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Receiving Federal Awards 

Includes Guidance on the Single Audit Act A m e n d m e n t s 
of 1 9 9 6 a n d Office of M a n a g e m e n t a n d Budget 
Circular A - 1 3 3 , Audits of States, Local Governments, 
and Non-Profit Organizations ( J u n e 1 9 9 7 Revision) 

Supersedes AICPA Statement of Position 9 2 - 9 , 
Audits of Not-for-Profit Organizations Receiving Federal Awards, 
a n d Part VII, "Audits of Federal Financial Assistance," of the 
AICPA Audit a n d Accounting G u i d e Audits of State and 
Local Governmental Units 

Issued Under the Authority of the 
Auditing Standards Board 



NOTE 
This Statement of Position presents the recommendations 
of the AICPA Single Audit Working Group regarding the 
performance of audits in accordance with the Single Audit 
Act Amendments of 1996 and Office of Management and 
Budget Circular A-133, Audits of States, Local Govern-
ments, and Non-Profit Organizations (June 1997 revision). 
This edition incorporates guidance contained in Govern-
ment Auditing Standards (1994 revision) and Statement 
on Auditing Standards No. 74, Compliance Auditing Con-
siderations in Audits of Governmental Entities and 
Recipients of Governmental Financial Assistance. Mem-
bers of the AICPA Auditing Standards Board have found 
the recommendations in this Statement of Position to be 
consistent with existing standards covered by rule 202 of 
the AICPA Code of Professional Conduct. AICPA members 
should be prepared to justify departures from the recom-
mendations in this Statement of Position. 



Updates for SOP 98-3 

Stop using the separate pamphlet for SOP 98-3 
Submitted by lvolkert on 10/20/1999 01:41 PM 

Statement of Position 98-3, Audits of States, Local Governments, and Not-for-Profit Organizations 
Receiving Federal Awards, issued 3/17/98, is now out of date. 

In mid-1999, we made a decision to no longer sell SOP 98-3 as a separate document. Instead, it will be 
updated each year for conforming changes and included as an appendix to both the NFP Guide and the 
S&L Govt. Guide. This policy began with the May 1999 conforming changes to the guides. The latest 
version of SOP 98-3 is included in the May 1999 version of the NFP and govt, guides. It did change a 
bit because we had to update it (including the illustrative reports) for SAS No. 87. It will continue to be 
updated on an annual basis. If you search the SOP electronically, make sure you are searching the most 
recent version. 

Per Mary Foelster's e-mail dated 10/20/99 

Mary Foelster 
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SUMMARY 

This Statement of Position (SOP) provides guidance on the au-
ditor's responsibilities when conducting a single audit or pro-
gram-specific audit in accordance with the Single Audit Act 
Amendments of 1996 and Office of Management and Budget 
(OMB) Circular A-133, Audits of States, Local Governments, 
and Non-Profit Organizations (June 1997 revision). This SOP 
supersedes SOP 92-9, Audits of Not-for-Profit Organizations 
Receiving Federal Awards, and part VII, "Audits of Federal Fi-
nancial Assistance," of the AICPA Audit and Accounting Guide 
Audits of State and Local Governmental Units. 

In addition to providing an overview of the auditor's respon-
sibilities in an audit of federal awards, this SOP— 

• Describes the applicability of the Single Audit Act 
Amendments of 1996 and Circular A-133. 

• Describes the auditor's responsibility for testing and 
reporting on the schedule of expenditures of federal 
awards. 

• Describes the auditor's responsibility for considering 
internal control and for performing tests of compliance 
with applicable laws, regulations, and program compli-
ance requirements under generally accepted audit-
ing standards, Government Auditing Standards, and 
Circular A-133. 

• Describes the auditor's responsibility for reporting 
and provides examples of the reports required by 
Government Auditing Standards and Circular A-133. 

• Describes the auditor's responsibility for testing and 
reporting in a program-specific audit. 

Further, this SOP incorporates guidance from the following 
documents: 

• The Single Audit Act Amendments of 1996 and Circu-
lar A-133 

• AICPA Statement on Auditing Standards No. 74, Com-
pliance Auditing Considerations in Audits of Govern-

xi 



mental Entities and Recipients of Governmental 
Financial Assistance 

Government Auditing Standards (1994 revision) 

The OMB Circular A-133 Compliance Supplement 
(June 1997 revision) 

xii 



CHAPTER 1 
Introduction and Overview 

Introduction 

Purpose and Applicability 
1.1 The purpose of this Statement of Position (SOP) is to 

provide auditors of states, local governments, and not-for-
profit organizations (NPOs) that receive federal awards 
with a basic understanding of the procedures they should 
perform and of the reports they should issue for single 
audits and program-specific audits under— 

a. The Single Audit Act Amendments of 1996 (here-
inafter referred to as the Single Audit Act or the Act).1 

b. Office of Management and Budget (OMB) Circular 
A-133, Audits of States, Local Governments, and 
Non-Profit Organizations,2 and the related OMB Cir-
cular A- 133 Compliance Supplement. 

c. The standards applicable to financial audits contained 
in the 1994 revision of Government Auditing Stan-
dards (also referred to as the Yellow Book), issued by 
the Comptroller General of the United States of the U.S. 
General Accounting Office (GAO).3 These standards 
incorporate the fieldwork and reporting standards of 
generally accepted auditing standards (GAAS)4 issued 

1. The Single Audit Act Amendments of 1996 (Public Law 104-156) was enacted into law 
in July 1996 and replaced the Single Audit Act of 1984. A reprint of the Single Audit Act 
Amendments of 1996 is included in appendix A of this SOP. 

2. Circular A-133 (as revised on June 30, 1997), is reprinted in appendix B of this SOP. 
3. The standards applicable to financial audits include the general, fieldwork, and report-

ing standards described in chapters 3, 4, and 5 of Government Auditing Standards. 

4. GAAS requirements are discussed in this SOP to the extent necessary to explain the re-
lated requirements of Government Auditing Standards. Auditors should refer to relevant 

AICPA Statements on Auditing Standards and also related Audit and Accounting Guides 
such as Not-for-Profit Organizations, Health Care Organizations, and Audits of State 
and Local Governmental Units for additional information on GAAS requirements. 

1 



by the American Institute of Certified Public Accoun-
tants (AICPA). 

1.2 This SOP provides guidance about financial and compliance 
auditing standards and requirements related to single 
audits (chapters 1 through 10) and program-specific audits 
(chapter 11) for entities (also referred to as auditees) 
subject to the Single Audit Act and Circular A-133. Applic-
able standards and requirements are promulgated by the 
OMB, GAO, and AICPA. This SOP also provides guidance 
on applicable auditing standards and requirements estab-
lished by those organizations to assist auditors in planning, 
performing, and reporting on single audits and program-
specific audits in accordance with those standards and 
requirements, and includes illustrative audit reports. Since 
Circular A-133 is the federal policy guidance to which au-
ditors are held in performing single audits, this SOP will 
primarily focus on its requirements. 

1.3 This SOP is organized by chapters in which the important 
considerations in performing single audits and program-
specific audits are discussed (see table of contents). 

1.4 This SOP is not a complete manual of procedures, nor 
should it supplant the auditor's judgment about the audit 
work required in particular situations. Because of the 
variety of federal, state, and local financial assistance 
programs and the complexity of the regulations that govern 
them, the procedures included in this SOP cannot cover all 
the circumstances or conditions that would be encoun-
tered in the audits of every entity. The auditor should use 
professional judgment to tailor his or her procedures to 
meet the conditions of the particular engagement, so that 
the audit objectives may be achieved. 

1.5 Auditors should be aware that certain states have imposed 
additional audit requirements related to state or local 
financial assistance. The guidance in this SOP does not 
extend to individual state requirements (except for the 
guidance in paragraphs 3.47, 3.48, and 6.71). Furthermore, 
pass-through entities may impose additional audit require-
ments on their subrecipients related to the financial assis-
tance passed through. The guidance in this SOP also does 
not extend to those requirements. 

2 



Definitions 
1.6 The terms used in this SOP are intended to be consistent 

with the definitions in the Single Audit Act and Circular 
A-133. Similarly, the term not-for-profit organization as 
used in this SOP is consistent with the definition of the term 
non-profit organization in Circular A-133 (see appendix B) 
and includes not-for-profit institutions of higher education, 
hospitals, and other health care providers. 

Effective Dates 
1.7 The requirements of the Single Audit Act and Circular A-133 

are effective for audits of fiscal years beginning after June 30, 
1996. This SOP also includes auditing guidance through 
AICPA Statement on Auditing Standards (SAS) No. 85, 
Management Representations (AICPA, Professional Stan-
dards, vol. 1, AU sec. 333). The effective dates of this audit-
ing guidance should be applied as provided for in the related 
literature. This SOP does not change the effective dates of 
the auditing standards, the Act, and Circular A-133. The re-
maining provisions of this SOP are applicable to audits of 
fiscal years beginning after June 30, 1996, in which the re-
lated fieldwork commences on or after March 1, 1998. Earlier 
application is encouraged. 

Objectives of a Single Audit 
1.8 A single audit has two main objectives: (a) an audit of the 

entity's financial statements and the reporting on the 
schedule of expenditures of federal awards in relation to 
those financial statements and (b) a compliance audit of 
federal awards expended during the fiscal year. Each of 
these results in the preparation and issuance of certain 
audit reports (see paragraph 2.7 for a more detailed de-
scription of the audit objectives). 

Audit of Entity's Financial Statements and Reporting on 
the Schedule of Expenditures of Federal Awards 

1.9 The financial statement audit required by Circular A-133 is 
performed in accordance with the standards applicable to 
financial audits contained in Government Auditing Stan-
dards and GAAS, and it results in the auditor reporting on 

3 



the entity's financial statements and on the scope of the au-
ditor's testing of compliance and internal control over 
financial reporting and presents the results of those tests. 
The primary sources of guidance and standards regarding 
financial statement audits are the AICPA Statements on 
Auditing Standards (SASs), particularly SAS No. 74, Com-
pliance Auditing Considerations in Audits of Governmental 
Entities and Recipients of Governmental Financial Assis-
tance (AICPA, Professional Standards, vol. 1, AU sec. 
801); Government Auditing Standards; and the following 
AICPA Audit and Accounting Guides, as applicable: Not-
for-Profit Organizations, Audits of State and Local Gov-
ernmental Units, Health Care Organizations, and Audits 
of Colleges and Universities.5 Refer to chapter 4 for a more 
detailed discussion of financial statement audit considera-
tions under Circular A-133. Guidance on reporting on the 
schedule of expenditures of federal awards is provided in 
SAS No. 29, Reporting on Information Accompanying the 
Basic Financial Statements in Auditor-Submitted Docu-
ments (AICPA, Professional Standards, vol. 1, AU sec. 
551). Refer to chapter 5 for a more detailed discussion of 
the schedule of expenditures of federal awards. 

Compliance Audit of Federal Awards 

1.10 Under Circular A-133, the auditor has additional testing and 
reporting responsibilities for compliance, as well as inter-
nal control over compliance, beyond a financial statement 
audit performed in accordance with Government Auditing 
Standards and GAAS. The compliance audit of federal 
awards expended during the fiscal year provides a basis for 
issuing an additional report on compliance related to major 
programs and on internal control over compliance.6 The var-
ious types of federal awards and payment methods are de-
scribed in paragraphs 1.17 through 1.23. Compliance 
auditing considerations applicable to major programs and 
internal control over compliance are discussed in chapters 
6 and 8. Reporting is discussed in chapter 10. 

5. Auditors should note that although Audits of Colleges and Universities has been super-
seded by Not-for-Profit Organizations, it continues to be applicable in a governmental 
environment (that is, public institutions). 

6. A major program is defined in Circular A-133. See the discussion of the determination 
of major programs in chapter 7. 

4 



Adherence to Professional Standards 
and Requirements 
1.11 The auditor should be aware that AICPA Ethics Interpreta-

tion 501-3, Failure to Follow Standards and/or Procedures 
or Other Requirements in Governmental Audits, states 
that when an auditor undertakes an audit of government 
grants or recipients of government monies and agrees to 
follow specified government audit standards, guides, proce-
dures, statutes, rules, and regulations, he or she is oblig-
ated to follow these standards or guidelines in addition to 
GAAS. Failure to do so is an act discreditable to the profes-
sion and a violation of rule 501 of the AICPA Code of Pro-
fessional Conduct, unless it is disclosed in the auditor's 
report that these rules were not followed and the reasons 
for doing so are given. 

Relationship of the Single Audit Act, Circular A-133, 
Government Auditing Standards, and GAAS 
1.12 The Single Audit Act Amendments of 1996 were enacted to 

streamline and improve the effectiveness of audits of fed-
eral awards and to reduce the audit burden on states, local 
governments, and NPOs. Those goals were achieved, in 
part, by increasing the dollar threshold for requiring a sin-
gle audit to $300,000 in federal awards expended from 
$25,000 in federal awards received and introducing a risk-
based approach for determining which federal programs 
are to be considered major programs (see paragraph 2.2 for 
a further discussion of the audit threshold). The Single 
Audit Act requires single audits and program-specific au-
dits of federal awards to be performed in accordance with 
Government Auditing Standards,7 and gives the Director 
of OMB the authority to develop government-wide guide-
lines and policy on performing audits to comply with the 
Act. The OMB established audit guidelines and policy in 

7. Government Auditing Standards includes standards for financial audits as well as for 
performance audits. The references to Government Auditing Standards in this SOP en-
compass only the standards applicable to financial audits and not the performance audit 
standards (see note 3). However, Government Auditing Standards states that auditors 
should follow, as appropriate, the report contents standards for objectives, scope, and 
methodology; audit results; the view of responsible officials; and its report presentation 
standards. A discussion of these standards is contained in the performance auditing stan-
dards in chapter 7 of Government Auditing Standards (see paragraph 10.21). 
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Circular A-133, which was revised and issued June 30, 1997,8 

and establishes a uniform system of auditing states, local gov-
ernments, and NPOs that expend federal awards. (Chapter 2 
provides an overview of Single Audit Act and Circular A-133 
requirements.) Circular A-133 has been adopted in regula-
tion by individual federal departments and agencies. 

1.13 In performing audits in accordance with the standards applic-
able to financial audits contained in Government Auditing 
Standards, the auditor assumes certain responsibilities be-
yond those of audits performed in accordance with GAAS.9 

Government Auditing Standards includes general standards, 
incorporates the fieldwork and reporting standards under 
GAAS, and includes additional fieldwork and reporting stan-
dards. Government Auditing Standards includes additional 
standards in such areas as quality control reviews, continuing 
professional education, working papers, and audit follow-up 
(see paragraphs 3.8 through 3.21 for a detailed discussion of 
the additional standards). The reporting responsibilities in 
Government Auditing Standards require additional reporting 
on compliance and on internal control over financial report-
ing (see paragraphs 3.19 through 3.21 and 10.15 through 
10.16 for a detailed discussion of the reporting requirements). 

Compliance Testing 

1.14 Table 1.1 presents the relationship among the compliance 
testing requirements of GAAS, Government Auditing Stan-
dards, the Single Audit Act, and Circular A-133. Compliance 
testing requirements are discussed in detail in chapter 6. SAS 

8. The June 30, 1997, revision to Circular A-133 superseded OMB Circular A-128, Audits 
of State and Local Governments, and all previous versions of Circular A-133. 

9. Paragraphs 21 through 23 of SAS No. 74 describe the auditor's responsibility when he or 
she has been engaged to perform an audit in accordance with GAAS and becomes 
aware that the entity is subject to an audit requirement that may not be encompassed 
in the terms of the engagement. In such a situation, SAS No. 74 requires that the audi-
tor communicate to management and the audit committee, or to others with equivalent 
authority or responsibility, that an audit in accordance with GAAS alone may not sat-
isfy the relevant legal, regulatory, or contractual requirements. That communication 
may be oral or written. However, if the communication is oral, the auditor should doc-
ument the communication in the working papers. The auditor should consider how the 
client's actions in response to such a communication relate to other aspects of the 
audit, including the potential effect on the financial statements and on the auditor's re-
port on those financial statements. Specifically, the auditor should consider manage-
ment's actions in relation to the guidance in SAS No. 54, Illegal Acts by Clients (AICPA, 
Professional Standards, vol.1, AU sec. 317), and SAS No. 82, Consideration of Fraud in 
a Financial Statement Audit (AICPA, Professional Standards, vol.1, AU sec. 316). 
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No. 74 provides general guidance on the auditor's responsibil-
ity for compliance auditing under GAAS, Government Audit-
ing Standards, and federal audit requirements. In SAS No. 
54, Illegal Acts by Clients (AICPA, Professional Standards, 
vol. 1, AU sec. 317), the auditor's responsibility in a GAAS 
audit for considering laws and regulations and how they af-
fect the financial statement audit is described. SAS No. 82, 
Consideration of Fraud in a Financial Statement Audit 
(AICPA, Professional Standards, vol. 1, AU sec. 316), and SAS 
No. 47, Audit Risk and Materiality in Conducting an Audit 
(AICPA, Professional Standards, vol. 1, AU sec. 312), as 
amended by SAS No. 82, describe the auditor's responsibility 
in a GAAS audit for the consideration of fraud and errors. 

Internal Control Consideration 

1.15 Table 1.2 presents the relationship among the requirements 
to consider internal control under GAAS, Government Au-
diting Standards, the Single Audit Act, and Circular A-133. 
Internal control requirements are discussed in detail in 
chapters 4 and 8. 

TABLE 1.1 Compliance Testing 
Fieldwork 

Responsibilities 
Reporting 

Responsibilities 

Generally 
accepted 
auditing 
standards 

Design the audit to provide 
reasonable assurance that 
the financial statements are 
free of material misstatements 
resulting from violations of 
laws and regulations that 
have a direct and material 
effect on the determination 
of financial statement 
amounts in accordance with 
SAS No. 54, Illegal Acts by 
Clients, as described in SAS 
No. 74, Compliance Auditing 
Considerations in Audits of 
Governmental Entities and 
Recipients of Governmental 
Financial Assistance, and 
to provide reasonable 
assurance about whether the 
financial statements are free 
of material misstatements 
(whether caused by error or 

Requires the auditor to 
adequately inform the audit 
committee or others with 
equivalent authority and 
responsibility about any 
illegal acts that the auditor 
becomes aware of during the 
audit unless they are clearly 
inconsequential. Whenever 
the auditor has determined 
that there is evidence that 
fraud may exist, that matter 
should be brought to the 
attention of an appropriate 
level of management. Fraud 
involving senior management 
and fraud that causes a mate-
rial misstatement of the 
financial statements should 
be reported directly to the 
audit committee. When the 
auditor identifies fraud risk 

continued 
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TABLE 1.1 Compliance Testing (continued) 
Fieldwork 

Responsibilities 

fraud), as described in SAS 
No. 82, Consideration of 
Fraud in a Financial State-
ment Audit, and SAS No. 47, 
Audit Risk and Materiality 
in Conducting an Audit. 

Government Same responsibilities as 
Auditing required by GAAS, but 
Standards Government Auditing 

Standards specifically states 
that auditors should design 
the audit to provide reasonable 
assurance of detecting material 
misstatements resulting from 
noncompliance with provisions 
of contracts or grant agreements 
that have a direct and material 
effect on the determination of 
financial statement amounts. 

Single Audit Determine whether the entity 
Act and complied with laws, regulations, 
Circular and the provisions of contracts 
A-133 or grant agreements pertaining 

to federal awards that have a 
direct and material effect on 
each major program. 

Reporting 
Responsibilities 

factors that have continuing 
control implications, the 
auditor should communicate 
those factors that are consid-
ered reportable conditions to 
senior management and the 
audit committee. See SAS No. 
82, paragraphs 38 through 40, 
for an additional discussion 
of the reporting requirements 
of SAS No. 82. 

Requires a written report 
describing the scope of the 
auditor's testing of compliance 
with laws and regulations and 
presenting the results of those 
tests (additional details on 
the reporting responsibilities 
are included in paragraphs 
10.15, 10.16, and 10.21 
through 10.25). 

Requires the auditor to 
express an opinion on whether 
the entity complied with laws, 
regulations, and with the 
provisions of contracts or 
grant agreements which could 
have a direct and material 
effect on each major program 
and, where applicable, refer 
to a separate schedule of 
findings and questioned costs. 

TABLE 1.2 Internal Control Responsibilities 
Fieldwork 

Responsibilities 

Generally Obtain an understanding of 
accepted internal control over financial 
auditing reporting sufficient to plan the 
standards audit by performing proce-

dures to understand both the 
design of controls relevant to 
an audit of financial state-
ments and whether they have 

Reporting 
Responsibilities 

Requires the auditor to 
communicate, either orally 
or in writing, any reportable 
conditions as described in 
SAS No. 60, Communication 
of Internal Control Related 
Matters Noted in an Audit. 
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Fieldwork 
Responsibilities 

Reporting 
Responsibilities 

been placed in operation, and 
assess control risk, in accor-
dance with SAS No. 55, 
Consideration of Internal 
Control in a Financial 
Statement Audit, as amended 
by SAS No. 78, Consideration 
of Internal Control in a 
Financial Statement Audit: 
An Amendment to SAS No. 55. 
Same responsibilities as 
GAAS. Government Auditing 
Standards provides additional 
guidance on the control 
environment, safeguarding 
controls, controls over 
compliance with laws and 
regulations, and control risk 
assessments. 

Single Audit 
Act and 
Circular 
A-133 

Requires a written report 
describing the scope of the 
auditor's testing of internal 
control and presenting the 
results of those tests. Also 
requires separate identifi-
cation and written commu-
nication of all reportable 
conditions, including those 
reportable conditions that are 
individually or cumulatively 
material weaknesses. 

Requires a written report 
on internal control over 
major programs describing 
the scope of testing internal 
control and the results of 
the tests, and, where applica-
ble, referring to a separate 
schedule of findings and 
questioned costs. 

* Circular A-133 requires the auditor to plan the audit to support a low assessed level of 
control risk for major programs; however, it does not actually require the achievement 
of a low assessed level of control risk. See paragraphs 8.16 through 8.22. 

9 

With regard to internal control 
over compliance, the auditor 
is required to do the following 
(in addition to the requirements 
of Government Auditing 
Standards): (1) perform proce-
dures to obtain an understanding 
of internal control over federal 
programs that is sufficient to 
plan the audit to support a low 
assessed level of control risk for 
major programs, (2) plan the 
testing of internal control over 
major programs to support a low 
assessed level of control risk for 
the assertions relevant to the 
compliance requirements for 
each major program,* and 
(3) perform tests of internal 
control (unless the internal 
control is likely to be 
ineffective in preventing or 
detecting noncompliance). 

Government 
Auditing 
Standards 



Reporting 

1.16 A matrix depicting the recommended auditor's reports in a 
single audit required by GAAS, Government Auditing Stan-
dards, and Circular A-133 appears in table 1.3. Reporting is 
discussed in detail in chapter 10. 

TABLE 1.3 Recommended Reporting in Single Audits 
Required by— 

Government 
Auditing Circular 

Report GAAS Standards A-133 

Opinion (or disclaimer of opinion) 
on financial statements and 
supplementary schedule of 
expenditures of federal awards 

Report on compliance and on 
internal control over financial 
reporting based on an audit of 
financial statements 

X X X 

X X 

Report on compliance and internal X 
control over compliance applicable to 
each major program (this report must 
include an opinion [or disclaimer of 
opinion] on compliance) 

Schedule of findings and questioned costs X 

Types of Federal Awards and Payment Methods 
Definition of Federal Awards 

1.17 Circular A-133 defines federal awards as federal financial 
assistance and federal cost-reimbursement contracts that 
auditees receive directly from federal awarding agencies or 
indirectly from pass-through entities. It does not include 
procurement contracts (under grants or contracts) used to 
buy goods or services from vendors. See paragraph 2.15 for a 
discussion of subrecipient and vendor determinations. 

Federal Financial Assistance—Classification and Types 

1.18 Federal sponsors have classified federal financial assistance 
into program categories in the Catalog of Federal Domestic 
Assistance (CFDA), published by the Government Printing 
Office. Circular A-133 defines federal programs as all fed-
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eral awards under the same CFDA number. Certain clusters 
of federal programs should be treated as one program for 
determining major programs. Research and development, 
student financial aid, and certain other programs are de-
fined as a cluster in the OMB Circular A-133 Compliance 
Supplement because they are closely related and share 
common compliance requirements (see paragraphs 1.26 
through 1.28 and chapters 2 and 6 for additional discussion 
of the Compliance Supplement). 

1.19 Sometimes state governments combine funding from 
different federal awards in providing assistance to their 
subrecipients when the awards are closely related pro-
grams and share common compliance requirements. In 
this case, Circular A-133 states that the state may require 
the subrecipient to treat the combined federal awards 
as a cluster of programs. See paragraph 2.18 for further 
information. 

1.20 There are over 1,000 individual grant programs and several 
distinct types of federal award payment methods. Many of 
these programs are described in the CFDA; however, 
certain programs may not be included. For example, 
contracts may not be listed in the CFDA. Circular A-133 
states that when a CFDA number is not assigned, all federal 
awards from the same agency that are made for the same 
purpose should be combined and considered one program. 

1.21 Programs in the CFDA are classified into fifteen types of 
assistance. Benefits and services are provided through 
seven financial and eight nonfinancial types of assistance. 
The following list describes the eight principal types of 
assistance that are available. 

• Formula grants. For activities of a continuing nature 
not confined to a specific project, allocations of 
money to nonfederal entities are made in accor-
dance with a distribution formula prescribed by law 
or administrative regulation. One example is the 
Department of Agriculture's award to land-grant uni-
versities for cooperative extension services. Another 
example is the Department of Justice's award to state 
and local governments for drug control and systems 
improvement. 11 



Project grants. These involve the funding (for fixed or 
known periods) of specific projects, or the delivery of 
specific services or products, without liability for 
damages resulting from a failure to perform. Project 
grants include fellowships, scholarships, research 
grants, training grants, traineeships, experimental 
and demonstration grants, evaluation grants, plan-
ning grants, technical assistance grants, construction 
grants, and unsolicited contractual agreements. 

Direct payments for specific use. Financial assistance 
is provided by the federal government directly to in-
dividuals, private firms, and other private institu-
tions to encourage or subsidize a particular activity 
by conditioning the receipt of the assistance upon 
the recipient's performance. These do not include 
solicited contracts for the procurement of goods and 
services for the federal government. 

Direct payments with unrestricted use. Financial 
assistance is provided by the federal government 
directly to beneficiaries who satisfy federal eligibility 
requirements with no restrictions imposed on how 
the money is spent. Included are payments under 
retirement, pension, and compensation programs. 

Direct loans. Financial assistance is provided through 
the lending of federal monies for a specific period of 
time, with a reasonable expectation of repayment. Such 
loans may or may not require the payment of interest. 

Guaranteed insured loans. For these programs, the 
federal government makes an arrangement to indem-
nify a lender against part of any defaults by those 
responsible for the repayment of loans. 

Insurance. Financial assistance is provided to assure 
reimbursement for losses sustained under specified 
conditions. Coverage may be provided directly by the 
federal government or through a private carrier, and 
may or may not involve the payment of premiums. 

Sale, exchange, or donation of property and goods. 
These programs provide for the sale, exchange, or 
donation of federal real property, personal property, 
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commodities, and other goods, including land, build-
ings, equipment, food, and drugs. This does not in-
clude the loan of, use of, or access to federal facilities 
or property. 

Federal Cost-Reimbursement Contracts 

1.22 The definition of federal awards also includes federal cost-re-
imbursement contracts. These are contracts with nonfederal 
entities to provide goods or services to the federal govern-
ment. These contracts are generally governed by the Federal 
Acquisition Regulations (found in part 41 of the Code of Fed-
eral Regulations) and the terms of the contracts. 

1.23 Awards may be provided to entities through reimbursement 
arrangements in which recipients bill grantors for costs as 
incurred. Some programs provide for advance payments. 
Other programs permit entities to draw cash as grant ex-
penditures are incurred. 

Determining the Scope of a Single Audit 
1.24 The scope of the auditor's work in an audit in accordance 

with Circular A-133 is determined by (a) the level of 
assessed risk associated with the federal programs and 
whether they are identified as a major program and (b) the 
compliance requirements applicable to those programs. 

Risk-Based Approach 

1.25 The audit scope depends on whether the federal awards ex-
pended are identified as relating to major programs. Circu-
lar A-133 places the responsibility for identifying major 
programs on the auditor, and it provides criteria for the au-
ditor to use in applying a risk-based approach. The audi-
tor's determination of the programs to be audited is based 
on an overall evaluation, of the risk of noncompliance oc-
curring which could be material to the individual federal 
programs. In evaluating risk, the auditor considers, among 
other things, the current and prior audit experience with 
the auditee, oversight by the federal agencies and pass-
through entities, and the inherent risk of the federal pro-
grams. Chapter 7 includes a detailed discussion of applying 
the risk-based approach to determining major programs. 
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Compliance Requirements 

1.26 Circular A-133 requires the auditor to determine whether 
the auditee has complied with laws, regulations, and the 
provisions of contracts or grant agreements that may have 
a direct and material effect on each of its major programs. 
The term compliance requirements refers to the laws, reg-
ulations, and provisions of contracts and grant agreements 
that an auditor should consider in making this determina-
tion (see chapter 6 for a more detailed discussion). 

1.27 The principal compliance requirements and suggested 
audit procedures for the largest federal programs are in-
cluded in the Compliance Supplement.10 

1.28 With regard to federal programs included in the Compli-
ance Supplement, the auditor should follow the guidance 
contained in the Compliance Supplement for testing com-
pliance requirements. The auditor should be aware that 
compliance requirements may change over time. Thus, the 
auditor should also inquire of the auditee and review the 
provisions of grant agreements to determine whether 
compliance requirements reflected in the Compliance 
Supplement have changed. If there have been changes, the 
auditor should follow the provisions of the Compliance 
Supplement as modified by the changes (see chapters 2 
and 6 for a more detailed discussion of the Compliance 
Supplement). For programs not listed in the Compliance 
Supplement, the auditor should follow Compliance Sup-
plement part 7 "Guidance for Auditing Programs Not In-
cluded in This Compliance Supplement," which instructs 
the auditor to use the types of compliance requirements (for 
example, cash management, reporting, allowable costs/cost 
principles, activities allowed or unallowed, eligibility, and 
matching, level of effort, and earmarking) contained in the 
Compliance Supplement as guidance for identifying the 
types of compliance requirements to test, and to determine 
the requirements governing the federal program by review-

10. A copy of the Compliance Supplement may be obtained from EOP Publications, Office 
of Administration, 2200 NEOB, Washington, D.C. 20503; (202) 395-7332. It is also 
available from the OMB's home page at http://www.whitehouse.gov/WH/EOP/omb, 
under the captions "OMB Documents," and then "Grants Management," and the Office 
of Inspector General home page at http://www.ignet.gov. 14 

http://www.vvhitehouse.gov/WH/EOP/omb
http://www.ignet.gov


ing the provisions of contracts and grant agreements and 
the laws and regulations referred to in such contracts and 
grant agreements. 

1.29 In addition, some agencies have developed audit guides or 
supplements related to their programs. Auditors should con-
sult with the applicable federal agency to determine the avail-
ability of agency-prepared supplements or audit guides. This 
guidance, where applicable, may be obtained from the Office 
of Inspector General of the appropriate federal agency. 

The Auditor's Responsibilities in 
Single Audits—An Overview 

Compliance With Laws and Regulations 
1.30 In addition to the requirements of GAAS and Government 

Auditing Standards, Circular A-133 requires the auditor to 
provide an opinion on whether the auditee complied with 
laws, regulations, and the provisions of contracts or grant 
agreements that may have a direct and material effect on 
each of its major programs. The auditor's responsibility for 
compliance auditing is discussed further in chapter 6. The 
required reporting and the schedule of findings and ques-
tioned costs are discussed in chapter 10. 

Internal Control Over Compliance 
Planning 

1.31 In a single audit, the auditor must obtain an understanding of 
the design and operation of internal control over compliance 
with requirements that could have a direct and material effect 
on a major program. The auditor's work in this area is in addi-
tion to the consideration of internal control over financial re-
porting that is part of a financial statement audit. Specifically, 
the auditor must obtain an understanding of internal control 
over compliance that is sufficient to plan the audit to support 
a low assessed level of control risk for major programs. 

Testing 

1.32 Circular A-133 also requires auditors to test internal con-
trol over compliance by implementing the planned tests. 
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Evidence gained from the tests of controls relevant to com-
pliance requirements may be used by the auditor to deter-
mine the nature, timing, and extent of the testing required 
to express an opinion on compliance with requirements 
applicable to major programs. The requirements and audi-
tor responsibilities associated with internal control over 
compliance in a single audit are discussed in chapter 8. 
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CHAPTER 2 
Overview of the Single Audit Act, 
Circular A-133, and the OMB Circular 
A-133 Compliance Supplement 

2.1 This chapter provides an overview of the significant require-
ments and guidance in the Single Audit Act, Circular A-133, 
and the OMB Circular A-133 Compliance Supplement. Be-
cause Circular A-133 incorporates the requirements of the 
Single Audit Act and provides additional guidance, the re-
quirements of the Act and Circular A-133 are discussed to-
gether as one in this SOP. Accordingly, references to Circular 
A-133 also include the requirements of the Single Audit Act. 
Auditors should refer to the Single Audit Act, Circular A-133, 
and the Compliance Supplement for a complete understand-
ing of the requirements. The Single Audit Act and Circular 
A-133 are reprinted in appendixes A and B, respectively. See 
note 10 of chapter 1 for instructions on how to obtain a copy 
of the Compliance Supplement. 

Single Audit Act and Circular A - 1 3 3 
Requirements 

General Audit Requirements 
Audit Threshold 

2.2 Entities that expend $300,000 or more in a fiscal year in 
federal awards are subject to the Single Audit Act and Cir-
cular A-133 and, therefore, must have a single or program-
specific audit. Entities expending awards under only one 
program (excluding research and development [R&D]) may 
elect to have a program-specific audit if the program's laws, 
regulations, or grant agreements do not require a financial 
statement audit. A program-specific audit may not be 
elected for R&D unless (a) all expenditures are for awards 
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received from the same federal agency or from the same fed-
eral agency and the same pass-through entity and (b) ad-
vance approval is obtained (see chapter 11 for additional 
guidance on program-specific audits). Entities that expend 
less than $300,000 in a fiscal year in federal awards are ex-
empt from audit requirements in the Single Audit Act and 
Circular A-133. However, those entities are not exempt from 
other federal requirements (including those to maintain 
records) concerning federal awards provided to the entity. 
Such records must be available for review or audit by appro-
priate officials of a federal agency, pass-through entity, and 
the GAO. The Single Audit Act provides that, every two 
years, the OMB may review the amount for requiring audits 
and may raise the dollar threshold amount above $300,000. 

Applicable Standards and Covered Entity 

2.3 Circular A-133 audits must be conducted by an indepen-
dent auditor1 in accordance with Government Auditing 
Standards, and they must cover the entire operations of 
the auditee or, at the option of the auditee, the audit may 
include a series of audits that cover departments, agencies, 
and other organizational units that expended or otherwise 
administered federal awards during the fiscal year, pro-
vided that each audit encompasses the financial state-
ments and the schedule of expenditures of federal awards 
for each such department, agency, and organizational unit 
(see paragraph 3.25 for a more detailed discussion of this 
requirement). 

Relation to Other Audit Requirements 

2.4 A Circular A-133 audit is deemed to be in lieu of any fi-
nancial audit of federal awards that an entity is required to 
undergo under any other federal law or regulation. How-
ever, notwithstanding a Circular A-133 audit, a federal 
agency (including its Inspectors General or GAO) may 
conduct or arrange for additional audits (for example, fi-
nancial audits, performance audits, evaluations, inspec-
tions, or reviews) that are necessary to carry out their 

1. The Single Audit Act defines "independent auditor" as (a) an external state or local 
government auditor who meets the independence standards included in Government 
Auditing Standards or (b) a public accountant who meets such independence standards. 
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responsibilities under federal law or regulation. Any addi-
tional audits should be planned and performed in such a 
way as to build upon work performed by auditors. A fed-
eral agency that conducts or contracts for additional au-
dits must arrange for funding the full cost of such 
additional audits. See paragraph 2.19 for a discussion of 
the federal agency option to request certain programs to 
be audited as major programs. 

Frequency of Audits 
2.5 Circular A-133 audits must be performed annually unless 

an auditee meets one of the following criteria that would 
allow it to have biennial audits (biennial audits should 
cover both years within the biennial period): 

• State or local governments that are required by 
constitution or statute (in effect on January 1, 1987) 
to undergo audits less frequently than annually are 
permitted to have Circular A-133 audits performed 
biennially. This requirement must still be in effect 
for the biennial period under audit. 

• NPOs that had biennial audits for all biennial periods 
ending between July 1, 1992, and January 1, 1995, 
are permitted to have Circular A-133 audits per-
formed biennially. 

Non-U.S.-Based Entities 

2.6 Circular A-133 does not apply to non-U.S.-based entities 
expending federal awards received either directly as a recip-
ient or indirectly as a subrecipient. For example, if a federal 
agency provides financial assistance to an orphanage oper-
ated by a foreign government, Circular A-133 would not 
apply. However, the circular does apply to expenditures 
made by U.S.-based entities outside of the United States and 
by foreign branches of U.S.-based entities. For example, if a 
university based in the United States receives a federal 
award for travel and a three-month residence in a foreign 
country to conduct research, Circular A-133 would apply to 
the travel and the related research costs incurred in the 
foreign country. Another example would be a hospital that 
receives a federal award to perform medical research in a 
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foreign country. If the research is conducted in the hospital's 
research laboratory based in the foreign country, the federal 
award would be subject to an audit under Circular A-133. 

Audit Objectives and Reporting Matters 
Audit Objectives 

2.7 In a single audit, the auditor's objectives are to— 

• Determine whether the financial statements of the 
auditee are presented fairly in all material respects 
in conformity with generally accepted accounting 
principles. (Note that Circular A-133 does not pre-
scribe the basis of accounting that must be used by 
auditees to prepare their financial statements. See 
paragraphs 4.2 and 4.3 for a further discussion.) 

• Determine whether the schedule of expenditures of 
federal awards is presented fairly in all material re-
spects in relation to the auditee's financial statements 
taken as a whole. 

• Obtain an understanding of the internal control over 
compliance for each major program, assess the con-
trol risk, and perform tests of those controls unless 
the controls are deemed to be ineffective (the auditor 
must perform procedures to obtain an understanding 
of internal control over federal programs that is suffi-
cient to plan the audit to support a low assessed level 
of control risk for each major program). 

• Determine whether the auditee has complied with 
laws, regulations, and the provisions of contracts or 
grant agreements pertaining to federal awards that 
may have a direct and material effect on each of its 
major programs. 

Audit Reports 
2.8 Section 505 of Circular A-133 includes specific auditor re-

porting requirements. Those requirements are summarized 
in paragraph 10.3. See paragraphs 10.8 through 10.10 for a 
description of the reports illustrated in this SOP to meet the 
reporting requirements of Circular A-133. 
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Timing of the Submission of the Report 

2.9 The audit should be completed and the data collection form 
and the reporting package (described in paragraphs 2.24, 
2.25, and 10.6 through 10.7), including the auditor's reports, 
should be submitted by the auditee (to the federal clearing-
house designated by the OMB) within the earlier of thirty 
days after receipt of the auditor's reports or nine months after 
the end of the audit period, unless a longer period is agreed to 
in advance by the cognizant or oversight agency for audit (see 
paragraphs 10.74 through 10.79 for a further discussion).2 

Audit Follow-Up 

2.10 Circular A-133 requires the auditor to follow up on prior 
audit findings, perform procedures to assess the reason-
ableness of the summary schedule of prior audit findings 
prepared by the auditee, and report as a current-year audit 
finding, when the auditor concludes that the summary 
schedule of prior audit findings materially misrepresents 
the status of any prior audit finding. (See paragraphs 3.24 
and 6.61 through 6.67 for a further discussion of the auditor's 
responsibility for audit follow-up). 

Auditor Selection and Audit Costs 
Procurement of Audit Services and Restriction on Auditors 
Who Prepare Indirect Cost Proposals 

2.11 Circular A-133 also establishes guidance on the procure-
ment of audit services, as well as guidance on the restric-
tions on the selection of auditors who also prepare the 
indirect cost proposal or cost allocation plan. Auditors who 
prepare the indirect cost proposal or cost allocation plan 
may not also be selected to perform the Circular A-133 
audit if the indirect costs recovered by the auditee during 
the prior year exceeded million.3 See paragraph 3.52 for 
additional information on this restriction. 

2. Auditors should note that there is a delayed implementation for this requirement. 
Therefore, for fiscal years beginning on or before June 30, 1998, the audit must be 
completed and the data collection form and the reporting package should be submitted 
(to the federal clearinghouse designated by the OMB) within the earlier of thirty days 
after receipt of the auditor's report or thirteen months after the end of the audit period. 

3. The implementation date for this provision is for audits of fiscal years beginning after 
June 30, 1998. 
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Audit Costs 

2.12 Circular A-133 provides guidance on whether the charging of 
audit costs to federal awards may be allowed. Unless prohibited 
by law, the costs of Circular A-133 audits are allowable charges 
to federal awards. The charges may be considered a direct cost 
or an allocated indirect cost, as determined in accordance with 
the provisions of applicable OMB Cost Principles Circulars, the 
Federal Acquisition Regulation, or other applicable cost princi-
ples or regulations. The costs of single audits that are not con-
ducted in accordance with Circular A-133 are unallowable. 
Furthermore, audit costs associated with Circular A-133 audits 
of entities that expend less than $300,000 per year in federal 
awards are unallowable. However, this provision does not pro-
hibit pass-through entities from charging federal awards for the 
costs of limited-scope audits to monitor its subrecipients. See 
paragraph 9.32 for further information on the allowability of 
audit costs associated with limited-scope audits. With regard to 
the amount of audit cost that can be charged to a federal 
award, the Single Audit Act states that in the absence of docu-
mentation demonstrating a higher actual cost, the percentage 
of the cost of single audits charged to federal awards by an en-
tity may not exceed the ratio of total federal awards expended 
to the entity's total expenditures for the fiscal year. 

Basis for Determining When Federal Awards 
Are Expended 
2.13 The determination of when an award is expended is based on 

when the activity related to the award occurs. In general, the 
activity pertains to events that require the auditee to comply 
with laws, regulations, and the provisions of contracts or 
grant agreements. Such events include the following: 

• Expenditure/expense transactions associated with 
grants, cost reimbursement contracts, cooperative 
agreements, and direct appropriations 

• The disbursement of funds passed through to sub-
recipients 

• The use of loan proceeds under loan and loan-guar-
antee programs 
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The receipt of property 

• The receipt of surplus property 

• The receipt or use of program income 

• The distribution or consumption of food commodities 

• The disbursement of amounts entitling the auditee 
to an interest subsidy 

• The period when insurance is in force 

2.14 Circular A-133 provides specific guidance on the basis of 
determining federal awards expended for the following 
noncash items (see paragraphs 5.13 through 5.15 for 
additional discussion): 

• Loans and loan guarantees, including those at institu-
tions of higher education 

• Prior loans and loan guarantees 

• Endowment funds 

• Free rent 

• Noncash assistance, such as free rent, food stamps, 
food commodities, donated property, or donated 
surplus property 

• Medicare payments to a nonfederal entity for providing 
patient care services 

• Medicaid payments to a subrecipient for providing 
patient care services 

Subrecipient and Vendor Determinations 
2.15 An auditee may be a recipient, a subrecipient, and a vendor. 

Federal awards expended as a recipient or a subrecipient 
are subject to audit under Circular A-133. The payments 
received for goods or services provided as a vendor would 
not be considered federal awards. Circular A-133 provides 
specific guidance on determining whether payments con-
stitute a federal award or a payment for goods and services. 
This guidance is discussed further in chapter 9. 
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Major Program Determination 
Risk-Based Approach 

2.16 Circular A-133 requires the auditor to use a risk-based ap-
proach to determine which federal programs are major 
programs. The risk-based approach includes consideration 
of current and prior audit experience, oversight by federal 
agencies and pass-through entities, and the inherent risk of 
the federal programs. This risk-based approach and the de-
termination of major programs are discussed in chapter 7. 

Low-Risk Auditee 

2.17 Circular A-133 contains certain criteria for considering an 
auditee to be a low-risk auditee. A low risk-auditee is eligi-
ble for reduced audit coverage. It should be noted that low-
risk auditee is a term defined in Circular A-133 for the 
purpose of applying the percentage-of-coverage rule (see 
paragraphs 7.24 and 7.25) in the risk-based approach. It 
does not imply or require the auditor to assess audit risk or 
any of its components as low for an entity that meets the 
Circular A-133 definition of a low-risk auditee. 

Cluster of Programs 

2.18 OMB Circular A-133 defines a cluster of programs as a group-
ing of closely related federal programs that share common 
compliance requirements. The types of clusters of programs 
are R&D, student financial aid (SFA), and other clusters. 
"Other clusters" are defined by the OMB in the Compliance 
Supplement or are designated as such by a state for the federal 
awards the state provides to its subrecipients that meet the de-
finition of a cluster of programs. When a state designates fed-
eral awards as an "other cluster," it must also identify the 
federal awards included in the cluster and advise the subrecip-
ients of the compliance requirements applicable to the cluster. 
A cluster of programs should be considered as one program for 
determining major programs and (with the exception of R&D), 
whether a program-specific audit may be elected. 

Federal Agency Selection of Additional Major Programs 

2.19 A federal agency may request an auditee to have a particular 
federal program audited as a major program in lieu of the 
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federal agency conducting or arranging for additional audits. 
To allow for planning, such requests should be made at least 
180 days prior to the end of the fiscal year to be audited. 
After consultation with its auditor, the auditee should 
promptly respond to such a request by informing the federal 
agency whether the program would otherwise be audited as 
a major program using the risk-based approach (described in 
chapter 7) and, if not, the estimated incremental cost. The 
federal agency must then promptly confirm to the auditee 
whether it wants the program audited as a major program. If 
the program is to be audited as a major program based upon 
the federal agency request, and the federal agency agrees to 
pay the full incremental costs, then the auditee must have 
the program audited as a major program. This approach may 
also be used by pass-through entities for a subrecipient. 

Auditee Responsibilities 
Preparation of Appropriate Financial Statements 

2.20 Circular A-133 requires auditees to prepare financial state-
ments that reflect their financial position, the results of op-
erations or changes in net assets, and, where appropriate, 
cash flows for the fiscal year audited. The financial state-
ments must be for the same organizational unit and fiscal 
year that is chosen to meet the requirements of Circular A-
133. However, organization-wide financial statements may 
also include departments, agencies, and other organiza-
tional units that have separate audits in accordance with 
Circular A-133 and prepare separate financial statements 
(see paragraph 3.25 for a further discussion). Circular A-
133 also requires auditees to prepare a schedule of expen-
ditures of federal awards for the period covered by the 
financial statements. (The schedule of expenditures of fed-
eral awards is discussed in chapter 5.) 

Summary Schedule of Prior Audit Findings 

2.21 The auditee is also required to prepare a summary schedule 
of prior audit findings. The schedule should report the sta-
tus of all audit findings included in the prior audit's sched-
ule of findings and questioned costs relative to federal 
awards. It should also include audit findings reported in the 
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prior audit's summary schedule of prior audit findings, ex-
cept audit findings that have been corrected or are no 
longer valid. See paragraphs 10.68 through 10.70 for a fur-
ther discussion of this schedule. 

Other Responsibilities 

2.22 In addition to the responsibilities described in paragraphs 
2.20 and 2.21, Circular A-133 establishes certain other 
responsibilities for auditees, including the following: 

• Identifying in its accounts all federal awards received 
and expended and the federal programs under which 
they were received, including, as applicable, the 
CFDA title and number, the award number and year, 
the name of the federal agency, and the name of the 
pass-through entity 

• Establishing and maintaining effective internal control 
over compliance for federal programs that provides rea-
sonable assurance that the auditee is managing federal 
awards in compliance with laws, regulations, and the 
provisions of contracts or grant agreements that could 
have a material effect on each of its federal programs 

• Complying with laws, regulations, and the provisions 
of contract or grants agreements related to each of 
its federal programs 

• Ensuring that the audits required by Circular A-133 
are properly performed and submitted when due 

• Following up and taking corrective action on audit 
findings (including the preparation of a summary 
schedule of prior audit findings (see paragraph 2.21) 
and a corrective action plan (see paragraph 2.26); cor-
rective action should be initiated within six months 
after the receipt of the audit report and proceed as 
rapidly as possible 

Responsibility for Compliance at the Financial Statement 
Level and for Internal Control Over Financial Reporting 

2.23 Although not specifically stated in Circular A-133, the 
auditee is also responsible for complying with the require-
ments of laws, regulations, and the provisions of contracts 
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or grant agreements that could have a material effect on 
the financial statements and for establishing and maintain-
ing effective internal control over financial reporting. 
These responsibilities support the requirements of Gov-
ernment Auditing Standards. 

Reporting Package 

2.24 The auditee is also required to submit a reporting package 
that includes financial statements and a schedule of expen-
ditures of federal awards (see paragraph 2.20 and chapters 
4 and 5), the summary schedule of prior audit findings (see 
paragraph 2.21), the auditor's reports (see paragraph 2.8), 
and a corrective action plan (see paragraph 2.26). Al-
though not part of the reporting package, the submission of 
the report must also include the data collection form de-
scribed in paragraph 2.25. The report submission require-
ments of Circular A-133 are described in paragraphs 2.9 
and 10.74 through 10.79. Auditees must keep one copy of 
the data collection form and the reporting package on file 
for three years from the date of submission to the federal 
clearinghouse. Furthermore, unless restricted by law or 
regulation, the auditee is required to make copies of the 
data collection form and the reporting package available 
for public inspection. 

Data Collection Form 

2.25 The auditee is required to complete and sign certain sec-
tions of a data collection form which states whether the 
audit was completed in accordance with Circular A-133 
and provides information about the auditee, its federal pro-
grams, and the results of the audit. The auditor is also re-
quired to complete and sign certain sections of this form. 
See paragraphs 10.71 through 10.73 for a further discus-
sion of the data collection form. 

Corrective Action Plan 
2.26 At the completion of the audit, the auditee should prepare a 

corrective action plan to address each audit finding included 
in the current year's auditor's reports. See paragraphs 10.68 
through 10.70 for a further discussion of the corrective 
action plan. 
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Federal Awarding Agency Responsibilities 
2.27 For federal agencies that provide federal awards to recipients, 

Circular A-133 establishes certain responsibilities including 
the following: 

• Identifying the federal awards made by informing 
each recipient of the CFDA title and number, the 
award name and number, the award year, and if the 
award is for R&D. When some of this information is 
not available, the federal agency must provide infor-
mation necessary to clearly describe the federal award 

• Advising recipients of the requirements imposed on 
them by federal laws, regulations, and the provisions 
of contracts or grant agreements 

• Ensuring that audits are completed and reports are 
received in a timely manner and in accordance with 
the requirements of Circular A-133 

• Providing technical advice and counsel to auditees 
and auditors as requested 

• Issuing a management decision on audit findings 
within six months after receipt of the audit report 
and ensuring that the recipient takes appropriate 
and timely corrective action 

• Assigning a person to provide annual updates of the 
Compliance Supplement to the OMB 

Pass-Through Entity Responsibilities 
2.28 Pass-through entities have many responsibilities that are 

similar to those of federal awarding agencies. See chapter 9 
for a detailed description of the responsibilities of pass-
through entities. 

Cognizant Agency for Audit 
Definition 

2.29 Circular A-133 defines the cognizant agency for audit as a 
federal agency designated to carry out the federal responsi-
bilities with regard to a single audit. For recipients expend-
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ing more than $25 million a year in federal awards, the cog-
nizant agency for audit will be the federal awarding agency 
that provides the predominant amount of direct funding to 
the recipient unless the OMB makes a specific cognizant 
agency for audit assignment. The determination of the pre-
dominant amount of direct funding is based on the direct 
federal awards expended by a recipient during its fiscal 
year ending in 1995, 2000, 2005, and every fifth year 
thereafter. For example, the audit cognizance for periods 
ending in 1997 through 2000 will be determined based on 
the federal awards expended in 1995.4 Audit cognizance 
can be reassigned if both the old and the new federal agen-
cies notify the auditee (and, if known, the auditor), of the 
change within thirty days of the reassignment. A recipient 
may have one federal agency responsible for audit cog-
nizance and another federal agency responsible for the ne-
gotiation of indirect costs. 

Responsibilities 

2.30 Circular A-133 states that a cognizant agency for audit is 
responsible for— 

• Providing technical audit advice and liaison to audi-
tees and auditors. 

• Considering auditee requests for extensions to the 
report submission due date. The cognizant agency 
for audit may grant extensions for good cause. 

• Obtaining or conducting quality control reviews of 
selected audits made by nonfederal auditors and 
providing the results, when appropriate, to other 
interested organizations. 

• Promptly informing other affected federal agencies 
and appropriate federal law enforcement officials of 
any direct reporting by the auditee or its auditor of 
irregularities or illegal acts, as required by Govern-
ment Auditing Standards or laws and regulations. 

4. It should be noted that for states and local governments that expend more than $25 
million a year in federal awards and have previously assigned cognizant agencies for 
audit, the requirements in this paragraph are not effective until fiscal years beginning 
after June 30, 2000. 
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• Advising the auditor and, where appropriate, the audi-
tee of any deficiencies found in the audits when the de-
ficiencies require corrective action by the auditor. 
When advised of deficiencies, the auditee should work 
with the auditor to take corrective action. If corrective 
action is not taken, the cognizant agency for audit 
must notify the auditor, the auditee, and the applicable 
federal awarding agencies and pass-through entities of 
the facts and make recommendations for follow-up ac-
tion. Major inadequacies or repeated substandard per-
formance by auditors will be referred to appropriate 
state licensing agencies and professional bodies for dis-
ciplinary action. 

• Coordinating, to the extent practicable, the audits or 
reviews made by or for federal agencies that are in 
addition to audits under Circular A-133, so that the 
additional audits or reviews build upon the Circular 
A-133 audits performed. 

• Coordinating a management decision for audit findings 
that affect the federal programs of more than one 
federal agency. 

• Coordinating the audit work and reporting responsi-
bilities among auditors, to achieve the most cost-
effective audit. 

For biennial audits, the cognizant agency for audit is also 
responsible for considering auditee requests to qualify as a 
low-risk auditee. 

Oversight Agency for Audit 
Definition 

2.31 An auditee that does not have a designated cognizant agency 
for audit that (that is, one that expends $25 million or less in 
federal awards) will have an oversight agency for audit. Circu-
lar A-133 defines the oversight agency for audit as a federal 
awarding agency that provides the predominant amount of di-
rect funding to a recipient not assigned a cognizant agency for 
audit (see paragraphs 2.29 and 2.30). When there is no direct 
funding, the federal agency with the predominant indirect 
funding is required to assume the oversight responsibilities. 
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Responsibilities 

2.32 Circular A-133 describes the duties of oversight agencies for 
audit. The responsibilities of an oversight agency for audit are 
not as broad as those of a cognizant agency for audit. However, 
an oversight agency's primary responsibility is to provide 
technical advice to auditees and auditors when it is requested. 
An oversight agency may assume all or some of the responsi-
bilities normally performed by a cognizant agency for audit. 

Program-Specific Audits 
2.33 Circular A-133 provides general guidance on performing 

program-specific audits. In many cases, a program-specific 
audit guide will be available from the federal agency's Of-
fice of Inspector General. The audit guide will provide spe-
cific guidance to the auditor with respect to internal control, 
compliance requirements, suggested audit procedures, and 
audit reporting requirements. When a program-specific 
audit guide is not available, the auditee and auditor have 
basically the same responsibilities for the federal program 
as they would have for an audit of a major program in a sin-
gle audit. Program-specific audits are discussed further in 
chapter 11. 

OMB Circular A-133 Compilante Supplement 
2.34 The Compliance Supplement is based on the requirements 

of the Single Audit Act and Circular A-133, which provide 
for the issuance of a compliance supplement to assist audi-
tors in performing the required audits. The Compliance 
Supplement serves to identify existing compliance require-
ments that the federal government expects to be considered 
as part of an audit in accordance with the Single Audit Act 
and Circular A-133. For the programs included in the Com-
pliance Supplement, it provides a source of information for 
auditors to understand the federal program's objectives, 
procedures, and compliance requirements relevant to the 
audit, as well as the audit objectives and suggested audit 
procedures for determining compliance with these require-
ments. It also provides guidance to assist auditors in deter-
mining compliance requirements relevant to the audit, 
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audit objectives, and suggested audit procedures for pro-
grams not included in the Compliance Supplement. For 
single audits, the Compliance Supplement replaces agency 
audit guides and other audit requirement documents for 
individual federal programs. 

2.35 The Compliance Supplement is effective for audits of fiscal 
years beginning after June 30, 1996, and supersedes the com-
pliance supplements, Audits of States and Local Govern-
ments (issued in 1990), and Audits of Institutions of Higher 
Education and Other Non-Profit Organizations (issued in 
1991). The Compliance Supplement is discussed in greater 
detail in paragraphs 1.27, 1.28, and 6.21 through 6.30. 
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CHAPTER 3 
Planning and Other Special Audit 
Considerations of Circular A-133 

3.1 In planning an audit to meet the requirements of Circular A-
133, the auditor needs to consider several matters in addi-
tion to those ordinarily associated with an audit of financial 
statements in accordance with GAAS and Government Au-
diting Standards.1 In this chapter the overall planning con-
siderations in a single audit conducted in accordance with 
Circular A-133 are discussed. Many of these planning con-
siderations are also applicable in a program-specific audit. 
Program-specific audits are discussed in detail in chapter 11. 

3.2 The following matters are relevant to the planning of a 
single audit: 

• Satisfying Circular A-133 requirements and other 
relevant legal, regulatory, or contractual require-
ments (see paragraphs 3.3 through 3.5) 

• Establishing an understanding with the auditee (see 
paragraphs 3.6 through 3.7) 

• Satisfying the additional requirements of Govern-
ment Auditing Standards (see paragraphs 3.8 
through 3.21) 

• Satisfying the additional requirements of the Single 
Audit Act and Circular A-133 regarding working papers 
and audit follow-up (see paragraphs 3.22 through 3.24) 

• Defining the entity to be audited (see paragraph 3.25) 

• Determining the audit period (see paragraphs 3.26 
and 3.27) 

1. In AICPA Professional Standards, AU section 311, "Planning and Supervision," the 
auditor's responsibilities for planning and supervision in an audit of financial state-
ments in accordance with GAAS are described. Paragraphs 4.6 and 4.7 of Government 
Auditing Standards describe its planning requirements. 
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• Initial-year audit considerations (see paragraphs 
3.28 and 3.29) 

• The timing of the completion of the audit and report-
ing submission deadlines (see paragraph 3.30) 

• Determining the major programs to be audited (see 
paragraph 3.31) 

• The preliminary assessment of audit risk (see para-
graph 3.32) 

• Audit materiality considerations (see paragraphs 
3.33 through 3.38) 

• Determining compliance requirements (see para-
graph 3.39) 

• Developing an efficient audit approach (see para-
graph 3.40) 

• Joint audits and reliance on others (see paragraphs 
3.41 through 3.44) 

• Existence of internal audit function (see paragraph 
3.45) 

• Communications with the cognizant agency for audit 
and others (see paragraph 3.46) 

• Understanding the applicable state and local compli-
ance and reporting requirements (see paragraphs 
3.47 through 3.49) 

• Desk reviews and on-site reviews (see paragraphs 
3.50 and 3.51) 

• The restriction on the auditor's preparation of indi-
rect cost proposals (see paragraph 3.52) 

• The exit conference (see paragraphs 3.53 and 3.54) 

Satisfying Circular A - 1 3 3 Requirements 
and Other Relevant Legal, Regulatory, 
or Contractual Requirements 
3.3 Because of the variety of audit requirements to which entities 

receiving federal awards are subject, paragraph 21 of SAS 
34 



No. 74, Compliance Auditing Considerations in Audits of 
Governmental Entities and Recipients of Governmental 
Financial Assistance (AICPA, Professional Standards, vol. 
1, AU sec. 801.21), states that auditors should exercise due 
professional care in ensuring that they and management 
understand the type of engagement to be performed. The 
auditor should consider including a statement about the 
type of engagement and whether it is intended to meet spe-
cific audit requirements in a proposal, in a contract, or in 
the communication issued to establish an understanding 
with the auditee (see paragraphs 3.6 through 3.7 for a fur-
ther discussion of the establishment of an understanding 
with the auditee). 

3.4 Management is also responsible for obtaining audits that 
satisfy relevant legal, regulatory, or contractual require-
ments. Paragraph 22 of SAS No. 74 (AICPA, Professional 
Standards, vol. 1, AU sec. 801.22) states that GAAS do not 
require the auditor to perform procedures beyond those he 
or she considers necessary to obtain sufficient competent 
evidential matter to form a basis for the opinion on the fi-
nancial statements. However, if during a GAAS audit of the 
financial statements, the auditor becomes aware that the 
entity is subject to an audit requirement that may not be 
encompassed in the terms of the engagement, the auditor 
should communicate to management and the audit com-
mittee, or to others with equivalent authority and responsi-
bility, that an audit in accordance with GAAS may not 
satisfy the relevant legal, regulatory, or contractual re-
quirements.2 For example, the auditor will be required to 
make this communication if he or she is engaged to per-
form an audit of an entity's financial statements in accor-
dance with GAAS and the auditor becomes aware that by 
law, regulation, or contractual agreement, the entity is also 
required to have an audit performed in accordance with 
one or more of the following: 

• Government Auditing Standards 

• The Single Audit Act and Circular A-133 

2. For entities that do not have audit committees, "others with equivalent authority and 
responsibility" may include the board of directors, the board of trustees, the owner in 
owner-managed entities, the city council, or the legislative standing committee. 
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• Other compliance audit requirements, such as state 
or local laws or program-specific audits under federal 
audit guides 

3.5 Paragraph 23 of SAS No. 74 (AICPA, Professional Stan-
dards, vol. 1, AU sec. 801.23) states that the required com-
munication may be oral or written. If the communication 
is oral, the auditor should document the communication in 
the working papers. The auditor should consider how the 
client's actions in response to such a communication relate 
to other aspects of the audit, including their potential ef-
fect on the financial statements and on the auditor's report 
on those financial statements. Specifically, the auditor 
should consider management's actions (such as not arrang-
ing for an audit that meets the applicable requirements) in 
relation to the guidance in SAS No. 54, Illegal Acts By 
Clients, and SAS No. 82, Consideration of Fraud in a Fi-
nancial Statement Audit. 

Establishing an Understanding With 
the Auditee 

3.6 SAS No. 83, Establishing an Understanding With the 
Client (AICPA, Professional Standards, vol. 1, AU sec. 
310), states that the auditor should establish an under-
standing with the auditee regarding the services to be per-
formed. Such understanding reduces the risk that either 
the auditor or the auditee may misinterpret the needs or 
expectations of the other party. The understanding 
should include the objectives of the engagement, manage-
ment's responsibilities, the auditor's responsibilities, and 
the limitations of the engagement. The auditor should 
document this understanding in the working papers, 
preferably through a written communication with the au-
ditee. If the auditor believes an understanding with the 
client has not been established, he or she should decline 
to accept the engagement. 

3.7 SAS No. 83 includes a listing of the matters that should 
generally be included when the auditor establishes an un-
derstanding with the auditee regarding an audit of the fi-
nancial statements. In addition to those matters, the auditor 
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should also consider including the following information in 
the communication when he or she is engaged to perform a 
single audit: 

• A description of the financial statements and supple-
mental schedule(s) to be audited 

• The reporting period 

• The auditing standards and requirements that will be 
followed (for example, GAAS, Government Auditing 
Standards, and Circular A-133) 

• The objective of an audit in accordance with Circular 
A-133 

• A description of the reports the auditor is expected to 
prepare and issue, including any limitation on their 
use or distribution 

• A description of management's responsibility for (a) 
the financial statements and the schedule of expendi-
tures of federal awards; (b) internal control over fi-
nancial reporting and internal control over 
compliance; (c) compliance with laws, regulations, 
and the provisions of contracts and grant agreements; 
(d) following up and taking corrective action on audit 
findings, including the preparation of a summary 
schedule of prior audit findings and a corrective ac-
tion plan; and (e) submitting the reporting package 

• A statement that management has made the auditor 
aware of significant vendor relationships where the 
vendor is responsible for program compliance (so 
that the auditor can determine if additional proce-
dures on vendor records will be necessary—see para-
graphs 9.16 and 9.17) 

• A description of the auditor's responsibility in an 
audit of financial statements and in a compliance 
audit of major programs under Circular A-133, in-
cluding the determination of major programs, the 
consideration of internal control, and reporting re-
sponsibilities 

• Other communications that may arise from the audit 
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• A description of the working paper retention require-
ments 

• A statement that the working papers will be made 
available upon request to appropriate federal agen-
cies and the GAO 

• The communication with audit committees or other 
responsible individuals required by Government Au-
diting Standards (see paragraphs 3.19 and 3.20 for a 
further discussion of this requirement) 

SAS No. 83 also states that the establishment of an under-
standing may be communicated in the form of an engage-
ment letter. 

Satisfying the Additional Requirements 
of Government Auditing Standards 
3.8 Circular A-133 requires that audits of the financial state-

ments and of the federal awards of the auditee be performed 
in accordance with Government Auditing Standards (see 
chapter 4 for a further discussion). In an audit in accor-
dance with Government Auditing Standards, the auditor 
has considerations beyond those in a GAAS audit. Govern-
ment Auditing Standards incorporates the fieldwork and 
reporting standards of GAAS and has general standards 
(described in chapter 2 of Government Auditing Stan-
dards) that are similar to those of the AICPA (that is, audi-
tor qualifications, independence, and due professional 
care). However, Government Auditing Standards also con-
tains additional general, fieldwork, and reporting require-
ments, which are summarized in Table 3.1 and discussed 
in detail in the three subsequent sections of this chapter. 

TABLE 3.1 Additional Financial Statement Audit Requirements of 
Government Auditing Standards 

General Requirements 
• Continuing professional education (CPE) in subjects directly 

related to the government environment and to government 
auditing or to the specific or unique environment that the 
audited entity operates in 
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• Appropriate internal quality control system and external quality 
control review every three years 

Fieldwork Requirements 
• Audit follow-up requirements on known material findings and 

recommendations from previous audits 
• Plan audit to provide reasonable assurance of detecting 

misstatements resulting from noncompliance with provisions 
of contracts and grant agreements that have a direct and mate-
rial effect on the determination of financial statement amounts 

• Additional working paper requirements 

Reporting Requirements 
• Communication with audit committees or other responsible 

individuals 
• Referring to Government Auditing Standards in the 

auditor's report 
• Reporting on compliance with laws and regulations and on 

internal controls 
• Consideration of privileged and confidential information 
• Report distribution 

3.9 Government Auditing Standards also provides additional 
guidance on audit materiality, on fraud3 and illegal acts, 
and on internal controls. Table 3.2 summarizes where this 
additional guidance is provided in Government Auditing 
Standards and also where it is discussed in this SOP. 

TABLE 3.2 Additional Guidance in Government Auditing Standards 
Area of Government 

Additional Auditing Standards SOP 
Guidance Reference Reference 

Materiality 
Fraud and 
illegal acts 

Internal controls 

Paragraphs 4.8 and 4.9 
Paragraphs 4.14 

through 4.17 
Paragraphs 4.21 

through 4.33 

Paragraph 3.34 
Paragraphs 10.21 

through 10.25 
Paragraphs 4.17 

and 4.18 

3. The term fraud as used in SAS No. 82, Consideration of Fraud in a Financial State-
ment Audit, is synonymous with the term irregularities as used in Government Auditing 
Standards. Therefore, in discussing the requirements of Government Auditing Standards, 
this SOP will use the term fraud instead of the term irregularities. 
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General Requirements 
Continuing Professional Education 

3.10 Government Auditing Standards requires auditors to par-
ticipate in a program of continuing professional education 
(CPE) and training. Every two years, all auditors (whether 
certified or not) performing audits in accordance with Gov-
ernment Auditing Standards should complete at least 
eighty credit hours of training that contribute directly to 
their professional proficiency. At least twenty of those 
hours should be completed in each year of the two-year 
period. For auditors responsible for planning, directing, or 
reporting on the audit and for auditors conducting substan-
tial portions of the audit, at least twenty-four hours should 
be in subjects directly related to the government environ-
ment and to government auditing. If the auditee operates 
in a specific or unique environment, auditors should re-
ceive training that is related to that environment. For 
example, if the auditor performs an audit of a not-for-
profit organization, the twenty-four hours should be in 
topics related to the not-for-profit accounting and auditing 
environment. These could include compliance and govern-
ment-related courses or those broadly related to the type of 
not-for-profit organization being audited. 

3.11 Interpretation of Continuing Education and Training Re-
quirements, a detailed interpretation of the foregoing CPE 
standards, is available from the GPO (stock number 020-000-
00250-6). Among other things, this interpretation discusses 
who is subject to the CPE requirements and what programs, 
activities, and subjects qualify as acceptable CPE. During en-
gagement planning, auditors and audit organizations should 
ensure that members of the audit team have met or will meet 
the appropriate CPE requirements within two years of the 
start of the first audit in accordance with Government Audit-
ing Standards, and every two years thereafter. 

Quality Control 

3.12 Government Auditing Standards also states that the audit 
organization should have in place an appropriate internal 
quality control system and undergo an external quality 
control review (for example, a peer review). An external 
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quality control review should be conducted at least once 
every three years by an organization not affiliated with the 
organization being reviewed. 

3.13 Government Auditing Standards further requires audit or-
ganizations seeking to enter into a contract to perform an 
audit in accordance with Government Auditing Standards 
to provide their most recent external quality control re-
view report to the party contracting for the audit. Auditors 
are not required to provide separate letters of comment. 
Auditors should consider documenting in the working pa-
pers the provision of the quality control review report to 
the party contracting for the audit. 

Fieldwork Requirements 
Audit Follow-Up 

3.14 Government Auditing Standards states that the auditee is 
responsible for resolving audit findings and recommenda-
tions. It further requires auditors to follow up on known 
material findings and recommendations from previous au-
dits that could affect the financial statement audit. The 
purpose of this follow-up is to determine whether the audi-
tee has taken timely and appropriate corrective actions. 
Government Auditing Standards also requires auditors to 
report the status of uncorrected material findings and rec-
ommendations that are from prior audits and that affect 
the financial statement audit. (See paragraphs 3.24, 6.61 
through 6.67, and 10.62 for a further discussion of the au-
ditor's responsibility for audit follow-up under both Gov-
ernment Auditing Standards and Circular A-133 and how 
these responsibilities correlate.) 

Responsibilities With Regard to the Provisions of 
Contracts and Grant Agreements 

3.15 Paragraph 4.13 of Government Auditing Standards refers 
to additional responsibilities with regard to detecting mate-
rial misstatements resulting from noncompliance with the 
provisions of contract and grant agreements that have a di-
rect and material effect on the determination of financial 
statement amounts. However, it has generally been inter-
preted under GAAS that the phrase laws and regulations 
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in SAS No. 54 implicitly includes the provisions of contracts 
and grant agreements. Thus, the auditor's responsibility 
with regard to detecting material misstatements resulting 
from noncompliance with the provisions of contracts and 
grant agreements under Government Auditing Standards 
equates to the auditor's responsibility under GAAS. 

Working Papers 

3.16 SAS No. 41, Working Papers (AICPA, Professional Standards, 
vol. 1, AU sec. 339), provides guidance on the auditor's 
preparation and maintenance of working papers. Govern-
ment Auditing Standards includes an additional standard 
that requires working papers to contain sufficient informa-
tion to enable an experienced auditor having no previous 
connection with the audit to ascertain from them the evi-
dence that supports the auditor's significant conclusions and 
judgments. This additional standard requires working papers 
to include sufficient documentation of the transactions and 
records examined that would enable an experienced auditor 
to examine the same transactions and records. Government 
Auditing Standards also states that auditors should provide 
for working paper access to other auditors, to facilitate 
reviews of audit quality and reliance by other auditors on 
the auditor's work, and should provide for such access in 
contractual arrangements for Government Auditing Stan-
dards audits (see paragraphs 3.22 and 3.23 for a discussion 
of the working paper access and retention requirements 
under Circular A-133). 

3.17 Audits done in accordance with Government Auditing 
Standards are subject to review by other auditors and 
by oversight officials more frequently than are audits 
done in accordance with GAAS. Thus, whereas GAAS 
cites two main purposes of working papers (providing 
the principal support for the audit report and aiding au-
ditors in the conduct and supervision of the audit), 
working papers serve an additional purpose in audits 
performed in accordance with Government Auditing 
Standards. Working papers allow for the review of audit 
quality by providing the reviewer written documenta-
tion of the evidence supporting the auditor's significant 
conclusions and judgments. 
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3.18 Government Auditing Standards specifically states that 
working papers should contain— 

• The objectives, scope, and methodology, including 
any sampling criteria used. 

• Documentation of the work performed to support 
significant conclusions and judgments, including de-
scriptions of the transactions and records examined 
that would enable an experienced auditor to exam-
ine the same transactions and records.4 

• Evidence of supervisory reviews of the work performed. 

Reporting Requirements 
Communication With Audit Committees or 
Other Responsible Individuals 

3.19 Government Auditing Standards includes an additional re-
porting standard that requires the auditor to communicate 
certain information related to the conduct and reporting of 
the audit to the audit committee or to the individuals with 
whom they have contracted for the audit. This standard 
applies in all situations in which there is an audit committee 
or the audit is performed under contract. In other situa-
tions, the auditor may still find it useful to communicate 
with management or other officials of the auditee, although 
it is not required. The auditor should communicate the fol-
lowing information to the audit committee or representa-
tives of the contractor: 

a. The auditor's responsibilities in a financial statement 
audit, including his or her responsibilities for testing 
and reporting on internal control and compliance 
with laws and regulations 

b. The nature of any additional testing of internal con-
trols and compliance required by laws and regulations 

c. The responsibilities and the nature of any additional 
testing described in items a and b should be contrasted 

4. Auditors may meet this requirement by listing voucher numbers, check numbers, or 
other means of identifying specific documents they examined. Auditors are not 
required to include in the working papers copies of documents they examined nor are 
they required to list detailed information from those documents. 
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with other financial related audits of internal control 
and compliance (to help responsible parties under-
stand the limitations of the auditor's responsibilities 
for testing and reporting on internal control and 
compliance) 

3.20 Professional judgment should be used in determining the 
form and content of the communication, which may be oral 
or written. If the communication is oral, the auditor should 
document the communication in the working papers. If writ-
ten, the required communication may be issued as a separate 
communication or as part of the auditor's communication is-
sued to establish an understanding with the auditee (see 
paragraphs 3.6 through 3.7). 

Other Additional Reporting Requirements 

3.21 The other additional reporting requirements of Government 
Auditing Standards—referring to Government Auditing 
Standards in the auditor's report, reporting on compliance 
with laws and regulations and on internal control, consider-
ation of privileged and confidential information, and report 
distribution—are addressed in paragraphs 10.15 and 10.16. 

Satisfying the Additional Requirements 
of the Single Audit Act and Circular 
A - 1 3 3 Regarding Working Papers and 
Audit Follow-Up 

Working Papers 
3.22 The Single Audit Act states that upon request by a federal 

agency or the Comptroller General, any independent auditor 
conducting a single audit should make the auditor's working 
papers available to the federal agency or the Comptroller 
General (a) as part of a quality review, (b) to resolve audit 
findings, or (c) to carry out oversight responsibilities. It also 
states that access to the auditor's working papers shall in-
clude the right to obtain copies. The Single Audit Act intends 
that federal agencies be judicious in the exercise of this au-
thority and that the release of the working papers should not 
compromise the confidentiality of proprietary information. 
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The Single Audit Act also intends that any trade secrets and 
confidential commercial or financial information obtained 
from the working papers be treated as confidential under the 
Freedom of Information Act. Auditors should refer to the 
guidance in the AICPA Auditing Interpretation titled Provid-
ing Access to or Photocopies of Working Papers to a Regula-
tor (AICPA, Professional Standards, vol. 1, AU sec. 9339), 
when a regulator requests access to the auditor's working pa-
pers pursuant to law, regulation, or audit contract. 

3.23 Circular A-133 requires that auditors retain working papers 
and reports for a minimum of three years after the date of 
issuance of the auditor's report to the auditee, unless the 
auditor is notified in writing by the cognizant agency for 
audit, oversight agency for audit, or pass-through entity to 
extend the retention period. When the auditor is aware that 
the federal awarding agency, pass-through entity, or auditee 
is contesting an audit finding, the auditor is required to con-
tact the parties contesting the audit finding for guidance 
prior to the destruction of the working papers and reports. 

Audit Follow-Up 
3.24 In addition to the requirements of Government Auditing 

Standards, Circular A-133 requires the auditor to follow 
up on prior audit findings, perform procedures to assess 
the reasonableness of the summary schedule of prior audit 
findings prepared by the auditee, and report, as a current-
year audit finding, when the auditor concludes that the 
summary schedule of prior audit findings materially mis-
represents the status of any prior audit finding. (See 
paragraphs 6.61 through 6.67 and 10.62 for a further 
discussion of the responsibility for audit follow-up under 
both Circular A-133 and Government Auditing Standards 
and how these responsibilities correlate.) 

Defining the Entity to Be Audited 

3.25 One of the initial tasks during the planning process of a sin-
gle audit is determining whether management has properly 
defined the entity to be audited. Circular A-133 requires that 
single audits must cover the entire operations of the auditee. 

45 



However, Circular A-133 provides auditees the option to 
meet the audit requirements of the circular through a se-
ries of audits that cover an auditee's departments, agen-
cies, and other organizational units which expended or 
otherwise administered federal awards during a fiscal year. 
If an auditee elects this option, then separate financial 
statements and a schedule of expenditures of federal 
awards must be prepared for each such department, 
agency, or other organizational unit. In these circum-
stances, an auditee's organization-wide financial state-
ments may also include departments, agencies, or other 
organizational units that have separate audits and prepare 
separate financial statements. For example, if a local gov-
ernment has its school districts audited separately, it 
would be acceptable for the local government's financial 
statements to include the school districts, even though the 
school districts were not included in the local government's 
Circular A-133 audit, because a separate Circular A-133 
audit was conducted of the school districts. However, if 
separate financial statements were not prepared for the 
school districts, it would be unacceptable for a separate 
Circular A-133 audit to be conducted of the school districts 
(that is, the local government's organization-wide financial 
statements could not be used as a substitute for separate fi-
nancial statements for the school districts). See paragraph 
10.34 for a discussion of the situation where the imple-
mentation regulations of certain federal agencies define the 
entity to be audited differently than GAAP. 

Determining the Audit Period 

Fiscal Year and Program Period May Differ 
3.26 An audit performed in accordance with Circular A-133 

should cover the auditee's financial transactions (including 
transactions related to federal awards) for its fiscal year (or 
a two-year period, if allowed by Circular A-133), which is 
not necessarily the same as the period of the program being 
funded (see paragraph 2.5 for further information on bien-
nial audits). Thus, the audit might include only a part of the 
transactions of a federal award, because some transactions 
may not occur within the period covered by the audit. 
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Stub Periods 
3.27 Stub periods may occur when an auditee converts from a 

program-specific audit to a single audit or changes audit peri-
ods. One example would be a community college with a Sep-
tember 30 year end that previously had a program-specific 
audit and is now converting to a single audit. The prior pro-
gram-specific audits were performed based on a June 30 
award year. The first single audit will be for the year ending 
September 30. This would leave the community college with 
an unaudited stub period of June 30 to September 30. 
Arrangements should be made to meet the audit require-
ments for federal expenditures during the stub period. This is 
usually done either as a separate audit of the stub period or 
by including expenditures of the stub period with the follow-
ing period's Circular A-133 audit. The cognizant or oversight 
agency for audit or the pass-through entity should be con-
tacted for advice on how stub periods should be addressed. 

Init ial -Year Audit Considerations 

Preceding Period Audited by Another Auditor 
3.28 Whenever an auditor is considering accepting an engage-

ment in which the federal awards of the preceding period 
were audited by another auditor, he or she should refer to 
the guidance in SAS No. 84, Communications Between 
Predecessor and Successor Auditors (AICPA, Professional 
Standards, vol. 1, AU sec. 315). It provides guidance on 
communications between predecessor and successor audi-
tors when a change in auditors is in process or has taken 
place, and it includes illustrative letters. SAS No. 84 also 
provides communications guidance when possible misstate-
ments are discovered in financial statements reported on by 
a predecessor auditor. 

Factors to Consider Under the Risk-Based Approach 
3.29 When the engagement includes the selection of major pro-

grams using the risk-based approach, an auditor accepting, 
or contemplating accepting, an engagement should con-
sider gathering information about the following: 
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Federal awards expended by federal program 

• Prior-period findings and questioned costs (including 
the corrective action plan and management decision 
related to the findings and summary schedule of prior 
audit findings) 

• Whether the predecessor auditor used the exception 
that allows deviation from the risk-based approach 
during the last three years (see paragraph 7.20) 

• Correspondence from program officials indicating 
potential problems 

• New programs 

• Changes to programs 

• Amount of funding passed through to subrecipients 
by individual federal program 

• Extent to which computer processing is used to ad-
minister federal programs 

• Federal programs audited as major programs for the 
last two years 

Timing of the Completion of the Audit and 
Reporting Submission Deadlines 

3.30 When planning the timing of the audit, auditors should be 
aware that Circular A-133 requires that the audit be com-
pleted and the data collection form and reporting package 
(described in paragraphs 2.24 through 2.25, 10.6, 10.7, and 
10.71 through 10.73) be submitted to the federal clearing-
house within a certain time period. The timing requirements 
are discussed in detail in paragraphs 10.74 through 10.79. 

Determining the Major Programs 
to Be Audited 

3.31 As discussed in paragraphs 2.16 through 2.19, Circular 
A-133 requires the auditor to use a risk-based approach to 
determine which federal programs are major programs. 
This determination will affect the scope of the audit and 
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the compliance requirements to be tested. The determina-
tion of major programs is discussed further in chapter 7. 

Preliminary Assessment of Audit Risk 

3.32 As required by SAS No. 54, the auditor considers laws and 
regulations that are generally recognized by auditors to have 
a direct and material effect on the determination of financial 
statement amounts. While not explicitly stated in SAS No. 
54, it has generally been interpreted that the phrase "laws 
and regulations" implicitly includes provisions of contracts 
and grant agreements. (Auditors should note that Govern-
ment Auditing Standards explicitly states that the auditor 
should design the audit to provide reasonable assurance of 
detecting material misstatements resulting from noncompli-
ance with the provisions of contracts or grant agreements 
that have a direct and material effect on the determination 
of financial statements amounts.) Circular A-133 further re-
quires the auditor to determine whether the auditee has 
complied with laws, regulations, and the provisions of con-
tracts or grant agreements that may have a direct and mate-
rial effect on each of its major programs. In developing an 
audit plan, the auditor should assess the risk that noncom-
pliance may cause the financial statements to contain a ma-
terial misstatement or may have a material effect on each 
major program. Furthermore, the auditor should consider 
risk factors related to the risk of noncompliance with those 
laws, regulations, and provisions of contracts and grant 
agreements and to the related control activities designed to 
prevent or to detect such noncompliance. As required by 
SAS No. 82, the auditor should also specifically assess the 
risk of material misstatement of the financial statements be-
cause of error or fraud and should consider that assessment 
in designing the audit procedures to be performed (see para-
graphs 4.32 through 4.37). Audit risk is discussed in greater 
detail in paragraphs 6.7 through 6.12. 

Audit Materiality Considerations 

3.33 SAS No. 47, Audit Risk and Materiality in Conducting an 
Audit, provides guidance on the auditor's consideration of 
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materiality when he or she plans and performs an audit of fi-
nancial statements in accordance with GAAS. Materiality, as 
it relates to the financial statement audit, is further discussed 
in the following related AICPA Audit and Accounting Guides: 

• Not-for-Profit Organizations 

• Audits of State and Local Governmental Units 

• Health Care Organizations 

• Audits of Colleges and Universities5 

Materiality Guidance in Government 
Auditing Standards 
3.34 As noted in paragraph 3.9, Government Auditing Standards 

contains guidance on certain areas, including materiality con-
siderations. Paragraphs 4.8 and 4.9 of Government Auditing 
Standards state that "auditors' consideration of materiality is 
a matter of professional judgment and is influenced by their 
perception of the needs of a reasonable person who will rely 
on the financial statements. Materiality judgments are made 
in light of surrounding circumstances and necessarily involve 
both quantitative and qualitative considerations. In an audit 
of the financial statements of a government entity or an entity 
that receives government assistance, auditors may set lower 
materiality levels than in audits in the private sector because 
of the public accountability of the auditee, the various legal 
and regulatory requirements, and the visibility and sensitivity 
of government programs, activities, and functions." 

Materiality Differences Between the Financial 
Statement Audit and the Single Audit 
3.35 In auditing compliance with requirements governing 

major programs in accordance with Circular A-133, the 
auditor's consideration of materiality differs from that in 
an audit of financial statements in accordance with GAAS 
and Government Auditing Standards. In an audit of fi-
nancial statements, materiality is considered in relation to 

5. Auditors should note that although Audits of Colleges and Universities has been 
superseded by Not-for-Profit Organizations, it continues to be applicable in a govern-
mental environment (that is, public institutions). 
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the financial statements being audited. In designing audit 
tests and developing an opinion on an auditee's compli-
ance with requirements having a direct and material effect 
on each major program, however, the auditor considers 
materiality in relation to each major program (see para-
graphs 6.13 through 6.16 for a further discussion of mate-
riality considerations). 

Materiality for Purposes of Reporting Audit Findings 
3.36 Circular A-133 requires the auditor to consider a lower level 

of materiality for purposes of reporting audit findings in the 
schedule of findings and questioned costs. The auditor 
should be cautious that this "audit finding" materiality not 
be confused with (a) the materiality used for planning and 
performing the single audit, (b) giving an opinion on the fi-
nancial statements, and (c) giving an opinion on the auditee's 
compliance with requirements having a direct and material 
effect on each major program (see paragraph 3.35 above). 

3.37 Among other findings that must be reported, Circular A-133 
requires the auditor to report material noncompliance with 
the provisions of laws, regulations, contracts, or grant agree-
ments related to a major program in the schedule of findings 
and questioned costs (other findings that are required to be 
reported are described in paragraph 10.63). The auditor's de-
termination of whether a noncompliance with the provisions 
of laws, regulations, contracts, or grant agreements is mater-
ial for the purpose of reporting an audit finding is in relation 
to a type of compliance requirement (for example, activities 
allowed or unallowed, cash management, eligibility, or re-
porting) for a major program or an audit objective identified 
in the Compliance Supplement. 

3.38 For example, when the auditor discovers one or more in-
stances of noncompliance involving the reporting type of 
compliance requirement for a particular major program, 
several materiality determinations must be made using 
professional judgment. First, the auditor must decide 
whether the noncompliance is material to the reporting type 
of compliance requirement for the particular major program. 
If the auditor determines the noncompliance is material to 
the reporting type of compliance requirement, the noncom-
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pliance would be reported as a finding in the schedule of 
findings and questioned costs. Second, the auditor must de-
cide whether the discovered noncompliance is material, 
either individually or when aggregated with other noncom-
pliance findings, in relation to the particular major program 
taken as a whole. If the auditor determines the noncompli-
ance is material to the major program taken as a whole, the 
auditor would express a qualified or adverse opinion on 
compliance with respect to the particular major program. 

Determining Compliance Requirements 

3.39 In planning the consideration of the internal control and 
compliance aspects of the audit, the auditor should obtain 
from management the principal compliance requirements at 
the start of the audit (see paragraph 4.27 for a listing of pos-
sible audit procedures to assess management's identification 
of compliance requirements). The auditee and auditor may 
also ascertain the principal compliance requirements for the 
largest federal programs by referring to the Compliance 
Supplement. For programs not included in the Compliance 
Supplement, auditors should refer to part 7 of that docu-
ment, which provides guidance for auditing programs not in-
cluded in the Compliance Supplement. Among other things, 
part 7 instructs auditors to review the federal award docu-
ment and referenced laws and regulations applicable to the 
program, the CFDA, and previously issued compliance sup-
plements (see paragraph 6.30 for further information). 

Developing an Efficient Audit Approach 

3.40 Auditors should consider planning and performing a single 
audit to achieve maximum audit efficiency. Examples of 
ways to achieve audit efficiency follow. 

• The financial statement audit and the single audit 
could be planned at the same time. 

• If the auditee's system administers more than one 
major program using common internal control, the 
transactions of those programs could be combined 
into one population for selecting sample sizes. When 
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testing transactions selected from the major pro-
grams, the auditor could use the sample to test inter-
nal control over financial reporting, internal control 
over compliance, and compliance requirements. 

• Since Circular A-133 requires the planning and per-
formance of internal control work to assess control 
risk as low (unless weakness are found), the auditor 
could take advantage of the low assessed level of con-
trol risk when he or she performs the substantive 
testing of compliance. 

• Helpful quality control materials (such as planning 
checklists and reporting checklists) could be used. 

Joint Audits and Reliance on Others 

3.41 Circular A-133 encourages auditees, whenever possible, to 
make positive efforts to utilize small business, minority-
owned firms, and women's business enterprises. In keeping 
with the spirit of this provision, certain auditees may 
engage such independent accounting firms on a joint-
venture or subcontract basis. In these instances it may be 
necessary to refer to the work of other auditors. Prior to 
entering into an agreement to perform a joint audit or to 
subcontract with another firm, the auditor should consider 
SAS No. 1, section 543, "Part of Audit Performed by Other 
Independent Auditors," and Ethics Interpretation 101-10, 
The Effect on Independence of Relationships With Entities 
Included in the Governmental Financial Statements. 

3.42 In some circumstances, each of the auditors participating in 
the single audit will jointly sign the audit reports. This is ap-
propriate only when each auditor or firm has complied with 
GAAS and Government Auditing Standards and is in a posi-
tion that would justify being the only signatory of the report. 

3.43 If part of the single audit is performed by governmental 
auditors, the auditors should be satisfied that the govern-
ment auditors meet the independence standards in chapter 3 
of Government Auditing Standards as well as the CPE and 
quality control standards. These standards require that gov-
ernment auditors be free from organizational, personal, 
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and external impairments to independence and that they 
maintain an independent attitude and appearance. 

3.44 Another common occurrence, particularly in a governmen-
tal environment, is the separation of a single audit between 
the principal auditor of the reporting entity and a secondary 
auditor of a component unit included in the financial state-
ments of the reporting entity (see paragraph 3.25). The 
principal auditor's report on the financial statements of the 
reporting entity most often refers to the report of the sec-
ondary auditor as it relates to the financial statements of 
the component unit. The principal auditor may also need to 
refer to the programs audited by other auditors in his or her 
reports on the schedule of expenditures of federal awards, 
compliance, and internal control related to federal awards, 
as they relate to federal awards administered by the compo-
nent unit. In such cases, the auditor should follow the guid-
ance in SAS No. 1, section 543. 

Existence of Internal Audit Function 

3.45 Another factor the auditor should consider when planning the 
single audit is whether the auditee has an internal audit func-
tion and the extent to which internal auditors are involved in 
monitoring compliance with specified requirements. The au-
ditor should consider the guidance in SAS No. 65, The Audi-
tor's Consideration of the Internal Audit Function in an 
Audit of Financial Statements (AICPA, Professional Stan-
dards, vol. 1, AU sec. 322), when addressing the competence 
and objectivity of internal auditors; the nature, timing, and ex-
tent of work to be performed; and other related matters (for 
example, in obtaining an understanding of the entity's internal 
control over financial reporting and compliance, assessing 
audit risk, and performing substantive procedures). 

Communications With the Cognizant 
Agency for Audit and Others 

3.46 When professional judgment indicates it is appropriate, the 
auditor may communicate with the cognizant agency for 
audit, the oversight agency for audit, federal awarding agen-
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cies, pass-through entities, state auditors, or state awarding 
agencies, to aid in planning the audit. The auditor might want 
to consider documenting such communications, as well as 
any decisions rendered as a result. If a planning meeting is 
held, matters such as the following may be discussed: 

• The audit plan 

• The scope of the compliance testing of federal programs 

• The intended use of the Compliance Supplement 

• The identification of federal awards, including those 
that are considered to be major programs 

• The form and content of the supplemental schedule 
of expenditures of federal awards 

• The testing of the monitoring of subrecipients 

• The scope of the review and testing of internal control 

• The testing of compliance requirements 

• The status of prior-year findings and questioned costs 

• Federal agency or pass-through entity management 
decisions on prior-year findings 

• Compliance requirements and any changes to those 
requirements 

Understanding the Applicable 
State and Local Compliance and 
Reporting Requirements 

Impact on Circular A-133 Audit 
3.47 Auditors may be engaged to test and report on compliance 

with state and local laws and regulations in addition to testing 
and reporting on the compliance requirements imposed by 
Government Auditing Standards and Circular A-133. For 
example, there may be state-imposed state award require-
ments that provide state funds to political subdivisions or 
NPOs (in this example, the state is not a pass-through entity). 
Even though such nonfederal awards are not considered part 
of the total federal awards expended by the auditee and are 
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not subject to audit in accordance with Circular A-133, audi-
tors would still need to consider such laws and regulations 
under GAAS and Government Auditing Standards. There-
fore, in connection with the financial statement audit, au-
ditors should obtain an understanding of applicable state 
and local compliance and reporting requirements that 
have a direct and material effect on the financial statements 
being audited. 

Compliance Audits of State or Local Grants 
3.48 When engaged to audit one or more grants subject to state 

or local compliance requirements, the auditor should 
consider performing the following procedures: 

• Determine whether the state or local government 
has a compliance supplement or other audit guide 
for the program. 

• Inquire of management about the additional compli-
ance auditing requirements applicable to the entity. 

• Inquire of the audit divisions of the sponsoring agencies 
about the audit requirements applicable to the entity. 

• Obtain any applicable audit guidance from the 
grantor agency (including any audit guides, amend-
ments, administrative rulings, and the like) pertaining 
to the grant. 

• Read the grant agreements and any amendments, 
including referenced laws and regulations. 

• Review information about governmental audit re-
quirements that is available from state societies of 
CPAs or associations of governments. 

• When appropriate, discuss with the grantor agency the 
scope of the testing that is expected to be performed. 

Compliance Audits Not Involving 
Governmental Assistance 
3.49 Guidance for engagements related to management's written 

assertion about an entity's compliance with specified state 
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or local laws, regulations, rules, or contracts not involving 
governmental financial assistance is provided in Statement 
on Standards for Attestation Engagements (SSAE) No. 3, 
Compliance Attestation (AICPA, Professional Standards, 
vol. 1, AT sec. 500). 

Desk Reviews and On-Site Reviews 

3.50 In addition to the quality control requirements set forth in 
Government Auditing Standards (see paragraphs 3.12 and 
3.13), cognizant agencies for audit have implemented 
procedures for evaluating the quality of audits. These pro-
cedures include both desk reviews and on-site reviews 
(note that the oversight agencies for audit may also per-
form these reviews). As a part of the cognizant agencies' 
evaluation of the completed reports of such engagements, 
and, as required by Circular A-133, the supporting audit 
working papers must be made available upon request of the 
representative of the federal agency. Audit working papers 
are typically reviewed at a location agreed upon by the 
cognizant agency for audit and the independent auditor. 
(See the additional discussion in paragraphs 3.16 and 3.22 
regarding working paper access issues.) 

3.51 Whenever a review of the audit report or the working pa-
pers discloses an inadequacy, the audit firm is contacted 
for corrective action. Where major inadequacies are identi-
fied and the representative of the cognizant agency for 
audit determines that the audit report and the working pa-
pers are substandard, cognizant agencies may take further 
steps. In those instances in which the audit was deter-
mined to be substandard by the federal agency, the matter 
may be submitted to state boards of public accountancy. 

Restriction on the Auditor's Preparation 
of Indirect Cost Proposals 
3.52 Circular A-133 precludes the auditor who prepares the indi-

rect cost proposal or cost allocation plan from performing 
the single audit when indirect costs recovered during the 
prior year by the auditee exceed $1 million. This restriction 
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applies to the base year used in the preparation of the indi-
rect proposal or cost allocation plan and to any subsequent 
years in which the resulting indirect cost agreement or cost 
allocation plan is used to recover costs. The implementa-
tion date for this provision is for audits of fiscal years begin-
ning after June 30, 1998. For example, an auditor who 
prepares an indirect cost proposal or cost allocation plan 
that is used as the basis for charging indirect costs in the fis-
cal year ending June 30, 1999, is not permitted to perform 
the 1999 single audit (assuming that the indirect costs re-
covered during the prior year exceeded $1 million). 

Exit Conference 
3.53 Upon completion of fieldwork, the auditor should consider 

holding a closing or exit conference with senior officials of 
the auditee. The exit conference gives the auditor an op-
portunity to obtain management's comments on the accu-
racy and completeness of his or her facts and conclusions, 
including whether or not management concurs with the 
audit findings. This conference also serves to provide the 
auditee with advance information so that it may initiate 
corrective action without waiting for a final audit report. In 
the case of decentralized operations, as at a university, au-
ditors should consider having preliminary meetings with 
deans, department heads, and other operating personnel 
who have direct responsibility for financial management 
systems and the administration of sponsored projects. 

3.54 The auditor should consider documenting the names of the 
auditors who conducted the exit conference, the names 
and positions of the representatives with whom exit confer-
ences were held and any comments that they had, and 
other details of the discussions. 
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CHAPTER 4 
Financial Statement Audit 
Considerations Under Circular A-133 

Introduction 

4.1 Circular A-133 requires auditees to prepare financial state-
ments that reflect their financial position, their results of op-
erations or changes in net assets, and, where appropriate, 
their cash flows for the fiscal year. The financial statements 
must be for the same organizational unit and fiscal year that is 
chosen to meet the requirements of Circular A-133. However, 
organization-wide financial statements may also include de-
partments, agencies, and other organizational units that have 
separate audits and prepare separate financial statements (see 
paragraph 4.5 below). Circular A-133 also requires auditees to 
prepare a schedule of expenditures of federal awards for the 
period covered by the financial statements. (The schedule of 
expenditures of federal awards is discussed in chapter 5.) 

4.2 Circular A-133 does not prescribe the basis of accounting 
that must be used by auditees to prepare their financial 
statements. However, auditees are required to disclose the 
basis of accounting and significant accounting policies 
used in preparing the financial statements. Auditees must 
be able to reconcile amounts presented in the financial 
statements to related amounts in the schedule of expendi-
tures of federal awards. 

4.3 Circular A-133 does, however, require the auditor to report 
whether the financial statements are presented fairly in all 
material respects in conformity with generally accepted 
accounting principles (GAAP). This results in the expression 
of an opinion or a disclaimer of opinion. (Guidance on re-
porting on the financial statements of the auditee appears 
in chapter 10). If the auditee prepares its financial state-
ments in conformity with a comprehensive basis of ac-
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counting other than GAAP,1 the auditor is still required to 
express or disclaim an opinion and should follow the re-
porting guidance in SAS No. 62, Special Reports. 

4.4 The financial statements are also required to be audited in 
accordance with Government Auditing Standards (see 
paragraphs 3.8 through 3.21, 4.17 through 4.19, and 4.41). 
Circular A-133 does not impose on the financial statement 
audit any additional audit requirements beyond Govern-
ment Auditing Standards. 

4.5 The audit must cover the entire operations of the auditee, or at 
the option of the auditee, the audit may include a series of au-
dits that cover departments, agencies, and other organizational 
units that expended or otherwise administered federal awards 
during the fiscal year, provided that each audit encompasses 
the financial statements and schedule of expenditures of fed-
eral awards for each such department, agency, and other orga-
nizational unit (see paragraph 3.25 for a further discussion). 

4.6 In performing the financial statement audit, the auditor 
should refer to the accounting and auditing guidance applic-
able to specific industries as found in the following AICPA 
Audit and Accounting Guides: Not-for-Profit Organizations, 
Audits of State and Local Governmental Units, Health Care 
Organizations, and Audits of Colleges and Universities.2 

4.7 In this chapter, the requirements of GAAS related to the 
auditor's consideration of compliance and internal control 
over financial reporting in a financial statement audit are 
summarized and the additional requirements of Govern-
ment Auditing Standards in those areas are discussed. 

Consideration of Internal Control Over 
Financial Reporting 

4.8 In the following paragraphs the requirements of GAAS and 
Government Auditing Standards applicable to the auditor's 

1. A comprehensive basis of accounting other than GAAP is defined in paragraph 4 of SAS 
No. 62, Special Reports (AICPA, Professional Standards, vol. 1, AU sec. 623.04). 

2. Auditors should note that although Audits of Colleges and Universities has been super-
seded by Not-for-Profit Organizations, it continues to be applicable in a governmental 
environment (that is, public institutions). 
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consideration of internal control over financial reporting in 
a financial statement audit are described. 

Summary of GAAS Requirements 
4.9 SAS No. 55, Consideration of Internal Control in a Finan-

cial Statement Audit, as amended by SAS No. 78, Consid-
eration of Internal Control in a Financial Statement 
Audit: An Amendment to SAS No. 55 (AICPA, Professional 
Standards, vol. 1, AU sec. 319), provides guidance on the 
independent auditor's consideration of an auditee's inter-
nal control in an audit of financial statements in accor-
dance with GAAS, defines internal control, describes the 
objectives and components of internal control, and ex-
plains how an auditor should consider internal control in 
planning and performing an audit. 

4.10 When obtaining an understanding of internal control over 
financial reporting and assessing control risk for the asser-
tions embodied in the financial statements, the auditor 
should refer to SAS No. 55, as amended by SAS No. 78, 
and to guidance applicable to specific industries as found 
in the AICPA Audit and Accounting Guides listed in para-
graph 4.6. 

Definition of Internal Control 

4.11 The definition of internal control in both SAS No. 55, as 
amended by SAS No. 78, and Circular A-133 is consistent 
with the definition and description of internal control 
contained in Internal Control—Integrated Framework, 
published by the Committee of Sponsoring Organizations 
(COSO) of the Treadway Commission. The definition is 
as follows: 

Internal control means a process, effected by an entity's 
board of directors, management and other personnel, 
designed to provide reasonable assurance regarding the 
achievement of objectives in the following categories: 
• Effectiveness and efficiency of operations; 

• Reliability of financial reporting; and 

• Compliance with applicable laws and regulations. 
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Control Objectives 

4.12 The three categories of control objectives described previ-
ously are what an auditee strives to achieve. These distinct 
but somewhat overlapping categories have differing pur-
poses and allow a directed focus to meet the needs of the 
auditee and others regarding each separate purpose. In 
general, controls that are relevant to an audit of financial 
statements pertain to the auditee's objective of the reliabil-
ity of financial reporting and involve the preparation of fi-
nancial statements for external purposes that are fairly 
presented in conformity with GAAP or a comprehensive 
basis of accounting other than GAAP (see note 1 of this 
chapter). However, controls pertaining to the operations 
and compliance objectives may also be relevant to a finan-
cial statement audit to the extent that they pertain to data 
the auditor evaluates or uses in applying auditing proce-
dures to the financial statements. Controls relevant to an 
audit of the financial statements are referred to collectively 
in this SOP as "internal control over financial reporting" 
and are encompassed in the reporting on internal control 
required by Government Auditing Standards (see para-
graphs 10.38 through 10.40). Controls relevant to an audit 
of compliance with requirements applicable to major fed-
eral programs are referred to collectively in this SOP as 
"internal control over compliance" and are encompassed 
in the report on internal control required by Circular A-133 
(see paragraphs 10.46 through 10.49). In a particular single 
audit engagement, some controls may be relevant to both 
the audit of the financial statements and the audit of com-
pliance. When this occurs, those controls would be encom-
passed in both internal control reports. Section 505 of 
Circular A-133 provides guidance on reporting findings 
involving reportable conditions in internal control in such 
a circumstance (see paragraph 10.56). 

Components of Internal Control 
4.13 The five components of internal control are the control 

environment, risk assessment, control activities, informa-
tion and communication, and monitoring. SAS No. 55, as 
amended by SAS No. 78, requires the auditor to obtain an 
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understanding of each of those components that is suffi-
cient to plan the audit by performing procedures to under-
stand (a) the design of controls relevant to an audit of 
financial statements, and (b) whether they have been 
placed in operation. In all audits of financial statements, 
including those audited as part of a single audit, this un-
derstanding incorporates knowledge about the design of 
controls relevant to compliance with laws and regulations 
that have a direct and material effect on the determination 
of financial statement amounts, as well as knowledge 
about whether they have been placed in operation. After 
obtaining this understanding, the auditor assesses control 
risk for the assertions embodied in the account balance, 
transaction class, and disclosure components of the finan-
cial statements. 

Relationship Between Objectives and Components 

4.14 There is a direct relationship between the three categories 
of control objectives (what an auditee strives to achieve) 
and the control components (what is needed to achieve the 
objectives). Although an auditee's internal control addresses 
objectives in each of the categories referred to in the defini-
tion of internal control in paragraph 4.11, not all of these ob-
jectives and related controls are relevant to an audit of the 
auditee's financial statements. 

Documentation Requirements 

4.15 SAS No. 55, as amended by SAS No. 78, requires the auditor 
to document the understanding of the auditee's internal 
control components that was obtained to plan the audit. In 
addition, the auditor should document the basis for his or 
her conclusions about the assessed level of control risk. 
The form and extent of this documentation is influenced 
by the size and complexity of the auditee, as well as by the 
nature of the auditee's internal control (see paragraphs 
3.16 through 3.18 for a discussion of the working paper re-
quirements of Government Auditing Standards). Auditors 
should refer to SAS No. 55, as amended by SAS No. 78, for 
more detail on the documentation requirements related to 
internal control over financial reporting. 
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Communication Requirements 

4.16 The auditor should consult the guidance in SAS No. 60, 
Communication of Internal Control Related Matters Noted 
in an Audit (AICPA, Professional Standards, vol. 1, AU sec. 
325), for guidance on identifying and reporting conditions 
that relate to an entity's internal control over financial re-
porting observed during an audit of financial statements (see 
also paragraphs 4.19 and 10.26 through 10.30). The auditor 
should also consult the guidance in SAS No. 61, Communi-
cation With Audit Committees (AICPA, Professional Stan-
dards, vol. 1, AU sec. 380), for required communications to 
persons who have responsibility for the oversight of the 
financial reporting process (see also paragraph 10.14). 

Responsibilities Under Government 
Auditing Standards 
Fieldwork 

4.17 Government Auditing Standards does not prescribe any 
additional fieldwork standards with respect to the auditor's 
consideration of internal control over financial reporting 
beyond those required in an audit conducted in accor-
dance with GAAS. However, paragraphs 4.22 through 4.33 
of Government Auditing Standards provide guidance on 
four aspects of internal control over financial reporting 
that are important to the judgments auditors make about 
audit risk and about the evidence needed to support their 
opinion on the financial statements. These aspects are 
summarized as follows: 

• Control environment. Auditors' judgments about the 
control environment may influence (either posi-
tively or negatively) judgments about specific control 
procedures. 

• Safeguarding controls. These are the controls that 
prevent or timely detect unauthorized transactions 
and unauthorized access to assets resulting in possi-
ble losses that are material to the financial state-
ments. Therefore, the understanding of safeguarding 
controls assists auditors in planning the audit to de-
tect material misappropriations as well as to assess 
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other risks that the financial statements could be 
materially misstated. 

• Controls over compliance with laws and regula-
tions. These are important to auditors in identifying 
the types of potential misstatements that could occur 
and the factors that could affect the risk of material 
misstatement. Such information can help provide rea-
sonable assurance that the financial statements are 
free of material misstatements resulting from viola-
tions of laws and regulations that have a direct and 
material effect on the determination of financial 
statement amounts. 

• Control risk assessments. These are important in de-
termining the nature, timing, and extent of the audit 
tests to be performed. Government Auditing Stan-
dards reminds auditors that when control risk is as-
sessed below the maximum for a given financial 
statement assertion, the need for evidence from sub-
stantive tests of that assertion is reduced. Auditors 
are not required to assess control risk below the max-
imum and to rely on controls. However, auditors may 
find it efficient to do so for larger entities or those 
with complex operations. The auditors' ability to rely 
on controls is directly related to the evidence ob-
tained to show that the controls work. Auditors may 
find it necessary to reconsider assessments of control 
risk when substantive tests detect misstatements. 

4.18 The auditor should consider this guidance as it relates to 
the consideration of the auditee's internal control over 
financial reporting in the audit of the financial statements. 

Reporting 

4.19 Reporting on the internal control over financial reporting 
under Government Auditing Standards differs from such 
reporting under SAS No. 60. Government Auditing Stan-
dards requires written reporting on internal control over 
financial reporting in all audits. SAS No. 60 requires com-
munication (either written or oral) only when the auditor 
has noted reportable conditions. Government Auditing 
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Standards requires a description of any reportable condi-
tions noted, including the identification of those that are in-
dividually or cumulatively material weaknesses. SAS No. 60 
permits, but does not require, the auditor to identify and 
communicate separately, as material weaknesses, those re-
portable conditions that, in the auditor's judgment, are con-
sidered to be material weaknesses. Finally, Government 
Auditing Standards requires communication of the follow-
ing matters, which are not addressed by SAS No. 60: (a) a 
description of the scope of the auditor's testing of internal 
control and the results of those tests and (b) deficiencies in 
internal control that are not considered reportable condi-
tions (see the discussion in paragraph 10.29). See para-
graphs 3.19 through 3.20 and 10.26 through 10.30 for a 
more detailed discussion of the reporting requirements re-
lated to internal control over financial reporting. 

Compliance Considerations 
4.20 The auditor should be aware of the unique characteristics of 

the compliance auditing environment. States, local govern-
ments, and not-for-profit organizations differ from commer-
cial enterprises in that they may be subject to diverse 
compliance requirements. Management is responsible for 
ensuring compliance with relevant laws and regulations. 
That responsibility encompasses the identification of applic-
able laws and regulations and the establishment of internal 
control designed to provide reasonable assurance that the 
auditee complies with those laws and regulations. 

4.21 In the following paragraphs, the requirements of GAAS that 
are applicable to the auditor's consideration of compliance 
in a financial statement audit are summarized and the addi-
tional requirements of Government Auditing Standards 
are discussed. 

Summary of GAAS Requirements 
General Guidance 

4.22 SAS No. 74, Compliance Auditing Considerations in Audits 
of Governmental Entities and Recipients of Governmental 
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Financial Assistance, provides general guidance when the 
auditor is engaged to audit an entity that receives federal 
awards, including audits performed under GAAS, Govern-
ment Auditing Standards, and Circular A-133. SAS No. 74 
describes the auditor's responsibility in a GAAS audit for 
considering laws and regulations and how they affect the 
financial statement audit and also discusses the auditor's 
responsibility for compliance auditing related to federal 
awards in an audit performed under Circular A-133. The 
auditor's responsibility for compliance auditing related to 
federal awards is discussed in chapter 6 of this SOP. 

4.23 The auditor is required to design the audit to provide rea-
sonable assurance that the financial statements are free of 
material misstatements resulting from violations of laws 
and regulations, error, or fraud. SAS No. 54, Illegal Acts by 
Clients, describes the auditor's responsibility in a GAAS 
audit for considering laws and regulations and how they 
affect the financial statement audit. SAS No. 82, Consider-
ation of Fraud in a Financial Statement Audit, and SAS 
No. 47, Audit Risk and Materiality in Conducting an 
Audit, as amended by SAS No. 82, describe the auditor's 
responsibility in a GAAS audit for the consideration of 
fraud and errors. The requirements of SAS Nos. 54, 82, and 
47 are described in paragraphs 4.24 through 4.38. 

SAS No. 54 Requirements 

4.24 SAS No. 54 requires the auditor to design the audit to pro-
vide reasonable assurance that the financial statements are 
free of material misstatements resulting from violations of 
laws and regulations that have a direct and material effect 
on the determination of financial statement amounts. This 
involves identifying laws and regulations that may have a 
direct and material effect on the determination of financial 
statement amounts, and then assessing the risk that non-
compliance with these laws and regulations may cause the 
financial statements to contain a material misstatement. 
The auditor considers such laws or regulations from the 
perspective of their known relation to audit objectives de-
rived from financial statement assertions rather than from 
the perspective of legality per se. 
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4.25 Although it has not been explicitly stated in SAS No. 54, the 
phrase "laws and regulations" has generally been interpreted 
to implicitly include the provisions of contract and grant 
agreements (see paragraph 3.15). Laws, regulations, and pro-
visions of contracts and grant agreements are referred to in 
this SOP as "compliance requirements." Violations of laws, 
regulations, and provisions of contracts and grant agreements 
are referred to in this SOP as "instances of noncompliance." 

4.26 In considering whether the financial statements may be 
materially misstated because of instances of noncompliance, 
the auditor should— 

• Assess whether management has identified compli-
ance requirements that have a direct and material 
effect on the determination of amounts in the financial 
statements. 

• Obtain an understanding of the possible effects of 
these compliance requirements on the determination 
of financial statement amounts. 

• Assess the risk that a material misstatement of the 
financial statements has occurred because of in-
stances of noncompliance. 

• Design and conduct the audit to provide reasonable 
assurance of detecting such material noncompliance. 

4.27 The auditor may consider performing the following proce-
dures in assessing management's identification of these 
compliance requirements and in obtaining an understand-
ing of their possible effects on the determination of finan-
cial statement amounts: 

a. Consider knowledge about these compliance require-
ments that has been obtained from prior years' audits. 

b. Discuss these compliance requirements with the 
auditee's chief financial officer, legal counsel, or 
grant administrators. 

c. Obtain written representation from management re-
garding the completeness of management's identifica-
tion of compliance requirements (see paragraph 4.40). 
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d. Review the relevant portions of any directly related 
agreements, such as those related to grants and loans. 

e. Identify sources of revenue, review any related 
agreements (for example, loan agreements or grant 
agreements) and inquire about the applicability of 
any overall governmental regulations to the accounting 
for the revenue. 

f. Obtain publications pertaining to compliance re-
quirements. These publications often address federal 
tax and other reporting requirements, such as the 
Department of the Treasury and the Internal Rev-
enue Service requirements pertaining to information 
returns and regulations concerning the calculation of 
arbitrage rebates and refunds. 

g. Obtain copies of, and review pertinent sections of, 
the state constitution, laws, and regulations concern-
ing the auditee. The sections of these documents 
pertaining to financial reporting, debt, taxation, bud-
get, and appropriation and procurement matters 
may be especially relevant. 

h. Review the minutes of meetings of the governing 
body of the auditee for the enactment of laws and 
regulations or information about contracts and grant 
agreements that have a direct and material effect on 
the determination of financial statement amounts. 

i. Inquire of the office of the federal, state, or local audi-
tor or other appropriate audit oversight organization 
about the compliance requirements applicable to 
entities within their jurisdiction, including statutes 
and uniform reporting requirements. 

j. Review information about applicable federal and 
state program compliance requirements, such as the 
information included in the Compliance Supplement, 
the CFDA, and state and local policies and procedures. 

k. Review the guidance contained in the applicable 
AICPA Audit and Accounting Guides referred to in 

paragraph 4.6 and review the materials available from 
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other professional organizations, such as state soci-
eties of CPAs or industry associations. 

1. Inquire of the audit, finance, or program administra-
tors from which grants are received about the restric-
tions, limitations, terms, and conditions under which 
such grants were provided. These administrators can 
usually be helpful in identifying compliance require-
ments, which they may identify separately or publish 
in an audit guide. 

4.28 In obtaining an understanding of the possible effects on 
financial statements of compliance requirements that are 
generally recognized by auditors to have a direct and mate-
rial effect on the determination of financial statement 
amounts, the auditor may consider— 

• The materiality of the effect on financial statement 
amounts. 

• The level of management or employee involvement 
in the compliance-assurance process. 

• The opportunity for concealment of instances of 
noncompliance. 

4.29 As part of assessing the risk of material misstatement, the 
auditor should assess the risk that instances of noncompli-
ance may cause such a material misstatement. Based on 
that assessment, the auditor should design the audit to pro-
vide reasonable assurance of detecting instances of non-
compliance that are material to the financial statements. 
Therefore, the auditor should design the audit to provide 
reasonable assurance that the financial statements are free 
of material misstatements resulting from instances of non-
compliance that have a direct and material effect on the 
determination of financial statement amounts (see para-
graph 6.53 for a discussion of the impact on the financial 
statements of actual and projected errors noted in a single 
audit, and see paragraph 10.42 for a discussion of situa-
tions that could occur when the auditor reports on the re-
sults of compliance testing) . 

4.30 Auditees may be affected by many other laws and regulations, 
including those related to occupational safety and health, 
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environmental protection, equal employment, food and 
drug, and price fixing. These laws and regulations generally 
concern an auditee's operations more than financial re-
porting and accounting. Their effect on an auditee's finan-
cial statements is indirect and normally takes the form of 
the disclosure of a contingent liability that follows from the 
allegation or determination of illegality. The auditor would 
not ordinarily have sufficient basis to recognize possible 
violations of these laws and regulations. Even when viola-
tions of such laws and regulations can have consequences 
that are material to the financial statements, the auditor 
may not become aware of the existence of the illegal act 
unless he or she is informed by the auditee, or unless there 
is evidence of an investigation or enforcement proceeding 
in the records, documents, or other information normally 
inspected in an audit of financial statements.3 

4.31 If specific information comes to the auditor's attention that 
provides evidence concerning the existence of possible 
instances of noncompliance that could have a material 
indirect effect on the financial statements, the auditor 
should apply audit procedures specifically directed to ascer-
taining whether an instance of noncompliance occurred. 
However, because of the characteristics of such noncompli-
ance, an audit made in accordance with GAAS provides no 
assurance that indirect-effect instances of noncompliance 
will be detected or that any contingent liabilities that may 
result will be disclosed. 

SAS No. 82 Requirements 

4.32 SAS No. 1, section 110, "Responsibilities and Functions of 
the Independent Auditor" (AICPA, Professional Standards, 
vol. 1, AU sec. 110), states that the auditor also has a 
responsibility to plan and perform the audit to obtain rea-
sonable assurance about whether the financial statements 
are free of material misstatement, whether caused by error 

3. In addition, for compliance with laws and regulations that have an indirect effect on the 
determination of financial statement amounts, SAS No. 54 notes that, where applica-
ble, the auditor should also inquire of management concerning (a) the client's policies 
relative to the prevention of illegal acts and (b) the use of directives issued by the 
client, as well as periodic representations obtained by the client, from management at 
appropriate levels of authority, concerning compliance with laws and regulations. 
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or fraud. SAS No. 82 provides guidance to auditors in fulfilling 
that responsibility, as it relates to fraud, in an audit of financial 
statements conducted in accordance with GAAS. 

4.33 Although fraud is a broad legal concept, the auditor's interest 
specifically relates to fraudulent acts that cause a material 
misstatement of financial statements. The primary factor 
that distinguishes fraud from error is whether the underly-
ing action that results in the misstatement of financial 
statements is intentional or unintentional. Two types of 
misstatements are relevant to the auditor's consideration 
of fraud in a financial statement audit: misstatements arising 
from fraudulent financial reporting and misstatements 
arising from the misappropriation of assets. These two 
types of misstatements, as well as the characteristics of 
fraud, are discussed further in paragraphs 3 through 10 of 
SAS No. 82 (AICPA, Professional Standards, vol. 1, AU 

secs. 316.03 through 316.10). 

4.34 The risk of material misstatement of the financial statements 
due to fraud is part of audit risk. Therefore, the auditor 
should specifically assess the risk of material misstatement 
of the financial statements due to fraud and should consider 
that assessment in designing the audit procedures to be 
performed. In making this assessment, the auditor should 
consider fraud risk factors that relate to both misstate-
ments arising from fraudulent financial reporting and 
misstatements arising from the misappropriation of assets 
in each of the following categories: 

Misstatements Arising From Fraudulent Financial Reporting 

• Management's characteristics and influence over the 
control environment 

• Industry conditions 

• Operating characteristics and financial stability 

Misstatements Arising From the Misappropriation of Assets 

• Susceptibility of assets to misappropriation 
• Controls 
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The auditor should exercise professional judgment when 
considering (a) risk factors individually or in combination 
and (b) whether there are specific controls that mitigate 
the risk. Risk factors are discussed in greater detail in para-
graphs 16 through 25 of SAS No. 82 (AICPA, Professional 
Standards, vol. 1, AU secs. 316.16 through 316.25). 

4.35 As noted previously, an auditor's interest specifically relates 
to fraudulent acts that cause a material misstatement in 
the financial statements. When the auditor is identifying 
risk factors and other conditions in an audit of financial 
statements performed in conjunction with a single audit, 
the auditor's responsibilities under SAS No. 82 are ex-
panded to include (in addition to the risk factors normally 
associated with financial statements) the consideration of 
risk factors associated with the receipt of federal awards 
that could present a material misstatement of the financial 
statements. Auditors may wish to refer to the AICPA prac-
tice aid titled Considering Fraud in a Financial Statement 
Audit: Practical Guidance for Applying SAS No. 82, which 
includes specific nonauthoritative guidance on applying 
the concepts of SAS No. 82 to several industries, including 
government, health care, and not-for-profit organizations. 
Among other things, it identifies example risk factors for 
those industries, including risk factors that relate to recipi-
ents of federal awards. 

4.36 In planning the audit, the auditor should document in the 
working papers evidence of the performance of the assess-
ment of the risk of material misstatement due to fraud. 
Where risk factors are identified as being present, the doc-
umentation should include (a) those risk factors identified 
and (b) the auditor's response to those risk factors, individ-
ually or in combination. In addition, if, during the perfor-
mance of the audit, fraud risk factors or other conditions 
are identified that cause the auditor to believe that an 
additional response is required, these risk factors or other 
conditions, as well as any further response that the auditor 
concluded was appropriate, should also be documented. 

4.37 SAS No. 82 also contains requirements on the auditor's 
response to the results of the assessment of risk, the evalu-
ation of audit test results, and communications about fraud 
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to management, the audit committee, and others. Auditors 
should refer to SAS No. 82 for a description of the specific 
requirements in those areas (see also paragraphs 10.18 
through 10.20). 

SAS No. 47 Requirements 

4.38 SAS No. 47, as amended by SAS No. 82, provides guidance 
to auditors in fulfilling the responsibility described in 
paragraph 4.32, as it relates to errors, in an audit of finan-
cial statements conducted in accordance with GAAS. Er-
rors are described as unintentional misstatements, or as 
omissions of amounts or disclosures, in financial state-
ments. Errors may involve (a) mistakes in gathering or 
processing data from which financial statements are pre-
pared, (b) unreasonable accounting estimates arising from 
oversight or the misinterpretation of facts, and (c) mis-
takes in the application of accounting principles relating 
to amounts, classification, the manner of presentation, or 
disclosure. When the auditor is considering his or her re-
sponsibility to obtain reasonable assurance that the finan-
cial statements are free of material misstatement, there is 
no important distinction between error and fraud. There 
is a distinction, however, in the auditor's response to de-
tected misstatements. An isolated, immaterial error in 
processing accounting data or in applying accounting 
principles is generally not significant to the audit. In con-
trast, when fraud is detected, the auditor should consider 
its implications for the integrity of management or em-
ployees and its possible effect on other aspects of the 
audit. Auditors should refer to SAS No. 47 for more de-
tailed guidance. 

Working Paper Documentation 

4.39 The auditor should document the procedures performed to 
evaluate compliance with laws and regulations that have a 
direct and material effect on the determination of financial 
statement amounts in accordance with SAS No. 41, Work-
ing Papers. (See paragraphs 3.16 through 3.18 of this SOP 
for a discussion of the Government Auditing Standards re-
quirements related to working papers.) The fraud risk fac-
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tors identified and the auditor's response to those risk fac-
tors should be documented in accordance with SAS No. 82 
(see paragraph 4.36). The auditor's understanding of inter-
nal control over financial reporting as it pertains to compli-
ance with such laws and regulations, as well as the related 
assessment of control risk, should be documented in accor-
dance with SAS No. 55, as amended by SAS No. 78 (see 
paragraph 4.15). 

Written Representations From Management 

4.40 SAS No. 85, Management Representations, requires the 
auditor to obtain written representations from management 
as part of an audit conducted in accordance with GAAS. It 
also includes an illustrative management representation 
letter and an appendix containing additional representa-
tions that may be appropriate to be included in a manage-
ment representation letter in certain circumstances. With 
respect to compliance requirements affecting the financial 
statement audit, auditors should consider obtaining addi-
tional representations from management acknowledging 
that management (see paragraphs 6.68 and 6.69 for a dis-
cussion of additional management representations in a 
single audit)— 

a. Is responsible for compliance with the laws, regula-
tions, and provisions of contracts and grant agree-
ments applicable to the auditee. 

b. Is responsible for establishing and maintaining effec-
tive internal control over financial reporting. 

c. Has identified and disclosed to the auditor all laws, 
regulations, and provisions of contracts and grant 
agreements that have a direct and material effect on 
the determination of financial statement amounts. 

d. Has identified and disclosed to the auditor violations 
(or possible violations) of laws, regulations, and 
provisions of contracts and grant agreements whose 
effects should be considered for disclosure in the fi-
nancial statements or as a basis for recording a loss 
contingency. 
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Additional Responsibilities Under Government 
Auditing Standards 
4.41 Government Auditing Standards prescribes as part of the 

financial statement audit additional fieldwork and reporting 
requirements beyond those in GAAS that are related to 
compliance. The additional fieldwork responsibilities are 
related to audit follow-up on known material findings and 
recommendations from previous audits, as well as to work-
ing paper access and documentation. (See paragraphs 3.14 
through 3.18 of this SOP for a further discussion of these 
requirements.) With regard to reporting, Government Au-
diting Standards requires, among other things, that the 
auditor report on the scope of his or her testing of compli-
ance and present the results of those tests. See paragraphs 
10.15 and 10.16 for a more detailed discussion of the 
Government Auditing Standards reporting requirements 
related to compliance. 

Reasonable Assurance 
4.42 SAS No. 1, section 230, "Due Professional Care in the 

Performance of Work" (AICPA, Professional Standards, 
vol. 1, AU sec. 230), states that since the auditor's opinion 
on the financial statements is based on the concept of ob-
taining reasonable assurance, the auditor is not an insurer 
and his or her audit report does not constitute a guarantee. 
Therefore, the subsequent discovery that a material mis-
statement, whether from error or fraud, exists in the financial 
statements does not, in and of itself, evidence (a) failure to 
obtain reasonable assurance, (b) inadequate planning, 
performance, or judgment, (c) the absence of due profes-
sional care, or (d) a failure to comply with GAAS. 
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CHAPTER 5 
Schedule of Expenditures of 
Federal Awards 

Overview of Schedule Requirements 

5.1 Circular A-133 requires the auditor to determine whether 
the schedule of expenditures of federal awards is presented 
fairly in all material respects in relation to the auditee's 
financial statements taken as a whole. This schedule, pre-
pared by the auditee, reports the total expenditures for 
each federal program (see paragraph 1.18 for the Circular 
A-133 definition of federal programs). In this chapter the 
identification of federal awards, the general presentation 
requirements governing the schedule, pass-through awards, 
noncash awards, and endowment funds are described. The 
auditor's reporting on the schedule is discussed in para-
graphs 10.36 through 10.37. 

Identification of Federal Awards 

Federal Agency and Pass-Through 
Entity Requirements 
5.2 Circular A-133 requires federal agencies and pass-through 

entities to identify the federal awards made by informing 
each recipient or subrecipient of the CFDA title and num-
ber, the award's name and number, the award year, and 
whether the award is for R&D. When some of this informa-
tion is not available, the federal agency or pass-through 
entity is required to provide the information necessary to 
describe the federal award clearly. 

Auditee Requirements 
5.3 Circular A-133 also requires the auditee to identify in its 

accounts all federal awards received and expended, as well 
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as the federal programs under which they were received. 
Federal program and award identification includes, as ap-
plicable, the CFDA title and number, the award number 
and year, the name of the federal granting agency, and the 
name of the pass-through entity. 

Auditor Assessment of Auditee Identification of 
Federal Programs 
5.4 In assessing the appropriateness and completeness of the 

auditee's identification of federal programs in the schedule, 
the auditor should consider, among other matters, evidence 
obtained from audit procedures performed to evaluate the 
completeness and classification of recorded revenues and 
expenditures. This may include sending confirmations to 
granting federal agencies or pass-through entities in an 
audit of a subrecipient. When the auditee is unable to iden-
tify federally funded expenditures separately, the auditor 
should consider whether a reportable condition exists. If it 
does, a finding should be reported in the schedule of findings 
and questioned costs (see chapter 10 for a further discussion 
of reporting findings and the schedule of findings and 
questioned costs). 

General Presentation Requirements 

Basis of Accounting 
5.5 Circular A-133 does not prescribe the basis of accounting 

that must be used by the auditee to prepare the schedule of 
expenditures of federal awards. Some auditees may choose 
to prepare the schedule on a basis of accounting that is dif-
ferent from that in the financial statements. In any case, 
the auditee is required to disclose the basis of accounting 
and the significant accounting policies used in preparing 
the schedule. The auditee must also be able to reconcile 
amounts presented in the financial statements to related 
amounts in the schedule of expenditures of federal awards. 

Required Schedule Contents 
5.6 Circular A-133 requires the auditee to prepare a schedule 

of expenditures of federal awards for the period covered by 
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the auditee's financial statements. At a minimum, the 
schedule should— 

• List individual federal programs by federal agency. 
For federal programs included in a cluster of pro-
grams (see paragraphs 1.18,1.19, and 2.18), list indi-
vidual federal programs within a cluster of programs. 
For R&D, the total federal awards expended must be 
shown either by individual award or by federal agency 
and major subdivision within the federal agency. For 
example, the National Institutes of Health is a major 
subdivision in the Department of Health and Human 
Services (the federal agency). 

• Include, for federal awards received as a subrecipient, 
the name of the pass-through entity and the identify-
ing number assigned by the pass-through entity. 

• Provide the total federal awards expended for each 
individual federal program and the CFDA number or 
other identifying number when the CFDA informa-
tion is not available. 

• Include notes that describe the significant accounting 
policies used in preparing the schedule. 

• Identify, to the extent practical, the total amount 
provided to subrecipients by pass-through entities 
from each federal program (see chapter 9 for a further 
discussion of the audit considerations of federal 
pass-through awards). 

• Include, in either the schedule or a note to the 
schedule, the value of federal awards expended in the 
form of noncash assistance, the amount of insurance 
in effect during the year, and loans or loan guarantees 
outstanding at year end (see paragraph 5.13). 

Example schedules of expenditures of federal awards appear 
in appendix C. 

Providing Additional Information 
5.7 Although not required, the auditee may choose to provide 

other information (in addition to the foregoing require-
ments) that is requested by federal awarding agencies and 
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pass-through entities to make the schedule easier to use. 
For example, when a federal program has multiple award 
years, the auditee may choose to list the amount of federal 
awards expended for each award year separately, if so 
requested by a federal agency. 

Schedule Not in Agreement With Other Federal 
Award Reporting 
5.8 Auditors should note that the information included in the 

schedule may not fully agree with other federal award re-
ports that the auditee submits directly to federal granting 
agencies because, among other reasons, the award reports 
(a) may be prepared for a different fiscal period and (b) 
may include cumulative (from prior years) data rather 
than data for the current year only. 

Inclusion of Nonfederal Awards 
5.9 Circular A-133 does not require nonfederal awards (for exam-

ple, state awards) to be presented in the schedule. However, to 
meet state or other requirements, auditees may decide to in-
clude such awards in the schedule. If such nonfederal data are 
presented, they should be segregated and clearly designated as 
nonfederal. The title of the schedule should also be modified 
to indicate that nonfederal awards are included. 

CFDA Number Not Available 
5.10 The auditee may be unable to obtain the CFDA number, 

which is sometimes the case for new federal programs and 
R&D programs. In addition, cost-type contracts will nor-
mally not have a CFDA number. When the CFDA number is 
not available, the auditee should indicate that fact and 
should include in the schedule the program's name and, if 
available, other identifying number. 

Pass-Through Awards 

Treatment of Pass-Through Awards 
5.11 Circular A-133 defines a subrecipient as an entity that ex-

pends federal awards that are received from a pass-through 
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entity to carry out a federal program. State or local govern-
ment redistributions of federal awards to subrecipients, 
known as "pass-through awards," should be treated by the 
subrecipient as though they were received directly from 
the federal government. Accordingly, pass-through awards 
should be included in the scope of the single audit on the 
same basis as that of federal awards that are received di-
rectly. The audit considerations of federal pass-through 
awards are discussed further in chapter 9. As noted in 
paragraph 5.6, in addition to the other general presenta-
tion requirements, Circular A-133 requires the schedule to 
include the name of the pass-through entity and the identi-
fying number assigned by the pass-through entity for fed-
eral awards received as a subrecipient. 

Commingled Assistance 
5.12 The individual sources (that is, federal, state, and local) 

of federal awards may not be separately identifiable be-
cause of commingled assistance from different levels of 
government. If the commingled portion cannot be sepa-
rated to specifically identify the individual funding 
sources, the total amount should be included in the 
schedule, with a footnote describing the commingled na-
ture of the funds. 

Noncash A w a r d s 

Treatment of Noncash Awards 
5.13 Most federal awards are in the form of cash awards. However, 

there are a number of federal programs that do not involve 
cash transactions. These programs may include food stamps, 
commodities, loan guarantees, loans, surplus property, inter-
est rate subsidies, or insurance. Circular A-133 requires the 
value of federal awards expended in the form of noncash as-
sistance (such as loan guarantees, loans, insurance pro-
grams, surplus property, food stamps issued, or commodities 
distributed) to be reported either on the face of the schedule 
or disclosed in the notes to the schedule. The OMB states in 
Circular A-133 that although it is not required, it is prefer-
able to present this information in the schedule rather than 

81 



in the notes to the schedule. See paragraphs 2.13 and 2.14 
for a discussion on determining when awards, including non-
cash awards, are considered to be expended. 

Determining the Value of the Noncash 
Awards Expended 
5.14 Table 5.1 shows the bases generally used to determine the 

value of noncash awards expended (see section 205 of Cir-
cular A-133 for additional details). 

Loan and Loan Guarantee Continuing 
Compliance Requirements 
5.15 As noted previously, in determining the value of total non-

cash awards expended for loans and loan guarantees, the 
balances of loans from previous years must be included if 
the federal government imposes continuing compliance 
requirements. Circular A-133 does not specifically define 
the term continuing compliance requirements. There-
fore, it is a matter of judgment as to whether continuing 
compliance requirements are significant enough to re-
quire inclusion of prior-year loan or loan guarantee bal-
ances. For example, if in a prior year an auditee expended 
the proceeds of a federal loan to construct a building, and 
the current-year activity consists only of loan repayments 
and a requirement by the federal lender for the auditee to 
submit a report that only details loan payment informa-
tion, it may not be necessary to include the prior year's 
loan balance in determining the total amount of loans ex-
pended. However, if the federal lender requires the auditee 
to ensure on an ongoing basis that a certain percentage of 
the building is rented to low-income residents, it would 
likely be necessary to include the prior year's loan balance 
in determining the total amount of loans expended. The 
auditor should consider contacting the federal agency Of-
fice of Inspector General for assistance in determining 
whether continuing compliance requirements are signifi-
cant enough to require inclusion of the balances of prior 
loans or loan guarantees. 
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TABLE 5.1 Determining the Value of Noncash Awards Expended 

Basis Used to Determine the 
Types of Noncash Awards Value of Noncash Awards Expended 

Loans and loan guarantees* 

Loans and loan guarantees 
(loans) at institutions of 
higher education* 

Insurance 

Food stamps 

Commodities 

Donated property or 
donated surplus property 

Free rent 

Value of new loans made or received 
during the fiscal year plus the balance 
of loans from previous years for which 
the federal government imposes 
continuing compliance requirements 
(see paragraph 5.15), plus any interest 
subsidy, cash, or administrative cost 
allowance received. 

When loans are made to students but 
the institution of higher education does 
not make the loans, only the value of 
loans made during the year are con-
sidered federal awards expended. The 
balance of loans for previous years is not 
included because the lender accounts 
for the prior balances. 

Fair market value of insurance contract 
at the time of receipt, or the assessed 
value provided by the federal agency. 

Fair market value of food stamps at the 
time of receipt, or the assessed value 
provided by the federal agency. 

Fair market value of commodities at the 
time of receipt, or the assessed value 
provided by the federal agency. 

Fair market value of donated property 
or donated surplus property at the time 
of receipt, or the assessed value provided 
by the federal agency. 

Fair market value of free rent at the time 
of receipt, or the assessed value provided 
by the federal agency. Free rent is not 
considered an award expended unless it 
is received as part of an award to carry 
out a federal program. 

* The proceeds of loans that were received and expended in prior years are not consid-
ered federal awards expended when the laws, regulations, and the provisions of con-
tracts or grant agreements pertaining to such loans impose no continuing compliance 
requirements other than to repay the loans. 
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Endowment Funds 

5.16 Circular A-133 states that the cumulative balance of federal 
awards for endowment funds which are federally restricted 
are considered awards expended in each year in which the 
funds are still restricted. 
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CHAPTER 6 
Compliance Auditing Applicable to 
Major Programs 

6.1 In this chapter the auditor's consideration of compliance 
requirements applicable to major programs in a single 
audit under Circular A-133 is discussed (as noted in para-
graph 11.5, much of the guidance in this chapter would also 
be applicable to a program-specific audit when a program-
specific audit guide is not available). The consideration of 
internal control over compliance for major programs is 
discussed in chapter 8. The related reporting requirements 
are discussed in chapter 10. The auditor's consideration of 
the auditee's compliance with laws, regulations, and the 
provisions of contracts or grant agreements in a financial 
statement audit is discussed in chapter 4. 

Single Audit Compliance Objectives 
6.2 In addition to a financial statement audit in accordance 

with GAAS and Government Auditing Standards, Circu-
lar A-133 requires the auditor to determine whether the 
auditee has complied with laws, regulations, and the pro-
visions of contracts or grant agreements that may have a 
direct and material effect on each of its major programs 
(these are hereinafter referred to as "compliance require-
ments"). A single audit results in the auditor expressing an 
opinion on the auditee's compliance with these compli-
ance requirements for each of its major programs. To ex-
press such an opinion, the auditor accumulates sufficient 
evidence by planning and performing tests of transactions 
and such other auditing procedures as are necessary in 
support of the entity's compliance with applicable compli-
ance requirements, thereby limiting audit risk to an ap-
propriately low level. 
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Responsibilities of Auditee 
6.3 The auditee is responsible (a) for complying with the 

compliance requirements related to each of its federal 
programs and (b) for establishing and maintaining effec-
tive internal control over compliance for federal programs 
that provides reasonable assurance that the auditee is 
managing federal awards in compliance with laws, regula-
tions, and the provisions of contracts or grant agreements 
that could have a material effect on each of its federal 
programs. The auditor should obtain management's writ-
ten representations regarding its compliance and internal 
control responsibilities as discussed in paragraphs 6.68 
through 6.69. 

6.4 The form and extent of the documentation of management's 
compliance will vary depending on the nature of the com-
pliance requirements and the size and complexity of the 
entity. The auditee may have documentation in the form 
of accounting or statistical data, case files, entity policy 
manuals, accounting manuals, narrative memoranda, pro-
cedural write-ups, flowcharts, completed questionnaires, 
or internal auditors' reports. 

of Professional Judgment 
The planning, conduct, and evaluation of the results of 
compliance testing in a single audit require the auditor to 
exercise professional judgment. The following factors may 
be considered by the auditor in applying his or her profes-
sional judgment: 

• The assessment of inherent risk, control risk, and 
fraud risk 

• The assessment of materiality 

• The evidence obtained from other auditing procedures 

• The amount of expenditures for the program 

• The diversity or homogeneity of expenditures for the 
program 

86 

Use 
6.5 



• The length of time that the program has operated, or 
changes in its conditions 

• The current and prior auditing experience with the 
program, particularly findings in previous audits and 
other evaluations (that is, inspections, program re-
views, or system reviews required by the federal ac-
quisition regulations) 

• The extent to which the program is carried out 
through subrecipients, as well as the related moni-
toring activities 

• The extent to which the program contracts for goods 
or services 

• The level to which the program is already subject to 
program reviews or other forms of independent 
oversight 

• The expectation of noncompliance or compliance 
with the applicable compliance requirements 

• The extent to which computer processing is used to 
administer the program, as well as the complexity of 
the processing 

• Whether the program has been identified as being 
high-risk by the OMB in the Compliance Supplement 

Audit Risk Considerations 
6.6 To express an opinion on compliance, the auditor accumu-

lates sufficient evidence in support of compliance, thereby 
limiting audit risk to an appropriately low level. The audi-
tor's consideration of audit risk and materiality when he or 
she plans and performs a single audit is similar to the con-
sideration in a financial statement audit in accordance with 
SAS No. 47, Audit Risk and Materiality in Conducting an 
Audit, as amended by SAS No. 82, Consideration of Fraud 
in a Financial Statement Audit. Audit risk and materiality, 
among other matters, need to be considered together in de-
termining the nature, timing, and extent of auditing proce-
dures and in evaluating the results of those procedures. 
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Components of Audit Risk 
6.7 Audit risk is the risk that the auditor may unknowingly fail 

to appropriately modify his or her opinion on compliance. 
It is composed of inherent risk, control risk, fraud risk, and 
detection risk. For the purposes of a single audit, these 
components are defined as follows: 

• Inherent risk—the risk that material noncompliance 
with a major program's compliance requirements 
could occur, assuming there is no related internal 
control 

• Control risk—the risk that material noncompliance 
that could occur in a major program will not be pre-
vented or detected on a timely basis by the entity's 
internal control 

• Fraud risk—the risk that intentional material non-
compliance with a major program's compliance re-
quirements could occur 

• Detection risk—the risk that the auditor's proce-
dures will lead him or her to conclude that noncom-
pliance that could be material to a major program 
does not exist when, in fact, such noncompliance 
does exist 

In paragraphs 6.8 through 6.12, each of these components 
of audit risk is discussed and an explanation of how the 
components of audit risk interrelate in providing a basis for 
the auditor's opinion on compliance is given. 

Inherent Risk 
6.8 In assessing inherent risk, the auditor should consider 

factors that are relevant to compliance engagements. Such 
factors include the following (the factors listed in para-
graph 6.5 should also be considered): 

• The complexity of the compliance requirements 

• The length of time the entity has been subject to the 
compliance requirements 

• Prior experience with the entity's compliance 
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• The potential impact of noncompliance, both quali-
tatively and quantitatively 

6.9 The auditor's assessment of inherent risk over major pro-
grams may be performed in part when the auditor is deter-
mining major programs using the risk-based approach (see 
paragraph 7.36). The nature of some programs may indicate 
higher inherent risk. Programs with higher inherent risk may 
be of a higher risk for the purpose of determining major pro-
grams. Circular A-133 provides the following examples for 
program characteristics with potentially higher inherent risks: 

• Complex programs and the extent to which a pro-
gram contracts for goods and services have the po-
tential for higher risk. For example, federal programs 
that disburse funds through third-party contracts or 
have eligibility criteria may be of higher risk. Federal 
programs primarily involving staff payroll costs may 
have a high risk for time-and-effort reporting but 
may otherwise be at low risk. 

• The phase of a federal program's life cycle at the federal 
agency may indicate risk. For example, a new program 
with new or interim regulations may have a higher 
risk than an established program with time-tested 
regulations. In addition, significant changes in federal 
programs, laws, or regulations or in the provisions of 
contracts or grant agreements may increase risk. 

• The phase of a program's life cycle at the auditee 
may indicate risk. For example, during the first and 
last years in which an auditee participates in a pro-
gram, the risk may be higher because of the start-up 
or closeout of the program's activities and staff. 

• Type B programs with larger federal awards expended 
would be of higher risk than would programs with 
substantially smaller federal awards expended. 

Control Risk 
6.10 Circular A-133 requires the auditor to plan the testing of 

internal control over compliance for major programs, to 
support a low assessed level of control risk for the asser-
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tions relevant to the compliance requirements for each 
major program. The circular does not, however, actually 
require the achievement of a low assessed level of control 
risk. The assessment of control risk contributes to the au-
ditor's evaluation of the risk that material noncompliance 
exists in a major program. The process of assessing control 
risk (together with assessing inherent risk and fraud risk) 
provides evidential matter about the risk that such non-
compliance may exist. The auditor uses this evidential 
matter as part of the reasonable basis for his or her opinion 
on compliance. The auditor's consideration of internal con-
trol over compliance for major programs, including the as-
sessment of control risk, is discussed in chapter 8. 

Fraud Risk 
6.11 SAS No. 82 provides guidance to the auditor on his or her re-

sponsibility to plan and perform the audit to obtain reason-
able assurance about whether the financial statements are 
free of material misstatement due to fraud (see paragraphs 
4.32 through 4.37). Because SAS No. 82 only applies to an 
audit of financial statements, its requirements do not apply to 
an audit of an auditee's compliance with specified require-
ments applicable to its major programs. However, as part of 
assessing audit risk in a single or program-specific audit, the 
auditor should specifically assess the risk of material non-
compliance with a major program's compliance requirements 
occurring due to fraud. The auditor should consider that as-
sessment in designing the audit procedures to be performed. 
Auditors may wish to refer to the AICPA practice aid titled, 
Considering Fraud in a Financial Statement Audit: Practi-
cal Guidance for Applying SAS No. 82, which identifies ex-
ample risk factors that relate to recipients of federal awards. 
When the auditor has assessed fraud risk and has deemed 
that a further response is necessary, the guidance in para-
graphs 26 through 32 of SAS No. 82 (AICPA, Professional 
Standards, vol. 1, AU sec. 316.26-.32) may be helpful. 

Detection Risk 
6.12 In determining an acceptable level of detection risk, the audi-

tor considers his or her assessments of inherent risk, control 
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risk, and fraud risk, and the extent to which he or she seeks to 
restrict the audit risk related to the major program. As as-
sessed inherent risk, control risk, or fraud risk decreases, the 
acceptable level of detection risk increases. Accordingly, the 
auditor may alter the nature, timing, and extent of the compli-
ance tests performed based on the assessments of inherent 
risk, control risk, and fraud risk. Circular A-133 states that 
compliance testing must include tests of transactions and 
such other auditing procedures necessary to provide the audi-
tor with sufficient evidence to support an opinion on compli-
ance. Such compliance testing serves to limit detection risk. 

Material i ty Considerations 

6.13 In a compliance audit, the auditor's consideration of mate-
riality differs from that in an audit of financial statements 
(see paragraphs 3.33 through 3.38). Materiality is affected 
by (a) the nature of the compliance requirements, which 
may or may not be quantifiable in monetary terms, (b) the 
nature and frequency of noncompliance identified with an 
appropriate consideration of sampling risk, and (c) qualita-
tive considerations, such as the needs and expectations of 
federal agencies and pass-through entities. Qualitative fac-
tors that indicate that an identified instance of noncompli-
ance may be immaterial include (a) a low risk of public or 
political sensitivity, (b) a single exception that has a low 
risk of being pervasive, or (c) an indication, based on the 
auditor's judgment and experience, that the affected fed-
eral agency or pass-through entity would normally not 
need to resolve the finding or take follow-up action. 

Materiality Judgments About Compliance Applied 
to Each Major Program Taken as a Whole 
6.14 In designing audit tests and developing an opinion on the 

auditee's compliance with compliance requirements, the 
auditor should apply the concept of materiality to each 
major program taken as a whole, rather than to all major 
programs combined. 

6.15 For purposes of evaluating the results of compliance testing, 
a material instance of noncompliance is defined as a failure 
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to follow requirements, or a violation of prohibitions, estab-
lished by law, regulation, contract, or grant that results in an 
aggregation of noncompliance (that is, the auditor's best esti-
mate of the overall noncompliance) that is material to the af-
fected federal program. It should be noted that several 
instances of noncompliance that may not be individually 
material should be assessed to determine if, in the aggregate, 
they could have a material effect. Because the auditor ex-
presses an opinion on each major program and not on all the 
major programs combined, reaching a conclusion about 
whether the instances of noncompliance (either individually 
or in the aggregate) are material to a major program requires 
consideration of the type and nature of the noncompliance, 
as well as the actual and projected effect on each major pro-
gram in which the noncompliance was noted. Instances of 
noncompliance that are material to one major program may 
not be material to a major program of a different size or na-
ture. In addition, the level of materiality relative to a particu-
lar major program can change from one audit to the next. 

Effect of Material Noncompliance on the 
Financial Statements 
6.16 If the tests of compliance reveal material noncompliance at 

the major program level, the auditor should consider its ef-
fect on the financial statements. The auditor should also 
consider the cumulative effect of all instances of noncom-
pliance on the financial statements. (See also paragraphs 
6.53 and 10.42). 

Performing a Compliance Audi t 

6.17 The auditor should exercise (a) due care in planning and 
performing the audit and in evaluating the results of his or 
her audit procedures, and (b) the proper degree of profes-
sional skepticism to achieve reasonable assurance that ma-
terial noncompliance will be detected. 

6.18 In performing compliance tests, the auditor should— 

a. Identify the auditee's major programs to be tested 
and reported on for compliance (paragraph 6.19 and 
chapter 7). 
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b. Identify the applicable compliance requirements 
(paragraphs 6.20 through 6.30). 

c. Plan the engagement (paragraphs 6.31 through 6.34 
and chapter 3). 

d. Consider relevant portions of the entity's internal 
control over compliance for major programs (para-
graph 6.35 and chapter 8). 

e. Obtain sufficient evidence, which involves testing 
compliance with applicable compliance require-
ments (paragraphs 6.36 through 6.47). 

f. Consider subsequent events (paragraphs 6.48 through 
6.50). 

g. Form an opinion about whether the auditee complied 
with the applicable compliance requirements (para-
graphs 6.51 through 6.60). 

h. Perform follow-up procedures on previously identified 
findings (paragraph 6.61 through 6.67). 

Identifying Major Programs to Be Tested 
6.19 Circular A-133 requires the auditor to determine the major 

programs to be tested in a single audit using a risk-based 
approach. The application of the risk-based approach to 
determine major programs is discussed in chapter 7. 

Identifying Applicable Compliance Requirements 
6.20 The auditor must determine the applicable compliance 

requirements to be tested and reported on in a single audit 
(that is, those laws, regulations, and provisions of contracts 
or grant agreements that may have a direct and material ef-
fect on each major federal program). The auditor should 
use professional judgment in making this determination. 

Compliance Supplement 
6.21 The Compliance Supplement is based on the requirements 

of the Single Audit Act and Circular A-133, which provide 
for the issuance of a compliance supplement to assist audi-
tors in performing the required audits (see paragraphs 1.27 
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through 1.29, 2.34, and 2.35 for additional discussion of 
the Compliance Supplement and for instructions on how 
to obtain a copy). The Compliance Supplement identifies 
the fourteen types of compliance requirements applicable 
to most federal programs. It also includes the compliance 
requirements specific to certain of the largest federal pro-
grams. Part 7 of the Compliance Supplement provides 
guidance to assist the auditor in identifying the compliance 
requirements for federal programs not included in the 
Compliance Supplement (see also paragraph 6.30). 

Fourteen Types of Compliance Requirements 

6.22 Part 3 of the Compliance Supplement lists and describes 
the fourteen types of compliance requirements and the 
related audit objectives that the auditor should consider in 
every audit conducted under Circular A-133, with the 
exception of program-specific audits performed in accor-
dance with a federal agency's program specific audit guide 
(see paragraph 11.4). Suggested audit procedures are also 
provided to assist the auditor in planning and performing 
tests of the auditee's compliance with the requirements of 
federal programs. The auditor's judgment will be necessary 
to determine whether the suggested audit procedures are 
sufficient to achieve the stated audit objectives and whether 
additional or alternative audit procedures are needed (see 
paragraph 6.44). The fourteen types of compliance require-
ments are as follows: 

• A—activities allowed or unallowed 
• B—allowable costs/cost principles 
• C—cash management 
• D—Davis-Bacon Act 
• E—eligibility 
• F—equipment and real property management 
• G—matching, level of effort, earmarking 
• H—period of availability of federal funds 
• I—procurement and suspension and debarment 
• J—program income 
• K—real property acquisition and relocation assistance 
• L—reporting 
• M—subrecipient monitoring 
• N—special tests and provisions 
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The auditor should consider the applicability of these 
compliance requirements to the auditee's major programs. 
Part 2 of the Compliance Supplement provides a matrix 
that is useful to the auditor for this purpose by identifying 
whether particular compliance requirements apply to the 
federal programs included in the Compliance Supplement. 
In making a determination not to test a compliance require-
ment identified as applicable to a particular program, the 
auditor must conclude either that the requirement does 
not apply to the particular auditee or that noncompliance 
with the requirements could not have a material effect on a 
major program. 

Keeping Abreast of Changes in Compliance Requirements 

6.23 Circular A-133 states that an audit of the compliance re-
quirements related to federal programs contained in the 
Compliance Supplement will meet the requirements of 
the circular. However, it also states that when there have 
been changes to the compliance requirements and the 
changes are not reflected in the Compliance Supplement, 
the auditor must determine the current compliance re-
quirements and modify the audit procedures accordingly. 

6.24 Although Circular A-133 provides that federal agencies are 
responsible to inform the OMB annually of any updates 
needed to the Compliance Supplement, the auditor should 
recognize that laws and regulations change periodically and 
that delays will occur between such changes and revisions 
to the Compliance Supplement. Accordingly, the auditor 
should perform reasonable procedures to ensure that com-
pliance requirements are current. Besides describing the 
compliance requirements, the Compliance Supplement in-
cludes references to the Code of Federal Regulations and 
other sources of information about the requirements. The 
auditor may refer to those other sources of information to 
identify significant changes to the requirements or perform 
other procedures, including the following: 

• Discussions with appropriate individuals within the 
auditee organization (that is, the chief financial offi-
cer, internal auditors, legal counsel, the compliance 
officer, or grant or contract administrators) 
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• A review of contracts or grant agreements, new guid-
ance material issued by the granting agency or 
pass-through entity (for example, handbooks and op-
erating procedures), and correspondence from the 
granting agency or pass-through entity 

• An inquiry of granting agency personnel (appendix 
III of the Compliance Supplement includes a listing 
of federal agency contacts, including addresses, 
phone numbers, and E-mail or Web page addresses 
that could be useful if the auditor decides to make 
such an inquiry) 

Considering Additional Provisions of Contracts 
or Grant Agreements 

6.25 The Compliance Supplement states that in addition to the 
compliance requirements identified in the supplement, au-
ditors need to consider whether there are any provisions of 
contracts or grant agreements that are unique to a particu-
lar entity (for example, the grant agreement may specify 
the matching percentage, or an entity may have agreed to 
additional requirements that are not required by law or 
regulation, perhaps as part of a resolution of prior audit 
findings). 

6.26 Therefore, in using the Compliance Supplement to iden-
tify applicable compliance requirements, the auditor needs 
to consider— 

a. The applicability to the federal program of the four-
teen types of compliance requirements identified in 
part 3 of the Compliance Supplement. 

b. Additional compliance requirements specific to the 
federal program as identified in part 4 of the Compli-
ance Supplement. 

c. Any provisions of contracts or grants that are unique 
to the particular entity. 

Compliance Requirements Specific to Certain 
Federal Programs 
6.27 Part 4 of the Compliance Supplement discusses program 

objectives, program procedures, and compliance require-
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ments that are specific to each federal program included. 
With the exception of special tests and provisions, the au-
ditor should refer to part 3 of the Compliance Supplement 
for the audit objectives and suggested audit procedures 
that pertain to the compliance requirements associated 
with each program. Since special tests and provisions are 
unique to each program, the audit objectives and sug-
gested audit procedures for each program are included in 
part 4. 

Compliance Requirements Specific to a Cluster 
of Programs 

6.28 As noted in paragraph 2.18, a cluster of programs is a 
grouping of closely related programs that have similar 
compliance requirements (for example, SFA, R&D, and 
other clusters). Part 5 of the Compliance Supplement 
identifies those programs that are considered to be clus-
ters of programs. It also provides compliance require-
ments, audit objectives, and suggested audit procedures 
for the clusters. 

Relationship of the Compliance Supplement to Federal 
Program Audit Guides 
6.29 The Compliance Supplement states that for single audits, 

the supplement replaces federal agency audit guides and 
other audit requirement documents for individual federal 
programs.1 Accordingly, for a federal program included in 
the Compliance Supplement and having a separate federal 
program audit guide or other federal program audit re-
quirement documents, the auditor needs to consider only 
those compliance requirements in the Compliance Sup-

1. Auditors should note that two federal agencies, the Department of Housing and Urban 
Development and the Department of Education have issued interim supplements to 
address the requirements of certain agency programs. Those supplements provide 
guidance similar to that provided in part 4 of the Compliance Supplement. A de-
scription of the supplements and the authoritative status of each are discussed in 
part 1 of the Compliance Supplement. Auditors should refer to the Compliance Sup-
plement to determine whether to use the interim supplements or the Compliance 
Supplement for the federal programs included in the supplements. As of the date of 
this SOP, the OMB has indicated that the federal programs included in the Depart-
ment of Education interim supplement will be included in the next revision of the 
Compliance Supplement. 
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plement when performing a single audit (versus a program-
specific audit). 

Federal Programs Not Included in the 
Compliance Supplement 
6.30 The Compliance Supplement does not include all federal 

programs from which an auditee may receive federal awards. 
Circular A-133 states that for those federal programs not 
covered in the Compliance Supplement, the auditor should 
use the fourteen types of compliance requirements (see 
paragraph 6.22) contained in the supplement as guidance for 
identifying the types of compliance requirements to test, 
and should determine the requirements governing the fed-
eral program by reviewing the provisions of contracts and 
grant agreements and the laws and regulations referred to in 
such contracts and grant agreements. The auditor should 
follow the guidance in part 7 of the Compliance Supplement 
for identifying the applicable compliance requirements to 
test and report on in a single audit. That guidance outlines 
the following steps to determine which compliance require-
ments to test: 

a. Identify the applicable compliance requirements for 
the federal program. 

b. Determine which of the compliance requirements 
identified in step a could have a direct and material 
effect on the major program. 

c. Determine which of the compliance requirements 
identified in step b are susceptible to testing by the 
auditor. 

d. Determine which of the fourteen types of compliance 
requirements would the compliance requirements 
identified in step c fall into. 

e. For special tests and provisions, determine the ap-
plicable audit objectives and audit procedures. 

Part 7 of the Compliance Supplement provides more de-
tailed guidance on the steps to perform to identify applicable 
compliance requirements. 
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Planning the Engagement 
General Considerations 

6.31 Planning a compliance audit involves developing an overall 
strategy for the expected conduct and scope of the engage-
ment. To develop such a strategy, auditors need to have 
sufficient knowledge to enable them to understand ade-
quately the events, transactions, and practices that, in their 
judgment, have a significant effect on compliance. Proper 
planning and supervision contribute to the effectiveness of 
audit procedures. Proper planning directly influences the 
selection of appropriate procedures and the timeliness of 
their application, and proper supervision helps ensure that 
planned procedures are appropriately applied. 

6.32 Factors to be considered by the auditor in planning a com-
pliance audit include (a) the anticipated level of audit risk 
related to the compliance requirements on which the audi-
tor will report (see paragraphs 6.6 through 6.12), (b) prelim-
inary judgments about materiality levels for audit purposes 
(see paragraphs 6.13 through 6.16), and (c) conditions that 
may require extension or modification of audit procedures. 

6.33 The nature, timing, and extent of planning will vary with the 
nature and complexity of the compliance requirements and 
the auditor's prior experience with the auditee. As part of the 
planning process, the auditor should consider the nature, 
timing, and extent of the work to be performed to accom-
plish the objectives of the compliance audit. Nevertheless, as 
the compliance audit progresses, changed conditions may 
make it necessary to modify planned procedures. For discus-
sion of additional planning considerations, see chapter 3. 

Multiple Components 

6.34 In a compliance audit in which the auditee has operations in 
several components (for example, locations or branches), the 
auditor may determine that it is not necessary to test compli-
ance with requirements at every component. In making such 
a determination and in selecting the components to be tested, 
the auditor should consider such factors as the following: (a) 
the degree to which the specified compliance requirements 
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apply at the component level, (b) judgments about material-
ity, (c) the degree of centralization of the records, (d) the ef-
fectiveness of controls, particularly those that affect 
management's direct control over the exercise of authority 
delegated to others, as well as its ability to supervise activities 
at various locations effectively, (e) the nature and extent of op-
erations conducted at the various components, and (f) the 
similarity of operations and controls over compliance for dif-
ferent components. See paragraph 8.13 for a discussion of in-
ternal control considerations for multiple components. 

Consideration of Internal Control Over 
Compliance for Major Programs 
6.35 The auditor should obtain an understanding of relevant por-

tions of internal control over compliance sufficient to plan 
the audit and to assess control risk for compliance with spec-
ified requirements. In planning the audit, the auditor should 
use this knowledge to identify types of potential noncompli-
ance, to consider factors that affect the risk of material non-
compliance, and to design appropriate tests of compliance. 
Circular A-133 specifically requires the auditor to perform 
procedures to obtain an understanding of internal control 
over compliance for federal programs sufficient to plan the 
audit to support a low assessed level of control risk for major 
programs. Circular A-133 also requires the auditor to per-
form testing of controls as planned. In some instances, the 
auditor may be able to perform compliance testing for major 
programs concurrently with tests of controls (see paragraph 
3.40). Any reportable conditions in internal control over 
compliance for major programs that are noted are required 
to be reported as an audit finding (see paragraph 10.63). 
Control risk is discussed further in paragraph 6.10, and the 
auditor's consideration of internal control over compliance 
for major programs (including the final control risk assess-
ment and the performance of tests of controls) is discussed 
in more detail in chapter 8. 

Performing Compliance Testing 
6.36 Circular A-133 requires that compliance testing include 

tests of transactions and such other auditing procedures as 
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are necessary to provide the auditor with sufficient evidence 
to support an opinion on compliance for each major pro-
gram. Such compliance testing may be performed (a) con-
currently with tests of controls, (b) as substantive testing, 
or (c) as a combination of the two. In performing compli-
ance testing, the auditor attempts to obtain reasonable as-
surance that the auditee complied, in all material respects, 
with the compliance requirements. This includes designing 
the compliance audit to detect both intentional and unin-
tentional noncompliance. Absolute assurance is not attain-
able because of factors such as the need for judgment, the 
use of sampling, and the inherent limitations of internal 
control over compliance and because much of the evidence 
available to the auditor is persuasive rather than conclusive 
in nature. Furthermore, procedures that are effective for 
detecting unintentional noncompliance may be ineffective 
for detecting noncompliance that is intentional and is con-
cealed through a collusion between the client's personnel 
and third parties or among the management or employees 
of the client. Therefore, the subsequent discovery that ma-
terial noncompliance exists does not, in and of itself, evi-
dence inadequate planning, performance, or judgment on 
the part of the auditor. 

6.37 In determining the nature, timing, and extent of tests to 
perform, the auditor's professional judgment regarding the 
appropriate level of detection risk should be used. In applying 
his or her judgment, the auditor should be aware that small 
sample sizes for tests of details with a low dollar value and 
from a large population generally do not, by themselves, 
provide sufficient evidence. In determining the nature, 
timing, and extent of the testing of an auditee's compliance 
with compliance requirements, the auditor should consider 
audit risk and materiality related to each major program. 
The auditor plans compliance tests to reduce detection risk 
to an acceptable level. The evidence provided by these 
tests, along with evidence regarding inherent risk and con-
trol risk, provides the basis for expressing an opinion on 
whether the auditee complied, in all material respects, 
with the compliance requirements for each major program. 

6.38 In determining the nature of his or her tests of compliance 
with requirements governing major programs, the auditor 
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should consider the nature of those requirements. For ex-
ample, to test compliance with requirements applicable to 
the allowability of expenditures using program funds, audit 
procedures should be designed to provide the auditor with 
sufficient evidential matter to evaluate how management 
expended the funds. 

Sufficient Evidence 

6.39 The auditor should apply procedures to provide reasonable 
assurance of detecting material noncompliance. The selec-
tion and application of procedures that will accumulate 
evidence that is sufficient in the circumstances to provide 
a reasonable basis for expressing an opinion on compliance 
require the careful exercise of professional judgment. A 
broad array of available procedures may be applied in a 
compliance audit. In establishing a proper combination of 
procedures to restrict audit risk appropriately, the auditor 
should consider the following presumptions, bearing in 
mind that they are not mutually exclusive and may be 
subject to important exceptions: 

a. Evidence obtained from independent sources outside 
an entity provides greater assurance of an entity's 
compliance than evidence secured solely from 
within the entity. 

b. Information obtained from the auditor's direct 
personal knowledge (such as through physical exam-
ination, observation, computation, operating tests, 
or inspection) is more persuasive than information 
obtained indirectly. 

c. The more effective the internal control, the greater the 
assurance it provides about the entity's compliance. 

6.40 Thus, in the hierarchy of available audit procedures, those 
that involve search and verification (for example, inspec-
tion, confirmation, or observation)—particularly when in-
dependent sources outside the entity are used—are 
generally more effective in reducing audit risk than are those 
involving internal inquiries and comparisons of internal 
information (for example, analytical procedures and discus-
sions with the individuals responsible for compliance). 
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6.41 In a compliance audit, the auditor's objective is to accumu-
late sufficient evidence to limit audit risk to a level that is, 
in the auditor's professional judgment, appropriately low 
for the high level of assurance being provided. An auditor 
should select from all available procedures (that is, proce-
dures that assess inherent, control, and fraud risk and re-
strict detection risk)—any combination that can limit 
audit risk to such an appropriately low level. 

6.42 For regulatory requirements, the auditor's procedures may 
include reviewing reports of significant examinations and 
related communications between regulatory agencies and 
the entity and, when appropriate, making inquiries of the 
regulatory agencies, including inquiries about examina-
tions in progress. 

Audit Objectives 

6.43 As noted in paragraph 6.22, the Compliance Supplement 
contains the audit objectives for each type of compliance 
requirement that the auditor should consider in planning 
and performing tests of compliance requirements. The 
audit objectives are useful in understanding the specific 
objectives to be satisfied when the auditor performs audit 
tests and determines whether the noncompliance that is 
identified is material. 

Suggested Audit Procedures 
6.44 The Compliance Supplement contains suggested audit 

procedures for testing federal programs for compliance. 
These suggested audit procedures represent procedures 
that may be used by the auditor in developing an audit pro-
gram. The suggested audit procedures may also be useful in 
testing the same types of compliance requirements for pro-
grams that are not included in the Compliance Supple-
ment. These suggested audit procedures represent a tool 
available to the auditor; however, the auditor is neither re-
quired to follow these audit procedures nor restricted to 
using only these procedures. The auditor should use pro-
fessional judgment in determining the appropriate audit 
procedures to be performed to allow him or her to obtain 
sufficient evidence to form an opinion on the auditee's 
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compliance with the compliance requirements that could 
have a direct and material effect on each major program. 

Audit Sampling 

6.45 The auditor generally uses audit sampling to obtain evidential 
matter. There are two approaches to audit sampling: nonsta-
tistical and statistical. Circular A-133 does not require any 
particular sampling approach in a single audit. The factors to 
be considered in planning, designing, and evaluating audit 
samples (including planning a particular sample for a test of 
controls) are discussed in SAS No. 39, Audit Sampling 
(AICPA, Professional Standards, vol. 1, AU sec. 350). When 
planning to test a particular sample of transactions, the audi-
tor should consider the specific audit objective to be achieved 
and should determine that the audit procedure, or combina-
tion of procedures, to be applied will achieve that objective. 
The size of a sample necessary to provide sufficient evidential 
matter depends on both the objectives and the efficiency of 
the sample. Auditors should note that SAS No. 74, Compli-
ance Auditing Considerations in Audits of Governmental 
Entities and Recipients of Governmental Financial Assis-
tance, and Circular A-133 require the auditor to determine 
both the known questioned costs and likely questioned costs 
associated with audit findings. The determination of likely 
questioned costs may require the projection of sample results 
to determine whether a finding is required to be reported in 
the schedule of findings and questioned costs. Circular A-133 
does not require the auditor to report an exact amount or a 
statistical projection of likely questioned costs, but rather to 
include an audit finding when the auditor's estimate of likely 
questioned costs is greater than $10,000. See paragraph 6.59 
for a further discussion of likely questioned costs. 

6.46 The AICPA Audit and Accounting Guide Audit Sampling 
provides guidance to help auditors apply audit sampling in 
accordance with SAS No. 39. In the Audit Guide, sampling 
in compliance tests of internal controls and in substantive 
tests of details, as well as dual-purpose testing is discussed. 

Using Separate Samples for Each Major Program 

6.47 Although the auditor must obtain sufficient evidence to sup-
port an opinion on compliance for each major federal pro-
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gram, separate samples for each major program are not re-
quired. Experience has shown, however, that it is preferable 
to select separate samples from each major program because 
the separate sample provides clear evidence of the tests per-
formed, the results of those tests, and the conclusions 
reached. If the auditor chooses to select audit samples from 
the entire universe of major program transactions, the work-
ing papers should be presented in such a fashion that they 
clearly indicate that the results of such samples, together 
with other audit evidence, are sufficient to support the opin-
ion on each major program's compliance. As noted in para-
graph 6.37, the auditor should be aware that a sample of a few 
items with a low dollar value and from a large population, 
generally does not, by itself, provide sufficient evidence. 

Consideration of Subsequent Events 
6.48 The auditor's consideration of subsequent events in a com-

pliance audit is similar to the auditor's consideration of subse-
quent events in a financial statement audit, as outlined in SAS 
No. 1, section 560, "Subsequent Events" (AICPA, Professional 
Standards, vol. 1, AU sec. 560). The auditor should consider 
information about events relating to the applicable compliance 
requirements that comes to his or her attention after the end of 
the audit period and prior to the issuance of his or her report. 

6.49 Two types of subsequent events require consideration by 
management and evaluation by the auditor. The first type 
consists of events that provide additional information 
about the entity's compliance during the audit period. For 
the period from the end of the audit period to the date of 
the auditor's report, the auditor should perform procedures 
to identify such events. These procedures should include, 
but may not be limited to, inquiries about and considera-
tion of the following information: 

• Relevant internal auditors' reports issued during the 
subsequent period 

• Other auditors' reports identifying noncompliance 
that were issued during the subsequent period 

• Regulatory agencies' reports on the entity's noncom-
pliance that were issued during the subsequent period 
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• Information about the entity's noncompliance, ob-
tained through other professional engagements for 
that entity 

6.50 The second type of subsequent events consists of noncom-
pliance that occurs subsequent to the audit period but be-
fore the date of the auditor's report. The auditor has no 
responsibility to detect such noncompliance. However, 
should such noncompliance come to the auditor's atten-
tion, it may be of such a nature and significance that the 
auditor should consider whether the matter is adequately 
disclosed in the notes to the schedule of expenditures of 
federal awards. 

Evaluation and Reporting of Noncompliance 
Instances of Noncompliance (Findings) 

6.51 The auditor's tests of compliance with compliance re-
quirements may disclose instances of noncompliance. 
Circular A-133 refers to these instances of noncompliance 
as "findings." Such findings may be of a monetary nature 
and involve questioned costs or may be nonmonetary and 
not result in questioned costs. Both Government Auditing 
Standards and Circular A-133 specify how certain findings 
should be reported. The auditor's opinion on compliance 
and his or her responsibilities for reporting findings are 
discussed in greater detail in chapter 10. 

Compliance Opinion 

6.52 Circular A-133 requires the auditor to report on compliance, 
which includes an opinion or disclaimer of opinion (on 
each major program) on whether the auditee complied 
with the applicable compliance requirements, and to prepare 
a schedule of findings and questioned costs (see paragraphs 
10.41 through 10.46 and 10.55 through 10.67 for a further 
discussion). In evaluating whether the auditee complied 
with the compliance requirements in all material respects, 
the auditor should consider (a) the nature and frequency of 
the noncompliance identified, and (b) whether such non-
compliance is material relative to the nature of the compli-
ance requirements. Assessing materiality at the appropriate 
level is critical to the proper evaluation of findings. Materi-
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ality as it relates to giving an opinion on the auditee's com-
pliance is discussed in paragraphs 6.13 through 6.16. The 
auditor's evaluation of the effect of questioned costs on the 
compliance opinion is discussed in paragraph 6.55. 

Financial Statement Impact 

6.53 The auditor also has the responsibility of assessing the 
impact of the actual and projected error noted in the single 
audit against the materiality level established for the basic 
financial statements (see paragraph 6.16). The auditor 
should consider the effect of (a) any contingent liability 
that may arise from the noncompliance in accordance with 
Financial Accounting Standards Board (FASB) Statement 
of Financial Accounting Standards No. 5, Accounting for 
Contingencies, and (b) for nongovernmental entities, any 
uncertainty regarding the resolution of instances of non-
compliance in accordance with SOP 94-6, Disclosure of 
Certain Significant Risks and Uncertainties. 

Questioned Costs 
6.54 Questioned costs are defined by Circular A-133 to include 

costs that are questioned by the auditor because of an 
audit finding (a) that resulted from a violation or possible 
violation of a provision of a law, regulation contract, grant, 
cooperative agreement, or other agreement or document 
governing the use of federal funds, including funds used to 
match federal funds, (b) for which the costs, at the time of 
the audit, are not supported by adequate documentation, 
or (c) for which the costs incurred appear unreasonable 
and do not reflect the actions a prudent person would take 
in the circumstances. 

Evaluating the Effect of Questioned Costs on the 
Compliance Opinion 

6.55 In evaluating the effect of questioned costs on the opinion 
on compliance, the auditor considers the best estimate of 
the total costs questioned for each major program (likely 
questioned costs), not just the questioned costs specifically 
identified (known questioned costs). There may be in-
stances in which the known questioned costs are not consid-
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ered material but the likely questioned costs are considered 
material. In this situation, the auditor should consider the 
noncompliance to be material or may expand the scope of 
the audit and apply additional audit procedures to further 
establish the likely questioned costs. For example, if an au-
ditor's sample results in known questioned costs related to 
three sample items out of thirty selected, the three errors 
may not be considered material. However, the auditor's pro-
jection of those errors to the entire population may suggest 
that there are likely questioned costs that are material. In 
this example, the auditor should consider the noncompli-
ance to be material and should report a finding or expand 
the scope of the audit and apply additional audit procedures. 

Federal Agency Consideration of Findings and 
Questioned Costs 

6.56 The auditor's designation of a cost as questioned does not 
necessarily mean that a federal grantor agency will disallow 
the cost. In most instances, the auditor is unable to deter-
mine whether a federal awarding agency or pass-through 
entity will ultimately disallow a questioned cost, because 
the agency or entity has considerable discretion in these 
matters. 

6.57 Circular A-133 defines a management decision as the eval-
uation by the federal awarding agency or pass-through entity 
of the audit findings and corrective action plan (see para-
graphs 2.26 and 10.68 through 10.70 for a further discussion 
of the corrective action plan) and the issuance of a written 
decision as to what corrective action is necessary. Circular 
A-133 allows a federal awarding agency or pass-through en-
tity receiving an auditor's report indicating findings and 
questioned costs six months after receipt of the audit re-
port to issue such a decision. The nature of the questioned 
costs, as well as the amounts involved, are considered by 
the awarding agency or pass-through entity in issuing a 
management decision and deciding whether to disallow 
them. In addition, most federal awarding agencies have es-
tablished appeal and adjudication procedures for ques-
tioned costs. Because of the discretion allowed in resolving 
these matters, all questioned costs are subject to uncer-
tainty regarding their resolution. 
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Reporting the Findings 

6.58 Circular A-133 requires the auditor to consider a different 
level of materiality for the purposes of reporting audit find-
ings (see paragraphs 3.36 through 3.38 for a further discus-
sion). Circular A-133 requires the auditor, in addition to 
providing an opinion on compliance, to include the follow-
ing items, among other things, in the schedule of findings 
and questioned costs (see paragraph 10.56 for a complete 
listing of the items that are required to be included): 

• Material noncompliance with the provisions of laws, 
regulations, contracts, or grant agreements related to 
a major program. The auditor's determination of 
whether a noncompliance with the provisions of 
laws, regulations, contracts, or grant agreements is 
material for purpose of reporting an audit finding is 
in relation to a type of compliance requirement for a 
major program or an audit objective identified in the 
Compliance Supplement. 

• Known questioned costs that are greater than $10,000 
for a type of compliance requirement for a major pro-
gram (see paragraph 6.22 for a listing of the fourteen 
types of compliance requirements). Known questioned 
costs are those specifically identified by the auditor. 

• Known questioned costs when likely questioned 
costs are greater than $10,000 for a type of compli-
ance requirement. 

• Known questioned costs that are greater than $10,000 
for a federal program that is not audited as a major pro-
gram (see paragraph 10.63 for a further discussion). 

The reporting of findings is discussed in greater detail in 
paragraphs 10.63 and 10.64. 

Reporting the Likely Questioned Costs 

6.59 As noted before, in evaluating the effect of questioned costs on 
the opinion on compliance, the auditor considers both known 
questioned costs and the best estimate of the total costs ques-
tioned (likely questioned costs) for each major program. 
Known and likely questioned costs also need to be considered 
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when audit findings are reported. In addition to reporting 
known questioned costs greater than $10,000 in the schedule 
of findings and questioned costs, the auditor is also required to 
report known questioned costs when likely questioned costs 
are greater than $10,000. For example, if the auditor specifi-
cally identifies $7,000 in questioned costs but, based on his or 
her evaluation of the effect of questioned costs on the opinion 
on compliance, the auditor estimates that the total questioned 
costs are in the $50,000-$60,000 range, the auditor would re-
port a finding that indicates the known questioned costs of 
$7,000. See paragraph 10.63 for a further discussion. 

Findings That Cannot Be Quantified 

6.60 The auditor may discover instances of noncompliance that 
cannot be quantified. The auditor's responsibility for report-
ing such findings can best be described through an example. 
Assume that the auditor encounters a pass-through entity 
that consistently fails to provide its subrecipients with fed-
eral award information. Circular A-133 requires the auditor 
to consider all findings in relation to a type of compliance re-
quirement (in the example provided, subrecipient monitor-
ing is the relevant type of compliance requirement) or an 
audit objective identified in the Compliance Supplement. 
The pertinent audit objective included in the Compliance 
Supplement and relating to the example provided here is for 
the auditor to "determine whether the pass-through entity 
identifies federal award information and compliance re-
quirements to the subrecipient." Because the pass-through 
entity failed to provide federal award information to its sub-
recipients, this noncompliance would be material in relation 
to the audit objective and, therefore, should be reported as 
an audit finding. In addition, the auditor should also con-
sider whether reportable conditions exist and require re-
porting with respect to subrecipient monitoring. 

Performing Follow-Up Procedures 
Auditee Responsibilities for Audit Follow-Up and for 
the Summary Schedule of Prior Audit Findings 
6.61 Circular A-133 states that the auditee is responsible for fol-

low-up and corrective action on all audit findings. The follow-
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up required by Circular A-133 is facilitated by the require-
ment that the auditee prepare a summary schedule of prior 
audit findings (see paragraphs 2.21 and 10.68). This 
schedule reports the status of all audit findings included in 
the prior audit's schedule of findings and questioned costs 
relative to federal awards. It also includes audit findings re-
ported in the prior audit's summary schedule of prior audit 
findings that were not identified as either (1) fully corrected, 
(2) no longer valid, or (3) not warranting further actions. 
Circular A-133 states that a valid reason for considering an 
audit finding as not warranting further action is that all of 
the following have occurred: 

• Two years have passed since the audit report in 
which the finding occurred was submitted to the fed-
eral clearinghouse. 

• The federal agency or pass-through entity is not cur-
rently following up with the auditee on the audit 
finding. 

• A management decision was not issued. 

6.62 Circular A-133 also states the following with regard to the 
auditee's schedule of prior audit findings: 

• When audit findings were fully corrected, the sum-
mary schedule need only list the audit findings and 
state that corrective action was taken. 

• When audit findings were not fully corrected or were 
only partially corrected, the summary schedule must 
describe the planned corrective action as well as any 
partial corrective action taken. 

• When the corrective action taken is significantly dif-
ferent from the corrective action previously reported 
in a corrective action plan or in the federal agency's 
or pass-through entity's management decision, the 
summary schedule must provide an explanation. 

• When the auditee believes the audit findings are no 
longer valid or do not warrant further actions, the 
reasons for this position must be described in the 
summary schedule (see paragraph 6.61). 
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Auditor Responsibilities for Follow-Up on Previously 
Reported Findings 

6.63 Circular A-133 requires the auditor to follow up on prior 
audit findings, perform procedures to assess the reason-
ableness of the schedule of prior audit findings prepared by 
the auditee, and report, as a current-year audit finding, 
when the auditor concludes that the summary schedule of 
prior audit findings materially misrepresents the status of 
any prior audit finding. The auditor should also perform 
audit follow-up procedures regardless of whether a prior 
audit finding relates to a major program in the current 
year. The auditor's reporting responsibilities are further 
discussed in chapter 10. 

Auditor Follow-Up Procedures 

6.64 To follow up on previous audit findings, the auditor should 
obtain the auditee's summary schedule of prior audit find-
ings and should review its contents with appropriate 
members of management. Although in many cases the pro-
cedures performed in the current audit will provide a basis 
for the auditor to assess the schedule, the auditor may find 
it necessary to perform procedures directed specifically at 
the status of prior audit findings. In these cases, the follow-
ing procedures are to be considered: 

• Inquiry of auditee management and program personnel 

• Review of management decisions issued by federal 
awarding agencies or pass-through entities to the audi-
tee (see paragraph 6.57) 

• Observation of an activity that has been redesigned 
to address a prior-year finding 

• Testing of similar current-year transactions 

Audit Follow-Up for Findings Reported, as Required 
by Government Auditing Standards 
6.65 As noted in paragraph 3.14, Government Auditing Stan-

dards establishes an additional fieldwork standard, which 
requires the auditor to follow up on known material find-
ings and recommendations from previous audits that could 
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affect the financial statement audit to determine whether 
the auditee has taken timely and appropriate corrective 
actions. The auditee's schedule of prior audit findings is 
only required to include the status of prior-year findings 
relative to federal awards. However, there may be certain 
financial statement audit findings required to be reported 
under Government Auditing Standards that are included 
in the summary schedule of prior audit findings (because 
they also relate to federal awards). Also, although not re-
quired, some auditees may decide to include the status of 
other financial statement audit findings (that is, those that 
are not related to federal awards) in the schedule. For 
those financial statement audit findings included in the 
summary schedule of prior audit findings, the auditor's as-
sessment of the reasonableness of the schedule (described 
in paragraphs 6.63 and 6.64) would meet the audit follow-
up requirements of Government Auditing Standards. For 
financial statement audit findings that are not included in 
the schedule, the auditor should follow up on the findings 
to determine their status. See paragraph 10.62 for a discus-
sion of the auditor's responsibility to report the status of 
uncorrected material findings and recommendations from 
prior audits that affect the financial statement audit. 

Corrective Action Pían 

6.66 Circular A-133 also requires that upon completion of the 
audit, the auditee prepare a corrective action plan that 
identifies the contact person responsible for corrective 
action, indicates the corrective action planned, the antici-
pated completion date or, if the auditee does not agree with 
the finding, an explanation and specific reasons why the 
auditee disagrees. The auditor may find the auditee's cor-
rective action plan useful in performing audit follow-up (in 
addition to the auditee's summary schedule of prior audit 
findings) because it may provide a preliminary indication 
of the corrective steps planned by the auditee. 

Disputes or Unresolved Findings 
6.67 There may be times when, as part of the follow-up on prior 

findings, the auditor determines that (a) a previous find-
ing is the subject of a dispute between the auditee and the 
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federal awarding agency or pass-through entity or (b) the 
federal awarding agency or pass-through entity has not ad-
dressed the finding by issuing a management decision. In 
these situations, if the finding relates to a current-year 
major program, the auditor should report similar transac-
tions of the current year as findings and questioned costs 
until either the dispute is resolved or the initial finding no 
longer warrants further action under Circular A-133 as de-
scribed in paragraph 6.61. However, if the auditor no longer 
believes that there is noncompliance because of additional 
evidence obtained in the current year, similar transactions 
need not be reported as findings. 

Management Representations Related 
to Federal Awards 
6.68 As part of an audit under Circular A-133, the auditor 

should obtain written representations from management 
about matters related to federal awards. Therefore, in addi-
tion to the management representations obtained in con-
nection with an audit of the financial statements as 
discussed in paragraph 4.40, the auditor should obtain 
written representations from management concerning the 
identification and completeness of federal award programs, 
representations concerning compliance with compliance 
requirements, and identification of known instances of 
noncompliance. 

Suggested Representations 
6.69 The auditor should consider obtaining the following written 

representations in a single audit:2 

• Management is responsible for complying, and has 
complied, with the requirements of Circular A-133. 

• Management has prepared the schedule of expenditures 
of federal awards in accordance with Circular A-133 

2. These representations may be added to a representation letter obtained in connection 
with an audit of the financial statements instead of a separate letter. 
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and has included expenditures made during the period 
being audited for all awards provided by federal agen-
cies in the form of grants, federal cost-reimbursement 
contracts, loans, loan guarantees, property (including 
donated surplus property), cooperative agreements, in-
terest subsidies, insurance, food commodities, direct 
appropriations, and other assistance. 

Management is responsible for complying with the 
requirements of laws, regulations, and the provisions 
of contracts and grant agreements related to each of 
its federal programs. 

Management is responsible for establishing and main-
taining effective internal control over compliance for 
federal programs that provides reasonable assurance 
that the auditee is managing federal awards in com-
pliance with laws, regulations, and the provisions of 
contracts or grant agreements that could have a ma-
terial effect on its federal programs. 

Management has identified and disclosed to the audi-
tor the requirements of laws, regulations and the 
provisions of contracts and grant agreements that 
are considered to have a direct and material effect on 
each federal program. 

Management has made available all contracts and 
grant agreements (including amendments, if any) 
and any other correspondence that have taken place 
with federal agencies or pass-through entities and 
are related to federal programs. 

Management has complied, in all material respects, 
with the compliance requirements in connection 
with federal awards except as disclosed to the auditor. 

Management has identified and disclosed to the auditor 
all amounts questioned and any known noncompliance 
with the requirements of federal awards, including the 
results of other audits or program reviews. 

Management's interpretations of any compliance re-
quirements that have varying interpretations have 
been provided. 
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Management has made available all documentation 
related to the compliance requirements, including 
information related to federal program financial re-
ports and claims for advances and reimbursements. 

Federal program financial reports and claims for 
advances and reimbursements are supported by the 
books and records from which the basic financial 
statements have been prepared, and are prepared on 
a basis consistent with that presented in the schedule 
of expenditures of federal awards. 

The copies of federal program financial reports pro-
vided to the auditor are true copies of the reports sub-
mitted, or electronically transmitted, to the federal 
agency or pass-through entity, as applicable. 

If applicable, management has monitored subrecipi-
ents to determine that they have expended pass-
through assistance in accordance with applicable 
laws and regulations and has met the requirements 
of Circular A-133. 

If applicable, management has issued management 
decisions on a timely basis after their receipt of 
subrecipients' auditor's reports that identified non-
compliance with laws, regulations, or the provisions 
of contracts or grant agreements, and has ensured 
that subrecipients have taken the appropriate and 
timely corrective action on findings. 

If applicable, management has considered the results 
of subrecipient audits and has made any necessary 
adjustments to their own books and records. 

Management is responsible for and has accurately 
prepared the summary schedule of prior audit find-
ings to include all findings required to be included by 
Circular A-133. 

Management has provided the auditor with all informa-
tion on the status of the follow-up on prior audit find-
ings by federal awarding agencies and pass-through 
entities, including all management decisions. 

116 



Management has accurately completed the appropri-
ate sections of the data collection form. 

• If applicable, management has disclosed all contracts 
or other agreements with the service organizations. 

• If applicable, management has disclosed to the auditor 
all communications from the service organization re-
lating to noncompliance at the service organization. 

• Management has disclosed any known noncompli-
ance occurring subsequent to the period for which 
compliance is audited. 

• Management has disclosed whether any changes in 
internal control over compliance or other factors that 
might significantly affect internal control, including 
any corrective action taken by management with re-
gard to reportable conditions (including material 
weaknesses), have occurred subsequent to the date 
as of which compliance is audited. 

Refusal to Furnish Written Representation 
6.70 Management's refusal to furnish all written representations 

that the auditor considers necessary in the circumstances 
constitutes a limitation on the scope of the audit sufficient 
to require a qualified opinion or disclaimer of opinion on 
the auditee's compliance with major program require-
ments. The auditor should also consider the effects of man-
agement's refusal on his or her ability to rely on other 
management representations. 

State and Local Government Compliance 
Auditing Considerations 
6.71 An auditor may also be engaged to test and report on com-

pliance with state and local laws and regulations in addi-
tion to the testing and reporting requirements imposed by 
Government Auditing Standards and Circular A-133. Al-
though such auditing is outside the scope of this SOP, such 
a requirement may specify compliance tests, similar to 
those in a single audit. When this is the case, auditors 
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should consult state or local government officials or other 
sources concerning the nature and scope of the required 
testing. However, state or local government funds should 
be distinguished from pass-through federal funds. When a 
single audit is conducted, pass-through federal funds are 
considered part of the federal awards received. See para-
graphs 3.47 through 3.49 for a brief discussion of state and 
local compliance requirements. 
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CHAPTER 7 
Determination of Major Programs 

7.1 As noted in paragraph 2.22, Circular A-133 requires the 
auditee to identify in its accounts all federal awards re-
ceived and expended and the federal programs under 
which they were received. The auditee is also required to 
prepare a schedule of expenditures of federal awards for 
the period covered by its financial statements (see chapter 
5 for a further discussion of the requirements related to 
this schedule). However, Circular A-133 places the respon-
sibility for identifying major programs on the auditor, and 
it provides the criteria to be used in applying a risk-based 
approach to determining major programs. The risk-based 
approach is designed to focus the single audit on higher-
risk programs. See paragraph 7.20 for a description of 
when the auditor can deviate from the use of risk criteria. 

7.2 The auditor's determination of the programs to be audited 
is based on an evaluation of the risk of noncompliance oc-
curring that could be material to an individual major fed-
eral program. In evaluating such risk, the auditor considers, 
among other things, the current and prior audit experience 
with the auditee, the oversight exercised by federal agen-
cies and pass-through entities, and the inherent risk of the 
federal programs. The auditor should use professional judg-
ment and the guidance in sections 520, 525, and 530 of 
Circular A-133 in the risk assessment process. In addition, 
the auditor should consider the need to discuss the nature 
of federal programs with the management of the auditee 
and of the federal or state agency that provided the funds 
to the auditee. 

Applying the Risk-Based Approach 
7.3 The guidance on the risk-based approach is organized here 

as provided in Circular A-133 and consists of the following 
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EXHIBIT 7.1 Flowchart Illustration of Applying the Risk-Based 
Approach for Determining Major Programs 

Obtain auditee's 
schedule of expenditures o f federal awards 

identifying each program/cluster* 

Program/cluster is 
type B 

Do program/cluster 
expenditures meet dollar 
threshold for assessment 

(step 3)?d 

Do program/cluster 
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threshold for Type A? 
(step 1)b 
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type A 

Perform risk assessment (step 3 ) c 

Is type B considered a 
high-risk program? 
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Major programs 
under risk-based approach 
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at least 50% of total federal 

awards expended (or 25% if low-
risk auditee)?g 

Yes 

a. See paragraph 1.18 for the definition of federal programs, including clusters. 
b. See paragraphs 7.4 through 7.9 for a detailed discussion of step 1. 
c. See paragraphs 7.10 through 7.13 for a detailed discussion of step 2. 
d. See paragraphs 7.14 through 7.16 for a detailed discussion of step 3. 
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e. Before performing the risk assessment, the auditor should consider whether option 1 or 
option 2 will be selected under step 4 because it will affect whether risk assessments need 
to be performed on all type B programs or only some type B programs. See paragraph 7.15. 

f. The number of type B high-risk programs identified as major programs is either— 
• Option 1: one-half of the number of type B high-risk programs, unless this number 

exceeds the number of low-risk type A programs identified in step 2. In this case, the 
auditor would be required to audit as major the same number of high-risk type B pro-
grams as low-risk type A programs. Under this option, the auditor is expected to per-
form risk assessments on all type B programs that exceed the threshold for type B. 

• Option 2: one high-risk program for each low-risk type A program. This option does not 
require the auditor to perform risk assessments on all type B programs. See paragraphs 
7.17 through 7.20 for a detailed discussion of step 4, including option 1 and option 2. 

g. There may be instances when the auditee includes certain noncash assistance (such as 
loan guarantees or loans) in the notes to the schedule of expenditures of federal awards 
(see paragraph 5.13). The auditor should be sure to include such noncash assistance as 
part of total federal awards expended when performing this calculation. 

h. The additional programs/clusters selected (marked "A" on the flowchart) to meet the 
percentage-of-coverage rule are audited as major programs in addition to type A and 
type B programs identified in steps 1 through 4. See paragraph 7.24 for a further discus-
sion of the percentage-of-coverage rule. 

steps (see exhibit 7.1 for a flowchart illustration of applying 
the risk-based approach for determining major programs): 

• Step 1—determination of type A and type B pro-
grams (paragraphs 7.4 through 7.9) 

• Step 2—identification of low-risk type A programs 
(paragraphs 7.10 through 7.13) 

• Step 3—identification of high-risk type B programs 
(paragraphs 7.14 through 7.16) 

• Step 4—determination of programs to be audited as 
major (paragraphs 7.17 through 7.20) 

Step 1 —Determination of Type A and 
Type B Programs 
7.4 To determine which federal programs are to be audited as 

major (see step 4), the auditor must first identify federal 
programs as being either type A or type B as defined in Cir-
cular A-133. In general, type A programs are larger federal 
programs and type B programs are smaller federal pro-
grams. The auditor should obtain the schedule of expendi-
tures of federal awards from the auditee to assist in the 
identification of type A and type B programs. The schedule 
of expenditures of federal awards, prepared by the auditee, 
includes all cash and noncash awards either on the face of 
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the schedule or in the notes to the schedule. Auditors 
should note that for purposes of determining major pro-
grams, a cluster of programs should be considered as one 
program (see paragraphs 1.18, 1.19, 2.18, 5.6, and 8.30 for 
a further discussion of a cluster of programs). 

Type A Program Criteria 

7.5 The larger federal programs are labeled as type A. The cri-
teria that Circular A-133 establishes for identifying Type A 
programs are presented in table 7.1. 

TABLE 7.1 Criter ia for Ident i fy ing T y p e A P r o g r a m s 

A Type A Program Is Any Program 
When Total Federal Awards With Federal Awards Expended 

Expended* Are— That Exceed the Larger o f— 

More than or equal to $300,000 and $300,000 or 3% (0.03) of 
less than or equal to, $100 million federal awards expended 

More than $100 million and less $3 million or 0.3% (0.003) of 
than or equal to $10 billion federal awards expended 

More than $10 billion $30 million or 0.15% (0.0015) 
of federal awards expended 

* Includes both cash and noncash awards. 

Type B Program Criteria 

7.6 Federal programs that do not meet the type A criteria are 
considered type B programs. 

Effect of Large Loans and Loan Guarantees on 
Identification of Type A Programs 

7.7 The various types of noncash awards, including loans and 
loan guarantees, and how they are valued are discussed in 
chapter 5. Circular A-133 states that when the auditor ap-
plies the dollar criteria shown in table 7.1 to identify type A 
programs, the inclusion of large loans and loan guarantees 
should not result in the exclusion of other federal programs 
as type A programs. Auditors should note that this require-
ment relates only to loans and loan guarantees and not to 
any other large noncash awards. When a federal program 
providing loans or loan guarantees significantly affects the 
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number or size of type A programs, the auditor should con-
sider the loan or loan guarantee program a type A program 
and exclude its values in determining other type A programs. 
The auditor should use professional judgment in determin-
ing whether type A programs would be significantly affected 
in this situation. 

7.8 The example in table 7.2 demonstrates this concept by show-
ing the identification of type A programs as well as the effect 
of loans and loan guarantees on that identification process. 

TABLE 7.2 Identification of Type A Programs and the Effect of Loans 
and Loan Guarantees 

Federal Awards 
Program/Federal Grantor Expended ($000) 

Cash program A—U.S. Department of Labor $ 1,335 
Cash program B—U.S. Department of Health 
and Human Services 3,000 
Cash program C-1—U.S. Department of Education 175 
Cash program C-2—U.S. Department of Education 280 
Cash program D—U.S. Department of Housing 
and Urban Development (a pass-through grant 
from a local government) 310 

Subtotal—cash federal awards expended $ 5,100 
Commodities program E—U.S. Department of Agriculture 

(a pass-through grant from a state) 2,000 
Subtotal—cash and commodities federal awards expended $ 7,100 

Loan program F—U.S. Department of Housing and 
Urban Development 33,500* 

Loan guarantee program G—U.S. Department of Agriculture 57,000* 
Total federal awards expended $97,600 

* In accordance with Circular A-133, loans and loan guarantees include new loans made 
during the year, plus prior-year loans for which the federal government imposes continu-
ing compliance requirements, plus any interest subsidy, cash, or administrative cost al-
lowance received. See paragraphs 5.14 and 5.15 for additional information. 

7.9 In table 7.2 the auditee has $97,600,000 in total federal 
awards expended. Therefore, an application of the criteria 
in table 7.1 would indicate that type A programs would be 
those that expended federal awards equal to or greater than 
$2,928,000 (3 percent of $97,600,000), or programs B, F, 
and G. However, when large loan and loan guarantee pro-
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grams F and G are excluded from the base amount of the 
total federal awards expended in the calculation, the type A 
programs would be those programs that expended federal 
awards equal to or greater than $300,000 (the larger of 
$213,000 [3 percent of $7,100,000], or $300,000). There-
fore, under the second calculation programs A, B, D, E, F, 
and G would be type A programs. If the auditor, in his or her 
professional judgment, concludes that the difference in the 
number or size of type A programs is significantly affected 
by the inclusion of the loans and loan guarantees (which in 
this example would be likely due to the significant increase 
in type A programs), the auditor would identify programs A, 
B, D, E, F, and G as type A programs. The auditor should 
consider contacting the cognizant or oversight agency for 
audit if the auditor is unsure about whether to exclude loan 
or loan guarantees when determining type A programs. 

Step 2—Identification of Low-Risk Type A Programs 
7.10 After completing step 1, the auditor should perform a risk as-

sessment of each type A program to identify those that are 
low-risk. Circular A-133 includes certain conditions that, 
when met, indicate that a type A program may be low-risk. 

General Conditions for Low-Risk Type A Programs 

7.11 Type A programs may generally be considered low-risk if 
both of the following conditions are met: (a) the program 
has been audited as a major program in at least one of the 
two most recent audit periods (in the most recent audit pe-
riod in the case of a biennial audit), and (b) in the most re-
cent audit period, the program had no audit findings (see 
paragraph 10.63 for a description of audit findings). 

Auditor Judgment in Determination of Low-Risk 
Type A Programs 
7.12 Circular A-133 permits the auditor to conclude, based on 

professional judgment, that a type A program is low-risk even 
though (a) in the prior audit period it may have had known 
or likely questioned costs greater than $10,000 for a type of 
compliance requirement, (b) known fraud has been identi-
fied, or (c) the summary schedule of prior audit findings ma-
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terially misrepresents the status of a prior audit finding. For 
example, consider a situation in which the funds expended 
under a federal program in the prior year totaled $10 million, 
there were known questioned costs of $11,000 that related to 
one isolated instance, and there were no additional likely 
questioned costs. In this example, the auditor, based on pro-
fessional judgment, could decide that the program is low-risk 
in the current year. In making the final determination of 
whether a type A program is low-risk, the auditor should also 
consider the risk criteria in paragraphs 7.26 through 7.36, 
the results of audit follow-up, and whether any changes in the 
personnel or systems affecting a type A program have signifi-
cantly increased its risk. Based on all of this information, the 
auditor would apply professional judgment in determining 
whether a type A program is low-risk. 

Type A Program Not Considered Low-Risk at Request 
of Federal Awarding Agency 

7.13 A federal awarding agency may request that a type A program 
for certain recipients not be considered low-risk so that it 
would be audited as a major program. For example, it may 
be necessary for a large type A program to be audited as 
major each year for particular recipients, to allow the federal 
agency to comply with the Government Management Re-
form Act of 1994. In this instance, Circular A-133 requires 
the federal awarding agency to obtain approval from the 
OMB. Furthermore, the federal awarding agency must notify 
the recipient and, if known, the auditor at least 180 days 
prior to the end of the fiscal year end to be audited. (See 
also paragraph 7.35 for a discussion of the federal agency or 
pass-through entity option to identify federal programs as 
higher risk in the Compliance Supplement.) 

Step 3—Identification of High-Risk Type B Programs 
7.14 After completing steps 1 and 2, the auditor should identify 

type B programs that are high-risk, using professional judg-
ment and the risk criteria discussed in paragraphs 7.26 
through 7.36. Except for known reportable conditions in 
internal control or instances of noncompliance, a single risk 
criteria would, in general, seldom cause a type B program 
to be considered high risk. 
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7.15 Before beginning step 3, the auditor should— 

a. Consider whether there are low-risk type A pro-
grams. When there are no type A programs identi-
fied as low-risk (either because there are no type A 
programs or because none of the type A programs 
are low-risk), the auditor is not required to perform 
step 3. Instead, the auditor would audit as major 
enough type B programs to meet the percentage-of-
coverage rule (see paragraph 7.24). When there are 
type A programs, but none are low-risk, the auditor 
would audit as major all type A programs plus any 
additional type B programs needed to meet the per-
centage-of-coverage rule. In either case, any pro-
grams requested to be audited by a federal agency or 
pass-through entity must be audited as a major pro-
gram and would be included in determining whether 
the percentage-of-coverage rule has been met (see 
paragraph 7.21). 

b. Consider whether option 1 or option 2 will be used in 
step 4 (see paragraphs 7.18 through 7.19 for a detailed 
description of each option). The auditor's decision of 
which option to choose will likely be based on audit 
efficiency and will affect how many type B programs 
are subject to risk assessment. The auditor should 
consider the following discussion before deciding 
whether to use option 1 or option 2. 
• Under option 1, the auditor is required to per-

form a risk assessment on all type B programs 
(excluding small type B programs as discussed 
in paragraph 7.16). In comparison with option 2, 
option 1 will likely require the auditor to per-
form more type B program risk assessments, but 
may also result in the auditor having to audit 
fewer major programs. For example, assume 
that an auditee has four low-risk type A pro-
grams and ten type B programs that exceed the 
amount specified in table 7.3. Also assume that 
the auditor chooses option 1. In this scenario, 
the auditor would be required to perform a risk 
assessment on all type B programs. If the auditor 
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finds that only four type B programs are high-
risk, the auditor would only be required to audit 
two of the four high-risk type B programs as 
major (one-half of the number of high-risk type B 
programs). 

• Under option 2, the auditor is only required to 
identify high-risk type B programs up to the num-
ber of low-risk type A programs. In comparison 
with option 1, option 2 will likely require the au-
ditor to perform fewer type B risk assessments, 
but may also result in the auditor having to audit 
more major programs. For example, assume that 
an auditee has four low-risk type A programs and 
ten type B programs that exceed the amount 
specified in table 7.3. Assume also that the first 
four type B programs subject to risk assessment 
are determined by the auditor to be high-risk. In 
this scenario, the auditor may choose option 2, 
identify the four high-risk type B programs as 
major, and not perform risk assessments on the 
remaining six type B programs. Using the same 
example but assuming that the auditee only has 
one low-risk type A program (instead of four), the 
auditor would be required to audit one type B 
program as major under either option 1 or 2. In 
this scenario, option 2 would likely be the most 
efficient choice for the auditor since the auditor 
would only need to perform type B program risk 
assessments until one high-risk type B program 
was identified (under option 1 the auditor would 
be required to perform a risk assessment on all 
type B programs. 

Criteria for Performing Risk Assessments on 
Type B Programs 

7.16 An auditor is not expected to perform risk assessments on 
relatively small federal programs. Therefore, Circular A-133 
only requires the auditor to perform risk assessments on 
type B programs that exceed the larger of the criteria shown 
in table 7.3. 
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TABLE 7.3 Criteria for Performing Risk Assessments on 
Type B Programs 

When Total Federal Awards 
Expended* Are— 

Perform Risk Assessment for Type B 
Programs That Exceed the Larger of— 

More than or equal to $300,000 and 
less than or equal to $100 million 

More than $100 million $300,000 or 0.03% (0.0003) of 

$100,000 or 0.3% (0.003) of 
federal awards expended 

federal awards expended 

Includes both cash and noncash awards, 

Step 4—Determination of Programs to Be 
Audited as Major 
Criteria for Major Programs 

7.17 After completing steps 1 through 3, the auditor identifies the 
major programs. At a minimum, Circular A-133 requires the 
auditor to audit all of the following as major programs: 

• All type A programs, except those identified as low-
risk under step 2 (see paragraphs 7.10 through 7.13) 

• High-risk type B programs as identified under either 
of the two options described in paragraph 7.18 

• Programs to be audited as major based on a federal 
agency request (in lieu of the federal agency con-
ducting or arranging for additional audits; see para-
graph 7.21 for further information) 

• Additional programs, if any, that are necessary to 
meet the percentage-of-coverage rule described in 
paragraph 7.24 

Two Options Available for Identifying High-Risk 
Type B Programs 
7.18 Section 520(e)(2) of Circular A-133 provides two options 

for identifying high-risk type B programs: 

• Option 1. Under option 1, the auditor is expected to 
perform risk assessments of all type B programs that 
exceed the amount specified in table 7.3, and to audit 
at least one-half of the high-risk type B programs as 
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major, unless this number exceeds the number of 
low-risk type A programs identified in step 2 (that is, 
the cap). In this case, the auditor would be required 
to audit as major the same number of high-risk type B 
programs as the cap. For example, consider an audi-
tee that has ten low-risk type A programs, and fifty 
type B programs above the amount specified in table 
7.3. Under this option, the auditor would be required 
to perform risk assessments of the fifty type B pro-
grams. Assume that based on that assessment, the 
auditor determines that there are twenty-five high-
risk type B programs. One-half of the twenty-five 
high-risk type B programs is 12.5, which rounds up to 
thirteen programs. Under this option, the auditor 
would audit thirteen of the high-risk type B programs 
as major; however, since the cap in this example is ten 
(that is, the number of low-risk type A programs), the 
auditor is only required to audit ten high-risk type B 
programs as major. 

• Option 2. Under option 2, the auditor is only required 
to audit as major one high-risk type B program for 
each type A program identified as low-risk in step 2. 
Under this option the auditor would not be required 
to perform risk assessments for any type B program 
when there are no low-risk type A programs (that is, 
the cap is zero). Continuing with the previous exam-
ple, under option 2 the auditor would perform risk 
assessments of type B programs until ten high-risk 
programs are identified (that is, ten is the number of 
low-risk type A programs). The auditor would then 
audit as major the ten type B programs identified as 
high-risk. Depending on the order in which risk as-
sessments on type B programs are performed, the 
auditor might only need to perform risk assessments 
of ten type B programs determined to be high-risk, 
or the auditor may need to perform risk assessments 
on additional Type B programs until ten high-risk 
programs are identified. 

7.19 The auditor may choose option 1 or option 2. There is no 
requirement to justify the reasons for selecting either option. 
The results under options 1 and 2 may vary significantly, 
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depending on the number of low-risk type A programs and 
high-risk type B programs (see paragraph 7.15). Circular 
A-133 encourages the auditor to use an approach that pro-
vides an opportunity for different high-risk type B programs 
to be audited as major over a period of time. 

Deviation From Use of Risk Criteria 

7.20 For first-year audits, Circular A-133 allows auditors to deviate 
from the above-described risk assessment process. A first-
year audit is defined as the first year an entity is audited 
under the June 30, 1997, revision to Circular A-133 or as 
the first year of a change in auditors. This exception allows 
the auditor to elect to determine major programs as all 
type A programs plus any type B programs as are necessary 
to meet the percentage-of-coverage rule described in para-
graph 7.24. Under this option, the auditor is not required 
to perform steps 2, 3, and 4. However, to ensure that a fre-
quent change of auditors would not preclude the audit of 
high-risk type B programs, this election for first-year audits 
may not be used more than once every three years. Audi-
tors should consider whether this exception is an option 
during the planning phase of the single audit (see also 
paragraphs 3.28 and 3.29 for a discussion of initial-year 
audit considerations). 

Other Considerations Regarding the 
Risk-Based Approach 

Federal Agency Requests for Additional 
Major Programs 
7.21 A federal agency may request an auditee to have a particular 

federal program audited as a major program in lieu of the 
federal agency conducting or arranging for additional audits. 
To allow for planning, such requests should be made at 
least 180 days prior to the end of the fiscal year to be au-
dited. The auditee, after consultation with its auditor, 
should promptly respond to such a request by informing 
the federal agency whether the program would otherwise be 
audited as a major program using the risk-based approach 
and, if it would not, informing the agency of the estimated 
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incremental cost. The federal agency must then promptly 
confirm to the auditee whether it wants the program au-
dited as a major program. If the program is to be audited as 
a major program based on the federal agency's request, and 
the federal agency agrees to pay the full incremental costs, 
then the auditee must have the program audited as a major 
program. This approach may also be used by pass-through 
entities for a subrecipient. 

Documentation of Risk Assessment in the 
Working Papers 
7.22 Circular A-133 requires the auditor to document in the 

working papers the risk assessment process used in deter-
mining major programs. It is therefore necessary for the 
auditor to document adequately, as required by GAAS and 
Government Auditing Standards, the determination of major 
programs (see the discussion of working paper requirements 
in paragraphs 3.16 through 3.18 and 3.22 through 3.23). 

Auditor Judgment in the Risk Assessment Process 
7.23 Circular A-133 states that when the determination of 

major programs is performed and documented by the audi-
tor in accordance with the circular, the auditor's judgment 
in applying the risk-based approach to determine major 
programs is presumed correct. Challenges by federal agen-
cies and pass-through entities should only be made for 
clearly improper use of the guidance in Circular A-133. It 
should be noted, however, that federal agencies and pass-
through entities may provide the auditor with guidance 
about the risk of a particular federal program, which the au-
ditor should consider when determining major programs. 

Percentage-of-Coverage Rule 
7.24 Circular A-133 requires the auditor to audit, as major pro-

grams, federal programs with federal awards expended 
that, in the aggregate, encompass at least 50 percent of the 
total federal awards expended. However, if the auditee 
meets the criteria for a low-risk auditee (see paragraph 
7.25), the auditor is only required to audit as major pro-
grams federal programs with federal awards expended that, 
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in the aggregate, encompass at least 25 percent of the total 
federal awards expended. To comply with this require-
ment, the auditor should compute the total federal awards 
expended for the major programs, determined under step 
4, as a percentage of the total federal awards expended. If 
the total does not equal 50 percent (or 25 percent in the 
case of a low-risk auditee) of the total federal awards ex-
pended, the auditor should select additional programs (ei-
ther type A or type B) to equal 50 percent (or 25 percent in 
the case of a low-risk auditee) and test them as major pro-
grams. The selection of additional programs to meet the 
percentage of coverage is based on the auditor's profes-
sional judgment. When selecting additional programs to 
meet the percentage-of-coverage rule, the auditor may se-
lect programs without regard to risk assessment. If loans or 
loan guarantees are major programs, these programs may 
be used for purposes of meeting the percentage-of-coverage 
rule. Furthermore, when a federal agency or pass-through 
entity requests and pays for a program to be audited as 
major (see paragraph 7.21), that program may also be used 
for purposes of meeting the percentage-of-coverage rule. 

Low-Risk Auditee Criteria 
7.25 Circular A-133 establishes certain conditions for determin-

ing whether an auditee is low-risk. An auditee that meets all 
of the following conditions for each of the preceding two 
years (or in the case of biennial audits, the preceding two 
audit periods) qualifies as a low-risk auditee and is eligible 
for the reduced audit coverage discussed in paragraph 7.24: 

a. Single audits were performed on an annual basis in 
accordance with Circular A-133. An auditee that has 
biennial audits does not qualify as a low-risk auditee, 
unless agreed to in advance by the cognizant or over-
sight agency for audit. 

b. The auditor's opinions on the financial statements 
and the schedule of expenditures of federal awards 
were unqualified. However, the cognizant or over-
sight agency for audit may judge that an opinion 
qualification does not affect the management of fed-
eral awards and may provide a waiver. 
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c. There were no deficiencies in internal control over 
financial reporting that were identified as material 
weaknesses under the requirements of Government 
Auditing Standards. However, the cognizant or over-
sight agency for audit may judge that any identified 
material weaknesses do not affect the management 
of federal awards and may provide a waiver. 

d. None of the federal programs had audit findings from 
any of the following in either of the preceding two 
years (or in the case of biennial audits, the preceding 
two audit periods) in which they were classified as 
type A programs: 
• Material weaknesses in the internal control over 

compliance 
• Noncompliance with the provisions of laws, regu-

lations, contracts, or grant agreements that have a 
material effect on the type A program 

• Known or likely questioned costs that exceed 5 
percent of the total federal awards expended for a 
type A program during the year 

Criteria for Federal Program Risk 

7.26 The auditor's risk assessment should be based on an overall 
evaluation of the risk of noncompliance occurring which 
could be material to the federal program being evaluated. 
Circular A-133 indicates that the auditor should use pro-
fessional judgment and consider certain criteria to identify 
risk in federal programs. As a part of the risk assessment, 
the auditor may also wish to discuss a particular federal 
program with auditee management and with the federal 
agency or pass-through entity. The criteria for federal pro-
gram risk that are identified in Circular A-133 are discussed 
in the following sections. 

Current and Prior Audit Experience 
7.27 The auditor should consider his or her prior experience with 

the auditee and the results of audits performed in the past. 
The following specific factors that should be considered: 
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• Weaknesses in the internal control over compliance 
for federal programs (paragraph 7.28) 

• Federal programs administered under multiple inter-
nal control structures (paragraph 7.29) 

• A weak system for monitoring subrecipients when sig-
nificant parts of federal programs are passed through 
to subrecipients (paragraph 7.30) 

• The extent to which computer processing is used (para-
graph 7.31) 

• Prior audit findings (paragraph 7.32) 

• Federal programs not recently audited as major (para-
graph 7.33) 

Weaknesses in Internal Control Over Federal Programs 

7.28 In assessing program risk, the auditor should consider in-
ternal control over compliance for federal programs (see 
chapter 8 for detailed guidance on internal control over 
compliance for federal programs). Weak internal control 
over compliance for federal programs is an indication of 
higher risk. Consideration should also be given to the control 
environment over federal programs and to such factors as 
the expectation of management's adherence to applicable 
laws and regulations and the provisions of contracts and 
grant agreements. The auditor may also consider the com-
petence and experience of the personnel who administer 
federal programs. In instances in which the staff are new or 
do not have experience with a program, consideration 
should be given to assessing the program at a higher level 
of risk. 

Federal Programs Administered Under Multiple Internal 
Control Structures 
7.29 Federal programs administered by multiple internal con-

trol structures may have a higher risk. This often occurs 
when multiple operating units are involved in the adminis-
tration of federal programs. An example of this would be a 
university that has several campuses administering a federal 
program. When assessing risk, the auditor should consider 
whether any internal control weaknesses are isolated in a 
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single operating unit (that is, one college campus) or are 
pervasive throughout the entity. If the identified weaknesses 
are isolated, and absent other weaknesses, the auditor could 
still potentially reach the conclusion that the program is 
low-risk. The final determination would be based on the 
auditor's judgment. 

Weak System for Monitoring Subrecipients 

7.30 Consideration should be given to the extent that federal pro-
grams are passed through to subrecipients. If the auditee 
passes a significant portion of a federal program to subrecipi-
ents and the auditor has identified that the auditee has a 
weak system for monitoring subrecipients, the auditor should 
consider assigning a higher risk to the program. Alternatively, 
if the auditee passes a significant portion of programs to sub-
recipients and the auditee has an effective system in place to 
monitor the subrecipients, the auditor should consider as-
signing a lower level of risk to the program. 

Extent to Which Computer Processing is Used 

7.31 When assessing risk, the auditor should consider the extent 
to which computer processing is used to administer federal 
programs, as well as the complexity of that processing. A 
complex system does not always indicate higher risk. On 
the other hand, a newly installed system that has not been 
tested in the past, or a recently modified system, may indi-
cate higher risk. Auditors should refer to SAS No. 31, Evi-
dential Matter, as amended by SAS No. 80, Amendment to 
SAS No. 31, Evidential Matter (AICPA, Professional Stan-
dards, vol. 1, AU sec. 326), for guidance when significant 
auditee information is transmitted, processed, maintained, 
or accessed electronically. 

Prior Audit Findings 

7.32 As a part of the risk assessment, the auditor should consider 
prior audit findings. These findings may be the result of 
previous single audits by independent auditors or of com-
pliance or financial audits performed by internal auditors or 
government auditors in conjunction with the federal award-
ing agency's monitoring activities. The auditor should con-
sider assessing a higher risk for programs for which prior 
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audit findings have a significant impact on a federal pro-
gram or for which no corrective action has been imple-
mented since the findings were identified. 

Federal Programs Not Recently Audited as Major 

7.33 Federal programs that have not recently been audited as 
major programs may be of higher risk than federal pro-
grams recently audited as major. For example, many type 
B programs may never have been audited as major pro-
grams in the past. A higher level of risk would likely be as-
sessed on such programs than on those programs that 
have been consistently audited as major programs without 
audit findings. 

Oversight Exercised by Federal Agencies and 
Pass-Through Entities 
7.34 The oversight exercised by federal agencies or pass-

through entities could indicate risk. An important factor 
in assessing risk is the results of recent audits performed 
by federal agencies or pass-through entities. For example, 
recent monitoring or other reviews that were performed 
by an oversight entity and that disclosed no audit findings 
may indicate lower risk, whereas monitoring that dis-
closed significant findings could indicate higher risk. How-
ever, the auditor should understand the scope of the 
review that was performed. Reviews performed by federal 
agencies or pass-through entities vary widely as to cover-
age and intensity. 

7.35 Circular A-133 states that federal agencies, with the con-
currence of the OMB, may identify federal programs that 
are high-risk. This identification will be provided by the 
OMB in the Compliance Supplement. For example, the 
U.S. Department of Health and Human Services has identi-
fied the Medicaid Assistance Program as a program of 
higher risk in the Compliance Supplement. Although such 
an identification by a federal agency does not preclude an 
auditor from determining that a program is low-risk (for 
example, because prior audits have shown strong internal 
control and compliance), the auditor should consider it as 
part of the risk assessment process. 
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Inherent Risk of the Federal Programs 
7.36 As part of the risk assessment, the auditor needs to consider 

the inherent risk of federal programs. Inherent risk is the 
risk that material noncompliance with requirements ap-
plicable to a major program could occur, assuming there is 
no related internal control. Programs with higher inherent 
risk may be of a higher risk for the purpose of determining 
major programs. Circular A-133 provides examples of pro-
gram characteristics with potentially higher inherent risks; 
these are discussed in paragraphs 6.8 and 6.9. 
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CHAPTER 8 
Consideration of Internal Control Over 
Compliance for Major Programs 

8.1 Circular A-133 establishes requirements for additional 
audit procedures and reporting relative to the auditor's 
consideration of internal control over compliance for 
major programs. These requirements are beyond those of a 
financial statement audit conducted in accordance with 
GAAS and Government Auditing Standards. The auditor's 
consideration of internal control over financial reporting is 
discussed in chapter 4. In this chapter, the additional con-
siderations of internal control over compliance for major 
programs are discussed. The reporting on internal control 
over compliance for major programs is discussed in para-
graph 8.3 and chapter 10. 

Summary of Circular A - 1 3 3 Requirements 
Related to Internal Control Over Compliance 
for Federal Programs 

Auditee Responsibilities 
8.2 Circular A-133 requires the auditee to maintain internal 

control over compliance for federal programs that provides 
reasonable assurance that the auditee is managing federal 
awards in compliance with laws, regulations, and the provi-
sions of contracts or grant agreements that could have a 
material effect on each of its federal programs. 

Auditor Responsibilities 
8.3 In addition to the requirements of GAAS and Government 

Auditing Standards, Circular A-133 requires the auditor to— 

• Perform procedures to obtain an understanding of in-
ternal control over compliance for federal programs 
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that is sufficient to plan the audit to support a low as-
sessed level of control risk for major programs. 

• Plan the testing of internal control over compliance 
for major programs to support a low assessed level of 
control risk for the assertions relevant to the compli-
ance requirements for each major program. 

• Perform testing of the internal control over compliance 
as planned. 

• Report on internal control over compliance describing 
the scope of the testing of internal control and the re-
sults of the tests and, where applicable, referring to the 
separate schedule of findings and questioned costs. This 
schedule includes, where applicable, a statement that 
reportable conditions in internal control over compli-
ance for major programs were disclosed by the audit and 
whether any such conditions were material weaknesses. 

Auditor Responsibility for Internal Control Over 
Compliance for Programs That Are Not Major 
8.4 The auditor has no responsibility under Circular A-133 to ob-

tain an understanding of internal control over compliance for 
programs that are not considered major, or to plan or perform 
any related testing of internal control over compliance for 
those programs except for any procedures the auditor may 
choose to perform as part of the risk assessment process in 
determining major programs (see chapter 7). However, the 
auditor should note that a program that is not considered 
major could still be material to the financial statements. In 
this situation, in conjunction with the financial statement 
audit, the auditor may need to obtain an understanding of the 
internal control over financial reporting that is relative to the 
program. The auditor's consideration of internal control over 
financial reporting is discussed in chapter 4. 

Circular A - 1 3 3 Definition of Internal Control 
Over Federal Programs 

8.5 Circular A-133 defines internal control over federal programs 
as follows. 
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Internal control pertaining to the compliance require-
ments for federal programs (Internal control over fed-
eral programs) means a process—effected by an entity's 
management and other personnel—designed to provide 
reasonable assurance regarding the achievement of the 
following objectives for federal programs: 

1. Transactions are properly recorded and accounted 
for to: 

a. Permit the preparation of reliable financial state-
ments and federal reports; 

b. Maintain accountability over assets; and 

c. Demonstrate compliance with laws, regulations, 
and other compliance requirements; 

2. Transactions are executed in compliance with: 

a. Laws, regulations and the provisions of contracts 
or grant agreements that could have a direct and 
material effect on a federal program; and 

b. Any other laws and regulations that are identified 
in the compliance supplement; and 

3. Funds, property, and other assets are safeguarded 
against loss from unauthorized use or disposition. 

Control Objectives 
8.6 SAS No. 55, Consideration of Internal Control in a Financial 

Statement Audit, as amended by SAS No. 78, Considera-
tion of Internal Control in a Financial Statement Audit: 
An Amendment to SAS No. 55, states that there are three 
categories of internal control: effectiveness and efficiency 
of operations, reliability of financial reporting, and compli-
ance with applicable laws and regulations. These distinct 
but somewhat overlapping categories have differing pur-
poses and allow a directed focus to meet the needs of the 
auditee and others regarding each separate purpose. For 
purposes of this SOP, controls relevant to the audit of the 
financial statements are referred to as "internal control 
over financial reporting" and are encompassed in the report 
on internal control over financial reporting that is required 
by Government Auditing Standards (see paragraphs 10.38 
through 10.40). Controls relevant to an audit of compliance 
with requirements applicable to major federal programs 
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are referred to collectively in this SOP "as internal control 
over compliance" and are encompassed in the report on in-
ternal control over compliance required by Circular A-133 
(see paragraphs 10.46 through 10.49). See paragraphs 4.11 
and 4.12 for a more detailed discussion. 

Auditor's Consideration of Internal Control 
Over Compliance for Each Major Program 

8.7 The auditor's consideration of internal control over compli-
ance for each major program is similar to the consideration 
of internal control over financial reporting in a financial 
statement audit as described in SAS No. 55, as amended by 
SAS No. 78. In his or her consideration of internal control 
over compliance, the auditor— 

• Obtains an understanding of internal control over 
compliance for federal programs that is sufficient to 
plan the audit, by performing procedures to under-
stand (a) the design of controls relevant to the com-
pliance requirements for each major program and 

(b) whether they have been placed in operation 
(note that although Circular A-133 requires the audi-
tor to perform procedures to obtain an understanding 
of internal control over compliance for federal pro-
grams that is sufficient to plan the audit to support a 
low assessed level of control risk for major programs, 
it does not actually require the achievement of a low 
assessed level of control risk). 

• Assesses control risk for the assertions relevant to 
the compliance requirements for each major pro-
gram. The auditor uses the knowledge provided by 
the understanding of internal control over compli-
ance and the assessed level of control risk to deter-
mine the nature, timing, and extent of substantive 
tests for assertions relevant to the compliance re-
quirements for each major program. Compliance 
auditing is discussed in chapter 6. 

8.8 An understanding of the internal control over compliance 
and an assessment of control risk may be performed con-
currently in an audit. Similarly, based on the assessed level 
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of control risk that the auditor expects to support and on 
audit efficiency considerations, the auditor often plans to 
perform some tests of controls concurrently with obtaining 
an understanding of controls. 

Obtaining an Understanding of 
Internal Control Over Compliance for 
Major Programs 

Understanding Compliance Assertions and 
Identifying Relevant Controls 
8.9 As noted in paragraph 8.3, the auditor is required to perform 

procedures to obtain an understanding of internal control 
over compliance for federal programs that is sufficient to 
plan the audit to support a low assessed level of control risk 
for major programs. The determination of major programs 
is discussed in chapter 7. The auditor needs to understand 
the assertions relevant to the compliance requirements for 
each major program. Those assertions will determine the 
types of controls the auditor needs to consider in a single 
audit. In identifying controls relevant to specific assertions, 
the auditor should consider that the controls can have either 
a pervasive effect on many assertions or a specific effect 
on an individual assertion depending on the nature of the 
particular internal control component involved. An entity 
generally also has controls relating to objectives that are 
not relevant to specific assertions and that therefore need 
not be considered in a Circular A-133 audit. 

8.10 In obtaining an understanding of controls, the auditor 
should consider the guidance in paragraphs 41 through 43 
of SAS No. 55, as amended by SAS No. 78 (AICPA, Profes-
sional Standards, vol. 1, AU secs. 319.41-43). This in-
cludes performing procedures to provide sufficient 
knowledge of both the design of the relevant controls per-
taining to each of the five internal control components 
(that is, control environment, risk assessment, control ac-
tivities, information and communication, and monitoring) 
and whether they have been placed in operation. The audi-
tor ordinarily obtains this knowledge through previous ex-
perience with the entity and through such procedures as 
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inquiries of appropriate management, supervisory, and 
staff personnel; an inspection of the entity's documents 
and records; and his or her observation of the entity's ac-
tivities and operations. The nature and extent of the proce-
dures performed generally vary from entity to entity and 
are influenced by the size and complexity of the entity, the 
auditor's previous experience with the entity, the nature of 
the particular control, and the nature of the entity's docu-
mentation of specific controls. 

8.11 Entities may use the same controls for more than one fed-
eral program and for similar transactions (for example, 
cash disbursements). Accordingly, those controls will often 
provide assurance regarding the achievement of the com-
pliance objectives related to some or all federal program 
transactions and assets. 

OMB Compliance Supplement Internal 
Control Guidance 
8.12 When determining the assertions relevant to the compli-

ance requirements for each major program of the entity, 
the auditor should consider referring to the discussion on 
internal control found in part 6 of the Compliance Sup-
plement. The Compliance Supplement provides a general 
discussion of the control objectives, components, and ac-
tivities that are likely to apply to the fourteen types of com-
pliance requirements (see the discussion of the types of 
compliance requirements in paragraph 6.22). This guidance 
is not a checklist of required internal control characteristics; 
it is intended, instead, to assist the auditor in planning and 
performing the single audit. However, the auditee is re-
sponsible for designing and implementing internal control 
that is sufficient to provide reasonable assurance that the 
auditee is managing federal awards in compliance with 
laws, regulations, and the provisions of contracts or grant 
agreements that could have a material effect on each of its 
federal programs. Control activities beyond those discussed 
in the Compliance Supplement may need to be designed 
and implemented by the auditee to meet this responsibility. 
Similarly, the auditor is responsible for evaluating internal 
control over compliance, to plan the audit to support a low 
assessed level of control risk for each major program. The au-
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ditor may need to perform tests of internal control over com-
pliance that are related to control objectives and activities in 
addition to those discussed in the Compliance Supplement. 

Multiple-Component Considerations 
8.13 Federal programs are often administered by several organi-

zational components within an auditee. Each component 
may maintain separate internal control over compliance 
that is relevant to the programs, or parts of the programs, 
that the component administers. In these situations, the 
auditor should perform procedures to obtain an under-
standing of the internal control over compliance that is 
separately maintained by organizational components and 
that is relevant to each material part of a major program, 
and should plan and perform testing of those controls as 
discussed in this chapter (see also paragraphs 6.34 and 
7.29 for other multiple-component considerations). 

Subrecipient Considerations 
8.14 Many entities that are pass-through entities for federal 

awards make subcontract or subgrant awards and disburse 
their own funds, as well as federal funds, to subrecipients. 
The auditor of the pass-through entity has certain consider-
ations related to the entity's internal control over the moni-
toring of subrecipients. See paragraph 9.23 for a discussion 
of the audit considerations of federal pass-through awards. 

Planning and Performing Testing of 
Internal Control Over Compliance for 
Major Programs 

Assessing Control Risk 
8.15 After obtaining an understanding of internal control over 

compliance for major programs, the auditor makes a prelim-
inary assessment of control risk for the assertions relevant 
to the compliance requirements for each major program 
(see also the related discussion in paragraphs 6.7 through 
6.12). Control risk is the risk that material noncompliance 
that could occur in a major program will not be prevented or 
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detected on a timely basis by the auditee's internal control 
over compliance. The assessment of control risk is the 
process of evaluating the effectiveness of an entity's internal 
control over compliance in preventing or detecting material 
noncompliance with the compliance requirements for each 
major program. In assessing control risk, the auditor should 
consider the guidance in paragraphs 45 through 57 of SAS 
No. 55, as amended by SAS No. 78 (AICPA, Professional 
Standards, vol. 1, AU secs. 319.45-57). The auditor should 
consider the preliminary assessment of control risk when he 
or she designs the nature and extent of tests of compliance. 
The Circular A-133 requirement to plan the testing of inter-
nal control over compliance to support a low assessed level 
of control risk is discussed in paragraphs 8.16 through 8.19. 
The auditor's responsibilities when the internal control over 
compliance is ineffective in preventing or detecting non-
compliance are discussed in paragraphs 8.20 through 8.22. 

Planning the Testing of Internal Control Over 
Compliance for Major Programs to Support a 
Low Assessed Level of Control Risk 
8.16 Circular A-133 requires the auditor to plan the testing of 

internal control over compliance for major programs to 
support a low assessed level of control risk for the asser-
tions relevant to the compliance requirements for each 
major program. Professional standards do not define or 
quantify a low assessed level of control risk. A low assessed 
level of control risk can only be understood in relative 
terms when it is compared with maximum or moderate lev-
els. Therefore, the auditor exercises professional judgment 
to determine the procedures necessary to obtain a low 
level of control risk. The auditor should consider the pur-
pose of the requirement to plan the tests of controls to 
achieve a low assessed level of control risk (that is, federal 
agencies want to know if conditions indicate that auditees 
have not implemented adequate internal control over com-
pliance for federal programs to ensure compliance with ap-
plicable laws and regulations). 

8.17 Assessing control risk at below the maximum level involves 
(a) identifying specific controls relevant to specific assertions 
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that are likely to prevent or detect material misstatements 
in those assertions and (b) performing tests of controls to 
evaluate the effectiveness of such controls. 

8.18 When the auditor assesses control risk at below the maxi-
mum level, the auditor should obtain sufficient evidential 
matter to support that assessed level of control risk. The type 
of evidential matter, its source, its timeliness, and the exis-
tence of other evidential matter related to the conclusions to 
which it leads all bear on the degree of assurance the eviden-
tial matter provides. In obtaining evidential matter, the audi-
tor should consider the guidance in paragraphs 64 through 78 
of SAS No. 55, as amended by SAS No. 78 (AICPA, Profes-
sional Standards, vol. 1, AU secs. 319.64-.78). 

8.19 Paragraph 4.32 of Government Auditing Standards pro-
vides the following additional guidance related to the as-
sessment of control risk: 

• The lower the auditors' assessment of control risk, the 
more evidence they need to support that assessment. 

• Auditors may have to use a combination of different 
kinds of tests of controls to get sufficient evidence of 
a control's effectiveness. 

• Inquiries alone generally will not support an assess-
ment that control risk is below the maximum. 

• Observations provide evidence about a control's ef-
fectiveness only at the time observed; they do not 
provide evidence about its effectiveness during the 
rest of the period under audit. 

• Auditors can use evidence from tests of controls 
done in prior audits (or at an interim date), but they 
have to obtain evidence about the nature and extent 
of significant changes in policies, procedures, and 
personnel since they last performed those tests. 

Existence of Ineffective Internal Control in Preventing 
or Detecting Noncompliance 
8.20 When internal control over compliance for some or all of 

the compliance requirements for a major program are likely 
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to be ineffective in preventing or detecting noncompliance, 
the auditor is not required to plan and perform tests of inter-
nal control over compliance as described in paragraphs 8.3, 
8.16, and 8.23. If the internal control over compliance is 
deemed likely to be ineffective, Circular A-133 requires the 
auditor to assess control risk at the maximum and consider 
whether any additional compliance tests are required be-
cause of ineffective internal control. The auditor is also re-
quired to report a reportable condition (including whether 
such condition is a material weakness) as part of the audit 
findings (see paragraphs 10.46, 10.56, and 10.63 for a dis-
cussion of how reportable conditions should be reported). 

8.21 The assessment of the effectiveness of internal control over 
compliance in preventing or detecting noncompliance is 
determined in relation to each individual type of compli-
ance requirement for each major program or to an audit 
objective identified in the Compliance Supplement. For 
example, controls over requirements for eligibility may be 
ineffective because of a lack of segregation of duties. In this 
case, the auditor would be required to— 

• Report the lack of segregation of incompatible duties 
as it relates to eligibility as a reportable condition 
(note that the reportable condition could be a material 
weakness). 

• Assess the control risk related to requirements for 
eligibility at the maximum. 

• Consider the lack of effective control when designing 
the nature, timing, and extent of procedures designed 
to test compliance with requirements for eligibility 
of the major program. In most cases, the extent of 
testing would need to be expanded. 

8.22 In planning the tests of controls, the auditor will need to 
consider the results of tests performed in prior years. If the 
results of the prior year tests of controls prevented a low 
level of control risk assessment, the auditor may consider 
expanded testing in the next audit period. That considera-
tion should include the testing of any changes in internal 
control over compliance that were intended to eliminate 
deficiencies noted in the previous year. If, however, the 
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auditee has made no changes to its internal control over 
compliance, the auditor may determine that controls are 
not likely to be effective and may choose not to plan and 
perform tests of controls. In this situation, a reportable 
condition should be reported (see paragraph 8.20). 

Performing Tests to Evaluate the Effectiveness 
of Controls 
8.23 As noted in paragraph 8.3, Circular A-133 requires the au-

ditor to perform testing of internal control over compliance 
as planned (see paragraphs 8.20 through 8.22 for an excep-
tion related to ineffective internal control over compli-
ance). Tests of controls should include the types of 
procedures described in paragraphs 34 and 35 of SAS No. 
55, as amended by SAS No. 78 (AICPA, Professional Stan-
dards, vol. 1, AU secs. 319.52 and 319.53). Tests of con-
trols, which are directed toward either the effectiveness of 
the design or the operation of a control, may include such 
steps as (a) inquiries of appropriate personnel, including 
grant and contract managers; (b) the inspection of docu-
ments and reports; (c) the observation of the application of 
the specific controls; and (d) the reperformance of the ap-
plication of the controls by the auditor. The auditor should 
perform such procedures (unless control is likely to be in-
effective) regardless of whether he or she would otherwise 
choose to obtain evidence to support an assessment of con-
trol risk below the maximum level. 

Evaluating the Results of Tests of Controls 
8.24 If, when evaluating the results of tests of controls, the auditor 

is not able to support a low assessed level of control risk for 
major programs, the auditor is not required to expand his 
or her testing of internal control over compliance. The au-
ditor may choose not to perform further tests. In this situa-
tion, the auditor would assess control risk at other than 
low, design tests of compliance accordingly, and consider 
the need to report an audit finding (see paragraph 10.63). 
In general, a reportable condition or a material weakness 
will need to be reported. Similarly, the auditor may decide 
to expand the testing of internal control over compliance, 
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but that decision would be based on whether the auditor 
considered expanded internal control testing to be more ef-
ficient than additional tests of compliance. The auditor 
should consider whether, based on the testing performed, 
control risk can be assessed at below the maximum to re-
duce substantive tests of compliance. If it cannot, the audi-
tor should assess control risk at the maximum level. 

Reportable Conditions and Material Weaknesses 
Related to Federal Programs 
8.25 For purposes of reporting on internal control over compli-

ance for federal programs, the definitions of a reportable 
condition and a material weakness, which are similar to 
those in SAS No. 60, Communication of Internal Control 
Related Matters Noted in an Audit, are as follows: 

• A reportable condition is a matter coming to the audi-
tor's attention relating to significant deficiencies in the 
design or operation of the internal control over com-
pliance that, in the auditor's judgment, could ad-
versely affect an entity's ability to administer a major 
federal program in accordance with the applicable re-
quirements of laws, regulations, contracts, and grants. 

• A material weakness in internal control over compli-
ance is a reportable condition in which the design or 
operation of one or more of the internal control com-
ponents does not reduce to a relatively low level the 
risk that noncompliance with the applicable require-
ments of laws, regulations, contracts, and grants that 
would be material in relation to a major federal pro-
gram being audited may occur and not be detected 
within a timely period by employees in the normal 
course of performing their assigned functions. 

8.26 In performing a single audit, the auditor should be aware that 
reportable conditions and material weaknesses are to be con-
sidered as they relate to a type of compliance requirement for 
each major program or to an audit objective identified in the 
Compliance Supplement. Furthermore, certain conditions 
may be reportable conditions for a major program and not be 
considered reportable conditions as they relate to the asser-
tions of management in the financial statements. 
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Documentation Requirements 
8.27 The auditor should document his or her understanding of 

the auditee's internal control components that was ob-
tained to plan the audit, and should document the basis for 
his or her conclusions about the assessed level of control 
risk related to the internal control over compliance for 
major programs. If the auditor has not performed tests of 
controls relevant to certain requirements or programs, as 
discussed in paragraphs 8.20 through 8.22, then the ratio-
nale for omitting such tests should be documented. 

8.28 As noted in paragraphs 3.16 through 3.18, Government Au-
diting Standards includes an additional standard that re-
quires working papers to contain sufficient information to 
enable an experienced auditor having no previous connec-
tion with the audit to ascertain from them the evidence that 
supports the auditor's significant conclusions and judgments. 

8.29 The form and extent of this documentation is influenced 
by the size and complexity of the auditee, as well as the na-
ture of the auditee's internal control over compliance. For 
example, the documentation of the understanding of internal 
control over compliance of a large, complex entity may in-
clude flowcharts, questionnaires, or decision tables. For a 
small entity, however, the documentation may be less ex-
tensive. In general, the more complex the internal control 
over compliance and the more extensive the procedures 
performed, the more extensive the auditor's documentation. 

Program Cluster Considerations 
8.30 An entity may have separate controls related to individual 

federal programs that are treated as one program "cluster" 
under a Circular A-133 audit (for example, SFA and R&D— 
see paragraphs 1.18, 1.19, 2.18, 5.6, and 7.4 for a discus-
sion of program clusters). In this case, when evaluating 
whether an identified deficiency is a reportable condition, 
the auditor should consider the significance of the defi-
ciency in relation to the overall major program (program 
cluster). Following are some examples: 

• Significant deficiencies in specific controls over the 
time cards of college work-study students would likely 
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be considered a reportable condition when college 
work-study program expenditures are significant in 
relation to SFA programs. 

Significant deficiencies in controls over a single cam-
pus or department of a university where a significant 
amount of research was administered would likely be 
a reportable condition when considered in relation 
to the total expenditures of R&D programs. 

A deficiency in an SFA or R&D program that was 
clearly insignificant to SFA or R&D, respectively, as a 
whole would not necessarily be considered a re-
portable condition. 
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CHAPTER 9 
Audit Considerations of Federal 
Pass-Through Awards 

Introduction 
9.1 Many nonfederal entities receiving federal awards make pass-

through payments of federal awards to other entities that are 
considered subrecipients. The amount of those payments may 
be material to the pass-through entity's financial statements, 
individual major programs, or both. The auditor's considera-
tion of pass-through federal awards in an audit of both pass-
through entities and subrecipients of federal awards under 
Circular A-133 is discussed in this chapter. The auditee's and 
auditor's responsibilities with respect to activities carried out 
by vendors is also discussed in this chapter. An auditee with 
multiple federal funding agreements may be a pass-through 
entity in regard to some awards, a subrecipient in regard to 
other awards, and a vendor with respect to other agreements. 

Definitions 
9.2 Circular A-133 includes the following definitions that are 

relevant to pass-through awards: 

• Federal award—federal financial assistance and fed-
eral cost-reimbursement contracts that nonfederal en-
tities receive directly from federal awarding agencies 
or indirectly from pass-through entities. It does not in-
clude procurement contracts, under grants or con-
tracts, used to buy goods or services from vendors. 

• Nonfederal entity—a state, local government, or non-
profit organization (NPO). 

• Recipient—a nonfederal entity that expends federal 
awards received directly from a federal awarding 
agency to carry out a federal program. 
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• Pass-through entity—a nonfederal entity that pro-
vides a federal award to a subrecipient to carry out a 
federal program. 

• Subrecipient—a nonfederal entity that expends fed-
eral awards received from a pass-through entity to 
carry out a federal program but does not include an 
individual who is a beneficiary of such a program. A 
subrecipient may also be a recipient of other federal 
awards directly from a federal awarding agency. 

• Vendor—a dealer, distributor, merchant, or other 
seller providing goods or services that are required 
for the conduct of a federal program. These goods or 
services may be for an organization's own use or for 
the use of beneficiaries of the federal program. 

Applicability of Circular A - 1 3 3 
9.3 Circular A-133 applies to both recipients expending fed-

eral awards received directly from federal awarding agen-
cies and subrecipients expending federal awards received 
from a pass-through entity. Accordingly, both recipients 
and subrecipients that expend $300,000 or more in fed-
eral awards are required to have a single or program-spe-
cific audit in accordance with Circular A-133 (see chapter 
11 for a detailed discussion of program-specific audits). 

9.4 The determination of when a federal award is expended is 
based on when the activity related to the award occurs. With 
respect to federal awards passed through to subrecipients, 
the activity that requires the pass-through entity to comply 
with laws, regulations, and the provisions of contracts or 
grant agreements is the disbursement of funds to subrecipi-
ents. The activity that requires subrecipients to comply with 
laws, regulations, and the provisions of contracts or grant 
agreements is the expenditure of the pass-through award. 

9.5 Payments received by a vendor for goods or services provided 
in connection with a federal program are not considered 
federal awards. Furthermore, Medicaid payments to a 
subrecipient for providing patient care services to Medicaid-
eligible individuals are not considered federal awards ex-
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pended under Circular A-133 unless a state requires the 
funds to be treated as federal awards expended because 
reimbursement is on a cost-reimbursement basis. 

9.6 If a pass-through entity provides federal awards to subrecipi-
ents, the pass-through entity must monitor the subrecipients' 
activities to provide reasonable assurance that the subre-
cipients administer federal awards in compliance with 
federal requirements. As part of the compliance audit, the 
auditor of the pass-through entity must test and report on 
subrecipient monitoring (which is one of the fourteen 
types of compliance requirements in the Compliance Sup-
plement—see paragraph 6.22) when federal awards passed 
through to subrecipients are material to a major program 
(see paragraphs 9.24 through 9.35). If the federal awards 
provided are immaterial or relate to a program that is not 
considered major, the auditor of the pass-through entity 
has no additional compliance auditing responsibilities re-
lated to the funds passed through to subrecipients. 

9.7 Most of this chapter focuses on compliance auditing consid-
erations for auditors of pass-through entities. However, 
paragraphs 9.43 through 9.47 provide additional consider-
ations for auditors of subrecipients. 

Pass-Through Entities, Subrecipients, 
and Vendors 

Subrecipient Status Versus Vendor Status 
9.8 The responsibilities for compliance with federal program 

requirements and the applicable compliance requirements 
to be tested by the auditor are significantly different for 
pass-through entities, subrecipients, and vendors. Guidance 
on distinguishing between a subrecipient and a vendor is 
provided in section 210 of Circular A-133 and is summarized 
in paragraphs 9.9 through 9.11. 

Characteristics Indicative of a Federal Award Received 
by a Subrecipient 
9.9 According to Circular A-133, characteristics indicative of a 

federal award received by a subrecipient are when the entity 
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(see paragraph 9.12 for examples of the relationship be-
tween pass-through entities and subrecipients)— 

• Determines who is eligible to receive what federal fi-
nancial assistance. 

• Has its performance measured against whether the 
objectives of the federal program are met. 

• Has responsibility for programmatic decision making. 

• Has responsibility for adherence to applicable federal 
program compliance requirements. 

• Uses the federal funds to carry out a program of the 
entity as compared to providing goods or services for 
a program of the pass-through entity. 

Characteristics Indicative of a Payment for Goods or 
Services Received by a Vendor 

9.10 According to Circular A-133, the characteristics indicative 
of a payment for goods or services received by a vendor are 
when the entity (see paragraph 9.13 for examples of the re-
lationship between recipients and vendors)— 

• Provides the goods and services within normal busi-
ness operations. 

• Provides similar goods or services to many different 
purchasers. 

• Operates in a competitive environment. 

• Provides goods or services that are ancillary to the 
operation of the federal program. 

• Is not subject to the compliance requirements of the 
federal program. 

Use of Judgment in Determining Subrecipient or 
Vendor Status 
9.11 Circular A-133 states that there may be unusual circum-

stances or exceptions to the listed characteristics in 
paragraphs 9.9 and 9.10. In making the determination of 
whether a subrecipient or vendor relationship exists, the 
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substance of the relationship is more important than the 
form of the agreement. It is not expected that all of the char-
acteristics will be present, and judgment should be used in 
determining whether an entity is a subrecipient or vendor. 
In some cases, it may be difficult to determine whether the 
relationship with the entity is that of a subrecipient or of a 
vendor. The federal cognizant agency for audit, the oversight 
agency for audit, or the federal awarding agency may be of 
assistance in making these determinations. 

Description of Relationships 
Pass-Through Entity and Subrecipient 

9.12 Following are examples of a typical relationship between a 
pass-through entity and a subrecipient: 

• A state department of education (pass-through en-
tity) receives a federal award and is responsible for 
administering and disbursing the federal award to 
local school districts (subrecipients) according to a 
formula or some other basis. 

• A regional planning commission (pass-through en-
tity) receives a federal award for the feeding of el-
derly and low-income individuals, and the award is 
disbursed to NPOs (subrecipients) to support their 
feeding programs. 

• A hospital (subrecipient) receives a federal award from 
a university (pass-through entity) to conduct research. 

• A theater group (subrecipient) receives a federal 
award from a state arts commission (pass-through 
entity) to support a summer arts series. 

Recipient and Vendor 

9.13 Following are examples of a typical relationship between a 
recipient and a vendor: 

• A local government (recipient) receives a federal 
award to provide mental health services in a desig-
nated area. Some of the funds are paid to a contrac-
tor (vendor) to repair a leaking roof. 
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• A county (recipient) receives a federal award to op-
erate a Head Start program and pays a NPO (vendor) 
to provide temporary clerical services. 

• An NPO (recipient) receives a federal award to run a 
preschool and pays a medical doctor (vendor) to 
perform health screening on a per-student basis. 

• An NPO (recipient) receives a federal award to oper-
ate a child care center and pays a not-for-profit clinic 
(vendor) to perform physical exams. 

Entity Is Both a Subrecipient and a Pass-Through Entity 

9.14 There are instances in which an entity can be both a sub-
recipient and a pass-through entity as shown in the follow-
ing examples: 

• A local government receives a pass-through federal 
award from a state government agency (the local 
government is a subrecipient) and further passes 
through a portion of the federal award to an NPO 
(the local government is also a pass-through entity) 
to administer a federal program. 

• A not-for-profit area agency receives a pass-through 
federal award from a state (the not-for-profit area 
agency is a subrecipient) and further passes through 
a portion of the federal award to a for-profit health 
care provider (the not-for-profit area agency is also a 
pass-through entity). See paragraph 9.40 for a dis-
cussion of a pass-through entity's responsibilities 
when the subrecipient is a for-profit entity. 

Vendor Compliance Considerations 
Auditee's Responsibilities 

9.15 Circular A-133 states that in most cases, the auditee's com-
pliance responsibility for a vendor is only to ensure that 
the procurement, receipt, and payment for goods and ser-
vices comply with laws, regulations, and the provisions of 
contracts or grant agreements. A program's compliance re-
quirements normally do not pass through to vendors. How-
ever, the auditee is responsible for ensuring compliance for 
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vendor transactions that are structured such that the ven-
dor is responsible for program compliance or the vendor's 
records must be reviewed to determine compliance. 

Auditor's Responsibilities 

9.16 When vendors are responsible for program compliance, the 
auditor should determine whether vendor transactions are 
in compliance with laws, regulations, and the provisions of 
contracts or grant agreements if such transactions are ma-
terial to a major program of the auditee. In such a case, the 
auditor would normally evaluate a vendor's compliance by 
reviewing the auditee's records and the results of the audi-
tee's procedures for ensuring compliance by the vendor. 
When the auditor cannot obtain sufficient assurance from 
reviewing the auditee's records and procedures, the auditor 
should consider the need to report a reportable condition. 
The auditor will also ordinarily need to perform additional 
procedures to determine compliance. These procedures 
may include testing the vendor's records or obtaining re-
ports on compliance procedures performed by the vendor's 
independent auditor. 

9.17 Prior to performing a single or program-specific audit, it is 
important for the auditor to understand the nature of the au-
ditee's vendor relationships, whether the vendors are respon-
sible for program compliance, the auditee's procedures for 
ensuring vendor compliance, and whether it will be neces-
sary for the auditor to test vendor records. The auditor 
should consider including such information in the communi-
cation used to establish an understanding with the auditee 
(see paragraphs 3.6 through 3.7). If subsequent to undertak-
ing a single or program-specific audit the auditor becomes 
aware of a significant vendor relationship that will require the 
auditor to perform additional procedures on vendor records, 
the auditor should inform the auditee that the requirements 
of Circular A-133 will not be met unless additional proce-
dures are performed. If the auditee or vendor precludes the 
auditor from performing such additional procedures, the au-
ditor should qualify his or her opinion or disclaim an opinion 
because of a scope limitation (see paragraphs 10.43 through 
10.45 for a further discussion of scope limitations). 
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Single Audit Considerations of 
Pass-Through Entities 

9.18 The following matters are relevant to planning and con-
ducting a single audit of a pass-through entity: 

• Pass-through entity responsibilities (see paragraph 
9.19) 

• Audit planning considerations (see paragraphs 9.20 
through 9.22) 

• Consideration of internal control over compliance 
(see paragraph 9.23) 

• Subrecipient monitoring (see paragraphs 9.24 
through 9.35) 

• Reporting considerations (see paragraphs 9.36 
through 9.39) 

• For-profit subrecipients (see paragraph 9.40) 

• Non-U.S.-based entities (see paragraph 9.41) 

• A state's designation of a cluster of programs (see 
paragraph 9.42) 

Pass-Through Entity Responsibilities 
9.19 A pass-through entity is responsible for ensuring that subre-

cipients expend awards in accordance with applicable laws, 
regulations, and provisions of contracts or grants. Circular 
A-133 requires a pass-through entity to perform the follow-
ing for the federal awards it provides to subrecipients: 

• Identify the federal awards made by informing each 
subrecipient of the CFDA title and number, the 
award's name and number, the award year, whether 
the award is for R&D, and the name of the federal 
agency. When some of this information is not avail-
able, the pass-through entity should provide the best 
information available to describe the federal award. 

• Advise subrecipients of the requirements imposed 
on them by federal laws, regulations, and the provi-
sions of contracts or grant agreements, as well as any 
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supplemental requirements imposed by the pass-
through entity. 

• Monitor the activities of subrecipients as necessary 
to ensure that federal awards are used for authorized 
purposes in compliance with laws, regulations, and 
the provisions of contracts or grant agreements and 
that performance goals are achieved. 

• Ensure that subrecipients expending $300,000 or 
more in federal awards during the subrecipient's fis-
cal year have met the audit requirements of Circular 
A-133 for that fiscal year. 

• Issue management decisions on audit findings within 
six months after receipt of subrecipients' audit re-
ports, and ensure that subrecipients take appropriate 
and timely corrective action. 

• Consider whether subrecipient audits necessitate the 
adjustment of the pass-through entity's own records. 

• Require subrecipients to permit the pass-through 
entity and auditors to have access to the records and 
financial statements as necessary for the pass-
through entity to comply with Circular A-133. 

• Keep subrecipients' report submissions (or other 
written notification when the subrecipient is not re-
quired to submit a reporting package) on the file for 
three years from the date of receipt (see paragraphs 
9.47, 10.76 and 10.78). 

Audit Planning Considerations 
Impact of Pass-Through Federal Awards on the 
Determination of Major Programs 

9.20 As noted in paragraph 9.4, the determination of when a 
federal award is expended is based on when the activity 
related to the award occurs. With respect to federal 
awards provided by a pass-through entity to subrecipients, 
the federal awards are deemed to be expended by the pass-
through entity when the funds are disbursed to subrecipi-
ents, regardless of when subrecipients expend the federal 
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funds. Accordingly, the amount of federal funds disbursed 
to subrecipients should be included in the total expendi-
tures of federal awards of the pass-through entity and in 
the determination of the pass-through entity's major pro-
grams (see chapter 7 for a more detailed discussion of the 
determination of major programs). 

Pass-Through Entity Request for a Program to Be 
Audited as a Major Program 

9.21 When a subrecipient expends $300,000 or more of federal 
awards, Circular A-133 permits the pass-through entity to 
request that the program be audited as a major program in 
lieu of the pass-through entity conducting or arranging for 
additional audits. If the pass-through entity makes such a re-
quest, it is required to pay the full incremental cost for such 
an audit (see paragraph 2.19 for additional information). 

Materiality 

9.22 The auditor of the pass-through entity should compare the 
amount of federal funds passed through to subrecipients 
with the total expenditures for each individual major pro-
gram or cluster to determine if the amount is material. The 
auditor's consideration of materiality is a matter of profes-
sional judgment and is influenced by the auditor's percep-
tion of the needs of a reasonable person who will rely upon 
the auditor's work. When the amount of federal funds 
passed through to subrecipients is material in relation to 
the major program being audited, the greater the need for 
the auditor to test the subrecipient-monitoring require-
ments. It should be noted that some federal programs are 
designed in such a manner that subrecipient expenditures are 
intended to be material to the pass-through entity's award. For 
example, the Community Services Block Grant requires a 
state to subgrant at least 90 percent of the state's award. 

Consideration of Internal Control Over Compliance 
9.23 As part of performing procedures to obtain an understanding 

of internal control over compliance for federal programs 
that is sufficient to plan the audit of the pass-through entity 
to support a low assessed level of control risk for major pro-
grams, the auditor should consider the pass-through entity's 
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internal control over compliance used to monitor subrecip-
ients (see chapter 8 for an additional discussion of consid-
erations concerning internal control over compliance). 
Tests of internal control over compliance used to monitor 
subrecipients may include inquiry, observation and inspec-
tion of documentation, or a reperformance by the auditor 
of some or all of the monitoring procedures identified in 
paragraph 9.28. The nature and extent of the tests per-
formed will vary depending on the auditor's assessment of 
inherent risk, understanding of the internal control over 
compliance, materiality, and professional judgment. Audi-
tors should consider referring to part 6 of the Compliance 
Supplement, which describes (among other things) certain 
characteristics of internal control over compliance that, 
when present and operating effectively, may ensure compli-
ance with program requirements for subrecipient monitor-
ing. The results of the auditor's testing of internal control 
over compliance assist in determining the nature, timing, 
and extent of subrecipient monitoring compliance testing. 

Subrecipient Monitoring 
9.24 The Single Audit Act requires the pass-through entity to 

monitor subrecipients' use of federal awards through site 
visits, limited scope audits, or other means. Since the pass-
through entity is held accountable for federal awards ad-
ministered by their subrecipients, the pass-through entity 
needs to establish an appropriate subrecipient-monitoring 
process and to decide what, if any, additional monitoring 
procedures may be necessary to ensure the subrecipients' 
compliance. Arrangements for subrecipient monitoring 
should be made by the pass-through entity in its agree-
ments with subrecipients. 

9.25 Auditors must consider subrecipient monitoring in a com-
pliance audit of an entity that disburses to subrecipients 
federal awards that are material to a major program (see 
the discussion of materiality in paragraph 9.22). The audi-
tor should consider whether the pass-through entity moni-
tors subrecipients and has established internal control over 
compliance that provides reasonable assurance that subre-
cipients are managing federal awards in compliance with 
laws, regulations, and the provisions of contracts or grant 
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agreements that could have a material effect on each of the 
pass-through entity's major programs. 

Compliance Supplement Guidance 
9.26 One of the fourteen types of compliance requirements in-

cluded in the Compliance Supplement is subrecipient mon-
itoring. The Compliance Supplement identifies several 
audit objectives for subrecipient monitoring. According to 
the Compliance Supplement, in a single audit of a pass-
through entity, the auditor should determine whether the 
pass-through entity— 

• Identified the federal award's information and com-
pliance requirements to the subrecipient. 

• Monitored the subrecipient's activities to provide 
reasonable assurance that the subrecipient admin-
istered federal awards in compliance with federal 
requirements. 

• Ensured that the required audits were performed, 
and required appropriate corrective action concern-
ing monitoring and audit findings. 

• Evaluated the impact of subrecipient activities on 
the pass-through entity. 

9.27 The Compliance Supplement also identifies the suggested 
audit procedures for testing the compliance audit objectives 
for pass-through entities (see paragraph 6.44 for a further 
discussion of suggested audit procedures). The auditor may 
consider coordinating the subrecipient-related tests per-
formed as part of activities allowed or unallowed (tests that 
subrecipient agreements were for allowable activities), cash 
management (tests of cash reports submitted by subrecipi-
ents), eligibility (tests that subawards were made only to el-
igible subrecipients), and procurement (tests of suspension 
and debarment certifications) with the tests of subrecipient 
monitoring. 

Pass-Through Entity Monitoring Procedures 

9.28 The monitoring procedures used by the pass-through en-
tity may include on-site visits, reviews of documentation 
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supporting requests for reimbursement, and limited-scope 
audits. Section 230(b)(2) of Circular A-133 defines limited-
scope audits as agreed-upon procedures engagements that 
are conducted in accordance with either GAAS or the 
AICPA attestation standards, and that are paid for and 
arranged by a pass-through entity and only address one or 
more of the following types of compliance requirements: 
activities allowed or unallowed; allowable costs/cost princi-
ples; eligibility; matching, level of effort, earmarking; and 
reporting. Following are other monitoring procedures that 
a pass-through entity may perform: 

• Reviewing grant applications submitted by subrecip-
ients to determine that— 
- Applications are filed and approved in a timely 

manner 
- Each application contains the condition that the 

subrecipient comply with the federal require-
ments set by the federal agency 

• Establishing internal control over compliance to 
provide reasonable assurance that— 
- Funds are disbursed to subrecipients only on an 

as-needed basis 
- Funds are disbursed to subrecipients only on the 

basis of approved, properly completed reports 
submitted on a timely basis 

- Refunds that are due from subrecipients are billed 
and collected in a timely manner 

- Subrecipients and other entities and individuals re-
ceiving federal funds meet eligibility requirements 

• Reviewing financial and technical reports received 
from subrecipients on a timely basis and investigating 
unusual items 

• Reviewing subrecipient audit reports, to evaluate 
them for completeness and for compliance with ap-
plicable laws and regulations 

• Evaluating audit findings; issuing appropriate man-
agement decisions, if necessary; and determining if 
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an acceptable plan for corrective action has been 
prepared and implemented 

• Reviewing previously detected deficiencies and de-
termining that corrective action was taken 

Monitoring When the Subrecipient Has a Single or 
Program-Specific Audit 

9.29 As noted in paragraph 9.3, subrecipients that expend 
$300,000 or more in federal awards are required to have a 
single or program-specific audit in accordance with Circular 
A-133. If subrecipients have a single or program-specific 
audit, the pass-through entity's receipt and review of the 
results of that audit and its action on related findings may 
be sufficient to meet the subrecipient-monitoring require-
ments of Circular A-133. However, it is more likely that the 
receipt and review of such audit results should be merely 
one tool that should be used by the pass-through entity as 
part of a comprehensive subrecipient-monitoring process. 
Pass-through entities should be aware that a single audit is 
likely to provide varying degrees of assurance concerning a 
particular program. For example, a pass-through award 
may not have been tested as a major program as part of a 
subrecipient's audit. For this reason, the pass-through 
entity should consider the testing and results of the single 
audit of the subrecipient to determine what effect those 
results should have on other monitoring procedures em-
ployed by the pass-through entity. 

9.30 In many cases, the pass-through entity will not have re-
ceived all the subrecipient audit reports covering the time 
period being audited at the pass-through entity in time to 
incorporate the results into its own audit. The reports for 
the pass-through entity and the subrecipient are not re-
quired to be issued simultaneously, but the pass-through 
entity is required to have internal control over compliance 
in place, to determine that subrecipient audit reports have 
been received and that corrective action is taken after the 
receipt of the subrecipient's audit. If the subrecipient's 
audit report is current, it need not cover the same period 
as the pass-through entity's audit. If the pass-through en-
tity has an effective system for monitoring subrecipients, 
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its auditor should be able to rely on the subrecipient's audit 
cycle, even if it is not coterminous with the pass-through 
recipient's fiscal year. 

Considering Risk Factors When Developing 
Monitoring Procedures 

9.31 The preamble to Circular A-133 states that the OMB ex-
pects pass-through entities to consider various risk factors 
(such as the relative size and complexity of the federal 
awards administered by subrecipients, the entity's prior 
experience with each subrecipient, and the cost-effective-
ness of various monitoring procedures) in developing 
subrecipient-monitoring procedures. For example, if a 
pass-through entity provides a large percentage of the only 
federal award it expends to ten subrecipients that each ex-
pend less than $300,000 in federal awards annually, the 
pass-through entity should carefully consider the most 
cost-effective method of monitoring these federal awards. 
Perhaps the majority of this federal award is provided to 
two subrecipients. The pass-through entity might consider 
conducting site visits at these two subrecipients and sim-
ply reviewing the documentation supporting requests for 
reimbursement from the other eight subrecipients. Con-
versely, if a small percentage of a federal award is provided 
to subrecipients that each expend less than $300,000 in 
federal awards, the risk to the pass-through entity is most 
likely low and, therefore, the monitoring procedures could 
be minimal. 

Unallowable Audit Costs 
9.32 For subrecipients that expend less than $300,000 in federal 

awards annually, the cost of any audits or attestation en-
gagements (other than the limited-scope audits paid for 
and arranged by a pass-through entity as described in para-
graph 9.28), are not allowable costs and, therefore, cannot 
be charged to any federal award. Accordingly, Circular A-133 
would prohibit the cost of a financial statement audit con-
ducted in accordance with GAAS or Government Auditing 
Standards from being charged (by either a pass-through 
entity or subrecipient) to federal awards for a subrecipient 
that expends less than $300,000 in federal awards annually. 
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The allowability of audit costs is discussed in greater detail 
in paragraph 2.12. 

When the Subrecipient Monitoring System 
Is Not Sufficient 

9.33 The auditor may determine that the pass-through entity's 
subrecipient-monitoring system is not sufficient to ensure 
subrecipient's compliance with laws, regulations, and the 
provisions of grants and contracts. In this situation, the au-
ditor should report a reportable condition (and possibly a 
material weakness) and consider whether the insufficient 
monitoring system represents an instance of noncompliance 
that should be reported as a compliance finding. The effect 
of the noncompliance on the opinion on compliance for 
major programs is primarily a function of the pervasiveness 
of the lack of monitoring and the materiality of subrecipient 
funding to a program. For example, if the pass-through 
entity did not perform subrecipient-monitoring procedures 
and 90 percent of the program was passed through to 
subrecipients, an opinion modification would likely be 
warranted. This would likely be the case even if the scope 
of the audit was expanded to include additional audit 
procedures to determine that the subrecipients actually 
complied with laws and regulations. 

9.34 There may be instances in which the pass-through entity 
asks the auditor to perform additional procedures to deter-
mine the compliance of a subrecipient (such as conducting 
tests of records at the subrecipient's site). This would be 
considered an expansion of the scope of the audit. The 
auditor should be aware that such an expansion of the 
scope of the audit would not be sufficient to remedy the re-
portable condition (or material weakness) and, if applicable, 
noncompliance of the pass-through entity's monitoring 
system. However, an expansion of the scope of the audit 
may remedy the noncompliance related to the type of com-
pliance requirement being tested (for example, eligibility). 

9.35 The auditor should also consider any implications of an in-
sufficient subrecipient-monitoring system on the opinion on 
the financial statements. If amounts passed through to subre-
cipients are considered material to the financial statements 
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of the pass-through entity, the auditor should determine 
whether the report on the financial statements should be 
modified. Before making this determination, the auditor 
should take into consideration any evidential matter that 
may be available to the auditor (such as subrecipients' Circu-
lar A-133 audit reports and other financial reports that may 
have been submitted to the pass-through entity) that could 
indicate that the subrecipients administered the program in 
compliance with laws and regulations. Further, the auditor 
should also consider whether it is necessary to report an in-
ternal control or compliance finding in the report issued to 
meet the requirements of Government Auditing Standards. 

Reporting Considerations 
Schedule of Expenditures of Federal Awards 

9.36 Circular A-133 states that, to the extent practical, pass-
through entities should identify in the schedule of expendi-
tures of federal awards the total amount provided to 
subrecipients from each federal program (see chapter 5 for 
an additional discussion of the schedule). If a pass-through 
entity is unable to identify amounts provided to subrecipi-
ents, the auditor should consider whether a reportable 
condition (and possibly a material weakness) should be re-
ported. The auditor should also consider whether material 
noncompliance (for subrecipient monitoring) that is re-
quired to be reported as an audit finding has occurred. 

Evaluation of Audit Findings 

9.37 Circular A-133 requires the auditor to consider a finding in 
relation to the type of compliance requirement (subrecipi-
ent monitoring, in this case) or an audit objective identified 
in the Compliance Supplement, whether or not the finding 
can be quantified. For example, the auditor may discover 
that a pass-through entity consistently failed to provide its 
subrecipients with federal award information, including ap-
plicable compliance requirements. The pertinent audit ob-
jective included in the Compliance Supplement and relating 
to this example is for the auditor to "determine whether the 
pass-through entity identifies federal award information and 
compliance requirements to the subrecipient." Because the 
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pass-through entity failed to provide federal award informa-
tion to its subrecipients, this noncompliance is material in 
relation to the audit objective and, therefore, must be re-
ported as an audit finding. In addition, the auditor must con-
sider whether reportable conditions (and possibly, material 
weaknesses in internal control) exist and require reporting 
with respect to subrecipient monitoring. 

Effect of Subrecipients' Noncompliance on the 
Pass-Through Entity's Report 

9.38 The instances of noncompliance reported in subrecipients' 
audit reports are not required to be included in the pass-
through entity's audit report. However, the auditor of the 
pass-through entity should consider the effects of reported 
instances of subrecipient noncompliance or indications of 
weaknesses in the pass-through entity's subrecipient-mon-
itoring system that could have a material effect on each of 
the pass-through entity's major programs. 

Adjustment of Pass-Through Entity Financial Records 
and Reports 

9.39 Questioned costs at the subrecipient level that are found to 
be unallowable by the pass-through entity may require the 
pass-through entity to adjust its financial records and its 
federal expenditure reports. The total of allowable program 
costs in excess of required expenditure levels and the re-
quirements of individual programs regarding the timing of 
claims will affect whether the pass-through entity will need 
to reflect a liability to the awarding agency in its financial 
statements. As part of the finding-resolution process, the 
pass-through entity should estimate the total unallowable 
costs that are associated with each subrecipient finding and 
consider the need to adjust financial records and federal 
expenditure reports. The failure of the pass-through entity 
to adjust its records and federal reports should be consid-
ered by the auditor in forming an opinion on compliance 
for major programs. 

For-Profit Subrecipients 
9.40 Since Circular A-133 does not apply to for-profit subrecip-

ients, the pass-through entity is responsible for establish-
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ing requirements, as necessary, to ensure compliance by 
for-profit subrecipients. Circular A-133 states that the 
contract with the for-profit subrecipient should describe 
applicable compliance requirements and the for-profit 
subrecipient's compliance responsibility. Methods to en-
sure compliance for federal awards made to for-profit sub-
recipients may include pre-award audits, monitoring 
during the contract, and post-award audits. The auditor's 
responsibilities related to for-profit subrecipients are simi-
lar to those of not-for-profit subrecipients, see paragraphs 
9.24 through 9.35 (as applicable) for a further discussion 
of subrecipient monitoring. 

Non-U.S.-Based Entities 
9.41 Circular A-133 does not apply to non-U.S.-based entities 

expending federal awards received either directly as a re-
cipient or indirectly as a subrecipient (see paragraph 2.6 
for a further discussion of non-U.S.-based entities). There-
fore, the responsibilities that a pass-through entity and its 
auditor have for a non-U.S.-based entity are the same as 
those for a for-profit subrecipient (see paragraph 9.40). 

State Designation of a Cluster of Programs 
9.42 Circular A-133 includes a provision that allows a state to 

designate as a cluster a grouping of closely related pro-
grams that share common compliance requirements. When 
designating a cluster of programs, a state is required by 
Circular A-133 to identify the federal awards included in 
the cluster and to advise subrecipients of the compliance 
requirements applicable to the cluster. See paragraphs 
1.18, 1.19, 2.18, 5.6, 7.4, and 8.30 for additional discussion 
of clusters. 

Circular A - 1 3 3 Audit Considerations 
of Subrecipients 
9.43 Auditors of subrecipients should be aware that subrecipients 

have additional considerations under Circular A-133. 
These considerations are related to additional compliance 
requirements established by the pass-through entity, infor-
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mation included in the schedule of expenditures of federal 
awards, audit findings, and the submission of the report. 

Additional Compliance Requirements Established 
by Pass-Through Entities 
9.44 Federal awards are normally distributed to subrecipients 

only on the basis of properly completed and approved 
awards. These written agreements require subrecipients to 
comply with the requirements of the federal agency and, in 
some instances, additional requirements established by the 
pass-through entity. Hence, in addition to providing an 
audit satisfying the requirements of Circular A-133, the au-
ditor may be engaged to test compliance with requirements 
specified by the pass-through entity. 

Information Included in the Schedule of 
Expenditures of Federal Awards 
9.45 For federal awards received as a subrecipient, the schedule 

of expenditures of federal awards is required to include the 
name of the pass-through entity and identifying number 
assigned by the pass-through entity. Circular A-133 states 
that to make the schedule easier to use, subrecipients may 
choose to provide information requested by federal awarding 
agencies and pass-through entities, although this infor-
mation is not required. Chapter 5 includes more detailed 
information about the schedule. 

Audit Findings 
9.46 Audit findings (for example, internal control findings, 

compliance findings, questioned costs, or fraud) that relate 
to the same issue should be presented as a single audit 
finding. Circular A-133 states that where practical, audit 
findings should be organized by federal agency or pass-
through entity (see chapter 10 for an additional discussion 
of audit findings). 

Submission of Report 
9.47 Section 320(e) of Circular A-133 has additional report-

submission responsibilities for subrecipients. When a subre-
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cipient is not required to submit a reporting package to the 
pass-through entity (because it has no audit findings or the 
summary schedule of prior audit findings does not report the 
status of any audit findings), the subrecipient is required to 
provide written notification of this to the pass-through en-
tity. The required contents of the written notification and 
the submission of the report by subrecipients are discussed 
in paragraph 10.76. 
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CHAPTER 10 
Auditor Reporting Requirements and 
Other Communication Considerations 
in a Single Audit 

O v e r v i e w 

10.1 In this chapter the auditor's reporting requirements and 
other communication considerations in a single audit 
under Circular A-133 are discussed. The auditor's reporting 
requirements in a program-specific audit are discussed in 
chapter 11. 

10.2 The auditor's reporting responsibilities in a single audit are 
driven by the three levels of auditing standards and require-
ments: GAAS, Government Auditing Standards, and Cir-
cular A-133. These standards and requirements expand the 
level of auditor responsibility from reporting on an auditee's 
financial statements to also reporting on internal control 
and on compliance. The auditor has additional reporting re-
sponsibilities for the audit of the financial statements in ac-
cordance with Government Auditing Standards (see chapter 
4), and for the compliance audit applicable to major pro-
grams in accordance with Circular A-133 (see chapters 6 
through 8). The auditor also has additional communication 
considerations under GAAS and Government Auditing 
Standards related to matters noted in the single audit. 

Circular A-133 Requirements 
Auditor's Reports 

10.3 Circular A-133 requires the auditor's report(s) to include— 

• An opinion (or disclaimer of opinion) on whether the 
financial statements are presented fairly in all mater-
ial respects in conformity with generally accepted 
accounting principles (GAAP) (see paragraph 10.12 
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for a discussion of the basis of accounting) and an 
opinion (or a disclaimer of opinion) on whether the 
schedule of expenditures of federal awards is pre-
sented fairly in all material respects in relation to the 
financial statements taken as a whole. 

• A report on the internal control related to the finan-
cial statements and on the internal control related 
to major programs. This report must describe the 
scope of testing of internal control and the results of 
the tests and, where applicable, must refer to the 
separate schedule of findings and questioned costs. 

• A report on compliance with laws, regulations, and 
the provisions of contracts or grant agreements, 
noncompliance with which could have a material ef-
fect on the financial statements. This report must 
also include an opinion (or a disclaimer of opinion) 
on whether the auditee complied with laws, regula-
tions, and the provisions of contracts or grant agree-
ments that could have a direct and material effect 
on each major program, and where applicable, must 
refer to the separate schedule of findings and ques-
tioned costs. 

• A schedule of findings and questioned costs (see 
paragraphs 10.55 through 10.67). 

The auditor's reports recommended in this SOP are de-
scribed in paragraphs 10.8 through 10.10 below. 

Data Collection Form 

10.4 Circular A-133 also requires the auditor to complete ap-
plicable sections and sign a data collection form that sum-
marizes the auditor's results, findings, and questioned 
costs (see paragraphs 10.71 through 10.73). 

Other Communication Considerations 

10.5 The auditor has certain additional communication consid-
erations under GAAS and Government Auditing Standards 
related to internal control, noncompliance, fraud, illegal 
acts, and other matters noted in the single audit (see para-
graphs 10.13 through 10.30). 
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Reporting Package 
10.6 The auditee is required to submit a reporting package that 

includes the following: 

• Financial statements and a supplementary schedule of 
expenditures of federal awards (see chapters 4 and 5); 

• Auditor's reports (see paragraphs 10.8 through 10.10); 

• A summary schedule of prior audit findings (see para-
graphs 10.68 through 10.70); and 

• A corrective action plan (see paragraphs 10.68 
through 10.70). 

10.7 Although not part of the reporting package, the report sub-
mission to the Federal Audit Clearinghouse (FAC) must also 
include the data collection form described in paragraphs 
10.71 through 10.73. The requirements for report submis-
sion are discussed in paragraphs 10.74 through 10.79. 

Recommended Auditor's Reports 
10.8 Reporting on a financial statement audit and on the com-

pliance requirements applicable to each major program in-
volves varying levels of materiality and different forms of 
reporting. Circular A-133 states that the auditor's report(s) 
may be in the form of either combined or separate reports 
and may be organized differently from the manner pre-
sented in the circular. In an effort to make the reports un-
derstandable and to reduce the number of reports issued, 
this SOP recommends that the following reports be issued: 

a. An opinion on the financial statements and on the 
supplementary schedule of expenditures of federal 
awards (see paragraph 10.35 through 10.37)1 

b. A report on compliance and on internal control over 
financial reporting based on an audit of financial 
statements performed in accordance with Govern-

1. Note that in certain circumstances the auditor may report on the schedule of expendi-
tures of federal awards in his or her report on compliance with requirements applicable 
to each major program and on internal control over compliance in accordance with 
Circular A-133. See paragraph 10.36 for a further discussion. 
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ment Auditing Standards (see paragraphs 10.38 
through 10.40) 

c. A report on compliance with requirements applica-
ble to each major program and on internal control 
over compliance in accordance with Circular A-133 
(see paragraphs 10.46 through 10.54) 

d. A schedule of findings and questioned costs (see 
paragraphs 10.55 through 10.67) 

10.9 Example reports are provided in appendix D of this SOP. 
As noted previously, those reports combine reports on 
compliance and internal control at the financial statement 
audit level and at the major program compliance audit 
level. Auditors need to understand the intended purpose of 
the reports and should tailor the reporting to the specific 
auditee situation. Because the reports issued to comply 
with Circular A-133 involve varying levels of materiality 
and different forms of reporting, auditors should exercise 
care in issuing reports to ensure that they meet all of the 
varying reporting requirements of GAAS, Government Au-
diting Standards, and Circular A-133. The basic elements 
of each of the recommended reports are discussed later in 
this chapter. Professional judgment should be exercised in 
any situation not specifically addressed in this SOP. 

10.10 Table 10.1 provides a matrix depicting the recommended 
auditor's reports in a single audit required by GAAS, Gov-
ernment Auditing Standards, and Circular A-133. 

TABLE 10.1 Recommended Reporting in Single Audits 

Required by— 

Report 

Government 
Auditing Circular 

GAAS Standards A-133 

Opinion (or disclaimer of opinion) 
on financial statements and 
supplementary schedule of 
expenditures of federal awards 

Report on compliance and on 
internal control over financial 
reporting based on an audit of 
financial statements 

X X 

X 

X 

X 
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Required by— 

Report 

Government 
Auditing Circular 

GAAS Standards A-133 

Report on compliance and internal 
control over compliance applicable 
to each major program (this report 
must include an opinion [or a 

X 

disclaimer of opinion] on compliance) 

Schedule of findings and questioned costs X 

Reporting on the Financial Statements and 
Supplementary Schedule of Expenditures 
of Federal Awards in Accordance With GAAS 
and Government Auditing Standards 

10.11 In this section the reporting and additional communication 
requirements under GAAS and Government Auditing Stan-
dards that are related to a financial statement audit and the 
supplementary schedule of expenditures of federal awards 
are discussed. 

Basis of Accounting 
10.12 Circular A-133 and Government Auditing Standards do not 

prescribe the basis of accounting that must be used by audi-
tees to prepare their financial statements and the schedule 
of expenditures of federal awards. However, auditees are re-
quired to disclose the basis of accounting and the significant 
accounting policies used in preparing the financial state-
ments and the schedule of expenditures of federal awards. 
The auditee must also be able to reconcile amounts pre-
sented in the financial statements to related amounts in-
cluded in the schedule of expenditures of federal awards. 
The auditor is required to report whether the financial state-
ments are presented fairly in all material respects in confor-
mity with GAAP and whether the schedule of expenditures 
of federal awards is presented fairly in all material respects in 
relation to the auditee's financial statements taken as a 
whole (see paragraphs 4.3 and 10.13 for a discussion of the 
auditor's responsibilities when the auditee prepares its finan-
cial statements in conformity with a comprehensive basis of 
accounting other than GAAP). 
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GAAS Requirements 
10.13 The applicable reporting requirements are established in SAS 

No. 58, Reports on Audited Financial Statements (AICPA, 
Professional Standards, vol. 1, AU sec. 508). For an auditee 
that prepares its financial statements in conformity with a 
basis of accounting other than GAAP, auditors should follow 
the guidance in SAS No. 62, Special Reports. In reporting on 
the supplementary schedule of expenditures of federal 
awards, auditors should follow the guidance in SAS No. 29, 
Reporting on Information Accompanying the Basic Finan-
cial Statements in Auditor-Submitted Documents (AICPA, 
Professional Standards, vol. 1, AU sec. 551). Auditors may 
also refer to the AICPA Audit and Accounting Guides Not-
For-Profit Organizations, Audits of State and Local Govern-
mental Units, Health Care Organizations, and Audits of 
Colleges and Universities2 for additional guidance on report-
ing on the financial statements of specific industries. See also 
paragraphs 10.17 through 10.30 for a discussion of additional 
reporting and communication requirements. 

10.14 SAS No. 61, Communication With Audit Committees, re-
quires the auditor to determine that certain matters related 
to the conduct of an audit are communicated to those who 
have responsibility for the oversight of the financial report-
ing process. Matters to be communicated include (among 
other things) the auditor's responsibilities, significant ac-
counting policies, management judgments and accounting 
estimates, significant audit adjustments, disagreements with 
management, and difficulties encountered in performing the 
audit. In addition to the SAS No. 61 requirements described 
above, Government Auditing Standards also requires the 
auditor to communicate certain information to the audit 
committee. See paragraph 10.16 for a further discussion. 

Government Auditing Standards Requirements 

10.15 Government Auditing Standards requires that in addition 
to reporting on the financial statements, the auditor report 

2. Auditors should note that although Audits of Colleges and Universities has been su-
perseded by Not-for-Profit Organizations, it continues to be applicable in a govern-
mental environment (that is, public institutions). 
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on (1) compliance with laws, regulations, and provisions 
of contracts and grant agreements that could have a direct 
and material effect on the financial statements amounts 
and (2) the scope of testing of the auditee's internal control 
over financial reporting and on the results of the tests. 

10.16 The reporting standards for financial audits in Govern-
ment Auditing Standards contain five additional reporting 
standards for financial statement audits beyond GAAS 
(see also paragraphs 3.19 through 3.21): 

a. Auditors should communicate certain information 
related to the conduct and reporting of the audit to 
the audit committee or to the individuals with whom 
they have contracted for the audit. Such matters in-
clude the auditor's responsibility in a financial state-
ment audit, as well as the nature of any additional 
testing of internal control and compliance required 
by laws or regulations. To help audit committees 
and other responsible parties understand the limi-
tations of auditors' responsibilities for testing and 
reporting on internal control and compliance, audi-
tors should contrast those responsibilities with 
other financial related audits of controls and com-
pliance. The communication may be oral or in writ-
ing. If the information is communicated orally, the 
auditor is required to document the communica-
tion in the working papers (see paragraphs 5.5 
through 5.10 of Government Auditing Standards 
and paragraphs 3.19 through 3.20 of this SOP for a 
further discussion). 

b. When the report on the financial statement is sub-
mitted to comply with a requirement for an audit in 
accordance with Government Auditing Standards, 
audit reports should state that the audit was made in 
accordance with generally accepted government 
auditing standards. This SOP recommends the fol-
lowing language be included in the auditor's report 
to meet this requirement: "we conducted our audit 
in accordance with generally accepted auditing 
standards and the standards applicable to financial 
audits contained in Government Auditing Standards 
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issued by the Comptroller General of the United 
States."3 Government Auditing Standards also ac-
knowledges that an auditee may need a financial 
statement audit for purposes other than to comply 
with a requirement calling for an audit in accor-
dance with Government Auditing Standards. For 
example, the auditee may need a financial statement 
audit to issue bonds. In this case, Government Audit-
ing Standards permits auditors to issue a separate 
report on the financial statements conforming only 
to the requirements of GAAS (see paragraphs 5.11 
through 5.14 of Government Auditing Standards). 

c. The report on the audit of the financial statements 
should either (1) describe the scope of the auditor's 
testing of compliance with laws and regulations and 
internal control and present the results of those tests 
or (2) refer to separate reports containing that infor-
mation (see paragraphs 5.15 through 5.28 of Govern-
ment Auditing Standards). The financial statement 
reporting recommended in this SOP (appendix D, ex-
amples 1 and la), illustrates the second option to 
refer to a separate report on compliance with certain 
provisions of laws, regulations, contracts, and grants 
and on internal control over financial reporting. In 
presenting the results of tests, the auditor should re-
port fraud, illegal acts, other material noncompliance, 
and reportable conditions in internal control (see 
paragraphs 10.17 through 10.30). In some circum-
stances, the auditor should report fraud and illegal 
acts directly to parties external to the audited entity 
(see paragraphs 10.23 through 10.25). 

d. If certain information is prohibited from general 
disclosure (that is, prohibited from general disclo-
sure by federal, state, or local laws or regulations), 
the audit report should state the nature of the infor-
mation omitted and the requirement that makes the 
omission necessary (see paragraphs 5.29 through 
5.31 of Government Auditing Standards). 

3. The standards applicable to financial audits include the general, fieldwork, and report-
ing standards described in chapters 3, 4, and 5 of Government Auditing Standards. 
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e. Written audit reports are to be submitted by the 
audit organization to the appropriate officials of the 
auditee and to the appropriate officials of the organi-
zations requiring or arranging for the audit (including 
external funding organizations), unless legal restric-
tions prevent it.4 Copies of the reports should also 
be sent to other officials who have legal oversight 
authority or who may be responsible for acting on 
audit findings and recommendations and to others 
authorized to receive such reports. Unless restricted 
by law or regulation, copies should be made avail-
able for public inspection (see paragraphs 5.32 
through 5.35 of Government Auditing Standards). 

Fraud, Illegal Acts, and Other Noncompliance 
GAAS Requirements 

10.17 In SAS No. 54, Illegal Acts by Clients (AICPA, Professional 
Standards, vol. 1, AU sec. 317.17), the auditor's responsi-
bilities with respect to the consideration of illegal acts,5 in-
cluding communications with the audit committee or 
others with equivalent authority or responsibility are dis-
cussed.6 Paragraph 17 of SAS No. 54 requires the auditor to 
assure himself or herself that the audit committee or others 
with equivalent authority and responsibility are adequately 
informed with respect to illegal acts that come to the audi-
tor's attention. The auditor need not communicate matters 
that are clearly inconsequential and may reach agreement 
in advance with the audit committee on the nature of such 
matters to be communicated. The communication should 
describe the act, the circumstances of its occurrence, and 
its effect on the financial statements. If senior management 
is involved, the auditor should communicate directly with 
the audit committee. The communication may be oral or 
written. If the communication is oral, the auditor should 
document it. Paragraphs 4.24 through 4.31 summarize the 

4. Note that when public accountants are engaged, the engaging organization should 
ensure that the report is distributed appropriately. 

5. SAS No. 54 defines the term illegal acts as violations of laws or government regulations. 
6. For auditees that do not have audit committees, the phrase "others with equivalent 

authority and responsibility" may include the board of directors, the board of trustees, 
or the owner in owner-managed entities. 
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other requirements of SAS No. 54. The auditor should also 
consider the effect of any noncompliance on the financial 
statements, and should modify the auditor's report on 
those financial statements as necessary in accordance 
with SAS No. 58. 

10.18 The auditor's responsibilities for communications about 
fraud to management, the audit committee, and others 
based on a financial statement audit in accordance with 
GAAS are discussed in SAS No. 82, Consideration of Fraud 
in a Financial Statement Audit. Whenever the auditor has 
determined that there is evidence that fraud may exist, 
that matter should be brought to the attention of an appro-
priate level of management. This is generally appropriate 
even if the matter might be considered inconsequential, 
such as a minor defalcation by an employee at a low level 
in the auditee's organization. Fraud involving senior man-
agement and fraud that causes a material misstatement of 
the financial statements should be reported directly to the 
audit committee. The disclosure of possible fraud to parties 
other than the auditee's senior management and its audit 
committee is ordinarily not part of the auditor's responsi-
bility and would ordinarily be precluded by the auditor's 
ethical or legal obligations of confidentiality unless the 
matter is reflected in the auditor's report. The auditor 
should recognize, however, that in the following circum-
stances a duty to disclose outside the auditee may exist: 

• To comply with certain legal and regulatory require-
ments 

• To a successor auditor when the successor makes in-
quiries in accordance with SAS No. 84, Communica-
tions Between Predecessor and Successor Auditors 

• In response to a subpoena 

• To a funding agency or other specified agency in ac-
cordance with the requirements for audits of entities 
that receive governmental financial assistance (see 
paragraphs 10.23 through 10.25) 

10.19 When the auditor, as a result of the assessment of the risk 
of material misstatement due to fraud, has identified risk 
factors that have continuing control implications (whether 
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or not transactions or adjustments that could be the result 
of fraud have been detected), the auditor should consider 
whether these risk factors represent reportable conditions 
that relate to the auditee's internal control and that should 
be communicated to senior management and the audit 
committee (see paragraphs 10.26 through 10.30). The au-
ditor may also wish to communicate other risk factors 
that are identified, when the auditee can reasonably take 
actions to address the risk. 

10.20 In paragraphs 38 through 40 of SAS No. 82 (AICPA, Profes-
sional Standards, vol. 1, AU secs. 316.38-.40), the commu-
nication requirements of SAS No. 82 are further discussed. 
In paragraphs 4.32 through 4.37 of this SOP, the other re-
quirements of SAS No. 82 are summarized. See paragraphs 
6.7 through 6.12 for a discussion of the auditor's considera-
tion of fraud risk in an audit of an auditee's compliance with 
specified requirements applicable to its major programs. 

Government Auditing Standards Requirements 
10.21 With regard to fraud and illegal acts, Government Auditing 

Standards requires auditors to report relevant information 
(in writing) when the auditor concludes, based on evidence 
obtained, that fraud or an illegal act has occurred or is 
likely to have occurred.7 Auditors do not need to report 
information about fraud or illegal acts that is clearly incon-
sequential. Therefore, auditors are required to present in the 
report the same fraud and illegal acts that they report to audit 
committees under GAAS (see paragraphs 10.17 through 
10.20). Government Auditing Standards also requires audi-
tors to report other noncompliance (for example, a violation 
of a contract provision) that is material to the financial 
statements. In presenting fraud, illegal acts, or other non-
compliance that are required to be reported, auditors 
should follow the report contents standards in chapter 7 of 
Government Auditing Standards for objectives, scope, and 
methodology; audit results; the views of responsible offi-
cials; and report presentation standards (as appropriate). 

7. The term fraud, as used in SAS No. 82, is synonymous with irregularities as used in Gov-
ernment Auditing Standards. Therefore, in discussing the requirements of Government 
Auditing Standards, this SOP will use the term fraud instead of the term irregularities. 
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10.22 When auditors detect fraud, illegal acts, or other noncom-
pliance that do not meet the criteria in paragraph 5.18 of 
Government Auditing Standards for reporting (summa-
rized in paragraph 10.21), paragraph 5.20 of Government 
Auditing Standards requires auditors to communicate 
those findings to the auditee, preferably in writing. If audi-
tors have communicated those findings in a management 
letter to top management, they should refer to that man-
agement letter when they are reporting on compliance. 
Auditors should document in their working papers all 
communications to the auditee about fraud, illegal acts, or 
other noncompliance. 

Direct Reporting of Fraud and Illegal Acts 

10.23 Paragraphs 5.21 through 5.25 of Government Auditing 
Standards provide guidance on the direct reporting of 
fraud and illegal acts. Government Auditing Standards re-
quires that in addition to any legal requirements for the di-
rect reporting of fraud or illegal acts, auditors must report 
fraud or illegal acts directly to parties outside the auditee 
in the following two circumstances (auditors should meet 
these requirement even if they have resigned or been dis-
missed from the audit): 

a. The auditee may be required by law or regulation to 
report certain fraud or illegal acts to specified exter-
nal parties (for example, to a federal inspector gen-
eral or a state attorney general). If auditors have 
communicated such fraud or illegal acts to the audi-
tee, and it fails to report them, then auditors should 
communicate their awareness of that failure to the 
auditee's governing body. If the auditee does not 
make the required report as soon as practicable after 
the auditors' communication with its governing 
body, then the auditors should report the fraud or il-
legal acts directly to the external party specified in 
the law or regulation. 

b. When fraud or an illegal act involves assistance re-
ceived directly or indirectly from a government 
agency, auditors may have a duty to report it di-
rectly if management fails to take remedial steps. If 
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auditors conclude that such failure is likely to cause 
them to depart from the standard report on the fi-
nancial statement or resign from the audit, then 
they should communicate that conclusion to the au-
ditee's governing body. Then, if the auditee does not 
report the fraud or illegal act as soon as practicable 
to the entity that provided the government assis-
tance, the auditors should report the fraud or illegal 
act directly to that entity. 

10.24 In both of these situations, auditors should obtain sufficient, 
competent, and relevant evidence (for example, by confir-
mation with outside parties) to corroborate assertions by 
management that it has reported fraud or illegal acts. If 
they are unable to do so, the auditors should report the 
fraud or illegal acts directly, as discussed previously. 

10.25 Paragraph 4.16 of Government Auditing Standards reminds 
auditors that under some circumstances, laws, regulations, 
or policies may require them to report indications of certain 
types of fraud or illegal acts promptly to law enforcement 
or investigatory authorities. When auditors conclude that 
this type of fraud or illegal act either has occurred or is 
likely to have occurred, they should ask those authorities, 
legal counsel, or both, if reporting certain information 
about that fraud or illegal act would compromise inves-
tigative or legal proceedings. Auditors should limit their 
reporting to matters that would not compromise those 
proceedings, such as information that is already a part of 
the public record. 

Internal Control Over Financial Reporting 
10.26 SAS No. 60, Communication of Internal Control Related 

Matters Noted in an Audit, provides guidance in identifying 
and reporting conditions that relate to an auditee's internal 
control observed during an audit of financial statements. 
In addition to providing guidance on communicating re-
portable conditions and identifying material weaknesses 
in the internal control over financial reporting, SAS No. 60 
states that because timely communication may be impor-
tant, the auditor may choose to communicate significant 
matters related to the internal control over financial re-
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porting during the course of the audit rather than after the 
audit is concluded. 

10.27 Written reporting on internal control matters under Gov-
ernment Auditing Standards is based on the auditor's con-
sideration of the internal control over financial reporting as 
required by SAS No. 55, Consideration of Internal Control 
in a Financial Statement Audit, as amended by SAS No. 78, 
Consideration of Internal Control in a Financial Statement 
Audit: An Amendment to SAS No. 55. The report does not 
express an opinion on the auditee's internal control over fi-
nancial reporting, but rather describes the extent of the 
work performed, as required by SAS No. 55. The report in-
cludes the requirements of SAS No. 60, as well as the addi-
tional requirements of Government Auditing Standards. 

10.28 With regard to matters noted in an audit that relate to the 
internal control over financial reporting, paragraph 5.26 of 
Government Auditing Standards requires auditors to re-
port deficiencies in internal control that they consider to 
be reportable conditions as defined by SAS No. 60. Para-
graph 17 of SAS No. 60 prohibits the auditor from issuing a 
written report representing that no reportable conditions 
were noted during an audit. The illustrative report in exam-
ple 2 of appendix D provides recommended language that 
satisfies the requirements of Government Auditing Stan-
dards when no reportable conditions are noted during an 
audit. In reporting reportable conditions, auditors are re-
quired to identify those that are individually or cumula-
tively material weaknesses. Auditors should follow the 
report contents standards in chapter 7 of Government 
Auditing Standards when reporting reportable conditions 
or material weaknesses. The illustrative report in example 2a 
of appendix D provides recommended language that satisfies 
the requirements of Government Auditing Standards when 
reportable conditions (whether or not they are considered to 
be material weaknesses) are noted during an audit. 

10.29 Paragraph 5.28 of Government Auditing Standards states 
that when auditors detect deficiencies in the internal control 
that are not reportable conditions, they should communi-
cate those deficiencies to the auditee, preferably in writing. 
If the auditors have communicated those deficiencies in 
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internal control in a management letter to top management, 
they should refer to that management letter when they re-
port on internal control (examples 2 and 2a of appendix D il-
lustrate such a reference to the management letter). All 
communications to the auditee about deficiencies in the in-
ternal control should be documented in the working papers. 

10.30 The following table summarizes the differences between 
SAS No. 60 and Government Auditing Standards with re-
spect to reporting internal control matters. 

Government 
Auditing Standards SAS No. 60 

When is reporting required? 

What is the form 
of the report? 

Should the auditor separately 
identify those reportable 
conditions that are significant 
enough to be material weaknesses? 

In every financial 
statement audit 

Written 

Yes 

When reportable 
conditions are noted 

Oral or written, 
preferably in writing 

Permitted but 
not required 

Reporting When Portions of a Governmental 
Reporting Entity Do Not Have an Audit in 
Accordance With Government Auditing Standards 
10.31 Since the implementation of Governmental Accounting 

Standards Board (GASB) Statement No. 14, The Financial 
Reporting Entity, it is becoming more frequent for govern-
ments that are required to have an audit in accordance 
with Government Auditing Standards to include as part 
of the reporting entity component units that are not re-
quired to have such an audit. When this occurs, the audi-
tor should consider modifying his or her report on the 
financial statements and also the report issued to meet the 
requirements of Government Auditing Standards. 

10.32 With regard to the report on the financial statements of the 
reporting entity, if a material component unit or fund is not 
required to have an audit in accordance with Government 
Auditing Standards and the report on the financial state-
ments is required to state that the audit was performed in 
accordance with Government Auditing Standards, the au-
ditor should modify the scope paragraph of the report on 
the financial statements to indicate the portion of the re-
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porting entity that was not audited in accordance with 
Government Auditing Standards. Example wording that 
could be used in this situation follows: 

We conducted our audit in accordance with generally 
accepted auditing standards and the standards applica-
ble to financial audits contained in Government Audit-
ing Standards, issued by the Comptroller General of 
the United States. Those standards require that we plan 
and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of ma-
terial misstatement. The financial statements of [name 
of fund or component unit] were not audited in accor-
dance with Government Auditing Standards. An audit 
includes examining... 

10.33 With regard to the report issued on compliance and on the 
internal control over financial reporting based on an audit 
of financial statements performed in accordance with 
Government Auditing Standards, the auditor should 
modify the scope paragraph of example 2 or 2a of appendix 
D to indicate the portion of the reporting entity that was 
not audited in accordance with Government Auditing 
Standards. Example wording that could be used in this 
situation follows: 

We have audited the financial statements of Example 
Entity as of and for the year ended June 30, 19X1, and 
have issued our report thereon dated August 15, 19X1. 
We conducted our audit in accordance with generally 
accepted auditing standards and the standards applica-
ble to financial audits contained in Government Audit-
ing Standards, issued by the Comptroller General of 
the United States. The financial statements of [name of 

fund or component unit] were not audited in accor-
dance with Government Auditing Standards. 

Implementing Regulations of Certain Federal 
Awarding Agencies May Define Entity to Be 
Audited Differently Than GAAP 
10.34 The regulations implementing Circular A-133 may define 

the entity to be audited for single audit purposes differ-
ently than the reporting entity would be defined in accor-
dance with GAAP. For example, SOP 94-3, Reporting of 
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Related Entities by Not-for-Profit Organizations, requires 
presentation of consolidated financial statements when 
one NPO (the parent) controls the voting majority of the 
Board of and has an economic interest in another NPO. If 
the regulations of the federal agency that provides federal 
awards to the parent define the entity for single audit pur-
poses to consist of only the parent, audited parent-only fi-
nancial statements instead of consolidated financial 
statements must be submitted to comply with these regu-
lations. If consolidated financial statements are not also 
prepared as required by GAAP, the auditor should con-
sider whether other than an unqualified opinion due to a 
material departure from GAAP should be expressed on the 
parent-only financial statements. See paragraphs 35 
through 60 of SAS No. 58, Reports on Audited Financial 
Statements (AICPA, Professional Standards, vol. 1, AU 
sec. 508.35-.60) for guidance on reporting when there is a 
departure from GAAP. 

Opinion on the Financial Statements and on 
the Supplementary Schedule of Expenditures 
of Federal Awards 
Report Requirements 

10.35 The auditor's standard report on the financial statements 
and on the supplementary schedule of expenditures of 
federal awards identifies the financial statements audited 
in an opening (introductory) paragraph, describes the na-
ture of an audit in a scope paragraph, and expresses the 
auditor's opinion on the financial statements and supple-
mentary schedule of expenditures of federal awards in 
separate opinion paragraphs. The basic elements of the 
report are— 

a. A title that includes the word independent. 

b. A statement that the financial statements identified 
in the report were audited. 

c. A statement that the financial statements are the re-
sponsibility of the auditee's management and that 
the auditor's responsibility is to express an opinion 
on the financial statements based on his or her audit. 
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d. A statement that the audit was conducted in accor-
dance with GAAS and the standards applicable to fi-
nancial audits contained in Government Auditing 
Standards issued by the Comptroller General of the 
United States.8 

e. A statement that those standards require that the 
auditor plan and perform the audit to obtain reason-
able assurance about whether the financial state-
ments are free of material misstatement. 

f. A statement that an audit includes— 
• Examining, on a test basis, evidence supporting the 

amounts and disclosures in the financial statements. 
• Assessing the accounting principles used and sig-

nificant estimates made by management. 
• Evaluating the overall financial statement presen-

tation. 

g. A statement that the auditor believes that the audit 
provides a reasonable basis for his or her opinion. 

h. For a government, an opinion on whether the finan-
cial statements present fairly, in all material re-
spects, the financial position of the auditee as of the 
balance sheet date, and the results of its operations 
and the cash flows of its proprietary fund types and 
nonexpendable trust funds for the period then 
ended in conformity with GAAP; for a not-for-profit 
organization, an opinion on whether the financial 
statements present fairly, in all material respects, 
the financial position of the auditee as of the date of 
the statement of financial position, and the changes 
in its net assets and its cash flows for the period 
then ended in conformity with GAAP.9 

i. A reference to the separate report on compliance 
with certain provisions of laws, regulations, contracts, 
and grant agreements and on the internal control 

8. See note 3. 
9. If an auditee prepares its financial statements in conformity with a comprehensive 

basis of accounting other than GAAP, the auditor is still required to express or disclaim 
an opinion and should follow the reporting in SAS No. 62, Special Reports. 
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over financial reporting prepared in accordance with 
Government Auditing Standards.10 If this reporting 
is included in the report on the financial statements, 
this reference is not required (this SOP recommends 
separate reporting). See paragraph 10.16. 

j. A description of the accompanying supplementary 
information (for example, the schedule of expendi-
tures of federal awards, combining and individual 
fund and account group financial statements and 
schedules, etc.). This identification may be by de-
scriptive title or by page number of the document. 

k. A statement that the accompanying supplementary 
information, including the schedule of expenditures 
of federal awards required by Circular A-133, is pre-
sented for purposes of additional analysis and is not 
a required part of the financial statements.11 See 
paragraph 10.36. 

l. An opinion on whether the accompanying supple-
mentary information is fairly stated, in all material 
respects, in relation to the financial statements taken 
as a whole. 

m. The manual or printed signature of the auditor's firm. 

n. The date of the audit report. 

Reporting on the Schedule of Expenditures of 
Federal Awards 

10.36 This SOP recommends that the auditor report on the 
schedule of expenditures of federal awards in the report on 
the financial statements. However, some entities do not 
present the schedule with the financial statements (that is, 
a separate single audit package is issued). In such a cir-
cumstance, the required reporting on the schedule may be 

10. See paragraphs 10.15 through 10.16 and 10.21 through 10.30 for a discussion of re-
porting on compliance and on the internal control based on a financial statement 
audit in accordance with Government Auditing Standards. 

11. If the report on the financial statements is issued for an audit that is not subject to 
Circular A-133 (that is, an audit in accordance with GAAS and Government Audit-
ing Standards only), this reference to the schedule of expenditures of federal awards 
and Circular A-133 should be deleted. 
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incorporated in the report issued to meet the require-
ments of Circular A-133. Examples 3 (note 34) and 3a 
(note 40) of appendix D, illustrate how to incorporate the 
reporting on the schedule into the Circular A-133 report. 
See also paragraphs 10.50 through 10.52 for information 
on dating the reports in this situation and paragraph 10.13 
for a further discussion of reporting on the schedule. 

10.37 Examples of the auditor's opinion on the financial state-
ments and on the supplementary schedule of expendi-
tures of federal awards are presented in examples 1 and 
la of appendix D. 

Report on Compliance and on Internal Control 
Over Financial Reporting Based on an Audit of 
Financial Statements Performed in Accordance 
With Government Auditing Standards 
10.38 This SOP recommends that the reporting on the scope of 

the auditor's testing of compliance and on the internal 
control over financial reporting based on an audit of the fi-
nancial statements as required by Government Auditing 
Standards be combined in one report (see paragraphs 
10.8 through 10.10). 

10.39 The basic elements of the auditor's standard report on 
compliance and on the internal control over financial report-
ing (see paragraph 4.12) based on an audit of the financial 
statements in accordance with Government Auditing 
Standards are— 

a. A statement that the auditor has audited the financial 
statements of the auditee and a reference to the audi-
tor's report on the financial statements, including a 
description of any departure from the standard report. 

b. A statement that the audit was conducted in accor-
dance with GAAS and with the standards applicable 
to financial audits contained in Government Audit-
ing Standards issued by the Comptroller General of 
the United States.12 

12. See note 3. 
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c. A statement that as part of obtaining reasonable as-
surance about whether the auditee's financial state-
ments are free of material misstatement, the auditor 
performed tests of the auditee's compliance with 
certain provisions of laws, regulations, contracts, 
and grants, noncompliance with which could have a 
direct and material effect on the determination of fi-
nancial statement amounts. 

d. A statement that providing an opinion on compli-
ance with those provisions was not an objective of 
the audit and that, accordingly, the auditor does not 
express such an opinion. 

e. A statement that notes whether the results of tests 
disclosed instances of noncompliance that are re-
quired to be reported under Government Auditing 
Standards13 and, if they are, describes the instances 
of noncompliance or refers to the schedule of findings 
and questioned costs in which they are described.14 

f. If applicable, a statement that certain immaterial in-
stances of noncompliance were communicated to 
management in a separate letter.15 

g. A statement that in planning and performing the 
audit, the auditor considered the auditee's internal 
control over financial reporting in order to deter-
mine the auditing procedures for the purpose of ex-
pressing an opinion on the financial statements and 
not to provide assurance on the internal control 
over financial reporting. 

h. If applicable, a statement that reportable conditions 
were noted and the definition of a reportable condition. 

13. See paragraph 10.21 for a discussion of noncompliance matters that need to be re-
ported under Government Auditing Standards. 

14. For an audit that is not subject to Circular A-133 (that is, in accordance with Govern-
ment Auditing Standards only), any reportable instances of noncompliance, reportable 
conditions, and material weaknesses can either be described in the body of the report or 
the report can refer to a separate schedule that summarizes the findings noted. This 
statement should be modified accordingly. For an audit in accordance with Circular A-
133, all findings, including those required to be reported under Government Auditing 
Standards, must be included in the schedule of findings and questioned costs. 

15. See paragraph 10.22 for a discussion of reporting other noncompliance matters to top 
management in accordance with Government Auditing Standards. 
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i. If no reportable conditions are noted, a statement 
that the auditor's consideration of the internal con-
trol over financial reporting would not necessarily 
disclose all matters in the internal control that might 
be material weaknesses; if reportable conditions are 
noted, a statement that the auditor's consideration of 
the internal control over financial reporting would 
not necessarily disclose all matters in the internal 
control that might be reportable conditions and, ac-
cordingly, would not necessarily disclose all re-
portable conditions that are also considered to be 
material weaknesses. 

j. If applicable, a description of the reportable condi-
tions noted or a reference to the schedule of findings 
and questioned costs in which the reportable condi-
tions are described.16 

k. The definition of a material weakness. 

l. If applicable, a statement about whether the auditor 
believes any of the reportable conditions noted are 
material weaknesses and, if they are, describes the 
material weaknesses noted or refers to the schedule 
of findings and questioned costs in which they are 
described.17 If there are no reportable conditions 
noted, a statement is made that no material weak-
nesses were noted. 

m. If applicable, a statement that other matters involv-
ing the internal control over financial reporting were 
communicated to management in a separate letter.18 

n. A statement that the report is intended for the infor-
mation of the audit committee, management, speci-
fied legislative or regulatory bodies, federal awarding 
agencies, and (if applicable) pass-through entities.19 

16. See note 14. 
17. See note 14. 
18. See paragraph 10.29 for a discussion of other internal control matters to be communi-

cated to top management in accordance with Government Auditing Standards. 

19. For an audit that is not subject to Circular A-133 (that is, in accordance with Govern-
ment Auditing Standards only), the reference to federal awarding agencies and pass-
through entities should be deleted. 
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If the report is a matter of public record, a statement 
should be added that the report is a matter of public 
record and its distribution is not limited.20 

o. The manual or printed signature of the auditor's firm. 

p. The date of the auditor's report. 

10.40 Examples of the auditor's report on compliance and on the 
internal control over financial reporting based on an audit 
of the financial statements in accordance with Govern-
ment Auditing Standards are included in examples 2 and 
2 a of appendix D. 

Reporting on a Compliance Audit of Major 
Federal Programs 
10.41 In this section the auditor's reports that are issued based 

on a compliance audit of major programs in accordance 
with Circular A-133 are discussed. The report on compli-
ance with requirements applicable to major programs 
expresses the auditor's opinion on whether the auditee 
complied with the requirements that, if noncompliance 
occurred, could have a direct and material effect on a 
major program. Although the guidance in SAS No. 58 ad-
dresses reporting on audited financial statements, auditors 
may find its guidance useful when reporting on a compli-
ance audit of major programs. 

Material Instances of Noncompliance 
10.42 When the audit of an auditee's compliance with requirements 

applicable to a major program detects material instances of 
noncompliance with those requirements, the auditor should 
express a qualified or adverse opinion. The auditor should 
state the basis for such an opinion in the report (see examples 
3a and 5 of appendix D). The auditor should also consider the 
cumulative effect of all instances of noncompliance on the fi-
nancial statements. See paragraphs 6.13 through 6.16 for a 
further discussion of material instances of noncompliance. 

20. When the report is not a matter of public record because of legal or other restrictions, 
this statement should not be added. 
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Scope Limitations 
10.43 Testing an auditee's compliance with laws, regulations, and 

the provisions of contracts or grant agreements (referred to 
as "compliance requirements") requires the auditor to 
make a comply/noncomply decision about an auditee's 
adherence to those compliance requirements. The auditor 
is able to express an unqualified opinion only if he or she 
has been able to apply all the procedures the auditor con-
siders necessary in the circumstances. Restrictions on 
the scope of the audit—whether imposed by the client or 
by circumstances such as the timing of the auditor's work, 
an inability to obtain sufficient competent evidential mat-
ter, or an inadequacy in the accounting records—may re-
quire auditors to qualify their opinion or to disclaim an 
opinion. In these instances, the reasons for such a qualifi-
cation or disclaimer of opinion should be described in the 
auditor's report. Furthermore, the auditor should consider 
the effects of such instances on his or her ability to express 
an unqualified opinion on the financial statements. See 
example 4 of appendix D for an illustration of a qualified 
opinion on compliance due to a scope limitation. * 

10.44 The auditor's decision to qualify or disclaim an opinion 
because of a scope limitation depends on his or her assess-
ment of the importance of the omitted procedure(s) to his 
or her ability to form an opinion on compliance with re-
quirements governing each major program. This assess-
ment will be affected by the nature and magnitude of the 
potential effects of the matters in question and by their 
significance to each major program. When restrictions 
that significantly limit the scope of the audit are imposed 
by the client, the auditor generally should disclaim an 
opinion on compliance. 

10.45 When disclaiming an opinion because of a scope limitation, 
the auditor should indicate in a separate paragraph all of 
the substantive reasons for the disclaimer. The auditor 
should state that the scope of his or her audit was not suffi-
cient to warrant the expression of an opinion. The auditor 
should not identify the procedures that were performed or 
include a paragraph describing the characteristics of an 
audit (that is, the scope paragraph); to do so may tend to 
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overshadow the disclaimer. In addition, the auditor should 
disclose any reservations he or she has regarding compliance 
with applicable laws and regulations. 

Report on Compliance With Requirements Applicable 
to Each Major Program and on Internal Control Over 
Compliance in Accordance With Circular A-133 
Report Requirements 

10.46 The basic elements of the auditor's standard report on 
compliance with requirements applicable to each major 
program and on the internal control over compliance (see 
paragraph 4.12) in accordance with Circular A-133 are— 

a. A statement that the auditor has audited the compli-
ance of the auditee with the types of compliance re-
quirements described in the OMB Circular A-133 
Compliance Supplement that are applicable to each 
of its major programs. 

b. A statement that the auditee's major programs are 
identified in the summary of the auditor's results 
section of the accompanying schedule of findings 
and questioned costs (see paragraph 10.56). 

c. A statement that compliance with the requirements 
of laws, regulations, contracts, and grants applicable 
to each of the auditee's major federal programs is the 
responsibility of the auditee's management, and that 
the auditor's responsibility is to express an opinion 
on the auditee's compliance based on the audit. 

d. A statement that the audit of compliance was con-
ducted in accordance with GAAS, the standards ap-
plicable to financial audits contained in Government 
Auditing Standards issued by the Comptroller Gen-
eral of the United States,21 and Circular A-133. 

e. A statement that those standards and Circular A-133 
require that the auditor plan and perform the audit 
to obtain reasonable assurance about whether non-
compliance with the types of compliance require-

21. See note 3. 
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ments that could have a direct and material effect on 
a major federal program occurred. 

f. A statement that an audit includes the examining, 
on a test basis, evidence about the auditee's compli-
ance with those requirements and performing of 
such other procedures as the auditor considered 
necessary in the circumstances. 

g. A statement that the auditor believes that the audit 
provides a reasonable basis for the auditor's opinion. 

h. A statement that the audit does not provide a legal 
determination of the auditee's compliance with those 
requirements. 

i. If instances of noncompliance are noted that result 
in an opinion modification, a reference to a descrip-
tion in the accompanying schedule of findings and 
questioned costs, including— 
• The reference number(s) of the finding(s). 
• An identification of the type(s) of compliance re-

quirements and related major program(s). 
• A statement that compliance with such require-

ments is necessary, in the auditor's opinion, for 
the auditee to comply with the requirements ap-
plicable to the program(s). 

j. An opinion on whether the auditee complied, in all 
material respects, with the types of compliance re-
quirements that are applicable to each of its major 
federal programs. 

k. If applicable, a statement that the results of the au-
diting procedures disclosed instances of noncompli-
ance that are required to be reported in accordance 
with Circular A-133 and a reference to the schedule 
of findings and questioned costs in which they are 
described.22 

l. A statement that the auditee's management is re-
sponsible for establishing and maintaining effective 

22. See paragraph 10.63 for a discussion of the audit findings that are required to be re-
ported under Circular A-133. 
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internal control over compliance with the require-
ments of laws, regulations, contracts, and grants ap-
plicable to federal programs. 

m. A statement that in planning and performing the 
audit, the auditor considered the auditee's inter-
nal control over compliance with requirements 
that could have a direct and material effect on a 
major federal program, to determine the auditing 
procedures for the purpose of expressing an opinion 
on compliance and to test and report on the inter-
nal control over compliance in accordance with 
Circular A-133. 

n. If applicable, a statement that reportable conditions 
were noted and the definition of a reportable condition. 

o. If applicable, a reference to a description of reportable 
conditions noted in the accompanying schedule of 
findings and questioned costs, including the refer-
ence number of the finding(s). 

p. If no reportable conditions are noted, a statement 
that the auditor's consideration of the internal con-
trol over compliance would not necessarily disclose 
all matters in internal control that might be material 
weaknesses; if reportable conditions are noted, a 
statement that the auditor's consideration of the in-
ternal control over compliance would not necessarily 
disclose all matters in the internal control that might 
be reportable conditions and, accordingly, would not 
necessarily disclose all reportable conditions that are 
also considered to be material weaknesses. 

q. The definition of a material weakness. 

r. If applicable, a statement about whether the auditor 
believes any of the reportable conditions noted are 
material weaknesses and, if they are, a reference to 
a description of the material weaknesses in the 
schedule of findings and questioned costs, including 
the reference number of the finding(s). If there are 
no reportable conditions, a statement is made that 
no material weaknesses were noted. 
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s. A statement that the report is intended for the infor-
mation of the audit committee, management, speci-
fied legislative or regulatory bodies, federal awarding 
agencies, and (if applicable) pass-through entities. If 
the report is a matter of public record, a statement 
should be added that the report is a matter of public 
record and its distribution is not limited.23 

t. The manual or printed signature of the auditor's firm. 

u. The date of the auditor's report. 

Option to Report on the Schedule of Expenditures of 
Federal Awards 

10.47 This SOP recommends reporting on the schedule of ex-
penditures of federal awards in the report on the financial 
statements. However, in certain circumstances (for exam-
ple, when a separate single-audit package is issued), the 
required reporting on the schedule may be incorporated 
into the report described in paragraph 10.46. See para-
graph 10.36 for a further discussion. Examples 3 (note 
34) and 3a (note 40) of appendix D, illustrate this report-
ing option. 

No Requirement to Refer to Management Letter 

10.48 It is important to note that all audit findings required to be 
reported under Circular A-133 must be included in the 
schedule of findings and questioned costs (see paragraphs 
10.55 through 10.56). A separate letter (that is, manage-
ment letter) may not be used to communicate such matters 
to top management in lieu of reporting them as audit findings 
in accordance with Circular A-133. Since all reportable 
findings are included in the schedule, there is no require-
ment for the auditor to refer to the management letter in 
the report described in paragraph 10.46. 

10.49 An example of the auditor's report on compliance with re-
quirements applicable to each major program and on the in-
ternal control over compliance in accordance with Circular 
A-133 is presented in examples 3, 3a, 4, and 5 of appendix D. 

23. When the report is not a matter of public record because of legal or other restrictions, 
this statement should not be added. 
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Other Reporting Considerations 

Dating of Reports 
10.50 Since the report on the supplementary schedule of expen-

ditures of federal awards indicates that the auditor is re-
porting "in relation to" the basic financial statements, it 
should carry the same date as that on the report on these 
statements. Furthermore, since the report on compliance 
and internal control over financial reporting, as required 
by Government Auditing Standards, relates to the audit 
of the financial statements and is based on the GAAS audit 
procedures performed, it should also carry the same date. 

10.51 The auditor's report on compliance and on the internal 
control over compliance related to major programs, as re-
quired by Circular A-133, should ordinarily have the 
same date as that of the other reports, but may carry a 
later date, because some of the audit work to satisfy Cir-
cular A-133 requirements may be done subsequent to the 
work on the financial statements. When this is the case, 
the reporting required by Circular A-133 should be dated 
at the later date (that is, when the fieldwork required to 
support the report on the audit of compliance is com-
pleted). The auditor should perform subsequent events 
procedures from the date of the report on the financial 
statements to the date of the report on the compliance 
audit in accordance with section 560, "Subsequent 
Events" of SAS No. 1 (AICPA, Professional Standards, 
vol. 1, AU sec. 560). If, after issuing the report on the fi-
nancial statements, the auditor becomes aware of in-
stances of noncompliance that could be material to such 
statements, he or she should follow the guidance in sec-
tion 561, "Subsequent Discovery of Facts Existing at the 
Date of the Auditor's Report" of SAS No. 1 (AICPA, Pro-
fessional Standards, vol. 1, AU sec. 561). 

10.52 This SOP recommends reporting on the schedule of ex-
penditures of federal awards in the report on the financial 
statements. However, as noted in paragraphs 10.36 and 
10.47, there may be circumstances in which the auditor 
reports on the schedule in the report on compliance and the 
internal control over compliance issued to meet Circular 
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A-133 requirements. In this situation, the report issued to 
meet Circular A-133 requirements must be dated the same 
as the report on the financial statements. This is because 
the report on the schedule is "in relation to" the basic fi-
nancial statements. If using the same date is not possible 
because the work to satisfy Circular A-133 requirements is 
not complete as of the date of the financial statement re-
port, the auditor has two options: 

a. The auditor can dual date the report issued to meet 
Circular A-133 requirements. The date relating to 
the portion of the report pertaining to the schedule 
of expenditures of federal awards would be the same 
as the date of the financial statement report. The 
date pertaining to the remainder of the report would 
be the date on which the work done to satisfy Circular 
A-133 requirements is completed. Refer to, section 
530 "Dating of the Independent Auditor's Report," of 
SAS No. 1 (AICPA, Professional Standards, vol. 1, AU 
sec. 530). 

b. The auditor can issue a separate report on the sched-
ule of expenditures of federal awards, dated the same 
date as that of the financial statement report. 

In some instances, the auditor may be engaged to issue a 
stand-alone opinion on the schedule either as part of the 
report issued to meet the requirements of Circular A-133 
or separately (dated the same as the Circular A-133 re-
port). The auditor should follow the guidance in SAS No. 
58 when issuing such a report. 

Other Auditors 
10.53 When more than one independent auditor is involved in a 

single audit performed under Circular A-133, the auditor 
should refer to guidance in paragraphs 12 and 13 of SAS 
No. 58 (AICPA, Professional Standards, vol. 1, AU secs. 
508.12-.13) regarding an opinion on financial statements 
based in part on the report of another auditor, as well as sec-
tion 543, "Part of Audit Performed by Other Independent Au-
ditors," of SAS No. 1 (AICPA, Professional Standards, vol. 1, 
AU sec. 543). 204 



When the Audit of Federal Awards Does Not 
Encompass the Entirety of the Auditee's Operations 
10.54 If the audit of federal awards did not encompass the en-

tirety of the auditee's operations expending federal awards, 
the operations that are not included should be identified in 
a separate paragraph following the first paragraph of the re-
port on major programs (see also the discussion in para-
graph 3.25). An example of such a paragraph follows: 

Example Entity's general-purpose financial statements in-
clude the operations of the [identify component unit or 
department], which received [include dollar amount] in 
federal awards which is not included in schedule during 
the year ended June 30, 19X1. Our audit, described below, 
did not include the operations of [identify component 
unit or department] because [state the reason for the 
omission, such as the component unit engaged other 
auditors to perform an audit in accordance with OMB 
Circular A-133 ]. 

Schedule of Findings and Questioned Costs 

10.55 Circular A-133 requires the auditor to prepare a schedule 
of findings and questioned costs, which should include the 
following three sections: 

a. A summary of the auditor's results 

b. Findings relating to the financial statements which 
are required to be reported in accordance with Gov-
ernment Auditing Standards 

c. Findings and questioned costs for federal awards 

What Should Be Reported 
10.56 Specifically, Circular A-133 requires the schedule of find-

ings and questioned costs to contain— 

a. A summary of the auditor's results, which must 
include— 
• The type of report the auditor issued on the finan-

cial statements of the auditee (that is, unqualified 
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opinion, qualified opinion, adverse opinion, or 
disclaimer of opinion). 

• Where applicable, a statement that reportable con-
ditions in internal control were disclosed by the 
audit of the financial statements and whether any 
such conditions were material weaknesses.24 

• A statement on whether the audit disclosed any 
noncompliance that is material to the financial 
statements of the auditee. 

• Where applicable, a statement that reportable con-
ditions in the internal control over major programs 
were disclosed by the audit and whether any such 
conditions were material weaknesses.25 

• The type of report the auditor issued on compliance 
for major programs (that is, unqualified opinion, 
qualified opinion, adverse opinion, or disclaimer of 
opinion). 

• A statement on whether the audit disclosed any 
audit findings that the auditor is required to re-
port under section 510(a) of Circular A-133 (see 
paragraph 10.63). 

• An identification of major programs. 
• The dollar threshold used to distinguish between 

type A and type B programs as described in sec-
tion 520(b) of Circular A-133 (see paragraphs 7.4 
through 7.9). 

• A statement on whether the auditee qualified as a 
low-risk auditee under section 530 of Circular 
A-133 (see paragraph 7.25). 

b. Findings relating to the financial statements which 
are required to be reported in accordance with Gov-

24. Auditors should note that SAS No. 60, Communication of Internal Control Related 
Matters Noted in an Audit, precludes an auditor from issuing a written report repre-
senting that no reportable conditions were noted during an audit. Therefore, the 
sample schedule of findings and questioned costs included in appendix E uses the 
term "none reported" to indicate that no reportable conditions were included in 
the auditor's report (versus "none," which would imply that there were no reportable 
conditions). 

25. See note 24. 
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ernment Auditing Standards (see the discussion in 
paragraphs 10.57 through 10.62 for further detail). 

c. Findings and questioned costs for federal awards, 
which must include audit findings as defined in sec-
tion 510(a) of Circular A-133 (see paragraph 10.63). 
Circular A-133 also requires the following with re-
gard to this section of the schedule: 

• Audit findings (for example, internal control find-
ings, compliance findings, questioned costs, or 
fraud) that relate to the same issue should be pre-
sented as a single audit finding. Where practical, 
audit findings should be organized by federal 
agency or pass-through entity. 

• Audit findings that relate to both the financial 
statements and the federal awards should be re-
ported in both sections of the schedule. However, 
the reporting in one section of the schedule may 
be in summary form, with a reference to a de-
tailed reporting in the other section of the sched-
ule. For example, a material weakness in internal 
control that affects the auditee as a whole, includ-
ing its federal awards, should usually be reported in 
detail in the section of the schedule of findings and 
questioned costs that is related to the financial 
statements, with a summary identification and 
reference given in the section related to federal 
awards. Conversely, a finding of noncompliance 
with a federal program law that is also material to 
the financial statements should be reported in de-
tail in the federal awards section of the schedule, 
with a summary identification and reference given 
in the financial statement section. 

Findings Relating to the Financial Statements 
10.57 As noted before, Circular A-133 requires the schedule of 

findings and questioned costs to include a section that re-
ports the findings relating to the financial statements 
(note that these findings must also be addressed in the 
auditor's report issued to meet the requirements of Gov-
ernment Auditing Standards—see paragraphs 10.15 and 
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10.16 and 10.21 through 10.30). This section of the sched-
ule should include all reportable conditions in the internal 
control over financial reporting and other findings relative 
to the audit of the financial statements that are required to 
be reported by GAAS and Government Auditing Stan-
dards, including those that do not affect federal awards. In 
addition to requiring auditors to report reportable condi-
tions in the internal control over financial reporting, Gov-
ernment Auditing Standards requires auditors to report all 
but clearly inconsequential fraud and illegal acts that the 
auditor concludes, based on the evidence obtained, either 
occurred or are likely to have occurred. Government Au-
diting Standards also requires the auditor to report other 
noncompliance (for example, violations of the provisions of 
contract or grant agreements) that is material to the finan-
cial statements (see paragraphs 10.21 and 10.22). 

10.58 In reporting reportable conditions, fraud, illegal acts, and 
other noncompliance, auditors should place their findings 
in proper perspective. This perspective is both quantita-
tive and qualitative. To give the reader a basis to judge the 
prevalence and consequences of these conditions, the in-
stances that are identified should be related to the universe 
or the number of cases examined and be quantified in 
terms of dollar value, if appropriate. Reportable conditions 
that are—either individually or in the aggregate—material 
weaknesses should be so identified. 

10.59 Government Auditing Standards suggests that well-devel-
oped findings generally include the following elements: 

• Criteria (what should be) 

• The condition (what is) 

• The effect (the difference between what is and what 
should be) 

• The cause (why it happened) 

10.60 Government Auditing Standards recognizes reportable 
conditions and noncompliance identified by the auditor may 
not always have all of the elements fully developed. However, 
to provide sufficient information to users to permit them to 
determine the effect and cause in order to take prompt and 208 



proper corrective action, auditors should identify at least the 
criteria, condition, and possible asserted effect. 

10.61 In presenting reportable conditions, fraud, illegal acts, and 
other noncompliance, auditors should follow the report con-
tent standards in chapter 7 of Government Auditing Stan-
dards that pertain to objectives, scope, and methodology; 
audit results; the views of responsible officials; and the re-
ports presentation standards (as appropriate). Auditors may 
provide less extensive disclosure of fraud and illegal acts that 
are not material in either a quantitative or qualitative sense. 

10.62 Government Auditing Standards also requires the auditor 
to report the status of uncorrected material findings and 
recommendations from prior audits that affect the finan-
cial statement audit (see paragraph 6.65 for a discussion of 
the auditor's responsibility for audit follow-up under Gov-
ernment Auditing Standards). The auditor should report 
the status of uncorrected material findings and recommen-
dations from prior audits that affect the financial statement 
audit. Material findings and recommendations from previ-
ous audits that are repeated as current-year findings should 
be identified as repeat findings. If there are uncorrected 
findings from previous audits that are not repeated as cur-
rent-year findings, their status should also be reported by 
the auditor. In either case, this information should be pro-
vided for in the section of the schedule of findings and 
questioned costs related to the financial statements. 

Audit Findings Reported—Federal Awards 
10.63 Section 510(a) of Circular A-133 requires the auditor to 

report as audit findings in the schedule of findings and 
questioned costs— 

a. Reportable conditions in the internal control over 
major programs. The auditor's determination of 
whether a deficiency in internal control is a re-
portable condition for the purpose of reporting an 
audit finding is in relation to a type of compliance 
requirement for a major program or to an audit ob-
jective identified in the Compliance Supplement. 
The auditor should identify reportable conditions 
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that are individually or cumulatively material weak-
nesses (see paragraphs 8.25 and 8.26). 

b. Material noncompliance with the provisions of laws, 
regulations, contracts, or grant agreements that are 
related to a major program. The auditor's determina-
tion of whether a noncompliance with the provisions 
of laws, regulations, contracts, or grant agreements is 
material for the purpose of reporting an audit finding 
is in relation to a type of compliance requirement for 
a major program or an audit objective identified in 
the Compliance Supplement (see paragraphs 6.51 
through 6.60 for a further discussion of the evalua-
tion and reporting of noncompliance ). 

c. Known questioned costs that are greater than 
$10,000 for a type of compliance requirement for a 

major program. Known questioned costs are those 
specifically identified by the auditor. In evaluating the 
effect of questioned costs on the opinion on compli-
ance, the auditor should consider the best estimate of 
the total costs questioned (likely questioned costs), 
not just the questioned costs specifically identified 
(known questioned costs). The auditor should also re-
port (in the schedule of findings and questioned 
costs) known questioned costs when likely ques-
tioned costs are greater than $10,000 for a type of 
compliance requirement for a major program. For ex-
ample, if the auditor specifically identifies $7,000 in 
questioned costs but, based on his or her evaluation 
of the effect of questioned costs on the opinion on 
compliance, estimates that the total questioned costs 
are in the $50,000-$60,000 range, the auditor should 
report a finding that identifies the known questioned 
costs of $7,000. Although the auditor is not required 
to report his or her estimate of the total questioned 
costs, the auditor should include information to pro-
vide proper perspective for judging the prevalence 
and consequences of the questioned costs. 

d. Known questioned costs that are greater than 
$10,000 for programs that are not audited as major. 
Since (except for audit follow-up) the auditor is not 
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required to perform audit procedures for federal pro-
grams that are not major, the auditor will normally 
not find questioned costs. However, if the auditor 
does become aware of questioned costs for a federal 
program that is not audited as a major program (for 
example, as part of audit follow-up or other audit 
procedures) and the known questioned costs are 
greater than $10,000, then the auditor should report 
this as an audit finding. 

e. The circumstances concerning why the auditor's re-
port on compliance for major programs is other than 
an unqualified opinion, unless such circumstances 
are otherwise reported as audit findings in the 
schedule of findings and questioned costs for federal 
awards (for example, a scope limitation that is not 
otherwise reported as a finding). 

f. Known fraud affecting a federal award, unless such 
fraud is otherwise reported as an audit finding in the 
schedule of findings and questioned costs for federal 
awards. This paragraph does not require the auditor 
to make an additional reporting when the auditor 
confirms that the fraud was reported outside of the 
auditor's reports under the direct reporting require-
ments of Government Auditing Standards (see 
paragraphs 10.23 through 10.25). 

g. Instances where the results of audit follow-up proce-
dures disclosed that the summary schedule of prior 
audit findings prepared by the auditee in accor-
dance with section 315(b) of Circular A-133 materi-
ally misrepresents the status of any prior audit 
finding (see paragraphs 10.68 through 10.70). 

Detail of Audit Findings—Federal Awards 
10.64 Section 510(b) of Circular A-133 requires that audit find-

ings should be presented in sufficient detail for the auditee 
to prepare a corrective action plan and take corrective ac-
tion and for federal agencies and pass-through entities to 
arrive at a management decision. The specific information 
that Circular A-133 requires in audit findings consists of 
(as applicable)— 
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a. Identification of the federal program and specific 
federal award including the CFDA title and number, 
the federal award number and year, the name of fed-
eral agency, and the name of the applicable pass-
through entity. When information such as the CFDA 
title and number or the federal award number is not 
available, the auditor should provide the best infor-
mation available to describe the federal award. 

b. The criteria or specific requirement upon which 
the audit finding is based, including the statutory, 
regulatory, or other citation. 

c. The condition found, including facts that support 
the deficiency identified in the audit finding. 

d. Identification of questioned costs and how they 
were computed. 

e. Information to provide a proper perspective for 
judging the prevalence and consequences of the 
audit findings, (for example, whether the audit find-
ings represent an isolated instance or a systemic 
problem). Where appropriate, the instances identi-
fied should be related to the universe and the num-
ber of cases examined and be quantified in terms of 
the dollar value. 

f. The possible asserted effect to provide sufficient in-
formation to the auditee and federal agency (or 
pass-through entity, in the case of a subrecipient) to 
permit them to determine the cause and effect, to 
facilitate prompt and proper corrective action. 

g. Recommendations to prevent future occurrences of 
the deficiency identified in the audit finding. 

h. To the extent practical, the views of responsible offi-
cials of the auditee when there is disagreement with 
the audit findings. If the auditee's corrective action 
plan is available and contains the views of the re-
sponsible officials, the auditor can indicate in the 
finding that the auditee disagreed with the finding 
and refer to the details of the auditee's position in the 
corrective action plan. However, if the auditor does 
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not agree with the auditee's position, the auditor 
should state his or her reasons for rejecting it. 

Other Preparation Guidance 
10.65 Each audit finding in the schedule of findings and ques-

tioned costs should include a reference number to allow 
for easy referencing of the audit findings during follow-up. 
One option for assigning reference numbers is to use the 
last two digits of the fiscal year being audited as the first 
two digits of each reference number, followed by a nu-
meric sequence. For example, findings identified and re-
ported in the audit of fiscal year 199X would be assigned 
reference numbers 9X-1, 9X-2, etc. 

10.66 A schedule of findings and questioned costs must be issued 
for every single audit, regardless of whether any findings 
or questioned costs are noted. This is because Circular 
A-133 requires that one section of the schedule summarize 
the audit results (see paragraphs 10.55 through 10.56). In 
a situation in which there are no findings or questioned 
costs, the auditor should prepare the summary of auditor's 
results section of the schedule and indicate in the other 
required sections that no matters were reportable. 

10.67 Appendix E contains an illustrative schedule of findings 
and questioned costs. 

Summary Schedule of Prior Audit Findings 
and Corrective Action Plan 

10.68 The auditee is responsible for follow-up and corrective ac-
tion on all audit findings. As part of this responsibility, the 
auditee is required to prepare a summary schedule of prior 
audit findings. The auditee is not required to prepare a 
summary schedule of prior audit findings if there are no 
matters reportable therein. However, to best serve the 
needs of federal agencies and to avoid any potential future 
misunderstanding or allegation of nonconformity with the 
requirements of Circular A-133, the auditee may consider 
preparing in this circumstance a summary schedule that 
indicates that no matters are reportable. The auditee is also 
required to prepare a corrective action plan for each of the 
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current-year audit findings. The summary schedule of prior 
audit findings and the corrective action plan, which are 
both part of the reporting package, must include the refer-
ence numbers the auditor assigns to audit findings in the 
schedule of findings and questioned costs. This numbering 
(or other identification) should include the fiscal year in 
which the finding initially occurred. 

10.69 The auditor is required to follow up on prior audit find-
ings, perform procedures to assess the reasonableness of 
the summary schedule of prior audit findings prepared by 
the auditee, and report, as a current-year audit finding, 
when the auditor concludes that the summary schedule of 
prior audit findings materially misrepresents the status of 
any prior audit finding in accordance with the require-
ments of section 500(e) of Circular A-133 (see paragraphs 
6.61 through 6.65). 

10.70 The auditor has no responsibility for the corrective action 
plan; however, the auditor may be separately engaged by 
the auditee for assistance in developing appropriate correc-
tive actions in response to audit findings. The auditor may 
find the auditee's corrective action plan useful in perform-
ing follow-up on prior audit findings (in addition to the 
schedule of prior audit findings), because it may provide an 
indication of the corrective steps planned by the auditee. 

Data Collection Form 
10.71 Circular A-133 requires the auditee to complete and sign 

certain sections of a data collection form that states whether 
the audit was completed in accordance with Circular A-133 
and provides information about the auditee, its federal 
programs, and the results of the audit. This form is not 
part of the reporting package (see paragraph 10.7). The in-
formation required to be included in the form, however, 
represents a summary of the information contained in the 
reporting package, including the auditor's reports and the 
auditee's schedule of expenditures of federal awards. 

10.72 The auditor is also required to complete certain sections 
of the form, including information on the auditor and in-
formation on the results of the financial statement audit 
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and the audit of federal programs. The auditor is also re-
quired to sign a statement in the form that indicates, at a 
minimum, the source of the information included in the 
form, the auditor's responsibility for the information, that 
the form is not a substitute for the reporting package, and 
that the content of the form is limited to the data elements 
prescribed by the OMB. As part of completing the form, 
the auditor is asked to date it. The date that is entered by 
the auditor should be the date on which he or she com-
pletes and signs the form. The wording of the auditor's 
statement section of the form indicates that no additional 
procedures were performed since the date of the audit re-
ports. This wording alleviates the auditor from any subse-
quent-event responsibility with regard to the timing of the 
completion of the form and the completion of the audit. 
The form includes detailed instructions, which should be 
carefully followed by the auditor. 

10.73 The data collection form and related instructions are avail-
able on the OMB's home page at www.whitehouse.gov/WH/ 
EOP/OMB/Grants (note that this address is "case sensitive," 
that is, upper- and lowercase letters must be as shown). A 
copy of the form and instructions can also be obtained 
from the Federal Audit Clearinghouse at (888) 222-9907. 
The form number is SF-SAC.26 

Submission of Reporting Package and 
Data Collection Form 

10.74 The submission of the data collection form and the reporting 
package, including the audit reports, is the responsibility of 
the auditee. The data collection form and the reporting 
package must be submitted by the auditee within the ear-
lier of thirty days after the receipt of the auditor's reports 
or nine months after the end of the audit period, unless a 
longer period is agreed to in advance by the cognizant or 
oversight agency for audit. However, it should be noted 

26. As of the issuance of this SOP, the Federal Audit Clearinghouse is developing the data 
collection form in various word processing packages, as well as a process for electronic 
submission. Auditors can review the Federal Audit Clearinghouse home page at 
http://harvester.census.gov/sac for the most current information on these developments. 
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that Circular A-133 includes a delayed implementation 
date for report-submission deadlines. For fiscal years be-
ginning on or before June 30, 1998, the audit must be 
completed and the data collection form and reporting 
package must be submitted within thirty days after the 
receipt of the auditor's reports, or thirteen months after 
the end of the audit period. 

Submission to Clearinghouse 
10.75 All auditees must submit to the federal clearinghouse des-

ignated by the OMB the data collection form and one copy 
of the reporting package (see paragraph 10.6 for a descrip-
tion) for (a) the federal clearinghouse to retain as an 
archival copy and (b) each federal awarding agency, when 
the schedule of findings and questioned costs disclosed 
audit findings relating to federal awards that the federal 
awarding agency provided directly or when the summary 
schedule of prior audit findings reported the status of any 
audit findings relating to federal awards that the federal 
awarding agency provided directly. 

Submission by Subrecipients 
10.76 In addition to the requirements in paragraph 10.75, audi-

tees that are also subrecipients must submit to each pass-
through entity one copy of the reporting package for each 
pass-through entity when the schedule of findings and 
questioned costs disclosed audit findings relating to federal 
awards that the pass-through entity provided or when the 
summary schedule of prior audit findings reported the 
status of any audit findings relating to federal awards that 
the pass-through entity provided. When a subrecipient is 
not required to submit a reporting package to a pass-
through entity, the subrecipient must instead provide 
written notification to the pass-through entity that— 

• An audit of the subrecipient was conducted in ac-
cordance with Circular A-133 (including the period 
covered by the audit and the name, amount, and 
CFDA number of the federal awards provided by the 
pass-through entity). 
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• The schedule of findings and questioned costs dis-
closed no audit findings relating to the federal 
awards that the pass-through entity provided. 

• The summary schedule of prior audit findings did 
not report on the status of any audit findings relat-
ing to the federal awards that the pass-through en-
tity provided. 

A subrecipient may submit a copy of the reporting package 
to a pass-through entity to comply with this notification. 

Requests for Copies 
10.77 In response to a request by a federal agency or pass-

through entity, auditees should submit the appropriate 
copies of the reporting package and, if requested, a copy of 
any management letters issued by the auditor. 

Report Retention Requirements 
10.78 Auditees are required to keep one copy of the data collec-

tion form and the reporting package on file for three years 
from the date of submission to the federal clearinghouse 
designated by the OMB. Pass-through entities should keep 
subrecipients' submissions on file for three years from the 
date of receipt. 

Clearinghouse Address 
10.79 The name and address of the federal clearinghouse cur-

rently designated by the OMB are as follows: Federal Audit 
Clearinghouse, Bureau of the Census, 1201 E. 10th St., 
Jeffersonville, IN 47132. 

Freedom of Information Act 

10.80 In accordance with the principles of the Freedom of Infor-
mation Act (U.S. Code title 5, section 552), audit agency 
and nonfederal reports issued to grantees and contractors 
are available, if they are requested, to members of the 
press and the general public, to the extent that the infor-
mation contained in them is not subject to exemptions of 
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the act that the cognizant agency for audit chooses to ex-
ercise. Accordingly, the auditor should not include names, 
social security numbers, other personal identification, or 
other potentially sensitive matters in either the body of 
the report or any attached schedules. 
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CHAPTER 11 
Program-Specific Audits 

11.1 A program-specific audit is an audit of an individual federal 
program (rather than a single audit of an entity's financial 
statements and federal programs). Section 235 of Circular 
A-133 provides guidance on program-specific audits. 

Use of a Program-Specific Audit to Satisfy 
Circular A - 1 3 3 Audit Requirements 
11.2 Circular A-133 states that when an auditee expends federal 

awards under only one federal program (excluding research 
and development) and the federal program's laws, regula-
tions, or grant agreements do not require a financial state-
ment audit of the auditee, the auditee may elect to have a 
program-specific audit performed in accordance with sec-
tion 235 of the circular.1 Therefore, the auditor should de-
termine whether there is a financial statement audit 
requirement before performing a program-specific audit. A 
program-specific audit may not be elected for research and 
development unless all federal awards expended were re-
ceived from the same federal agency (or the same federal 
agency and the same pass-through entity) and that federal 
agency (or pass-through entity, in the case of a subrecipient) 
approves a program-specific audit in advance. 

Program-Specific Audit Requirements 
11.3 Circular A-133 requires program-specific audits to be sub-

ject to the following sections of Circular A-133 as they may 
apply to program-specific audits, unless contrary to the pro-

1. An example of a situation where a program-specific audit would not be allowed would 
be a not-for-profit college that receives SFA (and no other federal awards). This is be-
cause the Higher Education Act of 1965, as amended, requires institutions that receive 
SFA to undergo an annual financial statement audit. 
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visions of section 235 of Circular A-133, a federal program-
specific audit guide, or the program's laws and regulations: 

• Purpose; definitions; audit requirements; basis for 
determining the federal awards expended; subrecipi-
ent and vendor determinations; relation to other 
audit requirements (sections 100 through 215(b)) 

• Frequency of audits; sanctions; audit costs (sections 
220 through 230) 

• Auditee responsibilities; auditor selection (sections 
300 through 305) 

• Follow-up on audit findings (section 315) 

• Submission of report (sections 320(f) through 320(j)) 

• Responsibilities of federal agencies and pass-through en-
tities; management decisions (sections 400 through 405) 

• Audit findings and audit working papers (sections 
510 through 515) 

Program-specific audits are also subject to other provisions, 
referred to in section 235 of the circular. 

Availability of Program-Specific 
Audit Guides 

11.4 In many cases, a federal agency's Office of Inspector General 
will have issued a program-specific audit guide that provides 
guidance on internal control, compliance requirements, sug-
gested audit procedures, and audit reporting requirements 
for a particular federal program. The auditor should contact 
the Office of Inspector General of the federal agency to de-
termine whether such a guide is available and current. When 
a current program-specific audit guide is available, the audi-
tor should follow Government Auditing Standards and the 
guide when performing a program-specific audit. However, if 
there have been significant changes made to a program's 
compliance requirements and the related program-specific 
audit guide has not been updated with regard to the changes, 
the auditor should follow section 235 of Circular A-133 and 
the Compliance Supplement in lieu of an outdated guide. If 

220 



a guide is current with regard to a program's compliance re-
quirements but has not been updated to conform to current 
authoritative standards and guidance (such as current revi-
sions of GAAS or Government Auditing Standards), the au-
ditor should follow current applicable professional standards 
and guidance in lieu of the outdated or inconsistent stan-
dards and guidance in the guide. 

11.5 When a program-specific audit guide is not available, the 
auditee and the auditor have basically the same responsi-
bilities far the federal program as they have for an audit of 
a major program in a single audit as discussed in chapters 6 
and 8 of this SOP. 

Auditee's Responsibilities When a Program-
Specific Audit Guide Is Not Available 

11.6 In addition to having the responsibilities included in the 
sections of Circular A-133 that are described in paragraph 
11.3, the auditee is required to prepare the following; 

• The financial statements for the federal program, 
which include, at a minimum, a schedule of expendi-
tures of federal awards for the program and notes 
that describe the significant accounting policies used 
in preparing the schedule 

• A summary schedule of prior audit findings consistent 
with the requirements of section 315(b) of Circular 
A-133 (see paragraphs 10.68 through 10.70) 

• If applicable, a corrective action plan consistent with 
the requirements of section 315(c) of the circular 
(see paragraphs 10.68 through 10.70) 

Auditor's Responsibilities When a Program-
Specific Audit Guide Is Not Available 

Audit Scope and Requirements 
11.7 Circular A-133 requires the auditor to— 

• Perform an audit of the financial statement(s) for the 
federal program in accordance with Government Au-
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diting Standards (see chapter 4 of this SOP for guid-
ance on financial statement audits). See paragraph 
11.10 for a further discussion of Government Audit-
ing Standards. 

• Obtain an understanding of the internal control over 
compliance and perform tests of the internal control 
over compliance for the federal program, so that they 
are consistent with the requirements of section 
500(c) of the circular for a major program (see chap-
ter 8 of this SOP for guidance on the internal control 
considerations for major programs). 

• Perform procedures to determine whether the auditee 
has complied with laws, regulations, and the provi-
sions of contracts or grant agreements that could 
have a direct and material effect on the federal pro-
gram consistent with the requirements of section 
500(d) of the circular for a major program (see 
chapter 6 of this SOP for guidance on the compli-
ance-auditing considerations for major programs). 

• Follow up on prior audit findings, perform procedures 
to assess the reasonableness of the summary sched-
ule of prior audit findings that has been prepared by 
the auditee, and when the auditor concludes that the 
summary schedule of prior audit findings materially 
misrepresents the status of any prior audit finding, 
report this as a current-year audit finding, in accor-
dance with the requirements of section 500(e) of the 
circular (see paragraphs 10.69 through 10.70). 

Auditor's Reports 
Circular A-133 Requirements 

11.8 Circular A-133 states that the auditor's reports may be in the 
form of either combined or separate reports and may be or-
ganized differently from the manner described below. The 
auditor's reports should state that the audit was conducted 
in accordance with GAAS, Government Auditing Stan-
dards, and Circular A-133 and should include the following: 

• An opinion (or disclaimer of opinion) on whether the 
financial statement(s) of the federal program are pre-
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sented fairly in all material respects in conformity 
with the stated accounting policies 

• A report on the internal control related to the federal 
program, which describes the scope of the testing of 
the internal control and the results of the tests 

• A report on compliance, which includes an opinion 
(or a disclaimer of opinion) on whether the auditee 
complied with laws, regulations, and the provisions 
of contracts or grant agreements that could have a 
direct and material effect on the federal program 

• A schedule of findings and questioned costs for the 
federal program, which includes a summary of the 
auditor's results relative to the audit of the federal 
program in a format consistent with the require-
ments for the summary of auditor's results in section 
505(d)(1) of the circular, as well as findings and 
questioned costs for federal awards consistent with 
the requirements of section 505(d)(3) of the circular 
(see paragraph 10.55 and 10.56) 

Recommended Auditor's Reports 

11.9 In an effort to make program-specific audit reporting un-
derstandable and to reduce the number of reports issued, 
this SOP recommends that the following reports be issued 
for a program-specific audit (a) an opinion on the financial 
statement(s) of the federal program and (b) a report on 
compliance with requirements applicable to the federal 
program and on the internal control over compliance in 
accordance with the program-specific audit option under 
OMB Circular A-133. See the following paragraph for a dis-
cussion of the possible issuance of a third report to meet 
the reporting requirements of Government Auditing Stan-
dards. Illustrations of program-specific audit reports are 
included in examples 6 and 6a of appendix D. 

Reporting in Accordance With Government 
Auditing Standards 
11.10 If the financial statement(s) of the program only present 

the activity of the federal program, the auditor is not re-
quired to issue a separate report to meet the reporting re-
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quirements of Government Auditing Standards. This is be-
cause, in many cases, by definition the financial statements 
of the program consist only of the schedule of expenditures 
of federal awards. In this situation, examples 6 and 6a of ap-
pendix D, would meet the financial, compliance, and inter-
nal control over compliance reporting requirements of both 
Government Auditing Standards and Circular A-133. How-
ever, it should be noted that the auditor always has the op-
tion of issuing a separate Government Auditing Standards 
report (in addition to the two reports described in paragraph 
11.9). Although it is not as common, the financial state-
ment(s) of the federal program may present more than the 
program's activity (for example, a municipal sewer district 
issues financial statements that include both normal opera-
tions and the federal program activity related to a grant for 
the purpose of building a new sewage-treatment facility). In 
this situation, the auditor should issue a separate Govern-
ment Auditing Standards report (example 2 or 2a of appen-
dix D), and modify it so that it refers only to the financial 
statement(s) of the federal program. 

Submission of Report 

Timing of Submission 
11.11 Circular A-133 requires the audit to be completed and 

the reporting required by sections 235(c)(2) and 
235(c)(3) of the circular to be submitted, within the ear-
lier of thirty days after the receipt of the auditor's reports 
or nine months after the end of the audit period, unless a 
longer period is agreed to in advance by the federal 
agency that provided the funding or unless a different pe-
riod is specified in a program-specific audit guide.2 Unless 
restricted by law or regulation, Circular A-133 requires 
the auditee to make copies of the report available for 
public inspection. 

2. It should be noted that Circular A-133 includes a delayed implementation date for deadlines 
for the submission of reports. For fiscal years beginning on or before June 30, 1998, the 
audit must be completed and the required reports submitted within the earlier of thirty days 
after the receipt of the auditor's report or thirteen months after the end of the audit period. 
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Submission When a Program-Specific Audit Guide 
Is Available 
11.12 When a program-specific audit guide is available, the auditee 

must submit to the federal clearinghouse designated by the 
OMB (see paragraph 10.79) the data collection form pre-
pared in accordance with section 320(b) of the circular (see 
paragraphs 10.71 through 10.73), as applicable for a pro-
gram-specific audit, and must also submit the reporting that 
is required by the program-specific audit guide which is to 
be retained as an archival copy. The auditee must also sub-
mit to the federal awarding agency or pass-through entity 
the reporting required by the program-specific audit guide. 

Submission When a Program-Specific Audit Guide 
Is Not Available 
11.13 When a program-specific audit guide is not available, the 

reporting package for a program-specific audit consists of 
the following: 

• The financial statement(s) of the federal program 

• A summary schedule of prior audit findings (see 
paragraphs 10.68 through 10.70) 

• A corrective action plan (see paragraphs 10.68 through 
10.70) 

• The auditor's report(s) described in paragraphs 11.8 
through 11.10 

11.14 The data collection form, as applicable to a program-spe-
cific audit, and one copy of the reporting package must be 
submitted to the federal clearinghouse designated by the 
OMB (see paragraph 10.79), to be retained as an archival 
copy. Furthermore, when the schedule of findings and 
questioned costs discloses audit findings or the summary 
schedule of prior audit findings reports the status of any 
audit findings, the auditee must submit one copy of the re-
porting package to the federal clearinghouse on behalf of 
the federal awarding agency or, in the case of a subrecipi-
ent, directly to the pass-through entity. When a subrecipi-
ent is not required to submit a reporting package to the 
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pass-through entity, the subrecipient is instead required to 
provide written notification to the pass-through entity, 
consistent with the requirements of section 320(e)(2) of 
Circular A-133 (see paragraph 10.76). A subrecipient may 
submit a copy of the reporting package to the pass-through 
entity, to comply with the notification requirement. 
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APPENDIX A 
Single Audit Act Amendments of 1996 

[Appendix A begins on the following page. ] 
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Public Law 104-156 
104th Congress 

An Act 
To streamline and improve the effectiveness of chapter 75 of title 31, United States 

Code (commonly referred to as the "Single Audit Act"). 

Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, 
SECTION 1. SHORT TITLE; PURPOSES. 

(a) SHORT TITLE.—This Act may be cited as the "Single Audit 
Act Amendments of 1996". 

(b) PURPOSES.—The purposes of this Act are to— 
(1) promote sound financial management, including effec-

tive internal controls, with respect to Federal awards adminis-
tered by non-Federal entities; 

(2) establish uniform requirements for audits of Federal 
awards administered by non-Federal entities; 

(3) promote the efficient and effective use of audit 
resources; 

(4) reduce burdens on State and local governments, Indian 
tribes, and nonprofit organizations; and 

(5) ensure that Federal departments and agencies, to the 
maximum extent practicable, rely upon and use audit work 
done pursuant to chapter 75 of title 31, United States Code 
(as amended by this Act). 

SEC. 2. AMENDMENT TO TITLE 31, UNITED STATES CODE. 
Chapter 75 of title 31, United States Code, is amended to 

read as follows: 

"CHAPTER 75—REQUIREMENTS FOR SINGLE AUDITS 

"Sec. 
"7501. Definitions. 
"7502. Audit requirements; exemptions. 
"7503. Relation to other audit requirements. 
"7504. Federal agency responsibilities and relations with non-Federal entities. 
"7505. Regulations. 
"7506. Monitoring responsibilities of the Comptroller General. 
"7507. Effective date. 

"§ 7501. Definitions 
"(a) As used in this chapter, the term— 

"(1) 'Comptroller General' means the Comptroller General 
of the United States; 

"(2) 'Director' means the Director of the Office of Manage-
ment and Budget; 

"(3) 'Federal agency* has the same meaning as the term 
'agency' in section 551(1) of title 5; 
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"(4) 'Federal awards' means Federal financial assistance 
and Federal cost-reimbursement contracts that non-Federal 
entities receive directly from Federal awarding agencies or 
indirectly from pass-through entities; 

"(5) 'Federal financial assistance' means assistance that 
non-Federal entities receive or administer in the form of grants, 
loans, loan guarantees, property, cooperative agreements, 
interest subsidies, insurance, food commodities, direct appro-
priations, or other assistance, but does not include amounts 
received as reimbursement for services rendered to individuals 
in accordance with guidance issued by the Director; 

"(6) 'Federal program' means all Federal awards to a non-
Federal entity assigned a single number in the Catalog of 
Federal Domestic Assistance or encompassed in a group of 
numbers or other category as defined by the Director; 

"(7) 'generally accepted government auditing standards' 
means the government auditing standards issued by the 
Comptroller General; 

"(8) 'independent auditor' means— 
"(A) an external State or local government auditor 

who meets the independence standards included in gen-
erally accepted government auditing standards; or 

"(B) a public accountant who meets such independence 
standards; 
"(9) 'Indian tribe' means any Indian tribe, band, nation, 

or other organized group or community, including any Alaskan 
Native village or regional or village corporation (as defined 
in, or established under, the Alaskan Native Claims Settlement 
Act) that is recognized by the United States as eligible for 
the special programs and services provided by the United States 
to Indians because of their status as Indians; 

"(10) 'internal controls' means a process, effected by an 
entity's management and other personnel, designed to provide 
reasonable assurance regarding the achievement of objectives 
in the following categories: 

"(A) Effectiveness and efficiency of operations. 
"(B) Reliability of financial reporting. 
"(C) Compliance with applicable laws and regulations; 

"(11) 'local government' means any unit of local government 
within a State, including a county, borough, municipality, city, 
town, township, parish, local public authority, special district, 
school district, intrastate district, council of governments, any 
other instrumentality of local government and, in accordance 
with guidelines issued by the Director, a group of local govern-
ments; 

"(12) 'major program' means a Federal program identified 
in accordance with risk-based criteria prescribed by the Director 
under this chapter, subject to the limitations described under 
subsection (b); 

"(13) 'non-Federal entity' means a State, local government, 
or nonprofit organization; 

"(14) 'nonprofit organization' means any corporation, trust, 
association, cooperative, or other organization that— 

"(A) is operated primarily for scientific, educational, 
service, charitable, or similar purposes in the public 
interest; 

"(B) is not organized primarily for profit; and 
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"(C) uses net proceeds to maintain, improve, or expand 
the operations of the organization; 
"(15) 'pass-through entity' means a non-Federal entity that 

provides Federal awards to a subrecipient to carry out a Federal 
program; 

"(16) 'program-specific audit' means an audit of one Federal 
program; 

"(17) 'recipient' means a non-Federal entity that receives 
awards directly from a Federal agency to carry out a Federal 
program; 

"(18) 'single audit' means an audit, as described under 
section 7502(d), of a non-Federal entity that includes the enti-
ty's financial statements and Federal awards; 

"(19) 'State' means any State of the United States, the 
District of Columbia, the Commonwealth of Puerto Rico, the 
Virgin Islands, Guam, American Samoa, the Commonwealth 
of the Northern Mariana Islands, and the Trust Territory of 
the Pacific Islands, any instrumentality thereof, any multi-
State, regional, or interstate entity which has governmental 
functions, and any Indian tribe; and 

"(20) 'subrecipient' means a non-Federal entity that 
receives Federal awards through another non-Federal entity 
to carry out a Federal program, but does not include an individ-
ual who receives financial assistance through such awards. 
"(b) In prescribing risk-based program selection criteria for 

major programs, the Director shall not require more programs 
to be identified as major for a particular non-Federal entity, except 
as prescribed under subsection (c) or as provided under subsection 
(d), than would be identified if the major programs were defined 
as any program for which total expenditures of Federal awards 
by the non-Federal entity during the applicable year exceed— 

"(1) the larger of $30,000,000 or 0.15 percent of the non-
Federal entity's total Federal expenditures, in the case of a 
non-Federal entity for which such total expenditures for all 
programs exceed $10,000,000,000; 

"(2) the larger of $3,000,000, or 0.30 percent of the non-
Federal entity's total Federal expenditures, in the case of a 
non-Federal entity for which such total expenditures for all 
programs exceed $100,000,000 but are less than or equal to 
$10,000,000,000; or 

"(3) the larger of $300,000, or 3 percent of such total 
Federal expenditures for all programs, in the case of a non-
Federal entity for which such total expenditures for all 
programs equal or exceed $300,000 but are less than or equal 
to $100,000,000. 
"(c) When the total expenditures of a non-Federal entity's major 

programs are less than 50 percent of the non-Federal entity's total 
expenditures of all Federal awards (or such lower percentage as 
specified by the Director), the auditor shall select and test additional 
programs as major programs as necessary to achieve audit coverage 
of at least 50 percent of Federal expenditures by the non-Federal 
entity (or such lower percentage as specified by the Director), in 
accordance with guidance issued by the Director. 

"(d) Loan or loan guarantee programs, as specified by the 
Director, shall not be subject to the application of subsection (b). 
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"§ 7502. Audit requirements; exemptions 
"(a)(1)(A) Each non-Federal entity that expends a total amount 

of Federal awards equal to or in excess of $300,000 or such other 
amount specified by the Director under subsection (a)(3) in any 
fiscal year of such non-Federal entity shall have either a single 
audit or a program-specific audit made for such fiscal year in 
accordance with the requirements of this chapter. 

"(B) Each such non-Federal entity that expends Federal awards 
under more than one Federal program shall undergo a single audit 
in accordance with the requirements of subsections (b) through 
(i) of this section and guidance issued by the Director under section 
7505. 

"(C) Each such non-Federal entity that expends awards under 
only one Federal program and is not subject to laws, regulations, 
or Federal award agreements that require a financial statement 
audit of the non-Federal entity, may elect to have a program-
specific audit conducted in accordance with applicable provisions 
of this section and guidance issued by the Director under section 
7505. 

"(2)(A) Each non-Federal entity that expends a total amount 
of Federal awards of less than $300,000 or such other amount 
specified by the Director under subsection (a)(3) in any fiscal year 
of such entity, shall be exempt for such fiscal year from compliance 
with— 

"(i) the audit requirements of this chapter; and 
"(ii) any applicable requirements concerning financial 

audits contained in Federal statutes and regulations governing 
programs under which such Federal awards are provided to 
that non-Federal entity. 
"(B) The provisions of subparagraph (A)(ii) of this paragraph 

shall not exempt a non-Federal entity from compliance with any 
provision of a Federal statute or regulation that requires such 
non-Federal entity to maintain records concerning Federal awards 
provided to such non-Federal entity or that permits a Federal 
agency, pass-through entity, or the Comptroller General access 
to such records. 

"(3) Every 2 years, the Director shall review the amount for 
requiring audits prescribed under paragraph (1)(A) and may adjust 
such dollar amount consistent with the purposes of this chapter, 
provided the Director does not make such adjustments below 
$300,000. 

"(b)(1) Except as provided in paragraphs (2) and (3), audits 
conducted pursuant to this chapter shall be conducted annually. 

"(2) A State or local government that is required by constitution 
or statute, in effect on January 1, 1987, to undergo its audits 
less frequently than annually, is permitted to undergo its audits 
pursuant to this chapter biennially. Audits conducted biennially 
under the provisions of this paragraph shall cover both years within 
the biennial period. 

"(3) Any nonprofit organization that had biennial audits for 
all biennial periods ending between July 1, 1992, and January 
1, 1995, is permitted to undergo its audits pursuant to this chapter 
biennially. Audits conducted biennially under the provisions of this 
paragraph shall cover both years within the biennial period. 

"(c) Each audit conducted pursuant to subsection (a) shall be 
conducted by an independent auditor in accordance with generally 
accepted government auditing standards, except that, for the 
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purposes of this chapter, performance audits shall not be required 
except as authorized by the Director. 

"(d) Each single audit conducted pursuant to subsection (a) 
for any fiscal year shall— 

"(1) cover the operations of the entire non-Federal entity; 
or 

"(2) at the option of such non-Federal entity such audit 
shall include a series of audits that cover departments, agen-
cies, and other organizational units which expended or other-
wise administered Federal awards during such fiscal year pro-
vided that each such audit shall encompass the financial state-
ments and schedule of expenditures of Federal awards for each 
such department, agency, and organizational unit, which shall 
be considered to be a non-Federal entity. 
"(e) The auditor shall— 

"(1) determine whether the financial statements are pre-
sented fairly in all material respects in conformity with gen-
erally accepted accounting principles; 

"(2) determine whether the schedule of expenditures of 
Federal awards is presented fairly in all material respects 
in relation to the financial statements taken as a whole; 

"(3) with respect to internal controls pertaining to the 
compliance requirements for each major program— 

"(A) obtain an understanding of such internal controls; 
"(B) assess control risk; and 
"(C) perform tests of controls unless the controls are 

deemed to be ineffective; and 
"(4) determine whether the non-Federal entity has complied 

with the provisions of laws, regulations, and contracts or grants 
pertaining to Federal awards that have a direct and material 
effect on each major program. 
"(f)(1) Each Federal agency which provides Federal awards 

to a recipient shall— 
"(A) provide such recipient the program names (and any 

identifying numbers) from which such awards are derived, and 
the Federal requirements which govern the use of such awards 
and the requirements of this chapter; and 

"(B) review the audit of a recipient as necessary to deter-
mine whether prompt and appropriate corrective action has 
been taken with respect to audit findings, as defined by the 
Director, pertaining to Federal awards provided to the recipient 
by the Federal agency. 
"(2) Each pass-through entity shall— 

"(A) provide such subrecipient the program names (and 
any identifying numbers) from which such assistance is derived, 
and the Federal requirements which govern the use of such 
awards and the requirements of this chapter; 

"(B) monitor the subrecipient's use of Federal awards 
through site visits, limited scope audits, or other means; 

"(C) review the audit of a subrecipient as necessary to 
determine whether prompt and appropriate corrective action 
has been taken with respect to audit findings, as defined by 
the Director, pertaining to Federal awards provided to the 
subrecipient by the pass-through entity; and 

"(D) require each of its subrecipients of Federal awards 
to permit, as a condition of receiving Federal awards, the 
independent auditor of the pass-through entity to have such 
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access to the subrecipient's records and financial statements 
as may be necessary for the pass-through entity to comply 
with this chapter. 
"(g)(1) The auditor shall report on the results of any audit Reports, 

conducted pursuant to this section, in accordance with guidance 
issued by the Director. 

"(2) When reporting on any single audit, the auditor shall 
include a summary of the auditor's results regarding the non-
Federal entity's financial statements, internal controls, and compli-
ance with laws and regulations. 

"(h) The ñon-Federal entity shall transmit the reporting pack-
age, which shall include the non-Federal entity's financial state-
ments, schedule of expenditures of Federal awards, corrective action 
plan defined under subsection (i), and auditor's reports developed 
pursuant to this section, to a Federal clearinghouse designated 
by the Director, and make it available for public inspection within 
the earlier of— 

"(1) 30 days after receipt of the auditor's report; or 
"(2)(A) for a transition period of at least 2 years after 

the effective date of the Single Audit Act Amendments of 1996, 
as established by the Director, 13 months after the end of 
the period audited; or 

"(B) for fiscal years beginning after the period specified 
in subparagraph (A), 9 months after the end of the period 
audited, or within a longer timeframe authorized by the Federal 
agency, determined under criteria issued under section 7504, 
when the 9-month timeframe would place an undue burden 
on the non-Federal entity. 
"(i) If an audit conducted pursuant to this section discloses 

any audit findings, as defined by the Director, including material 
noncompliance with individual compliance requirements for a major 
program by, or reportable conditions in the internal controls of, 
the non-Federal entity with respect to the matters described in 
subsection (e), the non-Federal entity shall submit to Federal offi-
cials designated by the Director, a plan for corrective action to 
eliminate such audit findings or reportable conditions or a state-
ment describing the reasons that corrective action is not necessary. 
Such plan shall be consistent with the audit resolution standard 
promulgated by the Comptroller General (as part of the standards 
for internal controls in the Federal Government) pursuant to section 
3512(c). 

"(j) The Director may authorize pilot projects to test alternative 
methods of achieving the purposes of this chapter. Such pilot 
projects may begin only after consultation with the Chair and 
Ranking Minority Member of the Committee on Governmental 
Affairs of the Senate and the Chair and Ranking Minority Member 
of the Committee on Government Reform and Oversight of the 
House of Representatives. 

"§ 7503. Relation to other audit requirements 
"(a) An audit conducted in accordance with this chapter shall 

be in lieu of any financial audit of Federal awards which a non-
Federal entity is required to undergo under any other Federal 
law or regulation. To the extent that such audit provides a Federal 
agency with the information it requires to carry out its responsibil-
ities under Federal law or regulation, a Federal agency shall rely 
upon and use that information. 
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"(b) Notwithstanding subsection (a), a Federal agency may con-
duct or arrange for additional audits which are necessary to cany 
out its responsibilities under Federal law or regulation. The provi-
sions of this chapter do not authorize any non-Federal entity (or 
subrecipient thereof) to constrain, in any manner, such agency 
from carrying out or arranging for such additional audits, except 
that the Federal agency shall plan such audits to not be duplicative 
of other audits of Federal awards. 

"(c) The provisions of this chapter do not limit the authority 
of Federal agencies to conduct, or arrange for the conduct of, audits 
and evaluations of Federal awards, nor limit the authority of any 
Federal agency Inspector General or other Federal official. 

"(d) Subsection (a) shall apply to a non-Federal entity which 
undergoes an audit in accordance with this chapter even though 
it is not required by section 7502(a) to have such an audit. 

"(e) A Federal agency that provides Federal awards and con-
ducts or arranges for audits of non-Federal entities receiving such 
awards that are in addition to the audits of non-Federal entities 
conducted pursuant to this chapter shall, consistent with other 
applicable law, arrange for funding the full cost of such additional 
audits. Any such additional audits shall be coordinated with the 
Federal agency determined under criteria issued under section 7504 
to preclude duplication of the audits conducted pursuant to this 
chapter or other additional audits. 

"(f) Upon request by a Federal agency or the Comptroller Gen-
eral, any independent auditor conducting an audit pursuant to 
this chapter shall make the auditor's working papers available 
to the Federal agency or the Comptroller General as part of a 
quality review, to resolve audit findings, or to carry out oversight 
responsibilities consistent with the purposes of this chapter. Such 
access to auditor's working papers shall include the right to obtain 
copies. 
"§ 7504. Federal agency responsibilities and relations with 

non-Federal entities 
"(a) Each Federal agency shall, in accordance with guidance 

issued by the Director under section 7505, with regard to Federal 
awards provided by the agency— 

"(1) monitor non-Federal entity use of Federal awards, 
and 

"(2) assess the quality of audits conducted under this chap-
ter for audits of entities for which the agency is the single 
Federal agency determined under subsection (b). 
"(b) Each non-Federal entity shall have a single Federal agency, 

determined in accordance with criteria established by the Director, 
to provide the non-Federal entity with technical assistance and 
assist with implementation of this chapter. 

"(c) The Director shall designate a Federal clearinghouse to— 
"(1) receive copies of all reporting packages developed in 

accordance with this chapter; 
"(2) identify recipients that expend $300,000 or more in 

Federal awards or such other amount specified by the Director 
under section 7502(a)(3) during the recipient's fiscal year but 
did not undergo an audit in accordance with this chapter; 
and 

"(3) perform analyses to assist the Director in carrying 
out responsibilities under this chapter. 
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"§ 7505. Regulations 
"(a) The Director, after consultation with the Comptroller Gen-

eral, and appropriate officials from Federal, State, and local govern-
ments and nonprofit organizations shall prescribe guidance to imple-
ment this chapter. Each Federal agency shall promulgate such 
amendments to its regulations as may be necessary to conform 
such regulations to the requirements of this chapter and of such 
guidance. 

"(b)(1) The guidance prescribed pursuant to subsection (a) shall 
include criteria for determining the appropriate charges to Federal 
awards for the cost of audits. Such criteria shall prohibit a non-
Federal entity from charging to any Federal awards— 

"(A) the cost of any audit which is— 
"(i) not conducted in accordance with this chapter; 

or 
"(ii) conducted in accordance with this chapter when 

expenditures of Federal awards are less than amounts 
cited in section 7502(a)(1)(A) or specified by the Director 
under section 7502(a)(3), except that the Director may allow 
the cost of limited scope audits to monitor subrecipients 
in accordance with section 7502(f)(2)(B); and 
"(B) more than a reasonably proportionate share of the 

cost of any such audit that is conducted in accordance with 
this chapter. 
"(2) The criteria prescribed pursuant to paragraph (1) shall 

not, in the absence of documentation demonstrating a higher actual 
cost, permit the percentage of the cost of audits performed pursuant 
to this chapter charged to Federal awards, to exceed the ratio 
of total Federal awards expended by such non-Federal entity during 
the applicable fiscal year or years, to such non-Federal entity's 
total expenditures during such fiscal year or years. 

"(c) Such guidance shall include such provisions as may be 
necessary to ensure that small business concerns and business 
concerns owned and controlled by socially and economically dis-
advantaged individuals will have the opportunity to participate 
in the performance of contracts awarded to fulfill the audit require-
ments of this chapter. 

"§ 7506. Monitoring responsibilities of the Comptroller Gen-
eral 

"(a) The Comptroller General shall review provisions requiring 
financial audits of non-Federal entities that receive Federal awards 
that are contained in bills and resolutions reported by the commit-
tees of the Senate and the House of Representatives. 

"(b) If the Comptroller General determines that a bill or resolu-
tion contains provisions that are inconsistent with the requirements 
of this chapter, the Comptroller General shall, at the earliest prac-
ticable date, notify in writing— 

"(1) the committee that reported such bill or resolution; 
and 

"(2)(A) the Committee on Governmental Affairs of the Sen-
ate (in the case of a bill or resolution reported by a committee 
of the Senate); or 

"(B) the Committee on Government Reform and Oversight 
of the House of Representatives (in the case of a bill or resolu-
tion reported by a committee of the House of Representatives). 
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"§ 7507. Effective date 
"This chapter shall apply to any non-Federal entity with respect 

to any of its fiscal years which begin after June 30, 1996.". 
SEC. 3. TRANSITIONAL APPLICATION. 

Subject to section 7507 of title 31, United States Code (as 
amended by section 2 of this Act) the provisions of chapter 75 
of such title (before amendment by section 2 of this Act) shall 
continue to apply to any State or local government with respect 
to any of its fiscal years beginning before July 1, 1996. 

Approved July 5, 1996. 

LEGISLATIVE HISTORY—S. 1579 (H.R. 3184): 
HOUSE REPORTS: No. 104-607 accompanying H.R. 3184 (Comm. on Government 

Reform and Oversight). 
SENATE REPORTS: No. 104-266 (Comm. on Governmental Affairs). 
CONGRESSIONAL RECORD, Vol. 142 (1996): 

June 14, considered and passed Senate. 
June 18, considered and passed House. 

WEEKLY COMPILATION OF PRESIDENTIAL DOCUMENTS, Vol. 32 (1996): 
July 5, Presidential statement. 
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Franklin D. Raines, 
Director. 

1. OMB rescinds Circular A-128 July 
30, 1997. 

2. OMB revises Circular A-133 to read 
as follows: 
(Circular No . A - 1 3 3 Revised] 

To the Heads of Executive Departments 
and Establishments 
Subject: Audits of States, Local 

Governments, and Non-Profit 
Organizations. 
1. Purpose. This Circular is issued 

pursuant to the Single Audit Act of 
1984, P.L. 98-502, and the Single Audit 
Act Amendments of 1996, P.L. 104-156. 
It sets forth standards for obtaining 
consistency and uniformity among 
Federal agencies for the audit of States, 
local governments, and non-profit 
organizations expending Federal 
awards. 

2. Authority. Circular A-133 is issued 
under the authority of sections 503, 
1111. and 7501 et seq. of title 31, United 
States Code, and Executive Orders 8248 
and 11541. 

3. Rescission and Supersession. This 
Circular rescinds Circular A-128, 
"Audits of State and Local 
Governments," issued April 12, 1985, 
and supersedes the prior Circular A -
133, "Audits of Institutions of Higher 
Education and Other Non-Profit 
Institutions," issued April 22, 1996. For 
effective dates, see paragraph 10. 

4. Policy. Except as provided herein, 
the standards set forth in this Circular 
shall be applied by all Federal agencies. 
If any statute specifically prescribes 
policies or specific requirements that 
differ from the standards provided 
herein, the provisions of the subsequent 
statute shall govern. 

Federal agencies shall apply the 
provisions of the sections of this 
Circular to non-Federal entities, 
whether they are recipients expending 
Federal awards received directly from 
Federal awarding agencies, or are 
subrecipients expending Federal awards 
received from a pass-through entity (a 
recipient or another subrecipient). 

This Circular does not apply to non-
U.S. based entities expending Federal 
awards received either directly as a 
recipient or indirectly as a subrecipient. 

5. Defínitions. The definitions of key 
terms used in this Circular are 
contained in § .105 in the 
Attachment to this Circular. 

6. Required Action. The specific 
requirements and responsibilities of 
Federal agencies and non-Federal 
entities are set forth in the Attachment 
to this Circular. Federal agencies 
making awards to non-Federal entities, 
either directly or indirectly, shall adopt 
the language in the Circular in codified 
regulations as provided in Section 10 
(below), unless different provisions are 
required by Federal statute or are 
approved by the Office of Management 
and Budget (OMB). 

7. OMB Responsibilities. OMB will 
review Federal agency regulations and 
implementation of this Circular, and 
will provide interpretations of policy 
requirements and assistance to ensure 
uniform, effective and efficient 
implementation. 

8. Information Contact. Further 
information concerning Circular A-133 
may be obtained by contacting the 
Financial Standards and Reporting 
Branch, Office of Federal Financial 
Management, Office of Management and 
Budget, Washington, DC 20503, 
telephone (202) 395-3993. 

9. Review Date. This Circular will 
have a policy review three years from 
the date of issuance. 

10. Effective Dates. The standards set 
forth in § .400 of the Attachment to 
this Circular, which apply directly to 
Federal agencies, shall be effective July 
1, 1996, and shall apply to audits of 
fiscal years beginning after June 30, 
1996, except as otherwise specified in 
§ .400(a). 

The standards set forth in this 
Circular that Federal agencies shall 
apply to non-Federal entities shall be 
adopted by Federal agencies in codified 
regulations not later than 60 days after 
publication of this final revision in the 
Federal Register, so that they will apply 
to audits of fiscal years beginning after 
June 30, 1996, with the exception that 
§ .305(b) of the Attachment applies 
to audits of fiscal years beginning after 
June 30, 1998. The requirements of 
Circular A-128, although the Circular is 
rescinded, and the 1990 version of 
Circular A-133 remain in effect for 
audits of fiscal years beginning on or 
before June 30, 1996. 
Franklin D. Raines, 
Director. 
Attachment 

PART — A U D I T S OF STATES, 
LOCAL GOVERNMENTS, AND NON-
PROFIT ORGANIZATIONS 

Subpart A—General 

Sec. 
.100 Purpose. 
.105 Definitions. 

Subpart B—Audits 

.200 Audi t requirements. 

.205 Basis for determining Federal 
awards expended. 
.210 Subrecipient and vendor 
determinations. 
.215 Relation to other audit 
requirements. 
.220 Frequency of audits. 
.225 Sanctions. 
.230 Aud i t costs. 
.235 Program-specif ic audits. 

Subpart C—Auditees 

.300 Audi tee responsibil it ies 

.305 Audi tor selection. 

.310 Financial statements. 

.315 Audi t f indings fo l low-up. 

.320 Report submission. 

Subpart D—Federal Agencies and 
Pass-Through Entities 

.400 Responsibil it ies. 

.405 Management decision. 

Subpart E—Auditors 

.500 Scope of audit. 

.505 Aud i t reporting. 

.510 Audi t f indings. 

.515 Audi t working papers. 

.520 Major program determination. 

.525 Criteria for Federal program risk. 

.530 Criteria for a low-risk auditee. 

A p p e n d i x A t o P a r t — D a t a C o l l e c t i o n 
F o r m ( F o r m S F - S A C ) 

A p p e n d i x B t o P a r t _ — C i r c u l a r A - 1 3 3 
C o m p l i a n c e S u p p l e m e n t 

Subpart A—General 

§ . 1 0 0 P u r p o s e . 

This part sets forth standards for 
obtaining consistency and uniformity 
among Federal agencies for the audit of 
non-Federal entities expending Federal 
awards. 

§ . 1 0 5 D e f i n i t i o n s . 

Auditee means any non-Federal entity 
that expends Federal awards which 
must be audited under this part. 

Auditor means an auditor, that is a 
public accountant or a Federal, State or 
local government audit organization, 
which meets the general standards 
specified in generally accepted 
government auditing standards 
(GAGAS). The term auditor does not 
include internal auditors of non-profit 
organizations. 
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Audit finding means deficiencies 
which the auditor is required by 
§ .510(a) to report in the schedule of 
findings and questioned costs. 

CFDA number means the number 
assigned to a Federal program in the 
Catalog of Federal Domestic Assistance 
(CFDA). 

Cluster of programs means a grouping 
of closely related programs that share 
common compliance requirements. The 
types of clusters of programs are 
research and development (R&D), 
student financial aid (SFA), and other 
clusters. "Other clusters" are as defined 
by the Office of Management and 
Budget (OMB) in the compliance 
supplement or as designated by a State 
for Federal awards the State provides to 
its subrecipients that meet the definition 
of a cluster of programs. When 
designating an "other cluster," a State 
shall identify the Federal awards 
included in the cluster and advise the 
subrecipients of compliance 
requirements applicable to the cluster, 
consistent with § .400(d)(1) and 
§ .400(d)(2), respectively. A cluster 
of programs shall be considered as one 
program for determining major 
programs, as described in § .520, 
and, with the exception of R&D as 
described in § .200(c), whether a 
program-specific audit may be elected. 

Cognizant agency for audit means the 
Federal agency designated to carry out 
the responsibilities described in 
§ .400(a). 

Compliance supplement refers to the 
Circular A-133 Compliance 
Supplement, included as Appendix B to 
Circular A-133, or such documents as 
OMB or its designee may issue to 
replace it. 

This document is available from the 
Government Printing Office, 
Superintendent of Documents, 
Washington, DC 20402-9325. 

Corrective action means action taken 
by the auditee that: 

(1) Corrects identified deficiencies; 
(2) Produces recommended 

improvements; or 
(3) Demonstrates that audit findings 

are either invalid or do not warrant 
auditee action. 

Federal agency has the same meaning 
as the term agency in Section 551(1) of 
title 5, United States Code. 

Federal award means Federal 
financial assistance and Federal cost-
reimbursement contracts that non-
Federal entities receive directly from 
Federal awarding agencies or indirectly 
from pass-through entities. It does not 
include procurement contracts, under 
grants or contracts, used to buy goods or 
services from vendors. Any audits of 
such vendors shall be covered by the 

terms and conditions of the contract. 
Contracts to operate Federal 
Government owned, contractor operated 
facilities (GOCOs) are excluded from the 
requirements of this part. 

Federal awarding agency means the 
Federal agency that provides an award 
directly to the recipient. 

Federal financial assistance means 
assistance that non-Federal entities 
receive or administer in the form of 
grants, loans, loan guarantees, property 
(including donated surplus property), 
cooperative agreements, interest 
subsidies, insurance, food commodities, 
direct appropriations, and other 
assistance, but does not include 
amounts received as reimbursement for 
services rendered to individuals as 
described in § .205(h) and 
§ .205(i). 

Federal program means: 
(1) All Federal awards to a non-

Federal entity assigned a single number 
in the CFDA. 

(2) When no CFDA number is 
assigned, all Federal awards from the 
same agency made for the same purpose 
should be combined and considered one 
program. 

(3) Notwithstanding paragraphs (1) 
and (2) of this definition, a cluster of 
programs. The types of clusters of 
programs are: 

(i) Research and development (R&D); 
(ii) Student financial aid (SFA); and 
(iii) "Other clusters," as described in 

the definition of cluster of programs in 
this section. 

GAGAS means generally accepted 
government auditing standards issued 
by the Comptroller General of the 
United States, which are applicable to 
financial audits. 

Generally accepted accounting 
principles has the meaning specified in 
generally accepted auditing standards 
issued by the American Institute of 
Certified Public Accountants (AICPA). 

Indian tribe means any Indian tribe, 
band, nation, or other organized group 
or community, including any Alaskan 
Native village or regional or village 
corporation (as defined in, or 
established under, the Alaskan Native 
Claims Settlement Act) that is 
recognized by the United States as 
eligible for the special programs and 
services provided by the United States 
to Indians because of their status as 
Indians. 

Internal control means a process, 
effected by an entity's management and 
other personnel, designed to provide 
reasonable assurance regarding the 
achievement of objectives in the 
following categories: 

(1) Effectiveness and efficiency of 
operations; 

(2) Reliability of financial reporting; 
and 

(3) Compliance with applicable laws 
and regulations. 

Internal control pertaining to the 
compliance requirements for Federal 
programs (Internal control over Federal 
programs) means a process—effected by 
an entity's management and other 
personnel—designed to provide 
reasonable assurance regarding the 
achievement of the following objectives 
for Federal programs: 

(1) Transactions are properly recorded 
and accounted for to: 

(1) Permit the preparation of reliable 
financial statements and Federal 
reports; 

(ii) Maintain accountability over 
assets; and 

(iii) Demonstrate compliance with 
laws, regulations, and other compliance 
requirements; 

(2) Transactions are executed in 
compliance with: 

(i) Laws, regulations, and the 
provisions of contracts or grant 
agreements that could have a direct and 
material effect on a Federal program; 
and 

(ii) Any other laws and regulations 
that are identified in the compliance 
supplement; and 

(3) Funds, property, and other assets 
are safeguarded against loss from 
unauthorized use or disposition. 

Loan means a Federal loan or loan 
guarantee received or administered by a 
non-Federal entity. 

Local government means any unit of 
local government within a State, 
including a county, borough, 
municipality, city, town, township, 
parish, local public authority, special 
district, school district, intrastate 
district, council of governments, and 
any other instrumentality of local 
government. 

Major program means a Federal 
program determined by the auditor to be 
a major program in accordance with 
§ .520 or a program identified as a 
major program by a Federal agency or 
pass-through entity in accordance with 
§ .215(c). 

Management decision means the 
evaluation by the Federal awarding 
agency or pass-through entity of the 
audit findings and corrective action 
plan and the issuance of a written 
decision as to what corrective action is 
necessary. 

Non-Federal entity means a State, 
local government, or non-profit 
organization. 

Non-profit organization means: 
(1) any corporation, trust, association, 

cooperative, or other organization that: 
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(1) Is operated primarily for scientific, 
educational, service, charitable, or 
similar purposes in the public interest; 

(ii) Is not organized primarily for 
profit; and 

(iii) Uses its net proceeds to maintain, 
improve, or expand its operations; and 

(2) The term non-profit organization 
includes non-profit institutions of 
higher education and hospitals. 

OMB means the Executive Office of 
the President, Office of Management 
and Budget. 

Oversight agency for audit means the 
Federal awarding agency that provides 
the predominant amount of direct 
funding to a recipient not assigned a 
cognizant agency for audit. When there 
is no direct funding, the Federal agency 
with the predominant indirect funding 
shall assume the oversight 
responsibilities. The duties of the 
oversight agency for audit are described 
in § .400(b). 

Pass-through entity means a non-
Federal entity that provides a Federal 
award to a subrecipient to carry out a 
Federal program. 

Program-specifíc audit means an 
audit of one Federal program as 
provided for in § .200(c) and 
§ .235. 

Questioned cost means a cost that is 
questioned by the auditor because of an 
audit finding: 

(1) Which resulted from a violation or 
possible violation of a provision of a 
law, regulation, contract, grant, 
cooperative agreement, or other 
agreement or document governing the 
use of Federal funds, including funds 
used to match Federal funds; 

(2) Where the costs, at the time of the 
audit, are not supported by adequate 
documentation; or 

(3) Where the costs incurred appear 
unreasonable and do not reflect the 
actions a prudent person would take in 
the circumstances. 

Recipient means a non-Federal entity 
that expends Federal awards received 
directly from a Federal awarding agency 
to carry out a Federal program. 

Research and development (R&D) 
means all research activities, both basic 
and applied, and all development 
activities that are performed by a non-
Federal entity. Research is defined as a 
systematic study directed toward fuller 
scientific knowledge or understanding 
of the subject studied. The term research 
also includes activities involving the 
training of individuals in research 
techniques where such activities utilize 
the same facilities as other research and 
development activities and where such 
activities are not included in the 
instruction function. Development is the 
systematic use of knowledge and 

understanding gained from research 
directed toward the production of useful 
materials, devices, systems, or methods, 
including design and development of 
prototypes and processes. 

Single audit means an audit which 
includes both the entity's financial 
statements and the Federal awards as 
described in § .500. 

State means any State of the United 
States, the District of Columbia, the 
Commonwealth of Puerto Rico, the 
Virgin Islands, Guam, American Samoa, 
the Commonwealth of the Northern 
Mariana Islands, and the Trust Territory 
of the Pacific Islands, any 
instrumentality thereof, any multi-State, 
regional, or interstate entity which has 
governmental functions, and any Indian 
tribe as defined in this section. 

Student Financial Aid (SFA) includes 
those programs of general student 
assistance, such as those authorized by 
Title IV of the Higher Education Act of 
1965, as amended, (20 U.S.C. 1070 et 
seq.) which is administered by the U.S. 
Department of Education, and similar 
programs provided by other Federal 
agencies. It does not include programs 
which provide fellowships or similar 
Federal awards to students on a 
competitive basis, or for specified 
studies or research. 

Subrecipient means a non-Federal 
entity that expends Federal awards 
received from a pass-through entity to 
carry out a Federal program, but does 
not include an individual that is a 
beneficiary of such a program. A 
subrecipient may also be a recipient of 
other Federal awards directly from a 
Federal awarding agency. Guidance on 
distinguishing between a subrecipient 
and a vendor is provided in § .210. 

Types of compliance requirements 
refers to the types of compliance 
requirements listed in the compliance 
supplement. Examples include: 
activities allowed or unallowed; 
allowable costs/cost principles; cash 
management; eligibility; matching, level 
of effort, earmarking; and, reporting. 

Vendor means a dealer, distributor, 
merchant, or other seller providing 
goods or services that are required for 
the conduct of a Federal program. These 
goods or services may be for an 
organization's own use or for the use of 
beneficiaries of the Federal program. 
Additional guidance on distinguishing 
between a subrecipient and a vendor is 
provided in § .210. 

Subpart B—Audits 

§ . 2 0 0 A u d i t r e q u i r e m e n t s . 
(a) Audit required. Non-Federal 

entities that expend $300,000 or more in 
a year in Federal awards shall have a 

single or program-specific audit 
conducted for that year in accordance 
with the provisions of this part. 
Guidance on determining Federal 
awards expended is provided in 
§ .205. 

(b) Single audit. Non-Federal entities 
that expend $300,000 or more in a year 
in Federal awards shall have a single 
audit conducted in accordance with 
§ .500 except when they elect to 
have a program-specific audit 
conducted in accordance with 
paragraph (c) of this section. 

(c) Program-specific audit election. 
When an auditee expends Federal 
awards under only one Federal program 
(excluding R&D) and the Federal 
program's laws, regulations, or grant 
agreements do not require a financial 
statement audit of the auditee, the 
auditee may elect to have a program-
specific audit conducted in accordance 
with § .235. A program-specific 
audit may not be elected for R&D unless 
all of the Federal awards expended were 
received from the same Federal agency, 
or the same Federal agency and the 
same pass-through entity, and that 
Federal agency, or pass-through entity 
in the case of a subrecipient, approves 
in advance a program-specific audit. 

(d) Exemption when Federal awards 
expended are less than $300,000. Non-
Federal entities that expend less than 
$300,000 a year in Federal awards are 
exempt from Federal audit requirements 
for that year, except as noted in 
§ .215(a), but records must be 
available for review or audit by 
appropriate officials of the Federal 
agency, pass-through entity, and 
General Accounting Office (GAO). 

(e) Federally Funded Research and 
Development Centers (FFRDC). 
Management of an auditee that owns or 
operates a FFRDC may elect to treat the 
FFRDC as a separate entity for purposes 
of this part. 

§ . 2 0 5 B a s i s f o r d e t e r m i n i n g F e d e r a l 
a w a r d s e x p e n d e d . 

(a) Determining Federal awards 
expended. The determination of when 
an award is expended should be based 
on when the activity related to the 
award occurs. Generally, the activity 
pertains to events that require the non-
Federal entity to comply with laws, 
regulations, and the provisions of 
contracts or grant agreements, such as: 
expenditure/expense transactions 
associated with grants, cost-
reimbursement contracts, cooperative 
agreements, and direct appropriations; 
the disbursement of funds passed 
through to subrecipients; the use of loan 
proceeds under loan and loan guarantee 
programs; the receipt of property; the 
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receipt of surplus property; the receipt 
or use of program income; the 
distribution or consumption of food 
commodities; the disbursement of 
amounts entitling the non-Federal entity 
to an interest subsidy; and, the period 
when insurance is in force. 

(b) Loan and loan guarantees (loans). 
Since the Federal Government is at risk 
for loans until the debt is repaid, the 
following guidelines shall be used to 
calculate the value of Federal awards 
expended under loan programs, except 
as noted in paragraphs (c) and (d) of this 
section: 

(1) Value of new loans made or 
received during the fiscal year; plus 

(2) Balance of loans from previous 
years for which the Federal Government 
imposes continuing compliance 
requirements; plus 

(3) Any interest subsidy, cash, or 
administrative cost allowance received. 

(c) Loan and loan guarantees (loans) 
at institutions of higher education. 
When loans are made to students of an 
institution of higher education but the 
institution does not make the loans, 
then only the value of loans made 
during the year shall be considered 
Federal awards expended in that year. 
The balance of loans for previous years 
is not included as Federal awards 
expended because the lender accounts 
for the prior balances. 

(d) Prior loan and loan guarantees 
(loans). Loans, the proceeds of which 
were received and expended in prior-
years, are not considered Federal 
awards expended under this part when 
the laws, regulations, and the provisions 
of contracts or grant agreements 
pertaining to such loans impose no 
continuing compliance requirements 
other than to repay the loans. 

(e) Endowment funds. The cumulative 
balance of Federal awards for 
endowment funds which are federally 
restricted are considered awards 
expended in each year in which the 
funds are still restricted. 

(f) Free rent. Free rent received by 
itself is not considered a Federal award 
expended under this part. However, free 
rent received as part of an award to 
carry out a Federal program shall be 
included in determining Federal awards 
expended and subject to audit under 
this part. 

(g) Valuing non-cash assistance. 
Federal non-cash assistance, such as 
free rent, food stamps, food 
commodities, donated property, or 
donated surplus property, shall be 
valued at fair market value at the time 
of receipt or the assessed value provided 
by the Federal agency. 

(h) Medicare. Medicare payments to a 
non-Federal entity for providing patient 

care services to Medicare eligible 
individuals are not considered Federal 
awards expended under this part. 

(i) Medicaid. Medicaid payments to a 
subrecipient for providing patient care 
services to Medicaid eligible individuals 
are not considered Federal awards 
expended under this part unless a State 
requires the funds to be treated as 
Federal awards expended because 
reimbursement is on a cost-
reimbursement basis. 

(j) Certain loans provided by the 
National Credit Union Administration. 
For purposes of this part, loans made 
from the National Credit Union Share 
Insurance Fund and the Central 
Liquidity Facility that are funded by 
contributions from insured institutions 
are not considered Federal awards 
expended. 

§ . 2 1 0 S u b r e c i p i e n t a n d v e n d o r 
d e t e r m i n a t i o n s . 

(a) General. An auditee may be a 
recipient, a subrecipient, and a vendor. 
Federal awards expended as a recipient 
or a subrecipient would be subject to 
audit under this part. The payments 
received for goods or services provided 
as a vendor would not be considered 
Federal awards. The guidance in 
paragraphs (b) and (c) of this section 
should be considered in determining 
whether payments constitute a Federal 
award or a payment for goods and 
services. 

(b) Federal award. Characteristics 
indicative of a Federal award received 
by a subrecipient are when the 
organization: 

(1) Determines who is eligible to 
receive what Federal financial 
assistance; 

(2) Has its performance measured 
against whether the objectives of the 
Federal program are met; 

(3) Has responsibility for 
programmatic decision making; 

(4) Has responsibility for adherence to 
applicable Federal program compliance 
requirements; and 

(5) Uses the Federal funds to carry out 
a program of the organization as 
compared to providing goods or services 
for a program of the pass-through entity. 

(c) Payment for goods and services. 
Characteristics indicative of a payment 
for goods and services received by a 
vendor are when the organization: 

(1) Provides the goods and services 
within normal business operations; 

(2) Provides similar goods or services 
to many different purchasers; 

(3) Operates in a competitive 
environment; 

(4) Provides goods or services that are 
ancillary to the operation of the Federal 
program; and 

(5) Is not subject to compliance 
requirements of the Federal program. 

(d) Use of judgment in making 
determination. There may be unusual 
circumstances or exceptions to the 
listed characteristics. In making the 
determination of whether a subrecipient 
or vendor relationship exists, the 
substance of the relationship is more 
important than the form of the 
agreement. It is not expected that all of 
the characteristics will be present and 
judgment should be used in determining 
whether an entity is a subrecipient or 
vendor. 

(e) For-profit subrecipient. Since this 
part does not apply to for-profit 
subrecipients, the pass-through entity is 
responsible for establishing 
requirements, as necessary, to ensure 
compliance by for-profit subrecipients. 
The contract with the for-profit 
subrecipient should describe applicable 
compliance requirements and the for-
profit subrecipient's compliance 
responsibility. Methods to ensure 
compliance for Federal awards made to 
for-profit subrecipients may include 
pre-award audits, monitoring during the 
contract, and post-award audits. 

(f) Compliance responsibility for 
vendors. In most cases, the auditee's 
compliance responsibility for vendors is 
only to ensure that the procurement, 
receipt, and payment for goods and 
services comply with laws, regulations, 
and the provisions of contracts or grant 
agreements. Program compliance 
requirements normally do not pass 
through to vendors. However, the 
auditee is responsible for ensuring 
compliance for vendor transactions 
which are structured such that the 
vendor is responsible for program 
compliance or the vendor's records 
must be reviewed to determine program 
compliance. Also, when these vendor 
transactions relate to a major program, 
the scope of the audit shall include 
determining whether these transactions 
are in compliance with laws, 
regulations, and the provisions of 
contracts or grant agreements. 

§ . 2 1 5 R e l a t i o n t o o t h e r a u d i t 
r e q u i r e m e n t s . 

(a) Audit under this part in lieu of 
other audits. An audit made in 
accordance with this part shall be in 
lieu of any financial audit required 
under individual Federal awards. To the 
extent this audit meets a Federal 
agency's needs, it shall rely upon and 
use such audits. The provisions of this 
part neither limit the authority of 
Federal agencies, including their 
Inspectors General, or GAO to conduct 
or arrange for additional audits (e.g., 
financial audits, performance audits, 
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evaluations, inspections, or reviews) nor 
authorize any auditee to constrain 
Federal agencies from carrying out 
additional audits. Any additional audits 
shall be planned and performed in such 
a way as to build upon work performed 
by other auditors. 

(b) Federal agency to pay for 
additional audits. A Federal agency that 
conducts or contracts for additional 
audits shall, consistent with other 
applicable laws and regulations, arrange 
for funding the full cost of such 
additional audits. 

(c) Request for a program to be 
audited as a major program. A Federal 
agency may request an auditee to have 
a particular Federal program audited as 
a major program in lieu of the Federal 
agency conducting or arranging for the 
additional audits. To allow for planning, 
such requests should be made at least 
180 days prior to the end of the fiscal 
year to be audited. The auditee, after 
consultation with its auditor, should 
promptly respond to such request by 
informing the Federal agency whether 
the program would otherwise be audited 
as a major program using the risk-based 
audit approach described in § .520 
and, if not, the estimated incremental 
cost. The Federal agency shall then 
promptly confirm to the auditee 
whether it wants the program audited as 
a major program. If the program is to be 
audited as a major program based upon 
this Federal agency request, and the 
Federal agency agrees to pay the full 
incremental costs, then the auditee shall 
have the program audited as a major 
program. A pass-through entity may use 
the provisions of this paragraph for a 
subrecipient. 

§ . 2 2 0 F r e q u e n c y o f a u d i t s . 
Except for the provisions for biennial 

audits provided in paragraphs (a) and 
(b) of this section, audits required by 
this part shall be performed annually. 
Any biennial audit shall cover both 
years within the biennial period. 

(a) A State or local government that is 
required by constitution or statute, in 
effect on January 1, 1987, to undergo its 
audits less frequently than annually, is 
permitted to undergo its audits pursuant 
to this part biennially. This requirement 
must still be in effect for the biennial 
period under audit. 

(b) Any non-profit organization that 
had biennial audits for all biennial 
periods ending between July 1, 1992, 
and January 1, 1995, is permitted to 
undergo its audits pursuant to this part 
biennially. 

§ . 2 2 5 S a n c t i o n s . 
No audit costs may be charged to 

Federal awards when audits required by 

this part have not been made or have 
been made but not in accordance with 
this part. In cases of continued inability 
or unwillingness to have an audit 
conducted in accordance with this part, 
Federal agencies and pass-through 
entities shall take appropriate action 
using sanctions such as: 

(a) Withholding a percentage of 
Federal awards until the audit is 
completed satisfactorily; 

(b) Withholding or disallowing 
overhead costs; 

(c) Suspending Federal awards until 
the audit is conducted; or 

(d) Terminating the Federal award. 

§ . 2 3 0 A u d i t c o s t s . 
(a) Allowable costs. Unless prohibited 

by law, the cost of audits made in 
accordance with the provisions of this 
part are allowable charges to Federal 
awards. The charges may be considered 
a direct cost or an allocated indirect 
cost, as determined in accordance with 
the provisions of applicable OMB cost 
principles circulars, the Federal 
Acquisition Regulation (FAR) (48 CFR 
parts 30 and 31), or other applicable 
cost principles or regulations. 

(b) Unallowable costs. A non-Federal 
entity shall not charge the following to 
a Federal award: 

(1) The cost of any audit under the 
Single Audit Act Amendments of 1996 
(31 U.S.C. 7501 et seq.) not conducted 
in accordance with this part. 

(2) The cost of auditing a non-Federal 
entity which has Federal awards 
expended of less than $300,000 per year 
and is thereby exempted under 
§ .200(d) from having an audit 
conducted under this part. However, 
this does not prohibit a pass-through 
entity from charging Federal awards for 
the cost of limited scope audits to 
monitor its subrecipients in accordance 
with § .400(d)(3), provided the 
subrecipient does not have a single 
audit. For purposes of this part, limited 
scope audits only include agreed-upon 
procedures engagements conducted in 
accordance with either the AICPA's 
generally accepted auditing standards or 
attestation standards, that are paid for 
and arranged by a pass-through entity 
and address only one or more of the 
following types of compliance 
requirements: activities allowed or 
unallowed; allowable costs/cost 
principles; eligibility; matching, level of 
effort, earmarking; and, reporting. 

§ . 2 3 5 P r o g r a m - s p e c i f i c a u d i t s . 
(a) Program-specifíc audit guide 

available. In many cases, a program-
specific audit guide will be available to 
provide specific guidance to the auditor 
with respect to internal control, 

compliance requirements, suggested 
audit procedures, and audit reporting 
requirements. The auditor should 
contact the Office of Inspector General 
of the Federal agency to determine 
whether such a guide is available. When 
a current program-specific audit guide is 
available, the auditor shall follow 
GAGAS and the guide when performing 
a program-specific audit. 

(b) Program-specific audit guide not 
available. (1) When a program-specific 
audit guide is not available, the auditee 
and auditor shall have basically the 
same responsibilities for the Federal 
program as they would have for an audit 
of a major program in a single audit. 

(2) The auditee shall prepare the 
financial statement(s) for the Federal 
program that includes, at a minimum, a 
schedule of expenditures of Federal 
awards for the program and notes that 
describe the significant accounting 
policies used in preparing the schedule, 
a summary schedule of prior audit 
findings consistent with the 
requirements of § .315(b), and a 
corrective action plan consistent with 
the requirements of § .315(c). 

(3) The auditor shall: 
(i) Perform an audit of the financial 

statement(s) for the Federal program in 
accordance with GAGAS; 

(ii) Obtain an understanding of 
internal control and perform tests of 
internal control over the Federal 
program consistent with the 
requirements of § .500(c) for a major 
program; 

(iii) Perform procedures to determine 
whether the auditee has complied with 
laws, regulations, and the provisions of 
contracts or grant agreements that could 
have a direct and material effect on the 
Federal program consistent with the 
requirements of § .500(d) for a major 
program; and 

(iv) Follow up on prior audit findings, 
perform procedures to assess the 
reasonableness of the summary 
schedule of prior audit findings 
prepared by the auditee, and report, as 
a current year audit finding, when the 
auditor concludes that the summary 
schedule of prior audit findings 
materially misrepresents the status of 
any prior audit finding in accordance 
with the requirements of § .500(e). 

(4) The auditor's report(s) may be in 
the form of either combined or separate 
reports and may be organized differently 
from the manner presented in this 
section. The auditor's report(s) shall 
state that the audit was conducted in 
accordance with this part and include 
the following: 

(i) An opinion (or disclaimer of 
opinion) as to whether the financial 
statement(s) of the Federal program is 
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presented fairly in all material respects 
in conformity with the stated 
accounting policies; 

(ii) A report on internal control 
related to the Federal program, which 
shall describe the scope of testing of 
internal control and the results of the 
tests; 

(iii) A report on compliance which 
includes an opinion (or disclaimer of 
opinion) as to whether the auditee 
complied with laws, regulations, and 
the provisions of contracts or grant 
agreements which could have a direct 
and material effect on the Federal 
program; and 

(iv) A schedule of findings and 
questioned costs for the Federal 
program that includes a summary of the 
auditor's results relative to the Federal 
program in a format consistent with 
§ .505(d)(1) and findings and 
questioned costs consistent with the 
requirements of § .505 (d) (3). 

(c) Report submission for program-
specifíc audits. (1) The audit shall be 
completed and the reporting required by 
paragraph (c) (2) or (c) (3) of this section 
submitted within the earlier of 30 days 
after receipt of the auditor's report(s), or 
nine months after the end of the audit 
period, unless a longer period is agreed 
to in advance by the Federal agency that 
provided the funding or a different 
period is specified in a program-specific 
audit guide. (However, for fiscal years 
beginning on or before June 30, 1998, 
the audit shall be completed and the 
required reporting shall be submitted 
within the earlier of 30 days after 
receipt of the auditor's report(s), or 13 
months after the end of the audit period, 
unless a different period is specified in 
a program-specific audit guide.) Unless 
restricted by law or regulation, the 
auditee shall make report copies 
available for public inspection. 

(2) When a program-specific audit 
guide is available, the auditee shall 
submit to the Federal clearinghouse 
designated by OMB the data collection 
form prepared in accordance with 
§ .320(b), as applicable to a 
program-specific audit, and the 
reporting required by the program-
specific audit guide to be retained as an 
archival copy. Also, the auditee shall 
submit to the Federal awarding agency 
or pass-through entity the reporting 
required by the program-specific audit 
guide. 

(3) When a program-specific audit 
guide is not available, the reporting 
package for a program-specific audit 
shall consist of the financial 
statement(s) of the Federal program, a 
summary schedule of prior audit 
findings, and a corrective action plan as 
described in paragraph (b)(2) of this 

section, and the auditor's report(s) 
described in paragraph (b)(4) of this 
section. The data collection form 
prepared in accordance with 
§ .320(b), as applicable to a 
program-specific audit, and one copy of 
this reporting package shall be 
submitted to the Federal clearinghouse 
designated by OMB to be retained as an 
archival copy. Also, when the schedule 
of findings and questioned costs 
disclosed audit findings or the summary 
schedule of prior audit findings 
reported the status of any audit findings, 
the auditee shall submit one copy of the 
reporting package to the Federal 
clearinghouse on behalf of the Federal 
awarding agency, or directly to the pass-
through entity in the case of a 
subrecipient. Instead of submitting the 
reporting package to the pass-through 
entity, when a subrecipient is not 
required to submit a reporting package 
to the pass-through entity, the 
subrecipient shall provide written 
notification to the pass-through entity, 
consistent with the requirements of 
§ .320(e)(2). A subrecipient may 
submit a copy of the reporting package 
to the pass-through entity to comply 
with this notification requirement. 

(d) Other sections of this part may 
apply. Program-specific audits are 
subject to § .100 through 
§ .215(b), § .220 through 
§ .230, § .300 through 
§ .305, § .315, § .320(f) 
through § .320(j), § .400 through 
§ .405, § .510 through 
§ .515, and other referenced 
provisions of this part unless contrary to 
the provisions of this section, a 
program-specific audit guide, or 
program laws and regulations. 

Subpart C—Auditees 

§ . 3 0 0 A u d i t e e r e s p o n s i b i l i t i e s . 

The auditee shall: 
(a) Identify, in its accounts, all 

Federal awards received and expended 
and the Federal programs under which 
they were received. Federal program 
and award identification shall include, 
as applicable, the CFDA title and 
number, award number and year, name 
of the Federal agency, and name of the 
pass-through entity. 

(b) Maintain internal control over 
Federal programs that provides 
reasonable assurance that the auditee is 
managing Federal awards in compliance 
with laws, regulations, and the 
provisions of contracts or grant 
agreements that could have a material 
effect on each of its Federal programs. 

(c) Comply with laws, regulations, 
and the provisions of contracts or grant 

agreements related to each of its Federal 
programs. 

(d) Prepare appropriate financial 
statements, including the schedule of 
expenditures of Federal awards in 
accordance with § .310. 

(e) Ensure that the audits required by 
this part are properly performed and 
submitted when due. When extensions 
to the report submission due date 
required by § .320(a) are granted by 
the cognizant or oversight agency for 
audit, promptly notify the Federal 
clearinghouse designated by OMB and 
each pass-through entity providing 
Federal awards of the extension. 

(f) Follow up and take corrective 
action on audit findings, including 
preparation of a summary schedule of 
prior audit findings and a corrective 
action plan in accordance with 
§ .315(b) and § .315(c), 
respectively. 

§ . 3 0 5 A u d i t o r s e l e c t i o n . 
(a) Auditor procurement. In procuring 

audit services, auditees shall follow the 
procurement standards prescribed by 
the Grants Management Common Rule 
(hereinafter referred to as the "A-102 
Common Rule") published March 11, 
1988 and amended April 19, 1995 
[insert appropriate CFR citation], 
Circular A-110, "Uniform 
Administrative Requirements for Grants 
and Agreements with Institutions of 
Higher Education, Hospitals and Other 
Non-Profit Organizations," or the FAR 
(48 CFR part 42), as applicable (OMB 
Circulars are available from the Office of 
Administration, Publications Office, 
room 2200, New Executive Office 
Building, Washington, DC 20503). 
Whenever possible, auditees shall make 
positive efforts to utilize small 
businesses, minority-owned firms, and 
women's business enterprises, in 
procuring audit services as stated in the 
A-102 Common Rule, OMB Circular A -
110, or the FAR (48 CFR part 42), as 
applicable. In requesting proposals for 
audit services, the objectives and scope 
of the audit should be made clear. 
Factors to be considered in evaluating 
each proposal for audit services include 
the responsiveness to the request for 
proposal, relevant experience, 
availability of staff with professional 
qualifications and technical abilities, 
the results of external quality control 
reviews, and price. 

(b) Restriction on auditor preparing 
indirect cost proposals. An auditor who 
prepares the indirect cost proposal or 
cost allocation plan may not also be 
selected to perform the audit required 
by this part when the indirect costs 
recovered by the auditee during the 
prior year exceeded $ 1 million. This 
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restriction applies to the base year used 
in the preparation of the indirect cost 
proposal or cost allocation plan and any 
subsequent years in which the resulting 
indirect cost agreement or cost 
allocation plan is used to recover costs. 
To minimize any disruption in existing 
contracts for audit services, this 
paragraph applies to audits of fiscal 
years beginning after June 30, 1998. 

(c) Use of Federal auditors. Federal 
auditors may perform all or part of the 
work required under this part if they 
comply fully with the requirements of 
this part. 

§ . 3 1 0 F i n a n c i a l s t a t e m e n t s . 

(a) Financial statements. The auditee 
shall prepare financial statements that 
reflect its financial position, results of 
operations or changes in net assets, and, 
where appropriate, cash flows for the 
fiscal year audited. The financial 
statements shall be for the same 
organizational unit and fiscal year that 
is chosen to meet the requirements of 
this part. However, organization-wide 
financial statements may also include 
departments, agencies, and other 
organizational units that have separate 
audits in accordance with § .500(a) 
and prepare separate financial 
statements. 

(b) Schedule of expenditures of 
Federal awards. The auditee shall also 
prepare a schedule of expenditures of 
Federal awards for the period covered 
by the auditee's financial statements. 
While not required, the auditee may 
choose to provide information requested 
by Federal awarding agencies and pass-
through entities to make the schedule 
easier to use. For example, when a 
Federal program has multiple award 
years, the auditee may list the amount 
of Federal awards expended for each 
award year separately. At a minimum, 
the schedule shall: 

(1) List individual Federal programs 
by Federal agency. For Federal programs 
included in a cluster of programs, list 
individual Federal programs within a 
cluster of programs. For R&D, total 
Federal awards expended shall be 
shown either by individual award or by 
Federal agency and major subdivision 
within the Federal agency. For example, 
the National Institutes of Health is a 
major subdivision in the Department of 
Health and Human Services. 

(2) For Federal awards received as a 
subrecipient, the name of the pass-
through entity and identifying number 
assigned by the pass-through entity 
shall be included. 

(3) Provide total Federal awards 
expended for each individual Federal 
program and the CFDA number or other 

identifying number when the CFDA 
information is not available. 

(4) Include notes that describe the 
significant accounting policies used in 
preparing the schedule. 

(5) To the extent practical, pass-
through entities should identify in the 
schedule the total amount provided to 
subrecipients from each Federal 
program. 

(6) Include, in either the schedule or 
a note to the schedule, the value of the 
Federal awards expended in the form of 
non-cash assistance, the amount of 
insurance in effect during the year, and 
loans or loan guarantees outstanding at 
year end. While not required, it is 
preferable to present this information in 
the schedule. 

§ . 3 1 5 A u d i t f i n d i n g s f o l l o w - u p . 
(a) General. The auditee is responsible 

for follow-up and corrective action on 
all audit findings. As part of this 
responsibility, the auditee shall prepare 
a summary schedule of prior audit 
findings. The auditee shall also prepare 
a corrective action plan for current year 
audit findings. The summary schedule 
of prior audit findings and the 
corrective action plan shall include the 
reference numbers the auditor assigns to 
audit findings under § .510(c). Since 
the summary schedule may include 
audit findings from multiple years, it 
shall include the fiscal year in which 
the finding initially occurred. 

(b) Summary schedule of prior audit 
findings. The summary schedule of 
prior audit findings shall report the 
status of all audit findings included in 
the prior audit's schedule of findings 
and questioned costs relative to Federal 
awards. The summary schedule shall 
also include audit findings reported in 
the prior audit's summary schedule of 
prior audit findings except audit 
findings listed as corrected in 
accordance with paragraph (b)(1) of this 
section, or no longer valid or not 
warranting further action in accordance 
with paragraph (b)(4) of this section. 

(1) When audit findings were fully 
corrected, the summary schedule need 
only list the audit findings and state that 
corrective action was taken. 

(2) When audit findings were not 
corrected or were only partially 
corrected, the summary schedule shall 
describe the planned corrective action 
as well as any partial corrective action 
taken. 

(3) When corrective action taken is 
significantly different from corrective 
action previously reported in a 
corrective action plan or in the Federal 
agency's or pass-through entity's 
management decision, the summary 
schedule shall provide an explanation. 

(4) When the auditee believes the 
audit findings are no longer valid or do 
not warrant further action, the reasons 
for this position shall be described in 
the summary schedule. A valid reason 
for considering an audit finding as not 
warranting further action is that all of 
the following have occurred: 

(i) Two years have passed since the 
audit report in which the finding 
occurred was submitted to the Federal 
clearinghouse; 

(ii) The Federal agency or pass-
through entity is not currently following 
up with the auditee on the audit 
finding; and 

(iii) A management decision was not 
issued. 

(c) Corrective action plan. At the 
completion of the audit, the auditee 
shall prepare a corrective action plan to 
address each audit finding included in 
the current year auditor's reports. The 
corrective action plan shall provide the 
name(s) of the contact person(s) 
responsible for corrective action, the 
corrective action planned, and the 
anticipated completion date. If the 
auditee does not agree with the audit 
findings or believes corrective action is 
not required, then the corrective action 
plan shall include an explanation and 
specific reasons. 

§ . 3 2 0 R e p o r t s u b m i s s i o n . 
(a) General. The audit shall be 

completed and the data collection form 
described in paragraph (b) of this 
section and reporting package described 
in paragraph (c) of this section shall be 
submitted within the earlier of 30 days 
after receipt of the auditor's report(s), or 
nine months after the end of the audit 
period, unless a longer period is agreed 
to in advance by the cognizant or 
oversight agency for audit. (However, 
for fiscal years beginning on or before 
June 30, 1998, the audit shall be 
completed and the data collection form 
and reporting package shall be 
submitted within the earlier of 30 days 
after receipt of the auditor's report(s), or 
13 months after the end of the audit 
period.) Unless restricted by law or 
regulation, the auditee shall make 
copies available for public inspection. 

(b) Data Collection. (1) The auditee 
shall submit a data collection form 
which states whether the audit was 
completed in accordance with this part 
and provides information about the 
auditee, its Federal programs, and the 
results of the audit. The form shall be 
approved by OMB, available from the 
Federal clearinghouse designated by 
OMB, and include data elements similar 
to those presented in this paragraph. A 
senior level representative of the auditee 
(e.g., State controller, director of 
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finance, chief executive officer, or chief 
financial officer) shall sign a statement 
to be included as part of the form 
certifying that: the auditee complied 
with the requirements of this part, the 
form was prepared in accordance with 
this part (and the instructions 
accompanying the form), and the 
information included in the form, in its 
entirety, are accurate and complete. 

(2) The data collection form shall 
include the following data elements: 

(i) The type of report the auditor 
issued on the financial statements of the 
auditee (i.e., unqualified opinion, 
qualified opinion, adverse opinion, or 
disclaimer of opinion). 

(ii) Where applicable, a statement that 
reportable conditions in internal control 
were disclosed by the audit of the 
financial statements and whether any 
such conditions were material 
weaknesses. 

(iii) A statement as to whether the 
audit disclosed any noncompliance 
which is material to the financial 
statements of the auditee. 

(iv) Where applicable, a statement 
that reportable conditions in internal 
control over major programs were 
disclosed by the audit and whether any 
such conditions were material 
weaknesses. 

(v) The type of report the auditor 
issued on compliance for major 
programs (i.e., unqualified opinion, 
qualified opinion, adverse opinion, or 
disclaimer of opinion). 

(vi) A list of the Federal awarding 
agencies which will receive a copy of 
the reporting package pursuant to 
§ .320(d)(2). 

(vii) A yes or no statement as to 
whether the auditee qualified as a low-
risk auditee under § .530. 

(viii) The dollar threshold used to 
distinguish between Type A and Type B 
programs as defined in § .520(b). 

(ix) The Catalog of Federal Domestic 
Assistance (CFDA) number for each 
Federal program, as applicable. 

(x) The name of each Federal program 
and identification of each major 
program. Individual programs within a 
cluster of programs should be listed in 
the same level of detail as they are listed 
in the schedule of expenditures of 
Federal awards. 

(xi) The amount of expenditures in 
the schedule of expenditures of Federal 
awards associated with each Federal 
program. 

(xii) For each Federal program, a yes 
or no statement as to whether there are 
audit findings in each of the following 
types of compliance requirements and 
the total amount of any questioned 
costs: 

(A) Activities allowed or unallowed. 

(B) Allowable costs/cost principles. 
(C) Cash management. 
(D) Davis-Bacon Act. 
(E) Eligibility. 
(F) Equipment and real property 

management. 
(G) Matching, level of effort, 

earmarking. 
(H) Period of availability of Federal 

funds. 
(I) Procurement and suspension and 

debarment. 
0) Program income. 
(K) Real property acquisition and 

relocation assistance. 
(L) Reporting. 
(M) Subrecipient monitoring. 
(N) Special tests and provisions. 
(xiii) Auditee Name, Employer 

Identification Number(s), Name and 
Tide of Certifying Official, Telephone 
Number, Signature, and Date. 

(xiv) Auditor Name, Name and Title 
of Contact Person, Auditor Address, 
Auditor Telephone Number, Signature, 
and Date. 

(xv) Whether the auditee has either a 
cognizant or oversight agency for audit. 

(xvi) The name of the cognizant or 
oversight agency for audit determined in 
accordance with § .400(a) and 
§ .400(b), respectively. 

(3) Using the information included in 
the reporting package described in 
paragraph (c) of this section, the auditor 
shall complete the applicable sections of 
the form. The auditor shall sign a 
statement to be included as part of the 
data collection form that indicates, at a 
minimum, the source of the information 
included in the form, the auditor's 
responsibility for the information, that 
the form is not a substitute for the 
reporting package described in 
paragraph (c) of this section, and that 
the content of the form is limited to the 
data elements prescribed by OMB. 

(c) Reporting package. The reporting 
package shall include the: 

(1) Financial statements and schedule 
of expenditures of Federal awards 
discussed in § .310(a) and 
§ .310(b), respectively; 

(2) Summary schedule of prior audit 
findings discussed in § .315(b); 

(3) Auditor's report(s) discussed in 
§ .505; and 

(4) Corrective action plan discussed in 
§ .315(c). 

(d) Submission to clearinghouse. All 
auditees shall submit to the Federal 
clearinghouse designated by OMB the 
data collection form described in 
paragraph (b) of this section and one 
copy of the reporting package described 
in paragraph (c) of this section for: 

(1) The Federal clearinghouse to 
retain as an archival copy; and 

(2) Each Federal awarding agency 
when the schedule of findings and 

questioned costs disclosed audit 
findings relating to Federal awards that 
the Federal awarding agency provided 
directly or the summary schedule of 
prior audit findings reported the status 
of any audit findings relating to Federal 
awards that the Federal awarding 
agency provided directly. 

(e) Additional submission by 
subrecipients. (1) In addition to the 
requirements discussed in paragraph (d) 
of this section, auditees that are also 
subrecipients shall submit to each pass-
through entity one copy of the reporting 
package described in paragraph (c) of 
this section for each pass-through entity 
when the schedule of findings and 
questioned costs disclosed audit 
findings relating to Federal awards that 
the pass-through entity provided or the 
summary schedule of prior audit 
findings reported the status of any audit 
findings relating to Federal awards that 
the pass-through entity provided. 

(2) Instead of submitting the reporting 
package to a pass-through entity, when 
a subrecipient is not required to submit 
a reporting package to a pass-through 
entity pursuant to paragraph (e)(1) of 
this section, the subrecipient shall 
provide written notification to the pass-
through entity that: an audit of the 
subrecipient was conducted in 
accordance with this part (including the 
period covered by the audit and the 
name, amount, and CFDA number of the 
Federal award(s) provided by the pass-
through entity); the schedule of findings 
and questioned costs disclosed no audit 
findings relating to the Federal award(s) 
that the pass-through entity provided; 
and, the summary schedule of prior 
audit findings did not report on the 
status of any audit findings relating to 
the Federal award(s) that the pass-
through entity provided. A subrecipient 
may submit a copy of the reporting 
package described in paragraph (c) of 
this section to a pass-through entity to 
comply with this notification 
requirement. 

(f) Requests for report copies. In 
response to requests by a Federal agency 
or pass-through entity, auditees shall 
submit the appropriate copies of the 
reporting package described in 
paragraph (c) of this section and, if 
requested, a copy of any management 
letters issued by the auditor. 

(g) Report retention requirements. 
Auditees shall keep one copy of the data 
collection form described in paragraph 
(b) of this section and one copy of the 
reporting package described in 
paragraph (c) of this section on file for 
three years from the date of submission 
to the Federal clearinghouse designated 
by OMB. Pass-through entities shall 
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keep subrecipients' submissions on file 
for three years from date of receipt. 

(h) Clearinghouse responsibilities. 
The Federal clearinghouse designated 
by OMB shall distribute the reporting 
packages received in accordance with 
paragraph (d)(2) of this section and 
§ .235(c)(3) to applicable Federal 
awarding agencies, maintain a data base 
of completed audits, provide 
appropriate information to Federal 
agencies, and follow up with known 
auditees which have not submitted the 
required data collection forms and 
reporting packages. 

(i) Clearinghouse address. The 
address of the Federal clearinghouse 
currently designated by OMB is Federal 
Audit Clearinghouse, Bureau of the 
Census, 1201 E. 10th Street, 
Jeffersonville, IN 47132. 

(j) Electronic filing. Nothing in this 
part shall preclude electronic 
submissions to the Federal 
clearinghouse in such manner as may be 
approved by OMB. With OMB approval, 
the Federal clearinghouse may pilot test 
methods of electronic submissions. 

Subpart D—Federal Agencies and 
Pass-Through Entities 

§ . 4 0 0 R e s p o n s i b i l i t i e s . 
(a) Cognizant agency for audit 

responsibilities. Recipients expending 
more than $25 million a year in Federal 
awards shall have a cognizant agency 
for audit. The designated cognizant 
agency for audit shall be the Federal 
awarding agency that provides the 
predominant amount of direct funding 
to a recipient unless OMB makes a 
specific cognizant agency for audit 
assignment. To provide for continuity of 
cognizance, the determination of the 
predominant amount of direct funding 
shall be based upon direct Federal 
awards expended in the recipient's 
fiscal years ending in 1995, 2000, 2005, 
and every fifth year thereafter. For 
example, audit cognizance for periods 
ending in 1997 through 2000 will be 
determined based on Federal awards 
expended in 1995. (However, for States 
and local governments that expend 
more than $25 million a year in Federal 
awards and have previously assigned 
cognizant agencies for audit, the 
requirements of this paragraph are not 
effective until fiscal years beginning 
after June 30, 2000.) Notwithstanding 
the manner in which audit cognizance 
is determined, a Federal awarding 
agency with cognizance for an auditee 
may reassign cognizance to another 
Federal awarding agency which 
provides substantial direct funding and 
agrees to be the cognizant agency for 
audit. Within 30 days after any 

reassignment, both the old and the new 
cognizant agency for audit shall notify 
the auditee, and, if known, the auditor 
of the reassignment. The cognizant 
agency for audit shall: 

(1) Provide technical audit advice and 
liaison to auditees and auditors. 

(2) Consider auditee requests for 
extensions to the report submission due 
date required by § .320(a). The 
cognizant agency for audit may grant 
extensions for good cause. 

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

(4) Promptly inform other affected 
Federal agencies and appropriate 
Federal law enforcement officials of any 
direct reporting by the auditee or its 
auditor of irregularities or illegal acts, as 
required by GAGAS or laws and 
regulations. 

(5) Advise the auditor and, where 
appropriate, the auditee of any 
deficiencies found in the audits when 
the deficiencies require corrective 
action by the auditor. When advised of 
deficiencies, the auditee shall work with 
the auditor to take corrective action. If 
corrective action is not taken, the 
cognizant agency for audit shall notify 
the auditor, the auditee, and applicable 
Federal awarding agencies and pass-
through entities of the facts and make 
recommendations for follow-up action. 
Major inadequacies or repetitive 
substandard performance by auditors 
shall be referred to appropriate State 
licensing agencies and professional 
bodies for disciplinary action. 

(6) Coordinate, to the extent practical, 
audits or reviews made by or for Federal 
agencies that are in addition to the 
audits made pursuant to this part, so 
that the additional audits or reviews 
build upon audits performed in 
accordance with this part. 

(7) Coordinate a management decision 
for audit findings that affect the Federal 
programs of more than one agency. 

(8) Coordinate the audit work and 
reporting responsibilities among 
auditors to achieve the most cost-
effective audit. 

(9) For biennial audits permitted 
under § .220, consider auditee 
requests to qualify as a low-risk auditee 
under § .530(a). 

(b) Oversight agency for audit 
responsibilities. An auditee which does 
not have a designated cognizant agency 
for audit will be under the general 
oversight of the Federal agency 
determined in accordance with 
§ .105. The oversight agency for 
audit: 

(1) Shall provide technical advice to 
auditees and auditors as requested. 

(2) May assume all or some of the 
responsibilities normally performed by 
a cognizant agency for audit. 

(c) Federal awarding agency 
responsibilities. The Federal awarding 
agency shall perform the following for 
the Federal awards it makes: 

(1) Identify Federal awards made by 
informing each recipient of the CFDA 
title and number, award name and 
number, award year, and if the award is 
for R&D. When some of this information 
is not available, the Federal agency shall 
provide information necessary to clearly 
describe the Federal award. 

(2) Advise recipients of requirements 
imposed on them by Federal laws, 
regulations, and the provisions of 
contracts or grant agreements. 

(3) Ensure that audits are completed 
and reports are received in a timely 
manner and in accordance with the 
requirements of this part. 

(4) Provide technical advice and 
counsel to auditees and auditors as 
requested. 

(5) Issue a management decision on 
audit findings within six months after 
receipt of the audit report and ensure 
that the recipient takes appropriate and 
timely corrective action. 

(6) Assign a person responsible for 
providing annual updates of the 
compliance supplement to OMB. 

(d) Pass-through entity 
responsibilities. A pass-through entity 
shall perform the following for the 
Federal awards it makes: 

(1) Identify Federal awards made by 
informing each subrecipient of CFDA 
tide and number, award name and 
number, award year, if the award is 
R&D, and name of Federal agency. 
When some of this information is not 
available, the pass-through entity shall 
provide the best information available to 
describe the Federal award. 

(2) Advise subrecipients of 
requirements imposed on them by 
Federal laws, regulations, and the 
provisions of contracts or grant 
agreements as well as any supplemental 
requirements imposed by the pass-
through entity. 

(3) Monitor the activities of 
subrecipients as necessary to ensure that 
Federal awards are used for authorized 
purposes in compliance with laws, 
regulations, and the provisions of 
contracts or grant agreements and that 
performance goals are achieved. 

(4) Ensure that subrecipients 
expending $300,000 or more in Federal 
awards during the subrecipient's fiscal 
year have met the audit requirements of 
this part for that fiscal year. 
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(5) Issue a management decision on 
audit findings within six months after 
receipt of the subrecipients audit report 
and ensure that the subrecipient takes 
appropriate and timely corrective 
action. 

(6) Consider whether subrecipient 
audits necessitate adjustment of the 
pass-through entity's own records. 

(7) Require each subrecipient to 
permit the pass-through entity and 
auditors to have access to the records 
and financial statements as necessary 
for the pass-through entity to comply 
with this part. 

§ . 4 0 5 M a n a g e m e n t d e c i s i o n . 

(a) General. The management decision 
shall clearly state whether or not the 
audit finding is sustained, the reasons 
for the decision, and the expected 
auditee action to repay disallowed costs, 
make financial adjustments, or take 
other action. If the auditee has not 
completed corrective action, a timetable 
for follow-up should be given. Prior to 
issuing the management decision, the 
Federal agency or pass-through entity 
may request additional information or 
documentation from the auditee, 
including a request for auditor 
assurance related to the documentation, 
as a way of mitigating disallowed costs. 
The management decision should 
describe any appeal process available to 
the auditee. 

(b) Federal agency. As provided in 
§ .400(a)(7), the cognizant agency 
for audit shall be responsible for 
coordinating a management decision for 
audit findings that affect the programs 
of more than one Federal agency. As 
provided in § .400(c)(5), a Federal 
awarding agency is responsible for 
issuing a management decision for 
findings that relate to Federal awards it 
makes to recipients. Alternate 
arrangements may be made on a case-
by-case basis by agreement among the 
Federal agencies concerned. 

(c) Pass-through entity. As provided 
in § .400(d)(5), the pass-through 
entity shall be responsible for making 
the management decision for audit 
findings that relate to Federal awards it 
makes to subrecipients. 

(d) Time requirements. The entity 
responsible for making the management 
decision shall do so within six months 
of receipt of the audit report. Corrective 
action should be initiated within six 
months after receipt of the audit report 
and proceed as rapidly as possible. 

(e) Reference numbers. Management 
decisions shall include the reference 
numbers the auditor assigned to each 
audit finding in accordance with 
§ .510(c). 

Subpart E — A u d i t o r s 

§ . 5 0 0 S c o p e o f a u d i t . 

(a) General. The audit shall be 
conducted in accordance with GAGAS. 
The audit shall cover the entire 
operations of the auditee; or, at the 
option of the auditee, such audit shall 
include a series of audits that cover 
departments, agencies, and other 
organizational units which expended or 
otherwise administered Federal awards 
during such fiscal year, provided that 
each such audit shall encompass the 
financial statements and schedule of 
expenditures of Federal awards for each 
such department, agency, and other 
organizational unit, which shall be 
considered to be a non-Federal entity. 
The financial statements and schedule 
of expenditures of Federal awards shall 
be for the same fiscal year. 

(b) Financial statements. The auditor 
shall determine whether the financial 
statements of the auditee are presented 
fairly in all material respects in 
conformity with generally accepted 
accounting principles. The auditor shall 
also determine whether the schedule of 
expenditures of Federal awards is 
presented fairly in all material respects 
in relation to the auditee's financial 
statements taken as a whole. 

(c) Internal control. (1) In addition to 
the requirements of GAGAS, the auditor 
shall perform procedures to obtain an 
understanding of internal control over 
Federal programs sufficient to plan the 
audit to support a low assessed level of 
control risk for major programs. 

(2) Except as provided in paragraph 
(c)(3) of this section, the auditor shall: 

(i) Plan the testing of internal control 
over major programs to support a low 
assessed level of control risk for the 
assertions relevant to the compliance 
requirements for each major program; 
and 

(ii) Perform testing of internal control 
as planned in paragraph (c) (2) (i) of this 
section. 

(3) When internal control over some 
or all of the compliance requirements 
for a major program are likely to be 
ineffective in preventing or detecting 
noncompliance, the planning and 
performing of testing described in 
paragraph (c)(2) of this section are not 
required for those compliance 
requirements. However, the auditor 
shall report a reportable condition 
(including whether any such condition 
is a material weakness) in accordance 
with § .510, assess the related 
control risk at the maximum, and 
consider whether additional compliance 
tests are required because of ineffective 
internal control. 

(d) Compliance. (1) In addition to the 
requirements of GAGAS, the auditor 
shall determine whether the auditee has 
complied with laws, regulations, and 
the provisions of contracts or grant 
agreements that may have a direct and 
material effect on each of its major 
programs. 

(2) The principal compliance 
requirements applicable to most Federal 
programs and the compliance 
requirements of the largest Federal 
programs are included in the 
compliance supplement. 

(3) For the compliance requirements 
related to Federal programs contained in 
the compliance supplement, an audit of 
these compliance requirements will 
meet the requirements of this part. 
Where there have been changes to the 
compliance requirements and the 
changes are not reflected in the 
compliance supplement, the auditor 
shall determine the current compliance 
requirements and modify the audit 
procedures accordingly. For those 
Federal programs not covered in the 
compliance supplement, the auditor 
should use the types of compliance 
requirements contained in the 
compliance supplement as guidance for 
identifying the types of compliance 
requirements to test, and determine the 
requirements governing the Federal 
program by reviewing the provisions of 
contracts and grant agreements and the 
laws and regulations referred to in such 
contracts and grant agreements. 

(4) The compliance testing shall 
include tests of transactions and such 
other auditing procedures necessary to 
provide the auditor sufficient evidence 
to support an opinion on compliance. 

(e) Audit follow-up. The auditor shall 
follow-up on prior audit findings, 
perform procedures to assess the 
reasonableness of the summary 
schedule of prior audit findings 
prepared by the auditee in accordance 
with § .315(b), and report, as a 
current year audit finding, when the 
auditor concludes that the summary 
schedule of prior audit findings 
materially misrepresents the status of 
any prior audit finding. The auditor 
shall perform audit follow-up 
procedures regardless of whether a prior 
audit finding relates to a major program 
in the current year. 

(f) Data Collection Form. As required 
in § .320(b)(3), the auditor shall 
complete and sign specified sections of 
the data collection form. 

§ . 5 0 5 A u d i t r e p o r t i n g . 
The auditor's report(s) may be in the 

form of either combined or separate 
reports and may be organized differently 
from the manner presented in this 
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section. The auditor's report(s) shall 
state that the audit was conducted in 
accordance with this part and include 
the following: 

(a) An opinion (or disclaimer of 
opinion) as to whether the financial 
statements are presented fairly in all 
material respects in conformity with 
generally accepted accounting 
principles and an opinion (or disclaimer 
of opinion) as to whether the schedule 
of expenditures of Federal awards is 
presented fairly in all material respects 
in relation to the financial statements 
taken as a whole. 

(b) A report on internal control related 
to the financial statements and major 
programs. This report shall describe the 
scope of testing of internal control and 
the results of the tests, and, where 
applicable, refer to the separate 
schedule of findings and questioned 
costs described in paragraph (d) of this 
section. 

(c) A report on compliance with laws, 
regulations, and the provisions of 
contracts or grant agreements, 
noncompliance with which could have 
a material effect on the financial 
statements. This report shall also 
include an opinion (or disclaimer of 
opinion) as to whether the auditee 
complied with laws, regulations, and 
the provisions of contracts or grant 
agreements which could have a direct 
and material effect on each major 
program, and, where applicable, refer to 
the separate schedule of findings and 
questioned costs described in paragraph 
(d) of this section. 

(d) A schedule of findings and 
questioned costs which shall include 
the following three components: 

(1) A summary of the auditor's results 
which shall include: 

(i) The type of report the auditor 
issued on the financial statements of the 
auditee (i.e., unqualified opinion, 
qualified opinion, adverse opinion, or 
disclaimer of opinion); 

(ii) Where applicable, a statement that 
reportable conditions in internal control 
were disclosed by the audit of the 
financial statements and whether any 
such conditions were material 
weaknesses; 

(iii) A statement as to whether the 
audit disclosed any noncompliance 
which is material to the financial 
statements of the auditee; 

(iv) Where applicable, a statement 
that reportable conditions in internal 
control over major programs were 
disclosed by the audit and whether any 
such conditions were material 
weaknesses; 

(v) The type of report the auditor 
issued on compliance for major 
programs (i.e., unqualified opinion, 

qualified opinion, adverse opinion, or 
disclaimer of opinion); 

(vi) A statement as to whether the 
audit disclosed any audit findings 
which the auditor is required to report 
under § .510(a); 

(vii) An identification of major 
programs; 

(viii) The dollar threshold used to 
distinguish between Type A and Type B 
programs, as described in § .520(b); 
and 

(ix) A statement as to whether the 
auditee qualified as a low-risk auditee 
under § .530. 

(2) Findings relating to the financial 
statements which are required to be 
reported in accordance with GAGAS. 

(3) Findings and questioned costs for 
Federal awards which shall include 
audit findings as defined in § .510(a). 

(i) Audit findings (e.g., internal 
control findings, compliance findings, 
questioned costs, or fraud) which relate 
to the same issue should be presented 
as a single audit finding. Where 
practical, audit findings should be 
organized by Federal agency or pass-
through entity. 

(ii) Audit findings which relate to 
both the financial statements and 
Federal awards, as reported under 
paragraphs (d) (2) and (d) (3) of this 
section, respectively, should be reported 
in both sections of the schedule. 
However, the reporting in one section of 
the schedule may be in summary form 
with a reference to a detailed reporting 
in the other section of the schedule. 

§ . 5 1 0 A u d i t f i n d i n g s . 
(a) Audit findings reported. The 

auditor shall report the following as 
audit findings in a schedule of findings 
and questioned costs: 

(1) Reportable conditions in internal 
control over major programs. The 
auditor's determination of whether a 
deficiency in internal control is a 
reportable condition for the purpose of 
reporting an audit finding is in relation 
to a type of compliance requirement for 
a major program or an audit objective 
identified in the compliance 
supplement. The auditor shall identify 
reportable conditions which are 
individually or cumulatively material 
weaknesses. 

(2) Material noncompliance with the 
provisions of laws, regulations, 
contracts, or grant agreements related to 
a major program. The auditor's 
determination of whether a 
noncompliance with the provisions of 
laws, regulations, contracts, or grant 
agreements is material for the purpose 
of reporting an audit finding is in 
relation to a type of compliance 

requirement for a major program or an 
audit objective identified in the 
compliance supplement. 

(3) Known questioned costs which are 
greater than $10,000 for a type of 
compliance requirement for a major 
program. Known questioned costs are 
those specifically identified by the 
auditor. In evaluating the effect of 
questioned costs on the opinion on 
compliance, the auditor considers the 
best estimate of total costs questioned 
(likely questioned costs), not just the 
questioned costs specifically identified 
(known questioned costs). The auditor 
shall also report known questioned 
costs when likely questioned costs are 
greater than $10,000 for a type of 
compliance requirement for a major 
program. In reporting questioned costs, 
the auditor shall include information to 
provide proper perspective forjudging 
the prevalence and consequences of the 
questioned costs. 

(4) Known questioned costs which are 
greater than $10,000 for a Federal 
program which is not audited as a major 
program. Except for audit follow-up, the 
auditor is not required under this part 
to perform audit procedures for such a 
Federal program; therefore, the auditor 
will normally not find questioned costs 
for a program which is not audited as 
a major program. However, if the 
auditor does become aware of 
questioned costs for a Federal program 
which is not audited as a major program 
(e.g., as part of audit follow-up or other 
audit procedures) and the known 
questioned costs are greater than 
$10,000, then the auditor shall report 
this as an audit finding. 

(5) The circumstances concerning 
why the auditor's report on compliance 
for major programs is other than an 
unqualified opinion, unless such 
circumstances are otherwise reported as 
audit findings in the schedule of 
findings and questioned costs for 
Federal awards. 

(6) Known fraud affecting a Federal 
award, unless such fraud is otherwise 
reported as an audit finding in the 
schedule of findings and questioned 
costs for Federal awards. This paragraph 
does not require the auditor to make an 
additional reporting when the auditor 
confirms that the fraud was reported 
outside of the auditor's reports under 
the direct reporting requirements of 
GAGAS. 

(7) Instances where the results of 
audit follow-up procedures disclosed 
that the summary schedule of prior 
audit findings prepared by the auditee 
in accordance with § .315(b) 
materially misrepresents the status of 
any prior audit finding. 
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(b) Audit finding detail. Audit 
findings shall be presented in sufficient 
detail for the auditee to prepare a 
corrective action plan and take 
corrective action and for Federal 
agencies and pass-through entities to 
arrive at a management decision. The 
following specific information shall be 
included, as applicable, in audit 
findings: 

(1) Federal program and specific 
Federal award identification including 
the CFDA title and number, Federal 
award number and year, name of 
Federal agency, and name of the 
applicable pass-through entity. When 
information, such as the CFDA title and 
number or Federal award number, is not 
available, the auditor shall provide the 
best information available to describe 
the Federal award. 

(2) The criteria or specific 
requirement upon which the audit 
finding is based, including statutory, 
regulatory, or other citation. 

(3) The condition found, including 
facts that support the deficiency 
identified in the audit finding. 

(4) Identification of questioned costs 
and how they were computed. 

(5) Information to provide proper 
perspective for judging the prevalence 
and consequences of the audit findings, 
such as whether the. audit findings 
represent an isolated instance or a 
systemic problem. Where appropriate, 
instances identified shall be related to 
the universe and the number of cases 
examined and be quantified in terms of 
dollar value. 

(6) The possible asserted effect to 
provide sufficient information to the 
auditee and Federal agency, or pass-
through entity in the case of a 
subrecipient, to permit them to 
determine the cause and effect to 
facilitate prompt and proper corrective 
action. 

(7) Recommendations to prevent 
future occurrences of the deficiency 
identified in the audit finding. 

(8) Views of responsible officials of 
the auditee when there is disagreement 
with the audit findings, to the extent 
practical. 

(c) Reference numbers. Each audit 
finding in the schedule of findings and 
questioned costs shall include a 
reference number to allow for easy 
referencing of the audit findings during 
follow-up. 

§ .515 Audit working papers. 
(a) Retention of working papers. The 

auditor shall retain working papers and 
reports for a minimum of three years 
after the date of issuance of the auditor's 
report(s) to the auditee, unless the 
auditor is notified in writing by the 

cognizant agency for audit, oversight 
agency for audit, or pass-through entity 
to extend the retention period. When 
the auditor is aware that the Federal 
awarding agency, pass-through entity, or 
auditee is contesting an audit finding, 
the auditor shall contact the parties 
contesting the audit finding for 
guidance prior to destruction of the 
working papers and reports. 

(b) Access to working papers. Audit 
working papers shall be made available 
upon request to the cognizant or 
oversight agency for audit or its 
designee, a Federal agency providing 
direct or indirect funding, or GAO at the 
completion of the audit, as part of a 
quality review, to resolve audit findings, 
or to carry out oversight responsibilities 
consistent with the purposes of this 
part. Access to working papers includes 
the right of Federal agencies to obtain 
copies of working papers, as is 
reasonable and necessary. 

§ .520 Major program determination. 
(a) General. The auditor shall use a 

risk-based approach to determine which 
Federal programs are major programs. 
This risk-based approach shall include 
consideration of: Current and prior 
audit experience, oversight by Federal 
agencies and pass-through entities, and 
the inherent risk of the Federal program. 
The process in paragraphs (b) through 
(i) of this section shall be followed. 

(b) Step 1. (1) The auditor shall 
identify the larger Federal programs, 
which shall be labeled Type A 
programs. Type A programs are defined 
as Federal programs with Federal 
awards expended during the audit 
period exceeding the larger of: 

(1) $300,000 or three percent (.03) of 
total Federal awards expended in the 
case of an auditee for which total 
Federal awards expended equal or 
exceed $300,000 but are less than or 
equal to $100 million. 

(ii) $3 million or three-tenths of one 
percent (.003) of total Federal awards 
expended in the case of an auditee for 
which total Federal awards expended 
exceed $ 100 million but are less than or 
equal to $10 billion. 

(iii) $30 million or 15 hundredths of 
one percent (.0015) of total Federal 
awards expended in the case of an 
auditee for which total Federal awards 
expended exceed $10 billion. 

(2) Federal programs not labeled Type 
A under paragraph (b)(1) of this section 
shall be labeled Type B programs. 

(3) The inclusion of large loan and 
loan guarantees (loans) should not result 
in the exclusion of other programs as 
Type A programs. When a Federal 
program providing loans significantly 
affects the number or size of Type A 

programs, the auditor shall consider this 
Federal program as a Type A program 
and exclude its values in determining 
other Type A programs. 

(4) For biennial audits permitted 
under § .220, the determination of 
Type A and Type B programs shall be 
based upon the Federal awards 
expended during the two-year period. 

(c) Step 2. (1) The auditor shall 
identify Type A programs which are 
low-risk. For a Type A program to be 
considered low-risk, it shall have been 
audited as a major program in at least 
one of the two most recent audit periods 
(in the most recent audit period in the 
case of a biennial audit), and, in the 
most recent audit period, it shall have 
had no audit findings under 
§ .510(a). However, the auditor may 
use judgment and consider that audit 
findings from questioned costs under 
§ .510(a)(3) and § .510(a)(4), 
fraud under § .510(a)(6), and audit 
follow-up for the summary schedule of 
prior audit findings under 
§ .510(a)(7) do not preclude the 
Type A program from being low-risk. 
The auditor shall consider: the criteria 
in § .525(c), § .525(d)(1), 

§ .525(d)(2), and § .525(d)(3); 
the results of audit follow-up; whether 
any changes in personnel or systems 
affecting a Type A program have 
significantly increased risk; and apply 
professional judgment in determining 
whether a Type A program is low-risk. 

(2) Notwithstanding paragraph (c)(1) 
of this section, OMB may approve a 
Federal awarding agency's request that 
a Type A program at certain recipients 
may not be considered low-risk. For 
example, it may be necessary for a large 
Type A program to be audited as major 
each year at particular recipients to 
allow the Federal agency to comply 
with the Government Management 
Reform Act of 1994 (31 U.S.C. 3515). 
The Federal agency shall notify the 
recipient and, if known, the auditor at 
least 180 days prior to the end of the 
fiscal year to be audited of OMB's 
approval. 

(d) Step 3. (1) The auditor shall 
identify Type B programs which are 
high-risk using professional judgment 
and the criteria in § .525. However, 
should the auditor select Option 2 
under Step 4 (paragraph (e)(2)(i)(B) of 
this section), the auditor is not required 
to identify more high-risk Type B 
programs than the number of low-risk 
Type A programs. Except for known 
reportable conditions in internal control 
or compliance problems as discussed in 
§ .525(b)(1), § .525(b)(2), and 
§ .525(c)(1), a single criteria in 
§ .525 would seldom cause a Type 
B program to be considered high-risk. 
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(2) The auditor is not expected to 
perform risk assessments on relatively 
small Federal programs. Therefore, the 
auditor is only required to perform risk 
assessments on Type B programs that 
exceed the larger of: 

(i) $100,000 or three-tenths of one 
percent (.003) of total Federal awards 
expended when the auditee has less 
than or equal to $100 million in total 
Federal awards expended. 

(ii) $300,000 or three-hundredths of 
one percent (.0003) of total Federal 
awards expended when the auditee has 
more than $100 million in total Federal 
awards expended. 

(e) Step 4. At a minimum, the auditor 
shall audit all of the following as major 
programs: 

(1) All Type A programs, except the 
auditor may exclude any Type A 
programs identified as low-risk under 
Step 2 (paragraph (c)(1) of this section). 

(2) (i) High-risk Type B programs as 
identified under either of the following 
two options: 

(A) Option 1. At least one half of the 
Type B programs identified as high-risk 
under Step 3 (paragraph (d) of this 
section), except this paragraph 
(e) (2) (i) (A) does not require the auditor 
to audit more high-risk Type B programs 
than the number of low-risk Type A 
programs identified as low-risk under 
Step 2. 

(B) Option 2. One high-risk Type B 
program for each Type A program 
identified as low-risk under Step 2. 

(ii) When identifying which high-risk 
Type B programs to audit as major 
under either Option 1 or 2 in paragraph 
(e)(2) (i) (A) or (B) of this section, the 
auditor is encouraged to use an 
approach which provides an 
opportunity for different high-risk Type 
B programs to be audited as major over 
a period of time. 

(3) Such additional programs as may 
be necessary to comply with the 
percentage of coverage rule discussed in 
paragraph (f) of this section. This 
paragraph (e)(3) may require the auditor 
to audit more programs as major than 
the number of Type A programs. 

(f) Percentage of coverage rule. The 
auditor shall audit as major programs 
Federal programs with Federal awards 
expended that, in the aggregate, 
encompass at least 50 percent of total 
Federal awards expended. If the auditee 
meets the criteria in § .530 for a 
low-risk auditee, the auditor need only 
audit as major programs Federal 
programs with Federal awards 
expended that, in the aggregate, 
encompass at least 25 percent of total 
Federal awards expended. 

(g) Documentation of risk. The auditor 
shall document in the working papers 

the risk analysis process used in 
determining major programs. 

(h) Auditor's judgment. When the 
major program determination was 
performed and documented in 
accordance with this part, the auditor's 
judgment in applying the risk-based 
approach to determine major programs 
shall be presumed correct. Challenges 
by Federal agencies and pass-through 
entities shall only be for clearly 
improper use of the guidance in this 
part. However, Federal agencies and 
pass-through entities may provide 
auditors guidance about the risk of a 
particular Federal program and the 
auditor shall consider this guidance in 
determining major programs in audits 
not yet completed. 

(i) Deviation from use of risk criteria. 
For first-year audits, the auditor may 
elect to determine major programs as all 
Type A programs plus any Type B 
programs as necessary to meet the 
percentage of coverage rule discussed in 
paragraph (f) of this section. Under this 
option, the auditor would not be 
required to perform the procedures 
discussed in paragraphs (c), (d), and (e) 
of this section. 

(1) A first-year audit is the first year 
the entity is audited under this part or 
the first year of a change of auditors. 

(2) To ensure that a frequent change 
of auditors would not preclude audit of 
high-risk Type B programs, this election 
for first-year audits may not be used by 
an auditee more than once in every 
three years. 

§ .525 Criteria for Federal program 
risk. 

(a) General. The auditor's 
determination should be based on an 
overall evaluation of the risk of 
noncompliance occurring which could 
be material to the Federal program. The 
auditor shall use auditor judgment and 
consider criteria, such as described in 
paragraphs (b), (c), and (d) of this 
section, to identify risk in Federal 
programs. Also, as part of the risk 
analysis, the auditor may wish to 
discuss a particular Federal program 
with auditee management and the 
Federal agency or pass-through entity. 

(b) Current and prior audit 
experience. (1) Weaknesses in internal 
control over Federal programs would 
indicate higher risk. Consideration 
should be given to the control 
environment over Federal programs and 
such factors as the expectation of 
management's adherence to applicable 
laws and regulations and the provisions 
of contracts and grant agreements and 
the competence and experience of 
personnel who administer the Federal 
programs. 

(1) A Federal program administered 
under multiple internal control 
structures may have higher risk. When 
assessing risk in a large single audit, the 
auditor shall consider whether 
weaknesses are isolated in a single 
operating unit (e.g., one college campus) 
or pervasive throughout the entity. 

(ii) When significant parts of a Federal 
program are passed through to 
subrecipients, a weak system for 
monitoring subrecipients would 
indicate higher risk. 

(iii) The extent to which computer 
processing is used to administer Federal 
programs, as well as the complexity of 
that processing, should be considered 
by the auditor in assessing risk. New 
and recently modified computer 
systems may also indicate risk. 

(2) Prior audit findings would 
indicate higher risk, particularly when 
the situations identified in the audit 
findings could have a significant impact 
on a Federal program or have not been 
corrected. 

(3) Federal programs not recently 
audited as major programs may be of 
higher risk than Federal programs 
recently audited as major programs 
without audit findings. 

(c) Oversight exercised by Federal 
agencies and pass-through entities. (1) 
Oversight exercised by Federal agencies 
or pass-through entities could indicate 
risk. For example, recent monitoring or 
other reviews performed by an oversight 
entity which disclosed no significant 
problems would indicate lower risk. 
However, monitoring which disclosed 
significant problems would indicate 
higher risk. 

(2) Federal agencies, with the 
concurrence of OMB, may identify 
Federal programs which are higher risk. 
OMB plans to provide this identification 
in the compliance supplement. 

(d) Inherent risk of the Federal 
program. (1) The nature of a Federal 
program may indicate risk. 
Consideration should be given to the 
complexity of the program and the 
extent to which the Federal program 
contracts for goods and services. For 
example, Federal programs that disburse 
funds through third party contracts or 
have eligibility criteria may be of higher 
risk. Federal programs primarily 
involving staff payroll costs may have a 
high-risk for time and effort reporting, 
but otherwise be at low-risk. 

(2) The phase of a Federal program in 
its life cycle at the Federal agency may 
indicate risk. For example, a new 
Federal program with new or interim 
regulations may have higher risk than 
an established program with time-tested 
regulations. Also, significant changes in 
Federal programs, laws, regulations, or 
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the provisions of contracts or grant 
agreements may increase risk. 

(3) The phase of a Federal program in 
its life cycle at the auditee may indicate 
risk. For example, during the first and 
last years that an auditee participates in 
a Federal program, the risk may be 
higher due to start-up or closeout of 
program activities and staff. 

(4) Type B programs with larger 
Federal awards expended would be of 
higher risk than programs with 
substantially smaller Federal awards 
expended. 

§ . 5 3 0 C r i t e r i a f o r a l o w - r i s k a u d i t e e . 

An auditee which meets all of the 
following conditions for each of the 
preceding two years (or, in the case of 
biennial audits, preceding two audit 
periods) shall qualify as a low-risk 
auditee and be eligible for reduced audit 
coverage in accordance with § .520: 

(a) Single audits were performed on 
an annual basis in accordance with the 
provisions of this part. A non-Federal 
entity that has biennial audits does not 
qualify as a low-risk auditee, unless 
agreed to in advance by the cognizant or 
oversight agency for audit. 

(b) The auditor's opinions on the 
financial statements and the schedule of 
expenditures of Federal awards were 
unqualified. However, the cognizant or 
oversight agency for audit may judge 
that an opinion qualification does not 
affect the management of Federal 
awards and provide a waiver. 

(c) There were no deficiencies in 
internal control which were identified 
as material weaknesses under the 
requirements of GAGAS. However, the 
cognizant or oversight agency for audit 
may judge that any identified material 
weaknesses do not affect the 
management of Federal awards and 
provide a waiver. 

(d) None of the Federal programs had 
audit findings from any of the following 
in either of the preceding two years (or, 
in the case of biennial audits, preceding 
two audit periods) in which they were 
classified as Type A programs: 

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

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

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

Appendix A to Part —Data 
Collection Form (Form SF -SAC) 

[insert SF-SAC after finalized] 

Appendix B to Part —Circular A -
133 Compliance Supplement 

Note: Provisional OMB Circular A-133 
Compliance Supplement is available from the 
Office of Administration, Publications Office, 
room 2200, New Executive Office Building. 
Washington, DC 20503. 

[FR Doc. 97-16965 Filed 6-27-97; 8:45 am] 
BILLING CODE 3110-01-P 
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APPENDIX C 
Illustrative Schedules of Expenditures 
of Federal Awards 

Example Entity 
Schedule of Expenditures of Federal Awards1 

For the Year Ended June 30, 19X12 

Federal Pass-Through 
Federal Grantor/Pass-Through CFDA Entity Identifying Federal 
Grantor/Program or Cluster Title Number3 Number4 Expenditures5 

U.S. Department of Agriculture: 

Summer Food Service Program 
for Children—Commodities 10.559 $ 46,000 

Total U.S. Department 
of Agriculture $ 46,000 

U.S. Department of Housing 
and Urban Development: 

Community Development 
Block Grant—Entitlement 
Grants (note 2) 14.218 $1,235,632 

Section 8 Rental Voucher 
Program 14.855 800.534 

continued 

1. To meet state or other requirements, auditees may decide to include certain nonfederal 
awards (for example, state awards) in this schedule. If such nonfederal data are pre-
sented, they should be segregated and clearly designated as nonfederal. The title of the 
schedule should also be modified to indicate that nonfederal awards are included. 

2. Additional guidance on the schedule is provided in chapter 5 which includes a discussion 
of the identification of federal awards, the general presentation requirements governing 
the schedule, pass-through awards, noncash awards, and endowment funds. Chapter 5 
also includes a discussion of the auditor's responsibility for reporting on the schedule. 

3. When the CFDA number is not available, the auditee should indicate that the CFDA num-
ber is not available and include in the schedule the program's name and, if available, 
other identifying number. 

4. When awards are received as a subrecipient, the identifying number assigned by the pass-
through entity should be included in the schedule. 

5. Circular A-133 requires that the value of federal awards expended in the form of non-
cash assistance, the amount of insurance in effect during the year, and loans or loan 
guarantees outstanding at year end be included in either the schedule or a note to the 
schedule. Although it is not required, Circular A-133 states that it is preferable to pre-
sent this information in the schedule (versus the notes to the schedule). If the auditee 
presents noncash assistance in the notes to the schedule, the auditor should be aware 
that such amounts must still be included in part III of the data collection form. 
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Example Entity 
Schedule of Expenditures of Federal Awards 

For the Year Ended June 30, 19X1 
(continued) 

Federal Grantor/Pass-Through 
Grantor/Program or Cluster Title 

Federal 
CFDA 

Number 

Pass-Through 
Entity Identifying 

Number 
Federal 

Expenditures 

Total U.S. Department of Housing 
and Urban Development 

U.S. Department of Education: 
Impact Aid 84.041 
Bilingual Education 84.288 

Subtotal Direct Programs 
Pass-Through Program From: 

State Department of Education— 
Title I Grants to Local 
Educational Agencies 84.010 

Total U.S. Department 
of Education 

Total Expenditures of 
Federal Awards 

23-8345-7612 

$2,036,166 

$ 372,555 
28,655 

$ 401,210 

$1,239,398 

$1,640,608 

$3,722,774 

The accompanying notes are an integral part of this schedule. 
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Example Entity 
Notes to the Schedule of Expenditures of Federal Awards 

For the Year Ended June 30, 19X1 

Note 1. Basis of Presentation6 

The accompanying schedule of expenditures of federal awards includes the fed-
eral grant activity of Example Entity and is presented on the [identify basis of 
accounting]. The information in this schedule is presented in accordance with 
the requirements of OMB Circular A-133, Audits of States, Local Governments, 
and Non-Profit Organizations. Therefore, some amounts presented in this 
schedule may differ from amounts presented in, or used in the preparation of, 
the [general-purpose or basic] financial statements. 

Note 2. Subrecipients7 

Of the federal expenditures presented in the schedule, Example Entity provided 
federal awards to subrecipients as follows: 

Federal CFDA Amount Provided 
Program Title Number to Subrecipients 

Community Development Block 
Grant—Entitlement Grants 14.218 $423,965 

6. This note is included to meet the Circular A-133 requirement that the schedule include 
notes that describe the significant accounting policies used in preparing the schedule. 

7. Circular A-133 requires the schedule of expenditures of federal awards to include, to the 
extent practical, an identification of the total amount provided to subrecipients from 
each federal program. Although this example includes the required subrecipient infor-
mation in the notes to the schedule, the information may be included on the face of the 
schedule as a separate column or section, if that is preferred by the auditee. 
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Example Entity University 
Schedule of Expenditures of Federal Awards8 

For the Year Ended June 30, 19X19 

Federal Pass-Through 
Federal Grantor/Pass-Through CFDA Entity Identifying Federal 
Grantor/Program or Cluster Title Number10 Number11 Expenditures12 

Student Financial Aid—Cluster: 

U.S. Department of Education: 

Federal Pell Grant Program 84.063 $ 8,764,943 

Federal Supplemental Educa-
tional Opportunity Grant 84.007 974,873 

Federal Work-Study Program 84.033 575,417 

Federal Perkins Loan Program 
(note 2) 84.038 1,548,343 

Total U.S. Department 
of Education $11,863,576 

U.S. Department of Health and 
Human Services: 

Nursing Student Loans (note 2) 93.364 $ 823,582 

Total U.S. Department of Health 
and Human Services $ 823,582 

Total Student Financial Aid $12,687,158 

Research and Development— 
Cluster:13 

U.S. Department of Defense: 

Department of Army N.A. $ 87,403 

Office of Naval Research N.A. 73,107 

Subtotal Direct Programs $ 160,510 

Pass-Through Programs From: 

XYZ Labs—Effects of Ice on 
Radar Images N.A. 4532 $ 11,987 

Total U.S. Department of Defense $ 172,497 

National Science Foundation: 

National Science Foundation 
(note 3) N.A. $ 432,111 

8. See note 1. 
9. See note 2. 

10. See note 3. 
11. See note 4. 
12. See note 5. 
13. For R&D, Circular A-133 requires that total federal awards expended must be shown 

either by individual award or by federal agency and major subdivision within the fed-
eral agency. This example illustrates the federal agency and major subdivision option. 
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Example Entity University 
Schedule of Expenditures of Federal Awards 

For the Year Ended June 30, 19X1 
(continued) 

Federal Pass-Through 
Federal Grantor/Pass-Through CFDA Entity Identifying Federal 
Grantor/Program or Cluster Tide Number Number Expenditures 

Pass-Through Programs From: 

ABC University—Atmospheric 
Effects of Volcano Eruptions 

Total National Science Foundation 

U.S. Department of Health 
and Human Services: 

National Institutes of Health 

Administration on Aging 
(note 3) 

Subtotal Direct Programs 

Pass-Through Programs From: 

ABC Hospital—Heart Research 

State Health Department— 
Food Safety Research 

Subtotal Pass-Through Programs 

Total U.S. Department of Health 
and Human Services 

Total Research and Development 

Other Programs: 

U.S. Department of Energy: 

Educational Exchange—University 
Lectures and Research 

Total U.S. Department of Energy 

U.S. Department of Education: 

TRIO Talent Search 

Safe and Drug-Free Schools 
and Communities 

Subtotal Direct Programs 

Pass-Through Programs From: 

State Department of 
Education—Vocational 
Education Basic Grant 

State Department of 
Education—Tech-Prep 
Education 

Subtotal Pass-Through Programs 

N.A. Abc97-8 $ 25,987 

$ 458,098 

$ 675,321 

N.A. 234,987 

$ 910,308 

N.A. 5489-5 $ 432,765 

N.A. SG673-45 123,987 

$ 556,752 

$ 1,467,060 

$ 2,097,655 

82.002 $ 17,823 

$ 17,823 

84.044 $ 308,465 

84.184 59,723 

$ 368,188 

84.048 874-90-5473 $ 3,115 

84.243 25-8594-2167 176,885 

$ 180,000 
continued 

N.A. 
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Example Entity University 
Schedule of Expenditures of Federal Awards 

For the Year Ended June 30, 19X1 
(continued) 

Federal Pass-Through 
Federal Grantor/Pass-Through CFDA Entity Identifying Federal 
Grantor/Program or Cluster Title Number Number Expenditures 

Total U.S. Department 
of Education $ 548,188 

Total Other Programs $ 566,011 

Total Expenditures of 
Federal Awards $15,350,824 

N.A. = Not Available 

The accompanying notes are an integral part of this schedule. 
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Example Entity University 
Notes to the Schedule of Expenditures of Federal Awards 

For the Year Ended June 30, 19X1 

Note 1. Basis of Presentation14 

The accompanying schedule of expenditures of federal awards includes the 
federal grant activity of Example Entity University and is presented on the 
[identify basis of accounting]. The information in this schedule is presented in 
accordance with the requirements of OMB Circular A-133, Audits of States, 
Local Governments, and Non-Profit Organizations. Therefore, some amounts 
presented in this schedule may differ from amounts presented in, or used in 
the preparation of, the [general-purpose or basic] financial statements. 

Note 2. Loans Outstanding15 

Example Entity University had the following loan balances outstanding at June 
30, 19X1. These loan balances outstanding are also included in the federal 
expenditures presented in the schedule. 

Cluster/Program Title 

Federal Perkins Loan Program 

Nursing Student Loans 

Federal CFDA Amount 
Number Outstanding 

84.038 $1,268,236 

93.364 $ 763,127 

Note 3. Subrecipients16 

Of the federal expenditures presented in the schedule, Example Entity Univer-
sity provided federal awards to subrecipients as follows: 

Amount 
Federal CFDA Provided to 

Program Title Number Subrecipients 

National Science Foundation N.A. $236,403 

Administration on Aging N.A. $138,095 

14. See note 6. 
15. This note is intended to meet the Circular A-133 requirement that loans or loan guaran-

tees outstanding at year end be included in the schedule. 
16. See note 7. 
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APPENDIX D 
Illustrative Auditor's Reports 

D.1 This appendix contains examples of the reports issued 
under GAAS, Government Auditing Standards, and Circu-
lar A-133 in various circumstances for a single audit. Also 
included are examples of the reports issued for a program-
specific audit. 

D.2 As discussed in chapter 10, reporting on a financial statement 
audit and on the compliance requirements applicable to each 
major program involves varying levels of materiality and dif-
ferent forms of reporting. Circular A-133 states that the audi-
tor's report(s) may be in the form of either combined or 
separate reports and may be organized differently from the 
manner presented in the circular. In an effort to make the re-
ports understandable and to reduce the number of reports is-
sued, this SOP recommends that the following reports be 
issued for a single audit (the basic elements of each of the 
recommended reports are discussed in chapter 10): 

• An opinion on the financial statements and on the sup-
plementary schedule of expenditures of federal awards 

• A report on compliance and on the internal control 
over financial reporting based on an audit of finan-
cial statements performed in accordance with Gov-
ernment Auditing Standards 

• A report on compliance with requirements applicable 
to each major program and on the internal control 
over compliance in accordance with Circular A-133 

D.3 Furthermore, as discussed in chapter 11, this SOP recom-
mends that the following reports be issued for a program-
specific audit (see paragraph 11.10 for a discussion of the 
possible issuance of a separate report to meet the reporting 
requirements of Government Auditing Standards): (a) an 
opinion on the financial statement(s) of the federal program 
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and (b) a report on compliance with requirements applica-
ble to the federal program and on the internal control over 
compliance in accordance with the program-specific audit 
option under Circular A-133. 

D.4 Auditors need to understand the intended purpose of the 
reports and should tailor the reporting to the specific audi-
tee's situation. Because the reports issued to comply with 
Circular A-133 involve varying levels of materiality and dif-
ferent forms of reporting, auditors should exercise care in 
issuing reports to ensure that they meet all of the varying 
reporting requirements of GAAS, Government Auditing 
Standards, and Circular A-133. Professional judgment 
should be exercised in any situation not specifically ad-
dressed in this SOP. 

D.5 The following example auditor's reports illustrate the types 
of reports to be issued in selected situations. Chapters 10 
and 11 of this SOP include discussions of certain of the sit-
uations and the resulting reports contained herein. For ad-
ditional guidance the auditor should refer to SAS No. 58, 
Reports on Audited Financial Statements. 

D.6 The following is a list of the example reports in this appendix: 

Example No. Title 

1 Unqualified Opinion on General-Purpose Financial Statements 
and Supplementary Schedule of Expenditures of Federal 
Awards—Governmental Entity 

la Unqualified Opinion on Financial Statements and Supple-
mentary Schedule of Expenditures of Federal Awards— 
Not-for-Profit Organization 

2 Report on Compliance and on Internal Control Over Financial 
Reporting Based on an Audit of Financial Statements Per-
formed in Accordance With Government Auditing Standards 
(No Reportable Instances of Noncompliance and No Mater-
ial Weaknesses [No Reportable Conditions Identified]) 

2a Report on Compliance and on Internal Control Over Financial 
Reporting Based on an Audit of Financial Statements Per-
formed in Accordance With Government Auditing Standards 
(Reportable Instances of Noncompliance and Reportable 
Conditions Identified) 

3 Report on Compliance With Requirements Applicable to 
Each Major Program and on Internal Control Over Compliance 
in Accordance With OMB Circular A-133 (Unqualified Opinion 
on Compliance and No Material Weaknesses [No Reportable 
Conditions Identified]) 
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Example No. Title 
3a Report on Compliance With Requirements Applicable to Each 

Major Program and on Internal Control Over Compliance in 
Accordance With OMB Circular A-133 (Qualified Opinion on 
Compliance and Reportable Conditions Identified) 

4 Report on Compliance With Requirements Applicable to Each 
Major Program and on Internal Control Over Compliance in 
Accordance With OMB Circular A-133 (Qualified Opinion 
on Compliance—Scope Limitation for One Major Program, 
Unqualified Opinion on Compliance for Other Major Programs, 
Reportable Conditions Identified) 

5 Report on Compliance With Requirements Applicable to 
Each Major Program and on Internal Control Over Compliance 
in Accordance With OMB Circular A-133 (Adverse Opinion 
on Compliance for One Major Program, Unqualified Opinion 
on Compliance for Other Major Programs, and Material 
Weaknesses Identified) 

6 Unqualified Opinion on the Financial Statement of a Federal 
Program in Accordance With the Program-Specific Audit 
Option Under OMB Circular A-133 

6a Report on Compliance With Requirements Applicable to the 
Federal Program and on Internal Control Over Compliance 
in Accordance With the Program-Specific Audit Option Under 
OMB Circular A-133 (Unqualified Opinion on Compliance and 
No Material Weaknesses [No Reportable Conditions Identified]) 
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Example 1. Unqualified Opinion on General-Purpose 
Financial Statements and Supplementary Schedule of 
Expenditures of Federal Awards—Governmental Entity1 

Independent Auditor's Report 

[Addressee] 

We have audited the accompanying general-purpose finan-
cial statements of the City of Example, Any State, as of and 
for the year ended June 30, 19X1, as listed in the table of 
contents. These general-purpose financial statements are 
the responsibility of the City of Example's management. 
Our responsibility is to express an opinion on these gen-
eral-purpose financial statements based on our audit. 

We conducted our audit in accordance with generally ac-
cepted auditing standards and the standards applicable to 
financial audits contained in Government Auditing Stan-
dards,2 issued by the Comptroller General of the United 
States. Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence sup-
porting the amounts and disclosures in the financial state-
ments. An audit also includes assessing the accounting 
principles used and the significant estimates made by man-
agement, as well as evaluating the overall financial state-
ment presentation. We believe that our audit provides a 
reasonable basis for our opinion. 

In our opinion, the general-purpose financial statements 
referred to above present fairly, in all material respects, the 
financial position of the City of Example, Any State, as of 
June 30, 19X1, and the results of its operations and the 
cash flows of its proprietary fund types and nonexpendable 
trust funds for the year then ended in conformity with gen-
erally accepted accounting principles. 

1. Auditors may also refer to the AICPA Audit and Accounting Guide Audits of State and 
Local Governmental Units for additional guidance on reporting on the general-purpose 
financial statements of a government. 

2. The standards applicable to financial audits include the general, fieldwork, and report-
ing standards described in chapters 3, 4, and 5 of Government Auditing Standards. 
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In accordance with Government Auditing Standards, we 
have also issued our report dated [date of report] on our con-
sideration of the City of Example's internal control over fi-
nancial reporting and on our tests of its compliance with 
certain provisions of laws, regulations, contracts, and grants.3 

The accompanying schedule of expenditures of federal 
awards4 is presented for purposes of additional analysis as 
required by U.S. Office of Management and Budget Circular 
A-133, Audits of States, Local Governments, and Non-Profit 
Organizations, and is not a required part of the general-
purpose financial statements. Such information has been 
subjected to the auditing procedures applied in the audit of 
the general-purpose financial statements and, in our opin-
ion, is fairly stated, in all material respects, in relation to the 
general-purpose financial statements taken as a whole.5 

[Signature] 

[Date] 

3. The following paragraph should be deleted if the schedule of expenditures of federal 
awards is not presented with the general-purpose financial statements (that is, a sepa-
rate single audit package is issued). In such a circumstance, the required reporting on 
the schedule may be incorporated in the report issued to meet the requirements of 
Circular A-133. See notes 34 and 40 for additional guidance. 

4. If the auditor is reporting on additional supplementary information (for example, com-
bining and individual fund and account group financial statements and schedules), this 
paragraph should be modified to describe the additional supplementary information. The 
example reports in appendix A of the AICPA Audit and Accounting Guide Audits of State 
and Local Governmental Units and SAS No. 29, Reporting on Information Accompany-
ing the Basic Financial Statements in Auditor-Submitted Documents (AICPA, Profes-
sional Standards, vol. 1, AU sec. 551) provide useful guidance. 

5. When reporting on the supplementary information, the auditor should consider the ef-
fect of any modifications to the report on the general-purpose financial statements. 
Furthermore, if the report on supplementary information is other than unqualified, 
this paragraph should be modified. Guidance for reporting in these circumstances is 
described in paragraphs 9 through 11 and 13 through 14 of SAS No. 29 (AICPA, Profes-
sional Standards, vol. 1, AU secs. 551.09-11 and 551.13-14). 
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Example 1a. Unqualified Opinion on Financial 
Statements and Supplementary Schedule of Expenditures 
of Federal Awards—Not-for-Profit Organization6 

Independent Auditor's Report 

[Addressee] 

We have audited the accompanying statement of financial 
position of Example NFP as of June 30, 19X1, and the re-
lated statements of activities and cash flows7 for the year 
then ended. These financial statements are the responsibil-
ity of Example NFP's management. Our responsibility is to 
express an opinion on these financial statements based on 
our audit. 

We conducted our audit in accordance with generally ac-
cepted auditing standards and the standards applicable to 
financial audits contained in Government Auditing Stan-
dards,8 issued by the Comptroller General of the United 
States. Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence sup-
porting the amounts and disclosures in the financial state-
ments. An audit also includes assessing the accounting 
principles used and the significant estimates made by man-
agement, as well as evaluating the overall financial state-
ment presentation. We believe that our audit provides a 
reasonable basis for our opinion. 

In our opinion, the financial statements referred to above 
present fairly, in all material respects, the financial position 
of Example NFP as of June 30, 19X1, and the changes in its 
net assets and its cash flows for the year then ended in con-
formity with generally accepted accounting principles. 

6. Auditors may also refer to the AICPA Audit and Accounting Guide Not-For-Profit Orga-
nizations for additional guidance on reporting on the financial statements of a not-for-
profit organization. 

7. If the not-for-profit organization is a voluntary health and welfare organization, this 
phrase should be modified to state "and the related statements of activities, functional 
expenses and cash flows." 

8. See note 2. 
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In accordance with Government Auditing Standards, we 
have also issued our report dated [date of report] on our 
consideration of Example NFP's internal control over finan-
cial reporting and on our tests of its compliance with cer-
tain provisions of laws, regulations, contracts, and grants.9 

The accompanying schedule of expenditures of federal 
awards10 is presented for purposes of additional analysis as 
required by U.S. Office of Management and Budget Circular 
A-133, Audits of States, Local Governments, and Non-Profit 
Organizations, and is not a required part of the basic finan-
cial statements. Such information has been subjected to 
the auditing procedures applied in the audit of the basic fi-
nancial statements and, in our opinion, is fairly stated, in 
all material respects, in relation to the basic financial state-
ments taken as a whole.11 

[Signature] 

[Date] 

9. See note 3. 
10. If the auditor is reporting on additional supplementary information (for example, a 

comparison of actual and budgeted expenses), this paragraph should be modified to de-
scribe the additional supplementary information. SAS No. 29 provides useful guidance. 

11. See note 5. 
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Example 2. Report on Compliance and on Internal 
Control Over Financial Reporting12 Based on an Audit 
of Financial Statements Performed in Accordance 
With Government Auditing Standards (No Reportable 
Instances of Noncompliance and No Material 
Weaknesses [No Reportable Conditions Identified])13 

[Addressee] 

We have audited the financial statements of Example En-
tity as of and for the year ended June 30, 19X1, and have 
issued our report thereon dated August 15,19X1.14 We con-
ducted our audit in accordance with generally accepted au-
diting standards and the standards applicable to financial 
audits contained in Government Auditing Standards,15 is-
sued by the Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable assurance about whether 
Example Entity's financial statements are free of material 
misstatement, we performed tests of its compliance with 
certain provisions of laws, regulations, contracts, and 
grants, noncompliance with which could have a direct and 
material effect on the determination of financial statement 
amounts. However, providing an opinion on compliance 
with those provisions was not an objective of our audit, and 
accordingly, we do not express such an opinion. The re-
sults of our tests disclosed no instances of noncompliance 

12. See paragraph 4.12 for a description of internal control over financial reporting. 
13. The auditor should use the portions of examples 2 and 2a that apply to a specific audi-

tee situation. For example, if the auditor will be giving an unqualified opinion on com-
pliance but has identified reportable conditions, the compliance section of this report 
would be used along with the internal control section of example 2a. Alternatively, if 
the auditor will be giving a qualified opinion on compliance but has not identified re-
portable conditions, the internal control section of this report would be used along 
with the compliance section of example 2a. 

14. Describe any departure from the standard report (for example, a qualified opinion, a 
modification as to consistency because of a change in accounting principle, or a refer-
ence to the report of other auditors). 

15. See note 2. 
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that are required to be reported under Government Audit-
ing Standards.16, 17 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered Ex-
ample Entity's internal control over financial reporting in 
order to determine our auditing procedures for the purpose 
of expressing our opinion on the financial statements and 
not to provide assurance on the internal control over finan-
cial reporting. Our consideration of the internal control 
over financial reporting would not necessarily disclose all 
matters in the internal control over financial reporting that 
might be material weaknesses. A material weakness is a 
condition in which the design or operation of one or more 
of the internal control components does not reduce to a 
relatively low level the risk that misstatements in amounts 
that would be material in relation to the financial state-
ments being audited may occur and not be detected within 
a timely period by employees in the normal course of per-
forming their assigned functions. We noted no matters in-
volving the internal control over financial reporting and its 
operation that we consider to be material weaknesses.18 

16. See paragraphs 5.18 and 5.19 of Government Auditing Standards for the criteria for 
reporting. 

17. If the auditor has issued a separate letter to management to communicate matters 
that do not meet the criteria for reporting in paragraph 5.18 of Government Auditing 
Standards, this paragraph should be modified to include a statement such as the fol-
lowing: "However, we noted certain immaterial instances of noncompliance, which we 
have reported to management of Example Entity in a separate letter dated August 15, 
19X1." This reference to management is intended to be consistent with paragraph 
5.20 of Government Auditing Standards which indicates that communications to 
"top" management should be referred to. 

18. If the auditor has issued a separate letter to management to communicate other matters 
involving the design and operation of the internal control over financial reporting, this 
paragraph should be modified to include a statement such as the following: "However, 
we noted other matters involving the internal control over financial reporting, which we 
have reported to management of Example Entity in a separate letter dated August 15, 
19X1." This reference is not intended to preclude the auditor from including other mat-
ters in the separate letter to management. Furthermore, the reference to management is 
intended to be consistent with paragraph 5.28 of Government Auditing Standards 
which indicates that communications to "top" management should be referred to. 
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This report is intended for the information of the audit 
committee, management, [specify legislative or regulatory 
body], and federal awarding agencies and pass-through en-
tities.19 However, this report is a matter of public record 
and its distribution is not limited.20 

[Signature] 

[Date] 

19. If this report is issued for an audit that is not subject to Circular A-133, this sentence 
should be modified as follows: "This report is intended for the information of the audit 
committee, management, and [specify legislative or regulatory body]." 

20. If the report is not a matter of public record, this sentence should be deleted. 
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Example 2a. Report on Compliance and on Internal 
Control Over Financial Reporting21 Based on an 
Audit of Financial Statements Performed in 
Accordance With Government Auditing Standards 
(Reportable Instances of Noncompliance and 
Reportable Conditions Identified)22 

[Addressee] 

We have audited the financial statements of Example En-
tity as of and for the year ended June 30, 19X1, and have 
issued our report thereon dated August 15, 19X1.23 We con-
ducted our audit in accordance with generally accepted audit-
ing standards and the standards applicable to financial audits 
contained in Government Auditing Standards ,24 issued by 
the Comptroller General of the United States. 

Compliance 

As part of obtaining reasonable assurance about whether Ex-
ample Entity's financial statements are free of material mis-
statement, we performed tests of its compliance with certain 
provisions of laws, regulations, contracts, and grants, non-
compliance with which could have a direct and material ef-
fect on the determination of financial statement amounts. 
However, providing an opinion on compliance with those 
provisions was not an objective of our audit, and accord-
ingly, we do not express such an opinion. The results of our 
tests disclosed instances of noncompliance that are required 
to be reported under Government Auditing Standards25 and 
which are described in the accompanying schedule of find-
ings and questioned costs as items [list the reference num-
bers of the related findings, for example, 97-2 and 97-5].26 

21. See note 12. 
22. See note 13. 
23. See note 14. 
24. See note 2. 
25. See note 16. 
26. If the auditor has issued a separate letter to management to communicate matters that 

do not meet the criteria for reporting in paragraph 5.18 of Government Auditing Stan-
dards, this paragraph should be modified to include a statement such as the following: 
"We also noted certain immaterial instances of noncompliance, which we have re-
ported to management of Example Entity in a separate letter dated August 15, 19X1." 
This reference to management is intended to be consistent with chapter 5, paragraph 
5.20, of Government Auditing Standards, which indicates that communications to 
"top" management should be referred to. 
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Internal Control Over Financial Reporting 

In planning and performing our audit, we considered Example 
Entity's internal control over financial reporting in order to 
determine our auditing procedures for the purpose of express-
ing our opinion on the financial statements and not to provide 
assurance on the internal control over financial reporting. 
However, we noted certain matters involving the internal con-
trol over financial reporting and its operation that we consider 
to be reportable conditions. Reportable conditions involve 
matters coming to our attention relating to significant defi-
ciencies in the design or operation of the internal control over 
financial reporting that, in our judgment, could adversely af-
fect Example Entity's ability to record, process, summarize, 
and report financial data consistent with the assertions of 
management in the financial statements. Reportable condi-
tions are described in the accompanying schedule of findings 
and questioned costs as items [list the reference numbers of 
the related findings, for example, 97-1, 97-4, and 97-8]. 

A material weakness is a condition in which the design or 
operation of one or more of the internal control compo-
nents does not reduce to a relatively low level the risk that 
misstatements in amounts that would be material in rela-
tion to the financial statements being audited may occur 
and not be detected within a timely period by employees in 
the normal course of performing their assigned functions. 
Our consideration of the internal control over financial re-
porting would not necessarily disclose all matters in the in-
ternal control that might be reportable conditions and, 
accordingly, would not necessarily disclose all reportable 
conditions that are also considered to be material weak-
nesses. However, we believe that none of the reportable 
conditions described above is a material weakness.27, 28 

27. If conditions believed to be material weaknesses are disclosed, the report should iden-
tify the material weaknesses that have come to the auditor's attention. The last sentence 
of this paragraph should be replaced with language such as the following: "However, of 
the reportable conditions described above, we consider items [list the reference num-
bers of the related findings, for example, 97-1 and 97-8\ to be material weaknesses." 

28. If the auditor has issued a separate letter to management to communicate other matters 
involving the design and operation of the internal control over financial reporting, this 
paragraph should be modified to include a statement such as the following: "We also noted 
other matters involving the internal control over financial reporting, which we have re-
ported to management of Example Entity in a separate letter dated August 15, 19X1." This 
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This report is intended for the information of the audit 
committee, management, [specify legislative or regulatory 
body], and federal awarding agencies and pass-through en-
tities.29 However, this report is a matter of public record 
and its distribution is not limited.30 

[Signature] 

[Date] 

reference is not intended to preclude the auditor from including other matters in the sep-
arate letter to management. Furthermore, the reference to management is intended to be 
consistent with paragraph 5.28 of Government Auditing Standards which indicates that 
communications to "top" management should be referred to. 

29. If this report is issued for an audit that is not subject to Circular A-133, this sentence 
should be modified as follows: "This report is intended for the information of the audit 
committee, management, and [specify legislative or regulatory body]." All references 
to the schedule of findings and questioned costs should also be removed, and instead, 
a description of the findings should be included in the report. 

30. See note 20. 
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Example 3. Report on Compliance With Requirements 
Applicable to Each Major Program and on Internal 
Control Over Compliance in Accordance With OMB 
Circular A-133 (Unqualified Opinion on Compliance 
and No Material Weaknesses [No Reportable 
Conditions Identified])31 

[Addressee] 

Compliance 

We have audited the compliance of Example Entity with 
the types of compliance requirements described in the U.S. 
Office of Management and Budget (OMB) Circular A-133 
Compliance Supplement that are applicable to each of its 
major federal programs for the year ended June 30, 19X1. 
Example Entity's major federal programs are identified in 
the summary of auditor's results section of the accompany-
ing schedule of findings and questioned costs. Compliance 
with the requirements of laws, regulations, contracts, and 
grants applicable to each of its major federal programs is 
the responsibility of Example Entity's management. Our 
responsibility is to express an opinion on Example Entity's 
compliance based on our audit. 

We conducted our audit of compliance in accordance with 
generally accepted auditing standards; the standards applic-
able to financial audits contained in Government Auditing 
Standards,32 issued by the Comptroller General of the 
United States; and OMB Circular A-133, Audits of States, 
Local Governments, and Non-Profit Organizations. Those 
standards and OMB Circular A-133 require that we plan and 
perform the audit to obtain reasonable assurance about 
whether noncompliance with the types of compliance re-
quirements referred to above that could have a direct and 
material effect on a major federal program occurred. An 
audit includes examining, on a test basis, evidence about 

31. The auditor should use the portions of examples 3 and 3a that apply to a specific audi-
tee situation. For example, if the auditor will be giving an unqualified opinion on com-
pliance but has identified reportable conditions, the compliance section of this report 
would be used along with the internal control section of example 3a. Alternatively, if 
the auditor will be giving a qualified opinion on compliance but has not identified 
reportable conditions, the internal control section of this report would be used along 
with the compliance section of example 3a. 

32. See note 2. 
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Example Entity's compliance with those requirements and 
performing such other procedures as we considered neces-
sary in the circumstances. We believe that our audit pro-
vides a reasonable basis for our opinion. Our audit does not 
provide a legal determination of Example Entity's compli-
ance with those requirements. 

In our opinion, Example Entity complied, in all material 
respects, with the requirements referred to above that are 
applicable to each of its major federal programs for the year 
ended June 30, 19X1. However, the results of our auditing 
procedures disclosed instances of noncompliance with 
those requirements, which are required to be reported in 
accordance with OMB Circular A-133 and which are de-
scribed in the accompanying schedule of findings and ques-
tioned costs as items [list the reference numbers of the 
related findings, for example, 97-3 and 9 7-6].33 

Internal Control Over Compliance 

The management of Example Entity is responsible for es-
tablishing and maintaining effective internal control over 
compliance with the requirements of laws, regulations, 
contracts, and grants applicable to federal programs. In 
planning and performing our audit, we considered Example 
Entity's internal control over compliance with require-
ments that could have a direct and material effect on a 
major federal program in order to determine our auditing 
procedures for the purpose of expressing our opinion on 
compliance and to test and report on the internal control 
over compliance in accordance with OMB Circular A-133. 

Our consideration of the internal control over compliance 
would not necessarily disclose all matters in the internal 
control that might be material weaknesses. A material 
weakness is a condition in which the design or operation of 
one or more of the internal control components does not re-
duce to a relatively low level the risk that noncompliance 
with applicable requirements of laws, regulations, con-
tracts, and grants that would be material in relation to a 
major federal program being audited may occur and not be 

33. When there are no such instances of noncompliance identified in the schedule of findings 
and questioned costs, the last sentence should be omitted. 
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detected within a timely period by employees in the normal 
course of performing their assigned functions. We noted no 
matters involving the internal control over compliance and 
its operation that we consider to be material weaknesses.34 

This report is intended for the information of the audit 
committee, management, [specify legislative or regulatory 
body], and federal awarding agencies and pass-through en-
tities. However, this report is a matter of public record and 
its distribution is not limited.35 

[Signature] 

[Date] 

34. As noted in notes 3 and 9, there may be instances in which it would be appropriate to 
report on the schedule of expenditures of federal awards in this report (that is, a sep-
arate single audit package is issued). In such a circumstance, a new section should be 
added immediately following this paragraph as follows: 

Schedule of Expenditures of Federal Awards 
We have audited the [general-purpose or basic] financial statements of Example 
Entity as of and for the year ended June 30, 19X1, and have issued our report 
thereon dated August 15, 19X1. Our audit was performed for the purpose of 
forming an opinion on the [general-purpose or basic] financial statements 
taken as a whole. The accompanying schedule of expenditures of federal awards 
is presented for purposes of additional analysis as required by OMB Circular 
A-133 and is not a required part of the [general-purpose or basic] financial 
statements. Such information has been subjected to the auditing procedures 
applied in the audit of the [general- purpose or basic] financial statements and, 
in our opinion, is fairly stated, in all material respects, in relation to the [general-
purpose or basic] financial statements taken as a whole. 

Describe any departure from the standard report (for example, a qualified opinion, a 
modification as to consistency because of a change in accounting principle, or a refer-
ence to the report of other auditors). Auditors should also refer to notes 5 and 11 for 
additional guidance. 

35. See note 20. 
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Example 3a. Report on Compliance With Requirements 
Applicable to Each Major Program and on Internal 
Control Over Compliance in Accordance With OMB 
Circular A-133 (Qualified Opinion on Compliance and 
Reportable Conditions Identified)36 

[Addressee] 

Compliance 

We have audited the compliance of Example Entity with 
the types of compliance requirements described in the U.S. 
Office of Management and Budget (OMB) Circular A-133 
Compliance Supplement that are applicable to each of its 
major federal programs for the year ended June 30, 19X1. 
Example Entity's major federal programs are identified in 
the summary of auditor's results section of the accompany-
ing schedule of findings and questioned costs. Compliance 
with the requirements of laws, regulations, contracts, and 
grants applicable to each of its major federal programs is 
the responsibility of Example Entity's management. Our 
responsibility is to express an opinion on Example Entity's 
compliance based on our audit. 

We conducted our audit of compliance in accordance with 
generally accepted auditing standards; the standards applica-
ble to financial audits contained in Government Auditing 
Standards,37 issued by the Comptroller General of the United 
States; and OMB Circular A-133, Audits of States, Local Gov-
ernments, and Non-Profit Organizations. Those standards 
and OMB Circular A-133 require that we plan and perform 
the audit to obtain reasonable assurance about whether non-
compliance with the types of compliance requirements re-
ferred to above that could have a direct and material effect on 
a major federal program occurred. An audit includes examin-
ing, on a test basis, evidence about Example Entity's compli-
ance with those requirements and performing such other 
procedures as we considered necessary in the circumstances. 
We believe that our audit provides a reasonable basis for our 
opinion. Our audit does not provide a legal determination of 
Example Entity's compliance with those requirements. 

36. See note 31. 
37. See note 2. 
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As described in item [list the reference numbers of the re-
lated findings, for example, 97-10] in the accompanying 
schedule of findings and questioned costs, Example Entity 
did not comply with requirements regarding [identify the 
type(s) of compliance requirement] that are applicable to its 
[identify the major federal program]. Compliance with such 
requirements is necessary, in our opinion, for Example Entity 
to comply with the requirements applicable to that program. 

In our opinion, except for the noncompliance described in 
the preceding paragraph, Example Entity complied, in all 
material respects, with the requirements referred to above 
that are applicable to each of its major federal programs for 
the year ended June 30, 19X1.38 

Internal Control Over Compliance 

The management of Example Entity is responsible for es-
tablishing and maintaining effective internal control over 
compliance with the requirements of laws, regulations, 
contracts, and grants applicable to federal programs. In 
planning and performing our audit, we considered Example 
Entity's internal control over compliance with require-
ments that could have a direct and material effect on a 
major federal program in order to determine our auditing 
procedures for the purpose of expressing our opinion on 
compliance and to test and report on the internal control 
over compliance in accordance with OMB Circular A-133. 

We noted certain matters involving the internal control 
over compliance and its operation that we consider to be 
reportable conditions. Reportable conditions involve mat-
ters coming to our attention relating to significant deficien-
cies in the design or operation of the internal control over 
compliance that, in our judgment, could adversely affect 
Example Entity's ability to administer a major federal pro-
gram in accordance with the applicable requirements of 

38. When other instances of noncompliance are identified in the schedule of findings and 
questioned costs as required by Circular A-133, the following sentence should be 
added: "The results of our auditing procedures also disclosed other instances of non-
compliance with those requirements, which are required to be reported in accordance 
with OMB Circular A-133 and which are described in the accompanying schedule of 
findings and questioned costs as items [list the reference numbers of the related find-
ings, for example, 97-3 and 97-6]." 
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laws, regulations, contracts, and grants. Reportable condi-
tions are described in the accompanying schedule of find-
ings and questioned costs as items [list the reference 
numbers of the related findings, for example, 97-7, 97-8, 
and 97-9]. 

A material weakness is a condition in which the design or 
operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that non-
compliance with the applicable requirements of laws, regula-
tions, contracts, and grants that would be material in 
relation to a major federal program being audited may occur 
and not be detected within a timely period by employees in 
the normal course of performing their assigned functions. 
Our consideration of the internal control over compliance 
would not necessarily disclose all matters in the internal 
control that might be reportable conditions and, accord-
ingly, would not necessarily disclose all reportable condi-
tions that are also considered to be material weaknesses. 
However, we believe that none of the reportable conditions 
described above is a material weakness.39, 40 

This report is intended for the information of the audit 
committee, management, [specify legislative or regulatory 
body], and federal awarding agencies and pass-through en-
tities. However, this report is a matter of public record and 
its distribution is not limited.41 

[Signature] 

[Date] 

39. See note 27. 
40. See note 34. 
41. See note 20. 
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Example 4. Report on Compliance With Requirements 
Applicable to Each Major Program and on Internal 
Control Over Compliance in Accordance With OMB 
Circular A-133 (Qualified Opinion on Compliance-
Scope Limitation for One Major Program, Unqualified 
Opinion on Compliance for Other Major Programs, 
Reportable Conditions Identified) 

[Addressee] 

Compliance 

We have audited the compliance of Example Entity with 
the types of compliance requirements described in the U.S. 
Office of Management and Budget (OMB) Circular A-133 
Compliance Supplement that are applicable to each of its 
major federal programs for the year ended June 30, 19X1. 
Example Entity's major federal programs are identified in 
the summary of auditor's results section of the accompany-
ing schedule of findings and questioned costs. Compliance 
with the requirements of laws, regulations, contracts, and 
grants applicable to each of its major federal programs is 
the responsibility of Example Entity's management. Our 
responsibility is to express an opinion on Example Entity's 
compliance based on our audit. 

Except as discussed in the following paragraph, we con-
ducted our audit of compliance in accordance with generally 
accepted auditing standards; the standards applicable to fi-
nancial audits contained in Government Auditing Stan-
dards,42 issued by the Comptroller General of the United 
States; and OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations. Those stan-
dards and OMB Circular A-133 require that we plan and per-
form the audit to obtain reasonable assurance about 
whether noncompliance with the types of compliance re-
quirements referred to above that could have a direct and 
material effect on a major federal program occurred. An 
audit includes examining, on a test basis, evidence about Ex-
ample Entity's compliance with those requirements and per-
forming such other procedures as we considered necessary 

42. See note 2. 
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in the circumstances. We believe that our audit provides a 
reasonable basis for our opinion. Our audit does not provide 
a legal determination of Example Entity's compliance with 
those requirements. 

We were unable to obtain sufficient documentation sup-
porting the compliance of Example Entity with [identify 
the major federal program] regarding [identify the type(s) 
of compliance requirement], nor were we able to satisfy 
ourselves as to Example Entity's compliance with those re-
quirements by other auditing procedures. 

In our opinion, except for the effects of such noncompliance, 
if any, as might have been determined had we been able to 
examine sufficient evidence regarding Example Entity's 
compliance with the requirements of [identify the major 
federal program] regarding [identify the type(s) of compli-
ance requirement], Example Entity complied, in all material 
respects, with the requirements referred to above that are 
applicable to each of its other major federal programs for the 
year ended June 30, 19X1.43 

Internal Control Over Compliance 

The management of Example Entity is responsible for es-
tablishing and maintaining effective internal control over 
compliance with the requirements of laws, regulations, 
contracts, and grants applicable to federal programs. In 
planning and performing our audit, we considered Example 
Entity's internal control over compliance with require-
ments that could have a direct and material effect on a 
major federal program in order to determine our auditing 
procedures for the purpose of expressing our opinion on 
compliance and to test and report on the internal control 
over compliance in accordance with OMB Circular A-133. 

We noted certain matters involving the internal control 
over compliance and its operation that we consider to be 
reportable conditions. Reportable conditions involve mat-
ters coming to our attention relating to significant deficien-
cies in the design or operation of the internal control over 
compliance that, in our judgment, could adversely affect 

43. See note 38. 
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Example Entity's ability to administer a major federal pro-
gram in accordance with the applicable requirements of laws, 
regulations, contracts, and grants. Reportable conditions are 
described in the accompanying schedule of findings and 
questioned costs as items [list the reference numbers of the 
related findings, for example, 97-1, 97-8, and 97-9]. 

A material weakness is a condition in which the design or 
operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that non-
compliance with the applicable requirements of laws, regula-
tions, contracts, and grants that would be material in 
relation to a major federal program being audited may occur 
and not be detected within a timely period by employees in 
the normal course of performing their assigned functions. 
Our consideration of the internal control over compliance 
would not necessarily disclose all matters in the internal 
control that might be reportable conditions and, accord-
ingly, would not necessarily disclose all reportable condi-
tions that are also considered to be material weaknesses. 
However, we believe that none of the reportable conditions 
described above is a material weakness.44, 45 

This report is intended for the information of the audit 
committee, management, [specify legislative or regulatory 
body], and federal awarding agencies and pass-through 
entities. However, this report is a matter of public record 
and its distribution is not limited.46 

[Signature] 

[Date] 

44. See note 27. 
45. See note 34. 
46. See note 20. 
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Example 5. Report on Compliance With Requirements 
Applicable to Each Major Program and on Internal 
Control Over Compliance in Accordance With OMB 
Circular A-133 (Adverse Opinion on Compliance 
for One Major Program, Unqualified Opinion on 
Compliance for Other Major Programs, and Material 
Weaknesses Identified) 

[Addressee] 

Compliance 

We have audited the compliance of Example Entity with 
the types of compliance requirements described in the U.S. 
Office of Management and Budget (OMB) Circular A-133 
Compliance Supplement that are applicable to each of its 
major federal programs for the year ended June 30, 19X1. 
Example Entity's major federal programs are identified in 
the summary of auditor's results section of the accompany-
ing schedule of findings and questioned costs. Compliance 
with the requirements of laws, regulations, contracts, and 
grants applicable to each of its major federal programs is 
the responsibility of Example Entity's management. Our 
responsibility is to express an opinion on Example Entity's 
compliance based on our audit. 

We conducted our audit of compliance in accordance with 
generally accepted auditing standards; the standards ap-
plicable to financial audits contained in Government Au-
diting Standards,47 issued by the Comptroller General of 
the United States; and OMB Circular A-133, Audits of States, 
Local Governments, and Non-Profit Organizations. Those 
standards and OMB Circular A-133 require that we plan 
and perform the audit to obtain reasonable assurance about 
whether noncompliance with the types of compliance re-
quirements referred to above that could have a direct and 
material effect on a major federal program occurred. An 
audit includes examining, on a test basis, evidence about 
Example Entity's compliance with those requirements and 
performing such other procedures as we considered neces-
sary in the circumstances. We believe that our audit pro-
vides a reasonable basis for our opinion. Our audit does not 

47. See note 2. 
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provide a legal determination of Example Entity's compli-
ance with those requirements. 

As described in items [list the reference numbers of the re-
lated findings, for example, 97-10, 97-11, and 97-12] in 
the accompanying schedule of findings and questioned 
costs, Example Entity did not comply with requirements 
regarding [identify the types of compliance requirements] 
that are applicable to its [identify the major federal pro-
gram]. Compliance with such requirements is necessary, 
in our opinion, for Example Entity to comply with require-
ments applicable to that program. 

In our opinion, because of the effects of the noncompliance 
described in the preceding paragraph, Example Entity did 
not comply in all material respects, with the requirements 
referred to above that are applicable to [identify the major 
federal program]. Also, in our opinion, Example Entity 
complied, in all material respects, with the requirements 
referred to above that are applicable to each of its other 
major federal programs for the year ended June 30, 19X1.48 

Internal Control Over Compliance 

The management of Example Entity is responsible for es-
tablishing and maintaining effective internal control over 
compliance with the requirements of laws, regulations, 
contracts, and grants applicable to federal programs. In 
planning and performing our audit, we considered Example 
Entity's internal control over compliance with require-
ments that could have a direct and material effect on a 
major federal program in order to determine our auditing 
procedures for the purpose of expressing our opinion on 
compliance and to test and report on the internal control 
over compliance in accordance with OMB Circular A-133. 

We noted certain matters involving the internal control 
over compliance and its operation that we consider to be 
reportable conditions. Reportable conditions involve mat-
ters coming to our attention relating to significant deficien-
cies in the design or operation of the internal control over 
compliance that, in our judgment, could adversely affect 

48. See note 38. 
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Example Entity's ability to administer a major federal pro-
gram in accordance with the applicable requirements of 
laws, regulations, contracts, and grants. Reportable condi-
tions are described in the accompanying schedule of find-
ings and questioned costs as items [list the reference 
numbers of the related findings, for example, 97-7, 97-8, 
and 97-9]. 

A material weakness is a condition in which the design or 
operation of one or more of the internal control compo-
nents does not reduce to a relatively low level the risk that 
noncompliance with the applicable requirements of laws, 
regulations, contracts, and grants that would be material in 
relation to a major federal program being audited may 
occur and not be detected within a timely period by em-
ployees in the normal course of performing their assigned 
functions. Our consideration of the internal control over 
compliance would not necessarily disclose all matters in the 
internal control that might be reportable conditions and, 
accordingly, would not necessarily disclose all reportable 
conditions that are also considered to be material weak-
nesses. However, of the reportable conditions described 
above, we consider items [list the reference numbers of the 
related findings, for example 97-8 and 97-9] to be material 
weaknesses.49 

This report is intended for the information of the audit 
committee, management, [specify legislative or regulatory 
body], and federal awarding agencies and pass-through enti-
ties. However, this report is a matter of public record and 
its distribution is not limited.50 

[Signature] 

[Date] 

49. See note 34. 
50. See note 20. 

285 



Example 6. Unqualified Opinion on the Financial 
Statement of a Federal Program in Accordance 
With the Program-Specific Audit Option Under 
OMB Circular A-133 

Independent Auditor's Report 

We have audited the accompanying schedule of expendi-
tures of federal awards for the [identify the federal program] 
of Example Entity for the year ended June 30, 19X1. This fi-
nancial statement is the responsibility of Example Entity's 
management. Our responsibility is to express an opinion on 
the financial statement of the program based on our audit.51 

We conducted our audit in accordance with generally ac-
cepted auditing standards; the standards applicable to finan-
cial audits contained in Government Auditing Standards,52 

issued by the Comptroller General of the United States; and 
OMB Circular A-133, Audits of States, Local Governments, 
and Non-Profit Organizations. Those standards and OMB 
Circular A-133 require that we plan and perform the audit 
to obtain reasonable assurance about whether the financial 
statement is free of material misstatement. An audit in-
cludes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statement. An 
audit also includes assessing the accounting principles 
used and the significant estimates made by management, 
as well as evaluating the overall financial statement presen-
tation. We believe that our audit provides a reasonable 
basis for our opinion. 

51. In many cases, the financial statements of the program will consist only of the sched-
ule of expenditures of federal awards (and notes to the schedule), which is the mini-
mum financial statement presentation required by section 235 of Circular A-133. If 
the auditee issues financial statements that consist of more than the schedule, this 
paragraph should be modified to describe the financial statements. Also refer to para-
graph 11.10 for a discussion of the possible necessity to issue a separate report to meet 
the reporting requirements of Government Auditing Standards. 

52. See note 2. 
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In our opinion, the schedule of expenditures of federal awards 
referred to above53 presents fairly, in all material respects, the 
expenditures of federal awards under the [identify the fed-
eral program] in conformity with generally accepted ac-
counting'principles.54, 55 

[Signature] 

[Date] 

53. If the auditee issues financial statements that consist of more than the schedule, this sen-
tence should be modified to identify the results displayed in the financial presentation. 

54. The auditor should follow the guidance in SAS No. 62, Special Reports when the audi-
tee prepares the financial statement of the program in conformity with a basis of ac-
counting other than GAAP. 

55. If a separate report is issued to meet the reporting requirements of Government Au-
diting Standards (see paragraph 11.10), an additional paragraph should be added as 
follows: "In accordance with Government Auditing Standards, we have also issued 
our report dated [date of report] on our consideration of Example Entity's internal 
control over financial reporting and on our tests of its compliance with certain provi-
sions of laws, regulations, contracts, and grants." 
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Example 6a. Report on Compliance With Requirements 
Applicable to the Federal Program and on Internal Control 
Over Compliance in Accordance With the Program-Specific 
Audit Option Under OMB Circular A-13356 (Unqualified 
Opinion on Compliance and No Material Weaknesses 
[No Reportable Conditions Identified] )57 

[Addressee] 

Compliance 

We have audited the compliance of Example Entity with the 
types of compliance requirements described in the U.S. Of-
fice of Management and Budget (OMB) Circular A-133 
Compliance Supplement that are applicable to [identify the 
federal program] for the year ended June 30, 19X1. Compli-
ance with the requirements of laws, regulations, contracts, 
and grants applicable to its major federal program is the 
responsibility of Example Entity's management. Our re-
sponsibility is to express an opinion on Example Entity's 
compliance based on our audit. 

We conducted our audit of compliance in accordance with 
generally accepted auditing standards; the standards ap-
plicable to financial audits contained in Government Audit-
ing Standards,58 issued by the Comptroller General of the 
United States; and OMB Circular A-133, Audits of States, 
Local Governments, and Non-Profit Organizations. Those 
standards and OMB Circular A-133 require that we plan 
and perform the audit to obtain reasonable assurance 
about whether noncompliance with the types of compli-
ance requirements referred to above that could have a di-
rect and material effect on [identify the federal program] 

56. This is an example of a report on a program-specific audit under Circular A-133 when 
no federal audit guide applicable to the program being audited is available. When a fed-
eral audit guide applicable to the program is available, Circular A-133 requires that the 
auditor follow the reporting requirements of that federal audit guide (see paragraph 
11.4 for a discussion of the auditor's responsibility when a program-specific audit 
guide is not current). 

57. If issuing a qualified or adverse opinion on compliance, the auditor should modify the 
compliance section of this report to be consistent with the wording used in examples 
3a or 5, accordingly. If reporting reportable conditions, including material weaknesses, 
the auditor should modify the internal control section of this report to be consistent 
with the wording used in example 3a. 

58. See note 2. 288 



occurred. An audit includes examining, on a test basis, evi-
dence about Example Entity's compliance with those re-
quirements and performing such other procedures as we 
considered necessary in the circumstances. We believe 
that our audit provides a reasonable basis for our opinion. 
Our audit does not provide a legal determination of Exam-
ple Entity's compliance with those requirements. 

In our opinion, Example Entity complied, in all material re-
spects, with the requirements referred to above that are 
applicable to its [identify the federal program] for the year 
ended June 30, 19X1. However, the results of our auditing 
procedures disclosed instances of noncompliance with 
those requirements, which are required to be reported in 
accordance with OMB Circular A-133 and which are de-
scribed in the accompanying schedule of findings and 
questioned costs as items [list the reference numbers of the 
related findings, for example, 97-1 and 9 7-2].59 

Internal Control Over Compliance 

The management of Example Entity is responsible for es-
tablishing and maintaining effective internal control over 
compliance with the requirements of laws, regulations, con-
tracts, and grants applicable to federal programs. In plan-
ning and performing our audit, we considered Example 
Entity's internal control over compliance with require-
ments that could have a direct and material effect on its 
[identify the federal program] in order to determine our au-
diting procedures for the purpose of expressing our opinion 
on compliance and to test and report on the internal control 
over compliance in accordance with OMB Circular A-133. 

Our consideration of the internal control over compliance 
would not necessarily disclose all matters in the internal 
control that might be material weaknesses. A material 
weakness is a condition in which the design or operation of 
one or more of the internal control components does not re-
duce to a relatively low level the risk that noncompliance 
with the applicable requirements of laws, regulations, con-
tracts, and grants that would be material in relation to a 

59. See note 33. 
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major federal program being audited may occur and not be 
detected within a timely period by employees in the normal 
course of performing their assigned functions. We noted no 
matters involving the internal control over compliance and 
its operation that we consider to be material weaknesses. 

This report is intended for the information of the audit 
committee, management, [specify legislative or regulatory 
body], and the federal awarding agency and pass-through 
entity. However, this report is a matter of public record and 
its distribution is not limited.60 

[Signature] 

[Date] 

60. See note 20. 
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APPENDIX E 
Illustrative Schedule of Findings and 
Questioned Costs 

Example Entity 
Schedule of Findings and Questioned Costs 

For the Year Ended June 30, 19X1 

Section I—Summary of Auditor's Results 

Financial Statements 

Type of auditor's report issued: [unqualified, qualified, adverse, or disclaimer) 

Internal control over financial reporting: 

• Material weakness(es) identified? 

• Reportable condition(s) identified 
that are not considered to be 
material weaknesses? 

Noncompliance material to financial 
statements noted? 

Federal Awards 

Internal control over major programs: 

• Material weakness(es) identified? 

• Reportable condition(s) identified 
that are not considered to be material 
weakness(es)? 

Any audit findings disclosed that are 
required to be reported in accordance 
with section 510(a) of Circular A-133? 

yes no 

yes none reported 

yes no 

yes no 

yes none reported 

yes no 

Type of auditor's report issued on compliance for major programs: [unqualified, 
qualified, adverse, or disclaimer]1 

continued 

1. If the audit report for one or more major programs is other than unqualified, indicate 
the type of report issued for each program. For example, if the audit report on major 
program compliance for an auditee having five major programs includes an unqualified 
opinion for three of the programs, a qualified opinion for one program, and a dis-
claimer of opinion for one program, the response to this question could be as follows: 
"Unqualified for all major programs except for [name of program], which was qualified 
and [name of program], which was a disclaimer." 
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Example Entity 
Schedule of Findings and Questioned Costs 

For the Year Ended June 30, 19X1 
(continued) 

Identification of major programs:2 

CFDA Number(s)3 Name of Federal Program or Cluster4 

Dollar threshold used to distinguish 
between type A and type B programs: $ 

Auditee qualified as low-risk auditee? yes no 

2. Major programs should generally be identified in the same order as reported on the 
schedule of expenditures of federal awards. 

3. When the CFDA number is not available, include other identifying number, if applicable. 
4. The name of the federal program or cluster should be the same as that listed in the 

schedule of expenditures of federal awards. For clusters, auditors are only required to 
list the name of the cluster and not each individual program within the cluster. 
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Example Entity 
Schedule of Findings and Questioned Costs 

For the Year Ended June 30, 19X1 
(continued) 

Section II—Financial Statement Findings 

[This section identifies the reportable conditions, material weaknesses, and 
instances of noncompliance related to the financial statements that are 
required to be reported in accordance with paragraphs 5.18 through 5.20 of 
Government Auditing Standards. Auditors should refer to those paragraphs, 
as well as the reports content section of chapter 7 of Government Auditing 
Standards, for additional guidance on preparing this section of the schedule. 

Identify each finding with a reference number.5 If there are no findings, state 
that no matters were reported. Audit findings that relate to both the financial 
statements and federal awards should be reported in both section II and 
section III. However, the reporting in one section may be in summary form 
with a reference to a detailed reporting in the other section of the schedule. 
For example, a material weakness in internal control that effects an entity as 
a whole, including its federal awards, would generally be reported in detail 
in this section. Section III would then include a summary identification of 
the finding and a reference back to the specific finding in this section. Each 
finding should be presented in the following level of detail, as applicable: 

• Criteria or specific requirement 

• Condition 

• Questioned costs 

• Context6 

• Effect 

• Cause 

• Recommendation 

• Management's response7] 

continued 

5. A suggested format for assigning reference numbers is to use the last two digits of the 
fiscal year being audited, followed by a numeric sequence of findings. For example, 
findings identified and reported in the audit of fiscal year 1997 would be assigned ref-
erence numbers of 97-1, 97-2, etc. 

6. Provide sufficient information for judging the prevalence and consequences of the 
finding, such as the relation to the universe of costs and/or the number of items exam-
ined and quantification of audit findings in dollars. 

7. See paragraphs 5.18 through 5.20 and 7.38 through 7.42 of Government Auditing 
Standards for additional guidance on reporting management's response. 
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Example Entity 
Schedule of Findings and Questioned Costs 

For the Year Ended June 30, 19X1 
(continued) 

Section III—Federal Award Findings and Questioned Costs 

[This section identifies the audit findings required to be reported by section 
510(a) of Circular A-133 (for example, reportable conditions, material weak-
nesses, and instances of noncompliance, including questioned costs). Where 
practical, findings should be organized by federal agency or pass-through entity. 

Identify each finding with a reference number.8 If there are no findings, state 
that no matters were reported. Audit findings that relate to both the financial 
statements and federal awards should be reported in both section II and 
section III. However, the reporting in one section may be in summary form 
with a reference to a detailed reporting in the other section of the schedule. 
For example, a finding of noncompliance with a federal program law that is 
also material to the financial statements would generally be reported in 
detail in this section. Section II would then include a summary identification 
of the finding and a reference back to the specific finding in this section. Each 
finding should be presented in the following level of detail, as applicable: 

• Information on the federal program9 

• Criteria or specific requirement (including statutory, regulatory, or 
other citation) 

• Condition10 

• Questioned costs11 

• Context12 

• Effect 

• Cause 

• Recommendation 

• Management's response13] 

8. See note 5. 
9. Provide the federal program (CFDA number and title) and agency, the federal award's 

number and year, and the name of the pass-through entity, if applicable. When this 
information is not available, the auditor should provide the best information available 
to describe the federal award. 

10. Include facts that support the deficiency identified in the audit finding. 
11. Identify questioned costs as required by sections 510(a)(3) and 510(a)(4) of Circular 

A-133. 
12. See note 6. 
13. To the extent practical, indicate when management does not agree with the finding, ques-

tioned cost, or both. 
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