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OAG Changes

Under a Statewide approach, the OAG would bill the Office of Financial Management
(OFM) for the audit procedures related to completing the audit of major federal program
compliance at a direct hourly rate. However, as noted in the cost savings or increase
section, the agency financial statements and schedules will no longer be required under
a Statewide single audit approach. As a result, the amounts billed to OFM, and
ultimately to the federal government, will be reduced by about $500,000 annually. If this
restricted funding source is not replaced, the OAG would have to reduce staffing levels
by approximately 7 auditors. As a result, there would be a negative impact on the level
of legislative audit oversight because a majority of the audit resources that would be
available to conduct high risk audits as a result of the conversion would be significantly
reduced by the loss of staff auditors.

The OAG has experienced drastic staffing reductions since fiscal year 1999-2000. The
OAG currently has 131 full-time employees, down 47 (26%) from the 178 full-time
employees in fiscal year 1999-2000. The severe reduction has contributed to a large
backlog of audits (see the impact on legislative audit oversight section). Further staff
reductions would increase this backlog.

One possible source of replacement for the reduced restricted federal funding for
legislative audit oversight would be through the billing of the audit of the SOMCAFR.
Currently, the OAG does not bill for the SOMCAFR audit; however, OFM includes the
cost of this audit in determining an indirect cost rate that is used by agencies to bill the
federal government for the State's centralized services. Even though the cost of the
SOMCAFR audit is covered by the OAG's General Fund appropriation, none of the
costs recouped by the State of Michigan through the indirect cost rate process are
appropriated to the OAG. Instead, money recouped from this process is then pooled
and appropriated to the Department of Technology, Management, and Budget (DTMB),
the Department of Treasury, and the Civil Service Commission. We believe that the
restricted funding shifted from legislative audit oversight through the conversion could
be replaced with amounts recouped through the indirect cost rate process.

Agency Changes

As noted, 24 agencies are currently billed for individual single audits. Under a
Statewide approach, the OAG estimates that audit effort would be expended in
approximately 11 agencies, even though the Statewide single audit would meet the
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STATEWIDE SINGLE AUDIT FEASIBILITY STUDY
Estimated Major Federal Programs for Statewide Single Audit by Agency (1)

Exhibit 4

CFDA
Agency/Cluster Number Program
Department of Community Health
Aging Ciuster 93.044 Special Programs for the Aging - Title §1l, Part B - Grants for
Supportive Services and Senior Centers
Aging Cluster 93.045 Special Programs for the Aging - Title [If, Part C - Nutrition Services
Aging Cluster 93.053 Nutrition Services Incentive Program
Immunization Cluster 93.268 Immunization Grants
Immunization Cluster 93,268 Immunization Grants
Medicaid Cluster 93.777 State Survey and Certification of Health Care Providers and Suppliers
Medicaid Cluster 93,778 Medical Assistance Program
N/A 10.557 Special Supplementai Nutrition Program for Women, Infants,
and Children
N/A 93.069 Public Health Emergency Preparedness
N/A 93.767 Children's Health Insurance Program
NIA 93.959 Block Grants for Prevention and Treatment of Substance Abuse
Michigan Economic Development Corporation
WIA Cluster 17.258 WIA Adult Program
WIA Cluster 17.259 WIA Youth Activities
WIA Cluster 17.260 WIA Dislocated Workers
WIA Cluster 17.278 WiA Dislocated Worker Formula Grants
N/A 17.245 Trade Adjustment Assistance
Michigan Department of Education
Child Nutrition Cluster 10.555 National School Lunch Program
Child Nutrition Cluster 10.555 Food Donation
Child Nutrition Cluster 10.556 Special Milk Program for Children
Chitd Nutrition Cluster 10.559 Summer Feod Service Program for Children
Child Nutrition Cluster 10.559 Food Donation
Title |, Part A Cluster 84.010 Title | Grants to Local Educational Agencies

This schedule conlinued on next page.
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Exhibit 6
(Continued)

Statewide Single Audit Workgroup
Report and Recommendations
December 15, 2008

6. Currently, there is a redundancy of audit findings and reports across programs and SOM
agencies. The same, or similar, problems are reported multiple times in multiple SOM
agencies. Audit findings that can be best addressed in a statewide manner may not be as
effectively and efficiently addressed in a timely manner using the agency by agency
approach. A statewide report could provide a more useful report and have increased impact.

7. SOM agency single audit reports and related financial information are not as useful for SOM
purposes as they could be and were in prior years. The increased focus on federal programs
and federal compliance is a distraction from other issues. More attention and effort is
focused on federal funds and issues than on non federal funds and issues. Reports are longer
and more technical in nature than they otherwise would be and are less useful and

understandable for non federal teaders.

8. SOM agencies are attempting to streamline, standardize, and generate efficiencies in their
accounting and audit operations. Moving to a statewide single audit report is consistent with
this effort. Currently, forty-seven states performn single audits at a statewide level.

Workgroup Recommendations
1. The SOM should adopt a statewide single audit approach.

Significant savings can be achieved and reporting much improved. Major (type A) federal
programs are those where the expenditures are greater than an auditor determined dollar
threshold based on materiality with a cap of $30 million set by A-133. The audit savings
from not performing an individual single audit on those agencies with all major (type A)
programs under $30 million is approximately $934,000. Additional significant savings
would result from not performing a single audit on another 93 federal programs. We could
not quantify the potential savings since the programs are within agencies where currently
audits are performed on federal programs both above and below $30 million.

Both SOM single audit users and users of other audits of State agencies would benefit from
this approach. Federal audit requirements would be satisfied, just as they are in the 47 other

states that have statewide audits.

2. The SOM Attomey General should determine whether Public Act 431 of 1984 (MCL
18.1461) should be amended to implement a statewide approach. If an amendment is
required, such changes should be requested of the legislature.

3. Statewide coordinated process of receipt and review of single audits from sub-recipients
should be undertaken.

Page 2 of 7

36






Exhibit 6
(Continued)

Statewide Single Audit Workgroup
Report and Recommendations
December 15, 2008

Results from Nationwide Survey

Currently, 47 states conduct the single audit at a statewide level. Only New Mexico, Hawaii, and
SOM conduct single audits at the agency level. The workgroup determined that single audit
information from other states would provide important data to support the final recommendation.
Survey questions were developed and sent to all state comptrollers and auditor generals.
Twenty-nine states responded to the survey. The responses showed that most states have always
had a statewide single audit or converted from an agency single audit to a statewide single audit.
A second survey was then sent to the eleven states who converted to obtain more information
about the reasons for the conversion as well as the conversion process. Nine responses were
received. No states have changed from the state-wide approach to an agency level approach.

Efficiencies and costs savings were noted as the major reasons for maintaining or converting to a
statewide single audit. See Attachment C for copies of the surveys.

Quotes from the Nationwide Supvey
Missouri - Our statewide single audit is linked to our audit of the statewide CAFR each year,

We also felt it was more efficient as it should result in fewer type A programs when calculated at
a statewide level than at an agency level.

New Hampshire - It seems to be a very efficient and effective process for New Hampshire and
consistent with the purpose of the Act.

New York - New York State implemented a statewide single audit approach versus
departmental/agency single audit in order to make the most effective/efficient use of limited

audit financial resources.

North Dakota - It is more efficient.

Oklahoma - The statewide single audit is more efficient (staffing and costs).
Pennsylvania - More efficient use of time and money.

Virginia - We feel that it is more efficient for the Commonwealth of Virginia to produce one
single audit and that we are more effective by producing different types of performance reports

on individual agencies.

Attachment D has the complete survey results.
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Exhibit 6
(Continued)

Statewide Single Audit Workgroup
Report and Recommendations
December 15, 2008

The workgroup discussed current controls that would reduce the risk of auditing fewer programs.
All financial transactions, whether federal or state, are subject to audit for the SOMCAFR. In
addition, the statewide internal control evaluation and biennial reporting processes help to
determine risks and corresponding control activities within each agency, for a variety of key
internal controls. SBO’s Office of Intemal Audit Services (OIAS) reviews the departments’
processes and identifies weaknesses in their mechanisms for identifying and mitigating risks
within state government.

The evaluation and biennial reporting processes are not specific to federal programs, but rather
relate to the SOM agency’s overall controls, which include federal programs.

OIAS and the OAG could perform other types of audits that would give additional assurance to
the work performed during the single audit. Performance audits, horizontal audits, SOMCAFR
audit, and other financial audit work could be used to assess risk and internal controls to
complement a statewide single audit. Beginning in fiscal year 2010, OIAS will be charging their
annual costs via the statewide cost allocation plan (SWCAP); therefore no additional costs would
be incurred by the agency during the fiscal year, if OIAS performed more or different audits to
reduce the risk of converting to a statewide single audit.

If the SOM converted to a statewide single audit, more audit work could be directed at high risk
programs and non-federal programs. OIAS is willing to coordinate its audit efforts with the
OAG to accommodate any potential increased risk exposure.

Required A-133 Sub-recipient Monitoring

Each state agency currently performs an independent review to ensure that their sub-recipients
had a single audit completed if $500,000 or more of federal dollars were received in a year.
However, it could be a combination of several federal programs in multiple agencies whose
payments that takes a sub-recipient over this dollar amount. This process, we believe, would be
more efficiently performed if done once on a statewide basis. However, if audit comments are
noted in the single audit reports, the individual agencies would be best to follow up on them, but
ensuring that each sub-recipient had a single audit performed and whether findings were noted
should be done on a statewide basis.

Conclusion

The workgroup recommends that the SOM pursue conversion to a statewide single audit. The
workgroup concluded the entire single audit process would be simplified to minimize audit costs
and maximize efficiencies. The workgroup also concludes that there would be costs savings
when comparing costs of other state’s single audits. Forty-seven states conduct a statewide
single audit and respondents indicated it achieves efficiencies and cost savings.
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