Audit Risk Alert – Single Audit Testing and Reporting

Our Office found single audit testing and reporting deficiencies in the audits of Virginia’s local governments and identified reporting problems in the information sent to the Federal Audit Clearinghouse.  These deficiencies could cause local governments to have their Federal programs re-audited and result in disciplinary action against CPA firms.  The U.S. Department of Health and Human Services (HHS) has conducted similar reviews in other states and found the same problems.  Based on the responses and corrective action to its findings, HHS will report audit firms to the American Institute of Certified Public Accountants (AICPA) for action.  Below is the scope of our review and actions we believe both the local government and their auditor should undertake.

The Auditor of Public Accounts (APA) conducted a review of Single Audit information submitted to the Federal Audit Clearinghouse for Virginia’s local governments for the last four years (1997 through 2000).  Our review included a random sample of twenty-three local governments to determine if the auditor or local government met the following criteria.

· Were Type A programs tested as major federal programs during a three-year period?

· Did the audit meet the 50% Coverage Rule (or 25% for low-risk entities)?

· Was the threshold for Type A programs calculated properly?

· Were federal program clusters as identified in the OMB Compliance Supplement tested?

· Was testing of Type B programs performed, indicating risk-based audit testing of federal programs?

· Did the audit reports agree to the information submitted to the Federal Audit Clearinghouse (i.e. the data collection form)?

· Did the “Audit Summary” of the Schedule of Findings and Questioned Costs contain the required information?

· Was information for each locality in the Federal Audit Clearinghouse for the last four years?

Our review found problems with each of these areas.  We have contacted some of the localities or their auditors for explanations to these problems.  We found there was a misunderstanding or lack of knowledge of the Single Audit Act and OMB Circular A-133 requirements.  Accordingly, we are issuing this Audit Risk Alert to address these concerns.

Were Type A Programs Tested as 

Major Federal Programs During a Three-Year Period?

This question showed the most instances of non-compliance with the Single Audit requirements.  OMB Circular A-133 requires the use of a risk-based approach to determine which federal programs are major programs.  The auditor must identify larger federal programs as Type A programs using the percentages and thresholds outlined in §_.520 of the Circular.  To consider a Type A program low-risk, “…it shall have been audited as a major program in at least one of the two most recent audit periods,” and, in the most recent audit period, it shall have had no audit findings.  

The fact that a Type A program was not Type A in the previous two years is not relevant.  If the Type A program was not audited in the two most recent audit periods, without regard to being Type A or B during those periods, it cannot be considered low-risk and, therefore, must be audited in the current period.  

Did the audit meet the 50% Coverage Rule (or 25% for low-risk entities)?


Most audits complied with the coverage rule; however, there were some reporting issues that made it difficult to determine whether the audit achieved the coverage rule.  These reporting issues included not identifying major programs in the Audit Summary or the data collection form, and not identifying whether the locality was a low-risk entity to know that the 25% rule applied.  

Auditors should properly report major programs and identify whether the locality qualified as a low-risk locality in the “Audit Summary” of the Schedule of Findings and Questioned Costs.  Also, see later discussion of all required reporting elements of the Audit Summary.

Was the Threshold for Type A Programs Calculated Properly?


There were several instances where the auditor calculated Type A program thresholds higher than those calculated using total federal assistance.  Improperly calculating the threshold too high could result in not properly testing some Type A programs as major programs.  The calculation problem could occur when the auditor uses the prior year schedule of federal expenditures or preliminary current year amounts in determining the Type A threshold.  


We also found cases in which the auditor’s calculated Type A threshold was lower than that calculated using total federal assistance.  Again, the auditor may have used prior year or preliminary amounts and not updated the calculation for final total assistance, or in some cases, it appears they chose to use $300,000 even though the actual threshold was higher.  This could cause the auditor to test programs as Type A unnecessarily.  

Auditors should calculate and report the Type A threshold using the total federal expenditures as reported on the data collection form, unless they need to exclude certain large loan and loan guarantees as stipulated in Circular A-133, §_.520, (b)(3).

Were Federal Program Clusters as Identified

in the OMB Compliance Supplement Tested?


For two clusters (Food Stamp Cluster – Programs 10.551 and 10.561) and (Child Nutrition Cluster – Programs 10.553, 10.555, 10.556, and 10.559), we found inconsistent treatment of the programs within these clusters.  We could not determine whether the auditor did not test all programs within the cluster or failed to properly report the programs within the cluster.  For example, the auditor would report Program 10.555 – National School Lunch Program as a major program, but not Program 10.553 –National School Breakfast Program.  We also noted the same problem with Program 10.561 – State Administrative Matching Grants for Food Stamp Program when Program 10.551 – Food Stamps was a major program.  

Auditors should determine major programs using the clusters as defined in OMB Circular A-133, §_.105 and Part 5 of the Compliance Supplement.  §_.105 states that a “cluster of programs shall be considered as one program for determining major programs.”  

Was Testing of Type B Programs Being Performed,

Indicating Risk-Based Audit Testing of Federal Programs?


OMB Circular A-133, §_.520, “Major Program Determination,” requires the use of a risk-based approach, which includes the replacement and testing of high-risk Type B programs in place of low-risk Type A programs.  Therefore, the auditor must perform a risk assessment of federal programs to determine the associated risk.


Without a review of the working papers, it is difficult to definitely state that auditors did not properly perform risk assessments and test Type B when appropriate.  However, our review would seem to indicate that some auditors are not applying risk-based audit testing as intended.  This is evident when Type B programs for some localities yet they have no audit findings and may be low-risk auditees.

Auditors should use a risk-based approach to determine which federal programs are major programs.  Auditors should select and audit high-risk Type B programs using the options outlined in OMB Circular A-133, §_.520 (e), while ensuring that the percentage of coverage rule is met.
Did the Audit Reports Agree to the Information Submitted to the 

Federal Audit Clearinghouse (i.e., the data collection form)?


For some localities, we found inconsistencies between the information reported in the Federal Audit Clearinghouse and the audit report.  Examples of these problems include differences in the CFDA numbers used to identify federal programs, differences in the amounts reported for the federal program, and programs not reported to the Federal Audit Clearinghouse.  We also found major programs not properly identified on the data collection form.  

Auditors should ensure that the information reported in the Schedule of Federal Awards, the “Audit Summary” of the Schedule of Findings and Questioned Costs, and the data collection form submitted to the Federal Audit Clearinghouse is in agreement.

Did the “Audit Summary” of the Schedule of Findings and Questioned Costs 

Contain the Required Information?


OMB Circular A-133, §_.505 (d)(1), requires that the Schedule of Findings and Questioned Costs include a Summary of the Auditor’s Results with the following:

i. The type of report the auditor issued on the financial statements;

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;

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;

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.

Our review of the “Audit Summary” in audit reports did not always have the required disclosures.  Some summaries did not report the Type A/Type B dollar threshold, identification of low-risk auditee, or identification of major programs.  In one instance, the audit report did not have an audit summary.

Auditors must ensure that the Schedule of Findings and Questioned Costs has the “Audit Summary” with all the reporting elements required in OMB Circular A-133, §_.505 (d)(1).

Was Information for Each Locality in the 

Federal Audit Clearinghouse for the Last Four Years?


For each of the last four years (1997 through 2000), there were localities that did not submit a data collection form to the Federal Audit Clearinghouse or the Clearinghouse did not approve the submitted information for its database. 

The locality should submit timely to the Federal Audit Clearinghouse the data collection form and one copy of the reporting package described in paragraphs (b) and (c) OMB Circular A-133, §_.320.  The locality should verify that its data collection form has been accepted and is available on the Clearinghouse’s website at http://harvester.census.gov/sac/.  Auditors can also visit this website to obtain information.
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