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MEMORANDIN POR: All Regional Administrators

o
All Regional Directors for CFD e o
All Regional lnspectors Genersl for Apdjt

1fred C. Moran, Assistant Beeretary for Comunity
Flanning and Developnent, C
i ( .W‘h '

Implementation of OMB Cireular A-122 (n the
Btate Commmity Development Bloek Grant Program

In response to qQuestions reeeivad by this offiee, this
thamorandun provides guidanee on the appliecability of OMB Cirevlar
A-113 to locsl govermments participating in the Community
Deve lopmnent Block Qrant (CDBG) State progrem snd responsibilities
of the state. (This memorandun does not eover all requirenents
0! the cireular snd you are advized to resad the cireular for
furtber raquirements.) The eircular defines local govermments
that reseiw funds fram the stats throwgh the CDBG Btate program

as *pubrecipients.” (See A-118, paragraph S.m) Btates previding
these funds are responcibie for mmsurinmg

that the subreecipient
regquirenents nre satisfied.

Under paragraph # of the circular, a state adminjstering the
CIBG Blete progrem must determine 4f its funded loeos]l govermments
receiving $25,000 or more bave met the sudit requirenents of tha
eireular. Eaech loeal govermment that recefves S180,080 or more a
yerr in Federa) financial assistance must have an audit eonducted
in aceordance with A-128. {The term "Federal financial
asfistanee™ means ajl forms of assistance provided by mny Federal
agerey, ineluding grants, eontracts, loamns,” loan guarsntees,
etc.) Each loecal government that receiwves betwsen $25,000 and
$100,000 a year in Pederal financial assistance must have an
tudjt conducted in aceordance with the circular or in sccordanee
“ith Federal laws and regulations governing the programs im which
they pertieipate. Each loeal government that recelves less than
$25,000 & year In Federal finaneial asssistanes is exampt frem
eamplianee with the eiroviar. For purpossc of this

determination, "reeeive” means the state has setuslly disburred
funds to the local goveroment.



The avdit must determine whether:

m. The finanefal statements present fairly the loes
govermment's financig! position and thw resul ts
ef its finaneial operstiont in acvordanee with

generally aceepted acecunting principles {para.
6.0.{1));

. The loeal govermment hes internal acecmnting and
other eontroel systans to provida reasonable
assuranece that it is managing Federal fimancial
assistance programs in camplianee with appllieanl
laws and regulations (pera. €.d.(2)); =mnd

¢. The loesal]l government has complied with laws and
regulations which may have materjial effect on it
finaneial statements and on exeh major Federal
assistanee program (6.4.(3).

in nddition, the state is reguired to:

1. Determine whether the loca) governmenis spant Federal
funds, whieh the state provided, {ip aecordance with appiieable

lews &nd rogulations by reviewing the awdits made in meeordance
with the reguirementis of thias eirenlasr.

2. Ensure that appropriate eorrattive actions are taken
within six monthe efter receipt of the aundit report in inatanees
of noncompliance with Federal Jaws and regulations.

1. Dacide whether the loeal govermuent's anéit necessitate
adjurtment of the state records.

4. Require ench loeal govermment to parmit independent
auditors to have acoerc to the reecords and financial statements
A% neeaczary ito canply with the eireular. -

Ax part of the state's sdministrative responsibilities, the
Btate Must:

1. eteept or reject findings made by the awditor {(a.g.,

determine whether s Federal law or regulation bhas been
violatad);



2. determine what eorrective actionst by the loen)l govermment

4t¢ heceéFary and appropriate to resolve such findings
and that sueh actions are takeh;

3. ensure awdit reports are made available te the public me
Ieter than 30 days after eompietion of the audit;

4. ensure andit reports sre sutmitted te the state mo Jlater

than 30 days after eappletion of the audit, but no later
than one yaar after the end of the audit period;

5. ensure the audit report meets the requirsmentcs of oME
circular A-128, paragraph 13.

€. pronptly inform HID and appropriate Federal jaw
enforcement offiecials of any illegal acts or
irregularities. Btate and Joeal law enforewnent
authorities should also be informed. j(llegal acts and
irregularities inelude such matters as confiiets of
interest, falsifiemtion ¢f records or reports mnd
misappropriation of funds or other assets.

The eost of audits mada in aceordanee with the provislons of
the eircular are allowable echarges to Fedaral ascistanee
programs. Generally the peroentage of costes oharged to Feders!l
assistanes program: for such an audit shall mot exemed the
psreentage that Federal {unds expanded reprasants of the total
funds expended by the loeal govermment during the fiseal year.
The percentage may be exceeded, however, if appropriate
docunentation demonstrates higher acturl eost.

For example:

Looal Govermment
Annval Expenditures .

Federal ‘Moo Federal

Expenditures Expanditure
Gweml $300,004 $700,000
OBG 150,000

- Federal expanditures represent
30% of the total expenditurss

= CDBQG represants 50% of the federal expenditures

In the exumple above, if audit ecosis were $5,000 the Federal
share would be $1500 {(30%). Half of tbe Federal shere (§750)
could be alloeated to the CIBG program. If the state imposes
Audit requirements beyond those in A-128, the additional audit
cosl may be allocable to Federal aseistance progrems, depending
©h the partieular requirement. For example, if a state requires
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