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(j) Major Federal Assistance Program, 
for State and local governments having 
Federal assistance expenditures be-
tween $100,000 and $100,000,000, means 
any program for which Federal expend-
itures during the applicable year ex-
ceed the larger of $300,000, or 3 percent 
of such total expenditures. Where total 
expenditures of Federal assistance ex-
ceed $100,000,000, the following criteria 
apply:

Total Expenditures of Federal Financial 
Assistance of all Programs 

Major Federal 
Assistance Pro-

gram Means Any 
Program That 

Exceeds More Than But Less Than 

$100 million 1 billion $ 3 million 
1 billion 2 billion 4 million 
2 billion 3 billion 7 million 
3 billion 4 billion 10 million 
4 billion 5 billion 13 million 
5 billion 6 billion 16 million 
6 billion 7 billion 19 million 

over 7 billion 20 million 

(k) Public accountants means those in-
dividuals who meet the qualification 
standards included in generally accept-
ed government auditing standards for 
personnel performing government au-
dits. 

(l) State means any State of the 
United States, the District of Colum-
bia, 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, and any 
multi-State, regional or interstate en-
tity that has governmental functions 
and any Indian tribe. 

(m) Subrecipient means any person or 
government department, agency, or es-
tablishment that receives Federal fi-
nancial assistance to carry out a pro-
gram through a State or local govern-
ment, but does not include an indi-
vidual that is a beneficiary of such a 
program. A subrecipient may also be a 
direct recipient of Federal financial as-
sistance. 

(Authority: Pub. L. 98–502)

§ 41.6 Scope of audit. 
The Single Audit Act provides that: 
(a) The audit shall be made by an 

independent auditor in accordance with 
generally accepted government audit-
ing standards covering financial and 
compliance audits. 

(b) The audit shall cover the entire 
operations of a State or local govern-
ment or, at the option of that govern-
ment, it may cover departments, agen-
cies or establishments that received, 
expended, or otherwise administered 
Federal financial assistance during the 
year. However, if a State or local gov-
ernment receives $25,000 or more in 
General Revenue Sharing Funds in a 
fiscal year, it shall have an audit of its 
entire operations. A series of audits of 
individual departments, agencies, and 
establishments for the same fiscal year 
may be considered a single audit. 

(c) Public hospitals and public col-
leges and universities may be excluded 
from State and local audits and the re-
quirements of this Circular. However, 
if such entities are excluded, audits of 
these entities shall be made in accord-
ance with statutory requirements and 
the provisions of Circular A–110, ‘‘Uni-
form requirements for grants to uni-
versities, hospitals, and other non-
profit organizations.’’

(d) The auditor shall determine 
whether: 

(1) The financial statements of the 
government, department, agency or es-
tablishment present fairly its financial 
position and the results of its financial 
operations in accordance with gen-
erally accepted accounting principles; 

(2) The organization has internal ac-
counting and other control systems to 
provide reasonable assurance that it is 
managing Federal financial assistance 
programs in compliance with applica-
ble laws and regulations; and 

(3) The organization has complied 
with laws and regulations that may 
have material effect on its financial 
statements and on each major Federal 
assistance program. 

(Authority: Pub. L. 98–502)

§ 41.7 Frequency of audit. 

Audits shall be made annually unless 
the State or local government has, by 
January 1, 1987, a constitutional or 
statutory requirement for less frequent 
audits. For those governments, the 
cognizant agency shall permit biennial 
audits, covering both years, if the gov-
ernment so requests. It shall also 
honor requests for biennial audits by 

VerDate jul<14>2003 01:39 Jul 29, 2003 Jkt 200137 PO 00000 Frm 00733 Fmt 8010 Sfmt 8010 Y:\SGML\200137T.XXX 200137T



734

38 CFR Ch. I (7–1–03 Edition)§ 41.8 

governments that have an administra-
tive policy calling for audits less fre-
quent than annual, but only for fiscal 
years beginning before January 1, 1987. 

(Authority: Pub. L. 98–502)

§ 41.8 Internal control and compliance 
reviews. 

The Single Audit Act requires that 
the independent auditor determine and 
report on whether the organization has 
internal control systems to provide 
reasonable assurance that it is man-
aging Federal assistance programs in 
compliance with applicable laws and 
regulations. 

(a) Internal control review. In order to 
provide this assurance the auditor 
must make a study and evaluation of 
internal control systems used in ad-
ministering Federal assistance pro-
grams. The study and evaluation must 
be made whether or not the auditor in-
tends to place reliance on such sys-
tems. As part of this review, the audi-
tor shall: 

(1) Test whether these internal con-
trol systems are functioning in accord-
ance with prescribed procedures. 

(2) Examine the recipient’s systems 
for monitoring subrecipients and ob-
taining and acting on subrecipient 
audit reports. 

(b) Compliance review. The law also 
requires the auditor to determine 
whether the organization has complied 
with laws and regulations that may 
have a material effect on each major 
Federal assistance program. 

(1) In order to determine which major 
programs are to be tested for compli-
ance, State and local governments 
shall identify in their accounts all Fed-
eral funds received and expended and 
the programs under which they were 
received. This shall include funds re-
ceived directly from Federal agencies 
and through other State and local gov-
ernments. 

(2) The review must include the selec-
tion and testing of a representative 
number of charges from each major 
Federal assistance program. The selec-
tion and testing of transactions shall 
be based on the auditor’s professional 
judgment considering such factors as 
the amount of expenditures for the pro-
gram and the individual awards; the 
newness of the program or changes in 

its conditions; prior experience with 
the program, particularly as revealed 
in audits and other evaluations (e.g., 
inspections, program reviews); the ex-
tent to which the program is carried 
out through subrecipients; the extent 
to which the program contracts for 
goods or services; the level to which 
the program is already subject to pro-
gram reviews or other forms of inde-
pendent oversight; the adequacy of the 
controls for ensuring compliance; the 
expectation of adherence or lack of ad-
herence to the applicable laws and reg-
ulations; and the potential impact of 
adverse findings. 

(i) In making the test of trans-
actions, the auditor shall determine 
whether: 

(A) The amounts reported as expendi-
tures were for allowable services, and 

(B) The records show that those who 
received services or benefits were eligi-
ble to receive them. 

(ii) In addition to transaction test-
ing, the auditor shall determine wheth-
er: 

(A) Matching requirements, levels of 
effort and earmarking limitations were 
met, 

(B) Federal financial reports and 
claims for advances and reimburse-
ments contain information that is sup-
ported by the books and records from 
which the basic financial statements 
have been prepared, and 

(C) Amounts claimed or used for 
matching were determined in accord-
ance with OMB Circular A–87, ‘‘Cost 
principles for State and local govern-
ments,’’ and Attachment F of Circular 
A–102, ‘‘Uniform requirements for 
grants to State and local govern-
ments.’’

(iii) The principal compliance re-
quirements of the largest Federal aid 
programs may be ascertained by refer-
ring to the Compliance Supplement for 
Single Audits of State and Local Govern-
ments, issued by OMB and available 
from the Government Printing Office. 
For those programs not covered in the 
Compliance Supplement, the auditor 
may ascertain compliance require-
ments by researching the statutes, reg-
ulations, and agreements governing in-
dividual programs. 
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