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JOINT FINANCIAL MANAGEMENT 
IMPROVEMENT PROGRAM 

666 ELEVENTH STREET, N.W. 
SUITE 705 

WASHINGTON, D.C. 20001 
TELEPHONE (202) 376-5415 

May 3 ,  1979 

e The Honorable  E l m e r  B. S t a a t s  
C o m p t r o l l e r  G e n e r a l  o f  

t h e  U n i t e d  S t a t e s  

Dear M r .  S t a a t s :  

The JFMIP A u d i t  Improvement Project h a s  comple ted  i ts  
work and h a s  made a number o f  recommendat ions  i n  i ts  f i n a l  
repor t .  The r e p o r t  is t h e  resu l t  of a comprehens ive  s t u d y  
of t h e  complex problems a s s o c i a t e d  w i t h  a u d i t i n g  of F e d e r a l  
a s s i s t a n c e  t o  S ta t e  and loca l  governments .  

The recommendat ions a re  aimed a t  overcoming t h e  prob- 
lems o f  a u d i t  o v e r l a p  and d u p l i c a t i o n ,  a u d i t  g a p s ,  and 
f i n a n c i n g  o f  a u d i t  a c t i v i t i e s .  T h e  n i n e  recommendat ions of 
t h e  r e p o r t  are se t  f o r t h  i n  E n c l o s u r e  N o .  1. Most of them 
are  directed t o  t h e  O f f i c e  of Management and Budget.  Some 
have  a l r e a d y  been implemented or a re  i n  process o f  b e i n g  
implemented by OMB. 

One  o f  t h e  recommendat ions h a s  t o  do w i t h  t h e  a d o p t i o n  
of a " s i n g l e  a u d i t  app roach . "  Under t h i s  approach  a u d i t s  
w i l l  be conduc ted  on a n  o r g a n i z a t i o n - w i d e  b a s i s ,  r a t h e r  t h a n  
on  a g r a n t - b y - g r a n t  b a s i s ,  t o  d e t e r m i n e  w h e t h e r  f i n a n c i a l  
o p e r a t  i o n s  had been p r o p e r l y  conduc ted  and whe the r  t h e  
rec ip ien ts  had compl ied  w i t h  g r a n t  r e q u i r e m e n t s .  F e d e r a l  
a g e n c i e s  w i l l  be e x p e c t e d  t o  r e l y  on t h e s e  a u d i t s  and o n l y  
do a d d i t i o n a l  a u d i t s  when w a r r a n t e d .  

The  S t e e r i n g  C o m m i t t e e  g e n e r a l l y  e n d o r s e s  t h e  major 
t h r u s t  o f  t h e  recommendat ions w i t h  t w o  minor  q u a l i f i c a t i o n s .  
I n  Recommendation N o .  1, r a t h e r  t h a n  c r e a t i n g  a new i n t e r -  
agency  g r o u p  t o  he lp  OMB imp lemen t  t h e  " s i n g l e  a u d i t  
a p p r o a c h , "  t h e  S t e e r i n g  C o m m i t t e e  w o u l d  p r e f e r  t o  r e l y  on an 
e x i s t i n g  g r o u p  s u c h  as  t h e  N a t i o n a l  I n t e r g o v e r n m e n t a l  A u d i t  
Forum. Recommendation N o .  9 p r o v i d e s  for  t h e  P r e s i d e n t i a l  
a p p o i n t m e n t  of a n  independen t  g r o u p  t o  r e v i e w  and m o n i t o r  
t h e  i m p l e m e n t a t i o n  o f  t h e  recommendat ions.  The S t e e r i n g  



Committee believes that a separate group for this purpose is 
not necessary, and that the function should be assigned to 
an existing council, committee, or group that has a general 
interest in improving financial management. The newly 
created Presidential Management Improvement Council might be 
an appropriate group. 

The Steering Committee commends the Audit Improvement 
Project for the thorough study and thoughtful report, "Audit 
of Federally Assisted Programs: A New Emphasis" (Enclosure 
No. 2). We recommend that the JFMIP Principals accept the 
recommendations of the report and take action to implement 
them through their own organization. 

The Steering Committee can provide any additional 
information you may desire. 

Sincerely yours, 

Gerald Murphy 
Chairman 
JFMIP Steering Committee 

Enclosures - 2 
1. Extract of the n ine  recommendations from the report 
2, The Audit Improvement Project Report 
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We have an obligation to  manage w i t h  excellence..." 

President Carter 

. 



S t e e r i n g  C o m m i t t e e  
J o i n t  F i n a n c i a l  Management Improvement Program 

Gentlemen:  

I n  J a n u a r y  1977 ,  a t  t h e  r e q u e s t  of t h e  P r i n c i p a l s ,  a 
J o i n t  A u d i t  Improvement P r o j e c t  was i n i t i a t e d  to  s t u d y  
F e d e r a l  g r a n t  a u d i t i n g .  T h i s  report  p r e s e n t s  t h e  s t u d y  
r e s u l t s ,  a l o n g  w i t h  recommendat ions  f o r  r e s o l v i n g  p r o b l e m s  
s u r r o u n d i n g  t h e  a u d i t  o f  f e d e r a l l y  a s s i s t e d  programs.  The 
report  d o e s  n o t  cast  blame for  e x i s t i n g  p r o b l e m s ,  b u t  r a t h e r  
e n c o u r a g e s  c o o p e r a t i o n  t o  s o l v e  them. 

A d r a f t  o f  t h i s  report  d a t e d  August  1 4 ,  1978,  was s e n t  
t o  s e l e c t e d  F e d e r a l ,  S t a t e ,  and local  a u d i t  and program 
o f f i c i a l s  and o ther  i n t e r e s t e d  p a r t i e s  to  o b t a i n  advance  
comment from t h o s e  d i r e c t l y  or i n d i r e c t l y  a f f e c t e d  by o u r  
recommendat ions .  W e  c o n s i d e r e d  t h e  comments i n  f o r m u l a t i n g  
o u r  f i n a l  c o n c l u s i o n s  and recommendat ions .  Where appropri- 
a te ,  w e  i n c o r p o r a t e d  t h e  major c o n c e r n s  i n  o u r  d i s c u s s i o n  o f  
e a c h  recommendat ion.  

The  s t u d y  from t h e  b e g i n n i n g  i n v o l v e d  many o f f i c i a l s  
f rom a l l  l e v e l s  of government .  To t h o s e  many F e d e r a l ,  S t a t e ,  
and loca l  a u d i t  and a d m i n i s t r a t i v e  o f f i c i a l s  who c o o p e r a t e d  
w i t h  u s ,  t h a n k  you. Also a spec ia l  t h a n k s  t o  t h e  t h e  i n t e r -  
g o v e r n m e n t a l  a u d i t  fo rums  f o r  t h e i r  s u p p o r t  and a s s i s t a n c e .  
L a s t l y ,  w i t h o u t  t h e  d i r e c t  a i d  o f  o v e r  50 F e d e r a l ,  S t a t e ,  and 
l oca l  a u d i t  o r g a n i z a t i o n s ,  t h e  s t u d y ' s  c o m p l e t i o n  would n o t  
h a v e  been  possible. 4 

F e b r u a r y  1979 W. A. Broadus  
Pro j e c t  Direct or 

. 



EXECUTIVE SUMMARY 

Our s t u d y  c o r r o b o r a t e s  t h e  f i n d i n g s  o f  p r e v i o u s  s t u d i e s  
by other  o r g a n i z a t i o n s  t h a t  c o n s i d e r a b l e  d u p l i c a t i o n  and 
o v e r l a p  of e f f o r t  e x i s t  i n  a u d i t i n g  f e d e r a l l y  assisted pro- 
g rams  and t h a t  t h e r e  are s u b s t a n t i a l  gaps i n  a u d i t  c o v e r a g e .  
A l s o  there is l i m i t e d  c o o r d i n a t i o n  of a u d i t s  be tween Federal  
a u d i t o r s  or w i t h  S t a t e  and local  a u d i t o r s  and p u b l i c  a c c o u n t -  
a n t s  h i r e d  by  r e c i p i e n t s .  

D u p l i c a t i o n  and o v e r l a p  of a u d i t  e f fo r t  are most p r e v a -  
l e n t  a t  t h e  local government  l e v e l .  D u p l i c a t i o n  and o v e r l a p  
o c c u r  when d i f f e r e n t  a u d i t  o r g a n i z a t i o n s  a u d i t  a n  e n t i t y  
w i t h i n  t h e  same p e r i o d  and r e v i e w  t h e  same a c c o u n t i n g  
r e c o r d s ,  i n t e r n a l  c o n t r o l s ,  and po l ic ies ;  c o n t a c t  t h e  same 
p e r s o n n e l ;  and a u d i t  t h e  same o r g a n i z a t i o n a l  s e g m e n t s  of a n  
e n t i t y .  They a lso o c c u r  when a n  a u d i t  o f  a g r a n t  is made and 
t h e  a u d i t  is  s u b s e q u e n t l y  d e t e r m i n e d  a s  i n a d e q u a t e ,  c a u s i n g  
t h e  a u d i t o r s  t o  r e a u d i t  t h e  same g r a n t  c o v e r i n g  e s s e n t i a l l y  
t h e  same areas. 

Gaps i n  a u d i t  coverage e x i s t  a t  a l l  levels. Gaps o c c u r  
p r i m a r i l y  from t h e  f a i l u r e  of a u d i t o r s  t o  assess c o m p l i a n c e  
w i t h  g r a n t  r e q u i r e m e n t s ,  b u t  a l so  from i n f r e q u e n t  a u d i t s  o f  
c e r t a i n  Federal programs.  

Most s t u d i e s ,  i n c l u d i n g  t h i s  o n e ,  i n d i c a t e  s u b s t a n t i a l  
improvement i n  t h e  a u d i t  o f  f e d e r a l l y  a s s i s t e d  p rograms  o v e r  
t h e  pas t  few y e a r s .  These  improvements  c a n  be a t t r i b u t e d  
m a i n l y  t o  t h e  i s s u a n c e  of po l icy  c i r c u l a r s  by t h e  O f f i c e  o f  
Management and Budget ;  t h e  work of t h e  G e n e r a l  Accoun t ing  
O f f  ice and t h e  i n t e r g o v e r n m e n t a l  a u d i t  forums;  and i n d i v i d u a l  
e f f o r t s  by F e d e r a l ,  S ta te ,  and l oca l  a u d i t  o r g a n i z a t i o n s .  
But  a d d i t i o n a l  c h a n g e s  a re  needed .  C o n t i n u a t i o n  of t h e  
pract ice  whereby e a c h  a u d i t o r  a u d i t s  p r i m a r i l y  t o  s a t i s f y  h i s  
own o r g a n i z a t i o n ' s  n e e d s  would confound a u d i t  c o o r d i n a t i o n  
and  p e r p e t u a t e  d u p l i c a t i o n  and o v e r l a p  and g a p s  i n  c o v e r a g e .  
F u r t h e r ,  it would e f f e c t i v e l y  p r e c l u d e  t h e  o p t i m u m  u s e  of 
a u d i t  r e s o u r c e s .  

We be l ieve  t h e  answer  l i e s  i n  Federal  a g e n c i e s  a d o p t i n g  
t h e  s i n g l e  a u d i t  a p p r o a c h  t o  a u d i t i n g  f e d e r a l l y  a s s i s t e d  
programs. T h i s  would p r o v i d e  f o r  a s i n g l e  f i n a n c i a l  and 
c o m p l i a n c e  a u d i t  of a r e c i p i e n t  c o v e r i n g  a l l  t h e  r e c i p i e n t ' s  
f u n d s .  The a u d i t  would be  r e g u l a r l y  c o n d u c t e d  on  an  o r g a n i -  
z a t i o n w i d e  b a s i s  t o  assess t h e  f i s c a l  i n t e g r i t y  of f i n a n c i a l  
t r a n s a c t i o n s  and t o  assess c o m p l i a n c e  w i t h  g r a n t  r e q u i r e -  
ments .  The l a t t e r  would i n v o l v e ,  f o r  example ,  c h e c k i n g  
w h e t h e r  e l i g i b i l i t y  r e q u i r e m e n t s  had b e e n  met, g r a n t  f u n d s  
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had been  s p e n t  for t h e  i n t e n d e d  s e r v i c e  or p r o d u c t ,  cost 
a l l o c a t i o n s  had  been  proper, d i r e c t  c h a r g e s  had  been  r e a s o n -  
a b l e ,  and any  ma tch ing  r e q u i r e m e n t s  had been  met. 

The s i n g l e  a u d i t  a p p r o a c h  would n o t  s u b s t i t u t e  f o r  o t h e r  
r e v i e w s ,  s u c h . a s  economy and e f f i c i e n c y  a u d i t s ,  program 
r e s u l t s  r e v i e w s ,  i n v e s t i g a t i v e  a u d i t s ,  program m o n i t o r i n g ,  
and o t h e r  special  a u d i t s  d i r e c t e d  toward  a specif ic  o v e r a l l  
Federal program r a t h e r  t h a n  toward  i n d i v i d u a l  g r a n t s  and 
i n d i v i d u a l  r e c i p i e n t s .  A s u b s t a n t i a l  p o r t i o n  of F e d e r a l  
a u d i t  e f f o r t  is d i r e c t e d  toward  i n d i v i d u a l  g r a n t  a u d i t s .  
With t h e  a d o p t i o n  o f  t h e  s i n g l e  a u d i t  a p p r o a c h ,  more emphas i s  
c o u l d  be p l a c e d  o n  p e r f o r m i n g  t h e s e  above  a u d i t s .  

However, o b s t a c l e s  must  be  removed before t h e  s i n g l e  
a u d i t  a p p r o a c h  c o u l d  be f u l l y  implemented.  Two of t h e  most 
f o r m i d a b l e  would be  g e t t i n g  F e d e r a l  a u d i t o r s  t o  r e l y  on 
a u d i t s  by o t h e r s  and g e t t i n g  non-Fede ra l  a u d i t o r s  t o  perform 
a u d i t s  t o  s a t i s f y  F e d e r a l  needs .  The s i n g l e  a u d i t  a p p r o a c h  
would r e q u i r e  t h a t  t h o s e  c u r r e n t l y  r e s p o n s i b l e  f o r  a r r a n g i n g  
f o r  and a u d i t i n g  r e c i p i e n t s  perform (or have  f irst  o p t i o n  t o  
p e r f o r m )  t h e  a u d i t s .  For someone else to  perform t h e  a u d i t s  
would e i t h e r  n e c e s s i t a t e  c h a n g e s  i n  S t a t e  and local  l e g i s l a -  
t i o n ,  which m i g h t  n o t  be f e a s i b l e ,  or r e q u i r e  a separate 
a u d i t  t o  s a t i s f y  F e d e r a l  n e e d s ,  which w e  are t r y i n g  to  a v o i d .  
However, a separate  a u d i t  m i g h t  be  n e c e s s a r y  when a s i n g l e  
a u d i t  c o u l d  n o t  be a r r a n g e d  for or when a n  a u d i t  by non- 
F e d e r a l  a u d i t o r s  was found d e f i c i e n t  and t h e  r e c i p i e n t  of t h e  
a u d i t  d i d  n o t  t a k e  c o r r e c t i v e  a c t i o n .  Such a separate a u d i t  
would be  made for t h e  b e n e f i t  of a l l  F e d e r a l  a g e n c i e s  by  t h e  
c o g n i z a n t  F e d e r a l  agency  or by an  a u d i t o r  it had d e s i g n a t e d .  

O t h e r  o b s t a c l e s  would a l so  have  t o  be  removed before t h e  
s i n g l e  a u d i t  a p p r o a c h  c o u l d  be f u l l y  implemented.  These  
would i n c l u d e  a d o p t i n g  a s i n g l e  a u d i t  g u i d e ,  i d e n t i f y i n g  t h e  
a u d i t  r e q u i r e m e n t s ,  d e v i s i n g  mechanisms for r e s o l v i n g  a u d i t  
f i n d i n g s  and  recommendat ions ,  and  e s t a b l i s h i n g  a system t o  
i d e n t i f y  who was r e c e i v i n g  g r a n t  funds .  Each of t h e s e  is 
a d d r e s s e d  by o u r  recommendat ions .  ( S e e  c h a p t e r  9 . )  

A c t i o n s  s h o u l d  b e g i n  i m m e d i a t e l y  to  implement  t h e  s i n g l e  
a u d i t  a p p r o a c h .  However, b e c a u s e  of t h e  number o f  complex 
i s s u e s  t h a t  mus t  be  r e s o l v e d ,  g r a d u a l  i m p l e m e n t a t i o n ,  s t a r t -  
i n g  w i t h  s e l e c t e d  States ,  would permit a smoother  a d o p t i o n  
n a t i o n w i d e .  S i n g l e  a u d i t s  c o u l d  b e  made of a l l  r e c i p i e n t s  
w i t h i n  t h e  S t a t e  or c o u l d  be l i m i t e d  t o  t h o s e  r e c e i v i n g  above  
a s t a t e d  amount o f  Federal  f u n d s .  Those  r e c e i v i n g  less would 
be  exempt f rom t h e  r e q u i r e m e n t .  
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Full implementation of the single audit  approach would 
be a complex undertaking and would not be accomplished 
overnight, Smplementatian would depend on concurrent imple-’ 
mentation aP many of our other recommendations. 
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CHAPTER 1 

INTRODUCTION 

With  t h e  " g r a n t  e x p l o s i o n "  of t h e  mid- l960s ,  F e d e r a l ,  
S t a t e ,  and  local gove rnmen t s  h a v e  j o i n e d  t o  p r o v i d e  s e r v i c e s  
and programs which have  grown from a b o u t  $ 1 1  b i l l i o n  i n  1965 
t o  a n  e s t i m a t e d  $85  b i l l i o n  i n  1979.  C u r r e n t l y  t h e r e  are 
more t h a n  1 ,000  f e d e r a l l y  a s s i s t e d  programs, a d m i n i s t e r e d  by 
55 F e d e r a l  a g e n c i e s  and d i s t r i b u t e d  t o  a b o u t  90,000 S t a t e  and 
local governments .  

The p r o l i f e r a t i o n  of f e d e r a l l y  a s s i s t e d  p rograms  1/ h a s  
p r e s e n t e d  se r ious  p r o b l e m s  i n  i n t e r g o v e r n m e n t a l  r e l a t i o n s .  
Dur ing  t h e  mid-1960s r e c i p i e n t s  of F e d e r a l  g r a n t s  i n c r e a s i n g -  
l y  o b j e c t e d  t o  F e d e r a l  a d m i n i s t r a t i v e  r e q u i r e m e n t s  b e c a u s e ,  
as  t h e  p rograms  expanded,  S t a t e  and loca l  gove rnmen t s  had 
become more e n t a n g l e d  i n  a web o f  d i f f e r i n g  r e q u i r e m e n t s  and  
p r o c e d u r e s .  

I n  r e s p o n s e  t o  t h e s e  i n t e r g o v e r n m e n t a l  r e l a t i o n s  prob-  
lems, t h e  Federal l e g i s l a t i v e  and e x e c u t i v e  b r a n c h e s  t r i e d  t o  
s i m p l i f y  and s t a n d a r d i z e  g r a n t  a d m i n i s t r a t i v e  p r o c e d u r e s  and 
r e q u i r e m e n t s .  The C o n g r e s s  p a s s e d  t h e  I n t e r g o v e r n m e n t a l  
C o o p e r a t i o n  A c t  o f  1968,  which urged  a n  i n c r e a s e  of g r a n t  
i n f o r m a t i o n  t o  t h e  S t a t e s ,  s i m p l i f i e d  t h e  g r a n t e e s '  m a i n t e -  
n a n c e  of f u n d s ,  and began  broader c o o r d i n a t i o n  of g r a n t  
p l a n n i n g .  The O f f i c e  of Management and Budget  (OMB) d i r e c t -  
i n g  t h e  o v e r a l l  e f f o r t  for  t h e  e x e c u t i v e  b r a n c h ,  s t a n d a r d i z e d  
t h e  g r a n t  a d m i n i s t r a t i v e  process w i t h  t h r e e  p o l i c y  c i r c u l a r s :  

--A-73: A u d i t  of F e d e r a l  O p e r a t i o n s  and Programs by 
E x e c u t i v e  Branch Agenc ie s .  2/ 

i - 

- l / F e d e r a l l y  assisted programs are d e f i n e d  i n  OMB C i r c u l a r  
A-102. 

- 2 /Des igna ted  " F e d e r a l  Management C i r c u l a r  73-2" from 1973 
t h r o u g h  1978.  



--A-102: Uniform A d m i n i s t r a t i v e  Requ i remen t s  for 
Grants - in-Aid  t o  S ta te  and  Local Govern- 
men t s .  1/ 

--FMC 74-4: Cost P r i n c i p l e s  A p p l i c a b l e  t o  G r a n t s  and 
C o n t r a c t s  w i t h  S ta te  and  Local Govern- 
men t s .  - 2/ 

These  c i r c u l a r s ,  c o v e r i n g  many areas a f f e c t i n g  t h e  
a d m i n i s t r a t i o n  of f e d e r a l l y  a s s i s t e d  programs, each c o n t a i n e d  
g u i d e l i n e s  t o  f a c i l i t a t e  t h e  a u d i t  of s u c h  programs.  C i r c u -  
l a r  A-73, f i r s t  i s s u e d  i n  1965,  e n c o u r a g e d  i n t e r g o v e r n m e n t a l  
a u d i t  c o o r d i n a t i o n  and t h e  s h a r i n g  of a u d i t  f i n d i n g s .  I n  
1 9 7 3  t h e  c i r c u l a r  was amended, r e q u i r i n g  Federal a g e n c i e s  t o  
c o o r d i n a t e  t h e i r  a u d i t  r e q u i r e m e n t s  and a p p r o a c h e s  w i t h  State 
and local  gove rnmen t s ,  and  u s e  reports p r e p a r e d  by  non- 
Federal  a u d i t o r s  i n  l i e u  o f  Federal  a u d i t s ,  p r o v i d e d  t h e y  met 
t h e  a g e n c i e s '  r e q u i r e m e n t s .  

I n  1978 t h e  c i r c u l a r  w a s  amended a g a i n  i n  response t o  a 
P r e s i d e n t i a l  memorandum t o  a g e n c y  heads  which o r d e r e d  t h a t  
t h e  a g e n c i e s '  p l a n s  for  a u d i t i n g  S t a t e  and local gove rnmen t s  
be a v a i l a b l e  t o  a l l  i n t e r e s t e d  pa r t i e s .  The r e v i s i o n  was 
i n t e n d e d  to  p r o v i d e  t h e  bas i s  and s t i m u l u s  for i n c r e a s e d  
i n t e r g o v e r n m e n t a l  a u d i t  c o o p e r a t i o n .  

C i r c u l a r  A-102 w a s  o r i g i n a l l y  i s s u e d  i n  1 9 7 1  and amended 
i n  1974 and 1977. 3/  The c i r c u l a r  p r o v i d e s  u n i f o r m  r e q u i r e -  
m e n t s  t o  be followed by Federal a g e n c i e s  i n  award ing  g r a n t s  
and  c o n t r a c t s  t o  S t a t e  and  local  gove rnmen t s .  A t t achmen t  G 
of t h e  c i r c u l a r ,  i n  p a r t ,  r e q u i r e s  g r a n t e e s  t o  p r o v i d e  fo r  
f i n a n c i a l  and c o m p l i a n c e  a u d i t s  w i t h  r e a s o n a b l e  f r e q u e n c y ,  
u s u a l l y  a n n u a l l y ,  b u t  n o t  less  t h a n  o n c e  e v e r y  2 y e a r s .  

The t h i r d  c i r c u l a r ,  FMC 74-4, e s t a b l i s h e s  p r i n c i p l e s  and  
s t a n d a r d s  f o r  d e t e r m i n i n g  costs  a p p l i c a b l e  t o  g r a n t s  and 
c o n t r a c t s  w i t h  S t a t e  and local  gove rnmen t s .  The c i r c u l a r  
d e f i n e s  t h e  cost o f  a g r a n t  program a s  t h e  allowable d i r e c t  
cost i n c i d e n t  t o  i ts  p e r f o r m a n c e ,  p l u s  i ts  d e s i g n a t e d  p o r t i o n  
of allowable i n d i r e c t  costs. Costs of g r a n t  a u d i t s  are 
s p e c i f i c a l l y  i d e n t i f i e d  as allowable. 

- 1/ D e s i g n a t e d  "'Federal Management C i r c u l a r  74-7" from 1974 

2/ F i r s t  i s s u e d  a s  OMB C i r c u l a r  A-87. 

t h r o u g h  1977. 

- 
3/ A c o u n t e r p a r t  C i r c u l a r  A-110 p r o v i d e s  t h e  same s t a n d a r d s  - 

for n o n p r o f i t  o r g a n i z a t i o n s .  
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There is a consensus  among Federal, S ta te ,  and local 
program and a u d i t  o f f i c i a l s  t h a t  g r a n t  a d m i n i s t r a t i o n  h a s  
been improved and s t a n d a r d i z e d  as  a result  of these circu- 
l a r s .  However, t h e  a u d i t i n g  of f e d e r a l l y  assisted programs 
c o n t i n u e s  Eo pose  problems,  l a r g e l y  because t h e  a u d i t  poli-  
cies d iscussed  above have n o t  been f u l l y  implemented. 

STUDY PURPOSE 

S e v e r a l  b a r r i e r s  to  s o l v i n g  these problems had been 
i d e n t i f i e d  before 1977, and s e v e r a l  s t u d i e s  and r e p o r t s  had 
focused  on these problems. The Department of t h e  Treasu ry  
issued a report i n  e a r l y  1976 which d iscussed  many of these 
problems. The r e p o r t  had r e s u l t e d  from problems brought  t o  
t h e  S e c r e t a r y ' s  a t t e n t i o n  by a number of Governors.  

A f t e r  t h e  Treasu ry  r e p o r t ,  t h e  J o i n t  F i n a n c i a l  Man'age- 
ment Improvement Program (JFMIP) P r inc ipa l s  asked t h e  JFMIP 
s t a f f  t o  s t u d y  t h e  a u d i t  of f e d e r a l l y  assisted programs. I n  
r e q u e s t i n g  t h e  s t u d y ,  t h e y  s ta ted  t h a t  numerous areas needed 
prompt remedial act ion and t h a t  p o s s i b l e  improvements i n c l u d -  
ed c l a r i f y i n g  Federal reimbursement p o l i c y  toward S ta te  and 
local governments for  a u d i t  costs, broadening a u d i t  coverage ,  
and e l i m i n a t i n g  unnecessa ry  a u d i t  d u p l i c a t i o n .  They s ta ted  
f u r t h e r  t h a t  t o  e n s u r e  implementat ion of a p p r o p r i a t e  a u d i t  
reforms, JFMIP shou ld  be e n t r u s t e d  w i t h  t h e  project. The 
P r i n c i p a l s  pledged t h e i r  s u p p o r t  to JFMIP i n  c a r r y i n g  o u t  t h e  
reform project and directed t h e  JFMIP s t a f f  t o  work c l o s e l y  
w i t h  and th rough  t h e  in t e rgove rnmen ta l  a u d i t  forums. 

' W e  i d e n t i f i e d  and ana lyzed  s e v e r a l  problems i n  a u d i t i n g  
f e d e r a l l y  assisted programs and t h e n  made de t a i l ed  s t u d i e s  of 
t h e  f o l l o w i n g  seven of those problems: 

1. Varied Federal a u d i t  approaches ,  a u d i t  g u i d e l i n e s ,  
and r e p o r t i n g  r equ i r emen t s .  

2.  Possible  a u d i t  d u p l i c a t i o n  and o v e r l a p .  

3 .  Possible l a c k  of a u d i t  coverage.  

4 .  Coord ina t ion  of a u d i t s .  

5.  R e l i a n c e  on other  F e d e r a l  o r g a n i z a t i o n s  for a u d i t s .  

I 

I 

1 
I 

6. Reliance on S t a t e  and local o r g a n i z a t i o n s  f o r  I 

aud i t s  . I 

7 .  Mechanisms for reimbursing S ta t e  and l o c a l  a u d i t o r s  
for a u d i t s .  
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Each problem is  d i s c u s s e d  i n  t h e  fo l lowing  c h a p t e r s ,  and 
recommendations are p r e s e n t e d  t o  h e l p  e l imina te  o r  minimize 
t h e s e  problems. 

STUDY APPROACH' 

We o b t a i n e d  t h e  o p i n i o n s  of  a u d i t  and a d m i n i s t r a t i v e  
o f f i c i a l s  a t  a l l  l e v e l s  of government and reviewed t h e  a u d i t  
coverage  be ing  provided  f e d e r a l l y  a s s i s t e d  programs. The 
f o l l o w i n g  t y p e s  of o r g a n i z a t i o n s  were inc luded :  

Aud it Adminis t ra t ive /program 
Leve 1 s o r g a n i z a t i o n s  o r g a n i z a t i o n s  

F e d e r a l  h e a d q u a r t e r s  10 
Federal r e g i o n s  4 2  
S t a t e  governments 50 
Local governments  25 

10 
4 1  
65 

1 3 1  

Although w e  c o n c e n t r a t e d  on a u d i t s  of  S t a t e  and l o c a l  
government r e c i p i e n t s ,  w e  d i d  rev iew a u d i t  coverage  of a 
number of n o n p r o f i t  a g e n c i e s  who were s u b g r a n t e e s  of State  and 
local governments and who had a l s o  r e c e i v e d  funds  d i r e c t l y  
from F e d e r a l  agenc ie s .  Many o f  t h e  c o n d i t i o n s  and problems 
d iscussed  i n  t h e  r e p o r t  a l so  a p p l y  t o  a u d i t s  o f  n o n p r o f i t  
a g e n c i e s .  Therefore, o u r  recommendations i n  c h a p t e r  9 can 
a p p l y  t o  them. 
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CHAPTER 2 

VARIED FEDERAL AUDIT APPROACHES, A U D I T  G U I D E L I N E S ,  
AND REPORTING AND ACCOUNTING REOUIREMENTS 

F e d e r a l l y  a s s i s t e d  programs v a r y  w i d e l y  i n  t h e i r  f u n d i n g  
and  a d m i n i s t r a t i o n .  The a p p r o a c h e s  used  by F e d e r a l  a g e n c i e s  
i n  a u d i t i n g  t h e s e  p rograms ,  i n c l u d i n g  a u d i t  r e q u i r e m e n t s  and 
g u i d e l i n e s ,  a lso v a r y .  T h e s e  v a r i a t i o n s  c o n t r i b u t e  t o  t h e  
problems i n  a u d i t i n g  g r a n t  p rograms  and t o  t h e  d u p l i c a t i o n  o f  
a u d i t  e f f o r t  and gaps i n  a u d i t  c o v e r a g e  d i s c u s s e d  i n  t h e  
f o l l o w i n g  c h a p t e r s .  

PROGRAM FUNDING AND ADMINISTRATION 

F e d e r a l  g r a n t s  awarded t o  S t a t e  and  local  g o v e r n m e n t s  
are funded  and a d m i n i s t e r e d  i n  e s s e n t i a l l y  t h e s e  t h r e e  ways. 

1. Funds are g i v e n  d i r e c t l y  t o  S t a t e s ,  and  t h e  p rograms  
a re  a d m i n i s t e r e d  l a r g e l y  by S t a t e  d e p a r t m e n t s .  
Highway t r u s t  f u n d s  a r e  a n  example .  

2. Funds are  g i v e n  t o  S t a t e s  f o r  d i s t r i b u t i o n  t o  o t h e r  
g o v e r n m e n t a l  and nongovernmen ta l  o r g a n i z a t i o n s ,  o f t e n  
i n  a c c o r d a n c e  w i t h  F e d e r a l  f o r m u l a s .  These  are some- 
times r e f e r r e d  t o  as  S ta t e  p a s s - t h r o u g h  g r a n t s .  
Examples  are f o r m u l a  g r a n t  programs.  

3 .  Funds a re  awarded d i r e c t l y  to  and a d m i n i s t e r e d  b y  
local governments .  B l o c k  g r a n t  p rograms  are a prime 
example.  

To  complicate t h i n g s ,  some o r g a n i z a t i o n s  t h a t  r e c e i v e  
money from t h e  S ta tes ,  as  w e l l  a s  some loca l  gove rnmen t s ,  
r e d i s t r i b u t e  t h e  money t o  o t h e r  o r g a n i z a t i o n s ,  some o f  w h i c h  
are d i r ec t  r e c i p i e n t s  or s u b g r a n t e e s .  

A U D I T  APPROACHES 

A l l  l eve ls  of government  need a sound f i n a n c i a l  manage- 
ment  system a s  a p r e r e q u i s i t e  t o  good management. Such a 
s y s t e m  s h o u l d  p r o v i d e  f o r  a c c u r a t e  and c u r r e n t  d i s c l o s u r e  of 
r e s u l t s  o f  o p e r a t i o n s ,  e f f e c t i v e  c o n t r o l  and  a c c o u n t a b i l i t y  
o v e r  a l l  f u n d s  and assets ,  and b u i l t - i n  c o n t r o l s  to  a s s u r e  
t h a t  a l l  terms and c o n d i t i o n s  a t t a c h e d  t o  t h e  f u n d s  are  m e t .  
A u d i t  is a n e c e s s a r y  pa r t  of a sound and v i a b l e  f i n a n c i a l  
management system. 
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OMB C i r c u l a r  A-102 e s t a b l i s h e s  t h e  need for r e c i p i e n t s  
of f e d e r a l l y  a s s i s t e d  p rograms  t o  h a v e  a sound f i n a n c i a l  
management s y s t e m ,  i n c l u d i n g  a u d i t .  The c i r c u l a r ,  i n  e s t a b -  
l i s h i n g  t h e  need  f o r  r e c i p i e n t s  ( b o t h  p r i m a r y  g r a n t e e s  and  
s u b g r a n t e e s )  t o  s e c u r e  a u d i t s  of t h e i r  F e d e r a l  f u n d s ,  s ta tes :  

"***These e x a m i n a t i o n s  are i n t e n d e d  t o  a s c e r t a i n  t h e  
e f f e c t i v e n e s s  of t h e  f i n a n c i a l  management s y s t e m s  and 
i n t e r n a l  p r o c e d u r e s  t h a t  h a v e  b e e n  e s t a b l i s h e d  t o  
meet t h e  terms and c o n d i t i o n s  of t h e  g r a n t .  They 
s h o u l d  be made i n  a c c o r d a n c e  w i t h  g e n e r a l l y  accepted 
a u d i t i n g  s t a n d a r d s  i n c l u d i n g  t h e  s t a n d a r d s  p u b l i s h e d  
by t h e  G e n e r a l  Accoun t ing  O f f i c e ,  ' S t a n d a r d s  f o r  
A u d i t  of Governmenta l  O r g a n i z a t i o n s ,  Programs,  
A c t i v i t i e s  & F u n c t i o n s . '  I t  is n o t  i n t e n d e d  t h a t  
e a c h  g r a n t  awarded t o  t h e  r e c i p i e n t  be examined.  
G e n e r a l l y  e x a m i n a t i o n s  s h o u l d  be  c o n d u c t e d  on a n  
o r g a n i z a t i o n - w i d e  b a s i s  to  tes t  t h e  f i s ca l  i n t e g r i t y  
o f  f i n a n c i a l  t r a n s a c t i o n s ,  a s  w e l l  a s  c o m p l i a n c e  w i t h  
t h e  terms and c o n d i t i o n s  of t h e  F e d e r a l  g r a n t s . "  

The c i r c u l a r  f u r t h e r  s t a t e s :  

"***These e x a m i n a t i o n s  do n o t  r e l i e v e  Federal  
a g e n c i e s  o f  t h e i r  a u d i t  r e s p o n s i b i l i t i e s ,  b u t  may 
a f fec t  t h e  f r e q u e n c y  and scope of s u c h  a u d i t s . "  

F e d e r a l  a g e n c i e s '  a p p r o a c h e s  t o  a u d i t i n g  f e d e r a l l y  
a s s i s t e d  programs are g o v e r n e d  by FMC 73-2, p a r a g r a p h  6 ( d ) ,  
which  s t a t e s :  

" I n  d e v e l o p i n g  a u d i t  p l a n s ,  F e d e r a l  a g e n c i e s  admin i s -  
t e r i n g  p rograms  i n  p a r t n e r s h i p  w i t h  o r g a n i z a t i o n s  
o u t s i d e  o f  t h e  F e d e r a l  Government w i l l  c o n s i d e r  
w h e t h e r  t h e s e  o r g a n i z a t i o n s  r e q u i r e  p e r i o d i c  a u d i t s  
and w h e t h e r  t h e  o r g a n i z a t i o n s  have  made or  a r r a n g e d  
f o r  t h e s e  a u d i t s .  T h i s  c o n s i d e r a t i o n  is e s p e c i a l l y  
n e c e s s a r y  f o r  t h o s e  a g e n c i e s  t h a t  a d m i n i s t e r  F e d e r a l  
g r a n t - i n - a i d  programs t h r o u g h  S ta t e  and  loca l  gove rn -  
m e n t s  and which are s u b j e c t  t o  OMB C i r c u l a r  A-102, 
A t t achmen t  G. A t t achmen t  G p r o v i d e s  s t a n d a r d s  for 
f i n a n c i a l  management s y s t e m s  o f  g r a n t - s u p p o r t e d  
a c t i v i t i e s  of S t a t e  and loca l  gove rnmen t s  and re- 
q u i r e s  t h a t  s u c h  systems p r o v i d e ,  a t  a minimum, for 
f i n a n c i a l / c o m p l i a n c e  a u d i t s  a t  l eas t  o n c e  e v e r y  2 
y e a r s .  F e d e r a l  a g e n c i e s  w i l l  c o o r d i n a t e  t h e i r  a u d i t  
r e q u i r e m e n t s  and a p p r o a c h e s  w i t h  t h e s e  o r g a n i z a t i o n s  
t o  t h e  maximum e x t e n t  p o s s i b l e .  The s c o p e  o f  i n d i -  
v i d u a l  Federal a u d i t s  w i l l  g i v e  f u l l  r e c o g n i t i o n  t o  
t h e  non-Federa l  a u d i t  e f f o r t .  Reports p r e p a r e d  by 
non-Fede ra l  a u d i t o r s  w i l l  b e  used  i n  l i e u  o f  F e d e r a l  
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a u d i t s  i f  t h e  reports and s u p p o r t i n g  workpape r s  are 
a v a i l a b l e  for  r e v i e w  by t h e  F e d e r a l  a g e n c i e s ,  i f  
t e s t i n g  by F e d e r a l  a g e n c i e s  i n d i c a t e s  t h e  a u d i t s  a re  
pe r fo rmed  i n  a c c o r d a n c e  w i t h  g e n e r a l l y  a c c e p t e d  
a u d i t i n g  s t a n d a r d s  ( i n c l u d i n g  t h e  a u d i t  s t a n d a r d s  
i s s u e d  by  t h e  Comptroller G e n e r a l ) ,  and i f  t h e  a u d i t s  
o t h e r w i s e  meet t h e  r e q u i r e m e n t s  of t h e  F e d e r a l  agen- 
cies." - 1/ 

F e d e r a l  a g e n c y  a u d i t s  

Our s t u d y  showed t h a t  F e d e r a l  a u d i t  a g e n c i e s  g e n e r a l l y  
d i d  n o t  follow t h e  above  po l ic ies  i n  a u d i t i n g  f e d e r a l l y  
a s s i s t e d  programs and t h a t  t h e i r  a u d i t  a p p r o a c h e s  v a r i e d  from 
a g e n c y  t o  agency .  For  example ,  f o u r  agencies award ing  
p r o j e c t - t y p e  g r a n t s  had f o u r  methods  f o r  d e t e r m i n i n g  what t o  
a u d i t .  One agency  a u d i t e d  e v e r y  project  over $50,000,  t h e  
s e c o n d  a u d i t e d  e v e r y  project  o v e r  $200,000,  t h e  t h i r d  hoped 
t o  a u d i t  e v e r y  project  o v e r  $250,000,  and  t h e  f o u r t h  had  no  
c r i t e r i a  b u t  s e l e c t i v e l y  a u d i t e d  projects. The f i r s t  and 
f o u r t h  were programs funded  t h r o u g h  S t a t e  a g e n c i e s ,  which i n  
t u r n  s u b g r a n t e d  t h e  f u n d s .  The second  and t h i r d  a g e n c i e s  
awarded g r a n t s  d i r e c t l y  t o  local  r e c i p i e n t s .  

O r g a n i z a t i o n s  p e r f o r m i n g  t h e  a u d i t s  a l so  v a r i e d  among 
t h e s e  f o u r  a g e n c i e s .  The f i r s t  a g e n c y ' s  projects were 
a u d i t e d  by i t s  own F e d e r a l  a u d i t o r s  or S t a t e  a u d i t o r s ,  The 
second  r e l i e d  e x c l u s i v e l y  o n  a u d i t s  s e c u r e d  by r e c i p i e n t s .  
The t h i r d  used  p u b l i c  a c c o u n t a n t s  and S t a t e  a u d i t o r s  unde r  
c o n t r a c t  t o  t h e  Federal a g e n c y  a l o n g  w i t h  i t s  own Federal  
a u d i t o r s .  The f o u r t h  a g e n c y ' s  projects were a u d i t e d  by i ts  
own F e d e r a l  a u d i t o r s ,  b u t  t h e  agency  was a t t e m p t i n g  t o  con- 
t r a c t  w i t h  S t a t e  a u d i t o r s  t o  make t h e  a u d i t s .  

An example o f  i n c o n s i s t e n t  F e d e r a l  a u d i t  a p p r o a c h e s  was 
t w o  major block g r a n t  p rograms  a d m i n i s t e r e d  by t w o  a g e n c i e s .  
The  g r a n t s  were g e n e r a l l y  awarded d i r e c t l y  t o  l o c a l  gove rn -  
men t s .  

One agency ,  r a t h e r  t h a n  have  i ts  F e d e r a l  a u d i t o r s  a u d i t  
i ts  g r a n t s ,  i n s t r u c t e d  i ts  g r a n t e e s  t o  a r r a n g e  for i n d i v i d u a l  
g r a n t  a u d i t s  a t  l eas t  o n c e  e v e r y  2 y e a r s .  These  a u d i t  re- 
p o r t s  were s e n t  t o  and  r ev iewed  by t h e  F e d e r a l  a u d i t o r s .  The 
F e d e r a l  a u d i t o r s  t h e n  pe r fo rmed  a u d i t s  on a c e r t a i n  p e r c e n t -  
a g e  o f  t h e  g r a n t e e s  e a c h  y e a r .  These  a u d i t s  g e n e r a l l y  

1/FMC 73-2 was r e v i s e d  and r e d e s i g n a t e d  a s  "OMB C i r c u l a r  
N o .  A-73'' ( r e v i s e d  o n  Mar. 1 5 ,  1 9 7 8 ) .  
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i nc luded  a r ev iew of  t h e  g r a n t e e ' s  a u d i t ,  and,  where neces-  
s a r y ,  a d d i t i o n a l  tes ts  were performed and t h e  scope  o f  t h e  
a u d i t  was expanded. 

The o t h e r  agency i n i t i a l l y  decided t h a t  o n l y  Federal 
a u d i t o r s  shou ld  a u d i t  t h e  pr imary  g r a n t e e s  and t h a t  s i n c e  t h e  
program involved  thousands  of s u b g r a n t e e s ,  t h e  pr imary  
g r a n t e e s  would c o n t r a c t  for a u d i t s  of a cer ta in  p e r c e n t a g e  o f  
t h e i r  s u b g r a n t e e s .  The agency h a s  s i n c e  c o n t r a c t e d  wi th  
s e v e r a l  S ta te  and local a u d i t o r s  t o  a u d i t  p r imary  g r a n t -  
ees. 1/ The Federal a u d i t o r  t h e n  r ev iews  t h e  r e p o r t s .  The 
p r imary  g r a n t e e  g e n e r a l l y  c o n t i n u e s  t o  a r r a n g e  f o r  a u d i t s  of  
f u n d s  d i s t r i b u t e d  to  s u b g r a n t e e s .  We found l i t t l e  ev idence  
t h a t  p r e v i o u s  a u d i t s  of s u b g r a n t e e s  had been c o n s i d e r e d  
b e f o r e  t h e  above a u d i t s  were a r r anged  by t h e  pr imary  g r a n t -  
ees. 

Another example of i n c o n s i s t e n t  a u d i t  approaches  was 
found i n  formula g r a n t  programs a d m i n i s t e r e d  by S ta te  
a g e n c i e s .  Such programs normal ly  invo lve  pass - through funds  
t o  lower l e v e l s  o f  government or n o n p r o f i t  o r g a n i z a t i o n s .  

One Federal agency required t h e  S t a t e  a g e n c i e s  to  have 
t h e i r  i n t e r n a l  a u d i t  s t a f f s  a u d i t  a n n u a l l y  a c e r t a i n  p e r c e n t -  
age  of g r a n t  f u n d s  d i s t r i b u t e d  t o  local  r e c i p i e n t s .  The 
S t a t e  agency', i n  t u r n ,  was t o  be a u d i t e d  by S t a t e  a u d i t o r s  or 
by Federal  a u d i t o r s  i f  agreement cou ld  n o t  be reached  w i t h  a 
S t a t e  a u d i t o r .  Federal a u d i t o r s  i n  t h i s  agency worked e x t e n -  
s i v e l y  w i t h  S ta te  a u d i t o r s  and d e p a r t m e n t a l  i n t e r n a l  a u d i t o r s  
t o  implement t h i s  concep t .  

Federal a u d i t o r s  i n  a n o t h e r  agency a u d i t e d  t h e  State 
a g e n c i e s  r e c e i v i n g  t h e i r  funds .  These a u d i t s  g e n e r a l l y  
c o n s i s t e d  of rev iewing  t h e  a g e n c y ' s  o v e r a l l  o p e r a t i o n s  and 
c o n t r o l s  and t e s t i n g  t h e  u s e  of selected g r a n t  f u n d s  d i s t r i b -  
u t e d  t o  local  r e c i p i e n t s .  However, t h e  a u d i t o r s  had no 
e s t a b l i s h e d  rev iew cycle for t h e s e  a u d i t s  and d i d  n o t  know 
when t h e y  would rev iew a l l  t h e  S t a t e  a g e n c i e s  r e c e i v i n g  t h e  
F e d e r a l  agency ' s  funds .  Before t h e s e  a u d i t s  t h e  Federal 
a u d i t o r s  d i d  n o t  know t h e  e x t e n t  of a u d i t  coverage  f o r  t h e i r  
f u n d s  a t  t h e  l o c a l  l e v e l .  

1 / I n  some i n s t a n c e s  t h e  c o n t r a c t s  a lso p r o v i d e  for  a u d i t i n g  - a t  t h e  subgran tee .  
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G r a n t  r e c i p i e n t  a u d i t s  

F e d e r a l  a g e n c i e s '  i m p l e m e n t a t i o n  and a d h e r e n c e  t o  t h e  
r e q u i r e m e n t  f o r  a s i n g l e  r e c i p i e n t  a u d i t  i n  C i r c u l a r  A-102 
vary  g r e a t l y .  

F e d e r a l  a g e n c i e s  had ,  for most o f  t h e  f e d e r a l l y  a s s i s t e d  
programs i n  o u r  s t u d y ,  i n c l u d e d  i n  t h e i r  g r a n t  r e g u l a t i o n s  
t h e  a u d i t  r e q u i r e m e n t  i n  C i r c u l a r  A-102 ( f o r m e r l y  FMC 7 4 - 7 ) .  
However, t h e  i n t e r p r e t a t i o n  of t h e  scope of t h e  a u d i t  t h a t  
was n e c e s s a r y  and t h e  d e g r e e  o f  i m p l e m e n t a t i o n  v a r i e d  c o n s i d -  
e r a b l y .  

Many of t h e s e  a g e n c i e s  r e q u i r e d  t h e  r e c i p i e n t  t o  have  
i n d i v i d u a l  a u d i t s  o f  t h e  g r a n t  made i n  a c c o r d a n c e  w i t h  
F e d e r a l  a u d i t  g u i d e s .  O t h e r  a g e n c i e s  c a l l e d  f o r  a u d i t s  o f  
t h e  r e c i p i e n t ' s  o p e r a t i o n s  t o  be made i n  a c c o r d a n c e  w i t h  
g e n e r a l l y  a c c e p t e d  a u d i t i n g  s t a n d a r d s ,  w i t h  due  c o n s i d e r a t i o n  
for  F e d e r a l  po l i c i e s  g o v e r n i n g  t h e  u s e  of FederaJ g r a n t  
f u n d s ,  as w e l l  a s  S t a t e  and local  po l i c i e s  and p r o c e d u r e s .  

The d e g r e e  o f  i m p l e m e n t a t i o n  of t h e  a u d i t  r e q u i r e m e n t  a l so  
v a r i e d  among t h e  a g e n c i e s .  For  example ,  some of t h e  F e d e r a l  
a u d i t  o r g a n i z a t i o n s  a s s u r e d  t h e m s e l v e s  t h a t  t h e  r e c i p i e n t  
a u d i t s  had been  made by r e c e i v i n g ,  r e v i e w i n g ,  and a p p r o v i n g  
t h e  a u d i t  r e s u l t s .  These  a g e n c i e s  g e n e r a l l y  r e l i e d  on t h e  
i n d i v i d u a l  g r a n t  a u d i t s .  O t h e r  F e d e r a l  a u d i t o r s  had no 
formal f o l l o w u p  s y s t e m  f o r  a s s u r i n g  t h e  a u d i t s  had been  made. 
However, t h e  r e g u l a t i o n s  d i d  i n d i c a t e  t h a t  i n  t h e s e  cases 
a u d i t  reports and workpape r s  s h o u l d  be a v a i l a b l e  f o r  r e v i e w  
by  F e d e r a l  a u d i t o r s  i f  r e q u e s t e d .  Under t h i s  s y s t e m  t h e  
Federal a u d i t o r s  do n o t  know t h e  e x t e n t  of a u d i t  c o v e r a g e  
u n t i l  c o n t a c t ' s  are  made w i t h  t h e  r e c i p i e n t s .  

Those F e d e r a l  a g e n c i e s  r e q u i r i n g  i n d i v i d u a l  g r a n t  a u d i t s  
g e n e r a l l y  e x e r c i s e d  t h e  g rea t e s t  c o n t r o l  o v e r  t h e  r e c i p i e n t s  
t o  a s s u r e  t h a t  t h e  a u d i t s  had been  made and t h a t  t h e y  had 
been  pe r fo rmed  i n  a c c o r d a n c e  w i t h  F e d e r a l  a u d i t  g u i d e l i n e s .  

A l s o  some F e d e r a l  a g e n c i e s  d i d  n o t  i n c l u d e  t h e  C i r c u l a r  
A-102 a u d i t  r e q u i r e m e n t  i n  t h e i r  g r a n t  r e g u l a t i o n s ,  or t h e y  
s u b s t a n t i a l l y  d e v i a t e d  from it. For example ,  o n e  F e d e r a l  
a g e n c y  e i t h e r  had i ts  own a u d i t o r s  r e v i e w  t h e  g r a n t  admin i s -  
t e r e d  by t h e  r e c i p i e n t  or it c o n t r a c t e d  w i t h  a n  o u t s i d e  
a u d i t o r  t o  a u d i t  t h e  g r a n t .  However, it d i d  r e q u i r e  t h e  
p r i m a r y  r e c i p i e n t  t o  a r r a n g e  for a u d i t s  of t h e  f u n d s  d i s t r i b -  
u t e d  t o  local  r e c i p i e n t s .  
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Another  l a r g e  F e d e r a l  agency  j u s t  r e c e n t l y  s t a r t e d  t o  
implement t h e  A-102 a u d i t  r e q u i r e m e n t .  However, i ts ap- 
p r o a c h  does n o t  a p p e a r  c o n s i s t e n t  w i t h  t h e  i n t e n t  o f  A-102 i n  
t h a t  it is a s k i n g  f o r  i n d i v i d u a l  g r a n t  a u d i t s  o f  i ts  pro- 
grams r a t h e r  t h a n  r e l y i n g  on  s i n g l e  a u d i t s  o f  t h e  g r a n t e e .  

Although t h e  l a c k  o f  t h e  s i n g l e  a u d i t  app roach  was gen- 
e r a l l y  t h e  case i n  our s t u d y ,  we d i d  f i n d  s e v e r a l  i n s t a n c e s ,  
e s p e c i a l l y  a t  t h e  local  l e v e l ,  when t h i s  approach had been 
s u c c e s s f u l l y  implemented.  For example,  a number o f  c o u n c i l s  
o f  governments  have  had s i n g l e  a u d i t s  o f  t h e i r  o r g a n i z a t i o n s  
f o r  a number o f  y e a r s .  Some of t h e s e  r e s u l t e d  from t h e  
I n t e g r a t e d  Gran t  A d m i n i s t r a t i o n  program d i s c u s s e d  i n  c h a p t e r  
6 ,  w h i l e  o t h e r s  were i n i t i a t e d  by t h e  c o u n c i l s  o f  governments  
or a u d i t o r s  o f  gove rnmen ta l  a g e n c i e s  h a v i n g  f u n d s  admin i s -  
t e r e d  by t h e  c o u n c i l s  o f  governments .  

W e  found a l m o s t  complete agreement  among a u d i t o r s  t h a t  
s i n g l e  a u d i t s  o f  m u l t i f u n d e d  r e c i p i e n t s  was t h e  p r e f e r r e d  
a p p r o a c h  i f  c e r t a i n  o b s t a c l e s  c o u l d  be removed. Al though 
most o f  t h e  local r e c i p i e n t  o f f i c i a l s  f e l t  t h a t  t h e  s i n g l e  
a u d i t  app roach  was f e a s i b l e ,  t h e r e  was n o t  complete ag reemen t  
among them t h a t  t h i s  was t h e  d e s i r e d  approach .  

A u d i t  u u i d e l  i n e s  

The growth  o f  F e d e r a l  p rograms and t h e  emphas is  on 
i n d i v i d u a l  g r a n t  a u d i t s  h a s  r e s u l t e d  i n  numerous i n d i v i d u a l  
Federal a u d i t  g u i d e l i n e s  b e i n g  i s s u e d  t o  c o v e r  t h e  a u d i t  o f  
t h e s e  programs.  Because o f  t h e  d i v e r g e n c e  o f  a u d i t  approach-  
es i n  t h e  g u i d e l i n e s ,  S t a t e  and l oca l  a u d i t o r s ,  as w e l l  as 
p u b l i c  a c c o u n t i n g  f i r m s ,  have  e x p e r i e n c e d  d i f f i c u l t y  i n  
r e s p o n d i n g  t o  t h e  a u d i t  r e q u i r e m e n t s  o f  t h e  F e d e r a l  a g e n c i e s .  
F u r t h e r m o r e ,  most g r a n t e e s  r e c e i v e  Federal g r a n t  f u n d s  from 
s e v e r a l  F e d e r a l  a g e n c i e s .  I f  a s i n g l e  r e c i p i e n t  a u d i t  is 
a t t e m p t e d ,  t h e  a u d i t o r  is c o n f r o n t e d  w i t h  r e v i e w i n g  s e v e r a l  
Federal g r a n t s  and b e i n g  required t o  use a d i f f e r e n t  a u d i t  
g u i d e  f o r  e a c h  program. I f  t h i s  is n o t  done ,  t h e  r e c i p i e n t  
may f i n d  s e v e r a l  a u d i t  o r g a n i z a t i o n s  a u d i t i n g  i n d i v i d u a l  
programs,  t h u s  r e s u l t i n g  i n  t h e  d u p l i c a t i o n  and o v e r l a p  o f  
e f f o r t  d i s c u s s e d  i n  c h a p t e r  3 .  

A t  l e a s t  1 4  F e d e r a l  a g e n c i e s  have  i s s u e d  a b o u t  80  Fed- 
e r a l  a u d i t  g u i d e s  r e l a t i n g  t o  a u d i t i n g  f e d e r a l l y  a s s i s t e d  
programs.  Review o f  4 3  of t h e s e  g u i d e s  d i s c l o s e d  t h e  fo l low-  
i n g :  

--Some a g e n c i e s  have p r e p a r e d  a u d i t  g u i d e s  f o r  more o f  
t h e i r  p rograms t h a n  o t h e r  a g e n c i e s .  
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--Most g u i d e s  are o r i e n t e d  toward i n d i v i d u a l  g r a n t  

--Few are directed toward e n t i t y w i d e  a u d i t s .  
--The m a j o r i t y  c a l l  for both a f i n a n c i a l  and a compli- 

--The g u i d e s '  r e p o r t i n g  f o r m a t s  d i f f e r  s i g n i f i c a n t l y ,  

programs. 

ance  a u d i t .  

n o t  o n l y  i n  p r e s e n t a t i o n  b u t  i n  t h e  amount of informa- 
t i o n  required . 

A l s o ,  t h e  g u i d e s  c o n t a i n e d  s e v e r a l  common a u d i t  r equ i r emen t s  
and p rocedures .  

obstacle mentioned most by aud i to r s  a t t e m p t i n g  t o  per form 
s i n g l e  a u d i t s  of  mu l t i funded  r e c i p i e n t s .  

The l a c k  of a uniform or s t a n d a r d  a u d i t  g u i d e  was t h e  

The in t e rgove rnmen ta l  a u d i t  forums and GAO t ook  t h e  l e a d  
i n  deve lop ing  a s i n g l e  a u d i t  g u i d e  f o r  use i n  a u d i t i n g  mulf i -  
funded r e c i p i e n t s .  OMB i n  December 1978 s e n t  it t o  Fede ra l  
a g e n c i e s  f o r  comment 

C O N F L I C T I N G  A U D I T  AND ADMINISTRATIVE REQUIREMENTS 

The Congress  h a s  l e g i s l a t e d  a u d i t  and accoun t ing  
r e q u i r e m e n t s  f o r  some g r a n t  programs t h a t  d i f f e r  from OMB's 
r equ i r emen t s .  Federal a g e n c i e s  a l so  impose a d m i n i s t r a t i v e  
r e q u i r e m e n t s  t h a t  a r e  n o t  c o n s i s t e n t  w i th  OMB's r equ i r emen t s .  
Such d i f f e r e n c e s  r e q u i r e  d i f f e r e n t  t r e a t m e n t  i n  a u d i t i n g  t h e  
g r a n t e e  and f u r t h e r  compl i ca t e  t h e  a u d i t  of f e d e r a l l y  as- 
s i s t e d  programs, e s p e c i a l l y  t h e  s i n g l e  a u d i t  approach. 

We noted a f e w  i n s t a n c e s  where g r a n t - l e g i s l a t e d  require- 
ments  d i f f e r e d  from those i n  t h e  c i rcu lars .  However, w e  
l i m i t e d  o u r  s t u d y  i n  t h i s  area because  a t  l e a s t  four s t u d i e s  
were be ing  conducted i n v o l v i n g  t h i s  matter. 

T h e s e  s t u d i e s  r e p o r t e d  s e v e r a l  i n c o n s i s t e n c i e s  between 
t h e  cost p r i n c i p l e s  imposed by OMB, some Federal a g e n c i e s ,  
and s t a t u t o r y  r equ i r emen t s .  One s t u d y  recommended t h a t  t h e  
OMB r ev iew of  proposed l e g i s l a t i o n  concern ing  Federal 
a s s i s t a n c e  programs cover  a d m i n i s t r a t i v e  r equ i r emen t s  which 
c o n f l i c t e d  w i t h  A-102. These d i f f e r e n c e s  would t h e n  be 
h i g h l i g h t e d  and p o s s i b l y  e l i m i n a t e d  b e f o r e  becoming s t a t u t o r y  
p r o v i s i o n s  which would o v e r r i d e  t h e  c i r c u l a r .  

Another  s t u d y ,  i n  i ts  d r a f t  r e p o r t ,  made t h e  fo l lowing  
t e n t a t i v e  recommendation t o  t h e  Congress:  

"***TO promote f i n a n c i a l  a c c o u n t a b i l i t y  and bet ter  
r e l a t i o n s h i p s  between g r a n t e e s  and t h e i r  Federal 
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.. 

counterparts, we recommend that the Congress amend the 
Intergovernmental Cooperation Act of 1968 to establish 
that the Federal policy of recognizing total allowable 
costs incurred by grantees to administer and operate 
Federal programs has Congress's support. Because 
statutory limitations on the payment of certain types of 
costs, generally overhead or administrative costs, tend 
to discourage grantees from systematically identifying 
total program costs, we recommend that the Congress 
reexamine the need for such limitations in existing 
legislation and, as a general policy, refrain from 
imposing such limitations in future legislation." 
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CHAPTER 3 

A U D I T  DUPLICATION AND OVERLAP 

S u b s t a n t i a l  d u p l i c a t i o n  and o v e r l a p  i n  a u d i t i n g  
f e d e r a l l y  a s s i s t ed  p rograms  is t a k i n g  place a t  t h e  S t a t e  and  
l oca l  l e v e l s .  These  c o n d i t i o n s  are more p r e v a l e n t  a t  t h e  
loca l  l e v e l .  

D u p l i c a t i o n  and o v e r l a p  o c c u r  when a g r a n t  is a u d i t e d  
and t h e  a u d i t  is  s u b s e q u e n t l y  d e t e r m i n e d  by  Federal  a u d i t o r s  
a s  i n a d e q u a t e ,  c a u s i n g  t h e  F e d e r a l  a u d i t o r s  t o  r e a u d i t  t h e  
same g r a n t  c o v e r i n g  e s s e n t i a l l y  t h e  same areas.  D u p l i c a t i o n  
and o v e r l a p  a l s o  o c c u r  when d i f f e r e n t  a u d i t  o r g a n i z a t i o n s  
a u d i t  a n  e n t i t y  w i t h i n  t h e  same p e r i o d .  The same a c c o u n t i n g  
r e c o r d s ,  i n t e r n a l  c o n t r o l s ,  and po l i c i e s  are rev iewed ;  t h e  
same p e r s o n n e l  are c o n t a c t e d ;  and t h e  same o r g a n i z a t i o n a l  
s e g m e n t s  o f  t h e  e n t i t y  a re  a u d i t e d .  

A l m o s t  h a l f  t h e  F e d e r a l  r e g i o n a l  a u d i t  and program 
o f f i c i a l s  c o n t a c t e d  f e l t  t h a t  t h e r e  was l i t t l e  d u p l i c a t i o n  
and overlap a t  t h e  S t a t e  l e v e l  b u t  t h a t  it d i d  o c c u r  a t  t h e  
loca l  l e v e l .  For  example ,  one  m u l t i f u n d e d  p l a n n i n g  agency  
had  1 0  d i f f e r e n t  a u d i t s  d u r i n g  1 y e a r .  The ma jo r i ty  of t h e s e  
c o v e r e d  i n d i v i d u a l  g r a n t s  and were pe r fo rmed  by F e d e r a l  and 
S t a t e  a u d i t o r s  a s  wel l  as  p u b l i c  a c c o u n t a n t s .  One r e a s o n  
r e p o r t e d  f o r  l i t t l e  d u p l i c a t i o n  and o v e r l a p  a t  t h e  S t a t e  
l e v e l  is t h a t  many S t a t e  d e p a r t m e n t s  receive f u n d s  from o n l y  
a few Federal  a g e n c i e s .  Ano the r  is t h a t  t h e  S t a t e s ,  i n  some 
cases, s e r v e  m o s t l y  a s  a g e n t s  d i s p e r s i n g  t h e  money t o  loca l  
gove rnmen t s .  

S t a t e  d e p a r t m e n t  o f f i c i a l s  r e p o r t e d  some d u p l i c a t i o n  and 
o v e r l a p  a t  t h e  S t a t e  l e v e l  be tween t h e  S t a t e  a u d i t o r s  and t h e  
Federal  a u d i t o r s .  Most of it o c c u r r e d  i n  d e p a r t m e n t s  admin- 
i s t e r i n g  s o c i a l  s e r v i c e  programs.  The main  r e a s o n s  t h e y  
c i t e d  were t h a t  a u d i t s  were n o t  c o o r d i n a t e d  and were done  for 
d i f f e r e n t  p u r p o s e s .  

DUPLICATION AND OVERLAP AT THE LOCAL GOVERNMENT LEVEL 

The amount of d u p l i c a t i o n  and o v e r l a p  a t  t h i s  l e v e l  
v a r i e s  among t h e  t y p e s  o f  r e c i p i e n t s - - c i t i e s ,  c o u n t i e s ,  
and p l a n n i n g  a g e n c i e s .  G e n e r a l l y  t h e r e  is a s u b s t a n t i a l  
d u p l i c a t i o n  and o v e r l a p  i n  l a r g e  c i t i e s .  ( S e e  a p p e n d i x  V I  and 
V I I ) .  I t  n o r m a l l y  i n v o l v e s  p rograms  of o n l y  a f e w  F e d e r a l  
a g e n c i e s  and r e l a t e d  S t a t e  d e p a r t m e n t s .  For example ,  i n  a 
3 -yea r  p e r i o d  1 l a r g e  c i t y  had a t  l ea s t  4 7  separate a u d i t s  
c o v e r i n g  i t s  o p e r a t i o n s  and programs.  These  a u d i t s  
i n c l u d e d :  
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- - F i f t e e n  a u d i t s  o f  c i t y  o p e r a t i o n s .  
- -S ix teen  g r a n t  a u d i t s  of one  Federal a g e n c y ' s  

- -Eight  g r a n t  a u d i t s  o f  programs o f  a second F e d e r a l  

--Three g r a n t  a u d i t s  i n v o l v i n g  a t h i r d  F e d e r a l  a g e n c y ' s  

--Five g r a n t  a u d i t s  o f  programs o f  two a d d i t i o n a l  

programs.  

agency.  

programs.  

F e d e r a l  a g e n c i e s .  

These  a u d i t s  were conducted  by e i t h e r  p u b l i c  a c c o u n t a n t s  or 
F e d e r a l ,  S t a t e ,  and l o c a l  a u d i t o r s .  

The above c o n d i t i o n s  o c c a s i o n a l l y  a p p e a r  i n  medium- 
s i z e d  c i t ies .  F o r  example,  1 c i t y  i n  a 3-year  p e r i o d  had 1 4  
a u d i t s  o f  9 g r a n t  programs by p u b l i c  a c c o u n t a n t s  or F e d e r a l ,  
S t a t e ,  o r  S t a t e  d e p a r t m e n t a l  a u d i t o r s .  I n  a d d i t i o n ,  t h e r e  
were t h r e e  a n n u a l  a u d i t s  o f  t h e  c i t y .  G e n e r a l l y ,  however,  
t h e  medium-sized and s m a l l - s i z e d  c i t i e s  t e n d  t o  have  o n l y  an 
a n n u a l  f i n a n c i a l  a u d i t  by a p u b l i c  a c c o u n t a n t  and an  occa- 
s i o n a l  g r a n t  a u d i t .  

C o n s i d e r a b l e  d u p l i c a t i o n  and o v e r l a p  occur a t  t h e  coun ty  
l e v e l .  For example, a b o u t  4 0 0  a u d i t s  were made d u r i n g  a 
3-year  p e r i o d  a t  t h e  36  c o u n t i e s  w e  s t u d i e d .  The m a j o r i t y  
were i n d i v i d u a l  g r a n t  a u d i t s .  Large  c o u n t i e s  were a u d i t e d  
t h e  most. One l a r g e  c o u n t y ,  f o r  example, i n  a 3-year  p e r i o d  
had o v e r  30 g r a n t  a u d i t s  by F e d e r a l ,  S t a t e ,  or S t a t e  
d e p a r t m e n t a l  a u d i t o r s ,  i n  a d d i t i o n  t o  a n n u a l  a u d i t s  of i ts  
o p e r a t i o n s .  

A l s o ,  s u b s t a n t i a l  d u p l i c a t i o n  and o v e r l a p  occur a t  t h e  
p l a n n i n g  agency  l e v e l .  Accord ing  t o  our r e v i e w  of 2 8  plan- 
n i n g  a g e n c i e s ,  a b o u t  1 7 0  a u d i t s  were made d u r i n g  a 3-year  
p e r i o d .  The number o f  a u d i t s  r anged  from 1 t o  26 per agency .  
About 30  p e r c e n t  o f  t h e  170 a u d i t s  i nvo lved  programs o f  4 
F e d e r a l  a g e n c i e s .  

forum s u r v e y e d  24 m u l t i f u n d e d  p l a n n i n g  a g e n c i e s .  The s u r v e y  
showed t h a t  many had been a u d i t e d  s e v e r a l  times by d i f f e r e n t  
a u d i t  o r g a n i z a t i o n s  d u r i n g  a 1 -yea r  p e r i o d .  Some had a s  many 
a s  1 0  d i f f e r e n t  a u d i t s  d u r i n g  t h e  p e r i o d .  

B e f o r e  o u r  s t u d y ,  a r e g i o n a l  i n t e r g o v e r n m e n t a l  a u d i t  

D u p l i c a t i o n  and o v e r l a p  have  been  w i d e l y  d i s c u s s e d  and 
reported by GAO and t h e  i n t e r g o v e r n m e n t a l  a u d i t  forums. 
These p rob lems  have  a l so  been c i t e d  by t h e  v a r i o u s  S t a t e  
a u d i t o r s  as some o f  t h e  major i s sues  i n  a u d i t i n g  f e d e r a l l y  
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assisted programs.  The P r e s i d e n t ,  i n  h i s  memorandum of 
September  9 ,  1977,  t o  e x e c u t i v e  agency  h e a d s ,  s t a t e d  t h a t  it 
d o e s  n o t  make s e n s e  for a l l  l e v e l s  of government  w i t h  a u d i t  
r e s p o n s i b i l i t i e s  t o  a u d i t  t h e  same g r a n t s .  

CAUSES OF DUPLICATION AND OVERLAP 

The f o l l o w i n g  were c i t e d  as t h e  p r i m a r y  c a u s e s  f o r  
d u p l i c a t i o n  and o v e r l a p  by F e d e r a l ,  S t a t e ,  and loca l  a u d i t i n g  
and  program o f f i c i a l s  and  b y  r e c i p i e n t s  we  q u e s t i o n e d .  

- -Audi t s  by S t a t e  and local a u d i t o r s  and c e r t i f i e d  
p u b l i c  a c c o u n t a n t s  do n o t  s a t i s f y  F e d e r a l  n e e d s ,  
e i t h e r  b e c a u s e  t h e y  d o  n o t  f o l l o w  t h e  a u d i t  g u i d e s  or 
t h e  a u d i t  scope is  too l i m i t e d  i n  t h e  F e d e r a l  
a u d i t o r ' s  judgment .  

- -Fede ra l  and S t a t e  a u d i t o r s  a u d i t  for d i f f e r e n t  
p u r p o s e s ;  e.g. ,  t h e  S t a t e  a u d i t o r  is c o n c e r n e d  w i t h  
a u d i t i n g  t h e  t o t a l  e x p e n d i t u r e s  of t h e  e n t i t y ,  w h i l e  
t h e  F e d e r a l  a u d i t o r  i s  c o n c e r n e d  w i t h  s e e i n g  w h e t h e r  
t h e  r e c i p i e n t  h a s  compl i ed  w i t h  t h e  g r a n t  
r e q u i r e m e n t s .  

--Each F e d e r a l  agency  a u d i t s  i t s  own g r a n t s  w i t h  l i t t l e  
or no  c o n c e r n  f o r  t h e  g r a n t  f u n d s  of o t h e r  F e d e r a l  
a g e n c i e s ,  r e q u i r i n g  separate  a u d i t s  by e a c h .  

- - F e d e r a l  a u d i t  and  Federal program o f f i c i a l s  review 
t h e  same g r a n t s .  

D u p l i c a t i o n  and o v e r l a p  may be j u s t i f i e d  on l i m i t e d  
o c c a s i o n s .  However, t o  make t h e  maximum u s e  o f  a u d i t  
r e s o u r c e s  and r e d u c e  t h e  d i s r u p t i o n  o f  r e c i p i e n t ' s  opera- 
t i o n s ,  F e d e r a l  a g e n c i e s ,  a l o n g  w i t h  S t a t e  and l oca l  a u d i t o r s  
and g r a n t  r e c i p i e n t s ,  need t o  work t o g e t h e r  t o  have  one  
f i n a n c i a l  and c o m p l i a n c e  a u d i t  t h a t  w i l l  s a t i s f y  a l l  t h e i r  
n e e d s .  The p rob lems  i n v o l v e d  and recommendat ions  f o r  a c h i e v -  
i n g  t h i s  o b j e c t i v e  a re  d i s c u s s e d  i n  c h a p t e r s  5 t h r o u g h  9. 
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CHAPTER 4 

AUDIT COVERAGE 

Most f e d e r a l l y  *as s i s t ed  programs a r e  receiving pe r iod ic  
f i n a n c i a l  aud i t  coverage a t  both t h e  S t a t e  and l o c a l  l e v e l s .  
Generally S t a t e  aud i t  o rganiza t ions  provide t h i s  coverage a t  
the  S t a t e  l e v e l ,  while publ ic  accounting f i r m s  provide most 
coverage a t  t h e  l o c a l  l eve l s .  However, these a u d i t s  usual ly  
do n o t  address  whether t h e  gran t  requirements a re  being met; 
t he re fo re ,  a wide gap e x i s t s  i n  t h e  compliance aud i t  cover- 
age. 1/ T h i s  gap is narrowed somewhat by a u d i t s  of 
ind iv idua l  g ran t s  of some f e d e r a l l y  a s s i s t e d  programs. 
However, some programs a r e  not audited for long  periods.  The 
lack of coverage has a l s o  been recognized by t h e  GAO, the  
intergovernmental aud i t  forums,  Federal and S t a t e  a u d i t  and 
program o f f i c i a l s ,  and grantee o f f i c i a l s .  

Many of the  Federal headquarters  aud i t  o f f i c i a l s  i n t e r -  
viewed believed t h a t  aud i t  coverage on t h e i r  programs was 
inadequate. E i ther  a u d i t s  a r e  n o t  made o r  they do not 
address  compliance w i t h  g ran t  requirements. One agency 
o f f i c i a l  t h a t  arranged i ts  a u d i t s  pointed out  t h a t  t he  
agency's f e d e r a l l y  a s s i s t e d  programs were audited every 3 t o  
4 years.  Another agency o f f i c i a l  t h a t  r e l i e d  on g ran tees  t o  
secure a u d i t s  acknowledged t h a t  a s u b s t a n t i a l  amount of i ts  
g ran t  funds were n o t  being audited fo r  compliance w i t h  g ran t  
requirements. 

Most Federal reg iona l  aud i t  and program respondents 
f e l t  aud i t  coverage was inadequate. Some s t a t e d  t h a t  t h e i r  
reg iona l  aud i t  s t a f f s  were too small t o  provide proper 
coverage of r e c i p i e n t s .  Others expressed concern w i t h  t h e  
scope of coverage by non-federal audi tors .  They sa id  there  
was a lack of compliance audi t ing  and t h a t  i n  some S t a t e s ,  
t h e i r  programs had received l i t t l e  coverage over the l a s t  3 
years.  

Many S t a t e  department o f f i c i a l s  a l s o  f e l t  t h a t  coverage 
was not adequate and expressed many of the  same concerns a s  
Federal aud i t  and program o f f i c i a l s .  They indicated t h a t  t h e  
scope of Federal a u d i t s  of t h e i r  departments is occas iona l ly  
too narrow; some Federal o rganiza t ions  emphasize audi t ing  
some of t h e i r  agency programs t o  the  exclusion of o t h e r s ;  and 
smaller  r e c i p i e n t s  seldom receive grant  audi t s .  

- 1/See appendix vIII. 
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A n a l y s i s  o f  S t a t e  a u d i t  reports,  S t a t e  s t a t u t e s  and 
laws, and i n t e r v i e w s  w i t h  s e l e c t e d  S t a t e  a u d i t o r s  i n d i c a t e s  
t h a t  a l l  S ta tes  r e q u i r e  t h e i r  a u d i t  o r g a n i z a t i o n s  t o  perform 
a t  l e a s t  f i n a n c i a l  or f i n a n c i a l  and c o m p l i a n c e  a u d i t s  o f  
S t a t e  d e p a r t m e n t s '  o p e r a t i o n s .  For t h e  most par t  t h e  
f r e q u e n c y  of t h e s e  a u d i t s  is s p e l l e d  o u t  i n  t h e  S t a t e  
c o n s t i t u t i o n  or i n  S t a t e  s t a t u t e s ,  e.g., e a c h  d e p a r t m e n t  is 
t o  be  a u d i t e d  e v e r y  2 y e a r s .  However, i n  some i n s t a n c e s  s u c h  
a u d i t s  may be s c h e d u l e d  t o  s a t i s f y  t h e  r e q u i r e m e n t s  o f  a 
l e g i s l a t i v e  c a l e n d a r .  Al though S t a t e  a u d i t o r s  i n c l u d e  
f e d e r a l l y  a s s i s t e d  program f u n d s  a s  p a r t  of t h e i r  normal  
f i n a n c i a l  or f i n a n c i a l  and c o m p l i a n c e  a u d i t s ,  t h e y  g e n e r a l l y  
d o  n o t  p e r f o r m  t h e  a u d i t s  i n  a c c o r d a n c e  w i t h  F e d e r a l  a u d i t  
g u i d e l i n e s  u n l e s s  t h e r e  have  been  specif ic  a g r e e m e n t s  t o  d o  
so. 

Al though F e d e r a l  a g e n c i e s  may n o t  accept a u d i t s  t h a t  are 
n o t  pe r fo rmed  i n  a c c o r d a n c e  w i t h  t h e i r  g u i d e l i n e s ,  many d o  
n o t  e lec t  t o  make separate  a u d i t s .  Our a n a l y s i s  o f  F e d e r a l  
a u d i t  c o v e r a g e  o f  11 f e d e r a l l y  a s s i s t e d  p rograms  a d m i n i s t e r e d  
b y  S t a t e  a g e n c i e s  i n  8 S t a t e s  i n d i c a t e d  t h a t  n e a r l y  t w o -  
t h i r d s  of them had  n o t  b e e n  a u d i t e d  by F e d e r a l  a u d i t o r s  
d u r i n g  a 3-year  p e r i o d  i n  a t  l eas t  5 S t a t e s .  About h a l f  were 
n o t  a u d i t e d  by F e d e r a l  a u d i t o r s  d u r i n g  t h i s  p e r i o d  i n  a t  
l ea s t  h a l f  t h e  S t a t e s .  

Gaps i n  a u d i t  c o v e r a g e  a l so  e x i s t  a t  t h e  c i t y ,  c o u n t y ,  
and p l a n n i n g  agency  l e v e l .  Most of these r e c i p i e n t s  had 
a n n u a l  a u d i t s .  The m a j o r i t y  were t r a d i t i o n a l  f i n a n c i a l  
a u d i t s  and i n  most i n s t a n c e s  d i d  n o t  i n d i c a t e  whe the r  t h e  
F e d e r a l  g r a n t  r e q u i r e m e n t s  had been  m e t .  A s  p o i n t e d  o u t  i n  
c h a p t e r  3 ,  i n d i v i d u a l  g r a n t  a u d i t s  were a l so  pe r fo rmed  on t h e  
f e d e r a l l y  a s s i s t e d  p rograms ,  b u t  many of t h e s e  were concen- 
t r a t e d  on  a few F e d e r a l  programs, l e a v i n g  a g a p  i n  t h e  
c o v e r a g e  o f  o t h e r  programs.  Worse, i n d i v i d u a l  g r a n t  a u d i t  
reports d i s c l o s e d  t h a t  many of t h e s e  had  a l so  been  l i m i t e d  t o  
f i n a n c i a l  mat ters  and had n o t  i n d i c a t e d  whe the r  s i g n i f i c a n t  
g r a n t  r e q u i r e m e n t s  had  been  m e t .  

Our recommendat ions  do n o t  deal e x p l i c i t l y  w i t h  t h e  
problem o f  g a p s  i n  a u d i t  coverage. However, o u r  recommenda- 
t i o n s  for f u l l  i m p l e m e n t a t i o n  of t h e  s i n g l e  a u d i t  a p p r o a c h ,  
p l u s  t h e  e s t a b l i s h m e n t  o f  c o g n i z a n t  Federal a g e n c i e s  t o  
o v e r s e e  t h e  proper a u d i t  of f e d e r a l l y  ass is ted p rograms ,  are 
i n t e n d e d  t o  r e s o l v e  t h i s  problem.  
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CHAPTER 5 

COORDINATION OF A U D I T S  

The re  is no fo rma l  sys t em f o r  c o o r d i n a t i n g  i n t e r g o v e r n -  
m e n t a l  a u d i t s  o f  f e d e r a l l y  a s s i s t e d  programs.  1/ C o o r d i n a t i o n  
g e n e r a l l y  is i n f o r m a l  and occurs a t  t h e  i n i t i a E i v e  o f  t h e  
a u d i t o r s .  

C u r r e n t  Federal  p o l i c y  is found i n  OMB C i rcu la r  A-73, 
which e n c o u r a g e s  c o o r d i n a t e d  a u d i t s  of f e d e r a l l y  a s s i s t e d  
programs.  Many examples  o f  c o o r d i n a t i o n  can  be found.  How-  
e v e r ,  much of  t h i s  t a k e s  p l a c e  i n  a u d i t s  o f  S t a t e  d e p a r t m e n t s ;  
l ess  c o o r d i n a t i o n  occurs l o c a l l y .  The i n t e r g o v e r n m e n t a l  a u d i t  
forums were i n s t r u m e n t a l  i n  i n c r e a s i n g  a u d i t  c o o r d i n a t i o n  
between i n d i v i d u a l  F e d e r a l ,  S t a t e ,  and local  aud i to r s .  How-  
e v e r ,  t h i s  c o o r d i n a t i o n  is  b a s i c a l l y  c o n f i n e d  t o  i n d i v i d u a l  
s i t u a t i o n s  a s  opposed t o  a n  ongoing  c o n c e p t  f o l l o w e d  by a l l  
a g e n c i e s .  

Many F e d e r a l  r e g i o n a l  a u d i t  and program o f f i c i a l s  
i n d i c a t e d  t h a t  t h e r e  was l i t t l e  c o o r d i n a t i o n .  A u d i t s  o f  
m u l t i f u n d e d  loca l  e n t i t i e s ,  such  a s  p l a n n i n g  a g e n c i e s ,  were 
c i t e d  a s  t h e  most d i f f i c u l t  t o  c o o r d i n a t e .  When c o o r d i n a t i o n  
d i d  occur between F e d e r a l  r e g i o n a l  a u d i t o r s ,  it u s u a l l y  
c o n s i s t e d  o f  exchang ing  a u d i t  s c h e d u l e s  and r e p o r t s  w i t h  o t h e r  
F e d e r a l  a u d i t o r s ,  p e r f o r m i n g  l i m i t e d  a u d i t s  f o r  o t h e r  F e d e r a l  
a g e n c i e s ,  and d e t e r m i n i n g  when p a r t i c u l a r  g r a n t e e s  had been  
aud i ted . 

The m a j o r i t y  of S t a t e  agency  o f f i c i a l s  c o n t a c t e d  a l so  
f e l t  c o o r d i n a t i o n  was l i m i t e d ,  and many loca l  agency  o f f i c i a l s  
i n d i c a t e d  t h a t  t h e y  saw l i t t l e  e v i d e n c e  o f  c o o r d i n a t i o n .  When 
c o o r d i n a t i o n  d i d  occur l o c a l l y ,  i t  was most p r e v a l e n t  i n  t h e  
p l a n n i n g  a g e n c i e s .  

I n  a d d i t i o n ,  a number o f  g r o u p s l  such  a s  GAO, S t a t e  a u d i t  
o r g a n i z a t i o n s ,  and a u d i t  f o r u m s ,  have  i n d i c a t e d  t h a t  i n t e r -  
gove rnmen ta l  a u d i t  c o o r d i n a t i o n  f a l l s  f a r  s h o r t  o f  what is 
a t t a i n a b l e .  

l/Formal sys t ems  do ex i s t  f o r  c o l l e g e s  and u n i v e r s i t i e s  (FMC 
73-8) and f o r  n e g o t i a t i o n  and a u d i t  o f  i n d i r e c t  cost r a t e s  
a t  S t a t e  and l o c a l  governments  (FMC 74-4). A l s o  t h e  Defense  
C o n t r a c t  A u d i t  Agency n o r m a l l y  a u d i t s  c o n t r a c t s  awarded by 
F e d e r a l  a g e n c i e s  t o  DOD c o n t r a c t o r s .  
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Al though  o u r  s t u d y  showed l i t t l e  e v i d e n c e  of w i d e s p r e a d  
c o o r d i n a t i o n ,  s u b s t a n t i v e  e f for t s  t o  a c h i e v e  t h i s  are under-  
way. For example, o n e  major o b j e c t i v e  i n  e s t a b l i s h i n g  t h e  
in t e rgove rnmen ta l .  a u d i t  forums was t o  e n c o u r a g e  c o o r d i n a t i o n  
o f  a u d i t s  and s t a n d a r d i z a t i o n  of g u i d e l i n e s .  The fo rums  have  
comple t ed  severa l  projects i n v o l v i n g  c o o r d i n a t i o n .  

--The Wes te rn  Forum is t e s t i n g  p r o c e d u r e s  i n t e n d e d  t o  
e x p e d i t e  c o o r d i n a t i o n  be tween F e d e r a l ,  S t a t e ,  and loca l  
aud i t  a g e n c i e s  . 

--The Mid-America, Midwes tern ,  and S o u t h w e s t  Forums 
c o n d u c t e d  t e s t s  to  d e t e r m i n e  whe the r  a s i n g l e  a u d i t  of 
a m u l t i f u n d e d  r e c i p i e n t  c o u l d  s a t i s f y  a l l  f u n d i n g  
a g e n c i e s .  

--The G e n e r a l  Accoun t ing  O f f i c e  and t h e  N a t i o n a l  Forum 
s p o n s o r e d  t h e  deve lopmen t  of a s t a n d a r d  a u d i t  g u i d e ,  
which  a u d i t o r s  a t  a l l  l e v e l s  of government  c a n  u s e  i n  
a u d i t s  o f  g r a n t e e s .  

major program. T h i s  a u d i t  was pe r fo rmed  by  F e d e r a l ,  
S t a t e ,  and local a u d i t o r s .  

--The M i d - A t l a n t i c  Forum s p o n s o r e d  a j o i n t  a u d i t  of a 

I n  a d d i t i o n ,  some S t a t e  and  local a u d i t  o r g a n i z a t i o n s  
have  a t t e m p t e d  to  c o o r d i n a t e  t h e  a u d i t  o f  f e d e r a l l y  a s s i s t e d  
p rograms  w i t h i n  t h e i r  j u r i s d i c t i o n s .  Some F e d e r a l  a u d i t  
g r o u p s  have  a lso made e x t e n s i v e  e f f o r t s  t o  improve c o o r d i n a -  
t i o n .  

We n o t e d  examples  when r e c i p i e n t s  had a r r a n g e d  for s i n g l e  
a u d i t s  o f  t h e i r  o r g a n i z a t i o n s  and g a i n e d  a c c e p t a n c e  of t h i s  
p rac t ice  from a l l  f u n d i n g  s o u r c e s .  

OBSTACLES TO COORDINATION 

I t  was e v i d e n t  f rom o u r  c o n t a c t s  w i t h  t h e  v a r i o u s  a u d i t  
o f f i c i a l s  t h a t  t h e  p r e s e n t  approach  i n  a u d i t i n g  f e d e r a l l y  
a s s i s t e d  p rograms  was an  obstacle i n  c o o r d i n a t i n g  a u d i t s  o f  
m u l t i f u n d e d  r e c i p i e n t s .  C u r r e n t l y  most a u d i t s  of f e d e r a l l y  
a s s i s t e d  programs are d i r e c t e d  toward i n d i v i d u a l  g r a n t s  r a t h e r  
t h a n  toward  s i n g l e  a u d i t s  of t h e  r e c i p i e n t ' s  o p e r a t i o n s  and 
a d m i n i s t r a t i o n  of a l l  g r a n t  f u n d s .  T h i s  approach w a s  d i s -  
c u s s e d  i n  c h a p t e r  2. 

Ano the r  major o b s t a c l e  t o  c o o r d i n a t i o n  is t h a t  t h e r e  is 
no c e n t r a l  l o c a t i o n  w i t h i n  t h e  F e d e r a l  Government where 
a u d i t o r s  c a n  i d e n t i f y  t h e  F e d e r a l  f u n d s  b e i n g  awarded and 
and r e l a t e d  a u d i t  r e q u i r e m e n t s  i n  s u f f i c i e n t  d e t a i l  t o  f a c i l i -  
t a t e  a u d i t  p l a n n i n g .  I n f o r m a t i o n  i n  p u b l i c a t i o n s  s u c h  as 
" F e d e r a l  O u t l a y s  t o  S t a t e s , "  " F e d e r a l  Aid t o  S t a t e s ; "  and 
" C a t a l o g  o f  F e d e r a l  Domestic A s s i s t a n c e "  was n o t  d e s i g n e d  w i t h  
t h e  a u d i t o r  i n  mind. 
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I n d i v i d u a l  Federal a g e n c i e s  s t u d i e d  c o u l d  i d e n t i f y  t h e i r  
p r i m a r y  r e c i p i e n t s  o f  f e d e r a l l y  a s s i s t e d  program f u n d s ;  
however ,  t h e i r  s y s t e m s  d i d  n o t  n o r m a l l y  i d e n t i f y  s u b g r a n t e e s .  

The c e n t r a l  i n f o r m a t i o n  s y s t e m s  a t  t h e  S t a t e  l e v e l  
v a r i e d  i n  t h e i r  c a p a c i t y  to  p r o v i d e  s u f f i c i e n t  i n f o r m a t i o n  on 
g r a n t  awards and a u d i t  r e q u i r e m e n t s  t o  be o f  use t o  t h e  S t a t e  
a u d i t o r .  However, one l a r g e  S t a t e  was d e v e l o p i n g  a c e n t r a l  
s y s t e m  t h a t  wou ld  i d e n t i f y  a l l  F e d e r a l  f u n d s  awarded t o  S t a t e  
d e p a r t m e n t s  and a l so  i d e n t i f y  s u b g r a n t e e s .  B u t  even  i n  t h i s  
case, F e d e r a l  f u n d s  r e c e i v e d  d i r e c t l y  by loca l  l e v e l s  are n o t  
i d e n t i f i e d  a t  t h e  S t a t e  l e v e l .  

A number of S t a t e  a u d i t o r s  in formed u s  t h a t  t h e  basic  
i n f o r m a t i o n  n e e d s  of t h e  S ta te  a u d i t o r  were q u i t e  simple: 

- - I d e n t i f i c a t i o n  of t h e  g r a n t .  
--The F e d e r a l  agency  award ing  t h e  g r a n t .  
--The S t a t e  agency  r e c e i v i n g  t h e  g r a n t .  
--The a u d i t  r e q u i r e m e n t s  f o r  t h e  g r a n t .  

They reported t h a t  t o  o b t a i n  t h i s  i n f o r m a t i o n ,  i n q u i r i e s  
m u s t  be made of i n d i v i d u a l  S t a t e  d e p a r t m e n t s  or  local  
r e c i p i e n t s  t o  a s c e r t a i n  which F e d e r a l  g r a n t s  t h e y  were 
r e c e i v i n g ,  t h e n  o f  e a c h  Federal  agency  t o  d e t e r m i n e  where t h e  
r e s p o n s i b i l i t y  for a u d i t  l a y  and t h e  a u d i t  r e q u i r e m e n t s  f o r  
each g r a n t .  

Most o f  t h e  l o c a l  r e c i p i e n t s  v i s i t e d  cou ld  r e a d i l y  
i d e n t i f y  g r a n t  f u n d s  r e c e i v e d  d i r e c t l y  from t h e  Federal  and 
S t a t e  Governments.  However, t h e  amount of i n f o r m a t i o n  i n  t h e  
s y s t e m s  v a r i e d  among t h e  r e c i p i e n t s ,  and sometimes it was 
d i f f i c u l t  t o  i d e n t i f y  whe the r  those f u n d s  r e c e i v e d  from t h e  
S t a t e  l e v e l  i n c l u d e d  f e d e r a l l y  a s s i s t e d  program funds .  

A u d i t o r s  from a l l  l e v e l s  of government  compla ined  a b o u t  
t h e i r  i n a b i l i t y  t o  i d e n t i f y  where and by whom f e d e r a l l y  
ass i s ted  programs were b e i n g  a d m i n i s t e r e d .  They f e l t  t h i s  was 
an  obs tac le  i n  c o o r d i n a t i n g  a u d i t s  o f  m u l t i f u n d e d  r e c i p i e n t s .  

Several  d i f f e r e n t  F e d e r a l  and S t a t e  a u d i t  o r g a n i z a t i o n s  
have  c i t ed  t h e  need for  more adequate i n f o r m a t i o n  c o n c e r n i n g  
t h e  award and receipt of Federal g r a n t  f u n d s .  T h e r e  was 
c o n s e n s u s  among them t h a t  a sys t em must be e s t a b l i s h e d  f o r  
i d e n t i f y i n g  r e c i p i e n t s  i f  a u d i t  resources were t o  be used more 
e f f e c t i v e l y .  
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Although c a u t i o n  has  been s u g g e s t e d  by Federal a g e n c i e s  con- 
c e r n i n g  t h e  cost of d e v e l o p i n g  a n  e x t e n s i v e  c e n t r a l  d a t a  base, 
i t  is g e n e r a l l y  r e c o g n i z e d  t h a t  t h e r e  is a v a l i d  need for t h e  
i n f o r m a t i o n .  
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CHAPTER 6 

RELIANCE BY FEDERAL AUDITORS ON OTHER 
FEDERAL A U D I T  ORGANIZATIONS 

The concept  o f  Federal reliance on other  Federal 
a u d i t o r s '  work is no t  new. OMB Ci rcu lar  A-73 encourages  
Federal a g e n c i e s  t o  u s e  t h i s  approach when p o s s i b l e .  Federal 
a g e n c i e s '  implementa t ion  of t h i s  p o l i c y  f o r  t h e  a u d i t  o f  
f e d e r a l l y  ass is ted programs h a s  n o t  been s u b s t a n t i a l  and 
should  be increased. 

C i r c u l a r  73-6 e s t a b l i s h e d  a system f o r  c o o r d i n a t i n g  
i n d i r e c t  cost r a t e s  and a u d i t  a t  e d u c a t i o n a l  i n s t i t u t i o n s .  
C i r c u l a r  74-4 e s t a b l i s h e d  a c o g n i z a n t  agency system f o r  t h e  
a u d i t  and n e g o t i a t i o n  of S t a t e  and l o c a l  government i n d i r e c t  
cost a l l o c a t i o n  p l a n s  and i n d i r e c t  cost p r o p o s a l s .  However, 
there is no e s t a b l i s h e d  c o g n i z a n t  agency d e s i g n a t i o n  cove r ing  
t h e  a u d i t  of d i r ec t  costs of  f e d e r a l l y  ass is ted programs 
a d m i n i s t e r e d  by S t a t e  and local governments.  1/ B u t  s e v e r a l  
c r o s s - s e r v i c i n g  a r rangements  have been i n i t i a F e d  by i n d i -  
v i d u a l  Federal a g e n c i e s  for s p e c i f i c  programs or t y p e s  of 
g r a n t e e s .  

Over h a l f  t h e  Fede ra l  a u d i t  o f f i c i a l s  c o n t a c t e d  
i n d i c a t e d  t h a t  t h e y  had used or c u r r e n t l y  d i d  u s e  some cross- 
s e r v i c i n g  a r rangements  where one  Federal agency a u d i t e d  
f e d e r a l l y  assisted programs f o r  o t h e r s .  We found s e v e r a l  
examples  of  t h i s  approach. However, t h e  examples r e p r e s e n t e d  
a v e r y  small p e r c e n t a g e  of t h e  programs. Much of  t h e  cross- 
s e r v i c i n g  involved programs w i t h  sma l l  and scattered g r a n t s  
o r  mul t i funded  r e c i p i e n t s  w i t h  known problem a r e a s .  

Of o v e r  160 S ta te  and local  g r a n t  r e c i p i e n t s ,  most 
r e c e i v e d  funds  from more t h a n  1 Fede ra l  agency. F u r t h e r ,  w e  
found few a r r angemen t s  between Federal aud i to r s  to  r e l y  on 
one a n o t h e r ' s  a u d i t s  i n v o l v i n g  these recipients.  However, 
s e v e r a l  o f  t h e  Federal aud i to r s ,  a t  t h e  time of our s t u d y ,  
were e x p l o r i n g  t h e  f e a s i b i l i t y  of c r o s s - s e r v i c i n g .  

- 1/The o n l y  e x c e p t i o n  is t h e  a u d i t  of r e c i p i e n t s  a d m i n i s t e r i n g  
J o i n t  Funding S i m p l i f i c a t i o n  Program funds  ( f o r m e r l y  t h e  
I n t e g r a t e d  G r a n t  A d m i n i s t r a t i o n  Program). 
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Many F e d e r a l  a u d i t  o f f i c i a l s  were sometimes less t h a n  
e n t h u s i a s t i c  a b o u t  c r o s s - s e r v i c i n g .  P a r t i c u l a r  c o m p l a i n t s  
i n c l u d e d  : 

- -Audit  reports d i d  n o t  s p e c i f i c a l l y  i d e n t i f y  t h e i r  

--In many i n s t a n c e s  t h e i r  g r a n t s  were n o t  a d e q u a t e l y  

--Audit  reports d i d  n o t  p r o v i d e  s u f f i c i e n t  information 

g r a n t s .  

c o v e r e d .  

t o  r e s o l v e  e x c e p t i o n s  i n v o l v i n g  t h e i r  g r a n t s .  
- -Aud i t s  were 
--Aud it s t a f f  

aud it t h e i r  
--No s t a n d a r d  

recipients.  

not -made  i n  a t ime ly  manner.  
l a c k e d  program knowledge n e c e s s a r y  t o  
programs.  
a u d i t  g u i d e  e x i s t e d  for m u l t i f u n d e d  

--Reimbursement p r o c e d u r e s  were n o t  a d e q u a t e .  

A 1977 GAO report  s t a t e d  t h a t  F e d e r a l  a g e n c i e s  h a d  
worked o u t  many c r o s s - s e r v i c e  a u d i t i n g  a r r a n g e m e n t s  o v e r  t h e  
l a s t  few y e a r s .  However, GAO i d e n t i f i e d  several  b a r r i e r s  
which  i n h i b i t e d  a d d i t i o n a l  c r o s s - s e r v i c i n g ,  i n c l u d i n g  t h e  (1) 
l a c k  o f  Fede ra l -wide  f u n d i n g  i n f o r m a t i o n  on  g r a n t e e s ,  ( 2 )  
l i m i t e d  F e d e r a l  a u d i t  s t a f f s ,  ( 3 )  l a c k  of r e imbursemen t  
p r o c e d u r e s ,  and ( 4 )  l a c k  o f  a s t a n d a r d  a u d i t  g u i d e  which 
would c o v e r  m u l t i f u n d e d  r e c i p i e n t s .  

A p p a r e n t l y  some of these problems were r e a s o n s  for  n o t  
e x p a n d i n g  C i r c u l a r  74-4  t o  p r o v i d e  for a c o g n i z a n t  agency  
s y s t e m  for t h e  a u d i t  o f  f e d e r a l l y  a s s i s t e d  programs. Many 
a u d i t  o f f i c i a l s  f e l t  t h a t  w i t h o u t  a s t a n d a r d  a u d i t  g u i d e  and 
u n i f o r m  a p p r o a c h  t o  a u d i t ,  s u c h  a system c o u l d  n o t  work. 

Even though  problems w i t h  c r o s s - s e r v i c i n g  were e x p r e s s -  
e d ,  it d i d  work unde r  t h e  J o i n t  Funding S i m p l i f i c a t i o n  A c t  
p rogram b e c a u s e  t h e r e  was a c o n c e r t e d  e f f o r t  by F e d e r a l  a u d i t  
and program o f f i c i a l s .  T h i s  program r e q u i r e d  t h a t  o n e  
F e d e r a l  agency  a u d i t  a l l  f u n d s  a d m i n i s t e r e d  by program 
g r a n t e e s ,  o f  which t h e r e  a re  now 1 5 .  The a u d i t s  are made b y  
o n e  a u d i t  o r g a n i z a t i o n  u s i n g  a s i n g l e  a u d i t  program. The 
a u d i t s  o f  t h i s  program rev iewed  d u r i n g  o u r  s t u d y  g e n e r a l l y  
were a c c e p t a b l e  t o  a l l  f u n d i n g  a g e n c i e s .  
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CHAPTER 7 

RELIANCE BY FEDERAL AUDITORS ON STATE AND 
LOGAL A U D I T  ORGANIZATIONS 

Since the publication of OMB Circular A-73,  urging 
greater  Federal reliance on audi ts  by S ta te  and local 
auditors of recipients  of federal ly  ass is ted programs, there 
has been a trend toward t h i s  objective.  However, substant ia l  
implementation of t h i s  policy by Federal agencies has n g t  
been achieved . 

Many federally ass is ted program recipients  are routinely 
audited by State  and local  auditors.  Federal agencies' 
reliance on these audi ts  is generally limited because: 

--Some Federal agencies plan t h e i r  audi ts  or arrange for 
them without considering audi ts  by anyone e l se .  

--Many Federal agencies do not know whether State or 
local  auditors are auditing organizations 
administering t h e i r  programs u n t i l  they go t o  t h e  
grantee 's  location t o  conduct an audit .  

When Federal auditors reviewed audi ts  prepared by S ta te  
and local  auditors,  those tha t  placed limited reliance on 
them d i d  so because: 

--The reports d i d  not identify the i r  par t icular  grant 

--The reports d i d  not indicate whether grant terms and 

--The reports d id  not indicate the i r  a u d i t  guides had 

--They f e l t  the audi ts  had been too limited i n  scope. 

programs. 

conditions had been met. 

been used. 

Federal auditors i n  more than half the agencies we 
studied d i d  re ly  on some State  and local audits t o  some 
degree. These a u d i t s  were done by State or local  auditors 
under agreements w i t h  the Federal agencies or the grantees. 
For the most par t ,  the audi ts  of individual grants were 
conducted u s i n g  a Federal audit  guide and served i n  l i eu  of 
Federal a u d i t s .  

Some Federal agencies have recently made concerted 
e f f o r t s  t o  have State  and local  auditors audit  t he i r  grants  
u s i n g  Federal audit  guides. However, many State  and local 
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a u d i t o r s  have  shown l i t t l e  i n t e r e s t  i n  making a g r e e m e n t s  to  
d o  t h e s e  a u d i t s .  They are r e l u c t a n t  t o  f o l l o w  t h e  numerous 
a u d i t  g u i d e s .  They f ee l  it is too time consuming,  e x p e n s i v e ,  
and u n w a r r a n t e d  t o  a u d i t  i n d i v i d u a l  g r a n t s  i n  t h i s  manner .  
O t h e r  S t a t e  and local a u d i t o r s  are n o t  i n t e r e s t e d  b e c a u s e  of 
r e imbursemen t  p r o b l e m s  ( d i s c u s s e d  i n  c h a p t e r  8 ) ,  l a c k  o f  
s u f f i c i e n t  advance  n o t i c e  of a u d i t  r e q u i r e m e n t s ,  and l a c k  of 
long- t e rm a u d i t  commitment. 

Obstacles e n c o u n t e r e d  by S t a t e  and l oca l  a u d i t o r s  i n  
a u d i t i n g  f e d e r a l l y  a s s i s t e d  p rograms  b o t h  i n  t h e  course of 
t h e i r  normal a u d i t s  and as special  a u d i t s  are d i s c u s s e d  i n  
p r e v i o u s  c h a p t e r s .  F e d e r a l ,  S t a t e ,  and local  a u d i t o r s  
b e l i e v e  t h a t  r e s o l u t i o n  of t h e s e  p rob lems  would l e a d  t o  
i n c r e a s e d  r e l i a n c e .  
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CHAPTER 8 

MECHANISMS FOR REIMBURSING STATE AND LOCAL AUDITORS 
FOR AUDITS OF FEDERALLY ASSISTED PROGRAMS 

P r e v i o u s  s t u d i e s  have  conc luded  t h a t  S t a t e  and loca l  
a u d i t o r s  are r e l u c t a n t  t o  a u d i t  F e d e r a l  a s s i s t a n c e  programs 
b e c a u s e  of problems i n  o b t a i n i n g  and a c c e p t i n g  re imbursement .  
Whi le  some changes  have been made, our s t u d y  s u b s t a n t i a t e s  
t h a t  F e d e r a l  a g e n c i e s  have  d i f f i c u l t y  i n  o b t a i n i n g  t h e  f u n d s  
t o  pay  f o r  t h e  a u d i t s  and t h a t  S t a t e  and l o c a l  a u d i t o r s  have 
r e s t r i c t i o n s  i n  a c c e p t i n g  payment.  I f  our recommendat ions 
are implemented,  most o f  t h e s e  problems w i l l  be r e s o l v e d .  

G e n e r a l l y ,  r e c i p i e n t s  o f  f e d e r a l l y  a s s i s t e d  program 
f u n d s  a lso r e c e i v e  S t a t e  or loca l  funds .  As a r e s u l t ,  
F e d e r a l ,  S t a t e ,  and loca l  a u d i t o r s  s h a r e  a n  i n t e r e s t  i n  
a u d i t i n g  them. Because a u d i t i n g  is  an  i m p o r t a n t  p a r t  o f  a 
sound f i n a n c i a l  management s y s t e m  and s e r v e s  a s  a management 
tool  t o  bo th  t h e  g r a n t e e  and t h e  g r a n t o r ,  b o t h  shou ld  s h a r e  
t h e  costs.  

C u r r e n t  Federal  p o l i c y  on re imbursement  f o r  a u d i t s  o f  
g r a n t  r e c i p i e n t s  is c o n t a i n e d  i n  FMC 74-4, which b o t h  r ecog-  
n i z e s  a u d i t  as an  a l l o w a b l e  cost and p r o v i d e s  a mechanism for 
re imbursement .  A S t a t e  may o b t a i n  re imbursement  for a u d i t s  
f i r s t  by i n c l u d i n g  t h e  costs  o f  t h e  S t a t e  a u d i t o r ' s  opera- 
tions in the State-wide cost allocation plan and then 
r e c o v e r i n g  an a l locab le  p o r t i o n  o f  those costs c h a r g e a b l e  t o  
Federal programs t h r o u g h  t h e  i n d i v i d u a l  S t a t e  d e p a r t m e n t ' s  
i n d i r e c t  cost  plan. I f  t h i s  mechanism is n o t  u sed ,  a S t a t e  
a u d i t o r  may c h a r g e  t h e  r e c i p i e n t  d i r e c t l y  fo r  t h e  cost o f , t h e  
a u d i t .  A l o c a l  a u d i t o r  may u s e  s imi l a r  p r o c e d u r e s .  

A u d i t s  by S t a t e  and l oca l  a u d i t o r s  t h a t  a r e  a r r a n g e d  b y  
F e d e r a l  a u d i t  a g e n c i e s  are re imbursed  by t h e  a r r a n g i n g  
F e d e r a l  a g e n c i e s .  The re imbursement  may g o  d i r e c t l y  t o  t h e  
S t a t e s  or loca l  a u d i t  o r g a n i z a t i o n s  or t o  a c e n t r a l  fund .  

Al though t h e s e  p r o c e d u r e s  have  worked i n  some S t a t e s ,  
t h e y  g e n e r a l l y  have  n o t  induced  S t a t e  and loca l  aud i to r s  t o  
p a r t i c i p a t e  i n  t h e  a u d i t  o f  f e d e r a l l y  a s s i s t e d  programs t o  
t h e  e x t e n t  t h a t  many F e d e r a l ,  S t a t e ,  and local o f f i c i a l s  
would l i k e .  Four p rob lems  have c o n t r i b u t e d  t o  t h i s  cond i -  
t ion .  

F i r s t ,  many r e c i p i e n t s  c o n t r o l  t h e  a u d i t  f u n d s  and 
se lec t  t h e i r  own a u d i t o r s  t o  a u d i t  t h e i r  p rograms.  Those 
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selected sometimes are n o t  t h e  State  or local aud i to r s  having 
a u d i t  r e s p o n s i b i l i t y  for t h e  g r a n t e e s '  o p e r a t i o n s .  

Second, most Federal a u d i t  o r g a n i z a t i o n s  do n o t  have 
funds  t o  contract  €or a u d i t s  of f e d e r a l l y  ass is ted programs. 

T h i r d ,  many S ta te  and local laws r e q u i r e  t h a t  a l l  a u d i t  
o r g a n i z a t i o n s '  e x p e n d i t u r e s  be a u t h o r i z e d  i n  advance through 
t h e  a p p r o p r i a t i o n  p r o c e s s ,  t h u s  p r e c l u d i n g  r e c e i p t  and u s e  o f  
a d d i t i o n a l  F e d e r a l  a u d i t  f u n d s  w i t h o u t  approva l .  

Four th ,  even when funds  can be r e c e i v e d  and used,  S ta te  
and loca l  a u d i t  o r g a n i z a t i o n s  have d i f f i c u l t i e s  s t a f f i n g  and 
p l a n n i n g  for a u d i t s  of  f e d e r a l l y  assisted programs, The main 
r e a s o n  f o r  t h i s  is t h e  l a c k  of a long-term Federal a u d i t  
commitment. 

R E C I P I E N T  CONTROL 

R e c i p i e n t  c o n t r o l  over both F e d e r a l  a u d i t  funds  and 
aud i to r  s e l e c t i o n  have been problems wi th  S ta te  o r g a n i z a -  
t i o n s  having  a u d i t  r e s p o n s i b i l i t y  for t h e  r e c i p i e n t s .  
Although n o t  widespread ,  i n  some i n s t a n c e s  S ta te  a u d i t o r s  had 
a u d i t  r e s p o n s i b i l i t y  f o r  t h e  r e c i p i e n t s ,  b u t  t h e  r e c i p i e n t s  
were u n w i l l i n g  t o  a r r a n g e  wi th  t h e  S t a t e  aud i to r s  t o  a u d i t  
t h e  g r a n t  funds  t o  s a t i s f y  Federal requirements. W e  d i d  f i n d  
i n s t a n c e s  when Federal a u d i t  a g e n c i e s  had i n t e r c e d e d  t o  have 
t h e  r e c i p i e n t s  r e l y  on t h e  S ta te  a u d i t o r s  for a u d i t  of t h e  
programs. 

According t o  many Federal and S ta te  a u d i t  o f f i c i a l s ,  
r e c i p i e n t s  are sometimes r e l u c t a n t  t o  spend g r a n t  funds  f o r  
what t h e y  c o n s i d e r  nonprogram purposes ,  s u c h  as a u d i t s ,  I n  
t w o  S ta tes  some S ta t e  depar tment  o f f i c i a l s  claimed no i n -  
d i rec t  cost reimbursement i n  connec t ion  w i t h  Federal g r a n t s ,  
because t h e s e  c h a r g e s  reduced t h e  amount a v a i l a b l e  for  direct  
program costs. 1/ 

A l s o ,  i n  i s o l a t e d  c a s e s ,  r e c i p i e n t s  a r r anged  f o r  a u d i t s  
w i t h  S t a t e  a u d i t o r s  and t h e n  d i d  n o t  have funds  t o  pay for  
them. S e v e r a l  S ta te  aud i to r s  sa id  t h e y  had been t o l d  by 
State  a d m i n i s t r a t o r s  t h a t  w h i l e  t h e i r  g r a n t s  allowed payment 
o f  a u d i t  costs, t h e y  had no money f o r  s u c h  a u d i t s .  

- 

l / T h i s  could resul t  i n  f u n d s  n o t  be ing  a v a i l a b l e  for a u d i t s .  
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‘’ FEDERAL CONTRACT FUNDS 

Funds  are n e c e s s a r y  i f  F e d e r a l  a u d i t o r s  w i sh  to  c o n t r a c t  
w i t h  S t a t e  and  local  a u d i t o r s  or p u b l i c  a c c o u n t a n t s  b u t  t h e s e  
f u n d s  are l i m i t e d .  1/ However, where  s u c h  f u n d s  were a v a i l -  
a b l e ,  t h e y  were somzt’imes u s e d  t o  c o n t r a c t  for  i n d i v i d u a l  
g r a n t  a u d i t s  w i t h o u t  f i r s t  d e t e r m i n i n g  w h e t h e r  rec ip ien t -  
a r r a n g e d  a u d i t s  had  been  made. I n  o n e  a g e n c y ,  t h e  a u d i t o r  

.j was a r r a n g i n g  for a u d i t s  of i n d i v i d u a l  g r a n t s  w h i l e  a t  t h e  
same time t h e  g r a n t  r e q u i r e m e n t s  c a l l e d  for  t h e  r e c i p i e n t  t o  
have  a n  a u d i t  made a t  l ea s t  o n c e  e v e r y  2 years.  

Most F e d e r a l  a u d i t  a g e n c i e s  r e q u e s t i n g  f u n d s  f o r  con- 
;’ t r a c t e d  a u d i t s  have  been  u n s u c c e s s f u l  i n  g e t t i n g  f u n d s  

d i r e c t l y  a p p r o p r i a t e d  f o r  t h i s  p u r p o s e .  They are t h u s  
r e q u i r e d  t o  o b t a i n  t h e s e  f u n d s  by t r a n s f e r s  f rom program 
a p p r o p r i a t i o n s .  However, o n e  l a r g e  F e d e r a l  a u d i t  agency  h a s  
r e c e n t l y  been  s u c c e s s f u l  i n  o b t a i n i n g  f u n d s  f o r  c o n t r a c t e d  
a u d i t s .  

STATE AND LOCAL LIMITATIONS 

Many S t a t e  and loca l  a u d i t  o r g a n i z a t i o n s  must  have  t h e i r  d‘ 

e x p e n d i t u r e s  a u t h o r i z e d  i n  advance  t h r o u g h  a n  a p p r o p r i a t i o n  
process, t h u s  p r e c l u d i n g  t h e  receipt  and u s e  o f  a d d i t i o n a l  
F e d e r a l  a u d i t  f u n d s  w i t h o u t  a p p r o v a l .  However, t h e  a u d i t o r s  
g e n e r a l l y  feel  t h a t  t h i s  p rob lem c a n  be  overcome.  

Over  9 5  p e r c e n t  o f  S ta te  and l oca l  a u d i t o r s  r e s p o n d i n g  
t o  o u r  i n q u i r y  s a i d  t h e y  c o u l d  a u d i t  f e d e r a l l y  a s s i s t e d  
program f u n d s  i n  a c c o r d a n c e  w i t h  Federal a u d i t  g u i d e l i n e s .  

About h a l f  t h e s e  S t a t e  and local a u d i t  o r g a n i z a t i o n s  
d i d  a u d i t  some f e d e r a l l y  a s s i s t e d  programs and were reim- 
b u r s e d  for  t h e  work. Most of t h e  a u d i t s  i n v o l v e d  i n d i v i d u a l  

’ g r a n t s  and  were made i n  a c c o r d a n c e  w i t h  F e d e r a l  a u d i t  g u i d e s .  
However, those o r g a n i z a t i o n s  n o t  p e r f o r m i n g  t h e s e  a u d i t s  
i n d i c a t e d  t h a t  t h e  r e imbursemen t  i s s u e  was o n e  major f a c t o r  
i n  n o t  making t h e  a u d i t s .  

About 5 0  p e r c e n t  o f  t h e  S t a t e  and local a u d i t o r s  re- 
s p o n d i n g  t o  o u r  i n q u i r y  i n d i c a t e d  t h e y  r ev iewed  a l l  r e c i p i e n t  
f u n d s ,  i n c l u d i n g  f e d e r a l l y  a s s i s t e d  f u n d s ,  i n  t h e i r  normal  

- 1/We are n o t  r e f e r r i n g  to  f u n d s  f o r  f i n a n c i n g  t h e  a u d i t s  of 
g r a n t  r e c i p i e n t s  r e q u i r e d  unde r  C i r cu la r  A-102. 
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r e c u r r i n g  a u d i t s  and d i d  n o t  r e c e i v e  or r e q u e s t  r e imbursemen t  
for a p o r t i o n  of t h e  a u d i t  costs from t h e  r e c i p i e n t s .  1/ 
However, t h e s e  a u d i t s  n o r m a l l y  do n o t  follow t h e  i n d i v i d u a l  
Federal a u d i t  g u i d e s .  

Also some. S ta tes  d i d  r e c e n t l y  amend or pass s t a t u t e s  
removing  barriers r e l a t i n g  t o  t h e  a u d i t  of f e d e r a l l y  ass is ted 
programs. One S ta t e  passed l e g i s l a t i o n  a u t h o r i z i n g  t h e  S ta te  
a u d i t o r  t o  c o n t r a c t  w i t h  Federal a g e n c i e s  for  a u d i t s .  An- 
o t h e r  S t a t e  amended its s t a t u t e s  t o  a u t h o r i z e  a shorter S ta te  
a u d i t  c y c l e  t o  c o i n c i d e  w i t h  Federal a u d i t  r e q u i r e m e n t s .  
S t i l l  a n o t h e r  S t a t e  passed a s t a t u t e  r e q u i r i n g  S t a t e  depart- 
m e n t s  t o  b u d g e t  f o r  ' a u d i t s  o f  t h e i r  f e d e r a l l y  ass is ted 
programs . 
LONG-TERM A U D I T  COMMITMENTS 

Many S ta t e  and local a u d i t o r s  in formed u s  t h a t  even  
though  t h e y  c o u l d  r e c e i v e  and u s e  Federal g r a n t  f u n d s  for 
a u d i t i n g  f e d e r a l l y  ass i s ted  programs, i n  a c c o r d a n c e  w i t h  
Federal a u d i t  g u i d e l i n e s ,  t h e y  were u n a b l e  or u n w i l l i n g  t o  
b e c a u s e  t h e r e  was a l a c k  o f  l ong- t e rm Federal a u d i t  and 
r e imbursemen t  commitment. They f e l t  t h a t  there  must  be a 
system t o  ;give them s u f f i c i e n t  advance  n o t i c e  o f  a u d i t  
r e q u i r e m e n t s  t o  p r o v i d e  leadtime n e c e s s a r y  for s t a f f i n g ,  
b u d g e t i n g  and a u d i t  p l a n n i n g .  They f e l t  t h a t  long- te rm 
commitment would p r e v e n t  u n d e s i r a b l e  f l u c t u a t i o n s  i n  a u d i t  
s t a f f  f rom y e a r  t o  y e a r  and would permit development  o f  a 
s t r o n g  s t a f f .  They a l so  e x p r e s s e d  a need  for a d v a n c e  f u n d i n g  
for  a u d i t s  r a t h e r  t h a n  r e imbursemen t .  

l/Over 50 p e r c e n t  of these S ta t e  a u d i t o r s  t o l d  u s  t h a t  t h e i r  
o p e r a t i n g  costs were i n c l u d e d  i n  t h e i r  S t a t e ' s  cost  alloca- 
t i o n  p l a n .  
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CHAPTER 9 

CONCLUSIONS AND RECOMMENDATIONS 
I 

CONCLUSIONS 

The problems i n  a u d i t i n g  f e d e r a l l y  assisted programs are 
v e r y  complex; therefore, it is i m p r a c t i c a l  t o  s a y  one e a s y  
s o l u t i o n  can be found w i t h o u t  e x t e n s i v e  changes i n  t h e  d e l i v -  
e r y  system. Many conce rns  have been e x p r e s s e d ,  and numerous 
recommendations made. Most r e c e n t l y ,  t h e  Fede ra l  e x e c u t i v e  
and l e g i s l a t i v e  branches  have shown i n c r e a s e d  i n t e r e s t .  
O the r  o r g a n i z a t i o n s ,  s u c h  a s  GAO; OMB; i n t e rgove rnmen ta l  
a u d i t  forums;  and Federal ,  S ta te ,  and l o c a l  a u d i t  o r g a n i z a -  
t i o n s ,  are a lso seek ing  s o l u t i o n s  t o  t h e s e  problems. 

The p r e s e n t  p iecemeal  p r a c t i c e  of a u d i t i n g  f e d e r a l l y  
ass is ted programs, i n  o u r  o p i n i o n ,  c o n t r i b u t e s  to  t h e  
d u p l i c a t i o n  and o v e r l a p  of a u d i t  e f f o r t s ,  g a p s  i n  a u d i t  
cove rage ,  and a u d i t  c o o r d i n a t i o n  problems. T h i s  approach 
must be changed i f  t h e s e  problems are t o  be a l l e v i a t e d .  
Other  obstacles, i n c l u d i n g  v a r i e d  a u d i t  g u i d e l i n e s  and 

reimbursement  problems, m u s t  be removed before t h i s  can 
. r e q u i r e m e n t s ,  d i f f e r e n t  a u d i t  p h i l o s o p h i e s ,  and a u d i t  

i occur. 
I 

The Federal a g e n c i e s  must adop t  a s i n g l e  a u d i t  approach 
t o  a u d i t i n g  r e c i p i e n t s  of f e d e r a l l y  a s s i s t e d  programs. These 
a u d i t s  would be conducted on  an o r g a n i z a t i o n w i d e  bas i s  by one 
g r o u p ' t o  de t e rmine  whe the r  f i n a n c i a l  o p e r a t i o n s  had been 
p r o p e r l y  conducted and whe the r  t h e  r e c i p i e n t  had complied 

: w i t h  t h e  g r a n t  r equ i r emen t s .  - 1/ A r e c i p i e n t  g e n e r a l l y  is: 

--A s t a t e  depar tment .  
--A m u n i c i p a l i t y ,  e.g., a c i t y  or a town having its own 

--A coun ty ,  an independent  s choo l  d i s t r i c t ,  or a special 

--A n o n p r o f i t  agency. 
--A r e g i o n a l  p l ann ing  agency or commission. 

i n c o r p o r a t e d  government for loca l  a f f a i r s .  

d i s t r i c t  or a n  a u t h o r i t y .  

- l/When t h e  r e c i p i e n t  is a l a r g e  e n t i t y ,  such as  Chicago, Los 
Angeles  County, or t h e  C a l i f o r n i a  Department of Transpor t a -  
t i o n ,  a series of  a u d i t s  cove r ing  major segments may be 
s u b s t i t u t e d  i n  l i e u  of one a u d i t .  
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Much h a s  been  done  t o  a l l e v i a t e  t h e s e  p r o b l e m s  and w i i l  
c o n t i n u e  as  a r e s u l t  of t h e  e f f o r t s  underway. However, more 
s p e c i f i c  and immedia te  a c t i o n s  are needed t o  improve a u d i t  
c o v e r a g e  and  more e f f e c t i v e l y  u s e  a u d i t  r e s o u r c e s .  W e  recom- 
mend, as  a minimum, t h a t  t h e  f o l l o w i n g  a c t i o n s  be t a k e n .  
These recommendat ions  and  s u g g e s t i o n s  c e n t e r  m a i n l y  a r o u n d  
c u r r e n t  p rac t ices .  We have  a n a l y z e d  a l l  comments r e c e i v e d  on  
o u r  d r a f t  report ,  a n d ,  where  appropriate ,  comments h a v e  b e e n  
i n c o r p o r a t e d  i n t o  t h e  f o l l o w i n g  recommendat ions  and sugges -  
t i o n s .  

RECOMMENDATION 1 

W e  recommend t h a t :  

--The O f f i c e  of Management and Budget r e q u i r e  F e d e r a l  
a g e n c i e s  t o  a d o p t  a n  a p p r o a c h  i n  which F e d e r a l  
a g e n c i e s  would r e l y  on and r e q u i r e  s i n g l e  a u d i t s  o f  
g r a n t  r e c i p i e n t s  ( b o t h  p r i m a r y  r e c i p i e n t s  and  sub-  
g r a n t e e s ) .  

--An i n t e r a g e n c y  g r o u p  be  e s t a b l i s h e d  to  h e l p  OMB imple- 
ment t h i s  a p p r o a c h .  

D i s c u s s i o n  

A s  d i s c u s s e d  p r e v i o u s l y ,  t h e  s i n g l e  a u d i t  app roach  is 
n o t  new. I t  h a s  been  t h e  i n t e n t  of OMB c i r c u l a r s  s i n c e  a t  
l ea s t  1974 t o  have  such  a u d i t s  of r e c i p i e n t s  a d m i n i s t e r i n g  
f e d e r a l l y  a s s i s t e d  programs.  When OMB C i r c u l a r  A-102 was 
r e i s s u e d  i n  ear ly  1978 ,  t h i s  i n t e n t  was emphas ized .  

A f t e r  o u r  d r a f t  report  was i s s u e d  i n  August  1978 ,  t h e  
Director o f  OMB, on December 6 ,  1978,  i s s u e d  a memorandum t o  
e x e c u t i v e  agency  h e a d s  on  a u d i t  of f e d e r a l l y  a s s i s t a n c e  
p rograms  f o r  comment. The memorandum s ta tes  i n  par t :  

1' * * 
P a r  
One 

*Last y e a r  P r e s i d e n t  Carter wrote t o  you u r g i n g  y o u r  
t i c i p a t i o n  i n  a program of s t r e a m l i n i n g  F e d e r a l  a i d .  
area t h e  P r e s i d e n t  h i g h l i g h t e d  a s  h a v i n g  a sub-  

s t a n t i a l  need for  improvement was a u d i t  o f  f e d e r a l l y  
a s s i s t e d  programs.  H e  d i r e c t e d  F e d e r a l  d e p a r t m e n t s  and  
a g e n c i e s  t o  improve a u d i t  c o o r d i n a t i o n ,  and t o  i n c r e a s e  
t h e i r  r e l i a n c e  o n  a u d i t s  made by S t a t e  or local gove rn -  
men t s .  '' 

" F o l l o w i n g  up on t h e  P r e s i d e n t ' s  i n i t i a t i v e ,  o u r  
s t a f f  h a s  been  working  w i t h  y o u r s ,  and w i t h  t h e  G e n e r a l  
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Accounting O f f i c e ,  t h e  N a t i o n a l  In t e rgove rnmen ta l  A u d i t  
Forum, and S ta te  and local government g roups  t o  s i m p l i f y  
t h e  way a u d i t s  of  f e d e r a l l y  assisted programs are made. 
Two major documents have r e s u l t e d  from t h i s  work. One 
is a s t a n d a r d  & d i t  g u i d e  p u b l i s h e d  by t h e  Genera l  
Accounting Off ice . I' 

"The u s e  of  a s i n g l e  a u d i t  g u i d e  would be a major 
b reak th rough  i n  a u d i t i n g  f e d e r a l l y  ass is ted programs. 
One g u i d e  would replace almost one hundred t h a t  are 
c u r r e n t l y  i n  u s e  i n  v a r i o u s  Federal programs. I t  would 
e l imina te  t h e  c o n f u s i o n  t h a t  h a s  resulted when i n d i v i d -  
u a l  g u i d e s  f o c u s  a t t e n t i o n  on i n d i v i d u a l  g r a n t  programs,  
r a t h e r  t h a n  on t h e  f i n a n c i a l  s t a t u s  o f  t h e  o r g a n i z a t i o n  
c a r r y i n g  o u t  t h o s e  programs. The new approach would 
c a l l  f o r  a t o t a l  a u d i t  o f  an  o r g a n i z a t i o n ,  w i th  appro- 
p r i a t e  sampling o f  i n d i v i d u a l  g r a n t s  t o  de te rmine  
o v e r a l l  r e l i a b i l i t y  of f i n a n c i a l  o p e r a t i o n s . "  

A s  mentioned above, OMB C i rcu la r  A-102 e s t a b l i s h e d  t h e  
need f o r  r e c i p i e n t s  of f e d e r a l l y  assisted programs t o  have 
sound f i n a n c i a l  management sys t ems ,  i n c l u d i n g  a u d i t .  The 
c i rcu lar ,  i n  r e q u i r i n g  g r a n t  r e c i p i e n t s  to  make or secure 
a u d i t s ,  s t a t e s  i n  p a r t :  

"***These examina t ions  are in t ended  t o  a s c e r t a i n  t h e  
e f f e c t i v e n e s s  of t h e  f i n a n c i a l  management sys t ems  and 
i n t e r n a l  p r o c e d u r e s  t h a t  have been e s t a b l i s h e d  t o  meet 
t h e  terms and c o n d i t i o n s  of t h e  g r a n t .  They shou ld  be 
made i n  accordance w i t h  g e n e r a l l y  accep ted  a u d i t i n g  
s t a n d a r d s  i n c l u d i n g  t h e  s t a n d a r d s  p u b l i s h e d  by t h e  
Genera l  Accounting O f f i c e ,  ' S t a n d a r d s  f o r  A u d i t  o f  
Governmental O r g a n i z a t i o n s ,  Programs, A c t i v i t i e s  & 
Func t ions . '  I t  is n o t  i n t ended  t h a t  each g r a n t  awarded 
t o  t h e  r e c i p i e n t  be examined. G e n e r a l l y ,  examina t ions  
shou ld  be conducted on an  o rgan iza t ion -wide  basis t o  
t e s t  t h e  f i s c a l  i n t e g r i t y  o f  f i n a n c i a l  t r a n s a c t i o n s ,  a s  
w e l l  as compliance w i t h  t h e  terms and c o n d i t i o n s  o f  t h e  
Federal g ran t s*** . "  

O f f i c i a l s  commenting on  t h e  d r a f t  r e p o r t  expres sed  
concern  w i t h  f o u r  a s p e c t s  of A-102, i n v o l v i n g  t h e  a u d i t  o f  
g r a n t  funds .  

The f i r s t  concern  was whether t h e  s i n g l e  a u d i t  recom- 
mended i n  t h i s .  r e p o r t  was t h e  same as t h a t  called for i n  
A-102. They are. 
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The second  c o n c e r n  d e a l t  w i t h  whe the r  t h e  s i n g l e  a u d i t  
mus t  be made by a n  i n d e p e n d e n t  a u d i t o r .  Y e s ,  t h e  a u d i t o r  
mus t  be  i n d e p e n d e n t ,  b o t h  i n  a t t i t u d e  and i n  fact .  A-102 
s t a t e s  t h a t  t h e  a u d i t  s h o u l d  be  made i n  a c c o r d a n c e  w i t h  
g e n e r a l l y  a c c e p t e d  a u d i t i n g  s t a n d a r d s ,  i n c l u d i n g  t h e  GAO 
a u d i t  s t a n d a r d s .  The s t a n d a r d s ,  i n  d e s c r i b i n g  i n d e p e n d e n c e ,  
s t a t e :  

"***The t h i r d  g e n e r a l  s t a n d a r d  f o r  g o v e r n m e n t a l  a u d i t i n g  
is: 

" I n  a l l  matters r e l a t i n g  t o  t h e  a u d i t  work, t h e  a u d i t  
o r g a n i z a t i o n  and  t h e  i n d i v i d u a l  a u d i t o r s  s h a l l  m a i n t a i n  
a n  i n d e p e n d e n t  a t t i t u d e . "  

" T h i s  s t a n d a r d  places upon t h e  a u d i t o r  and t h e  a u d i t  
o r g a n i z a t i o n  t h e  r e s p o n s i b i l i t y  for m a i n t a i n i n g  s u f f i -  
c i e n t  i ndependence  so t h a t  t h e i r  o p i n i o n s ,  c o n c l u s i o n ,  
j udgemen t s ,  and recommendat ions  w i l l  b e  impartial***." 

"The a u d i t o r  s h o u l d  c o n s i d e r  n o t  o n l y  whe the r  h i s  own 
a t t i t u d e s  and b e l i e f s  permit him t o  be  i n d e p e n d e n t  b u t  
a lso whe the r  t h e r e  is a n y t h i n g  a b o u t  h i s  s i t u a t i o n  which 
would l e a d  o t h e r s  t o  q u e s t i o n  h i s  i ndependence .  Both 
s i t u a t i o n s  d e s e r v e  c o n s i d e r a t i o n  s i n c e  it is i m p o r t a n t  
n o t  o n l y  t h a t  t h e  a u d i t o r  b e ,  i n  f a c t ,  i n d e p e n d e n t  and 
impar t ia l  b u t  a l s o  t h a t  o t h e r  p e r s o n s  w i l l  c o n s i d e r  him 
so***. '1 

OMB n e e d s  t o  r e v i s e  A-102 t o  c l a r i f y  t h e  s i n g l e  a u d i t  
r e q u i r e m e n t  and t o  s t a t e  s u c c i n c t l y  t h a t  t h e  a u d i t  must  b e  
made by a n  i n d e p e n d e n t  a u d i t o r .  W e  s u g g e s t  it r e f e r  t o  t h e  
c u r r e n t  d e f i n i t i o n  of " independence"  i n  t h e  O f f i c e  of Revenue 
S h a r i n g  a u d i t  r e g u l a t i o n s .  

The t h i r d  c o n c e r n  a b o u t  A-102 i n v o l v e d  t h e  g r a n t e e  
a r r a n g i n g  for t h e  a u d i t  of i t s  o p e r a t i o n s .  S e v e r a l  o f f i c i a l s  
f e l t  t h a t  t h e  a u d i t  s h o u l d  b e  a r r a n g e d  fo r  by or a t  l e a s t  
approved  by someone i n d e p e n d e n t  o f  t h e  g r a n t e e ,  s u c h  as  t h e  
S t a t e  or Federal  a u d i t o r .  We d o  n o t  b e l i e v e  t h i s  is neces-  
s a r y .  1/ W e  b e l i e v e  t h a t  t h e  o v e r s i g h t  review by t h e  
c o g n i z a n t  agency  d i s c u s s e d  i n  recommendat ion 4 w i l l  a s s u r e  
t h a t  t h e  a u d i t o r  h a v i n g  made t h e  a u d i t  is q u a l i f i e d  and 
i n d e p e n d e n t .  

1 / W e  d o  s u g g e s t  t h a t  OMB revise A-102 t o  i n d i c a t e  when S t a t e  
or loca l  laws or o r d i n a n c e s  require t h e  i n d e p e n d e n t  gove rn -  
ment  a u d i t o r  (S t a t e  or loca l )  t o  a u d i t  t h e  r e c i p i e n t ,  t h e  
r e c i p i e n t  n o t  a r r a n g e  w i t h  any  o t h e r  a u d i t  o r g a n i z a t i o n .  

- 
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The f o u r t h  concern  involved  whether  Federal a g e n c i e s  
shou ld  make t h e i r  own a u d i t s  or r e l y  on  a u d i t s  made by non- 
Federal aud i to r s .  To implement t h e  s i n g l e  a u d i t  approach ,  
those c u r r e n t l y  r e s p o n s i b l e  by law f o r  a r r a n g i n g  for and 
a u d i t i n g  g r a n t  r e c i p i e n t s  m u s t  be relied on. Most S ta te  and 
local  r e c i p i e n t s  have s t a t u t e s  or o r d i n a n c e s  s e t t i n g  a u d i t  
r e q u i r e m e n t s  and s t a t i n g  who is r e s p o n s i b l e  f o r  a r r a n g i n g  f o r  
and per forming  t h e  a u d i t .  Thus ,  where S ta te  a u d i t o r s  a r e  
r e s p o n s i b l e  for a u d i t i n g  g r a n t  r e c i p i e n t s ,  s u c h  a s  S t a t e  
depa r tmen t s ,  t h e y  should  be re l ied  on t o  per form t h e  bas i c  
f i n a n c i a l  and compliance a u d i t s .  When l o c a l  a u d i t o r s  are 
r e s p o n s i b l e  f o r  a u d i t i n g  g r a n t  r e c i p i e n t s  and t h e  a u d i t o r s  
are independent ,  t h e n  t h e y  shou ld  be re l ied  on. When r e c i p i -  
e n t s  are  required t o  secure a u d i t s  by p u b l i c  a c c o u n t a n t s ,  
such  a u d i t s  should be r e l i ed  on. To f o l l o w  some o ther  
approach would n e c e s s i t a t e  changes i n  S t a t e  and local l e g i s -  
l a t i o n ,  which may n o t  be f e a s i b l e .  

Concerns 

O t h e r  i n t e r r e l a t e d  conce rns  were expressed by o f f i c i a l s  
who commented on t h e  d r a f t  r e p o r t  concern ing  t h e  s i n g l e  a u d i t  
approach.  The fo l lowing  conce rns  war ran t  d i s c u s s i o n :  

--The s i n g l e  a u d i t  approach w i l l  be d i f f i c u l t  t o  
implement because of t h e  many c o m p l e x i t i e s  su r round ing  
f e d e r a l l y  ass is ted programs. 

--Federal o f f i c i a l s  m u s t  r e t a i n  t h e  a u t h o r i t y  to  conduct  
a d d i t i o n a l  f i n a n c i a l  and compliance a u d i t s ,  as  w e l l  a s  
o ther  a u d i t s ,  when c o n d i t i o n s  or need e x i s t .  

- -Single  a u d i t s  may n o t  s a t i s f y  management's needs. 
- - S h i f t  of t h e  s i n g l e  a u d i t  r e s p o n s i b i l i t y  t o  t h e  S t a t e  

and local a u d i t o r s  may res t r ic t  t h e  scope of t h e  S ta te  
and local a u d i t o r l s  work. 

number of other  dec is ions  and act ions.  
--The success of t h e  s i n g l e  a u d i t  is c o n t i n g e n t  on a 

--The role of t h e  i n t e r n a l  audi tor  m u s t  be c l a r i f i e d .  

Complex i t i e s  

Some o f f i c i a l s  f e l t  t h a t  t h e  s i n g l e  a u d i t  approach would 
be a time-consuming and an  enormously complex unde r t ak ing .  
They f e l t  t h a t  r e s o l v i n g  such issues a s  deve lop ing  a n  accep t -  
ab le  s i n g l e  a u d i t  g u i d e ,  o b t a i n i n g  agreement  between F e d e r a l  
o f f i c i a l s  t o  minimize t h e  number of  g r a n t  a u d i t  r e q u i r e m e n t s ,  
and d e v i s i n g  mechanisms f o r  r e s o l v i n g  a u d i t  f i n d i n g s  and 
recommendations would be major t a s k s .  
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We a g r e e  t h a t  r e s o l v i n g  t h e s e  issues as w e l l  a s  many 
o t h e r s  would be major t a s k s .  However, w e  b e l i e v e  t h a t  w i t h  
t o p  management s u p p o r t ,  t h e y  can be r e s o l v e d .  The i n t e r -  
agency group,  r e p r e s e n t i n g  a l l  l e v e l s  of government,  would be 
i n  a posi t ion t o  do t h i s .  

R e t e n t i o n  o f  a u d i t  a u t h o r i t y  

Some Federal o f f i c i a l s  expres sed  concern  whether t h e  
s i n g l e  a u d i t  approach would r e s u l t  i n  r e l i n q u i s h i n g  t he i r  
r i g h t  t o  do a u d i t  work t h e y  deemed n e c e s s a r y  t o  p rov ide  
stewardship o v e r  Federal funds .  

We b e l i e v e  t h a t  t h e  Federal a g e n c i e s  shou ld  r e l y  on t h e  
s i n g l e  f i n a n c i a l  and compliance a u d i t  u n l e s s  q u a l i t y  r ev iew 
by t h e  cogn izan t  agency ind ica t e s  t h e  a u d i t  was d e f i c i e n t  i n  
some a s p e c t s .  I f  t h e  a u d i t  is unaccep tab le ,  t h e  cogn izan t  
Federal agency should  t a k e  t h e  n e c e s s a r y  a c t i o n s ,  includ' ing 
its own a u d i t ,  t o  assure p r o p e r  a u d i t  coverage.  

The s i n g l e  a u d i t  approach would n o t  be a s u b s t i t u t e  for 
other  r ev iews ,  such  a s  economy and e f f i c i e n c y  a u d i t s ,  program 
resu l t s  r ev iews ,  i n v e s t i g a t i v e  a u d i t s ,  program moni to r ing ,  
and o t h e r  s p e c i a l  a u d i t s  directed toward t h e  s p e c i f i c  o v e r a l l  
F e d e r a l  program r a t h e r  t h a n  toward i n d i v i d u a l  g r a n t s  and 
i n d i v i d u a l  r e c i p i e n t s .  

A s u b s t a n t i a l  p o r t i o n  o f  F e d e r a l  a u d i t  e f f o r t s  are 
d i r e c t e d  toward i n d i v i d u a l  g r a n t  a u d i t s .  Wi th  a d o p t i o n  o f  
t h e  s i n g l e  a u d i t  approach ,  more emphasis  can be placed on 
per forming  these o ther  a u d i t s .  

S a t i s f y  management 

A concern  was expressed t h a t  t h e  s i n g l e  a u d i t  would n o t  
g i v e  management s u f f i c i e n t  i n f o r m a t i o n  t o  manage specific 
g r a n t s .  S p e c i f i c a l l y ,  o f f i c i a l s  f e l t  t h a t  t h e i r  g r a n t  funds  
might  n o t  be inc luded  i n  t h e  a u d i t  tests;  t h a t  enough da t a  
might  n o t  be i n c l u d e d  i n  t h e  r e p o r t  to  pe rmi t  r e s o l u t i o n  of 
f i n d i n g s  or closeout of t h e  g r a n t s ;  and t h a t  t h e  s i n g l e  a u d i t  
would r e su l t  i n  a t r a d e o f f  among F e d e r a l  a g e n c i e s  of t h e  
amount o f  basic a u d i t  coverage ,  e.g., c e r t a i n  a g e n c i e s  would 
r e c e i v e  g r e a t e r  coverage  wh i l e  o t h e r s  might  r e c e i v e  less  
coverage  t h a n  p r e v i o u s l y  r e c e i v e d .  

These are r e a s o n a b l e  concerns .  However, from a t o t a l  
Federal v i ewpo in t ,  t h e  a u d i t  coverage  should  be g r e a t e r  t h a n  
it is now. A l s o  t h e s e  conce rns  w o u l d  be reduced by t h e  
i n t e r a g e n c y  g roup  i n  t h a t  those e x p r e s s i n g  t h e  concerns .would  
be p a r t  of t h e  g roup  implementing t h e  s i n g l e  a u d i t  approach. 
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. 
L i m i t  a u d i t  scope for 
S t a t e  and  local  a u d i t o r  

A number of o f f i c i a l s  f e l t  t h a t  t h e  s h i f t  of t h e  s i n g l e  
a u d i t  r e s p o n s i b i l i t y  t o  t h e  S t a t e  and local  a u d i t o r  m i g h t  
r es t r ic t  t h e  scbpe of t h e  S t a t e  and loca l  a u d i t o r ' s  work. 

W e  d i d  n o t  i n t e n d  t h a t  S t a t e  and local  a u d i t o r s  would be 
p r e c l u d e d  from making o t h e r  a u d i t s ,  s u c h  a s  economy and 
e f f i c i e n c y  and program r e s u l t s .  I n  f ac t ,  many are r e q u i r e d  
by  s t a t u t e  t o  make t h e s e  a u d i t s .  

Whi le  S t a t e  and l o c a l  i n d e p e n d e n t  a u d i t o r s  m i g h t  i n -  
crease t h e  amount o f  f i n a n c i a l  and c o m p l i a n c e  a u d i t  e f f o r t  
unde r  t h e  s i n g l e  a u d i t  a p p r o a c h ,  t h e y  would b e  a b l e  to  bet ter  
s t a f f  f o r  t h i s  i n c r e a s e  b e c a u s e  a u d i t  r e q u i r e m e n t s  would be  
known i n  a d v a n c e ;  e .g . ,  as l o n g  as  t h e r e  were F e d e r a l  g r a n t  
f u n d s ,  a s i n g l e  a u d i t  would be  r e q u i r e d .  

I n  a d d i t i o n ,  when S t a t e  and l oca l  a u d i t o r s  a re  a v a i l a b l e  
and  i n t e r e s t e d  i n  b r o a d e r  s coped  a u d i t s ,  t h e  F e d e r a l  a g e n c i e s  
s h o u l d ,  t o  t h e  maximum e x t e n t  p o s s i b l e ,  a r r a n g e  w i t h  t h e  
S t a t e  and loca l  a u d i t o r s  t o  a s s i s t  them w i t h  t h e s e  a u d i t s  
when t h e  a u d i t s  i n v o l v e  a S t a t e  or locai r e c i p i e n t  o f  Fed- 
e r a l  program f u n d s .  

S i n g l e  a u d i t  c o n t i n g e n t  o n  o t h e r  , f a c t o r s  

Those commenting a g r e e d  almost unanimous ly  t h a t  for t h e  
s i n g l e  a u d i t  t o  work, i s s u e s  s u c h  a s  t h o s e  men t ioned  above  
and t h e  s u b s e q u e n t  r ecommenda t ions ,  s u c h  as numbers 2 ,  3 and  
4 ,  must  be a d d r e s s e d  by t h e  i n t e r a g e n c y  g roup .  W e  a g r e e .  

R o l e  of i n t e r n a l  a u d i t o r  

S e v e r a l  o f f i c i a l s  commenting on  t h e  d r a f t  r epor t  
q u e s t i o n e d  what t h e  role  of t h e  S t a t e  d e p a r t m e n t a l  and loca l  
i n t e r n a l  a u d i t  o r g a n i z a t i o n  would b e  unde r  t h e  s i n g l e  a u d i t  
a p p r o a c h .  

meet t h e  independence  r e q u i r e m e n t s  f o r  making t h e  s i n g l e  
a u d i t .  However, t h e  work o f  i n t e r n a l  a u d i t o r s  s h o u l d  be  used 
t o  t h e  maximum e x t e n t  by t h e  e x t e r n a l  a u d i t  o r g a n i z a t i o n  
p e r f o r m i n g  t h e  s i n g l e  a u d i t .  

S e v e r a l  o f f i c i a l s  a l so  f e l t  t h a t  S t a t e  d e p a r t m e n t a l  
i n t e r n a l  a u d i t o r s  must  r e d u c e  t h e  number o f  a u d i t s  c u r r e n t l y  
b e i n g  pe r fo rmed  a t  t h e  local  l e v e l  and a l so  accept t h e  s i n g l e  
r e c i p i e n t  a u d i t  t o  s a t i s f y  t h e i r  a u d i t  n e e d s .  O t h e r w i s e  a 
c o n s i d e r a b l e  amount of d u p l i c a t i o n  and o v e r l a p  o f  a u d i t  
e f f o r t  would c o n t i n u e  a t  t h e  local  l e v e l .  

These  i n t e r n a l  a u d i t  o r g a n i z a t i o n s  would n o r m a l l y  n o t  
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Approach for implementing recommendation 

1 

Group appointment and composition 

Implementation of the single audit approach would re- 
quire the support of top governmental officials at all 
levels. Therefore, an interagency group must be established 
to help OMB implement the approach. This would provide 
uniform implementation. The members of the group should be 
appointed by the President. They should include top Federal, 
State, and local audit and program officials because each 
level has a significant interest in the accountability of 
federally assisted program funds. For the single audit to 
satisfy management needs, they must have a say in what is to 
be included in the audit. 

An individual should be hired or detailed to the inter- 
agency group and OMB for at least the initial phase of 
implementation. This person should know about the problems 
surrounding the audit of federally assisted programs. This 
person would help in the overall management of implementing 
the approach and would add continuity and permanence to the 
group. 

Implementation 

Actions should begin immediately to implement the single 
audit approach. However, because of the complex issues that 
must be resolved, gradual implementation, starting with 
selected States, would permit a smoother adoption nationwide. 
Single audits could be made of all recipients within the 
State or could be limited to those recipients receiving above 
a stated amount of Federal program funds. Those receiving 
less would be exempt from the audit requirement. This amount 
should be determined and agreed to by the interagency 
group. - 1/ 

Full implementation of the approach would be complex and 
would not be accomplished overnight. Implementation would 
depend on concurrent implementation of many of the following 
recommendations. - 2/ 

1/The ''State and Local Fiscal Assistance Amendments of 1976" - exempt small units of government from audit requirements in 
the act. 

- 2/See appendix v for suggested sequential steps. 
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RECOMMENDATION 2 

F o r  f e d e r a l l y  assisted programs, w e  recommend t h a t  t h e  
i n t e r a g e n c y  group and OMB i d e n t i f y  t h e  material program and 
a d m i n i s t r a t i v e  r e q u i r e m e n t s  t h a t  need t o  be reviewed i n  a 
s i n g l e  a u d i t  and i n c l u d e  t h e s e  r e q u i r e m e n t s  i n  a uni form 
a u d i t  gu ide .  

D i s c u s s i o n  

The major drawback t o  s i n g l e  a u d i t s  of  g r a n t  r e c i p i e n t s  
is t h e  numerous and v a r i e d  g r a n t  r e q u i r e m e n t s  which many 
Federal a g e n c i e s  have inc luded  i n  a u d i t  g u i d e l i n e s  t h a t  m u s t  
be reviewed to  s a t i s f y  t h e  Federal a g e n c i e s .  C e r t a i n l y  many 
of t h e s e  r equ i r emen t s  are material  and m u s t  be reviewed 
d u r i n g  t h e  a u d i t  t o  assure g r a n t  compliance.  Program re- 
qu i r emen t s ,  such as r e c i p i e n t  e l i g i b i l i t y ,  coverage  of 
s e r v i c e s ,  and n a t u r e  of  i nk ind  matching funds ,  may be 
impor t an t  t o  program accomplishments.  However, c e r t a i n  
a d m i n i s t r a t i v e  r e q u i r e m e n t s ,  s u c h  as v e r i f y i n g  t h a t  a g i v e n  
r e p o r t  was f i l e d  on time, do n o t  have a material  e f f e c t  on 
whether  g r a n t  terms are met. 

For t h e  s i n g l e  a u d i t  to  be e f f e c t i v e  and f e a s i b l e ,  t h e  
number of  r e q u i r e m e n t s  t o  be audi ted  m u s t  be made as  uniform 
as p r a c t i c a b l e  and m u s t  be reduced to  i n c l u d e  o n l y  those 
mater ia l  to de te rmin ing  whether t h e  terms of t h e  g r a n t  have 
been s u b s t a n t i a l l y  m e t .  Once t h i s  h a s  been done, t h e y  can  be 
i n c o r p o r a t e d  i n t o  a s i n g l e  a u d i t  g u i d e  or added to  an e x i s t -  
ing g u i d e ,  s u c h  as the  GAO g u i d e  d i s c u s s e d  i n  recommendation 
1. 

Most who commented on t h i s  recommendation g e n e r a l l y  f e l t  
e i t h e r  t h a t  t h e  t a s k  could  n o t  be ach ieved  f u l l y  or t h a t  t h e  
a u d i t  g u i d e  would be too g e n e r a l  and would result i n  a u d i t  
reports which would n o t  meet program managers '  needs.  We 
b e l i e v e  t h a t  t h e  t a s k  can be achieved  and is i n d i s p e n s a b l e  to  
implementing t h e  s i n g l e  a u d i t  approach.  O u r  r ev iew of  Feder- 
a l  a u d i t  g u i d e s  and a u d i t  r e p o r t s  i n d i c a t e s  t h a t  a f i n a n c i a l  
and compliance a u d i t  g u i d e  can be developed.  

The concern of whether  t h e  g u i d e  would resul t  i n  a u d i t  
r e p o r t s  too g e n e r a l  t o  s a t i s f y  t h e  needs  of program managers 
is, we b e l i e v e ,  a problem of d e f i n i t i o n .  The s i n g l e  a u d i t  
w e  are recommending is a f i n a n c i a l  and compliance a u d i t  and 
is o n l y  par t  of a f u l l - s c o p e  a u d i t .  To t h e  e x t e n t  an expand- 
ed a u d i t  scope of i n d i v i d u a l  Federal programs is r e q u i r e d ,  it 
can  be provided  as  d i s c u s s e d  i n  recommendation 1. W e  a l so  
b e l i e v e  t h i s  concern  stems from t h e  role and f u n c t i o n  a u d i t  
r e p o r t s  c u r r e n t l y  s e r v e  i n  t h e  i n d i v i d u a l  programs'  g r a n t  
management sys tems.  I n  some cases t h e y  are p r o p e r l y  
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i n t e g r a t e d  w i t h  o t h e r  program e v a l u a t i o n  s y s t e m s  and p r o v i d e  
an  i n d e p e n d e n t  a s s e s s m e n t  o f  t h e  a c c u r a c y  o f  g r a n t e e s !  f i n a n -  
c i a l  and management r e p o r t s  to  g r a n t o r  a g e n c i e s .  I n  o t h e r  
cases a u d i t  c o v e r a g e  is used t o  pe r fo rm f u n c t i o n s  t h a t  a r e  
more p r o p e r l y  t h e  r e s p o n s i b i l i t y  o f  program management, such  
as o n s i t e  g r a n t e e  v i s i t s .  

O t h e r  comments c e n t e r e d  on t h e  problem o f  d e f i n i n g  
" m a t e r i a l i t y "  i n  terms o f  r e q u i r e m e n t s  and c l a r i f y i n g  how 
t h i s  recommendation would r e d u c e  or make requirements more 
uni form.  We b e l i e v e  t h e  q u e s t i o n  of m a t e r i a l i t y  m u s t  be 
a d d r e s s e d  by t h e  i n t e r a g e n c y  g r o u p  and n e g o t i a t e d  w i t h  i n d i -  
v i d u a l  a g e n c i e s .  A l s o  many c u r r e n t  v a r i a t i o n s  i n  programs,  
such  as p r i o r  a p p r o v a l  l e v e l s  f o r  p u r c h a s e s  and sub- 
c o n t r a c t i n g ,  would be e l i m i n a t e d  or made uni form on a 
governmentwide b a s i s  w h i l e  i n d i v i d u a l  g r a n t  r e q u i r e m e n t s  were 
b e i n g  i d e n t i f i e d .  

Approach f o r  implement ing  recommendation 

W e  recommend t h a t  t h e  i n t e r a g e n c y  g r o u p  work w i t h  OMB 
and  t h e  v a r i o u s  F e d e r a l  a g e n c i e s  t o  i d e n t i f y  and a g r e e  t o  t h e  
mater ia l  g r a n t  r e q u i r e m e n t s  to  be rev iewed d u r i n g  t h e  f i n a n -  
c i a l  and compl i ance  a u d i t  o f  r e c i p i e n t s .  T o  t h e  maximum 
e x t e n t  p o s s i b l e ,  e f f o r t s  underway by GAO and o t h e r s  shou ld  be  
used .  

RECOMMENDATION 3 

W e  recommend t h a t  OMB and o t h e r  F e d e r a l  a g e n c i e s  work 
toward  removing u n n e c e s s a r i l y  c o n f l i c t i n g  a u d i t  and admin i s -  
t r a t i v e  r e q u i r e m e n t s  i n  c u r r e n t  g r a n t  l e g i s l a t i o n  and work 
toward  s t a n d a r d i z i n g  g r a n t  a u d i t  and a d m i n i s t r a t i v e  l a n -  
guage .  

D i s c u s s i o n  

Some g r a n t s  have  l e g i s l a t e d  a u d i t  and a c c o u n t i n g  re- 
q u i r e m e n t s  t h a t  d i f f e r  f rom OMB uni form a d m i n i s t r a t i v e  
r e q u i r e m e n t s .  Such d i f f e r e n c e s  r e q u i r e  d i f f e r e n t  t r e a t m e n t  
i n  a u d i t i n g  t h e  g r a n t  r e c i p i e n t ,  t h u s  c o m p l i c a t i n g  p e r f o r -  
mance of s i n g l e  a u d i t s .  

Most who commented o n  t h i s  recommendation stressed t h e  
impor t ance  of e l i m i n a t i n g  l e g i s l a t i o n  which c o n f l i c t e d  w i t h  
a d m i n i s t r a t i v e  r e q u i r e m e n t s .  They a l so  f e l t  t h a t  implement- 
i n g  t h i s  recommendation was i n d i s p e n s a b l e  t o  implementing t h e  
s i n g  l e  aud i t  approach .  
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Amroach  for  implementins  recommendation 

We recommend t h a t  OMB, GAO, and o t h e r  Federal a g e n c i e s  
work w i t h  a p p r o p r i a t e  c o n g r e s s i o n a l  committees t o  remove 
u n n e c e s s a r i l y  c o n f l i c t i n g  a u d i t  and a d m i n i s t r a t i v e  require- 
ments  from c u r r e n t  g r a n t  l e g i s l a t i o n  and t o  work toward 
s t a n d a r d i z i n g  g r a n t  a u d i t  and a d m i n i s t r a t i v e  language  f o r  
i n c l u s i o n  i n  f u t u r e  l e g i s l a t i o n .  

RECOMMENDATION 4 

W e  recommend t h a t  OMB ex tend  c o g n i z a n t  Federal a u d i t  
agency a r r angemen t s  t o  p r o v i d e  o v e r s i g h t  of  t h e  s i n g l e  a u d i t s  
of g r a n t  r e c i p i e n t s  r e q u i r e d  by OMB C i rcu la r  A-102. 

D i s c u s s i o n  

The c o g n i z a n t  agency arrangement  m u s t  be ex tended  i f  
g r e a t e r  reliance is to  be p laced  on o t h e r  auditors '  work, 
audi t  c o o r d i n a t i o n  is t o  be improved, and g r e a t e r  r e l i a n c e  on 
s i n g l e  a u d i t s  o f  g r a n t  recipients is t o  be ach ieved .  For t h e  
s i n g l e  a u d i t  approach to  work, Federal a g e n c i e s  m u s t  be as- 
s i g n e d  t o  r ev iew these basic  a u d i t s  on  behalf of  a l l  Federal 
a g e n c i e s  having an  interest  i n  t h e  g r a n t  r e c i p i e n t s .  Other-  
wise, each  F e d e r a l  agency might  rev iew t h e  s i n g l e  a u d i t  
resul ts  t o  de te rmine  whether  t h e  a u d i t  was adequate. 

Concerns 

Some o f f i c i a l s  commenting on  t h i s  recommendation, 
a l t h o u g h  e n d o r s i n g  it, raised a number of conce rns  about i t s  
implementa t ion .  The f o l l o w i n g  were t h e i r  major concerns :  

--Duties ( o v e r s i g h t )  o f  c o g n i z a n t  agency. 
--Resource c o n s i d e r a t i o n s .  
- - U n s a t i s f a c t o r y  e x p e r i e n c e  wi th  t h e  p r e s e n t  c o g n i z a n t  

--Criteria govern ing  c o g n i z a n t  agency ass ignments .  
agency system. 

D u t i e s  ( o v e r s i u h t )  of c o u n i z a n t  auencv 

From t h e  comments on t h e  recommendation, it is obv ious  
t h a t  t h e  d u t i e s  t o  be performed by a c o g n i z a n t  agency m u s t  be 
e x p l i c i t l y  d e f i n e d  by t h e  i n t e r a g e n c y  g roup  and agreed  t o  by 
t h e  F e d e r a l  a g e n c i e s .  A t  a minimum, these wou ld  i n c l u d e :  
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--The t e c h n i c a l  a s s i s t a n c e  t o  be p r o v i d e d  g r a n t e e  aud i -  
to rs  and g r a n t e e s .  

--The scope o f  r e v i e w  o f f e r e d  d u r i n g  p r e a u d i t  and post- 
a u d i t  r e v i e w s  of g r a n t e e  a u d i t s  i n c l u d i n g  a u d i t  
c o n t r a c t  and p r i c i n g  r e v i e w s ,  report  a n a l y s i s ,  work- 
paper r e v i e w s ,  and r e a u d i t  tests.  

--An agreed-upon e v a l u a t i o n  c r i t e r i a  or peer r e v i e w  sys- 
t e m  for e v a l u a t i n g  t h e  q u a l i t y  and a c c e p t a b i l i t y  of 
a u d i t o r s '  work. 1/ 

--An e s t a b l i s h e d  system fo r  r e p o r t i n g  a u d i t  d e f i c i e n c i e s  
and a u d i t  r e s u l t s  to  g r a n t o r  a g e n c i e s .  

W e  a lso b e l i e v e  t h e  i n t e r a g e n c y  g r o u p  must  d e v e l o p  a 
s y s t e m  f o r  g r a n t o r  a g e n c i e s  t o  u n i f o r m l y  ac t  on a u d i t  recom- 
m e n d a t i o n s  and q u e s t i o n e d  costs. 

R e s o u r c e  c o n s i d e r a t  i o n s  

W e  are n o t  now s u r e  whe the r  a d d i t i o n a l  r e s o u r c e s  would 
be needed  t o  expand t h e  c o g n i z a n t  agency  sys t em.  Only expe-  
r i e n c e  c o u l d  t e l l .  On t h e  p o s i t i v e  s i d e ,  Federal a u d i t  
r e s o u r c e s  p r e s e n t l y  s p e n t  on  a u d i t i n g  i n d i v i d u a l  g r a n t s  
s h o u l d  become a v a i l a b l e ;  t h u s  a d d i t i o n a l  r e s o u r c e s  migh t  n o t  
be r e q u i r e d .  On t h e  n e g a t i v e  s i d e ,  a d d i t i o n a l  r e s o u r c e s  
m i g h t  b e  needed i f  a c o n s i d e r a b l e  amount of Federal  f u n d s  
were n o t  r e c e i v i n g  a u d i t  c o v e r a g e  or i f  i n d i v i d u a l  a g e n c y  
a u d i t  c o v e r a g e  was i n a d e q u a t e .  

U n s a t i s f a c t o r v  e x o e r i e n c e  

A number of o f f i c i a l s  compared t h e i r  e x p e r i e n c e  w i t h  t h e  
c u r r e n t  c o g n i z a n t  agency  a s s i g n m e n t s  w i t h  o u r  proposed sys -  
tem. T h e i r  p r i n c i p a l  c o m p l a i n t  c e n t e r e d  on  t h e  lack  of 
i n f o r m a t i o n  t h a t  a u d i t  reports g e n e r a t e d ,  under  t h e  p r e s e n t  
s y s t e m ,  c o n c e r n i n g  t h e i r  a g e n c i e s '  g r a n t s  and c o n t r a c t s .  
G e n e r a l l y  t h e y  f e l t  t h e i r  p rog rams  were n o t  r e c e i v i n g  ade- 
q u a t e  a u d i t  c o v e r a g e .  Some o f f i c i a l s  s p e c u l a t e d  t h a t  o u r  
proposed s y s t e m  might  r e s u l t  i n  s imilar  i n a d e q u a c i e s  and f a i l  
t o  g a i n  a c c e p t a n c e  as a r e s u l t .  

- 1/The N a t i o n a l  I n t e r g o v e r n m e n t a l  A u d i t  Forum and t h e  S ta te  
A u d i t o r  C o o r d i n a t i n g  C o u n c i l  are c o n d u c t i n g  a j o i n t  q u a l i t y  
r e v i e w  project .  The main o b j e c t i v e  of t h e  project  is to  
d e s i g n  a n  a u d i t  q u a l i t y  r e v i e w  s y s t e m  for a u d i t  o r g a n i z a -  
t i o n s .  
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We b e l i e v e  t h e  proposed system would overcome many o f  
t h e  problems of t h e  c u r r e n t  system. F i r s t ,  t h e  s i n g l e  a u d i t  
g u i d e  adopted by t h e  i n t e r a g e n c y  g roup  would a d d r e s s  t h e  
problem of  i n f o r m a t i o n  and coverage  t o  be p rov ided .  Second, 
t h e  d u t i e s  of  t h e  c o g n i z a n t  agency would be c l e a r l y  d e f i n e d  
by t h e  i n t e r a g e n c y  g roup  and ag reed  t o  by a l l  a g e n c i e s .  W e  
b e l i e v e  t h a t  i f  t h e  above were ach ieved ,  t h e  p r i n c i p a l  con- 
c e r n  of  t h e  a g e n c i e s  i n  r e l y i n g  on each  o t h e r  would be 
r e s o l v e d .  

Cr i te r ia  govern ing  cogn,izant 
aaencv a s s i anmen t s  

O f f i c i a l s  commenting on this a s p e c t  of t h e  recommenda- 
t i o n  ag reed  wi th  one or more of t h e  sugges t ed  a l t e r n a t i v e  
methods of implementat ion.  However, a number of comments 
stressed t h e  need f o r  t h e  c o g n i z a n t  agency t o  have t h e  
predominant  f i n a n c i a l  i n t e r e s t  i n  t h e  par t icu lar  g r a n t e e .  We 
b e l i e v e  t h i s  is d e s i r a b l e  and should  be used as a f a c t o r  i n  
a s s i g n i n g  c o g n i z a n t  a g e n c i e s .  B u t  it should  n o t  n e c e s s a r i l y  
be t h e  predominant  f a c t o r .  

A l t e r n a t i v e  armroaches f o r  
implementing &ommendat i o n  

W e  recommend t h a t  t h e  Director of OMB a s s i g n  F e d e r a l  
a u d i t  a g e n c i e s  to  o v e r s e e  s i n g l e  a u d i t s  o f  g r a n t  r e c i p i e n t s .  
A s  confirmed by t h o s e  commenting on  t h e  d r a f t  r e p o r t ,  cogni-  
z a n t  agency r e s p o n s i b i l i t i e s  could be a s s i g n e d  o n  t h e  b a s i s  
of t h e  fo l lowing :  

1. Area cognizance :  

- - A l l  S ta tes  w i t h i n  a g i v e n  geograph ic  r e g i o n  
could  be a s s i g n e d  t o  one Federal agency. 

--One Federal a u d i t  agency cou ld  have cognizance  
o v e r  a l l  g r a n t  r e c i p i e n t s  w i t h i n  t h e  State .  

- - D i f f e r e n t  Federal a u d i t  a g e n c i e s  could be as- 
s igned  t o  S t a t e  depa r tmen t s ,  c i t i e s ,  c o u n t i e s ,  
and p l ann ing  a g e n c i e s  . 

2. Federal agency s e l e c t i o n  c r i t e r i a :  

--By agency program funding .  
--By location o f  Federal a u d i t o r s .  
--By " f a i r  s h a r e "  o f  a u d i t  cognizance .  
--By type  of c l i e n t .  
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When t h e  above ar rangements  are be ing  made, e x i s t i n g  
a u d i t  r e s p o n s i b i l i t i e s  shou ld  be cons ide red .  For example, i f  
t h e  S ta te  a u d i t o r  had t h e  r e s p o n s i b i l i t y  t o  a u d i t  a l l  recip- 
i e n t s  w i t h i n  a S ta t e ,  one ( p e r h a p s  more t h a n  one f o r  a l a r g e  
S t a t e )  Federal  audi t  agency would rev iew t h e  S ta te  a u d i t o r ' s  
a u d i t s .  However, i f  r e s p o n s i b i l i t y  r e s t e d  wi th  each r e c i p i -  
e n t  of t h e  State ,  t h e n  a cogn izan t  Federal a u d i t  agency would 
r ev iew each  r e c i p i e n t ' s  a u d i t  or a r r a n g e  wi th  t h e  State  audi -  
to r  t o  review t h e  a u d i t s .  

RECOMMENDATION 5 

W e  recommend t h a t  OMB and t h e  i n t e r a g e n c y  group e s t a b l i s h  
a system f o r  r e imburs ing  t h e  F e d e r a l  Government's s h a r e  of 
s i n g l e  r e c i p i e n t  a u d i t s .  

D i s c u s s i o n  

Aud i t ing  s e r v e s  a s  a management tool for both t h e  
g r a n t e e  and t h e  g r a n t o r ;  t h e r e f o r e ,  it is t h e  g r a n t o r ' s  
r e s p o n s i b i l i t y  t o  share t h e  a u d i t  costs. C u r r e n t l y ,  FMC 74-4 
permits a u d i t  cost as a n  a l l o w a b l e  cost under t h e  g r a n t .  

However, under t h e  p r e s e n t  approach t o  a u d i t i n g  feder- 
a l l y  assisted programs, some problems concern ing  reimburse- 
men t  of a u d i t  c o s t  have been encoun te red .  Adoption and 
implementa t ion  of t h e  s i n g l e  a u d i t  approach would  e l i m i n a t e  
some o f  these. However, a t  l ea s t  t w o  major problems m u s t  
s t i l l  be r e s o l v e d :  

- - F i r s t ,  a f a i r  and workable mechanism f o r  paying t h e  
Federal g r a n t o r ' s  f a i r  share of  t h e  cost of t h e  s i n g l e  
a u d i t  m u s t  be found. 

--Second, t h e  obstacles f a c i n g  some Sta te  and local au- 
d i t o r s  which  p r e v e n t  them from us ing  and a c c e p t i n g  
reimbursement of costs for a u d i t s  of f e d e r a l l y  ass i s t -  
ed programs m u s t  be removed. 

The l a t t e r  problem is  one t h a t  m u s t  be so lved  by the  
i n d i v i d u a l  S ta te  and local  a u d i t o r .  Our  recommendation 
addresses t h e  former. 

Those commenting on t h i s  recommendation agreed  almost 
unanimously t h a t  a reimbursement system was a m u s t .  T h e r e  
was also a g e n e r a l  c o n s e n s u s  t h a t  t h e  system m u s t  be k e p t  as  
simple as p o s s i b l e  for  it to  be feasible .  However, t h e r e  was 
no o v e r a l l  agreement of what system was needed or was best .  
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-Approach  for  implement ing  recommendat ion 

W e  recommend t h a t  OMB and t h e  i n t e r a g e n c y  g r o u p  c o n s i d e r  
t h e  f o l l o w i n g  approach  f o r  r e i m b u r s i n g  t h e  a u d i t :  

--The c u r r e n t  pract ice  o f  a l l o w i n g  p a r t  o f  g r a n t  f u n d s  
t o  be used f o r  a u d i t  p u r p o s e s  would be c o n t i n u e d .  
However, t h e  r e c i p i e n t  ( p r i m a r y  and s u b g r a n t e e )  would 
b e  r e q u i r e d  t o  c e r t i f y  t h a t  f u n d s  had been budgeted  
and would be r e s e r v e d  f o r  f i n a n c i n g  par t  o f  t h e  
r e q u i r e d  s i n g l e  a u d i t .  

--The cost  o f  t h e  a u d i t  would be s h a r e d  on t h e  b a s i s  o f  
f u n d i n g  r e c e i v e d ;  e . g . ,  i f  t h e  t o t a l  F e d e r a l  f u n d s  
r e c e i v e d  were 4 0  p e r c e n t  o f  t h e  t o t a l ,  40  p e r c e n t  o f  
t h e  a u d i t  cost would be  s h a r e d  by t h e  v a r i o u s  F e d e r a l  
g r a n t o r s .  The F e d e r a l  s h a r e  would be a l l o c a t e d  among 
t h e  v a r i o u s  F e d e r a l  a g e n c i e s  on t h e  b a s i s  o f  v a l u e  o f  
g r a n t s ;  e .g . ,  i f  t h e  Department  of H e a l t h ,  E d u c a t i o n  
and Welfare 's  g r a n t  f u n d s  were 1 0  p e r c e n t  o f  t o t a l  
F e d e r a l  f u n d s ,  it would a b s o r b  1 0  p e r c e n t  o f  t h e  a u d i t  
cost. 

--The c o g n i z a n t  agency  d u r i n g  i ts  o v e r s i g h t  rev iew would 
a s c e r t a i n  whe the r  t h e  a u d i t  c o v e r a g e  had been  p r o p e r .  
The review would a s s u r e  t h a t  t h e  F e d e r a l  g r a n t o r s  were 
p a y i n g  t h . e i r  f a i r  s h a r e .  

RECOMMENDATION 6 

We recommend t h a t  OMB d e t e r m i n e  t h e  f e a s i b i l i t y  o f  
e s t a b l i s h i n g  a s i n g l e  F e d e r a l  agency  t o  be r e s p o n s i b l e  f o r  
m o n i t o r i n g ,  o v e r s e e i n g ,  and a u d i t i n g  f e d e r a l l y  a s s i s t e d  pro-  
grams.  

D i s c u s s i o n  

A s i n g l e  F e d e r a l  a u d i t  agency  would  e l i m i n a t e  many o f  
t h e  c u r r e n t  p rob lems  s u r r o u n d i n g  t h e  a u d i t  o f  t h e s e  programs.  
However, it might  create new problems.  

O f f i c i a l s  who commented on t h e  d r a f t  report r a i s e d  t h e s e  
c o n c e r n s .  

1. Such an agency  is n o t  f e a s i b l e .  

2. A f e a s i b i l i t y  s t u d y  s h o u l d  be  i n i t i a t e d  by OMB 
immed i a  t e l y  . 
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3 .  Any f e a s i b i l i t y  s t u d y  s h o u l d  be  d e l a y e d  u n t i l  t h e  
o t h e r  recommendat ions i n  t h i s  report  have  had a 
chance  t o  be t e s t e d .  

Those  o f f i c i a l s  s t a t i n g  t h a t  such  an agency  was no t  
f e a s i b l e  gave  r e a s o n s  r a n g i n g  from such  a n  agency  would 
create  a huge and u n w i e l d l y  o r g a n i z a t i o n ,  t o  such  an  agency  
would p o s s i b l y  c o n f l i c t  w i t h  t h e  I n s p e c t o r  G e n e r a l  A c t  o f  
1978. While n o t  a l l  t h e s e  o f f i c i a l s  r u l e d  o u t  t h e  need f o r  
s u c h  an  agency ,  most d i d  raise problems t h a t  might  a r i se  i f  
such  an  o r g a n i z a t i o n  were e s t a b l i s h e d .  

A number o f  o f f i c i a l s  recommended t h a t  a f e a s i b i l i t y  
s t u d y  b e g i n  immedia te ly .  One major g r o u p  o f  o f f i c i a l s  f i r m l y  
s u p p o r t e d  s i m p l i f i c a t i o n  o f  t h e  management o f  f e d e r a l l y  
a s s i s t e d  programs and a u d i t  t h r o u g h  e s t a b l i s h i n g  a s i n g l e  
f e d e r a l  a u d i t  agency.  

The l a s t  g r o u p  o f  o f f i c i a l s  f e l t  t h a t  OMB s h o u l d  wait to  
see how t h e  s i n g l e  a u d i t  app roach  works b e f o r e  d e c i d i n g  t o  
make a f e a s i b i l i t y  s t u d y .  

The m a j o r i t y  o f  t h o s e  commenting on t h e  f e a s i b i l i t y  
s t u d y  f e l t  e i t h e r  t h a t  it s h o u l d  b e g i n  immedia t e ly  or t h a t  
t h e  d e c i s i o n  shou ld  be d e l a y e d  u n t i l  t h e  o t h e r  recommenda- 
t i o n s  were implemented. 

Approach f o r  implement ing  recommendat i o n  

t h e  F e d e r a l  a g e n c i e s  time t o  tes t  our recommendat ions b e f o r e  
s t u d y i n g  t h e  f e a s i b i l i t y  o f  e s t a b l i s h i n g  a s i n g l e  F e d e r a l  
a u d i t  agency.  

On t h e  bas i s  o f  t h e  comments, w e  recommend t h a t  OMB g i v e  

RECOMMENDATION 7 

W e  recommend t h a t  OMB e s t a b l i s h  a sys t em f o r  i d e n t i f y i n g  
where and by whom g r a n t  f u n d s  are  b e i n g  a d m i n i s t e r e d .  

D i s c u s s i o n  

T h e r e  is no l o c a t i o n  w i t h i n  t h e  F e d e r a l  Government where 
program managers  or a u d i t o r s  can  i d e n t i f y  t h e  F e d e r a l  f u n d s  
b e i n g  awarded t o  g r a n t  r e c i p i e n t s .  Thus,  a u d i t o r s  have no 
o b j e c t i v e  source to d e t e r m i n e  whether  t h e y  have  accoun ted  f o r  
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a l l  F e d e r a l  f u n d s  awarded t o  any g i v e n  g r a n t  r e c i p i e n t .  
E f f i c i e n t  imp lemen ta t ion  o f  recommendat ions 1 and 4 would 
r e q u i r e  deve lopment  of such  a sys t em.  

Most a u d i t  o f f i c i a l s  commenting on t h i s  recommendat ion 
e x p r e s s e d  a need f o r  such  a sys t em and f e l t  t h a t  it s h o u l d  
i n c l u d e  a l l  r e c i p i e n t s  o f  f e d e r a l l y  a s s i s t e d  program f u n d s .  
Many f e l t  t h a t  t h e  sys t em was needed i f  t h e  s i n g l e  a u d i t  con- 
cept was t o  work e f f e c t i v e l y ;  however,  t h e y  i n d i c a t e d  t h a t  
d e v e l o p i n g  such  a sys t em migh t  t a k e  a s u b s t a n t i a l  commitment 
of r e s o u r c e s .  Most f e l t  t h a t  imp lemen ta t ion  of t h e  o t h e r  
recommendat ions s h o u l d  n o t  depend on  d e s i g n  of such  a d a t a  
sys tem.  

While  there is no f i r m  est imate  of time and cost t o  
d e s i g n  and implement a g r a n t  da t a  sys t em,  t h e  e f for t  may n o t  
be a s  massive and c o s t l y  a s  some would conc lude .  

OMB, i n  a report t o  t h e  Congres s  i s sued  i n  December 1978 
e n t i t l e d ,  " Improving  t h e  D i s t r i b u t i o n  of I n f o r m a t i o n  on Fed- 
e r a l  A s s i s t a n c e  Programs,"  reported t h a t  a s u b s t a n t i a l  da t a  
base a l r e a d y  e x i s t e d  w i t h i n  many of t h e  major Federal g r a n t o r  
a g e n c i e s .  The report s t a t ed  t h a t  n e a r l y  a l l  F e d e r a l  awards 
t o  p r i m a r y  r e c i p i e n t s  c o u l d  be o b t a i n e d  from F e d e r a l  agen- 
c ies '  e x i s t i n g  i n f o r m a t i o n  s y s t e m s  and t h a t  t h e  i n f o r m a t i o n  
was a b o u t  8 5  p e r c e n t  un i fo rm across a l l  a g e n c i e s .  

The report  a l so  i n d i c a t e d ,  and our s t u d y  s u p p o r t e d ,  t h a t  
many S t a t e  d e p a r t m e n t s  had r a t h e r  complete i n f o r m a t i o n  o n  
f e d e r a l l y  ass is ted program f u n d s  t h e y  d i s t r i b u t e d  to  sub-  
g r a n t e e s .  Some Sta tes  are a l so  d e s i g n i n g  s y s t e m s  t o  
accumula t e  d a t a  on f e d e r a l l y  assisted program f u n d s  r e c e i v e d  
by  gove rnmen ta l  o r g a n i z a t i o n s  w i t h i n  t h e i r  States.  A l s o  o u r  
s t u d y  showed t h a t  loca l  governments  could g e n e r a l l y ,  w i t h o u t  
too much d i f f i c u l t y ,  f u r n i s h  i n f o r m a t i o n  on g r a n t  f u n d s  
received d i r e c t l y  from t h e  S ta te  and t h e  Federal a g e n c i e s  and 
s u b s e q u e n t l y  r e d i s t r i b u t e d  t o  o ther  r e c i p i e n t s .  

While  t h e  i n f o r m a t i o n  sys t em e n v i s i o n e d  by OMB may n o t  
have i n c l u d e d  a l l  t h e  i n f o r m a t i o n  f e l t  needed by those w e  
q u e s t i o n e d ,  it d i d  c o n t a i n  much of t h e  same bas ic  da ta  con- 
c e r n i n g  awards t o  p r i m a r y  r e c i p i e n t s .  

improvements  i n  t h e  e x i s t i n g  Federal  p r i m a r y  r e c i p i e n t  d a t a  
bases c o u l d  be made w i t h o u t  more r e s o u r c e s .  They f e l t  t h e  

7 matter was p a r t l y  one of commitment and p a r t l y  one  of u s i n g  
a v a i l a b l e  r e s o u r c e s  more e f f e c t i v e l y .  

The OMB report  conc luded  t h a t  many of t h e  n e c e s s a r y  
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The report concluded  t h a t  OMB, c o n s i s t e n t  w i t h  t h e  in-  
t e n t  o f  t h e  "Federal  Program I n f o r m a t i o n  A c t , "  would c o n t i n u e  
t o  s e e k  ways t o  improve i n f o r m a t i o n  on F e d e r a l  a s s i s t a n c e  
programs . 

The above s t u d i e s  i n d i c a t e  t h a t  d e p a r t m e n t s  and a g e n c i e s  
w i t h i n  t h e  v a r i o u s  l e v e l s  of government  have  some t y p e  of 
d a t a  b a s e  showing awards or pass th rough  o f  F e d e r a l  funds .  
Thus,  a p a r t i a l  d a t a  b a s e  e x i s t s  a t  a l l  l e v e l s  of government  
which could be used as a s t a r t  i n  e s t a b l i s h i n g  one  c e n t r a l  
d a t a  b a s e  for f e d e r a l l y  a s s i s t e d  programs.  The major o b s t a -  
c les  would a p p e a r  t o  be t h e  l a c k  o f  c o m p a t i b i l i t y  of t h e  d a t a  
base s y s t e m s  and da t a  base i n f o r m a t i o n .  

Approach f o r  implement ing  recommendation 

W e  recommend t h a t  OMB expand t h e  e f f o r t s  underway t o  
e s t a b l i s h  a c e n t r a l i z e d  sys tem w i t h i n  t h e  e x e c u t i v e  branch  
t h a t  would i d e n t i f y  by p r i m a r y  r e c i p i e n t  and s u b g r a n t e e  a l l  
g r a n t  f u n d s  awarded. The f o l l o w i n g  f a c t o r s  s h o u l d  be con- 
s i d e r e d :  

- - C o m p a t i b i l i t y  of t h e  sys t em w i t h  S t a t e  and loca l  sys- 

- - C o s t  b e n e f i t s .  
--Other i n f o r m a t i o n a l  needs .  

tems. 

RECOMMENDATION 8 

W e  recommend t h a t  OMB and t h e  i n t e r a g e n c y  g r o u p  d e v e l o p  
a p l a n  to  implement t h e  above recommendat ions.  

D i s c u s s i o n  

Such a p l a n  would be a m u s t  f o r  t h o s e  r e s p o n s i b l e  f o r  
c a r r y i n g  o u t  t h e  recommendat ions and would show i n t e r e s t e d  
pa r t i e s  t h e  p r o g r e s s  b e i n g  made. 

Those commenting o n  t h e  d r a f t  r e p o r t  a g r e e d  almost 
unanimous ly  t h a t  an a c t i o n  p l a n  would be n e c e s s a r y .  Some 
f e l t  t h a t  t h e  JFMIP r e p o r t  s h o u l d  i n c l u d e  a specif ic  a c t i o n  
p l a n ,  i n c l u d i n g  m i l e s t o n e s  and t i m e  frames. O t h e r s  f e l t  t h a t  
i n c l u d i n g  mean ingfu l  t i m e  frames and m i l e s t o n e s  i n  t h e  
repor t  would n o t  be p o s s i b l e  or f e a s i b l e .  These o f f i c i a l s  
recommend t h e  p r e p a r a t i o n  o f  a s p e c i f i c  a c t i o n  p l a n  be one o f  
t h e  f i rs t  t a s k s  of t h e  i n t e r a g e n c y  g roup .  
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W e  are n o t  i n  a p o s i t i o n  t o  recommend a s p e c i f i c  a c t i o n  
p l a n ,  i n c l u d i n g  t i m e  frames and m i l e s t o n e s .  However, w e  have 
i n c l u d e d ,  a s  appendix V,  a s c h e d u l e  t h a t  shows t h e  sequence 
i n  which recommendat i o n s  shou ld  be c o n s i d e r e d  and implement- 
ed.  

Amroach  f o r  implementins  recommendation 

We recommend t h a t  OMB and t h e  i n t e r a g e n c y  group,  as one 
o f  t h e i r  f i r s t  t a s k s ,  e s t a b l i s h  a s p e c i f i c  a c t i o n  p l a n  which 
would i n c l u d e  c r i t i c a l  d e c i s i o n  p o i n t s ,  estimated t i m e  
f r ames ,  and t a r g e t  dates. The g roup  s h o u l d  keep i n t e r e s t e d  
p a r t i e s  informed of p r o g r e s s  made. 

RECOMMENDATION 9 

W e  recommend t h a t  t h e  P r e s i d e n t ,  i n  c o n s u l t a t i o n  wi th  
t h e  Director of OMB, a p p o i n t  an  independent  g roup  t o  rev iew 
and moni tor  implementa t ion  of t h e  recommendations. 

D i s c u s s  i o n  

Those commenting on  t h i s  recommendat ion  agreed  unani- 
mously t h a t  t h e  P r e s i d e n t  shou ld  a p p o i n t  t h i s  group.  S t rong  
s u p p o r t  was expres sed  f o r  t h e  g roup  t o  i n c l u d e ,  i n  a d d i t i o n  
t o  F e d e r a l  r e p r e s e n t a t i v e s ,  p e r s o n s  from S t a t e  and l o c a l  
governments.  

Approach f o r  implementing recommendation 

W e  recommend a g roup  be appo in ted  by t h e  P r e s i d e n t  once 
a specific a c t i o n  p l a n  h a s  been p repa red  by t h e  i n t e r a g e n c y  
g roup  and OMB. We also s u g g e s t  t h a t  t h e  g roup  have r e p r e -  
s e n t a t i v e s  from a l l  three l e v e l s  of government b u t  t h a t ,  
where p o s s i b l e ,  r e p r e s e n t a t i v e s  of an o r g a n i z a t i o n  such a s  
t h e  N a t i o n a l  Association of S t a t e  A u d i t o r s ,  C o m p t r o l l e r s ,  and 
T r e a s u r e r s  or t h e  N a t i o n a l  In t e rgove rnmen ta l  A u d i t  Forum be 
inc luded  
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APPENDIX I APPENDIX I 

THE SECR-ARY OF THE TREASURY 
WASHINGTON 20220 

SEP 7 1976 

Dear Elmer: 

Several months ago I brought to the attention of the Economic 
Pol-tcy Eoard a Treasury staff paper concerning the need for develop- 
ing and implementing various reforms in the audit  of Federal grants 
of funds to States. As a result, the Board agreed that a Task Force 
should be established to define the problems and objectives of audit 
reform and to develop options on the issue. 

In studying the subject, the Task Force identified a number of 
audit areas in need of prompt remedial action. 
involve such significant matters as the clarification of Federal policy 
on reimbursing State and local governments for audit costs, the 
broadening of audit coverage through increased use of State and local 
auditors, the promotion of full compliance with audit regulations, the 
elimination of unnecessary duplication of audit work, and related items. 
These proposals are designed to improve the audit of Federal grants to 
States and strengthen the overall accountability for such funds -- a 
major management goal of the character suggested in the President's 
memorandum of July 24 to various agencies on the subject of managenent 
initiatives. 

Possible improvements 

To ensure proper implementation of appropriate audit reforms, I 
have concluded that the matter should be referred to the Joint Financial 
Management Improvement Program for resolution. This approach would pro- 
vide a forum for achieving necessary cooperative action, in line with 
the JFMIP's primary mission of improving financial management activities 
throughout the Government. 
JFMIP audit reform project be initiated as soon as possible. 
letter is being sent to the other JFMIP principals. 

Accordingly, I would like to suggest that a 
A similar 

Your views on this matter would be appreciated. 

With best regards, 

Sincerely yours, 

Chairman, Economic Policy Board 

The Honorable 
Elmer B. Staats 
Comptroller General of the United States 
Washington, D. C. 20548 
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APPENDIX I1 APPENDIX I1 

COMPTROLLER GENERAL OF THE UNITED S A T E S  
WASHINGTON, D.C. 20548 

The Honorable 
The Secretary of the Treasury 

Dear B i l l :  

This is i n  response to your le--er of Septanber 7, 76. As 
you knw it has been my goal to  strengthen the overall accountability 
f o r  Federal funds through the improvement of goverrrnental auditing. 
I am pleased to see t h i s  as one of the major management goals of the 
Mminis t ra t  ion. 

I agree t h a t  the  Jo in t  Financial Management Improvement Program 
is the appropriate organization to help find solutions to problem 
involving the audi t  of federally ass is ted programs. 
the JFMIP s t a f f  work closely with and through the intergovernmental 
audit forums since they are already wrking to solve these and 
related problems. 

I remnmend t h a t  

The JFMIP s t a f f  w i l l  have the canplete support of the  General 
Accounting Office in  t h i s  undertaking. 

Sincerely yours, 

(signed) Elmer B. Staats 

Comptroller General 
of the  united States 
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APPENDIX I11 APPENDIX I11 

THE WHITE HOUSE 
W A S H I N G T O N  

September 9, 1977 

MEMORANDUM FOR THE HEADS OF EXECUTIVE 

DEPARTMENTS AND AGENCIES 

SUBJECT : Sharing Federal Audit Plans 

The Administration is committed t o  forging new ties of 
cooperation among all l e v e l s  of government. 
e l imina te  the dupl ica t ion  and wasteful  e f f o r t  that  too 
o f t en  has accompanied the management of Federal g ran t s  
t o  State and local governments. 

W e  w a n t  t o  

One area where improvements can be made is  i n  coordinat ing 
t h e  a u d i t  of these grants. A l l  three l e v e l s  of government 
have a u d i t  r e s p o n s i b i l i t i e s ,  bu t  it does not  m a k e  sense 
for them a l l  to a u d i t  the same t ransac t ions .  
i n  order to improve coordinat ion,  I am ordering a l l  Federal 
execut ive agencies  to m a k e  publ ic  t h e  State and local port ion 
of t h e  annual a u d i t  plans required by Federal Management C i r -  
c u l a r  93-2.  The plans w i l l  be ava i l ab le  t o  State and local 
governments, t o  the  National and Regional Intergovernmental 
Audit Forums, and t o  other i n t e r e s t e d  parties.  The plans 
would also be available t o  the general  publ ic ,  and would 
be submitted t o  OMB prior t o  the  beginning of t h e  f i sca l  
year  i n  which they are to be implemented. They should be 
updated pe r iod ica l ly  throughout t h e  year  as s i g n i f i c a n t  
changes are made. 

Therefore, 

I expect  Federal agencies t o  use  t h e i r  aud i t  plans as a 
basis for making greater e f f o r t s  t o  improve interagency 
cooperat ion on aud i t s ,  to increase Federal coordinat ion 
with State and local aud i to r s ,  and t o  increase  re l iance  
on a u d i t s  made by others. 
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APPENDIX IV APPENDIX IV 

EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON. D.C. 20503 

MEMORANDUM FOR HEADS OF DEPARTMENTS AND AGENCIES 

SUBJECT: Audit of Federal Assistance Programs 

Last year President Carter wrote to you urging your 
participation in a program of streamlining Federal 
aid. One area the President highlighted as having a 
substantial need for improvement was audit of federally 
assisted programs. He directed Federal departments and 
agencies to improve audit coordination, and to increase 
their reliance on audits made by State or local 
governments. 

Following up on the President‘s initiative, our staff 
has been working with yours, and with the General 
Accounting Office, the National Intergovernmental 
Audit Forum, and State and local government groups to 
simplify the way audits of federally assisted programs 
are made. Two malor documents have resulted from this 
work (See attachments). One is a standard audit guide 
published by the General Accounting Office. The other 
is a proposed addition to our Circular No. A-102, 
“Uniforln requirements for grants to State and local 
governments.” The proposed addition would incorporate 
the audit guide into our Circular, and explain how it 
should be used. 

The use of a single audit guide would be a major 
breakthrough in auditing federally assisted programs. 
One guide would replace almost one hundred that are 
currently in use in various Federal programs. It 
would eliminate the confusion that has .resulted when 
individual guides focus  attention on individual grant 
progrms, rather than on the financial status of the 
organization carrying out those programs. The new 
approach would call for a total audit of an organiza- 
tion, w i t h  appropriate sampling of individual grants 
to determine overall reliability of financial operations. 
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APPENDIX IV 
. Page 2 

APPENDIX IV 
Page 2 

We believe the new audit guide and the proposed addition 
to Circular No- A-102 can substantially improve the audit 
of federally assisted programs- We would appreciate your 

staff has questions, they may contact John Lordan at 
395-6823. 

* comments on both documents by January 31, 1979. If your 

. - 
es T. McIntyre 
ector 

. 

Attachments - 2 
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SINGLE AUDIT APPROACH APPENDIX VI1 

FLOW OF FUNDS 

NOTE: THE CHART REPRESENTS THE MULTIFUNDED CITY IN APPENDIX VI 
WITH A SINGLE FINANCIAL AND COMPLIAIUCE AUDIT COVERING ALL 
FUNDS ON A CYCLICAL BASIS, CONDUCTED BY AN INDEPENDENT 
AUDITOR. AUDITS BY THE INTERNAL CITY AUDITORS WOULD BE 
USED TO MAXIMUM EXTENT POSSIBLE BY THE EXTERNAL AUDITOR. 

AUDIT COVERAGE 

SINGLE 
FINANCIAL AND 
COMPLIANCE 
AUDIT 
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CURRENT AUDIT APPROACH APPENDIX VI 

FEDERAL 
. AGENCY 

FLOW OF FUNDS 

NOTE: THE CHART REPRESENTS THE FLOW OF GRANT FUNDS AND THE 
AUDIT COVERAGE OF A CITY OVER A THREE YEAR PERIOD. THIS 
EXAMPLE IS NOT INTENDED TO BE REPRESENTATIVE OF ALL CITIES, 
BUT TO DEMONSTRATE THE PIECEMEAL AUDIT APPROACH 
CURRENTLY BEING FOLLOWED AT THE- LOCAL LEVEL. 
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