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FOREWORD

This guide is for use in auditing federally assisted
programs. It replaces almost a hundred individu~l program
guides that were previously in use. It is issued as part
of an overall program of improving government Accountability.

The 1960s saw a substantial increase both in the nu.ber
and dollar amounts of Federal assistance prograas. The..
programs were aimed at improving Americans' daily lives.
Major steps were taken to broaden elementary, secondary, and
higher educational op~ortunities; to promote development in
economically depressed areas; to help finance health services
ana medical care for the indigent; to launch a war on poverty;
and to attempt a comprehensive physical, social and economic
program to transform slum and blight-ridden cities into model
neighborhoods.

During the 1970s, the establishment of new grant-in-aid
programs slowed considerably. Also, legislation was enacted
consolidating a number of existing categorical programs into
broader purpose block programs. However, during this period,
the dollar amount of Federal assistance continued to grow.

Today 52 Federal agencies administer nearly 1,100 Federal
assistance programs. About half of these programs account for
almost $90 billion that goes to the governments of all 50
States. 3,000 counties and nearly 90,000 local jurisdictions.
In addition. numerous other entities, such as hospitals, uni­
versities, and r.onprofit organizations benefit from this
funding. Most recipients receive funds from several Federal
agencies or under several federally assisted programs.

This increase in Federal programs brought with it an in­
creased demand for full accountability by those entrusted with
the responsibility for administering the programs. Auditing is
an integral element of this accountability, and each agency·
that provides Federal money is responsible for ensuring that
appropriate audits are made of the recipient's records or acti­
vities. These audits are performed by Federal auditors, State
and local auditors. or by certified public accountants.

A major problem in aUditing Federal assistance programs
is that the agencies usually restrict their audits to recipi­
ent records and fiuanciQl controls relating to their own pro­
grams without concern for other Federal programs administered
by the recipient. They do not completely evaluate the re­
cipient's fina cial controls and pay little attention to



bow a reclpier.t's aanaq_nt practices affect otlWr aqencie.'
programs. This approach to aUditinq Federal assistance pro­
graas provid~s little assuran=e that Federal funds are prop­
erly safeguarded and causes duplication of effort.

Ideally, auditing of Federal assistance proqr... should
be accomplished during an organization-wide audit of the re­
cipient's financial operations. Such an audit .hould ...ure
that the organization's financial record. and control. are
adequate and should test to dete~ne whether it is in ooa­
formance vith significant ~liance requir..-nt. that caa
have a material effect upon its financial po.it~on.

One of the barriers which has inhibited the aCOClllPliab-
ment of an organization-vide audit is tho -ultiplicity of
audit guides which Feder~l agencies have prepared for u.. in
aUditing their federally assisted pr~r.... In addition, .the
absence of a standard audit quide which could be used durinq
an organization-vide audit has been an inhibitinq factor. For
these reasons, the General Accounting Office, the Office of
Management and Budget and the Interqover~talAudit FOrga
have developed this quide to be used in a co.prehensive,
organi~ation-vide financial and ca.pliance audit of recipient. ~

o. Fadordi.L=9r_. ~/IId•.;ty.,~ . ..
~t110rG'"'r.l lr....'
of the United States Office of Management and Budqet
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CRA"Z. 1

INTRODUCTION

Federal financial assistance to State and local
governaental and other non-Federal doaestic organi.ations
has increased from $3 billion in fiscal year 1955 to $90 bil­
lion for fiscal year 1980. This assistance is provided
through a network of over 1,100 progr..s adainistered by 52
Federal departments, agencies, and co..issions. !be progr..s
are carried out by 50 States, 3,000 counties, nearly 90,000
local governments, and innuaerable nongover~ental organila­
tions.

When State or local gover~ents accept funds under fed­
erally assisted programs, they assume the responsibility of
carrying out the programs efficiently, econoaically, and ef­
fectively. This incluaes the responsibility of aUditing the
programs with the same thoroughness that State and local pro­
grams are audited. Attachment P to Office of Manage.ent and
Budget (OMB) Circular A-102 (included as app. III to this
guide) calls for an organizationwide audit of grantee finan­
cial operations. The audits aust include, at a .ini.um, an
examination of the systems of internal control systeas estab­
lished to ensure compliance with laws and regulations affect­
ing the expenditure of Federal funds, financial transactions
and accounts, and financial state.ents and reporta of recip­
ient organizations.

Similarly, Federal agencies which fund such progra.s are
also responsible for auditing the.. To avoid duplicate audits,
the Office of Management and Budget established a Gover~ent­

wide policy requiring Federal agencies to rely on aUdits .ade
by non-Federal auditors to the .axi.u. extent practicable.
OMB Circular A-73 provides that:

"Reports prepared by non-Federal auditors will be
used in lieu of Federal audits if the reports and
supporting workpapers ar~ available for review by
the Federal agencies, if testing by Federal agen­
cies indicates the audits are performed in accord­
ance with generally accepted auditing standards
(including the audit standards issued by the
Comptroller General), and if the audits otherwise
meet the requireaents of the Federal agene!es."

To maxiaize use of State and local audits, the Federal
funding agencies usually provide guidelines on the areas to
be covered in the audit of a federally assisted prograa. 8e­
cause of the divergence of audit approaches contained in f:he
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guidelines issued by the v.riou. d.par~nt••nd .g.nci•• ,
.ever.l St.te .nd loc.l .uditor. h.v•••peri.§ced 6tfficulty
in responding to the .udit requir...nt. of tb. red.r.l .g.n­
cies. Purther.ore, ••ny gr.nt•• org.ni••tion. rec.iv. fund.
fro. sever.l Peder.l .genci•••nd und.r ••ultitud. of pro­
gr••s. Thus, the .uditor ••y find hi•••lf .uditing ••v.r.l
ederally assi.ted progr... within .n org.ni••tion .nd being

required to use • different .udit guide for ••~b p~og~...

This audit guide i. to provide • unifor••udit .ppro.ch
and unifor. doc~entation procedur•• for financial .nd co.pli­
ance audits of organiaation. rec.iving funa. fro. .iiir.l
Pederal agencies or under ••v.ral fed.r.lly· •••i.t.d progr...
• 0 that the needs of each r.deral, St.te, .nd local funding
agency for audited fin.ncial infor••tion .rc ••ti.fied. ~i.

will conserve st.ffing, pro.ote .ffici.ncy, .nd .int-i•• tb.
i.pact of audits on the .udite.'. oper.tion••

This guide has been developed pri••rily for u•• in .udit.
of State and local governaental org.ni••tion.. It p~ovid••
consistent audit pr.ctice••nd doc~.nt.tion procedu~ •• , wbicb
should increa.e the potenti.l for coordin.tion of .udit .f-
forts at all levels of governaent. Howev.r, it i ••lao .pp~o­

priate for audit. of cert.in nongov.rnaent.l grant•• organi­
zations. It is to be u.ed for .udit. wbo...cope i. li.ited ..
to financial operations, including coapli.nc. with l.w••nd ~

regulations .ateri.lly .ff.cting fin.nci.l ope~.tion•
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audit of the various funds of a county govarm.ent would e.pect
to encounter some transactions which involve Federal fund••
Such transactions are, in ~ost cases, subject to the sa..
degr~e of audit scrutiny by the county's auditors as are
county funds.

The audit report should contain the overall financial
statements of the grantee organization and schedules iden­
tifying individual projects for each Federal and State agency.
The audit report should also include a statement of scope,
opinion. and compliance.

Scope

The scope of the audit should identify the period covered
by the audit and th~ various grants and contract. under which
the audited organization received Federal funds. It should
include a statement that the examination was made in accord­
ance with generally accepted auditing standards, including the
audit standards issued by the Comptroller General.

Opinion

The report should contain an opinion on the financial ~

statements of the or9~nization, inclUding the financial data l~
and related audit results. If an unqualified opinion cannot ~
be expressed, the nature of the qualification should ~e

clearly presented. The auditor's opinion on the financial
statements of the organization will satisfy the neea. of the
Federal funding agencies for audited information. The auditor
need not provide a separate opinion on the individual Federal
programs the organization operates.

Compliance

The report should contain a ~tatement that the operations
of the grantee are in conformance with the compliance require­
ments which could have a material effect on the financial
position of lhe grantee. The report should indicate the com­
pliance items tested, the nature of the tests performed, the
extent of the tests, and the results.

Statements

The audit report should cont~in such detailed financial
statements on the grantees' operations as the grantee prepar•••
Such statement might include the following. .

--Balance sheet:
All funds
General fund

4
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rederal grent fund
State grant fund
Oth.r apecial revenue fund

--Analysis of chang.s in fund balance--g.n.ral fund

--Stat•••nt of rev.nu.--gen.ral fund

--State••nt of appropriation., .xpenditure., and enc~-

branc••--general fund

-~~tate.ent of ca.h rec.ipt. and di.bur••••nt.:
r.deral grant fund
Stat. grant fund
Oth.r .pecial revenue fund

--Schedule of question.d costs

Ex..ples of these state.ents are includ.d as appendix II.

It is not expect.d that all of the stat••ents be avail­
able for every audit engag•••nt. However, they are pre.ented
to .how how a co.preh.nsiv. set of financial state••nts that
cover all fac.ts of a grant.e'. operation can b. con.tructed
to •••t the n••ds of all us.rs--grant••s, grantors, and the
public. As such, th.s. stat•••nts ••rve as a guide for
developing required financi~l .tate••nt. for .ultiple-funded
organization••

There is no need to present all of the above list.d state­
aentB (e.g., for grantees which ad.inister a single rederal
grant.) For those grantees it i. sugg.sted that the following
be presented:

--Balance sheet.

--Stat••ent of appropriations, expenditures, and encua­
brance••

--Sch.dule of que.tion.d co.t••

5



CHAPTER 3

PLANNING THE AUDIT

MULTIPURPOSE AUDITS

Generally accepted auditing standards for fieldwork re­
quire that: "The work is to be adequately planned and assist-
ants, if any, arc to be properly supervised." .

One of the objectives of Federal audit policy is to .ake
one 2udit satisfy as many Federal and non-Federal needs as
possible and practicable. Federal grants are ad.inistered in
partnership with non-Federal organizations in which the grants
represent all or a part of an organization's activities.

The audit approach describe~ in this guide suggests pro­
cedures to be employed when one audit is to be .ade covering
all activities, including Federal grant programs, within an
audit universe, such as a State department of hwaan resources.
The approach presented would also be usable on audits of or­
ganizations administering a single audit grant progra••

A mUltipurpose audit requires thorough preli.inary plan- ~)
ning to insure that audit work is adequately coordinated to ..,
achieve the desired results. Such preliminary planning re-
quires that the auditor (1) survey the organizstion to deter-
mine the components of the audit universe by functional area,
such as purchasing, payroll, and disbursing, and (2) design
supplemental audit steps to test aspects of individual pro-
gram transactions which may be selected in samples drawn fro.
the total universe of the organization's transactions. Speci-
fic approaches to the study of internal control are discussed
in a separate chapter.

PRELIMINARY PROCEDURES
•

Before starting the examination, the auditor should ob­
tain and review key reference material. The types of .aterial
which are pertinent will vary, depending on the circwastances,
but in general will include:

1. Financial reports issued during the period.

2. Charters, bylaws, incorporation docwaents, minut
of meetings of the board of trustees or directo~L,

and bank account authorizations.

3. Audit reoprts issued within the past 2 years, in-
cluding those prepared by internal or external audi- )
tors.

6



4. An executed copy of the gr.nt .gree.e~t ~or e.ch
program included within ~he scope of the .udit.

5. The approved budget tor e.ch progra••

6. Copies of program instructiona, .gency regul.tiona,
and applicable circulars. (See .pp. IV for. liat
of Office of Management and Budget circul.ra.)

7. All major contracts, such .s le.ses, e.plo,.ent
agreements, and major purch.se co.-it.enta, entered
into by the organization.

8. The Government-wide cost alloc.tion pl.n .pplic.ble
to State and local governments and relev.nt negoti­
ated indirect cost proposals and agree.ents (in­
cluding indirect cost rates and data for educ.tion.l
and nonprofit organizations.)

The auditor should make copies or extract. of tho.e docu­
ments he considers nece••ary for retention in the .udit work­
papers. Items of audit importance in the above docu.ent.
should be investigated and documented in the working papera.

In some circumstances, such
large volume of individual grant
ticable or appropriate to review
documents before starting work.
the auditor may choose to:

a. audit. where there i ••
award., it ••y not be pr.c­
all gr.nt .w.rd .nd budget
In situ.tion. of this type,

1. Review grant agreement, approved budget, progr••
instructions, and individu.l gr.nt fin.nci.l report.
for several m.terial gr.nt. (if .ny) during the pre­
liminary ph.se of the audit before st.rting the in­
ternal control review.

2. Review the organization's practices .nd policies
relative to administering the gr.nts selected in
item 1 above during the study of intern.l control
systems.

3. Determine whether the grant .dministr.tion pr.ctices
and policies are applied to .11 gr.nt progr ••••

4. Select representative trans.ction••nd review the
grant award and related co.pliance requirements for
individual grants and program. repre.ented by the
transactions.

7



CHAPTER.

AUDIT WORIPAPIRS

~he GAO standards for gover~ental auditing provide.

·Sufficient, co.petent, and relevant evidence i.
to be obtained to afford a rea.onable basi. for
the auditor's opinion., judg.ent., conclusions,
and reco..endation•• •

This standard place. upon the auditor the re.ponsibility
for accumulating sufficient evidence to provide an appropri­
ate factual basis for his opinions, conclu.i~n., jud~ent.,

and recommendations.

Guidance pertaini~g to workpaper docwaentation i. pro­
vided in the audit guide chapters dealing with the .tudy of
internal control and tests of account balances.

•
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CHAPTER 5

COMPLIANCE WITH LEGAL

AND REGULATORY REQUIREMENTS

GAO's third examination and evaluation standard for gov­
ernmental auditing is: "A review is to be .ade of co.pliance
with legal and regulatory requirements." In gover~ntal

auditing, compliance with pertinent laws and regulations is
particularly important because gover~ent ocganizations, func­
tions, programs, or activities are subject to laws and have
more specific rules and regulations than are usually appli­
cable to private organizations.

The auditor is responsible for determining whether the
organization, program, function, or activity under audit has
complied with laws and regulations which may have a .aterial
effect on the grantee's financial position.

Thus, during the financial audit, the auditor is to test
the transactions and operations of the audited organization,
program, function, or activity, to determine whether that
pntity is in conformance with significant co.pliance require­
ments that can have a material effect upon the grantee's fi­
nancial position. Specifically, the auditor should establish
that the audited entity has not incurred important unrecorded
liabilities--contingent or actual--through failure to co.ply
with, or through violation of, pertinent laws and regulations.
Three of the most important requirements are recipient eli­
gibility, coverage of services, and matching require.ents.
If funds a e used to provide services to ineligible recipients
and/or to provide services not included in the grant award,
or if matching r,equirements are not met, the total ..ount of
the award may have to be returned to the grantor agency.

While these requirements may not cover all significant
compliance requirements, they do include some of the .ost
important ones and their verification at least would indicate
that funds were used for their intended purpose and matching
funds were provided. Other requirements that may be appli­
cable include maintenance of effort, indirect cost ra~e deter­
mination and allocation, and cost principles. Eligibility
and matching requirements for all Federal grants can be found
in the "Catalog ?f Federal Domestic Assistance,· which is
available from the Superintendent of Documents, U.S. Govern­
ment Printing Office, Washington, D.C. The catalog is updated
semiannually. TeBt procedures for auditing costs and expenses
(direct and indirect) are included in this guide starting on

1>age 32.
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To assure that iaportant unrecorded liabilities do not
exist, the auditor should (1) ascertain the significant cc.­
pliance requireaents for each aaterial grant, (2) deteraine
that the grantee has established a systea to ensure that
those requireaents are coaplied with, and (3) test individual
transactions to deteraine whether the syst.. is vorking as
d.signed •

•

10

)



1.

)

CHAPTER 6

STUDY OF INTERNAL CONTROL

GENERAL CONSIDERATIONS

The GAO standards for governmental aUditing provide:

"An evaluation is to be made of the systea of inter­
nal control to assess the extent it can be relied
upon to ensure accurate infor.ation, to ensur, co.­
pliance with law and requlations, and to provide for
efficient and effective operations."

This standard makes the auditor responsible for deter­
mining how much reliance can be placed on the audited entity's
internal controls to ensure accurate information, ensure coa­
pliance with applicable law~ and regulations, proaote effi­
ciency and economy, and produce effective results. This
review will help him determine the extent of detailed e...i­
nation work that must be performed to achieve the objectives
of the audit.

The study of internal control normally has two phases.
The AICPA Statement on Auditing Standards No.1, describes
these phases as:

Review of the slstem, which "is pria.rily the process
of obtaining in ormation about the organi••tion and
the procedures prescribed and is intended to serve
as the basis for tests of co.pliance and for evalua­
tion of the system."

2. Tests of compliance, which are .ade "to provide rea­
sonable assurance that the accounting control proce­
dures are being applied as prescribed."

Effect of the aetho( of
data processing on t~st'Jdy

In stUdying internal control, the auditor .ust consider
the method used for processing financial data. Using a co.­
puter for processing and recording financial data is wide­
spread and continues to grow. Co.puter capabilities and
applications can be generally categorized as:

1. Simple calculating and co.piling operations which.
produce a hard-copy audit trail.

11



2. Those systems and applications where the hard copy
does not indicate the internal processing that tran­
spired within the machine.

In the later situation, the auditor must consider using
tes~s and review procedures which go beyond traditional audit
t chniques. Accordingly, it is expected that auditors under­
taking engagements in a sophisticated data proce•• ing envi­
ronment will review the system of data processing and apply
appropriate test procedures. However, the auditors must be
adequately trained for such work.

The AICPA Statement on Auditing Standards No. 3 describe.
the impact of electronic data processing (BDP) on the audi­
tor's study of internal control and provides general guidance
for the study of internal control in an EDP environment.

Testing methods

In a multipurpose audit of an organization, one of the
auditor's objectives is to limit detailed testing of the
various programs and activities by reviewing tests of the or-
ganization's systems as a whole. It is reco....nded that the ~.~

auditor, to draw objective conclusions on the functioning .~)
of the system as a whole, use statistical s..pling procedures,
where possible, in testing compliance with accounting con-
trol procedures. Sections 320A (.01 to .24) and 320B (.01
to .24) of the AICPA Statement on Auditing Standards No.1
provide guidance for these procedures.

The foregoing does not preclude the use of judgmental
sampling methods on multipurpose engagements but rath.r recog­
nizes the potential value of statistical aeasurem.nt on this
type of audit.

REVIEW OF THE SYSTEM

During this phase of the study, it is necessary to deter­
mine first what controls are present and then .ake a preliai­
nary evaluation as to the appropriateness of the controls.
After completing the preliminary evaluation, the auditor is
able to determine how much reliance will be placed on internal
controls, SUbject to tests of transactions, to verify the
effectiveness of controls.

It is recommended that the review of internal controls
be documented by:

1. Either a written narrative or a flow chart describing ~
i i ....II'the work ngs of the various account ng-syste. appli- ~

cations and such other infor.ation--types of reports

12





This section contains general guidelines covering the
testing of accounting applications at grantee organiaations.
It should be noted that not all system applications will be
prese~~ on each audit engagement. In addition, tests of sys­
tem compliance may not be appropriate where the systea is not
intended to be relied on as a basis for limiting other audit
procedures.

Documentation of recorded
transaction tests

The audit workpapers should clearly show the work done
in reviewing and evaluating the organiaation's systea of in­
ternal control. The AICPA Statement on Auditing Standards
No. I states that:

"Although the quantity, type, and content of working·
papers will vary with the circumstances, ~hey gen­
erally would include or show * * * that the (organi­
zation's] system of internal control had been re­
viewed and evaluated in determining the extent of
tests to which auditing procedures were restrict-
ed* * *.-
The statement indicates that the factors which affftct

the auditor's judgment of the quantity, type, and content of
workpapers include:

"(a) the nature of the auditor's report, (b) the
nature of the financial statements, schedules, or
other information upon which the auditor is report­
ing, Ie) the nature and condition of the (organi­
zation's) records and internal controls, and ld)
the needs in the particular circuastances for super­
vision and review of the work performed by any
assistants."

The Federal Government's stated audit policy is to
achieve the efficient use of audit resources through better
coordinated audit efforts. The full lapleaentation of this
policy requires that the audit work have at least coaaon
reference points which can be looked at by all potential users
when one audit is made to meet the varying needs of different
groups. For audit workpapers, that reference point should be
guidelines that have been agreed to for docuaenting audit
tests •

• Apply the following guidelines or docuaentation tests of
transactions to audits of organiaations adainistering feder­
ally assisted prograas.

14



Transactions test objectives are r.lated to the auditor's
plans for relying on int.rnal controls for liaiting account
balance tests. The obj.ctiv.s will v~ry fro. audit to audit,
depending on the circU8stanc.s.

1. Describe trausaction t ••t objectiv.s in t.ras of what
the test is designed to .stablish as to tbe func­
tioning of specific controls. Also describe types
of possibl••rror. that aay be found in tb. test.
For ex..ple, in d.scribing objectives of an accounts
payable test, the auditor would state tbe control
features to be test.d (••g., invoice aatcbing and
independent check of extensions) and the types of
possible errors (e.g., quantity on invoice does not
agree with quantity on r.c.iving report and e.ten­
sions on invoice are incorrect).

2. Describe the universe for t.sts using judga.ntal
or statistical saapling, including (a) tb. types
of iteas in the univers., (b) the period ov.r wbich
the iteas were accuaulated, (c) tb. sis. of the uni­
verse, (d) the activiti.s or funds cov.red by the
system, and Ie) the siailiarity of it.as constituting
the universe. For ....pl., in a t.st of casb dis­
bursements, the auditor could includ. a description
having la) ch.cks drawn on tbe organisation's bank
account froft July 1, 1973, tbrougb June 30, 1974,
lb) the checks used during the period were 1,456
through 2,851, or 1,395 checks, (c) the cash dis­
bursement systea processed cbecks cov.ring the or­
ganization's general fund and two Fed.ral prograas
(describe the progr..s), and (d) the universe in­
cludes all checks drawn by the organisation.

3. When eaploying statistical s..pling, the workpapers
should include a saapling plan containing the s..ple
size, precision, confid.nc. levels, and estiaated
error rates.

4. Describe the aethod of selecting the s..ple.

5. Record the test steps applied to s..ple transactions.
A detailed audit prograa or annotations on audit test
papers would serve this purpose.

6. Record the results of tests, including lists of er­
rors and exceptions, followup actions, and, in the
case of statistical t.sts, the ~esults, including
precision.

15



7. The final piece of docua.ntation i. tbe auditor'.
concld.ions\~n the .ff.ct of te.t re.ult. on other
auditing pro~edures (substantive t ••ts) to be u.ed
in the balanc~of the audit. I

, " IThe docu.entation guid~lin~a provide/a reference point
for F~deral auditors ~~ no~-Pedoral .ud~~or.. ~e.e guide­
lines do not ded 'W t,h the fora of vocllpjapar. but rather pro­
vide a ~road aethodology whic~ .hould 7r••ult in vorllpapar.
with co..on general, charact.ristic••

ILLUSTRATIVE PROGRAMS POR TESTS
OF RECORDED TRANSACTIONS-

Transaction test objective. ar. r.lated to the auditor'.
plans for relying on aspects of int.rnal controls to liait
tests of account balanc.s. If the auditor wi.he. to r.ly on
various functions and aspects of internal controls, he .hould
establish objectives to cov.r tho•• function. and a.pact••

The test procedures for the transaction te.t. vary, de­
pending on the circu.stances. Por ....ple, if the auditor
plans little or no reliance on int.rnal control. within a ".
particular accounting application, th.n h. will have to e.- ~

pand his testing of the tran.action but parfora little or no I

audit procedures during his .tudy of the internal control .y.-
tem. There are other factors aff.cting the .election of
audit procedures, docu••nts, and r.cord.. The auditor .u.t
use his own judgment in d.t.r.ining test objective. and appro­
priate audit procedures.

Listed below are illustrative audit procedures and te.t
objectives for tests of co.plianc. with accounting .yste.
applications.

Cash receipts

Audit objectives

Test objectives of ca.h rec.ipts are to establi.h that:

1. Cash which .hould have been received is, in fact,
received.

2. Cash received is deposited pro.ptly and intact.

3. C••h drawn by checll or lett.r of credit, funded by
~,~e.er.l G.w.....n'l i. not in ••ce•• of i..edi-
.te r.quire.ent.. '. 'j



t 4. Cash receipts are accurately recorded in the
accounting records.

5. The accounting records for cash receipts agree with
bank records of receipts.

Illustrative test procedures

1. Review the cash receipts records and the general
ledger cash accounts for unusual it..s, such aa
large aaounts or entries fro. other than caah
journals.

2.

3.

4.

Test footings and crossfootinga of the caah re­
ceipts records.

Compare re.ittance advices with the postinga to caah
receipts and receivable ~ecords.

Test for agreement of entriea on bank atat..enta with
the daily cash receipts ..ounta contained in caah
receipts records.

cash receipts' recorda to the
account and receivable detail

-,r~.v :-'-i·· \..1$.-':~·\ I .. • ,f..c.. ...~ '.. (.'-.

If cash receipts for fed·~.lly •••1.'.d-•••g; .
are commingled with ~r cas~, then test for the
posting of credits to applica~le fund control ac­
counts.

Test the posting of
general ledger cash
records.

5.

6.

7. Test the postings of undeposited cash receipts to
receivable records.

8.

Cash

Test the recording of miscellaneoua receipts, such
as the proceeds fro. sales of property and equipaent.

9. Ca.pute the average daily cashbook balance for funds
drawn under 'ederel letters of credit or advance
payments~rseveral randaa ~nths during the au-
d i ted peri J -1.... ,,__ .L..L .., ""~ .r""'" . V'~. - --

disbursements
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1. Disburse.ents are authori%ed. Thi. objective i.
achieved either as part of the ca.h di.bur....nt t ••t
or as part of the accounts payable te.t, d.pending
on whether transactions are controlled by a youch.r
register. If a voucher regi.ter i. u.ed to control
accounts payables, then the objectiye. ar. achi.yed
as part of the accounts payable list. If not, th.
objectives are achieved as part of ca.h di.bur.~­

ments.

2. The amount of the disburse.ent i. proper.

3. Disbursements are properly recorded, i.e., corr.ct
payee, amount, date, and account di.tribution, in
the accounting records.

4. Disbursements are adequately supported by doc~en­

tat ion and made for the purposes intended.

Illustrative test procedures

General tests

1. Examine the cash disbursements journal for unu.ual
items, such as large amounts and check. drawn to
cash. Investigate items noted.

2. Test the footings and crossfooting. of the ca.h di.­
bursements journal.

3. Account for the numerical sequence of checks for a
test period.

4. Test postings of cash disburse.ents fro. the ca.h
disbursements journal to the general ledger, and if
applicable, to the voucher register and subsidiary
ledgers.

5. Test petty cash reimburse.ent voucher. for support
and approval.

Test of sample disbursement tran.action.

For each item selected:

1. Test paid checks to the cash disburse.ents journal
and to supporting documents and det.r.ine that
payees, amounts, and dates agree.

2. Determine that documents in suppo.t of di.bur.e.ents ~

were canceled to prevent their reu.e. ~'1
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3. Test signature. on paid ch.ck••g.inwt • li.t of
authorized .igner••

4. Compare endorse.ent. with indic.ted p.y.... In•••­
tigate any double endor ••••nt••

Purchasing, receiving, and account. pay.ble

Audit objectives

The objectives of purcha.ing, r.c.iving, .nd .ccount.
payable tests are to e.tabli.h that:

1. Purchases of goods and servic•• w.r. properly .uth­
orized.

2. P'lrchases were Dade in accordanc. with e.t.bli.hed
pol cies and procedure••

3. Purchase transaction. w.re properly recorded in the
accounting record. on the dat•• tr.n••ction. wer.
completed.

4. Charges to federally a••i.ted progr....ri.ing froa
purchase tran.action. conform to I.) co.t principl••
prescribed under pertin.nt Ped.ral circular., Ib)
the terms of the grant or lo.n docua.nt., .nd Ie)
the established policies of the org.niz.tion. 11
ISee app. IV for a list of circul.r•• ) -

Illustrative test procedures

Preface

1. The sample program pr•••nt.d b.low •••ua•• th.t pur­
chase transactions are r.corded in • vouch.r regi.­
ter. If the organization i. on a ca.h b••i. or con­
trols payables through a payable or accru.l li.ting
prepared at period end only, the r.vi.w of ch.rge.
for goods and service. can be don. a. part of the
cash disburse.ents te.t.

2. To achieve objective. 2 and 4 abov., relating to
transactions incurred under federally a••i.ted pro­
gra•• , the audit progr...u.t be .ufficiently de­
tailed to cover .pecific program criteria. The
audit program .hould be referenced to applicable

l/When there i. a conflict, categories la) and Ib) take pre­
- cedence over category Ic).
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Federal circulars which e.tabli.h principle. for
determining allowable co.ts of the organi.ation.
In addition, the program .hould be .odified to in­
clude applicable provi.ion. of the grant or loan
and agency regulations dealing with allowable costs.

Program steps

General t~sts

1. Review the general ledger account. for account. pay­
able and accrued expen.e and the voucher register
for unusual ite•• or entrie., .uch a. large aaGunt••
Investigate ite.s noted.

2. Review files of unmatched invoice., receiving re­
ports, purchase orders, and shipping document., to
determine whether such ite•• are current.

3. Test the numerical sequence of purcha.e order••

4. Test footings and crossfooting. of the voucher
register and trace posting. to the general ledger
and subsidiary ledgers.

5. Review indirect cost categories in the cost allo­
cation plan against the co.t categories for indirect
cost on the trial balance.

Test of sample purchase transactions

For each purchase transaction s..ple ite••electeda

1. Test each purchase order again.t requi.ition.a

a. Inspect competitive bid. to .ee if the aaount
of purchase meets the .ini.um require.ents for
this procedure.

b. When possible, verify prices using vendor cata­
logs or price lists.

2. Test each vendor invoice as followsa

a. Compare amounts and ter•• of invoice to purcha.e
order.

b. Compare items and quantities listed on the in­
voice to receiving report or evidence of receipt
of service••
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c. Trace ite.s listed in the voucher regiater, auch
as amount, transaction date, diatribution ot
charges, progra. charge code, to the invoice.

d. Test invoice footings and extenaions.

3. For each sample item repr~senting a charge to a fed­
erally assisted program:

a. Determine whether expenditure ia con e.plated
in approved budget.

b. Determine whether prior approval of the granting
agency was obtained for those purchasea aubject
to that requirement. (Refer to grant agree.ent
and applicable Federal circular.)

c. Determine whether classification of direct or
indirect charges is in accord with coat alloca­
tion plan or grant agreement.

d. Test the types of expenditurea aelected for a..­
ple against standards for .elected items of coat
set forth in applicable rederal circulara, agency
regulations, or grant ter.s. Liat aa exceptiona
tho~e items not meeting the preacribed atandarda.

Payroll

Audit objectives

The objectives of the payroll tests are to establish
that: ,~

1. Employees shown on the payroll records are authOrized
and hired in accordance with the organizati~~'a .ad­
ministrative requirements.

2. Payrolls are accurately calculated on the basia of
authorized rates of pay.

3. Payroll deductions are aade in accordance with
existing legal require.ents and contractual agree­
ments.

4. Payroll transactions are accurately recorded in the
accounting records.

5. Employees charged to federally aaaiated progra.a
are authorized by the approved budget.
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6. Fringe benefit arrangeaents affecting r.deral grant
programs are consistently applied to all the organi­
zation's operations, including non-rederal activi­
ties.

Illustrative test procedures

General tests

1. Test footings and crossfootings of payroll registers
and trace posting to the general ledger and subsi­
diary ledgers.

2. Compare payroll charges in the general ledger to
budget categories and investigate discrepancies.

3. Witness the distribution of payroll checks on a sur­
prise basis.

4. Review charges to the various categories of fringe
benefits and determine whether the benefits,

a. Are authorized in the organization's personnel
policies.

b. Are generally considered under the category of
fringe benefits and not profit-sharing arrange­
ments.

Test of sample payroll transactions

For each payroll saaple itea selected for test,

1. Trace hours paid to appropriate tiae records--clock
cards and tiaesheets.

2. Review individual hiring record or eaployaent con­
tract and deter.ine whether rate of pay is authorized.

3. Inspect authorization or approval for overtiae pay­
ments.

4. Test deductions from pay for authorization.

5. Test payroll distribution to supporting evidence,
such as departaent rosters and approved tiae alloca­
tion sheets.

• 6. Test coaputation of gross and net payaent.
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7. Compare endorsement on payroll check with signature
on W-4 form.

The following are additional steps for pa~ents charged
to federally assisted programs.

1. Compare the position description for which pa~ent

was made to the approved grant budget.

2. Test payment rate:

a. For compliance with Federal mini.ua wage.

b. To determine whether rate of pay is consistent
for similar work in other activit'es of the
organization.

c. For compliance with the terms of the grant if
the position is specifically covered in the
agreement.

3. If the organization has developed a fringe benefit
rate, review for reasonableness and equitable appli­
cation to all payroll costs. Also deter.ine that no
elements making up the fringe benefit pool have been
included in direct labor charges.

Billings and receivables

Audit objectives

Test objectives of billings and receivables are to estab­
lish that:

1. Billings represent valid claims for goods shipped or
services received and are based on established pricing
policies.

2. Billings and related receivables are recorded on the
date when the transaction is completed.

3. Noncash credits to receivable accounts are appro­
priately authorized and supported and are .ade in
accordance with the organization's established poli­
cies.

4. Billings and receivables are accurately recorded
in the accounting records.
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Illustrative test procedures

General tests

1. Test footings and crossfootings of billing regis­
ters and test postings to the general ledger and
subsidiary ledgers.

2. Test the cutoff in processing and recording billings
and noncash credits to receivables.

3. Test the numerical sequence of a series of ca.pleted
invoices and shipping docuaents (bills of lading).

4. Test footings and extensions of aged trial balance
of receivables. Trace totals to general ledger
balances and test aging against subsidiary ledgers.

5. Test the records of goods ordered and services re­
quested to shipping and service records.

6. Test shipping docuaent files and the records of serv­
ices peformed to determine whether billings were
prepared.

7. Test noncash credits to receivables by reviewing
support and authorizations.

Detailed tests

Select a sample of billings and:

1. Te~t pricing to price lists, contracts, or other
authorizations.

2. Test the shipment quantities or descriptions of
services to shipping or service records. Rote lags
between dates of shipaent or rendering of services
and the billing dates.

3. Test the footings and extensions on the billing.

4. Test the recording of billings to the billing regis­
ter and subsidiary ledgers. Test for posting of
names, dates, aaounts, and account distributions.

property and equipaent

Internal control tests over property and equipaent can
be aade in conjunction with property and equipaent account
bafance tests.
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Audit objectives

The objectives of control tests over property and equip­
ment are to establish that:

1. Recorded property and equi~ent e.ists and is being
used in the operation or progr..s for whicb tbey
were acquired or to which they sre cbarged.

2. Property and equi~ent acquisitions and di.po.al.
have been properly authoriaed, approved, and
recorded.

3. Charges to grant programs for depreciation or u.e
allowances were properly computed in accordance witb
applicable Federal cost principle. and the term. of
the grant agreements.

Sample test procedures

1. Obtain a summary of charges to grant progr.. account.
representing asset acquisition, depreciation, or u..
allowances.

a. Test mathematical accuracy of the .chedule.

b. Trace totals to general ledger accounts.

c. Trace opening figures to prior audit papers,
if available.

2. Test selected items to determine whether tbe e.pendi­
tures or charges for deprecistion or u.e were con­
templated by the approved budget.

3. For acquisitions of property and equi~entl

a. Review purchase orders for required approval••

b. Determine whether requirement. for competitive
bidding, if applicable, were met.

4. Test the calculation of depreciation or u.e allow­
ances.

a. Verify mathematical accuracy of tbe depreciation
calculation.

b. Determine whether the depreciation or us. charge
was based on acquisition co.t. or a reasonable
estimate of ...e.
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c. Determine whether the .ethad of cu.puting
depreciation has been consistently applied to
similar assets for all rederal progr..s the
organization administered.

d. Compare use allowance rates clai.ed with the
limitations for such allowances contained in
Federal regulations.

5. On a selected basis verify the physical pre.ence of
assets charged to programs or activitie.. Deter.ine
whether the programs or activities charged with the
assets or depreciations are benefiting fro. the a.­
sets. (Are the assets being used for progr... other
than the one charged?)

Evaluation of test results

As previously stated, the auditor's study and evaluation
of internal control is to determine the extent to which other
audit procedures can be restricted.

After completing the tests o( accounting syate. applica- ~

tions, the auditor should evaluate th test reaults and draw ..,
final conclusions on internal controls. The evaluation ahould .
lead the auditor to confirm or reject the preli.inary evalua-
tion of internal controls. The conclusions ahoul be atiown
in the selection of audit procedures for the accocnt balance
tests that will follow.

The final evaluation of internal controls should be ref­
erenced to (1) preliminary evaluation of controls, (2) teat
of transaction workpapers, and (3) the audit progr.. proce­
dures to be followed in testing account balances.

Concerning item 3 above, the auditor is expect~ to in­
dicate the basis for selecting procedures by way of a note
to the audit program or in a .e.orandu- acco.panying the
sections of workpapers dealing with account balance teata.
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CRA"" 7

TESTS OF ACCOUNT BALAIlCBS AlII) O'fIIBR ADD!" PIOCBDOU8

INTRODUCTION

. The balance of the procedure. u.ed in deter.ining tbe
fairness of the financial state.ent. and/or tbe a11owabi1ity
of costs depends on the aateriality of transaction. and bal­
ances, the auditor's evaluation of internal control., and
the nature and scope of the audit report i ••ued.

The material which follow. deal. witb approacbe. to
testing account balances. For eacb account or type of ac­
count, there is a listing of illustrative audit procedure.
and a discussion of the potential iapact of internal control
conditions in selecting procedures.

GENERAL PROCEDURES

~he auditor should.

1. Obtain a working trial balance of tbe general ledger
balances and verify the. witb tbe general ledger
accounts.

2. Trace balance. froa the working trial balance to
grant report.

3. Obtain approved budget. covering tbe operation, in­
cluding those applicable to federally a••i.ted pro­
gr..s adainistered by the organisation. Deter ine
whether the expenditure. propo.ed in tbe budg tare
authorized by line itea.for the various progr... and
activities.

4. Coapare the expenditure account. fran tbe general
ledger trial balance witb tbe approved budget and
deteraine if budget autboriaation. were exceeded.

BALAIlCE SHEET ACCOUNTS

. The balance sbeet account., for whicb illu.trative audit
procedures have been provided, are not all inc1u.ive of the
types of accounts which .ay be encountered in an audit of a
particular grantee organization. The .ection of AICPA'. 'In­
dustry Audit Guide--Audit. of State and Local Governaental.
Units' dealing witb audit procedure. for certain a••et, lia­
bility, and fund balance account. describe. otber accounts
which aay be pre.ent at non-rederal governaental organixa­
tions. This aaterial, which describes the general working.



•
of certain accounts and types of procedur•• that the auditor
should consider, should be reviewed in connection with ....in­
ation of governmental units.

Cash balances

The objective of the examination of cash balanc.a is to
determine whether such balances are owned and are .ith.r on
hand or on deposit in a banking in.titution.

Illustrative test procedures

1. Obtain a schedule of ca.h balance••

2. Count cash funds on hand and confir. bank balanc•••
The confirmation should reque.t infor.ation frOB
the bank related to loans, lett.r. of credit, con­
tingencies, guarantee., and coll.ction it••••

3. Review bank reconciliation. at period .nd and ob­
tain and review cutoff bank .tate.ent aft.r the audit
period.

4. Review cutoffs of cash di.burse.ent. and cash
receipts.

5. Count petty cash.

Discussion

When drafting the audit progr.. for u.e in ex..ining
cash, the auditor should con.ider the evaluation of int.rnal
controls over the processing of ca.h receipt. and di.burs.­
ments.

If the internal control. ov.r ca.h ar. evaluated a. w.ak,
the procedure. u.ed .hould refl.ct little or no r.lianc. on
the organization'. poor practice.. For ••88Pl., the auditor
.ay prepare the bank reconciliation rath.r than u•• revi.w
procedure.. The auditor .ight al.o ....in. bank r.concilia­
tions for period. before and aft.r the financial .tat...nt
date. If control. over the pooting of ca.h record. ar••valu­
ated as weak, the auditor .hould con.ider ••tending cutoff
tests and possibly reconciling the ca.h-book balanc•• again.t
the bank statements.

•

If internal control. over ca.h are .valuated a••trong,
the auditor could li.it te.t. of ca.h fund. to confir.ation
of ban~ balance., review of the organization'. bank r.con- ..
cili~tion, and perfor.ance of li.ited cutoff procedur•••
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Receivable balances

The objectives of examining receivable balance. are to
determine that such balances are properly recorded and re­
flect valid claims in amounts deemed to be collectible.

Illustrative test procedures

1. Obtain aged listing of receivable balance. (retain
copy of sumaary for the working peper.).

2. Verify the mathematical accuracy of the li.ting and
test individual items to the cu.tomer'. ledter.,
and trace the listing total to the general ledter
account.

3. Confirm receivable balances.

4. If applicable, examine notes evidencing indebted­
ness and inspect collateral.

5. Verify the amount of any interest accrual.

,

• 6. Determine the
receivables.
ables, credit
to date.

adequacy of reserves for uncollectible
Consider such item. a. age of receiv­
reports, and collection action. taken

7. Review noncash credits to receivable., .uch as allow­
ances and bad debt writeoffs. Deteraine if .uch re­
ductions of receivables were properly authorised
and adequately supported.

8. Perform cutoff procedures on billings and nonca.h
credits to receivables.

Discussion

When drafting the audit program for use in examining
receivables, the auditor should consider the evaluation of
internal controls over the processing of billings and ca.h
receipts and the maintenance and administration of receiv­
able records. In addition to the general illustrative pro­
cedures described below, aUditors of non-Pederal governaental
organizations should consider using the procedure. listed
on pages 58 to 60 of AICPA's "Industry Audit Guide--Audits
of State and Local Governaental Unit•• " The aaterial dis­
cusses procedures for aUditing various types of receivables
found in governaental organis.tion••
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Some of the illustrative procedures listed above, .uch
as confirmation of receivable balances, .ay be perfor.ed at
a point before the close of the financial period und.r audit.
If this is the case, the auditor aust con.id.r how to update
this work at the close of the period. The auditor .hould a180
consider the materiality of transactions during the int.r­
vening period as well as his evaluation of internal control••

The auditor may choose to r ••trict the account bal.nc.
work on noncash credits to receivabl•• if th••• tr.n.action.
were adequately tested in the internal control .tudy p~•••
The account balance work in that case .ay b. li.ited to cut­
off procedures and review of co.parativ. or budg.ted balanc•••

In selecting the confir.ation procedures th. auditor
needs to evaluate a number of factors, includingz

1. The type and materiality of account balanc.a.

2. The prospects of debtors' re.pon•••

3. Available alternatives for nonr••pon....

Investments

The objectives of exaaining inve.t••nt••r. to d.t.r.in.z

1. The existence and ownership of recorded inve.ta.nt••

2. That the carrying value of inv••t ••nt. i. not per••­
nently impaired by a reduction in .arket v.lue.

3. That incoae fro. the inve.t.ent i. properly .ccrued
and recorded.

Illustrative test procedures

1. Obtain a schedule showing la) inve.taent .ctivity
during the audit period--opening b.lances, purch•••• ,
sales, and ending bal.nce.--and Ib) inve.ta.nt in­
co.e, including accru.l., for .ccru.l b••i ••t.te­
aents.

2. Verify the .athe.atical accur.cy of the .chedule
and trace the invest.ent and incoa. balanc•• to the
general ledger.

3. Confir. or count and in.pect inv••t ••nt ••curitie••

4. Test advice. or invoice••upporting the purcha.e and
sale of inve.t••nt••
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5. Review the org.ni••tion'. ch.rt.r or byl.w. to
determine th.t the type. of inv••ba.nt•••, ••r. in
.ccord.nce with tho•• provi.ion••

6. Determine th.t inv••ba.nt purch•••••nd ••1•••r.
properly .uthori••d .nd .pproved.

7. Obt.in m.rket v.lu. infor••tion on inv••ba.nt. h.ld
at the .nd of·th. period. Con.id.r n.ed for writing
down inve.t••nt. which .ppe.r to h.v••u.t.ined •
permanent reduction froa c.rrying v.lue.

8. Test investment incoa. through c.lcul.tion or by
reviewing publish.d infor••tion for divid.nd••

Discussion

The materi.lity of tr.n••ctions .nd b.l.nc•• tot.th.r
with internal controls rel.t.d to r.c.ipt••nd diebur....nt.
will determine the e.tent of inv••t ••nt .nd incoa. t ••t ••

Before e.amining investm.nt., the .uditor .hould b.coae
familiar with leg.l restriction••nd regul.tion••ff.cting
the organiz.tion's inv.st••nts. C.rt.in type. of inv••ba.nt.
may be prohibited by st.tut., ch.rt.r, or byl.wa. In .ddi­
tion, there may be re.triction. on r.t.ining inv••ba.nt in­
come, as is the case when .dv.nc•• of red.r.l c.tegoric.l
grant fund. are invest.d by • unit of loc.l gov.rnm.nt.

Accounts p.y.ble and .ccru.d ••pen•••

The objectives of the ....in.tion of .ccount. pey.ble
and accrued e.pense••r. to det.r.in. th.ta

1. Record.d li.biliti•••nd accrual. r.pr•••nt v.lid
obligations for the p.riod under .udit.

2. All valid obligation. are r.corded.

Illustrative te.t procedur••
(

1. Obtain. listing of .ccounts p.y.ble .nd .ccrued
li.bilitie••nd te.t the ••the••tic.l accur.cy of
the listings.

2. Tr.ce the tot.l. of the li.ting. to the general
ledger .ccount••

3. Te.t vendor invoic•••nd ....in. c.lcul.tions .nd
other support for p.y.ble .nd .ccru.l item••
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4. Test payaents of payables and accrual. aft.r the
audit date.

5. Consider confirsing payable and accrual it••••

6. Compare accrual ite•• to prior period balanc•• and
investigate sajor difference••

7. Review the accrual for payroll and fringe b.n.fit••

8. Perfors a test for unrecorded liabilitie. by r.vi.w­
ing

a. the cash disbur.esent journal and voucher regi.­
ter transaction. after the audit date and

b. unentered invoice., un.atched purcha•• ord.r.,
and receiving reports.

Discussion

The internal control. over cash disbur••••nt., payroll,
purchasing, accounts payable, and receiving, tog.th.r .itb ~l

the materiality of tran.action. and balanc•••hould b. con- ,.,
sidered in drafting the liability and accrual progr... !b.
auditor should con.ider confir.ation of creditor••b.n in-
ternal controls are evaluated a...ak or .hen the .ccount.
payable consists of few balanc•• of r.latively large asounts.

Applicable internal control procedure••hould re.ult in
reducing the asount of work needed to e.tabli.h the r.a.on­
ableness of the accounts payabre-and-accroal-bwlanc••• Bow­
ever, regardless of the strength of internal control., .oae
work should be done to establi.h that a proper cutoff .a.
aade in recording payables and accrual••

COSTS AND EXPENSES

The types of co.ts and e.pen.es found in grantee organi­
zation audits vary, depending on the type. of progr... the
organization adsinisters. Criteria for allo.ability of co.t.
are contained in ORB circulars and in the applicable prograa
regulations, which were reviewed during the internal control
study phase of the audit.

The e...ination of co.t and e.pen.e balance. i. related
to and affected by other work done previou.ly, including I

1. The internal control .tudy of ca.h di.bur.esents,
accounts payable, purcha.ing, and receiving.
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•

2. The review of contr.ct ter•••nd budget ver.u••ctua1
cClllp.riaon••

3. The review of cert.in ....t .nd liability .ccount
b.l.nce••

Other !acton .ffecting the .udit progr.. for ell..ining
co.t••nd expen.e••re the ••teri.1ity of tran••ction••nd
b.l.nce••nd the degree of re.triction conte.p1.ted by the
v.riou. grant progr.... ror ex..p1e, gr.nt progr... with
relatively broad categories of .llow.b1e co.t••nd little or
no re.triction. aa to tr.n.fer. between budget c.tegorie.
require lea. detailed ex..in.tion. than do gr.nt progr...
with .ore re.trictive provi.ion••

The test .hould cover co.t. charged directly to the
progr.. , together with tho.e co.t. which .re, in p.rt, allo­
cated to the progr.. , .uch a. indirect co.t••

The degree of addition.l ex..ination of individu.l co.t
and expen.e tran.action. will vary according to tbe i.pact
of the ite•• di.cu••ed above. If, for inat.nce, intern.1
controls were eva1u.ted as weak in the approval of tr.n••c­
tions and appropriateness of co.t. and expenses incurred,
the auditor .igbt extend te.t. to cover • large part of
the~e costs. If, however, internal control. were ev.luted
as strong, the auditor .ight li.it the re.aining work to (1)
examining only a ..all n~ber of aaterial tran••ction., (2)
if applicable, reviewing 1i.itations on the aaxi.~ a.ount
of indirect coata chargeable to a progr.. , and (3) a line
ite. coaparing budget to actual expenditures with fol1owup
on overruns, if applicable, and aajor underruns.

PROGRAM FUNDING

Review grant teras and progr.. regulations to deteraine
the basis for calculating the rederal .hare.

1. The teat of rederal and non-rederal contributions
to the progr...hould be aade after coapleting audit
tests and preparing audit adjustaents for prograa
expenditures. Adjustaent. aay be required for such
iteas as cutoff errors (expenditures of funds prior
to receipt of grant award) and those costs which the
auditee agrees are clearly unallowable. The auditor
should prepare a dual calculation of Pederal con­
tributions in those instances where the auditee does
not .gree with the auditor's proposed adjustaents.
The c.1cu1ations ahould be based on (a) the auditee's
progr.. costs and questioned costs and (b) progr..
coats with questioned costs reaoved.
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2. So.e grant progr..s provide for Pederal fUnding at
different rates for differ.nt costs categories. Th.
auditor should b. al.rt to such requir...nts and
should test the .atching shar. on the prescribed
basis.

3. Th. requir..ents of the source and type of .atcbing
funds to be provided as the non-Pederal sbare varies
a.ong the progr.... A. part of tha test to deter.ine
the organi.ation's c~pliance with .atching-share
require.ents, the auditor .hould deter.ine tb. rule.
applicabl. to the progr... under audit. If the grant
progra. provid.s that fund. obtained fr~ otber
Federal progr... not b. u.ed for .atching on the pro­
gr.. und.r audit, then the auditor .u.t det.r.ine
the source of the organi.ation'. fund.. In-kind
contributions should be tested again.t the criteria
contained in applicable Pederal circular. and
granting-agency regulation••

INDIRECT COSTS

Wh.re the organi.ation ha. an approved indirect coat _
allocation plan, the auditor should ....in. the cost. charg.d I
to the indir.ct ••pen•• pool and deter. in. that:

1. The indir.ct costs acc~ulat.d in the ••pense pool
are in confor.ity with the approved plan.

2. Th. indirect costs acc~ulated in this ••p.ns. pool
are not also charged dir.ctly to so_e proj.cts.

3. The indirect cost rat. applied by the grantee or­
gani.ation agre.s with the rat. negotiated und.r
the approved plan.

If the grantee does not have an approved indirect cost
allocation plan, the auditor should e...in. the supporting
docu.entation for indirect costs charged to grants and deter­
_ine wheth.r:

1. Th. indirect costs can be reconciled to financial
stat••ents or books of account.

•

2. The ••thods of allocating expenses are in accord
with g.nerally accepted accounting practices.

3. Costa incurred for the sa.e purpose are not treated
as indirect costs and also charged to projects.
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4. The data (e.g., .quere footage, population, and
.alarie.) included in tbe propo.ed ba.e. i. current
and accurate.

5. The eapen.e i. rea.onable and properly allocable.

6. The indirect eapen.e pool contain. only it... tbat
are con.i.tent with tbe applicable co.t principle••

7. The propo.ed eapen.e. were incurred witbin tbe period
under review•
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The aateri.l which follow. w••· de.igned a••n .id in
reviewing internal control.. It con.i.t. of control••nd
.ugge.tion. for itea. which .hould be docua.nted in the work­
papers. The docuaent.tion it.a••re in p.r.nth•••• following
certain que.tion.. Por the ao.t p.rt, the .ugg••ted docua.n-­
tat ion iteas h.ve b.en recoaaended bec.u•••uditor. a.y wi.h
to verify the related control a.pect. or procedur•• in the
internal control-testing pha•• , if th.y int.nd to r.ly on
the particular a.pect in liaiting the te.t. of account
b.l,,'\co!s.

The questionnaire and docuaentation a.teri.l do•• not
purport to cover all aspects of intern.l control pr•••nt .t
a particular organization. The a.terial i. de.igned to pro­
vide basic coverage, .nd the .uditor should .elect tho.e
questions and docuaentation procedure. ao.t applic.ble to
the systea of internal control being .udited.

The aaterial does not address ~cntrols that aay be
present in an EDP environaent nor coapliance aspect. which
aay be required under a particular categoric.l gr.nt or loan
prograa. Accordingly, the questionnaire and docuaentation
aaterial should be ezpanded to provide appropriate cover.ge
of these area••

APPBNDIX I

IN'l'BIlIIAL CONTROL REVIEW QUBSTIONNAIRE

AlII) DOCUIIBN'l'ATIOII GUIDB

· APPBNDIX I

The questionn3ire should be retained in the workpapers.
The auditor aay choose to use this aaterial only as a check­
list and to docuaent the review through aeaoranduas, analysis
papers, and flow charts.

GENERAL

The following questions relate to the internal account­
ing control. of the overall organization.

1. Are duties for key eaployees of the organization
defined?

2. I. there an organiz.tion chart which sets forth the
actu.l lines of respon.ibility?

3. Are written procedures aaintained covering the
recording of tran••ctions?

a. Covering an accounting aanual?

b. Covering a chart of accounts? ••
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4. Do the procedures, chart of accounts, etc., provide
for identifying receipts and expenditures of pro­
gram funds separately for each grant?

5. Does the accounting systea provide for accuaulating
and recording expenditures by grant .nd cost cate­
gory shown in the approved budget?

6. Does the organization maintain a policy aanual
covering

a. approval authority for financial transactions
and

b. guidelines for controlling expenditures, such
as purchasing requirements and travel authorisa­
tions?

7. Are there procedures governing the aaintenance of
accounting records?

a. Are subsidiary records for accounts payable,
accounts receivable, etc., balanced with con­
trol accounts on a regular basis? (List the
types of records and the tiaing of reconcilia­
tion procedures.)

b. Are journal entries approved and explained or
supported?

c. Do accrual accounts provide adequate control
over incoae and expense?

d. Are accounting records and valuables secured
in limited-access areas?

8. Are duties separated so that no one individual has
coaplete authority over an entire financial trans­
action? (Docuaent the segregation of duties or lack
thereof affecting accounting systea applications.)

9. Does the organisation use an operating budget to
control funds by activity?

10. Are there controls to prevent expenditure of funds
in excess of approved, budgeted aaounts? For ex..­
pIe, are purchase requisitions reviewed against re­
aaining ..ount in budget category?

•
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11. Has any aspect of the organi.ation·.·.ctiviti•• b••n

audited within the pa.t 2 ye.r. by .notb.r govern­
mental agency or independent public .ccount.nt? II

12. Has the organi.ation obtained fidelity bond cov.rege
for responsible official~? (Indicat. tbe offici.l.
covered and the a.ount. of covereg•• )

13. Has the organization obtained fid.lity bond coverge
in the amounts required by atatute. or organi••tion
policy?

14. Are grant financial report. pr.pared for required
accounting period. within the ti.e i.po.ed by tbe
agencies? (Indicate the type. of report. and tbe
due dates.)

15. Does the organization h.ve an indirect co.t .lloc.­
tion plan or a negotiated indirect co.t r.te?

CASH RECEIPTS

The following conditions .re indic.tive of sati.factory
control over cash receipts. ..

1. The individual responsible for the c••b receipt.
functien does not .ign check. or reconcile tbe
bank accounts and is not r ••pon.ible for nonc••b.
accounting records, such •• • ccount. rec.iv.bl.,
the general ledger, or the g.ner.l journ.l.

2. Receipts are deposited proaptly .nd int.ct.

3. Current receipts are controlled by regi.t.r ••

4. The organization has establi.bed procedure. to
miniai.e the ti.e elap.ing b.t...n tbe tr.n.fer
of funds fro. the Fed.ral Governaent and tb.ir
disburse.ent.

The aaterial which follow. is designed to as.i.t the
auditor in reviewing and docuaenting tbe cash receipts
function.

llPertinent prior audit reports, together with the organi-
- zation's replies to audit co..ents, .hould be reviewed in

connection with the current ezaaination. The curr.nt work­
papers should indicate key finding£ fro. this review.
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1. Inca.ing .ail:
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a. Are re.ittances listed on a control sbeet for
ca.parison witb tbe bank deposit ticket?

b. Are tbe cbeck re.ittances re.trictively endorsed
by tbe person opening tbe .ail?

2. Are all receipts required to be recorded pr~ptly

and deposited intact daily or at appropriate regular
intervals? (Describe tbe practice followed.)

3. Does tbe casbier prepare duplicate deposit tickets
so that one copy can be signed by the bank and re­
turned for checking against the ca.b receipt. record
by another person?

4. Is the person receiving cash without authority to
sign checks and reconcile bank accounts and without
access to accounting records other than ca.h receipts?

5. Are currency receipts controlled by ca.h registers,
vending .achines, or controlled pren~bered receipt
for.s?

PROGRAM RECEIPTS FROM THE FEDIRAL GOVERNMIBT

1. Does the organisation have grant agree.ents providing
for funding under requests for advance payments or
letters of credit? (Descr be the method of funding.)

2. Does the organisation have procedures, including
cash require.ent projections, .ini.ising the ti.e
between the transfer of funds fra. the Federal
Government and their disbursements?

3. Are Federal funds deposited in a separate bank ac­
count or accounted for through grant-loan fund
control accounts?

4. Does the organisation's calculation of Federal funds
required consider Updated estimates of allowable
program costs?

BILLING AND RECEIVABLES

The following conditions are indicative of satisfactory
control over billing and receivables •

1. There are controls to insure that all goods shipped
and services performed are billed and recorded.
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2. Billing is by serially nu.bered invoice••

3. All docu.ent. supporting billing., .uch a••hipping
orders and service tickets, are al.o .erially nua­
bered.

4. Price lists or contractual ter•• covering ,ood. aod
services are u.ed for coaputing billing .-Dante.
Exceptions to price li.t a.ount. are appcoved by an
organization official.

5. Detailed receivable record. are periodically balanced
with the general ledger control account••

6. Noncash credits to receivables are approved by an
organization official.

7. An aged trial balance of receivable. i. periodically
prepared and followup action i. taken on overdue
balances.

8. Duties are adequately .eparated eo that the individ-
ual responsible for .aintaining the receivable ~

records does not have acce•• to ca.h, approve credit ..,
to custo.er., authorise nonca.h credit. to receiv-
ables, or authorize .hipaent. of good. or perfor.ance
of services.

BILLINGS

The .aterial which follows i. de.igned to a••ist the
auditor in reviewing and docu.enting the billing and receiv­
able functions.

1. Is the billing departaent notified of charges to be
billed (a) for .erchaodi.e .hipaent., by receiving
a copy of the shipping doc~ent. directly froa the
shipping depart.ent or (b) for .ervices parfor.ed,
by receiving a copy of the record of services per­
for.ed directly fro. the individual or group par­
for.ing the services? (De.cribe the practice
followed.)

2. Are shipping docu.ents and services records pre­
nu.bered ~nd correlated with billing invoices?

3. Are billing invoices pren~bered and accounted for?

4. Are billing prices ba.ed on standard price lists or
contractual agree.ent.? (Describe procedure.)
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5. If billing a.ounts are not ba.ed on etandard price
lists or contracts, are a.ount. approved by an of­
ficial outside the billing departaent?

6. Are prices and eatensions on billings independently
verified?

APPENDIX I APPBlDIX I
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7. Is a copy of the billing invoice sent directly to
the accounts receivable departaents?

8. Are there procedures to control the i ••uance of fr..
merchandise and services? (Describe control•• )

9. Are there procedures to control the receipt of funds
for miscellaneous transactions, such a. (a) the .a1e
or rental of property and equipaent and (b) incaae
from investments? (Describe procedures.)

RECEIVABLES

1. Are receivables detail ledgers periodically balanced
with general ledger control accounts? (Describe
practice.)

2. Are st~te.cnts of account periodically prepared and
mailed to debtors?

3. Are aged trial balances of receivables periodically
prepared and reviewed by the credit departaent or
some designated employee not responsible for bill­
ings, cash, or receivables? (Describe procedures.)

4. Are notes receivable approved by an official before
they are accepted by the organisation?

5. Are notes and collateral periodically inspected by
someone other than the custodian?

6. Is there control over followup action on delinquent
accounts? (Describe the control procedures.)

7. Are noncash reductions of receivables approved by
an organization Official?

8. Are there controls over advances to and receivables
fro. e.ployees?

PURCHASING, RECEIVING, AND ACCOUNTS PAYABLE

The following conditions are indicative of satisfactory
control over purchasing, receiving, and account& payable.
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.
1. Prenumbered purchase orders are used for all it..s

of cost and expense.

2. There are procedures to insure procur..ent at CGa­
petitive prices.

3. Receiving reports are used to control the receipt
of merchandise.

4. There is effective review by a responsible official
following prescribed procedures for progr~ coding,
pricing, and extending vendors' invoices.

5. Invoices are matched with purchase orders and re­
ceiving reports.

6. Costs are reviewed for charges to direct and in­
direct cost centers in accordance with applicable
grant agreements and applicable rederal Manag..ent
Circulars pertaining to cost principles.

7. When accrual accounting is required, the organi.a­
tion has adequate controls, such as checklists for
statement-closing procedures, to insure that open
invoices and uninvolved amounts for goods and serv­
ices received are properly accrued or recorded in
the books or controlled through worksheet entries.

8. There is adequate segregation of duties in that dif­
ferent individuals are responsible for (a) purchase
(b) receipt of merchandise or services, and (c)
voucher approval.

The following questions are designed to assist the audi­
tor in reviewing and documenting the purchasing, receiving,
and accounts payable functions.

PURCHASING

1. Is the purchasing function separate from accounting
and receiving?

2. Does the organization obtain competitive bids for
items, such as rental or service agreements, over
specified amounts? (Indicate the amounts.)

3. Is the purchasing agent required to ·obtain addi­
tional approval on purchase orders above a stated
amount? (Indicate the ..ount.)
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4. Are there procedures to obtain the best po.aible price
for itemB not Bubject to ca.petitive-bidding requir...
mentB, Buch aB approved vendor lists and aupply ite.
catalogB? (DeBcribe the procedures.)

5. Are purchaBe orderB required for purchaaing all
equipment and Bervices?

6. Are purchase orders controlled and accounted for, by
prenumbering and keeping a logbook? (Deacribe
method .)

7. Do grant-loan agreements or related regulationa ia­
pose requirements which differ fra. the organisa­
tion's normal policies, such as co.petitiv...bid
requirements? (List exceptiona.)

B. Is the purchasing department required to maintain
control over itemB or dollar aaounts requiring the
contracting officer's advance approval? (If yea,
describe controlling factors.)

9. Under the terms of ONB Circular 74-4, certain coata
and expenditures incurred by units of State and local
governments are allowable only upon specific prior
approval of the grantor Federal agency. Determine
whether the grantet organization has established
policies and procedures governing the prior approval
of expenditures in the following categories.

o
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a. Automatic data processing costs.

b. Building space rental costs.

c. Costs related to the maintenance and operation
of the organization's facilitieB.

d. Costs related to the rearrangement and altera­
tion of the organization's facilities.

e. Allowances for depreciation and use of publicly
owned buildings.

f. The cost of space procured under a rental­
purchase or a lease-with-option-to-purchase
agreement.

g. Capital expenditures.

h. Inaurance and indemnification expenses.
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i. The cost of manage.ent studies.

j. Preagree_ent costs.

k. Professional services costs.

1. Proposal costs.

APPIJIDIll I

10. Under the terms of OMB Circular 7.-., cert.in co.t.
incurred by units of State and local govern8ent. are
not allowable as charges to Federal agency grant••
Determine whether the grantee organi.ation ba. e.tab­
lished policies and procedures to preclude cbarging
Federal grant progr..s with ~he following type. of
costs.

a. Bad debt expenses.

b. Contingencies.

c. Contribution and donation expenditures.

d. Entertainment expenses.

e. Fines and penalties.

f. Interest and other financial costs.

g. Legislative expenses.

h. Charges representing the nonrecovery of costs
under grant agree_ents.

i. The expenses of a State Governor or chief exec­
utive of a political subdivision.

RECEIVING

1. Does the organization have a receiving function to
handle receipt of all .ateria13 and equi~ent?

2. Are supplies and equipaent inspected and counted
before acceptance for use?

3. Are quantities and descriptions of supplies and
equipment checked by the receiving depart.ent against
a copy of the purchase order or so.e other for. of
notification?

4. Is a logbook or per.anent copy of the receiving
ticket kept in the receivin~ depart.ent?
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ACCOUNTS PAYABLB

APPIRDIX I

1. Is control established over inca.ing vendor invoice.?

2. Are receiving reports .atched to the vendor invoice.
and purchase orders, and are all of the.. docuaent.
kept in accessible files?

3. Are charges for services required to be .upported
by evidence of performance by individuals other than
the ones who incurred the obligations?

4. Are extensions on invoices and applicable freight
charges checked by accounts payable parsonnel?

5. Is the program to be charged entered on the invoice
and checked against the purchase order and approved
budget?

6. Is there an auditor of disburse.ents who revie..
each voucher to see that proper procedures have been
followed?

7. Are checks adequately cross-referenced to vouchers?

8. Are there individuals responsible for accounts pay­
able other than those responsible for cash receipts?

9. Are accrual accounts kept for ite.s which are not
invoiced or paid on a regular basis?

10. Are unpaid vouchers totaled and compared with the
general ledger on a monthly basis? (If not, indi­
cate when the procedure is done. 1

CASH DISBURSEMENTS

The following conditions are indicative of satisfactory
controls over cash disbursements.

1. Duties are adequately separated, different persons
prepare checks, sign checks, reconcile bank accounts,
and have access to cash receipts.

2. All disbursements are properly supported by evidence
of receipt and approval of the related goods and
services.

3. Blank checks are not signed.

4. Unissued checks are kept in a secure area.
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S. Bank account. are reconciled .anthly.

6. Bank account. and ch.ck .ign.r. ar. authorized by
the board of director. or tru.t••••

7. Petty ca.h vouchers are required for each fund di.­
bur•••ent.

8. The petty ca.h fund is k.pt on an i.pr••t ba.i••

The following aaterial is d••igned to a••i.t the auditor
in reviewing and docu••nting ca.h di.bur ....nt••

1. Are check. controlled and accounted for with .af.­
guards over unu••d, r.turned, and voided ch.ck.?

2. Is the drawing of ch.ck. to ca.h or bearer pro­
hibited?

3. Do supporting docuaents, .uch as invoice., purcha.e
orders, and receiving r.ports, accoapany ch.cks for
the check signer.' revi.w?

4. Are voucher. and .upporting docuaents appropriately •
canceled (sta.ped or p.rforated) to prevent dupli-
cate pa~ents?

S. If ~heck-signing plates are used, are they adequately
controlled (i.e., aaintained by a responsible offi­
cial who reviews and acco nts for prepared checks)?

6 . Are two signatures required
checks over stated a.ounts?
followed.)

on all checks or on
(Docuaent the procedure

7. Are check signers respon.ible officials or employees
of the organization? (Obtain a list of authorized
si~ners for the workpapers.)

8. Is the person who prepares the check or initiates
the voucher other than the person who mails the
check?

9. Are bank accounts reconciled monthly and are dif­
ferences resolved? (If not, what are the proce­
dures?)

10. Concerning petty cash disbursements:

a. Is petty cash reimbursed by check and are dis­
burse.ents reviewed at that tise?
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b. Is there a .asi.u. .-ount, reaeonabJe"in the
circu.stances, for pa~ent••ade in ca.h?
(Indicate the .-ount.)

c. Are petty cash voucher. written in ink to pre­
vent alteration?

d. Are petty cash voucher. cancelad upon rei.bur.e­
ment of the fund to prevent their reuse?

PAYROLL

The following conditions are indicative of sati.factory
controls over payroll.

1. Written authorizations are on file for all e.ployee.,
covering rates of pay, withholdings, and deductions.

2. The organization has .ritten personnel policies
covering job descriptions, hiring procedures, pro­
motions, and dismissals.

3. Distribution of payroll charges is based on docu­
mentation prepared outside the payroll depart.ent.

4. Payroll charges are reviewed against program budgets,
and deviations are reported to .anage.ent for follow­
up action.

5. Adequate timekeeping procedures, including the use
of timeclocks or attendance sheets and supervisory
review and approval, are e.ployed for controlling
paid time.

6. Payroll checks are prepared and distributed by
individuals independent of each other.

7. Other key payroll and personnel duties, such as time­
keeping, salary authorization, and personnel adminis­
tration, are adequately separated.

The material which follows is designed to assist the
auditor in reviewing and documenting the payroll function.

1. Are personnel policies in writing?

2. Are payroll and personnel policies governing com­
pensation in accordance with the requirements of
grant agreements?
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.
3. Are there procedures to control ti.e .Dd .ttend.nce

reporting?

a. Are ti.ecards or attend.nce .heet. u.ed?
(Indicate the .ethod.)

APPENDIX I A.PB~IX I

•
b. Is supervisory approval of ti•••nd .ttendance

reports required?

4. Are there procedures to in.ure tb.t ••plo,..••re
paid in accordance with .pproved vage .nd .al.ry
rates?

5. Is the distribution of p.yroll cb.rge. cbecked by
a second person and are .ggreg.te aaount. coapared
to the approved budget?

6. Are authorizations on file covering r.t•• of pay,
withholdings, and deduction.?

7. Are wages paid at or above the reder.l .ini.ua vage?

8. Are procedures adequate for controlling (.) o.erttae
wages, (b) overti.e work .uthori••tion, .nd (c) ,
supervisory approval of overti.e?

9. Are payroll checks distributed by person. not re.pon­
sible for preparing the checks?

PROPERTY AND EQUIPMENT

The following conditions are indicativ. of sati.r.ctory
control over property and equipaent.

1. There is an effective syst•• of .uthori••tion .nd
approval of capital equipaent ezpenditure••

2. Accounting practices for recording capital ....t.
are reduced to writing.

3. Detailed records of individual c.pit.l a••et. are
kept and periodically balanced witb tb. gener.l led­
ger accounts.

4. There are effective procedures for authori.ing and
accounting for disposals.

5. Property and equipaent is stored in a secure place.
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The following questions are designed to as.ist the
auditor in reviewing and documenting the .ystem of control
over property and equipaent.

1. Are executive authorizations and .pprov.l. required
for originating expenditure. for c.pital ite••?

2. Are expenditures for capital ite•• reviewed for
grantor approv.l before fund. are coaaitted?

3. Are supplement.l .uthorizations, including tho.e of
the grantor agency, required for expenditure. in ex­
cess of originally approved ••ount.?

APPENDIX I APPB~IX I

4. Does the organization have e.tablished policies
covering capitalization and depreciation? (De.cribe
policies.)

5. Does the organization ch.rge depreciation vr u.e
allowances on property .nd equipaent again.t any
grant prograas which it .dminister.?

6. Is historical cost the basis for coaputing depre­
ciation or use allow.nces?

7. Are the organization'. depreci.tion policies or
methods of computin9 use allowance. in .ccord with
the standards outlined in Feder.l circular. or agency
regulations?

8. Are there det.iled record••howing the ....t value.
of individual units of property and equipaent? '

9. Are detailed pr.operty records periodically balAnced
to the general ledger?

10. Are detailed property ·record. periodically checked
by physical inventory?

11. Are differences between book record. and pbysic.l
counts reconciled and are the record••djusted to
reflect' shortages?

12. Are there procedures governing tbe di.position of
property and equipment? (Describe procedure•• )

13. Is the esti.ated ••lv.ge value noted on the authori­
zation order relative to di.po.ition of property
and equipment?
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.
14. Are periodic reporta aubaitted ahowing obaolete

equi~ent, equi~nt needing repair, or equi~ent

no longer uaeful to the organisation? (De.cribe
reports.)

APPERDIX I APPERDIX I

INDIRECT COSTS

1. Doe. the organisation bave an indirect coat alloca­
tion plan or a negotiated indirect coat rate? (Para­
graph P, Attac~nt A, Circular 74-4.)

2. I. the plan prepared in accordance with the provi­
sions of ORB Circul.r 74-4?

3. Ba. audit cognisance for the plan been eatablished
and are the ratea accepted by all participating
Pederal and State agencies?

4. Does the organisation have procedurea which provide
assurance that conaiatent treataent ia applied in
the distribution of chargea aa direct or indirect
costs to all granta?

so

•

•



APPENDIX II 'APPI1IDIX II

JUIII ~

AIIY!IIIU UaA
Mft.aPOLITAN ,.W~ COUKIL

1ALo\IIC1.. - V

Ca.h in tr-e••ult"y ••••••••••••••••••••••••••
Ca.h in inter.at bearin9 bank d.po.it•••••
Due [ta- other' agencl•• :

'ederal ....•.....................•••••••
State ............•....••••.•••••••••••••
Local ••••••••••.•.•.••••••••••••••••••••
Other •••••••••.•••••••••••••••••••••••••

Grant authorized and un••pendedr
reder-al .•........•.•...•••••••••••••••••
State .......•..••..•••••••.•••••••••••••
Local ......•.•••.•.•••...•••••••••••••••
Oth.r •••••••••.••.•• _•••••••••••••••••••

Due fro- other fund••.••••••••••••••••••••
WOrkin9 capital adyanc••••••••••••••••••••
Iqui~.nt•..............•....•...•••..••••

Tot.l •••• t •••••••••••••••••••• $535,350 '3.061,101 f!l£!1l 1!1£!Il

LIABILl'flES

WOl'"ki n9 capital .dvanc••
C.n.l'"al fund .••..••••.••••••.•••••••••• '.' • $ , 14 ,IS. flO,SSS 110,400 ,
Accrued payroll •••••••••••••••.••••••••••• t,110 11,4,'1 .,H7
Duo to 9.n.l'"al fund •••....••••••.•.••••••• u,n. ...!.ill

Total liabilitie. , t,Uo , 123£2" 'lLill '!!d!i
RESERVIS "D FUND ItALAIIC!

Continuing appl'"opr iat iona ••••••••••.••••• 1,13.... 31 lI,'S) 12,ZlS
1I:•••rv. for prior y••r • • nc~br.nc••••••• 3,'U
1I:••erve for curr.nt year enc~brance••••• I),OOS '12,t16 11,.15 10,200
Inve.t..nt In fhed •••• t •.•••••••.•••••• 29,1'3
Fund b.lanc.:

R•• tricted•••.••••••••••••••••••••••••• U,770
Unr••tr1ct.d .••••••.••••••••••••••••••• n4,.'51

Total r•••rv•• ond fund balanc. S2S,540 "'31.107 ....,. U.OS lliill
Total Uabil1ti•• and r ...rY••

and fund bal.nce•••••••••••• SSU,lSO $1.061.106 ....Oil .n.nl '20.11l

!/Stat...nt. prepared 1n accord w1th -Go"I'er~nul AccounU,.. and 'ineDei•• "porU...
Priac1ples- developed by the Mationel Council on Go'6.~nt.al Accounti,.. _, "
substituted for th••••tat...nt., if th.y prO¥ide ."ilar inf~tion.

51



APPENDIX II APPDDIll II
Ss:hedul. 1

ANY1fBERE USA
METROPOLITAN REGIOIIAL PLAIOIING COUIICIL

GENERAL PUIID BALARCE SBEE'!'
JUlIE 30, 1976

ASSETS

Cash in treasury •••••••.•••••••••••••••••••••••••••
Cash in interest bearing bank depo.it••••••••••••••
Due from other funds •••••••••••••••••••••••••••••••
Worki~9 capital advances •••••••••••••••••••••••••••

U02,878
200,000

26,863
105,609

Total assets 8535,350

LIABILITIES

Accrued payroll ••••••••••••••••••••••••••••••••••••

RESERVES AND PllIlD BALARCE

Reserve for prior years encu.branc.s (.ch. l-A) ••••
Reserve for current year encwabrance. (sch. l-C) •••
Pund balance (sch. I-A):

Reatr ieted ••••••••••••••••••••••••••••••••••••
unrestr ieted ......••••••••••••••••••••••••••••

9,810

3,913
83,005

13,770
424,852 ..

Total reserves and fund balanc•••••••••••••••• 525,540

Total liabilites and reserves and fund balance $535,350

52
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PUND BALANCE AT JUNE 30, 1976
(Schedule 1) $424,852

Net addition IO..................... 102,902
Fund balance ......•..•...•.•••••......•.. 438,622
Less restricted for equipment

purchase .•.. • • • • • • • • . • • • • • • • • • • • • • • • • • • 13« 770

2,906

24,502
332,e14

$357,316

. APPIIIDIX II
Schedule l-A

Prior years reserves: •••••••••••• 86,99.
Less: Expenditure $80,175

Prior years encuabranc••
(sch. 1) •••••••••• 3,913 -84,088

ANYWBBRB USA
METROPOLITAN AREA RBGIONAL PLANNING COUNCIL

GENBRAL PUND
ANALYSIS OP CHANGBS IN PUND BALANCB

YEAR ENDBD JUNE 30, 1976

Prior years encumbrances
cancelled '! •••••••••

Fund balance adjustments
applicable to Prior years:

Current year net addition to fund
balance:
Revenue over budget eEtim.t.

(sch. I-B) ••...........••••••• 50,163
Appropriations over expenditures

(ach. I-C) .... 10 IO.............. 52,739

APPENDIX II

Add:

Pund balance at July 1, 1975 .•...•••••..•••••.•••••
Appropriations (sch. l-C) •• ~ •••••••••• $1,016,053
Less: Estimated revenue (sch. l-B)... 991,551

Appropriated from fund b.lanc•••••••••••••••
Fund balance unappropriated ••.•••••••••..•••



APPENDIX II APPBllDIll II
8ch~ule 1-8

AIlYBIU USA
METROPOLITAJI ARBA UGIOIIAL PU.IIIG COUIICIL

GlOMI. PUIlD
STATIIIIIl'I' 0. UYnvI

YIAR IIDID JUIII 30. 197'

...... oyer
Budg.t or C......rl

••Uut. ".,enoe ettiMte
Local goverflJlent a••••_.nt.

UU.U4 U94,7U •
Interest:

Interest on bank depo.it. 41,120 41,120
Interest on inve.t.ent. 2,731 2,731
Other intere.t and dividend. 2,171 2,171

TOTAL INTIRIST 46,536 46,536

Reiaburse.ents froa otber fund. I,n, I,'"

Services to other fund. 597 ,077 555,n. en ,'031 •Transfer of prior year local
contribution. fro. grant
progra•• 21,357 21,357

Transfer of State .ubvention
froa grant progr... 5,215 5,215

Unallocated State • ubvention 1,975 1,975

Other revenue 107 107

Total general fund
revenue (.cb. I-A)

5.

'991,551 $1,041,714 '50,1'3

I
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STATEMENT or APPROPRIATIONS, EXPENDITURES AND ENCUMBRANCES
YEAR ENDED JUNE 30, 1976

5,252

3,375

Sl,436

$17,591
1,488
3,239
4,043
3,301
1,105
5,251

363
3,651

(1,148 )
2,375

(138)
2,269
2,731

(20)
(861 )
(809)

(1,158)

43,285

(476)

Unencu.bered
balance

1,120
450
70'
350
945

915

US

21 ....

300
880

20,5.5

714

3,491
10,390

1,000

$$169,564
16,921

119,761
33,141
3,208

18,505
22,493
17,637
10,123
18,911

6,396
9,434
.,705

22,124
5,0.5
2,887
2,909
9,318

493.012

7.379

19.741

47.'00

567.609

Expenditure.

25.000

51,.00

640.929

556,912

7,617

$ 187,155
19,324

123,000
37,184
10,000
30,000
28,750
18 ,000
13,780
18,883
9,221

10,000
7,324

25,800
5,025
2,026
2,'00
9,0.0

Appropriation.

ANYWHERE USA
METROPOLITAN AREA REGIONAL PLANNING COUNCIL

GENERAL rUND

ADMINISTRATION' GENERAL EXPENSE:
Salar 1•• and wag •.••••••••••
Pringe benefit•••...•....•..•
Office apace rental •..•..•.•.
Offic.' equiptlent rental •...••
Le9al f ••••••••••••••••••••••
Other contractual ••rvic•• '"
Office .upp1ie•••••••.••.••••
Telephone •.•.••••••••••••••.•
Poltag. • •••••.•••••••.•.••••.
Travel •••••••••••••••.••••.••
Tran.portltion al10••nce •••••
speci.1 dep.rt.ent.l e.pen.e •
..ntal of .ut~otiv••••••••••
Photocopy equipaent rent.1 •••".aber ab1p. •..•....•.•••••.•.
rid.lity and general inauranee
"pot t· pc lnt Ing ••••••••••••••
..i.e.llaneoul ••••••••••••••.•

Tot.1 .~ini.tr.tion ,
,eneral ••pen••••••••••

Subtotal•••••••••••••••••••••

IOI.r4 ••pen .

Iqul~nt outlay ••••••.••••••••••

VI
VI

Accrued fringe benefit. for
grant pI09r .

Loc.1 contribution to gr.nt
prot r .

Total general funcl (ech. I-A) ••••

)7S.12.

n,016,OS3

310,60S

·u"",

57.905

3,216

",OO!

1.303
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ANYWHUE USA
~ROPOLITAN AaEA ilcI6NAI PLANNING COUNCIL

STAT! GIWri' FUNDS

and Re••arch ......

>­
'"'"t<I
Z
C...
><

Grant No. 14
bqionAl
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Prosr.. rund

Grant No. 1)

Air
Tran.portation
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Depart..nt of Tran.portation
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Tran.it
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APPENDIX II

Grant
number and name

1. Urban Planning Assistance
2. Urban Planning Assistance
3. Urban Mass Tech. Study
4. Urban Mass Tech. Study
6. Transportation Planning
7. Transportation Planning
8. Area Waste Treatment Planning

12. Transit Implementation Program
13. Air Transportation' Airport Study
14. Regional Carpool Prograa
15. Local Transportation Administration
16. Transit Implementation Program
18. Environmental Impact Study
20. Member Assessment Special Study

Qu.aUonecli
coata

$ 843
5,545
1.038

11,740
149

1,337
1,787

414
636
145

1,077
933
816
694

$27,654

,
~I

•

Note: The report should contain an explanation of the
questioned costs •
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lhllli only t'\'efY other yev,', lrllnnelion.
.hould be lIudlled.

Respnnsf' II II the lnlent of the
c.rculilf thlllillud'i. cover the penod
'Ince Ihe pre\IOU' audit If ,hi' I' a IWo­
ynr penod. the lIIUdl' .hould co\'er both,.."
t-T loklMyN.lrM

[J,""'u,
eua.a.r A-Ie

Attachment P-Audlt Rt!qUl~ment.

t. Thll AlIlchmenl ellabli.he. ndit
requlI'1!menl. for Sllle and fOCllI
IOvemmenll. ud Indiu trib.l
IOvemmenl. lh" ~I"e Federal
...l.lance. II provide. for Independent
ludit. of finanCial oper,lIon•. IncJudina
compliance wllh certl,n provIIlon. of
FlPder.ll,w and rqulahon. The
requirement, Ire e,l.bh,hed 10 In'UI!
Iha' audll' Ire mlde on In 0raanlullon­
wide btl, ••. rather lhu on I grant·by·
Junl bull. Such audit•• re 10
delemune whether III finlncIII
operilloni I~ conducled properlY.lbl
the fininCIII Itltementl I~ pr-=N.'nted
fllrly. Icllhe o,..lnlullon h.. compiled
wllh IIWI Ind r~ulillon.aflecli"llhe
expendllu~of Federll fundi. Idl
Inlem.1 procedu~. hne been
eitabllihed to meet Ihe obiKlivel of
federall!! ..lilted prosraml. and Ie)
finanCIal repor11 to the Federal
Government conilln accurate and
reliable Informalion. Except where
lpecifically required by Illw. no
.ddltlonal requlremenll for audit will be
Impoled unle.. approved by the omc~
of Mln'sement and Budsel.

Z Deflnltlonl...Cotniunt lsency'
means Ihe Federal ltency that i.
a..lsned .udll responlibllity 'or I

partIcular reclplenl O,..lnlUltlon by the
Office 0' Mln.tement .nd Budp1.

"RecIpient o,..anIUlllon" me.n••
State departmenl. a local80vemmenl.
an :ndl.n Inb.1 80vemmenl. or a
lubdivilion of luch entities. that
receivel Federal a..i.t.nce. II doea not
include Slate and locallnalitulion. 0'
hi,her eduutlon or he.pilall. which a~
co"ered by Circular A-110.

3. Stal, and locallOnmmenta .nd
Indi.n IriballOvemmenl••h.1I UM their
own procedurn 10 .n.". for
Independenl .udila. and 10 preterlbe Ihe
.cope of audlil. provided Ihat the .udita
comply wIth the requirementl Nt forth
below Where contr.cta are aw.rded 'or
ludll N""I':". the contr.cl••h.1I
include I refe~i1ce to thil Anlchment.

t. The pro"ilionl of thil Allaehmenl
do nol limit the authority 0' Fed....1
a..ncln 10 make audita of recipient
orpnlutionl. HowI"er. i' inde'pendent.ud". an.nted for by recipienll meat
lhl requirementa prucribad below. all

Feder.1 'seneiel th,n ,.Iy on them. and
any addilional .udlt wn &hall buUd
upon lhe work .Iready done.

S. Auditl Ih.1I be m.de In lICX:Of'dIInc.e
wilh lhe Gene11l1 Accounllne ome:e
Slondord, for Audil o(CoVPmtrtHtol
OfJOnizOliOllI. ProBroIM. Aeti~i'ift •
Function,. the CuiMli".. fM FiltOttciol
and Complion« Audit. of Flltkrolly
11.1"11«1 Prorroml.•ny compliance
.upplementl .pproved by OW&. .nd
Bener.lly .ecepted audllina I..ndardt
elt.bliahed bY. the Ameriun In.mut. of
Certified PublCe Accounl.nt•.

8. A~ltl will include.•1 • minimum.
.n eumin.tton of lhe .y.teml 01
intem.1 control. .y.t.ma ett.b1I.Md to
en.ure compli.nce with L.WI .nd
r~l.tion••ffeetilll the expenditure of
Feder.1 fundi. fin.nci.1 t,.nllctlon.
and .ccountl.•nd finanet.llt.tementl
and report I of recipient orpniulioM.

TheN.' eumin.tlon••re 10 determine
whether:

•. There II eflective control over .nd
proper .ccounti", for revft'laet.
expendltu.........1•••nd Ii.bllilie'a.

b. The fin.nci.1 .t.tementl are
preMnted f.irly in .ccord.nce with
tener.lly .ea-pled .ccounUna
principln.

c. The Fedenl fin.nci.1 reportl
llncllldin. financi.1 St.tUl R.porta.
C..h Reporta.•nd c1.lm. 'or .d".ncel
and ~imbutMrnentalcontain .ccur.te
and rell.ble fin.nel.1 d.I.:.nd 'N
pruented In .ccordance with the t.rml0' .pplicable 'areement•.•nd in
accord.nce with Att.chmenl H of thl.
Circular.

d. feder.1 fundl.re bel", expencMd
In accordance with thl tenn. of
appltUibl• ...-aement••nd thoM
pro"ialona of faderal L.w or ,.......tion.
th.1 could h.",. matari.leffKt on the
fin.nei.1 at.tenwnt. or on lhe IW.nIt
telted.

7. In order to .ccompllllh the putpOMt
Nt forth .bo",.• reprawnt.tiv. number
of ch.1'I" to fackoral .w.nIt theU be
lealed. The telt th.n be ,."......1."'"
of (1) the unlvft'M of Fedanl.w.rd.
recei"ed.•nd IlI.II coat ctlllOfln thait
""tHi.lly .ffeet lhe .w.rd. The tilt II
10 determine whelher the chafin:

•. Are necllllry .nd N.aonab6a for
lhe proper .dmlnllt,..tion of thl
pl'Op'llm.

b. Conform to 8ny Iimil.tiona or
exclu.ionl in the .w.rd.

e. Were liven conll.lanl .ccounU..
tre.tment .nd .pplied uniformly to both
federally ...illed .nd olher .clivltill 01
lhe reci"'n!.

d. W.,.. nellJ' .ppllctblc c:Ndi1•.
e. Did not incl&ade cotll properly

ch......blc to olher f""lIy ••i.ted
pt'Op'.m•.
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f.Wft~"~ NCOf'IIIId U.... corracl
.rnfJII1'A I,nd I $5 .... by IIOIIft:a- ... \ill in aetv.ftCe. if
tubtKt 10 prior "",",I in da..
wuh arc.a.r .,.....h.w.,......... 5 ...

ca.petltiYe,. I I. PI ' .. .,
COYeNd b)' An ' III 0 of ...
Cif'CUla,.

I. W....11oco......oow, 10_01.. octt.._ ind.... _

' .....1aetIYiU...
.. AucI6.. __II)' be ...

.nn...II,. bill not 'Iy than
every two ,..,..

I. If lhe ......--.••are of
IlftIUlartlill ill tIW~I
orpniul.........udltor _u PI ,II)
nollfy thl~1..-eJ....
rKipianl ,.......' oIRciIIle .bow
lha iev.1 of iDh'" _fl. b •• I 'u'"
include auch ..I.....CI08IhcII 01
In'.....1. f Rcau_ of~ Of
repoaU. .nd PJfI"OIIriaI.. of r..
or 01""""""

10. The • .ti, report ~:

•. Finaadal .....
foolnol of .

b.n.a · 'IS.'"
finandlll ~

(lIWeaUr, n I
.ndlho ........

III_Illy Iho •..-__
under wh6dJ dta .....uan NCeiwd
r.....11_ud Iho_. 01 ...
•••nIt l"Iaived.

13) St,.. thallhe .udit .11 dona In
.ccordance .lIh t_ ......nIt in_......

141 Ex..- aD opiftkJa II to""'"
the ftnaDdaI Ita......... lairt)'
p1•••1ad .. ' witt,....,...,.
accepted pc I 1:' .. If_......I_ ..-bo
ex"...... "'... 01 ...
q...URcatlon.

c. The '''ton'~II on
~.ftCe and in.....1control .wet.
.houId:

11Jlnd..~.. _ ...u.-
In.nd not ,'ia.. _"Is the .,......
01 in....aCOIIIroI. ..,.,....yWe.ttfJ'aI_taeial.__kh __..1.1_"......_..._01
any no4Id inIIIocn 01.. 5Ii.net
....... _01. lOud_
pi'a'itioftIoI' II•• ar .......tiona
lhal could hi" 1a&ct on lhe
financial It,,,,,,,,,I••nd ,.,.,...•.

13) Cont.ln.n • ........", or P"illn•.....,.nce .lIh ,...,.et 10 c:ompliance
wilh NiilUi~" far Inted IIIIM.•nd
...11.. ....,... for unlntact ilenaa.

d. e-n.. on lite KaI¥'ICy .nd
com"'l •• of ftMneiIIl rwparttaRd
cltl_ for ach.nc:ft Of ill 1 t
10F.....I ...rchl
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.. Cumml!nll nn cUfl'f'ClI"e IIcllon
1.1....0 n, pll4nM'tJ hy the ~lp""nl

II \\'urj" "olpr'''l •• nt! ,.,.porll ,h.lIlw
,,·I.lIn,·d fn, ,I mlnlOllim u' three ye.. ,..
h"n. thl' .I.lh' IIf thl' ,lIIli•• r...purl 'unln,
.hl' .1111111", '" """fI"11 In wr,lIna by the
lc.-nll-rinl ifJIcnl;V of Ih.. nNd 10 f!lllend
Iht' t'p.lenllon pem.ld. The IlUdit
wurilpHper••hMII be mllde IlVllllOlble
upon r~ul!.l 10 the COS"lhot ..Jeney or
,I. de"1I0ft. lind lhe Genet.1
Accounllnt Office or ,I. du........

12. The Office of Mlln.telMnt .nd
8udtel w\1I won With .'edcr.1 Ipnclel
lind Stille .nd local JO"ftnmenll 10
IlIIUre lhlll recipifml .",dlll III"l!! m.de In
OIccord.nc:e wllh the 1'.Rdud, HI forth
In plIIrlls,.ph $.

13. The amee of Mllftllpment lind
Budwel W,II dellln.le cownlunl
••nc,e. for m_jot ~lplenl
U"II"I:llIllon,

14 The COinlunl _,enc)' ,hill! hllve
the follo.'"1II re.pon.lbtlille.

'" Obhlln or make quahly iiluellment
reVleWI of Ih!! won. of non-Feder.1
audil urjanlullons. and provide the
relultl 10 olher Interestfll audit
"Jencles.llf a non·Federal audit
orjllnlutlon II relponlible for .udit, of
recipient. that hltve differenl cosnlUlnl
audit a.nCI!!'. a .inaJe qu.llty
••Ift.ment review should be alTlln.pd.,

b. Allure Ihllli an.\Hiil repor1s of
recipient. that affect federally ...I.lret
pr.aml are recelvret. revlewret. and
d'ltnbuled to appropriate Federal .udit
OUiCIIIII. Thele orAdal. will be
re.ponllble for dlltributln. audit reporll
10 their prot"m official,.

e, Whene\er '1IfllfiCilnilnadequaciei
In lin audil are dilCloud. the recipient
OfJanlutlon w,lI be advlHd and the
1I,.chtor Will be call.ct upon 10 talte
cOrf'f'lClIve .cl,on_ If corrective aclIon II

not lakeo. the COI"IUlnt a..ncy ,hall
nOllfy the NlClplenl orwaniuflon and
"-ederIlJ MWllrdin, apnClei of tl.e fact,
lind II' recommend.tion. Major
InMdf'lquac,el or repetitive .ub.tand.rd
performllnc~of Independent audilon
....11 be refernd 10 appropriate
profelltonal bodln

d AIIUN lh.t N'isf.Clory .lJd,1
coverllp i. proVided ,n a IIntely manner
and In accordance wilh the provi.ion, of
thll allaehment

e. Provide techn,calllldvice and ael a,
Mhai.an belw.." Federal allt:ncin.
,nchpendenl auchton. and reclp,ent
OfIMn,uhon,

f Ma,nlal" a followup syltem on .udll
f,nd",...nd ,"vutiplin mailers to
MIIU,.. that MUdlt findinp.re rnotved.

.. Inform other Mffechtd .1lId'1 .eenclel
of IrftlUl.ntlH unco... lIftd. ,.,. .udit
Itftencie•• in lum.•h.1I inform 1111
wppropnMte ufficlals in lMir lI"nctf':l.
Shlte or loeMl ,,,,,vemment IlIw
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enfOfCU'tenI and PtoeKUli"llllllhorilin
th.n allO be informed of inoeplllrilin
within their jurisdiction.

15. Recipients sh.1I require
subn!cipientl t~t.re 51ale .nd Iocail
IOvemments or Indi.n lriblll
JOvem~tl 10 IIdopl the require""",11
In IUIrll",.ph I. lhrouah 11.•bove. The
recipitnl ....11 enlure lhal the
subrwdpienl .udit reports .re rec'''''ed
.1 requlrad. .nd ....11 submit lhe reportl
to 1M c:opl_nt ••ney. The copiunl
.pncy will have the rnpon.ibility for
lheM report_ dncribed In para••ph 14.
II. u.. ,...m,...,_ ,..,. ......
~~Il.......
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A~PBIIDIX IV~ APPENDIX IV

OFFICE OF MANAGEMENT AND BUDGBT CIRCULARS

Circular A-I02, "Uniform adainistrative requir...nts for
grants-in-aid to State and local governaents-

Circular A-IIO, "Grants and agree.ents with institutions of
higher education, hospitals and other non­
profit organization."

Circular 74-4, "Cost principles applicable to grant. and
contracts with State and local governaents-

Circular A-21, "Cost principles for educational institutions-
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