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2012 Purchase of Service Contract, Audit Procedures, and Waivers

This memo is released on an annual basis to assist county departments of human services, social services, and community programs in planning for contracts, audits, and contract/audit waivers for the upcoming calendar year.  As of 2011, the Department of Children and Families (DCF) and the Department of Health Services (DHS) issue separate memos on purchase of service contracts, audits, and waivers as the business practices of the Departments are changing related to the functions of each state agency.  (DCF Memo/Forms can be found under the “Financial” heading towards the bottom of the webpage located at:  

http://dcf.wi.gov/children/fiscal/ )

Chapter B7 of the Wisconsin Department of Health Services Financial Management Manual (FMM) contains policy material along with the Purchase of Services (POS) Model Contract Language and Instructions.  The synopsis of contract and audit requirements outlined in this memo serves as a quick reference. For complete information refer to the Financial Management Manual online:

http://dhs.wisconsin.gov/Grants/Administration/FMM/FMMTOC.htm  

The base model contract is not required, but is provided as convenient and appropriate contract language that meets the purchase of service contracting requirements found in Wisconsin Statutes 46.036.  Agencies are required to use either the model contract or an adaptation of the model contract that meets statutory requirements.  It is also necessary to use the Community Based Residential Facility (CBRF) Model Contract or an adaptation in which all elements of the model CBRF contract are included.  Agencies are encouraged to have their legal counsel review all contracts utilized (either the model contract or an adaptation of the model contract) to assure compliance with state statute and the agency’s specific contracting needs.  

As a reminder, starting with the 2009/2010 Home and Community Based Waiver services, DHS has required closer scrutiny of all contracts used for purchase of MA Waiver-funded services.  DHS Numbered Memo 2009-10 outlines the rationale for the changes and provides details about the CMS-mandated requirements:

http://dhs.wisconsin.gov/dsl_info/NumberedMemos/DLTC/CY2009/NMemo2009_10.pdf 
In summary, any contract, other than the State Model Contract, utilized for MA Waiver purchases must be pre-approved by DHS, and a signed Provider Agreement must be executed prior to payment for purchases to be in compliance.

Family Care Managed Care Organization’s (MCOs) requirements for provider contracts are contained in the Health and Community Supports Contract between the Department of Health Services and the MCO.  These requirements incorporate federal Medicaid managed care requirements.  MCOs should refer to the Health and Community Supports Contract for provider contract requirements, not the FMM.  MCOs cannot apply to the Area Administration Regional Office for a waiver of contract requirements with providers.  
CONTRACT REQUIREMENTS/CONTRACT WAIVERS

When contracts are not required: 

Contracts are not required for the following therefore, it is not necessary to have a contract waiver for these services:
· When a provider under contract with a county agency obtains services from another vendor (ancillary services).

· When day care is provided via a voucher directly to a client.

· Placement in a CBRF when the CBRF is owned or operated by the county making the placement.

· When paying for services or items through the Family Support Program between a family and the county agency.

· When a payment is made directly to a client from a county agency.  (Note: Individual client vouchers cannot be used in lieu of formal contracts for CBRF services.)

Contracts are required in all other circumstances. There are some instances listed below in which the Regional Office waives the requirement for a contract.

Contracts which are required but are automatically waived by the regional office:
The Department of Health Services considers the contracting process a good business practice that, if properly executed, protects both the purchaser and the provider.  It is the intent of DHS to encourage the development of contracts.  However, DHS recognizes that in some instances the imposition of rigid contracting procedures is a deterrent to the delivery of services.  

Through this memo, the Regional Office is granting an automatic blanket waiver for required contracts in the following circumstances:

· For purchases of $10,000 or less in a calendar year.

· For emergency or one-time unanticipated client-specific services (less than $10,000 in a calendar year).

It is the county agency’s responsibility to assure that the specific situations in which you do not seek contracts fit into either the “not required” or “waived” criteria outlined above.   The agency is responsible for contracting for all other purchased services. 
AUDIT REQUIREMENTS/AUDIT WAIVERS

Wisconsin Statutes 46.036 requires an audit from providers that receive more than $25,000 from DHS or from a county.  The statutes allow the Department to waive audits on a case-by-case basis.  In addition, Section 66.0143 of the Wisconsin Statutes authorizes waiver of state mandates, which many counties have used to increase the threshold for requiring audits. Additional information on obtaining waivers under Section 66.0143 is on the Department of Revenue’s website at:

http://www.dor.state.wi.us/forms/govcty/instruct.html#criteria 

Or the DHS website at:  

http://www.dhs.wisconsin.gov/grants/Audit/auditdept/index.HTM

DHS will not waive audits that are required under the Single Audit Act Amendments of 1996.  This law is implemented through OMB Circular A-133 “Audits of States, Local Governments, and Non-Profit Organizations,” and requires non-profits and local governments that expend more than $500,000 in federal funds to have audits in accordance with Circular A-133.

Wisconsin Statute 46.036 applies to county operations including Family Care MCOs operated by a county agency.  MCOs must follow the audit waiver process described in this memorandum if they want to request waivers of provider audits.

When audits are not required (therefore no audit waiver is necessary):
· For contracts under $25,000, or;

· For contracts under a higher threshold amount approved through a Section 66.0143 waiver.

Audits which are required but may be waived by the regional office:

References in this section are to Appendix 1 of this document.  Please review Appendix 1 for guidance on matching audit requirements to the level of assessed risk an agency assumes in administering DHS programs.

The provider must furnish the purchaser with an annual audit for purchases exceeding $25,000, or the higher threshold amount if a Section 66.0143 waiver is received, unless the purchaser obtains a waiver for the audit from the DHS Regional Office.  Waiver of the audit is appropriate only if the agency does not need to have an audit according to federal audit requirements.  If the provider does not need to have a federal audit, the Regional Office may decide to approve waiving the audit when: 

· The granting agency assessed the level of risk at low as documented by the “Risk Identification and Assessment Worksheet.” (pg 6, described in Section 3.1.1 of Appendix 1). 

· The granting agency increased other monitoring efforts to reduce risk to a low level (Section 3.1.1). 

· The contract is funded solely with federal funds (Section 3.1.3). 

· DHS funding is a very small part of the provider’s overall business (Section 3.1.4).  

· An audit would be a hardship on the provider (Section 3.1.4).  

· Audited information is not needed (Section 3.1.5). 

Requests for a waiver are to be submitted to the DHS Regional Office on the CY 2012 Purchase of Service Waiver of Audit Request form (pg. 5), during contract negotiation before the contract is signed.  Requests for audit waivers after the contract is signed will be considered in exceptional situations only.


Purchasers must complete the following items to request a waiver:

1. A “Risk Identification and Assessment Worksheet” showing the purchaser’s assessment of risk for the provider (pg. 6). 
2. A description of the alternate form of financial and program compliance monitoring the purchaser will implement in lieu of an audit (see Section 2.3.3 for examples of monitoring efforts).  Include this information in item #6 of the CY 2012 Purchase of Service Waiver of Audit Request form.

The Waiver Request Form and the Risk Identification and Assessment Worksheet (pg. 6) can be submitted to the Regional Office either by email or by regular mail.  These forms have been converted into an electronic format and can be found on the DHS Area Administration webpage:   

http://www.dhs.wisconsin.gov/areaadmin/index.htm 
Audit waiver requests for programs funded through the Area Agency on Aging must be sent to the appropriate Area Agency on Aging office.  Please contact the Area Agency on Aging office for the procedures to use in requesting an audit waiver.  In Dane County, please contact the Dane County Area Agency on Aging at 608-261-9930 or aaa@countyofdane.com.  In Milwaukee County, please contact the Milwaukee County Area on Aging at 414-289-6874 or 1-866-229-9695 or stephanie.stein@milwcnty.com.  For the balance of the state, please contact the Greater Wisconsin Agency on Aging Resources at 608-243-5670 or info@gwaar.org.  

Audit waiver requests for providers that receive any other sources of DHS funding must be sent to the Area Administrator in the Regional Office using the waiver form and the Risk Identification and Assessment Worksheet. 

Audits which are required but may be waived by the County:
For contracts with small residential care providers such as family group homes and adult family homes, the county, rather than the state has the authority to grant a waiver to the audit requirement.  For contracts under $25,000, an audit is not required so no waiver is necessary.  For contracts over $25,000, the county can provide a waiver by using the same audit waiver criteria the Regional Offices uses, including the Risk Identification and Assessment Worksheet.

1. If the provider agency is at low risk as determined by the Risk Identification and Assessment Worksheet and the cost of an audit exceeds five percent of the total contract (as verified by written bid), an alternate year audit schedule that covers both years may be approved.

2. If it is determined that an audit would not be cost effective or would otherwise place an undue burden upon the vendor, the audit requirement may be waived.  You must document the specific circumstances that support the granting of a waiver and indicate an alternate form of financial monitoring and program compliance, which will be substituted for an audit.

TO:

     , DHS Area Administrator 
See Area Administration Contact List for appropriate AA:  

http://www.dhs.wisconsin.gov/areaadmin/index.htm 

FROM:
     , Director



     , County DHS, DSS, DCP, DHHS

RE:

Department of Health Services

CY 2012 Purchase of Service Waiver of Audit Requirement
WAIVER REQUEST
1.
Date of Request:      
2.
Provider Name:      
3.
Service(s) Being Purchased:      
4.
Total Contract Amount:      
5.
Reasons Audit Waiver is Requested:  (Check all that apply)


a)  FORMCHECKBOX 

Agency is identified at low risk

i) Risk Identification and Assessment Worksheet attached per Provider Agency Audit Guide (REQUIRED FOR ALL WAIVER REQUESTS)

b)  FORMCHECKBOX 

Audit exceeds 5% of the total contract.  


i) Audit Cost:      

ii) Source of Estimate:      
c)  FORMCHECKBOX 

Corporate Certified Audit Report and statement of program revenues and expenses. 


i) Name of Corporation:      
d)  FORMCHECKBOX 

Audit not cost effective or undue burden.  Explain:
     
6. Alternate form of financial and program compliance monitoring to be implemented: (REQUIRED FOR ALL WAIVER REQUESTS)        
7. County Recommendation:  
Approve Waiver   FORMCHECKBOX 
      Deny Waiver   FORMCHECKBOX 

Comments:       
**********************************************************************************
REGIONAL OFFICE RESPONSE


Approved   FORMCHECKBOX 


Denied   FORMCHECKBOX 


Comments:       

Signature:      


Date:      
Risk Identification and Assessment Worksheet

Provider Name: 
            Date:
     
	
	(Place a checkmark next to the 

description that best suits the risk factor)

	Risk Factors


	Lower Risk


	Higher Risk

	2.1
	Program Characteristics:

	2.1.1
	Lifestage of the program
	 FORMCHECKBOX 

	More than two years
	 FORMCHECKBOX 

	Less than two years

	2.1.2
	Complexity of the program
	 FORMCHECKBOX 

	Low level of complexity
	 FORMCHECKBOX 

	High level of complexity

	2.1.3
	“Sensitivity” of the program
	 FORMCHECKBOX 

	Low level of sensitivity
	 FORMCHECKBOX 

	High level of sensitivity

	2.1.4
	Who decides eligibility for the program
	 FORMCHECKBOX 

	Granting agency 
	 FORMCHECKBOX 

	Provider 

	2.1.5
	Who decides amount or type of service from the program
	 FORMCHECKBOX 

	Granting agency 
	 FORMCHECKBOX 

	Provider 

	2.1.6
	Payment method
	 FORMCHECKBOX 

	Unit-times-unit-price and granting agency has independent means of knowing reasonability of price and number of units.
	 FORMCHECKBOX 

	All other payment methods

	2.1.7
	Competition 
	 FORMCHECKBOX 

	Competitive basis 
	 FORMCHECKBOX 

	Not competitive

	
	Other characteristics:
	
	
	
	

	
	     
	 FORMCHECKBOX 

	     
	 FORMCHECKBOX 

	     

	2.2
	Provider Characteristics:

	2.2.1
	Provider’s total funding from the department
	 FORMCHECKBOX 

	Less than $75,000
	 FORMCHECKBOX 

	Greater than $75,000

	2.2.2
	Provider’s length of time in business
	 FORMCHECKBOX 

	More than two years
	 FORMCHECKBOX 

	Less than two years

	2.2.3
	Provider’s experience and past performance
	 FORMCHECKBOX 

	Extensive experience and history of good performance 
	 FORMCHECKBOX 

	Little to no experience or history of problems with performance 

	2.2.4
	Provider’s financial health and practices
	 FORMCHECKBOX 

	No financial difficulties or problems with financial practices
	 FORMCHECKBOX 

	Financial difficulties or problems with financial practices

	2.2.5
	Provider’s compliance and internal controls
	 FORMCHECKBOX 

	No problems
	 FORMCHECKBOX 

	Some problems

	2.2.6
	Provider’s fiduciary responsibilities
	 FORMCHECKBOX 

	No fiduciary responsibility
	 FORMCHECKBOX 

	Provider has fiduciary responsibilities

	2.2.7
	Provider’s subcontracting
	 FORMCHECKBOX 

	Little to no subcontracting or effective contract monitoring function
	 FORMCHECKBOX 

	Extensive subcontracting

or ineffective contract monitoring function

	
	Other characteristics:
	
	
	
	

	
	     
	 FORMCHECKBOX 

	     
	 FORMCHECKBOX 

	     

	2.3
	Granting Agency Characteristics:

	2.3.1
	Granting agency’s experience with the provider agency
	 FORMCHECKBOX 

	Extensive experience
	 FORMCHECKBOX 

	Little to no experience

	2.3.2
	Granting agency’s experience with the program
	 FORMCHECKBOX 

	Extensive experience
	 FORMCHECKBOX 

	Little to no experience

	2.3.3
	Granting agency’s monitoring methods
	 FORMCHECKBOX 

	All significant risks covered by alternate monitoring
	 FORMCHECKBOX 

	Some significant risks not covered by alternate monitoring

	
	Other characteristics:
	
	
	
	

	
	     
	 FORMCHECKBOX 

	     
	 FORMCHECKBOX 

	     

	Overall risk assessment:
	 FORMCHECKBOX 

	Low risk

	
	 FORMCHECKBOX 

	Moderate risk

	
	 FORMCHECKBOX 

	High risk


Appendix 1

Risk and the Type of Audit
The content of this attachment was originally published as Chapters 2 and 3 of the Provider

Agency Audit Guide (PAAG). 

(http://www.dhs.wisconsin.gov/grants/Audit/auditdept/PAAG/PAAG99.pdf)

It retains the original section numbering for the PAAG for ease in referencing.  DHS has replaced the PAAG with the DHS Audit Guide, an appendix to the State Single Audit Guidelines 

(http://www.doa.state.wi.us/section.asp?linkid=81&locid=167 )

 for DHS programs thus references in this document to the PAAG no longer apply.    

Chapter 2   Identifying and assessing risks

All providers which receive department funding in excess of the statutory threshold for requiring an audit need to have an agency-wide audit unless the granting agency chooses to use this chapter’s risk-based approach either to waive the audit or to require a lesser scoped audit.  Examples of situations where the granting agency may choose not to use the risk-based approach include when it knows the provider needs to have a single audit in accordance with OMB Circular A-133 or when it requires agency-wide audits as a matter of policy.

Under the risk-based approach, the granting agency matches the monitoring and auditing methods to the risk that a provider will have problems in administering a contract for the purchase of care and services.  The risk factors are in three categories: 

	2.1
	Risks associated with a particular program

	2.2
	Risks associated with a particular provider

	2.3
	Risks associated with the granting agency


The granting agency determines whether the risk factors point toward lower or higher risk and uses the results of these individual factors to assess whether the provider’s overall risk is low, moderate, or high.  After the granting agency identifies and assesses risks, the next step is to select the type of audit that best complements the granting agency’s other monitoring efforts.  That step is covered in Chapter 3 . 

When the granting agency chooses to use the risk-based approach, it must perform the risk assessment in a systematic and rational manner, and it must document the risk assessment.  The “Risk Identification and Assessment Worksheet” offers one approach to performing and documenting a risk assessment.  Granting agencies may choose to develop their own risk assessment tools based on the content of this chapter.  They may also choose to add other risk factors or to assign some risk factors more weight than others.  The granting agency’s auditor will test the granting agency’s assessment of risks for its providers as part of the audit of the granting agency, and the audit procedures for testing risk assessment are in Section 5.1.1. 
The granting agency should perform the risk assessment at the time it is considering whether to contract with the provider.  This offers several benefits:

· The granting agency is likely to consider some of the same risk factors, such as the provider’s experience and past performance, when deciding whether to contract with the provider.

· The granting agency can specify special reporting or monitoring requirements in the contract.

· The granting agency can specify the type of audit in the contract.

The provider’s auditor may find the risk factors described in this section useful during audit planning, especially when selecting programs for program level testing in an agency-wide audit (Section 4.3).  In addition, the granting agency should make its risk assessment available to the auditor, so that the auditor can take the granting agency’s concerns into account while planning the audit.

2.1 Risks associated with a particular program

Programs differ in their inherent risks, which include:

	2.1.1
	Lifestage of the program

	2.1.2
	Complexity of the program

	2.1.3
	“Sensitivity” of the program

	2.1.4
	Who decides eligibility for the program

	2.1.5
	Who decides amount or type of service from the program

	2.1.6
	Payment method

	2.1.7
	Competition 


In addition to the factors listed in this section, the department may have identified risks specific to certain programs.  In some cases, the department will send granting agencies alerts or other program bulletins describing the issues it is concerned about.  The department’s contract administration or audit staff are also good sources for information on risks for particular programs. 

2.1.1 Lifestage of the program

Established programs generally have less risk than newer programs would have.  In addition, recent significant changes to an established program can increase risk.

2.1.2 Complexity of the program

Programs that have simpler requirements (eligibility, calculations, reporting) generally have less risk than programs that have more complex requirements.

2.1.3 “Sensitivity” of the program

The “sensitivity” of the program is made up of two factors:  the vulnerability of clients and the visibility of the program.  Programs that serve vulnerable clients generally have higher risk because these clients might not be able to convey to others that they are not receiving adequate services.  High visibility can cut both ways:  while any problems are more likely to become apparent, which reduces risk, any problems that do occur can quickly harm the credibility of both the provider and the granting agency, which increases risk. 

2.1.4 Who decides eligibility for the program

Risk is lower when the granting agency determines eligibility, and it is higher when the provider agency determines eligibility. 
2.1.5 Who decides amount or type of service from the program

Risk is lower when the granting agency determines what services a client gets, and it is higher when the provider makes these decisions. 

2.1.6 Payment method

All payment methods have risks, although some are inherently more risky than others depending on the circumstances.  Most payment methods are a variant of one of four basic methods of making payments to providers:

Cost-based contract – In a cost-based contract, the provider reports costs to the granting agency, who reimburses the costs.  Cost-based contracts include those where:
· The provider is reimbursed for its costs. 

· The provider is responsible for the cost of providing care and services up to a certain amount, after which the granting agency shares in the cost or assumes full risk of the cost overruns.

· The provider’s reimbursement is limited by allowable costs, such as the agency maintaining a reserve (Section 7.1.6). 

· Actual allowable cost information is needed for federal reporting purposes, such as group homes and child caring institutions (Section 7.1.5). 

A cost-based contract can have high risk if the granting agency does not have means of ensuring that the provider is claiming only allowable costs for reimbursement.

Some of the risks of inappropriate payments for a cost-based contract include unallowable costs resulting from:

· Inaccurate cost reports.

· Misallocation of costs or cost shifting.

· Lack of approval for costs.

· Inappropriate or unnecessary items.

· Lack of documentation for costs.

Units-times-unit-price contract – Under a unit-times-unit-price system, the provider and the granting agency decide on a per unit price for the service, the provider reports the number of units of service to the granting agency, and the granting agency pays the provider for the number of units items the price per unit.  A unit-times-unit-price method can have high risk if the granting agency does not have means of ensuring that the unit price is reasonable and that the number of units the provider claims to have supplied is accurate.

Some of the risks of inappropriate payments for a unit-times-unit price contract include:

· Inaccurate count of units.

· Price is too high or too low.

· Unnecessary units.

· Undocumented units.

Performance-based contract – Under a performance-based contract, payments are tied to achieving performance goals.  Developing performance measures that promote the intent of the program without introducing additional risks to the program can be very difficult, and successful use of this contracting method requires careful planning.  Some of the risks of inappropriate payments for a performance based contract include shift of focus from overall program purpose to measured activities and inaccurate performance reports.

Capitated contract 
– In a capitated contract the driver for payment is reported eligible enrollees.  The contractor is paid a certain amount to provide services to a target group, and it is held accountable for providing the services despite the final cost.  There are two types of capitated contracts:

Full risk – the provider is responsible for all costs of providing the care or services.

Shared risk – the provider is responsible for costs of providing care and services up to a certain amount, after which the granting agency shares in the costs.

Some of the risks of inappropriate payments in capitated contracts include:

· Rates set too low or too high,

· Inaccurate reporting of number of eligible enrollees or services provided to enrollees,

· Reduction in costs through reduction in level of services or types of services provided to enrollees, and 
· For shared risk capitated contracts, also see the risk factors associated with cost-based contracts (See cost-based contracts above).
Granting agencies can affect the relative amount of risk by selecting a payment method that suits the particular circumstances.  For example, if the granting agency has a program that it does not have much experience with, a unit-times-unit-price contract can be very risky unless there is a means of ensuring that the unit price is reasonable.  One way to mitigate this risk is to use a cost-based contract for the first few years to establish a base line for costs.

2.1.7 Competition

Grants that are awarded on a competitive basis are generally lower risk because the competitive process helps reduce the likelihood that the granting agency will be overcharged for the service provided under the grant.  Some characteristics of awards made on a competitive basis include:

· The granting agency has a written conflict of interest policy, which it follows in making the award.

· The award is made as a result of a written bid.

· More than two providers bid on the award.

· The granting agency has credible, independent means of knowing that the price is reasonable, not only whether the price is too high, but also whether it is too low to support an acceptable level of services.

· As part of the bid process, the granting agency identifies and evaluates the level of services to be provided.

2.2 Risks associated with a particular provider

Providers also have inherent risks.  Some of the risks associated with particular providers include:

	2.2.1
	Provider’s total funding from the department

	2.2.2
	Provider’s length of time in business

	2.2.3
	Provider’s experience and past performance

	2.2.4
	Provider’s financial health and practices

	2.2.5
	Provider’s compliance and internal controls

	2.2.6
	Provider’s fiduciary responsibilities

	2.2.7
	Provider’s subcontracting


2.2.1 Provider’s total funding from the department

A good starting point in considering risk associated with a provider is the total amount of department funding that the provider receives from all sources.  The amount of funding is a measure of the amount of the department’s exposure if the provider has problems administering programs.  Smaller amounts of funding correspond to lower exposure, and thus lower risk, while larger amounts of funding correspond to higher exposure and risk.  However, the level of funding is just one many factors that feed into risk.  In other words, a provider that was paid $50,000 is not automatically low risk, and a provider that was paid $175,000 is not automatically high risk.

Since exposure is considered from the department level, all sources of department funding need to be taken into account.  This funding can be direct from the department or passed through one or more of the agencies.

The statutes establish a threshold for when an audit is required unless the audit is waived by the department (see Section 3.2 for information on waiving an audit).  In addition to the statutory threshold, the department has established the following guidelines for risk for different levels of funding:

Table 2.2    Risk Associated With Total Department Funding

	Amount of department funding from all sources
	Risk

	Less than the statutory threshold 
	Audit not required

	More than the statutory threshold and less than $75,000
	Lower

	More than $75,000
	Higher


2.2.2 Provider’s length of time in business

An agency that has been in business for several years will generally be lower risk than a start-up agency.  A granting agency can mitigate these risks by performing additional monitoring for new providers.

2.2.3 Provider’s experience and past performance

The provider’s experience and past performance are key factors in risk: extensive experience and a history of good performance generally means lower risk, while little to no experience or a history of poor performance generally means higher risk. 

2.2.4 Provider’s financial health and practices

Providers which have good financial health and sound financial practices generally have lower risk.  Providers have higher risk if they have trouble paying their bills or if they are in danger of going out of business due to poor financial condition.  Providers also have higher risk if they “self deal,” attempting to circumvent limits on allowable profits or reserves by doing business with related parties.  The granting agency should consider the following questions:

· Does the provider have a history of financial difficulties?

· Does the provider do a significant amount of business with related parties and, if yes, does this business affect department funds?

2.2.5 Provider’s compliance and internal controls

A provider with a history of compliance and good internal controls generally is lower risk than a provider with a history of problems in compliance or internal controls.  Some questions to answer in assessing the provider’s compliance and internal controls include:

· Does the provider’s audit report show weaknesses in internal controls that an unscrupulous employee could take advantage of?

· Does the provider’s audit report show findings of non-compliance with requirements that relate to department programs?

· Do the same findings recur year after year?  This could be a sign that management has not made a commitment to improving operations or ensuring compliance with the terms of the contract. 

· Does the provider have adequate segregation of duties?  If not, does the provider have effective compensating controls?

2.2.6 Provider’s fiduciary responsibilities

Providers which have fiduciary responsibilities for resident funds, such as protective payee, have higher risk than providers which do not have such responsibilities.  See Section 5.1 for guidance on auditing fiduciary responsibilities for resident funds.

2.2.7 Provider’s subcontracting

Subcontracting affects risk because the subcontractor performs program functions, but the provider remains responsible for compliance with the terms and conditions of the contract with its granting agency.  Risk is higher if the provider subcontracts material activities to other agencies.  Risk is also higher if the provider does not have an effective monitoring function for overseeing these contracts.  See Section 5.1 for guidance on auditing a provider’s subcontracting function.

2.3 Risks associated with the granting agency

The third area of risk is inherent risk of the granting agency itself.  Granting agencies differ in their experience in contracting with particular programs or providers and in the availability and effectiveness of their monitoring efforts:

	2.3.1
	Granting agency’s experience with the provider agency

	2.3.2
	Granting agency’s experience with the program

	2.3.3
	Granting agency’s monitoring methods


2.3.1 Granting agency’s experience with the provider agency

Contracting with a provider that the granting agency has done business with before generally means lower risk than contracting with a provider the granting agency hasn’t done business with before.

2.3.2 Granting agency’s experience with the program

The granting agency having extensive experience with the program generally means lower risk than does the granting agency having little or no experience with the program. 

2.3.3 Granting agency’s monitoring methods

Risk is lower overall when the granting agency has monitoring methods that effectively mitigate the other risks identified in this section.  The granting agency must balance the consequences of something going wrong with the costs of the measures to prevent or detect that problem.  In doing so, the granting agency may choose to increase its other monitoring efforts so it can waive the audit or require a less extensive audit than the risks would otherwise indicate.  However, due to the inherent limitations of audits, a granting agency cannot rely just on audits and forgo other monitoring efforts.  

Some of the possible monitoring efforts include:

· Providing technical assistance to the provider on understanding and meeting the granting agency’s expectations.

· Reviewing financial reports and claims for reimbursement for reasonability and mathematical accuracy before authorizing payment.

· Requiring supporting documentation for claims for reimbursement.

· Reviewing performance reports and correlating them to financial reports and claims for reimbursement.

· Making site visits to observe services being delivered and to review program records.  

· Surveying clients (or their families or caseworkers) on satisfaction with services and responding to complaints about inadequate services.

· Following up on complaints from whistle-blowers.

· Paying attention to media stories on the agency.

· Performing background checks on key staff at the provider agency.  (In addition, state law requires background and criminal history checks of certain personnel who are responsible for the care, safety, and security of children and adults. See the Department of Health Services home page for more information on the statutory requirements for background and criminal history checks.
· Obtaining references or performing other checks to confirm that key agency staff has sufficient experience to administer the contract.

· Requiring a provider to engage in on-going quality improvement or quality assurance efforts and receiving and reviewing the results of these self-improvement initiatives.

The granting agency should perform a thorough internal review of its monitoring efforts to confirm that the scope and methods of monitoring combined with the extent of audit coverage provide sufficient oversight given the risks involved.  The granting agency can use the audit program that the granting agency’s independent auditor would use when performing the audit of the granting agency as a starting point for such a review (Section 5.1.1).

Chapter 3   Selecting the type of audit

All providers which receive department funding in excess of the statutory threshold need to have an agency-wide audit unless the granting agency chooses to waive the audit or reduce the extent of the audit.  This chapter focuses on deciding whether to require an audit, and if so, the type of audit to require.  Section 3.1 covers matching the risks identified in Chapter 2  to the type of audit, while taking into account the federal audit requirements, weighing the cost of monitoring and auditing methods against the benefits of these methods, and considering the need for audited information.  The steps for obtaining the department’s approval for waiving the audit are in Section 3.2.  The granting agency should indicate the type of audit needed in its contract with the provider using the contract language in Section 3.3.  Finally, the granting agency needs to document its decision process, which is covered in Section 3.4.

3.1 Selecting the type of audit 

Under the risk-based approach, the granting agency considers the risk of problems when deciding whether to require an audit, and if so, which of the three types of audits to require as a minimum type of audit:

· Agreed-upon procedures engagement – In an agreed-upon procedures engagement, the granting agency hires an auditor to perform specific audit procedures (Section 4.1).

· Program audit – In a program audit, the provider hires an auditor to perform testing for just the department programs (Section 4.2).

· Agency-wide audit – In an agency-wide audit, the provider hires an auditor to perform a financial statement audit, including program-level testing for selected department programs (Section 4.3).  

The granting agency’s decision is based in large part on risk (Section 3.1.1).  But, the granting agency also needs to take into account federal audit requirements (Sections 3.1.2 and 3.1.3), the cost of monitoring and auditing methods in comparison to the benefits of these methods (Section 3.1.4), and the need for audited information (Section 3.1.5).

3.1.1 Risk

Table 3.1 “Assessed Level of Risk and Level of Monitoring/Audit” shows the relationship between the assessed level of risk from Chapter 2 and the minimum type of monitoring or audit that the granting agency should require.  If the risks are low, the granting agency may choose to waive the audit and rely just on other monitoring efforts.  If risk is low to moderate, the granting agency chooses between an agreed-upon procedures engagement or a program audit.  If risk is moderate to high, the granting agency should require an agency-wide audit.

Table 3.1   Assessed Level of Risk and Level of Monitoring/Audit

	Minimum monitoring or audit requirement:
	Is appropriate when the assessed level of risk is:

	Waive audit and rely on other monitoring efforts (Section 3.2)
	Low

	Arrange for agreed-upon procedures  (Section 4.1)
	Moderate

	Require program audit  (Section 4.2)
	Moderate

	Require agency-wide audit  (Section 4.3)
	High


The granting agency can decrease the risk, and thus the type of audit that is indicated, by increasing its other monitoring efforts.  For example, if payment is made on a unit-times-unit-price basis, the granting agency may choose to pre-approve all units of service or to confirm units of service in some other manner.  This additional monitoring could be sufficient to enable the granting agency to prudently waive the audit.

In addition to overall risk, the granting agency should consider the type of risk when deciding the minimum type of audit to require.  For example, an agency-wide audit is more appropriate when a provider’s overall risk is moderate, but the risk associated with financial condition or other agency-wide issues is high.  

3.1.2 Federal audit requirements

If the provider meets the federal criteria for needing a program audit or a single audit in accordance with OMB Circular A-133 “Audits of States, Local Governments, and Non-Profit Organizations,” it must have an audit that is in accordance with both OMB Circular A-133 and the Provider Agency Audit Guide.  The department does not authorize any granting agency to waive federal audit requirements.  In addition, department funds cannot be used to pay for an audit in accordance with OMB Circular A-133 when an A-133 audit would not be required according to federal standards, unless the department has given the granting agency prior approval for requiring the A-133 audit.

Under federal law, governments and non-profit organizations are required to have audits in accordance with OMB Circular A-133 if they expend $300,000 or more in federal awards.  The audit may be a program audit if the agency received funding from only one federal program or cluster of programs and if the federal program does not require a financial statement audit.  Otherwise, the audit needs to be a single audit covering the entire operations of the provider.  

Federal agencies may extend A-133’s scope to cover for-profit organizations who receive their funding.  For example, the federal Department of Health and Human Services (DHHS) requires that for-profit organizations that expend more than $300,000 in federal awards have either:

· An A-133 audit, or

· A financial related audit in accordance with Government Auditing Standards of the program(s).  

Therefore, a granting agency which contracts with a for-profit organization has two options for audit.  If the for-profit organization expended $300,000 or more in federal DHHS awards, the granting agency may require the provider to have an audit in accordance with both OMB Circular A-133 and the Provider Agency Audit Guide.  Otherwise, the granting agency should require an audit in accordance with this Guide, since the Guide incorporates the requirements of Government Auditing Standards within the context of the department funding environment.

Only payments made to recipients and sub-recipients are considered to be federal awards, and thus subject to A-133.  Payments made to vendors are not federal awards, so vendors do not need A-133 audits.  State statutes requiring audits for providers receiving department funding do not distinguish between recipients, sub-recipients, and vendors, so any agency receiving department funds that exceed the statutory threshold for requiring an audit needs to have an audit in accordance with this Guide unless the granting agency waives the audit.

Federal funding retains its identity as federal funding even when it is sub-granted to other agencies, and auditors of provider agencies need to know whether programs are federally funded in order to properly plan and perform the audit.  Each granting agency is responsible for ensuring that auditors of its provider agencies have funding information.  The department fulfills this responsibility by publishing an annual listing showing the source of funding for particular programs.  This listing can be found on the respective department homepages or can be obtained by contacting the respective departments.
3.1.3 Prohibition on charging some audit costs to federal grants 

OMB Circular A-133 allows cost of audits performed in accordance with that Circular to be charged to federal awards, and it prohibits use of federal funds to pay for audits that are not required by federal standards, i.e. audits of local governments and non-profits that expend less than $300,000 in federal awards.  At the same time, state law requires agencies to have audits if they receive department funds in excess of the statutory threshold, regardless of whether the funding is state or federal pass-through.  However, A-133 also indicates that federal grants can be charged for the cost of an agreed-upon procedures engagement, if the engagement meets all of the following criteria: 

· The engagement is performed in accordance with generally accepted auditing standards or the attestation standards established by the American Institute of Certified Public Accountants, 

· The engagement is arranged and paid for by the granting agency, and 

· The engagement addresses only one or more of the following types of compliance requirements:  activities allowed or not allowed; allowable costs/cost principles; eligibility; matching, level of effort, and earmarking; and reporting.

The agreed-upon procedures engagement defined in Section 4.1 meets these requirements.  Therefore, if a provider received enough funding to require an audit by state law, but it did not expend enough federal awards to require an audit by federal policy, the granting agency has three options:

· Waive the audit and rely on other monitoring methods to replace what it would learn from an audit, 

· Hire an auditor to perform an agreed-upon procedures engagement in accordance with the Provider Agency Audit Guide, in which case the granting agency can charge the cost of the agreed-upon procedures to the federal program, or
· Require a program or agency-wide audit, in which case the cost of the audit must be paid by state or local money that also funds the program.

3.1.4 Cost/benefit

Another factor granting agencies need to consider is the cost of monitoring or auditing in comparison to the benefits derived from such activities.  One example of the consideration of cost and benefit was in Section 3.1.1, where a granting agency may decide that it is less costly overall to increase other monitoring efforts so it can prudently reduce or waive the audit requirement.  Other examples of factors to consider in a cost/benefit decision include:

Size of contract in relation to provider’s overall business – An agency-wide audit might cost far more in relation to its benefit when the granting agency’s contract represents a very small portion of the provider’s overall business, such as when a hospital or other large organization receives a relatively small department contract.  The granting agency could increase other monitoring efforts, hire an auditor to perform agreed-upon procedures, or require the provider to have a program audit. 

Hardship – Occasionally, the cost of an audit will be a hardship for a provider, and the granting agency may choose to increase other monitoring efforts so that it can waive the audit.  However, hardship cases should be rare since providers should have known when entering into a contract that an audit is be required, and they should have taken the cost of the audit into consideration at that time. 

Number of programs – An agency-wide audit may be more efficient than an agreed-upon procedures engagement or a program audit when the provider has a large number of programs.
Number of granting agencies – An agency-wide or program audit may be more efficient when the provider has more than one granting agency, unless the granting agencies cooperate in arranging for an agreed-upon procedures engagement. 

Granting agency’s resources – The granting agency may find that it does not have resources for increasing other monitoring efforts for overseeing agreed-upon procedures engagements.  In these cases, the granting agency may opt for program audits or agency-wide audits.  

3.1.5 Need for audited information

Audits may be required for reasons other than as a method of monitoring a contract between a granting agency and a provider, such as when an audit is a condition of licensure and when audits are a part of the federal claiming process.  An example is the audit requirements for group homes and child caring institutions for which audited information is needed to support federal claims (Section 7.1.5). 

3.1.6 Recap on type of audit

Waiver of the audit (Section 3.2) is appropriate only if the agency does not need to have an audit according to federal audit requirements (Section 3.1.2).  If the provider does not need to have a federal audit, the granting agency may decide to waive the audit when:

· The granting agency assessed the level of risk at low (Section 3.1.1).

· The granting agency increased other monitoring efforts to reduce risk to a low level (Section 3.1.1).

· The contract is funded solely with federal funds (Section 3.1.3).

· The department funding is a very small part of the provider’s overall business (Section 3.1.4).

· An audit would be a hardship on the provider (Section 3.1.4).

· Audited information is not needed (Section 3.1.5).

· The agency does not operate a group home or child caring institution facility (Section 3.1.5 and Section 7.1.5).

An agreed-upon procedures engagement (Section 4.1) is appropriate only if the agency does not need to have an audit according to federal audit requirements (Section 3.1.2).  If the provider does not need to have a federal audit, the granting agency may decide to use an agreed-upon procedures engagement when:

· The granting agency assessed risk at low to moderate (Section 3.1.1).

· The granting agency increased other monitoring efforts to reduce high risk to a moderate level (Section 3.1.1).

· The contract is funded solely with federal funds (Section 3.1.3).

· The department funding is a very small part of the provider’s overall business (Section 3.1.4).

· The provider receives funding from only one granting agency or all granting agencies are willing to cooperate to hire an auditor to perform one agreed-upon procedures engagement (Section 3.1.4). 

· The granting agency has the resources and technical knowledge to set up and monitor agreed-upon procedures engagements (Section 3.1.4).

· The agency does not operate a group home or child caring institution facility (Section 3.1.5 and Section 7.1.5).

· A program audit (Section 4.2) is appropriate when:

· The granting agency assessed risk at low to moderate (Section 3.1.1).

· The granting agency increased other monitoring efforts to reduce high risk to a moderate level (Section 3.1.1).

· The provider meets the federal criteria for needing a program audit (Section 3.1.2).

· The department funding is a very small part of the provider’s overall business (Section 3.1.4).

· The provider receives funding from more than one granting agency (Section 3.1.4).

· Audited information is needed (Section 3.1.5).

An agency-wide audit (Section 4.3) is appropriate when:

· The granting agency chooses not to use the risk-based approach (Chapter 2 Introduction).

· The granting agency assessed risk at moderate to high (Section 3.1.1).

· The provider meets the federal criteria for needing a single audit (Section 3.1.2).

· The provider receives funding from multiple programs (Section 3.1.4).

· The provider receives funding from more than one granting agency (Section 3.1.4).

· Audited information is needed (Section 3.1.5).

3.2 Waiving the audit

The statutes include a provision allowing the department to waive audits when the funding received exceeds the statutory threshold for requiring an audit.  As discussed in the Section 3.1, waiving an audit is appropriate under certain circumstances.  When the granting agency which contracts with department funds is not the department itself, such as when a county sub-grants department funds to a provider, both the granting agency and the department need to approve the waiver.  A granting agency can only waive an audit in relation to its own programs.

The granting agency may decide at the time of the contract that it will waive the audit and include provisions stating such in the contract.  Alternately, the granting agency may decide later to waive the audit, perhaps based on additional information received throughout the contract period or on the request of the provider.  An example is when the provider’s circumstances changed during the contract period so that the audit has become a hardship for the provider (Section 3.1.4).

The process for waiving an audit depends on whether or not the granting agency is the department itself:  

When the granting agency is not the department, for example, if the granting agency is a county that sub-granted department funds:

· If the request for the waiver of the audit report originates with the provider, the provider sends each granting agency a written request for a waiver of the audit requirement, including an explanation of the reasons for requesting the waiver.  (The “Risk Identification and Assessment Worksheet” can be a part of the documentation supporting the request for a waiver.) 

· The granting agencies decide whether they approve the waiver.  All granting agencies that provide funding to the provider must approve the waiver in order for the audit to be waived.  If the granting agencies approve the waiver, they pass the waiver request to the department for the department’s approval.

· The department decides whether to approve granting a waiver and relays the decision on the waiver to the granting agencies.

· The granting agencies relay the decision on the waiver to the provider.  

When the granting agency is the department, the process is similar:

· If the request for the waiver of the audit report originates with the provider, the provider sends the program divisions a written request for a waiver of the audit requirement, including an explanation of the reasons for requesting the waiver.  (The “Risk Identification and Assessment Worksheet” can be a part of the documentation supporting the request for a waiver.) 

· The program divisions decide whether they approve the waiver.  If the program divisions approve the waiver, they pass the waiver request to the department’s central audit staff for the department’s approval.  In cases where central audit staff knows that the provider receives funding from more than one department, the central audit staff will check with other department(s) on their position on waiving the audit.  If the audit waiver is approved, the central audit staff will clearly indicate in their letter of approval which departments have approved the waiver. 

· The central audit staff decide whether to approve granting a waiver and relays the decision on the waiver to the program divisions.

· The program divisions relay the decision on the waiver to the provider.  

When a granting agency waives an audit, the granting agency must document what other monitoring efforts it is using, what it finds through these other monitoring efforts, and what actions it takes on these findings.

3.3 Preparing the contract 

The granting agency should include a provision on the type of audit it is requiring the provider to have in its contract with the provider.  The recommended contract language for the different types of audit requirements is:

· Waive the audit and rely just on other monitoring efforts: 

The purchaser has waived the audit requirement under [s. 46.036 or s. 49.34 or s. 301.08] for this contract.  This provision does not absolve the provider from needing to meet any federal audit requirements that may be applicable or any audit requirements of other contracts.

· Agreed-upon procedures engagement: 

The purchaser will arrange and pay for an agreed-upon procedures engagement that will meet the audit requirements of [s. 46.036 or s. 49.34 or s. 301.08] for this contract.  This provision does not absolve the provider from needing to meet any federal audit requirements that may be applicable or any audit requirements of other contracts.

· Program audit:
The provider shall provide an annual program or agency-wide audit to the granting agency.  The audit shall be in accordance with the requirements of OMB Circular A-133 if the provider meets the criteria of that Circular for needing an audit in accordance with that Circular.  The audit shall also be in accordance with:
The State Single Audit Guidelines, if the provider is a local government that meets the criteria of OMB Circular A-133 for needing an audit in accordance with that Circular or
The Provider Agency Audit Guide, 1999 revision, for all other providers. 
· Agency-wide audit: 
The provider shall provide an annual agency-wide audit to the granting agency.  The audit shall be in accordance with the requirements of OMB Circular A-133 if the provider meets the criteria of that Circular for needing an audit in accordance with that Circular.  The audit shall also be in accordance with:

The State Single Audit Guidelines, if the provider is a local government that meets the criteria of OMB Circular A-133 for needing an audit in accordance with that Circular or
The Provider Agency Audit Guide, 1999 revision, for all other providers. 

If the contract specifies an audit, but not whether the audit should be a program audit or an agency-wide audit, the provider should have an agency-wide audit, unless it obtains the granting agency’s approval for a program audit.

3.4 Documenting the audit decision process

When the granting agency requires something other than an agency-wide audit, it needs to document its audit decision process, including the assessment of risk (Chapter 2) and other factors considered in deciding the type of audit (Section 3.1).  

The granting agency’s own audit will include evaluation of the granting agency’s identification and assessment of risk and its matching of monitoring and auditing efforts to the level of risk.  The recommended audit program for assessing the granting agency’s monitoring of its provider agencies is in Section 5.1.1.

� Wisconsin Statutes allow capitated contracts only for certain services funded by the Medical Assistance program.  Contact the department if you have questions about the allowability of a contract method
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