CHAPTER X

AUDIT

I.
INTRODUCTION

When your community accepts funds under the CDBG program it assumes the responsibility of executing the program efficiently and effectively. This includes establishing and maintaining proper policies and procedures for program administration, budgeting, recordkeeping and filing, drawdowns, accounting, cash management, procurement, program monitoring, property management, and close out as discussed throughout this manual. It also requires that your CDBG program be audited if $300,000 or more of cumulative Federal awards, CDBG and/or otherwise, have been expended during a particular fiscal year. It is the grantee’s responsibility to determine if a single or program-specific audit is necessary.

Chapter X discusses audit responsibilities. The tasks required are:

TASKS A:
Schedule Audit.


B:
Select an Audit firm and Prepare contract for Services (See Procurement, Chapter IV, if applicable).


C:
Prepare for Audit.


D:
Attend Exit Conference.


E:
Review Completed Audit Report and Respond to Findings, if any.


F:
Send Audit Report to the ADECA.


G:
Resolve Audit Findings, if any.

II.
REFERENCES


•
Omb Circular A-133, “Audits of States, Local Governments, and Non-Profit Organizations,” Revised June 24, 1997 (Exhibit X-1).


•
The ADECA Audit Policy-Alabama Administrative Code, Alabama Department of Economic and Community Affairs (ADECA), Rule 305-6-1-.01 through .09. (1999) (Exhibit X-2).


•
CDBG Regulations, 24 CFR 570. 492, “Audit Responsibilities”.

III.
GRANTEE RESPONSIBILITIES

Make sure the audit is performed on time and in accordance with the State and federal requirements discussed below. Familiarize yourself with the scope and procedure for the audit so you will be able to answer any questions the auditor(s) may have. You should:


1.
Make sure the CDBG pro rata share of the audit is included in the budget. (If not included, it is not an eligible CDBG expenditure.)


2.
Follow the ADECA Audit Policy.


3.
Notify the auditor of the required number of audit reports. (The ADECA requires four ® copies.)


4.
Follow the tasks below.

TASK A:
SCHEDULE AUDIT

The ADECA requires a government-wide audit to be performed on an annual basis encompassing your locality’s fiscal year, regardless of the date of completion of your CDBG program or subsequent close out (ADECA Audit Policy, Revised, Exhibit X-2). Within nine (9) months after the end of the locality’s fiscal year, or for counties upon completion by the State Examiners of Public Accounts, the audit must be completed and four (4) copies of the audit report must be submitted to the ADECA Audit and Financial Review Section.

If your community is currently audited at two-year intervals by the State Examiners of Public Accounts, you should pursue an arrangement with the State Examiner’s office for an annual audit.

TASK B:
SELECT AN AUDIT FIRM AND PREPARE CONTRACT FOR SERVICES

1.
Audits must be performed by:


•
A Certified Public Accounting (CPA) firm (municipalities).


•
The State Examiners of Public Accounts (counties).


2.
You must make sure the audit firm is aware that the audit performed and reports submitted must meet the criteria and be in compliance with:



•
OMB circular A-128.



•
OMB Circular A-133, as revised.



•
The ADECA Audit Policy.



•
General Accounting Office, Government Auditing Standards.



•
The Compliance Supplements issued by OMB.



•
Generally accepted auditing standards established by the American Institute of Certified Public Accountants.


3.
The audit goes beyond a financial statement audit. It includes an assessment of program compliance with laws and regulations (Exhibit I-1). Since the audit may be conducted on an organization-wide, rather than on a grant by grant basis, procuring audit services may not be the CDBG program’s function. However, you should coordinate CDBG audit activities with the person in charge of procuring audits.


4.
Grantees may use their own procedures to arrange for independent audits provided they conform to the Common Rule (Chapter IV). When contracts are awarded for audit services they must include:



•
A reference to performing the audit according to the ADECA Audit Policy and other criteria discussed in this chapter.



•
Required Federal contract provisions (Chapter IV, Task E).



•
Specific audit requirements.



•
Time limitations.



•
Number of audit reports required.



•
Pro rata shares of cost.

TASK C:
PREPARE FOR AUDIT


1.
Make sure you are familiar with the scope and procedures for the audit so you are able to answer questions. Contact your ADECA Program Supervisor if you are unable to answer questions the auditors may have.


2.
Assemble and have available all CDBG program files, reports, documentation, Federal and State regulations, laws, policy letters, etc.

TASK D:
ATTEND EXIT CONFERENCE


The auditor should conduct an exit interview with grantee officials to discuss probable findings. Findings may have resulted simply from the auditor’s inability to locate, recognize, or understand existing documentation. The exit conference will allow you to clarify or provide additional information as points arise and help ensure the validity of audit findings.

TASK E:
REVIEW COMPLETED AUDIT REPORT AND RESPOND TO FINDINGS, IF ANY


As soon as you receive the audit report you should review it and respond in writing to all findings and recommendations. Your letter should:


1.
Describe each finding.


2.
Explain how your community proposes to or has resolved each identified deficiency.


3.
Emphasize actions taken or proposed to remedy deficiencies.


4.
Provide an estimated timetable for corrective actions.


5.
Be concise and to the point.


6.
Be submitted under the signature of the Chief Elected Official.

Send it to the ADECA, Attention: Audit and Financial Review Section.

TASK F:
SEND AUDIT REPORT TO THE ADECA


1.
Submit four (4) copies of the report to the ADECA, Attention: audit and Financial Review Section.


2.
Send as soon as received from the audit firm, but no later than nine (9) months after completion of your locality’s fiscal year. (For county recipients the Audit will be due upon completion by the State Examiners of Public Accounts)

TASK G:
RESOLVE AUDIT FINDINGS, IF ANY

The ADECA will review each response and notify you in writing of its acceptance of or additional corrective actions to be taken. Timely resolution of audit findings is very important because future CDBG funding could be jeopardized.

IV.
REQUIRED RECORDKEEPING AND FILES

Your auditor should retain work papers and reports for a minimum of three (3) years from the date of the audit report unless the auditor is notified in writing by the ADECA or other applicable agency of the need to extend the retention period. The audit work papers must be made available upon request to the ADECA, other agency or its designees, and the General Accounting Office or its designees.

V.
REPORTING

Submit to the ADECA, Attention: Audit and Financial Review Section:


•
Four (4) copies of the audit report within nine (9) months after the end of your community’s fiscal year, orupon completion by the State Examiners of Public Accounts.


•
If applicable, submit a written response addressing audit findings with the audit reports.

VI.
COMMON PROBLEMS/DEFICIENCIES


•
Delays in securing audit.


•
Delays in responding to audit findings.


•
Inadequate response to audit findings.


•
Audits do not conform to Federal requirements.


•
Failure to send complete audit reports to the ADECA.


•
Failure to send to the ADECA the required number of copies (4) of the audit report.

VII.
SUPPORT MATERIALS


•
OMB circular A-128.


•
The ADECA Audit Policy Requirements, (Exhibit X-2).


•
Compliance Supplement.


•
Government Audit Standards. (Commonly referred to as the “Yellow Book.”) Available through: U.S. Superintendent of Documents, Washington, D.D. 20404. Stock No. 020-000-00243-3.


•
OMB circular A-133, as revised (Exhibit X-1).

