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Mr. Chairman and Members of the Committee:

Thank you for the opportunity to testify about the National Single Audit Sampling Project (the Project), a major project conducted under the auspices of the President's Council on Integrity and Efficiency (PCIE).  The Project was a collaborative effort involving PCIE member organizations, a member of the Executive Council on Integrity and Efficiency (ECIE), and three State Auditors. The PCIE is primarily composed of the presidentially-appointed Inspectors General (IGs) and the ECIE is primarily composed of IGs appointed by agency heads.  I am here on behalf of Department of Education Inspector General John P. Higgins, Jr., who chairs the Audit Committee of the PCIE.  My involvement with the Project was as Project Director.  In this testimony, I will describe the Project to you, including why and how it was conducted, and its results and recommendations.   

I. Background on Single Audits

First, I would like to give you some background information about single audits – what they are and their importance. 

The Single Audit Act (the Act), as amended, requires annual financial and compliance audits of most state and local governments and not-for profit entities (including colleges and universities and hospitals) that are recipients and subrecipients of federal assistance awards.  Many kinds of entities receive such awards, including departments and agencies of state governments, counties, cities, townships, public housing agencies, water, sewer, airport and transit authorities, as well as many non-profit organizations.  Public and non-profit colleges, universities, and hospitals are also covered.  A wide variety of federal programs are included in the scope of single audits, including programs for grants and loans for college students, road construction, public housing and mortgage insurance, temporary assistance for needy families, public health services, food stamps, and many others. 

The Act provides that each covered entity that expends $500,000 or more in federal financial assistance in its fiscal year must obtain an independent financial and compliance audit that includes coverage of its federal awards.  Under the Act, single audits must be performed in accordance with generally accepted government auditing standards published by the Comptroller General of the United States.  Entities procure their single audits from an auditor that is a public accountant or a governmental (e.g., state) auditor who meets the qualification requirements of such standards.  Single Audits are submitted to the Federal Audit Clearinghouse (FAC), a unit of the Bureau of the Census, operated for the U.S. Office of Management and Budget (OMB) and funded by major grant making agencies.  

The Act gives the Director of OMB authority to prescribe implementing guidance.  Under that authority, OMB has issued Circular A-133, Audits of State, Local Governments, and Non-Profit Organizations (OMB Circular A-133).  

OMB Circular A-133 describes how the audit must be conducted and reported on.  For entities with multiple federal award programs, not all programs may be covered in the annual single audit.  Circular A-133 includes guidance and requirements for selecting federal programs to be covered.  Programs selected for coverage are called major programs and identified in the single audit report.  

OMB also annually publishes a Compliance Supplement to OMB Circular A-133 that identifies specific compliance requirements that should be covered for federal programs frequently selected as major programs, and contains guidance about how compliance requirements should be audited for major programs. The American Institute of Certified Public Accountants (AICPA) also promulgates auditing standards, which are incorporated by reference into the Government Auditing Standards (GAS) and issues Audit Guides used to conduct single audits.  

The single audit report itself includes:

· Financial statements, a supplementary Schedule of Expenditures of Federal Awards (SEFA), and the auditor’s opinions on these;

· The auditor’s report on Internal Control over Financial Reporting;  

· The auditor’s report on compliance with requirements applicable to each major federal financial assistance program and internal control over compliance for these programs; and

· Audit findings, if any. 

Under the Act and OMB Circular A-133, for each entity required to have a single audit, there is a designated federal cognizant (or oversight) agency for audit.  Pursuant to their authorities, for many years such federal agencies have conducted quality control reviews (QCRs) of single audits, which are essentially "audits of audits," and are performed to determine whether single audits were properly conducted.  However, selections of single audits for these QCRs have not been made based on statistical random sampling.  This QCR work disclosed that the quality of single audits varied, but without selecting QCRs using a statistical methodology, it was not possible to accurately assess the quality of single audits overall. 

In August 2002, representatives of OMB and federal cognizant and oversight agencies for audit met to discuss the feasibility of drawing a national statistical sample of single audits for QCRs.  This resulted in further discussions, followed by comprehensive planning, and the conduct of the National Single Audit Sampling Project (the Project).

Single audits provide an important degree of accountability for the expenditure of federal assistance programs.  Because staffing and resources of federal grantor and pass-through entities are finite, it is not possible for them to perform on-site monitoring of all grantees and sub-grantees. Therefore, for many grantees and sub-grantees, the annual single audit provides the only independent on-site scrutiny of how federal taxpayer dollars are spent.  Consequently, it is important that these audits be properly conducted and reported on. 

II. The Objectives, Scope and Methodology of the Project 

Next, I will describe the objectives of the Project, and summarize its scope and methodology.  

The objectives of the Project were to:

· Determine the quality of single audits, by providing a statistically reliable estimate of the extent that single audits conform to applicable requirements, standards, and procedures; and 


· Make recommendations to address noted audit quality issues, including recommendations for any changes to applicable requirements, standards and procedures indicated by the results. 

The Project involved conducting and reporting on the results of QCRs of a statistical sample of 208 audits randomly selected from the universe of over 38,000 audits submitted and accepted by the federal government for the period April 1, 2003 through March 31, 2004.  The sample was split into two strata.  Stratum I consisted of audits of entities that expended $50 million or more of federal awards.  Stratum II included audits of entities that expended at least $500,000 of federal awards but less than $50 million. 

We excluded single audits covering $300,000-$499,999 of expenditures because, beginning in 2004, single audits are no longer required for entities expending this range of Federal expenditures.

The following table, included in the Project report, summarizes the stratified sample and the universe from which it was drawn:

	Stratum
	Total Federal Award Expenditures per Audit
	Number of All Audits in Universe*
	Total Federal Awards Expended for All Audits in Universe*
	Number of Audits in Sample

	I
	$50,000,000 and higher

(Large Audits)
	852
	$737,171,328,433
	96

	II
	$500,000-$49,999,999

(Other Audits)
	37,671
	$143,077,774,976
	112

	TOTAL
	
	38,523
	$880,249,103,409
	208


The scope of the Project QCRs focused on the audit work and reporting related to federal awards.  Audit work and reporting related to the general-purpose financial statements was not reviewed.  If the single audit report covered one, two, or three major federal programs, documented audit work related to each major program was reviewed.  If more than three major programs were reported to have been covered, three were randomly selected for review.  For this scope, the Project QCRs covered audit planning, conduct of the audit field work, and reporting.

Each Project QCR involved review of the audit documentation to determine if required work was documented as performed.  The Project results are based on the audit documentation.  Applicable standards for all audits reviewed in the Project, include the following requirement:

“Working papers should contain…documentation of the work performed to

 support significant conclusions and judgments, including descriptions of

 transactions and records examined that would enable an experienced auditor to

 examine the same transactions and records…”   GAS (1994 revision), ¶ 4.37.

Project QCRs were conducted based on this GAS requirement.  Therefore, if the audit working papers did not contain documentary evidence that the work was performed, the project concluded that record did not support that it was performed.  

The results of each individual QCR were communicated to each auditor.  The auditors were given the opportunity to comment on the proposed deficiencies and provide information to refute deficiencies with which they did not agree.  We fully considered those responses in reaching conclusions about deficiencies for each QCR and in assessing the quality of each audit.  

III. The results of the Project

Now, I will summarize the results of the Project. 
We compiled and reported the results in two ways: (I) an Assessment of Audit Quality, and (II) Types of Deficiencies Noted. 

a. Assessment of Audit Quality

For each of the 208 Project QCRs, we categorized the results in three groupings, comprised of five corresponding categories:

Group: 

Category:
Acceptable

Acceptable (AC)




Accepted with Deficiencies (AD)

Limited Reliability
Significant Deficiencies (SD)

Unacceptable

Material Reporting Errors (MRE)




Substandard (SU)

Let me explain briefly what these categories and groupings mean. 

The term “acceptable” is readily understandable.  We include audits with minor deficiencies in the Acceptable grouping of audits, categorizing them as Accepted with Deficiencies.  For these audits, we noted one or more deficiencies with applicable auditing criteria that do not require corrective action for the audit, but which should be corrected in future audits. 

Audits in the Limited Reliability grouping are comprised of audits categorized as having significant deficiencies with respect to applicable criteria and require corrective action to afford unquestioned reliance upon the audit. 

Audits categorized as substandard were those audits found with deficiencies so serious that the auditor’s opinion on at least one major program cannot be relied upon.  These are in the Unacceptable grouping, together with a category of audits – material reporting error – for which the only significant deficiency noted was that an opinion was erroneously reported that a particular federal program was covered as a major program, or (in one case) a required opinion on the Schedule of Expenditures of Federal Awards was omitted. 

Whether an audit was deemed acceptable, of limited reliability, or unacceptable, and in which category, was a judgment we made based on the severity of deficiencies noted. 

The following two tables from the Project Report summarize the Project's analysis and estimates of audit quality by groupings and categories, and include point estimates of quality of all audits within the universes of two strata, and all audits reviewed:

Table I – Audit Quality by Groupings with Statistical Estimates of Audit Quality

               Based on Numbers of Audits

	Stratum
	ACCEPTABLE
	LIMITED
RELIABILITY
	UNACCEPTABLE
	In
Sample
	In
Universe

	
	In
Sample
	Point
Estimate*
	In
Sample
	Point
Estimate*
	In
Sample
	Point
Estimate*
	
	

	I – Large
	61 
	63.5%
	12 
	12.5%
	23 
	24.0%
	96 
	852 

	II– All Other
	54 
	48.2%
	18 
	16.1%
	40 
	35.7%
	112 
	37,671 

	Total**
	115 
	48.6%
	30 
	16.0%
	63 
	35.5%
	208 
	38,523 


Table II – Audit Quality Within Groupings by Category with Statistical Estimates of Audit Quality Based on Numbers of Audits

	
	ACCEPTABLE
	LIMITED RELIABILITY
	UNACCEPTABLE
	In
Sample
	In
Universe

	Category
	Acceptable
	Accepted
With Deficiencies
	Significant
Deficiencies
	Material
Reporting
Errors
	Substandard
	
	

	Stratum
	In
Sample
	Point
Estimate*
	In
Sample
	Point
Estimate*
	In
Sample
	Point
Estimate*
	In
Sample
	Point
Estimate*
	In
Sample
	Point
Estimate*
	
	

	I – Large
	16 
	16.7%
	45 
	46.9%
	12 
	12.5%
	9 
	9.4%
	14 
	14.6%
	96 
	852 

	II – All Other
	23 
	20.5%
	31 
	27.7%
	18 
	16.1%
	0 
	0.0%
	40 
	35.7%
	112 
	37,671 

	Total**
	39 
	20.5%
	76 
	28.1%
	30 
	16.0%
	9 
	0.2%
	54 
	35.2%
	208 
	38,523 


Estimates in these tables are rendered at a 90% confidence level with margins of error ranging between + 2.1 and 7.9 percentage points.  Of the 38,523 audits in the total universe of audits reviewed, 37,671 were in Stratum II; consequently, percentage estimates for the entire universe are significantly weighted by the large number of audits in Stratum II.

To provide information to help assess the effect of these results, we also analyzed the results in relation to the dollar amounts of federal awards reported in the audits.  This analysis, presented in our report, shows that for the 208 audits we reviewed, audits covering large dollar amounts of federal awards (Stratum I) were significantly more likely to be acceptable than other audits (Stratum II).  The following table summarizes this analysis:  

Table III – Distribution of Dollars of Federal Awards Reported in the Audits Reviewed in the Project by Audit Quality Groupings

	Stratum
	ACCEPTABLE
	LIMITED
RELIABILITY
	UNACCEPTABLE
	Total

	I – Large
	$52,911,305,271 (93.2%)
	$1,270,684,096(2.2%)
	$2,621,245,403(4.6%)
	$56,803,234,770 (100%)

	II – All Other
	$232,047,485 (56.3%)
	$39,690,326(9.6%)
	$140,497,532(34.1%)
	$412,235,343(100%)

	Both Strata
	$53,143,352,756 (92.9%)
	$1,310,374,422(2.3%)
	$2,761,742,935 (4.8%)
	$57,215,470,113(100%)


b. Types of Deficiencies

I have just described the results of our assessment of the quality of single audits.  An audit is the sum of many individual steps in planning, performance of audit field work, and reporting.  Our audit quality categorization and groupings of audits were based on the severity (or absence of) deficiencies relating to the individual steps.  In analyzing the results, we identified the types of deficiencies noted in single audits and determined their frequency.  We identified and reported on all of the kinds of deficiencies we noted, with information about percentage rates and estimates (or numbers) of audits in which they occurred. 

The most significant and/or prevalent deficiencies we noted with rates/estimates of their occurrence in an audit were:

a. At least some required testing of compliance requirements was not documented as performed or not documented as applicable for the audit (47.9% in Stratum I; 59.6% in Stratum II)

b. Testing of internal controls over compliance not documented (34.4% in Stratum I; 61.6% in Stratum II)

c. Obtaining understanding of internal controls over compliance not documented (27.1% in Stratum I; 57.1% in Stratum II)

d. Deficient risk assessments as part of major program determination (13.5% in Stratum I; 25% in Stratum II)

e. Written audit program missing or inadequate for part of single audit (16.7% in Stratum I; 38.4% in Stratum II)

f. Misreporting of coverage of major programs (9.4% in Stratum I; 6.3% in Stratum II)

We also noted the following deficiencies relating to audit findings for which we could not estimate a rate of occurrence, because audit findings do not necessarily exist for all audits:

g. Unreported audit findings (22 of 208 audits)
h. Information required to be included in audit findings was not included (49 of 208 audits)  

These are rates/estimates of the percentage (or numbers) of audits in which these kinds of deficiencies occurred, without regard to the severity of individual occurrences.  For example, not documenting required testing for a few compliance requirements is reflected in these rates/estimates (or numbers) the same as not documenting required testing for most or all compliance requirements.  Capturing information about deficiencies this way enabled a determination of which aspects single audits most need improvement.  The severity of deficiencies is reflected in the audit quality categorizations and groupings I discussed earlier.       

Information about the frequency of deficiencies was especially useful in formulating some of our recommendations to improve the quality of single audits, which I will discuss next.

IV. Project Conclusions and Recommendations 

I will now address the Project conclusions and recommendations. 

Tables I and II succinctly summarized the results of the Project with respect to audit quality.  They indicate that, by number of audits, a majority of the stratum of large audits, and almost half of those in the stratum of other audits reviewed were acceptable, and that acceptable single audits can be, and are being, performed.  Also, our analysis of results in relation to the dollar amounts of federal awards reported in the audits we reviewed indicates that single audits covering large dollar amounts of federal awards were more likely to be of acceptable quality than other single audits.  

However, the results also indicate significant numbers of audits of limited reliability with significant deficiencies and unacceptable audits with material reporting errors and that were substandard.  We concluded lack of due professional care was a factor for most deficiencies, to some degree. 

These results pose a challenge:  What can and should be done to reduce audit deficiencies and eliminate audits that are of limited reliability or unacceptable? 

This question is by far the most important one posed by the results of the Project. We gave much thought to answering it, and in response, in the Project report we recommend to OMB a three-pronged approach to improve the quality of single audits. We also recommend that OMB implement the approach in consultation with other key stakeholders in the single audit process:  federal cognizant and oversight agencies for audit, the AICPA, State Auditors (through the National State Auditors Association), and State Boards of Accountancy (through the National Association of State Boards of Accountancy).  The recommended three pronged approach consists of the following: 

1. Revise and improve single audit criteria, standards, and guidance to address deficiencies identified by the project; 

2. Establish minimum requirements for completing comprehensive training on performing single audits as a prerequisite for conducting single audits and require single audit update training for continued performance of single audits; and

3. Review and enhance processes to address unacceptable audits and not meeting established training and continuing professional education requirements.

The recommendations for the first prong are contained in the part of the report that describe audit deficiencies and involve specific recommendations to revise: 

(i) OMB Circular A-133, 

(ii) Statement on Auditing Standards No. 74, Compliance Auditing Considerations in Audits of Governmental Entities and Recipients of Governmental Financial Assistance, and 
(iii) the AICPA Audit Guide used for single audits, Government Auditing Standards and Circular A-133 Audits. 

The recommended revisions are to add to or revise parts of these issuances to improve guidance so as to reduce the occurrence of certain specific deficiencies.

The key recommendations of the second prong are to establish: 

(i) a requirement for comprehensive training of a minimum specified duration (e.g., 16-24 hours) for staff performing and supervising single audits, as a prerequisite to doing so, and 

(ii) a requirement for continued professional education (CPE) related to single audits every 2 years afterwards. 

Additional recommendations of the second prong include:

(iii) Developing minimum content requirements for both the prerequisite training and CPE; 

(iv) Amending OMB Circular A-133 criteria related to auditor selection to provide that single audits may be procured only from auditors who meet the training requirements; and 

(v) OMB encouraging professional organizations and qualified training providers to offer and deliver the training in ways that it is accessible to auditors throughout the United States. 

The recommendations for the third prong are: 

(i) Review the suspension and debarment process to identify whether (and if so, how) it can be more efficiently and effectively applied to address unacceptable audits, and based on that review, pursue appropriate changes to the process.  

(ii) Enter into dialogue with the AICPA and State Boards of Accountancy to identify and implement ways to further the quality of single audits and address the due professional care issues noted in this Project. 

(iii) Identify, review, and evaluate the potential effectiveness of other ways (existing or new) to address unacceptable audits. These other ways could include, but not be limited to, revising Circular A-133 to include sanctions to be applied to auditors (for unacceptable work and/or for not meeting training and continuing professional education requirements) and/or considering potential legislation that would provide for a fine to be available to federal cognizant and oversight agencies as an option to address unacceptable audit work. 

If these recommendations are adopted, we believe that the occurrence of deficiencies can be markedly reduced and significant improvement achieved in the quality of single audits. 

If implemented, the second prong recommendations for training as a prerequisite for performing single audits and continuing professional education for continued performance of single audits could be especially effective.  This is because requiring such training would ensure that auditors who perform single audits obtain the specialized knowledge about single audits necessary for their proper planning, performance and reporting. 

Implementation of our prong one and prong three recommendations would strengthen existing single audit standards, criteria and guidance and processes to address unacceptable audits.

This concludes my statement.  I would be happy to answer any questions you have.      
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