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the Federal programs under which they
were received. Federal program and
award identification shall include, as
applicable, the CFDA title and number,
award number and year, name of the
Federal agency, and name of the pass-
through entity.

(b) Maintain internal control over
Federal programs that provides reason-
able assurance that the auditee is man-
aging Federal awards in compliance
with laws, regulations, and the provi-
sions of contracts or grant agreements
that could have a material effect on
each of its Federal programs.

(c) Comply with laws, regulations,
and the provisions of contracts or
grant agreements related to each of its
Federal programs.

(d) Prepare appropriate financial
statements, including the schedule of
expenditures of Federal awards in ac-
cordance with §41.310.

(e) Ensure that the audits required
by this part are properly performed and
submitted when due. When extensions
to the report submission due date re-
quired by §41.320(a) are granted by the
cognizant or oversight agency for
audit, promptly notify the Federal
clearinghouse designated by OMB and
each pass-through entity providing
Federal awards of the extension.

(f) Follow up and take corrective ac-
tion on audit findings, including prepa-
ration of a summary schedule of prior
audit findings and a corrective action
plan in accordance with §41.315(b) and
§41.315(c), respectively.

(Authority: Pub. L. 104-156; 110 Stat. 1396)

§41.305 Auditor selection.

(a) Auditor procurement. In procuring
audit services, auditees shall follow the
procurement standards prescribed by
part 43 of this chapter, OMB Circular
A-110 (codified at 2 CFR part 215),
“Uniform  Administrative Require-
ments for Grants and Agreements with
Institutions of Higher Education, Hos-
pitals and Other Non-Profit Organiza-
tions,” or the FAR (48 CFR part 42), as
applicable (OMB Circulars are avail-
able from the Office of Administration,
Publications Office, room 2200, New Ex-
ecutive Office Building, Washington,
DC 20503). Whenever possible, auditees
shall make positive efforts to utilize
small businesses, minority-owned
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firms, and women’s business enter-
prises, in procuring audit services as
stated in part 43 of this chapter, OMB
Circular A-110 (codified at 2 CFR part
215), or the FAR (48 CFR part 42), as ap-
plicable. In requesting proposals for
audit services, the objectives and scope
of the audit should be made clear. Fac-
tors to be considered in evaluating
each proposal for audit services include
the responsiveness to the request for
proposal, relevant experience, avail-
ability of staff with professional quali-
fications and technical abilities, the
results of external quality control re-
views, and price.

(b) Restriction on auditor preparing in-
direct cost proposals. An auditor who
prepares the indirect cost proposal or
cost allocation plan may not also be se-
lected to perform the audit required by
this part when the indirect costs recov-
ered by the auditee during the prior
year exceeded $1 million. This restric-
tion applies to the base year used in
the preparation of the indirect cost
proposal or cost allocation plan and
any subsequent years in which the re-
sulting indirect cost agreement or cost
allocation plan is used to recover costs.

(c) Use of Federal auditors. Federal
auditors may perform all or part of the
work required under this part if they
comply fully with the requirements of
this part.

(Authority: Pub. L. 104-156; 110 Stat. 1396)

§41.310 Financial statements.

(a) Financial statements. The auditee
shall prepare financial statements that
reflect its financial position, results of
operations or changes in net assets,
and, where appropriate, cash flows for
the fiscal year audited. The financial
statements shall be for the same orga-
nizational unit and fiscal year that is
chosen to meet the requirements of
this part. However, organization-wide
financial statements may also include
departments, agencies, and other orga-
nizational units that have separate au-
dits in accordance with §41.500(a) and
prepare separate financial statements.

(b) Schedule of expenditures of Federal
awards. The auditee shall also prepare
a schedule of expenditures of Federal
awards for the period covered by the
auditee’s financial statements. While
not required, the auditee may choose
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