below
either for the purpose for which this report has been requested or for any other purpose.

Insert the following unless the procedures and findings are in an attachment.
The procedures and the associated findings are as follows:
[Insert procedures and findings]

We were not engaged to, and did not, perform an audit, the objective of which would be the expression
of an opinion on the withholdings and contributions for Health Bendfits, Life Insurance, and Retiremernt,
and the Headcount Report of the [name of agency]. Accordingly, we do not express such an opinion.
Had we performed additiona procedures, other matters might have come to our attention that would
have been reported to you.

This report isintended soldly for the use of the Ingpector Generd, Chief Financia Officer, and the
Associate Director for Retirement and Insurance of OPM and should not be used by those who have
not agreed to the procedures and taken responsbility for the sufficiency of the procedures for their
purposes.

[Sgnature]
[Date]

cc: Chief Fnancia Officer of OPM
Associate Director of Retirement and Insurance of OPM



