Establishing Required
Policies and
Procedures Under
Uniform Guidance

‘ ’ Rea s associates



Refresher — Single Audit

What is a single audit? Results in three levels of
« An audit of the nonfederal auditing and reporting
entity’s financial statements standards (Outputs)
and compliance audit of its » General Accepted Auditing
major federal programs Standards (GAAS)
Who needs a single audit? - Generally Accepted
- Nonfederal entities that expend Government Auditing
$750,000 or more of federal Standards (GAGAS)

awards in a fiscal year « Uniform Guidance



Policies and Procedures

2 CFR 200.302 - Financial Management — Written Procedures (Allowable
Costs)

2 CFR 200.305 — Payment — Written Procedures (Cash Management)
2 CFR 200.313 — Equipment — Written Procedures (Equipment & Real Property)

2 CFR 200.318 — General Procurement Standards — Written Policy (Conflict of
Interest) (Procurement)

2 CFR 200.320 — Methods of Procurement to be Followed — Written Procedures
(Procurement)

2 CFR 200.430 — Compensation — Written Policy (Time and Effort)
2 CFR 200.431 — Fringe Benefits — Written Policy (Time and Effort)
2 CFR 200.474 — Travel Costs — Written Policy (Allowable Costs)



2 CFR 200.302 - Financial
Management (Allowable Costs)

2 CFR 200.302 (b) (7) Written procedures for determining the allowability
of costs in accordance with Subpart E—Cost Principles of this part and the
terms and conditions of the Federal award.

Considerations — Procedures that outline authorization of expenses, what
happens if an expense is questioned, what documentation is approved
and maintained.



2 CFR 200.305 — Payment
(Cash Management)

2 CFR 200.302 (b) (6) - Written procedures to implement the
requirements of §200.305 Payment.

The requirements in 2 CFR 200.305 mainly deal with advanced funding
situations, however best practice would be cash management procedures
for both reimbursement and advanced funding.

Considerations — How are drawdown requests made, who approves the
request, how is the determination made for timing of request, how doyou
ensure advances are spent timely



2 CFR 200.313 — Equipment
(Equipment & Real Property)

(d

rep

? Management requirements. Procedures for managing eq[uipment Including
acement equment?, whether acquired in whole orin part under a Federal

award, until disposition takes place will, as a minimum, meet the following

req

uirements:

(1) Property records must be maintained that include a description of the prop_ert?/, a serial
number or other identification number, the source of funding for the property (including the
FAIN), who holds title, the acquisition date, and cost of the property, percentage of
Federal participation in the project costs for the Federal award under which the property
was acquired, the location, use and condition of the Property, and any ultimate disposition
data including the date of disposal and sale price of the property.

(2) A physical inventory of the property must be taken and the results reconciled with the
property records at least once every two years.

(3) A control system must be developed to ensure adequate safeguards to.prevent loss,
damage, or theft of the property. Any loss, damage, or theft must be investigated.

(4) %\g[_equate maintenance procedures must be developed to keep the property in good
condition.

(5) If the non-Federal entit?_/ is authorized or required to sell the property, proper sales
procedures must be established to ensure the highest possible return.



2 CFR 200.430 — Compensation
(Time and Effort)

2 CFR 200.430 (a) Costs of compensation are allowable to the extent that
they satisfy the specific requirements of this part, and that the total
compensation for individual employees:

* (1) Is reasonable for the services rendered and conforms to the established written
policy of the non-Federal entity consistently applied to both Federal and non-Federal
activities;

Considerations — how is time and effort tracked, who approves, how is
that applied to the pay period allocation



2 CFR 200.431 - Fringe
Benefits (Time and Effort)

2 CFR 200.431 (a) Fringe benefits include, but are not limited to, the
costs of leave (vacation, family-related, sick or military), employee
iInsurance, pensions, and unemployment benefit plans. Except as provided
elsewhere in these principles, the costs of fringe benefits are allowable
provided that the benefits are reasonable and are required by law, non-

Federal entity-employee agreement, or an established policy of the non-
Federal entity.



2 CFR 200.474 — Travel Costs
(Allowable Costs)

2 CFR 200.474 (a) Such costs may be charged on an actual cost basis,
on a per diem or mileage basis in lieu of actual costs incurred, or on a
combination of the two, provided the method used is applied to an entire
trip and not to selected days of the trip, and results in charges consistent
with those normally allowed in like circumstances in the non-Federal
entity's non-federally-funded activities and in accordance with non-Federal
entity's written travel reimbursement policies.



Where are the risks?

Decentralized entity with multiple grant administrators
* Do departments within your entity have their own policies and/or procedures?

* Developing the proper policies but not implementing. Developing the policies and
procedures is only the 15t step.

 Auditors will audit to your policies and procedures



Components of Internal Control

5 components of I/C

* Control Activities - How are you certain your organization is in compliance with the
requirement)?

* Risk Assessment - How did management determine that (control activity) was
necessary to ensure compliance?

* Information & Communication - How and when do you notify people the (control
activity) is required?

° Monitoring - What is the process used to ensure the (control activity) is performed
correctly and consistently?

- Control Environment - What is management’s attitude about internal control?



Internal Control Considerations

Entity level vs. specific controls

Entity level controls
« for direct and material compliance areas, which of the 5 I/C components happen
here?

Specific controls - operational-level controls which operate within
divisions, operational units and functions, processes and activities

« for direct and material compliance areas, which of the 5 |/C components happen
here?

Similarity of processes and controls among major programs and D&M
compliance areas in those major programs

Centralized vs. decentralized environments



Audit Requirements

Evaluate entity level controls (both UG compliance related and Financial
Statement level)

UG - Assess Control risk at low for each of the direct and material
compliance requirements (test effectiveness of internal control).

FS — Evaluate design and implementation of internal controls for each
significant transaction cycle



Ramifications

UG Sampling requirements are based on 0 expected deviations.

» Typical sample size could be 40 transactions

1 failure of controls out of the sample of 40 would result in a significant deficiency or
material weakness (finding in audit report)

» Applies to expenditure controls, payroll controls, PCR controls etc.



Acceptable Procurement
Methods

Micro Purchases

Small Purchases

Sealed Bids

Competitive Proposals
Noncompetitive Proposals



Micro Purchases

Purchases of $10,000 or Less

Davis-Bacon Act Exception

No Need to Solicit Competition

Non-Federal entity must consider the cost to be reasonable

Non-Federal entity must, to the extent practicable, distribute these
purchases equitably among qualified suppliers



Small Purchases

Purchases between $10,000 and $250,000

Non-federal entity’s prior policy likely has much lower
threshold, however, it can be increased

Under the simplified acquisition threshold

Price or rate quotations must be obtained from an adequate
number of qualified sources

UG leaves the discretion of the non-Federal entity written policy to
determine the “adequate” number of qualified sources (number
greater than one) and the methods of obtaining the price or rate
quotations (i.e. in writing, orally, price list on website, etc.)

Excluded from any requirements for cost or price analysis



Sealed Bids

Purchases over $250,000

Bids are publicly solicited from an adequate number of known suppliers
Firm fixed price contract (lump sum or unit price)

Two or more responsible bidders

Awarded to the lowest responsive and responsible bidder

Preferred method for construction projects
Conditions required for use are found in 2 CFR 200.320(c)(1)and (2)



Competitive Proposals

Purchases over $250,000

More than one source is expected to make an offer

Either fixed price or cost-reimbursement type contract is awarded
Used when sealed bids are not appropriate (i.e. contract services)
RFP must be publicized

* How this is accomplished is not specified in UG (i.e. internet, radio, newspaper; etc.)



Competitive Proposals
(continued)

Written procedures required for conduct of technical evaluation

Awarded to the most advantageous offer with price and other factors
considered

MUST be used for Architectural/Engineering services and price CANNOT
be used as a selection criterion (AKA “Brooks Bill”)



Noncompetitive Proposals

Also known as Sole-Source procurement

Appropriate ONLY when certain criteria are met
* Only available from a single source

* Public exigency or emergency

* Federal awarding agency authorization

* Inadequate competition

“JOFOC”

« Justification for Other than Free and Open Competition is required



Purchasing Cooperatives

Do you use a purchasing cooperative?

* Your entity remains responsible for compliance for UG Compliance on all purchases
made from federal funds

 Auditors should be testing procurement at the Co-Op level

* |f non-compliance is found will be reported at the entity level. Possible questioned
costs.

« Communicate with your co-op. Make sure they are in compliance to avoid a finding at
your School.



Common Questions

|s adopting policies for procurement alone adequate?

* No, Non-federal entities are required to have written procedures that conform to the
applicable federal law. These should be in addition to board adopted procurement

policy.
What are the potential ramifications for not complying?

* Non-compliance could result in modified opinion over compliance and questioned
costs reported in audit depending on materiality.

What if a change order results in the contract moving to a new
procurement threshold?

» This is subjective. The non-federal entity should have an estimate of what the total
control amount will be and if determination is originally based on a reasonable
estimate of the contract cost this should not be an issue. Do not intentionally estimate
lower then apply change orders to avoid competition.



§200.318 General
procurement standards
highlights

(a) The non-Federal entity must use its own documented procurement procedures which reflect applicable State, local, and tribal laws and
regulations, provided that the procurements conform to applicable Federal law and the standards identified in this part.

(b) Non-Federal entities must maintain oversight to ensure that contractors perform in accordance with the terms, conditions, and specifications
of their contracts or purchase orders.

(c)(1) The non-Federal entity must maintain written standards of conduct covering conflicts of interest and governing the actions of its
employees engaged in the selection, award and administration of contracts. No employee, officer, or agent may participate in the selection,
award, or administration of a contract supported by a Federal award if he or she has a real or apparent conflict of interest..Such a conflict of
interest would arise when the employee, officer, or agent, any member of his or her immediate family, his or her partner, or an organization which
employs or is about to employ any of the parties indicated herein, has a financial or other interest in or a tangible personal benefit from a firm
considered for a contract. The officers, employees, and agents of the non-Federal entity may neither solicit nor accept gratuities, favors, or
anything of monetary value from contractors or parties to subcontracts. However, non-Federal entities may set standards for situations in which
the financial interest is not substantial or the gift is an unsolicited item of nominal value. The standards of conduct must provide for disciplinary
actions to be applied for violations of such standards by officers, employees, or agents of the non-Federal entity.



§200.318 General
procurement standards
highlights

(

d) The non-Federal entity's procedures must avoid acquisition of
unnecessary or duplicative items. Consideration should be given to
COﬂSOlIdatIW or breaking out procurements to obtain a more economical
purchase. Where appropriate, an analysis will be made of lease versus
Furchase alternatives, and any other appropriate analysis to determine
he most economical approach.

g:?) To foster greater economy and efficiency, and in accordance with
efforts to promote cost-effective use of shared services across the
Federal Government, the non-Federal entity is encouraged to enter into
state and local intergovernmental agreements or inter-entity agreements
whdere appropriate for procurement or use of common or shared goods
and services.

(f) The non-Federal entity is encouraged to use Federal excess and
surplus property in lieu of purchasing new equipment and property
whenever such use is feasible and reduces project costs.



§200.318 General
procurement standards
highlights

_ (i? The non-Federal entity must maintain records sufficient to detail the history of procurement. These records will
include, but are not necessarily limited to the following: rationale for the method of procurement, selection of contract
type, contractor selection or rejection, and the basis for the contract price.

(J)p) The non-Federal entity ma%/ use a time and materials type contract only after a determination that no other
contract is suitable and if the confract includes a ceiling price that the contractor exceeds at its own risk. Time and
materials type contract means a contract whose cost to a non-Federal entity is the sum of:

(i) The actual cost of materials; and
(ii) Direct labor hours charged at fixed hourly rates that reflect wages, general and administrative expenses, and profit.

(Zt)' Since this formula %enerates an open-ended contract price, a time-and-materials contract provides no positive
rofit incentive to the contractor for cost control or labor efficiency. Therefore, each contract must set a ceiling price that
he contractor exceeds at its own risk. Further, the non-Federal entity awarding such a_contract must assert a high
degtree q[f olverS|ght in order to obtain reasonable assurance that the contractor is using efficient methods and effective
cost controls.

(k) The non-Federal entity alone must be responsible, in accordance with good administrative practice and sound
business judgment, for the settlement of all contractual and administrative issues arising out of procurements. These
issues include, but are not limited to, source evaluation, protests, disputes, and claims. These standards do not relieve
the non-Federal entity of any contractual responsibilities under its contracts. The Federal awarding agency will not
substitute its #udgment for that of the non-Federal entlt_¥ unless the matter is primarily a Federal concern. Violations of
law will be referred to the local, state, or Federal authority having proper jurisdiction.



§200.319 Competition

(a) All procurement transactions must be conducted in a manner providing full and open competition consistent with
the standards of this section. In order to ensure objective contractor performance and eliminate unfair competitive
advantage, contractors that develop or draft specifications, requirements, statements of work, or invitations for bids or

requests for proposals must be excluded from competing for such procurements. Some of the situations considered
to be restrictive of competition include but are not limited to:

1) Placing unreasonable requirements on firms in order for them to qualify to do business;

2) Requiring unnecessary experience and excessive bonding;

(
(
(3) Noncompetitive pricing practices between firms or between affiliated companies;
(4) Noncompetitive contracts to consultants that are on retainer contracts;

(

5) Organizational conflicts of interest;

(6) Specifying only a “brand name” product instead of allowing “an equal” product to be offered-and describing the
performance or other relevant requirements of the procurement; and



§200.319 Competition
(continued)

(7) Any arbitrary action in the procurement process.

(b) The non-Federal entity must conduct procurements in a manner that prohibits the use of statutorily or administratively imposed state, local, or tribal geographical
preferences in the evaluation of bids or proposals, except in those cases where applicable Federal statutes expressly mandate or encourage geographic preference. Nothing in
this section preempts state licensing laws. When contracting for architectural and engineering (A/E) services, geographic location may be a selection criterion provided its
application leaves an appropriate number of qualified firms, given the nature and size of the project, to compete for the contract.

(c) The non-Federal entity must have written procedures for procurement transactions. These procedures must ensure that all solicitations:

(1) Incorporate a clear and accurate description of the technical requirements for the material, product, or service to be procured. Such description must not, in competitive
procurements, contain features which unduly restrict competition. The description may include a statement of the qualitative nature of the material, product or service to be
procured and, when necessary, must set forth those minimum essential characteristics and standards to which it must conform if it is to satisfy its intended use. Detailed product
specifications should be avoided if at all possible. When it is impractical or uneconomical to make a clear and accurate description of the technical requirements, a “brand name
or equivalent” description may be used as a means to define the performance or other salient requirements of procurement. The specific features of the named brand which must
be met by offers must be clearly stated; and

(2) Identify all requirements which the offerors must fulfill and all other factors to be used in evaluating bids or proposals.

(d) The non-Federal entity must ensure that all prequalified lists of persons, firms, or products which are used in acquiring goods and services are current and include enough
qualified sources to ensure maximum open and free competition. Also, the non-Federal entity must not preclude potential bidders from qualifying during the solicitation period.



§200.323 Contract cost
and price

(a) The non-Federal entity must perform a cost or price analysis in connection with every
procurement action in excess of the Simplified Acquisition Threshold including contract
modifications. The method and degree of analysis is d_e?endent on the facts surrounding the
particular procurement situation, but as a starting point, the non-Federal entity must make
Independent estimates before receiving bids or proposals.

(b) The non-Federal entity must negotiate profit as a separate element of the price for each
contract in which there is no price competition and in all cases where cost analysis is
performed. To establish a fair and reasonable profit, consideration must be given to the
complexity of the work to be performed, the risk borne by the contractor, the contractor's
investment, the amount of subcontracting, the quality of its record of past performance, and
industry profit rates in the surrounding geographical area for similar work.

fc) Costs or prices based on estimated costs for contracts under the Federal award are
allowable only to the extent that costs incurred or cost estimates included in negotiated
Pr_lces would be allowable for the non-Federal entity under Subpart E—Cost Principles of
his part. The non-Federal entity may reference its own cost principles that comply with the
Federal cost principles.

(d) The cost plus a percentage of cost and percentage of construction cost methods of
contracting must not be used.



Contact Information

Zac Morris, CPA | Principal| Rea & Associates, Inc. | a brighter way
212 N. Washington St.

Millersburg, OH 44654

Direct 330-521-4539 | Cell 330-231-2493

e-mail zac.morris@reacpa.com

Ken Richards, CPA, AICPA Advanced Single Audit | Principal| Rea &
Associates, Inc. | a brighter way

186 N High St.

Gahanna, OH 43230

Direct 614-652-2058 | Cell 740-587-0425
e-mail ken.richards@reacpa.com
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