INSTRUCTIONS FOR INDEPENDENT AUDITORS – DETERMINATION OF MAJOR STATE PROGRAMS, RISK ASSESSMENT AND DOCUMENTATION

SUBPART A - Determining Major State Programs In Accordance with the State Single Audit Act
Statutory Provisions:  Section 4-230 of the Connecticut General Statutes states that a “major state program means any program, excluding an exempt program, determined to be a major state program by the independent auditor pursuant to the requirements of the risk-based approach”.  Furthermore, section 4-235 of the Connecticut General Statutes states that the Secretary of the Office of Policy and Management “shall periodically issue a state single audit compliance supplement containing information to assist independent auditors in conducting state single audits.  Such information shall include, but is not limited to, identification of state financial assistance programs and their significant compliance requirements, suggested audit procedures for determining compliance, exempt programs and information relevant to the risk-based approach for use in determining major state programs”.

Process: In accordance with the above provisions of the Connecticut General Statutes the following process shall be followed by the independent auditor in the determination of major state programs.
Step 1.
The independent auditor shall identify exempt programs and determine the amount of state financial assistance expended under each such program for the period under audit.  Exempt programs cannot be considered a major state program and therefore shall be excluded from being considered a Type A or Type B program under the risk-based approach.
Step 2.
The independent auditor shall identify the larger nonexempt state programs, which shall be labeled as “Type A” programs according to the following criteria:
a) For auditees with total nonexempt state program expenditures of less than or equal to $1,000,000 for the audit period, a Type A program shall be considered a nonexempt state program for which the amount of state financial assistance expended under the program for the audit period is equal to or in excess of $100,000;

b) For auditees with total nonexempt state program expenditures exceeding $1,000,000 for the audit period, a Type A program shall be considered a nonexempt state program for which the amount of state financial assistance expended under the program for the audit period exceeds the larger of $200,000 or two percent (2%) of the nonstate entity’s total nonexempt state financial assistance program expenditures;

Step 3.
Nonexempt state programs not labeled as Type A programs shall be considered Type B programs.
Step 4.

a) The independent 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 state program in at least one of the two most recent audit periods and, in the most recent audit period, it shall have had no reportable audit findings under Section 4-236-24(a) of the Regulations to the State Single Audit Act.  In addition, the independent auditor shall use professional judgment in determining whether a Type A program is low-risk.  In applying professional judgment, the independent auditor shall consider the criteria provided in Subpart C of this part (“criteria for state program risk”), the results of audit follow-up; and whether any changes in personnel or systems affecting a Type A program have significantly increased risk.
b) Notwithstanding step 4(a) of this Subpart, the Secretary of the Office of Policy and Management may approve a state awarding agency’s request that a Type A program at a certain recipient(s) may not be considered low-risk.  In such unique and rare circumstances, the state agency shall notify the nonstate entity and, if known, the independent auditor at least 180 days prior to the end of the fiscal year to be audited of the Secretary’s approval.

Step 5.

a) The independent auditor shall identify Type B programs which are high risk using professional judgment.  In applying professional judgment, the independent auditor shall consider the criteria in Subpart C of this Part (“criteria for state program risk”) in determining whether a Type B program is high-risk.  However, should the independent auditor select Option 2 under step 6 of this Subpart, the independent auditor is not required to identify more high-risk Type B programs than the number of low-risk Type A programs.

b) The independent auditor is not expected to perform risk assessments on relatively small state programs.  Therefore, the independent auditor is only required to perform risk assessments on Type B programs with state financial assistance expenditures that exceed twenty-five thousand dollars ($25,000).
Step 6.
At a minimum the auditor shall audit all of the following as major state programs:

a) All Type A programs, except the auditor may exclude any low-risk Type A programs identified under step 4 of this Subpart.
b) High-risk Type B programs as identified under either of the two following options listed below:

1) Option 1. At least one half of the Type B programs identified as high-risk in step 5 of this Subpart, except the auditor is not required to audit more high-risk Type B programs than the number of low-risk Type A programs identified in step 4 of this Subpart.  In identifying which high-risk Type B programs to audit as major state programs under this option, the independent 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.
2) Option 2. One high-risk Type B program for each low-risk Type A program identified in step 4 of this Subpart.  In identifying which high-risk Type B programs to audit as major state programs under this option, the independent 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.
c) Additional programs as may be necessary to provide audit coverage of at least fifty percent (50%) of the auditee’s total nonexempt state program expenditures for the audit period.  Such additional programs shall be audited as major state programs.  This provision may require the independent auditor to audit more programs as major than the number of Type A programs.
SUBPART B – Independent Auditor’s Judgment and Documentation of Risk, Deviation from Risk Criteria
Auditor Judgment and Documentation:  The Regulations to the State Single Audit Act requires the independent auditor to document in the working papers the risk analysis process used in determining major state programs, as such the independent auditor shall provide such documentation in the working papers.  When the major state program determination is performed and documented in accordance with this Part, the independent auditor’s judgment in applying the risk-based approach shall be presumed to be correct.  Challenges by state agencies and pass-through entities shall be for clearly improper use of the instructions in this part.  However, guidance may be provided by state agencies and pass-through entities about the risk regarding a particular state program and the independent auditor shall consider this guidance in determining major programs for audits not yet completed.
Deviation from Using Risk Criteria:  In conducting first-year audits, the independent auditor may elect to determine major state programs as all Type A programs plus any Type B programs necessary to meet the 50% of coverage rule provided in step 6c of Subpart A of this Part.  Under this option, the independent auditor would not be required to perform the procedures provided in steps 4, 5, and 6 in Subpart A of this Part.

a) A first-year audit is the first year the nonstate entity is audited under this Part or the first year of a change in independent auditor.
b) To ensure that a frequent change of independent auditors would not preclude the auditing of high-risk Type B programs, the election for first-year audits may not be used by an auditee more than once in every three years.

SUBPART C – Criteria for State 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 State 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 State programs. Also, as part of the risk analysis, the auditor may wish to discuss a particular State program with auditee management and the State agency or pass-through entity.

b) Current and prior audit experience. 

1) Weaknesses in internal control over State programs would indicate higher risk. Consideration should be given to the control environment over State 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 State programs.

i. A State 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 State 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 State 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 State program or have not been corrected.

3) State programs not recently audited as major programs may be of higher risk than State programs recently audited as major programs without audit findings.

c) Oversight exercised by State agencies and pass-through entities.
1) Oversight exercised by State 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) State agencies, with the concurrence of OPM, may identify State programs which are higher risk. OPM plans to provide this identification in the compliance supplement.

d) Inherent risk of the State program.

1) The nature of a State program may indicate risk. Consideration should be given to the complexity of the program and the extent to which the State program contracts for goods and services. For example, State programs that disburse funds through third party contracts or have eligibility criteria may be of higher risk. State 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 State program in its life cycle at the State agency may indicate risk. For example, a new State program with new or interim regulations may have higher risk than an established program with time-tested regulations. Also, significant changes in State programs, laws, regulations, or the provisions of contracts or grant agreements may increase risk.

3) The phase of a State 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 State program, the risk may be higher due to start-up or closeout of program activities and staff.

4) Type B programs with larger State awards expended would be of higher risk than programs with substantially smaller State awards expended.

