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(c) Pass-through entity. As provided in
§99.400(d)(b), the pass-through entity
shall be responsible for making the
management decision for audit find-
ings that relate to Federal awards it
makes to subrecipients.

(d) Time requirements. The entity re-
sponsible for making the management
decision shall do so within six months
of receipt of the audit report. Correc-
tive action should be initiated within
six months after receipt of the audit
report and proceed as rapidly as pos-
sible.

(e) Reference numbers. Management
decisions shall include the reference
numbers the auditor assigned to each
audit finding in accordance with
§99.510(c).

Subpart E—Auditors

§99.500 Scope of audit.

(a) General. The audit shall be con-
ducted in accordance with GAGAS. The
audit shall cover the entire operations
of the auditee; or, at the option of the
auditee, such audit shall include a se-
ries of audits that cover departments,
agencies, and other organizational
units which expended or otherwise ad-
ministered Federal awards during such
fiscal year, provided that each such
audit shall encompass the financial
statements and schedule of expendi-
tures of Federal awards for each such
department, agency, and other organi-
zational unit, which shall be considered
to be a non-Federal entity. The finan-
cial statements and schedule of ex-
penditures of Federal awards shall be
for the same fiscal year.

(b) Financial statements. The auditor
shall determine whether the financial
statements of the auditee are presented
fairly in all material respects in con-
formity with generally accepted ac-
counting principles. The auditor shall
also determine whether the schedule of
expenditures of Federal awards is pre-
sented fairly in all material respects in
relation to the auditee’s financial
statements taken as a whole.

(c) Internal control. (1) In addition to
the requirements of GAGAS, the audi-
tor shall perform procedures to obtain
an understanding of internal control
over Federal programs sufficient to
plan the audit to support a low as-

§99.500

sessed level of control risk for major
programs.

(2) Except as provided in paragraph
(c)(3) of this section, the auditor shall:

(i) Plan the testing of internal con-
trol over major programs to support a
low assessed level of control risk for
the assertions relevant to the compli-
ance requirements for each major pro-
gram; and

(ii) Perform testing of internal con-
trol as planned in paragraph (c)(2)(i) of
this section.

(3) When internal control over some
or all of the compliance requirements
for a major program are likely to be in-
effective in preventing or detecting
noncompliance, the planning and per-
forming of testing described in para-
graph (c)(2) of this section are not re-
quired for those compliance require-
ments. However, the auditor shall re-
port a reportable condition (including
whether any such condition is a mate-
rial weakness) in accordance with
§99.510, assess the related control risk
at the maximum, and consider whether
additional compliance tests are re-
quired because of ineffective internal
control.

(d) Compliance. (1) In addition to the
requirements of GAGAS, the auditor
shall determine whether the auditee
has complied with laws, regulations,
and the provisions of contracts or
grant agreements that may have a di-
rect and material effect on each of its
major programs.

(2) The principal compliance require-
ments applicable to most Federal pro-
grams and the compliance require-
ments of the largest Federal programs
are included in the compliance supple-
ment.

(3) For the compliance requirements
related to Federal programs contained
in the compliance supplement, an audit
of these compliance requirements will
meet the requirements of this part.
Where there have been changes to the
compliance requirements and the
changes are not reflected in the com-
pliance supplement, the auditor shall
determine the current compliance re-
quirements and modify the audit proce-
dures accordingly. For those Federal
programs not covered in the compli-
ance supplement, the auditor should
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§99.505

use the types of compliance require-
ments contained in the compliance
supplement as guidance for identifying
the types of compliance requirements
to test, and determine the require-
ments governing the Federal program
by reviewing the provisions of con-
tracts and grant agreements and the
laws and regulations referred to in
such contracts and grant agreements.

(4) The compliance testing shall in-
clude tests of transactions and such
other auditing procedures necessary to
provide the auditor sufficient evidence
to support an opinion on compliance.

(e) Audit follow-up. The auditor shall
follow-up on prior audit findings; per-
form procedures to assess the reason-
ableness of the summary schedule of
prior audit findings prepared by the
auditee in accordance with §99.315(b);
and report, as a current year audit
finding, when the auditor concludes
that the summary schedule of prior
audit findings materially misrepre-
sents the status of any prior audit find-
ing. The auditor shall perform audit
follow-up procedures regardless of
whether a prior audit finding relates to
a major program in the current year.

(f) Data collection form. As required in
§99.320(b)(3), the auditor shall complete
and sign specified sections of the data
collection form.

§99.505 Audit reporting.

The auditor’s report(s) may be in the
form of either combined or separate re-
ports and may be organized differently
from the manner presented in this sec-
tion. The auditor’s report(s) shall state
that the audit was conducted in ac-
cordance with this part and include the
following:

(a) An opinion (or disclaimer of opin-
ion) as to whether the financial state-
ments are presented fairly in all mate-
rial respects in conformity with gen-
erally accepted accounting principles
and an opinion (or disclaimer of opin-
ion) as to whether the schedule of ex-
penditures of Federal awards is pre-
sented fairly in all material respects in
relation to the financial statements
taken as a whole.

(b) A report on internal control re-
lated to the financial statements and
major programs. This report shall de-
scribe the scope of testing of internal
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control and the results of the tests,
and, where applicable, refer to the sep-
arate schedule of findings and ques-
tioned costs described in paragraph (d)
of this section.

(c) A report on compliance with laws,
regulations, and the provisions of con-
tracts or grant agreements, noncompli-
ance with which could have a material
effect on the financial statements. This
report shall also include an opinion (or
disclaimer of opinion) as to whether
the auditee complied with laws, regula-
tions, and the provisions of contracts
or grant agreements which could have
a direct and material effect on each
major program, and, where applicable,
refer to the separate schedule of find-
ings and questioned costs described in
paragraph (d) of this section.

(d) A schedule of findings and ques-
tioned costs which shall include the
following three components:

(1) A summary of the auditor’s re-
sults which shall include:

(i) The type of report the auditor
issued on the financial statements of
the auditee (i.e., unqualified opinion,
qualified opinion, adverse opinion, or
disclaimer of opinion);

(ii) Where applicable, a statement
that reportable conditions in internal
control were disclosed by the audit of
the financial statements and whether
any such conditions were material
weaknesses;

(iii) A statement as to whether the
audit disclosed any noncompliance
which is material to the financial
statements of the auditee;

(iv) Where applicable, a statement
that reportable conditions in internal
control over major programs were dis-
closed by the audit and whether any
such conditions were material weak-
nesses;

(v) The type of report the auditor
issued on compliance for major pro-
grams (i.e., unqualified opinion, quali-
fied opinion, adverse opinion, or dis-
claimer of opinion);

(vi) A statement as to whether the
audit disclosed any audit findings
which the auditor is required to report
under §99.510(a);

(vii) An identification of major pro-
grams;

(viii) The dollar threshold used to
distinguish between Type A and Type B
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