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Preface

In 1978, the Federal Assistance Monitoring Panel,
sponsored by the Commission, requested that an ef-
fort be made to sort out administrative requirements
associated with federal assistance programs and iden-
tify those which are unnecessary and burdensome. In
the fall of 1979, the Department of Housing and Ur-
ban Development provided the Commission with the
financial support for a yearlong project to examine
the issues raised by the Monitoring Panel and to
recommend ways to standardize and simplify the
fiscal management of federal grant programs.

This study focuses on those federal grants that
“‘pass through’’ the states before reaching the ul-
timate recipient. It identifies the specific problems of
managing federal ‘‘pass-through’’ grants and makes
recommendations to improve the intergovernmental
administration of such grants.

The report was approved by the Commission on
January 15, 1981.

Abraham D. Beame
Chairman
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Chapter 1

Introduction

PURPOSE

In 1977 the Federal Assistance Monitoring Panel,
sponsored by the Advisory Commission on Intergov-
ernmental Relations (ACIR), was asked by the Pres-
ident to suggest appropriate ways to streamline
federal administrative practices. A year later the
Monitoring Panel reported that despite concerted ef-
forts by the executive branch to improve intergovern-
mental administration, too much delay, duplication,
and red tape still prevailed, particularly in the area of
administrative requirements associated with federal
assistance programs. Recognizing that difficulties
arose from both federal and nonfederal sources, the
Monitoring Panel requested that an attempt be made
to sort out the various administrative requirements
and identify those that were unnecessary and burden-
some.' In response to the Monitoring Panel’s call for
further study, the Policy Development and Research
Branch of the Department of Housing and Urban
Development provided the Commission with funds
to support a yearlong project that would examine the
issues inherent in federal attempts to standardize and
simplify financial management requirements.

This study addresses a number of the concerns
raised by the Federal Assistance Monitoring Panel.
The focal point of the research involves certain
regulations issued by the Office of Management and
Budget (OMB) in Circular A-102, Uniform Admin-
istrative Requirements for Grants-in-Aid to State and
Local Governments.? The circular establishes a



number of standard forms and management proce-
dures with which all federal agencies must comply in
making grants to state and local governments. In ad-
dition, the requirements prescribed in OMB Circular
A-102 must accompany federal funds as they are re-
distributed by state and local governments.

Focusing on those requirements that pass through
the states, this study tracks the requirements in OMB
Circular A-102 from the national level through the
states to the ultimate recipient. The major purposes
for the research were (1) to assess the extent to which
there is consistent application and understanding of
the principles and requirements in Circular A-102; (2)
to find out whether or not requirements are ‘‘added-
on,”” deleted, or ignored, and if so, where and why
this occurs; and (3) to determine what needs to be
done to realize greater consistency in the financial
management of federal pass-through funds.

State agencies passed through approximately 20%
of the federal funds they received in fiscal years
1971-72 and 1976-77, the two most recent years for
which the Department of Commerce has compiled
figures. For the same years, the dollar amount
climbed from $7.3 billion to $12.3 billion, reflecting
the rapid growth in federal grant expenditures.®

Chart 1 illustrates the ‘‘pass-through’’ concept.
Designed by the Grants Management Advisory Ser-
vice, the diagram shows the ways in which the federal
government provides assistance or support to the
general public through grants, and purchases or pro-
cures services through intermediary agencies or
contractors.* This study is concerned with the series
of relationships illustrated on the left-hand side of
the diagram where the ‘‘grantee’’—in this study the
state agency—is both the recipient and distributor of
federal funds. The chart does not distinguish between
public sector and nonprofit sector recipients, since
both receive federal funds on a grant, contract, or co-
operative agreement basis.’ Because recipients in this
study include nonprofit organizations as well as state
and local governments, consideration is given in the
report to those improvements needed to create more
consistent financial management of federal pass-
through grants, regardless of the type of recipient.

BACKGROUND

OMB Circular A-102 was issued on October 19,
1971, to implement portions of the Intergovern-
mental Cooperation Act of 1968, other federal laws,
and to ‘‘replace the varying and sometimes conflict-

ing requirements that have been burdensome to state
and local governments.”’¢

The circular provides standard agency require-
ments in a number of administrative areas, including
applications, accounting, reporting, and auditing.
While not specifically stated, the circular is based, in
part, on the principle that grantor agencies require
less detailed and less frequent financial reports if
grantees meet certain management standards before
an award is made.” The following objectives guided
the design of the circular:

1) establishment of standard administrative re-
quirements for federal grants to state and local
governments;

2) simplification of federal requirements deter-
mining the lowest common denominator that
would satisfy the information needs of all agen-
cies;

3) reduction in the number of pages, number of
copies, and frequency of federal grant forms;

4) greater reliance on grantees’ management
systems through the decentralizing of day-to-
day fiscal responsibility for federal grants; and

5) emphasis on program performance rather than
fiscal control, through the limitation of federal
agency information gathering.?

A number of the attachments to A-102 address the
goals of standardizing, simplifying, and decentraliz-
ing federal grants management. Before the circular
was issued, the average grant application contained
33 pages requesting 246 items.® Federal agencies must
now select one of four standard application forms
from which only enabling legislation or OMB may
grant exceptions. Simplification is a major goal of
the reporting forms, of which no more than an ori-
ginal and two copies may be required. Since the stan-
dard reporting forms allow for only summary fiscal
information, federal agencies are encouraged to
monitor performance rather than fiscal procedures.
Fiscal standards should be met before a grant is
awarded and enforced by conducting a federally ap-
proved audit at least every two years.

Circular A-102 and later management circulars
were issued as part of the federal response to simplify
administrative procedures within the overall grant
system. Both the ‘‘Creative Federalism’’ under Presi-
dent Johnson and the ““New Federalism’’ of the Nix-
on Administration brought about a number of execu-
tive and legislative efforts to standardize federal
management requirements. One of the efforts, the
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Federal Assistance Review (FAR) program, initiated
the development of Circular A-102 by examining the
requirements of 159 federal programs and gathering
the opinions of administrators from all levels of
government. Four years after Circular A-102 was
issued, the Commission examined OMB’s efforts to
simplify, standardize, and decentralize federal
assistance administrators in Improving Federal
Grants Management (A-53), part of its 14-volume
study of the intergovernmental grants system. The
ACIR surveys in A-53 found strong support for the
uniform requirements among state budget officers,
city and county officials, and public interest groups
who represent a large percentage of state and local
grant recipients. Federal grant administrators were
somewhat less supportive but did attribute a number
of improvements to the issuance of OMB Circular A-
102.'® Since the publication of Improving Federal
Grants Management, the Commission has been on
record as favoring OMB’s efforts to simplify federal
grants management and has recommended ways to
improve the system. This current study builds on past
Commission efforts and monitors the progress made
in realizing previous Commission recommendations.

The original OMB Circular A-102 applied to the
relatively straightforward relationship between
federal and state or federal and local agencies. It did
not address in its language, and perhaps not in
theory, the federal role in grants that pass through
the states to localities. With nearly 20% of all federal
grants to states falling into this category, state agency
administrators were uncertain if the standard federal
requirements applied to subgrantees. In 1977, Cir-
cular A-102 was reissued with an amendment that
“‘the attachments shall be applied to subgrantees ex-
cept where they are specifically excluded.”’!! The ad-
dition of the pass-through dimension to the A-102 re-
quirements six years after the circular was first issued
has led to some confusion in the application of its
provisions. For example, many of the A-102 attach-
ments that are intended to pass through the state to
the recipient level retain language that suggests they
apply only to federal agencies. The major focus of
this study, then, is on A-102 as the tool for the fiscal
management of federal pass-through funding—a
task for which the circular was not originally written,
but which it has come to perform.

FISCAL PRINCIPLES
IN OMB CIRCULAR A-102

In theory, the requirements issued by the Office of

Management and Budget in Circular A-102 are
adopted by all federal agencies either word for word
as they appear in the circular or in modified form. In
either instance, the requirements in the circulars are
infrequently identified by their OMB titles after they
are written into departmental regulations or the fiscal
guidance of a particular agency or program. State
and local governments, to which these requirements
are applied, generally have little knowledge of their
origin. Consequently, one needs to understand the fi-
nancial principles in the circular in order to track its
implementation.

Essentially, Circular A-102 is a set of management
principles that are explained in a series of attach-
ments labeled A-P. Companion Circulars FMC 744,
Cost Principles Applicable to Grants and Contracts
with State and Local Governments, and OMB A-73,
Audit of Federal Operations and Programs, which
are referred to in attachments A-P, provide, along
with Circular A-102, the framework for managing
federal grants.'? This study is concerned with a
number of the requirements in the circular that, ac-
cording to OMB, are intended to pass through to
subrecipients. These requirements include:

®  Arstachment C: retention of records for a
period of three years by recipients and subre-
cipients. :

®  Attachment G:
i) financial management standards;
ii) minimizing payment schedules to recipi-
ents and subrecipients; and
iii) audit schedules of federal, state, and
local agencies.

®  Attachment H: financial reporting require-
ments.

® Attachment J: guidelines for determining
method of payment (advance, letter of
credit, reimbursement) for recipients and
subrecipients.

® Attachment L: submission of final report
and timing of grant closeout procedures.

®  Attachment M: standard forms for applying
for federal assistance.

In addition to these specific requirements, this
study examines other management policies or proce-
dures which have resulted in the gathering of addi-
tional fiscal information by federal, state, and local



agencies. In this way, the study addresses three fiscal
management issues:

1. What type of information should be required
from a grantee?

2. How often and how many copies of the infor-
mation should be submitted?

3. In what form should the information be
reported?

RESEARCH QUESTIONS

In undertaking this research project two general
questions have been asked about past and present ef-
forts to design and implement a uniform system of
financial management for federal assistance pro-
grams. First, given the complexity of the federal
grant system, does Circular A-102 meet the diversity
of management, information, and accountability
needs for grantor and recipient agencies? Second,
have the implementation procedures used by the Of-
fice of Management and Budget and other federal
and state agencies brought about maximum under-
standing of and compliance with these regulations?

With the research centered on the adequacy of Cir-
cular A-102 and the process of implementation,
Commission staff proceeded to identify appropriate
issue areas in which to ask specific questions. After
formal consultation with professionals in the field of
fiscal management '* and a review of the pertinent lit-
erature, four issue areas were chosen: authority and
clarity, information, communication, and enforce-
ment/compliance.

By authority, we mean the legal standing of the cir-
cular vis-a-vis other federal regulations and in rela-
tion to state and local statutes.

1. What authority does Circular A-102 carry in
relationship to other federal, state, or local
statutes and administrative practices?

2. Do the requirements in Circular A-102 re-
present the only standards for the financial
management of federal pass-through grants, or
may agencies add requirements at their dis-
cretion?

3. What are the implications for standardizing
financial requirements if the above questions
are resolved?

By clarity, we mean the degree to which the
language of the circular conveys the meaning of spe-
cific requirements to the administrators who must

comply with them, particularly those requirements
that pass through.

1. Is OMB Circular A-102 clear concerning which
requirements are intended to pass through and
to what extent they are applicable?

2. Does the terminology in the circular adequate-
ly convey the intent and meaning of the specific
requirements?

By information, we mean the issuance, adoption,
and explanation of OMB Circular A-102 as part of
the guidance of federal and state agencies and the ex-
tent to which administrators understand the content
of this guidance.

1. Who takes primary responsibility for incor-
porating OMB Circular A-102 into written
guidance?

2. Are the provisions in the circular explained
clearly enough to be foliowed?

3. Is there uniformity in the content and format
of the guidance issued by federal, state, and
local agencies to incorporate the provisions
from A-102?

4. Is there a need to request additional fiscal in-
formation other than that required in A-102? If
so, why?

5. Do the agencies inform recipients of those
financial requirements they are required to pass
on? If so, how?

6. Are the fiscal requirements in A-102 or agency
guidance manuals incorporating A-102 clearly
understood by recipients and subrecipients?

By communication, we mean the process by which
A-102 is implemented, including the degree of coor-
dination that exists intergovernmentally to imple-
ment the circular, the timeliness with which written
guidance is received, and the extent to which tech-
nical assistance is available to recipients and sub-
recipients of federal grant awards.

1. Is there coordination between the legislative
and executive branches and agencies in the im-
plementation of A-102?

2. Is there uniformity in the process by which
federal, state, and local agencies incorporate
fiscal requirements?

3. Who is the primary source of information for
recipients and subrecipients on financial re-
quirements that apply to a specific grant? What
written guidance is most referred to by reci-
pients and subrecipients to administer a grant?



4. Are fiscal guidance and updates or changes to
fiscal guidance received in a timely fashion? If
not, what are the major reasons for delay?

5. Do recipients and subrecipients have access to
fiscal guidance, including OMB Circular A-102
and agency manuals?

6. What kind of technical assistance is available
to help understand fiscal requirements? Is this
assistance satisfactory?

By enforcement and compliance, we mean the ex-
tent to which federal, state, and local agencies must
adhere to the provisions of the circular and the
degree to which present enforcement and compliance
procedures are viewed as satisfactory by federal,
state, and local officials.

1. How is compliance measured?

2. What are the various methods used by federal,
state, and local agencies to ensure compliance?
Are the methods used similar?

3. Are agencies satisfied with present enforce-
ment procedures and practices?

4. Are enforcement practices and procedures
either excessive or insufficient to ensure com-
pliance?

5. Are additional enforcement or compliance
provisions created as a result of state or local
statutes and administrative procedures that
conflict with OMB Circular A-102?

6. Are sufficient resources available to enforce
and/or comply with fiscal requirements?

METHODOLOGY

Because of financial, time, and resource con-
straints, our research consisted of case studies of a
small number of federal pass-through programs and
states. In establishing the criteria for our sample, the
principle consideration was to select a representative
group of states and programs to allow for the
generalization of our findings, conclusions, and
recommendations. The programs selected were:

® Special Program for the Aging—Title III,
Parts A and B—*‘Grants for State and Com-
munity Programs on Aging.”’

® OQutdoor Recreation—Acquisition, Develop-
ment, and Planning (The Land and Water
Conservation Fund—LAWCON).

® (Civil Defense—State and Local Manage-
ment.'*

Because the objective is to make comparisons
about the degree and type of financial standardiza-
tion that exists at the federal, state, and substate
levels of government, the programs selected need to
share a number of the same characteristics. To ensure
that the programs are similar enough in their general
applicability and administrative procedures at the
federal level, subject to the same general treatment at
the state level, and have been in existence long
enough to provide information on which to track A-
102, each program selected satisfies the following
criteria:

1. Circular A-102 clearly applies and has been im-.
plemented by the federal agency.

2. Federal funds pass through state agencies to

localities.

The program is funded in all 50 states.

4. Annual appropriations exceed $35 million
(among the top 25% of federal programs in
terms of annual funding).

5. The program has been in existence at least
three years.

W

" In addition, programs were sought that represent, to

some degree, differences in the type and purpose of
assistance provided. With an annual authorization of
$220 million, Title III provides social services for
elderly by passing funds from the state through fed-
erally mandated area agencies to the local level. The
Outdoor Recreation program is known also as the
Land and Water Conservation Fund—the 39th
largest federal grant, authorized at $300 million an-
nually. It is primarily a land acquisition and park
development program over which the states have
considerable discretion. The Civil Defense program
provides $37 million annually to the states to fund
local planning and administrative support for Civil
Defense and Emergency Preparedness offices. The
last two programs require a 50% local match, while
Title III has state and local matching requirements
and in-kind contributions.

Two general guidelines influenced selection of the
states to be examined: the availability of information
and diversity in the tracking and fiscal management
of federal funds. Because of the nature of our re-
search, states were selected that have undertaken
some effort to improve the state system of manage-
ment and that expressed a willingness to share infor-
mation and ideas. The States of Massachusetts,
Virginia, and Wisconsin were selected on the basis of
the following criteria:



a) geography (fiscal constraints limited selec-
tion to states east of the Mississippi);

b) size;

¢) the amount of control exercised by the state
legislature or the Governor over federal
grant funds;

d) the degree of state involvement in local fiscal
management;and

e) the percentage of metropolitan and rural
residents.

The sample based upon these criteria enabled us to
generalize the results of the research data to other
states., While the states selected represent the
Midwest, New England, and the South, and are mod-
erate in size, they range from 63% to 86% in urban
population.'* Virginia’s highly centralized account-
ing, auditing, and reporting system contrasts with the
greater local fiscal autonomy that exists in Wisconsin
and Massachusetts.

The choice of communities was guided by many of
the same considerations given to selecting the states.
Within the three states, we compared grant adminis-
tration in urban areas like Milwaukee, WI; Norfolk,
VA; and Cambridge, MA; to towns and rural areas
like Shawano County, WI; Charlottesville, VA; and
Northampton, MA. Because different agencies of the
various levels of government in each state administer
the programs selected, a representative sample of
cities, counties, towns and nonprofit organizations
are included in the study. In Wisconsin, counties are
heavily involved in administering grants; in Massa-
chusetts, the 351 cities and towns provide almost all
local services; in Virginia, cities and counties are en-
tirely separate and so provide essentially the same

services. Subgrantees of county and local govern-
ments in Wisconsin and Virginia for Title III funds
were generally local nonprofit organizations.

Personal interviews were conducted with a policy
and fiscal person in the state, local, areawide, and
district agency for each of the programs selected in
three different regions of each state sampled. This in-
cluded an initial group interview in each state with
representatives of the legislature, budget office, audit
department, and the federal relations office or its
equivalent. Interviews in Washington were also con-
ducted with the federal agency office responsible for
issuing program and fiscal instructions for each of
the three programs, as well as with officials of
OMB’s Financial Management Branch. Approx-
imately 54 interviews were conducted, using teams of
two ACIR staff members. The names and positions
of all persons interviewed are listed in Appendix 1.
Approximately 45 questions were asked in each inter-
view, directed at verifying information on the pass
through of specific provisions selected from Circular
A-102 or obtaining information about the more gen-
eral issues affecting the type and quality of fiscal
management under the grant.

An analysis of the responses gathered during these
interviews: appears in the following chapters. This
analysis supports the study’s findings and conclu-
sions concerning the feasibility of standardizing
federal fiscal requirements. Before a discussion of
the specific issues, however, it is important to under-
stand the general approach that each of the states se-
lected for this study takes towards the fiscal manage-
ment of federal funds, and the differences and
similarities in how the sample programs are organ-
ized and administered in the three states.
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Government Printing Office, September 27, 1973.

'3 The four issue areas used in this study were identified by partici-
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Chapter 2

Overview of States
and Programs

This chapter examines the states and programs se-
lected for this study. An overview of state fiscal man-
agement in Virginia, Wisconsin, and Massachusetts
is followed by a summary of the purpose and organi-
zation of the Civil Defense, Outdoor Recreation, and
Title 111 programs. The information in this chapter is
intended to provide a framework for understanding
the more detailed discussion of our findings and to il-
lustrate that the programs and states selected for this
study are generally representative of the administra-
tion of pass-through grants in all states.

In order to provide an overview of state fiscal
management policies, and to compare the adminis-
trative procedures of the three states, discussion
focuses on application procedures, the appropriation
process, tracking of federal funds, and local account-
ing and auditing requirements. !

STATES
Virginia

Virginia has a system of executive and legislative
checks and balances through which federal funds
must be applied for and appropriated. By law, state
agency grant applications must be approved by the
Governor’s office before they are submitted and
federal funds must be appropriated by the state
legislature. The Governor presently has the authority
to approve the acceptance of federal grants made be-
tween biennial budgets.



APPLICATIONS

When research was being conducted for this study,
the Virginia Appropriation Act required all state
agencies to receive prior written approval of the
Governor’s office before applying for a federal
grant. Acting on behalf of the Governor, the depart-
ment of planning and budget approved or disapprov-
ed agency applications on the basis of fiscal and pro-
gram guidelines established for the executive budget.
Inclusion in the budget indicated that the Governor’s
approval had been given.

Since July 1, 1980, the grant application process
has been decentralized. Agencies are expected to
more accurately estimate federal revenues in the bien-
nial ‘appropriations act. If an agency is included in
this act, the agency may solicit, accept, and expend
up to 110% of the appropriated amounts, before ob-
taining the Governor’s permission to spend more.
State agencies are also required to submit notifica-
tion of intent forms to the department of intergov-
ernmental affairs, the state-designated review agency
established by OMB Circular A-95.

APPROPRIATIONS

The Virginia General Assembly has the constitu-
tional authority to appropriate all funds received by
the state. In approving the biennial state budget, the
general assembly appropriates all federal funds, gen-
erally to the subprogram level, and all state matching
funds. Federal grants that are awarded during the le-
gislative interim are reviewed and authorized by the
Governor through the executive department of plan-
ning and budget. Quarterly reports of the Governor’s
fiscal actions are submitted to the general assembly,
but are not subject to its approval.

TRACKING OF FEDERAL FUNDS

Virginia has a number of tracking systems to
monitor the awarding and spending of federal funds.
After concluding that more than $247 million (20%)
of the federal grants made to Virginia in 1978 were
not appropriated by the general assembly,? the joint
legislative audit and review committee (JLARC) sug-
gested many improvements in the existing system as
well as the development of several new ones. Many
agencies were found to withhold grant award infor-
mation until after the biennial budget had been ap-
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proved, because of greater agency discretion over
funds approved by the Governor’s Office during the
legislative interim.

Federal efforts are underway to improve the noti-
fication system, and Virginia has been one of the
states participating in the Federal Assistance Award
Data System (FAADS) project, OMB’s computerized
system of updating notification of federal awards to
states. The state has also designed the following
systems, which are currently in operation, to track
federal funding for both state agencies and financial
committees of the general assembly.

The Commonwealth Accounting and Reporting
System (CARS) is designed to track over 90% of fed-
eral money received by state agencies according to
the numbering in the Catalogue of Federal Domestic
Assistance. Monthly reports provide information on
appropriations, allotments, expenditures, and reve-
nues. The Personnel Management Information Sys-
tem (PMIS) tracks all state agency positions created
by federal funding. A program and budgeting system
(PRO/BUD) is being developed to outline the use
and effectiveness of federal funds over 6-year cycles.

ACCOUNTING AND AUDITING PROCEDURES

The auditor of public accounts is required by state
law to compile annual comparative cost figures from
all cities and counties. Since July 1, 1980, all Virginia
counties have been required to report comparative
costs on an accrual basis. Cities over 3,500 must com-
ply with this requirement by July 1, 1982. While
jurisdictions do not have to establish an accrual
bookkeeping system, the state auditor’s office
strongly recommends such a system and has provided
a detailed manual for establishment of accrual ac-
counting. All systems must meet generally accepted
accounting procedures. The auditor of public ac-
counts either conducts or requires annual audits of
cities receiving state funds. Most counties are audited
annually by the auditor of public accounts or by a
state-approved CPA.

Massachusetts

Fiscal management in Massachusetts is greatly in-
fluenced by the competing interests of the executive,
legislative, and agency branches. While the state
legislature has some authority to approve federal
grant applications, it does not appropriate federal



funds once an award is made. The Governor’s budget
includes estimates of federal income, but these
figures are for informational purposes only. The
traditional rivalry between branches of government
has prevented the development of a comprehensive
system for fiscal information and control.

APPLICATIONS

State agencies have considerable discretion in seek-
ing out and applying for federal grant awards, al-
though the joint committee on ways and means has
binding authority to approve or disapprove applica-
tions exceeding $1 million annually. Summary infor-
mation on grant applications is also submitted to the
budget office of the executive office of administra-
tion and finance by all state agencies applying for
federal grants. The executive branch has no statutory

authority to approve or disapprove federal awards

once they are made.

APPROPRIATIONS

While the house and senate ways and means com-
mittee must approve agency applications over $1 mil-
lion, neither the legislature nor any of its committees
has the authority to appropriate federal funds. The
annual executive budget includes estimates of federal
income for the current and upcoming fiscal years,
but for informational purposes only. The current
state budget director is expanding the state budget to
focus on possible future obligations when the state
accepts federal funds.

TRACKING OF FEDERAL FUNDS

Although the state budget office has a manual
tracking system of all agency grant applications, it
must depend on the treasury department for federally
required ‘‘notification of awards.”’ The budget direc-
tor describes this process as inaccurate and incom-
plete, but currently the executive branch has no al-
ternative.® The state legislature tracks awards
through the Federal Grant Inventory (FGI) survey
that depends on state agencies providing award infor-
mation voluntarily.

ACCOUNTING AND AUDITING PROCEDURES

The state director of accounts prescribes a uniform
system of accounting and auditing for all munici-
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palities, counties, and townships. The State of Mas-
sachusetts also requires annual municipal audits that
are conducted or reviewed by the director of ac-
counts, department of corporations and taxation.

Wisconsin

As in Virginia, the Governor and legislature in
Wisconsin divide the responsibilities for approving
applications and appropriating federal funds. Track-
ing of federal awards is done through the state A-95
agency. Because of the tradition of strong local gov-
ernment in Wisconsin, the state is far less involved in
local finance than are the other two states. Coop-
eration between executive and legislative leadership
at the state level falls midway between the tightly
structured system in Virginia and the autonomy
found in Massachusetts. The state legislature in Wis-
consin is divided between the senate and the as-
sembly.

APPLICATIONS

By statute, the Governor must approve all applica-
tions for federal grants by state agencies. Grant ap-
plications are submitted to the Department of Ad-
ministration where agency requests are measured
against the statutory responsibilities assigned to the
agency and the Governor’s budget priorities. After
examination by the department of administration’s
policy and planning personnel, a grant application is
approved or disapproved. The speaker of the assem-
bly is given copies of the state agency A-95 forms but
legislative involvement with applications has been
limited to an informal comment procedure.

APPROPRIATIONS

The biennial budget is issued by the division of
state executive budget and planning, department of
administration. Agency estimates of federal grants
for the next biennium are broken out in various
degrees of detail. Although the legislature has the
authority to appropriate federal funds, the 2-year
budget cycle allows for only the broadest estimates of
anticipated federal revenues by state agencies. While
the legislature appropriates ‘‘all money received,”’
there is often no detailed information on proposed
funding, and analysis of present and future appro-
priations occurs principally when the legislature re-



quests it. During the legislative interim, the Governor
appropriates federal grant awards, but the legisla-
ture’s joint committee on finance must appropriate
any state matching funds. Disapproval of the state
match effectively blocks the federal award.

TRACKING OF FEDERAL FUNDS

The legislature relies on the federal A-95 notifica-
tion procedures to learn of federal awards to state
agencies. The department of administration distrib-
utes quarterly reports of federal income and expen-
ditures broken down according to project classifica-
tion, Since there is no intensive legislative or execu-
tive oversight of federal grants, tracking is not a
priority.

ACCOUNTING AND AUDITING PROCEDURES

While uniform reporting is required of all counties
and municipalities, the state does not require post
audits or mandate uniform local accounting systems.
The bureau of municipal audit, department of reve-
nue, provides auditing and accounting services at the
request of local governments. A number of state
agencies maintain an audit staff to meet federal or
state aid requirements. As an example, the state de-
partment of health and social services audits many
county social service programs.

PROGRAMS*

Title lll Grants for State
and Community Programs

In 1965 the Older Americans Act was enacted ‘‘to
assist states and local communities to develop com-
prehensive and coordinated systems for the delivery
of services to older persons.”’® In 1978, the act was
amended to consolidate under Title III the activities
of social services, nutrition services, and multipur-
pose senior centers. Annual appropriations of $220
million are distributed to all states, territories, and
the District of Columbia on a formula basis. At the
federal level the program is administered by the Ad-
ministration on Aging, Office of Human Develop-
ment Services, Department of Health and Human
Services.

Title III legislation establishes how the program is
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to be administered at the state and substate level.
Funds are awarded for the purpose of planning and
providing services through a central state agency on
aging and a network of substate area agencies. The
state agency is required to submit a comprehensive 3-
year plan based on plans submitted by the area agen-
cies. During the 3-year cycle, annual updates are re-
quired from both the state agency and area agencies.
A match of 10% to 25% in cash or inkind services is
required of state and area agencies receiving Title III
funds. The federal legislation sets two other condi-
tions for Title III expenditures at the area agency
level: (1) administrative costs may not exceed 8.5%
of the total grant and (2) at least 50% of an area
agency’s annual funding must be spent on access ser-
vices, inhome services, or legal services.

While the state Title III office is strictly an ad-
ministrative office, area agencies provide services
directly, or more frequently, ‘‘subcontract’’ for
elderly services, Within each state, area agencies are
set up to serve approximately the same number of
clients. For funding purposes, service areas coincide
with city or county boundaries, although the concen-
tration of elderly determines whether or not one or
more jurisdictions is served. Area agencies frequently
provide the following services: transportation for the
elderly, legal services, congregate meals, home deliv-
ered meals, senior center facilities, and homemaker
and home health aid services. State Title III agencies
receive federal funding through a letter of credit ar-
rangement approved annually by the Administration
on Aging. Area agencies receive an advance at the
beginning of each fiscal year and submit monthly re-
quests for reimbursement of expenditures.

Federal regulations covering Title III funds are
provided to state agencies in the Administration of
Grants regulations (45 CFR 74), issued by the De-
partment of Health and Human Services, and in the
newly issued regulations from the Administration on
Aging, Grants for State and Community Programs
on Aging.® State agencies are not required to follow
the standard application procedures, since Title III is
a formula grant, but monthly fiscal and quarterly
fiscal and program reports must be submitted to the
federal agency.

Title III is the most complex of the three programs
examined because of the organizational structure and
priority spending levels established in the enabling
legislation. While Civil Defense and LAWCON
funds are subgranted from state agencies to local
governments, Title III funds frequently pass through
three of four subgrantees before reaching the service



-provider. In a number of instances, this study track-

ed federal funds through the federal agency, state
agency, area agency, and county agency before
reaching a nonprofit service provider.

Land and Water Conservation
Fund Grants

The Land and Water Conservation Fund Grants
(LAWCON) program provides federal funds for
planning, acquisition and development of outdoor
recreation areas and facilities. At the federal level the
program is administered by the Heritage Conserva-
tion and Recreation Service (HCRS), an agency with-
in the Department of the Interior. Approximately
$300 million is distributed annually among the 50
states, the District of Columbia, and the teryitories,
according to a formula based primarily on popula-
tion and need. A central state agency designated by
the Governor uses part of the funding to prepare the
federally required State Comprehensive Outdoor Re-
creation Plan (SCORP), and the remainder is distrib-
uted through project grants for state and local ac-
tivities.

Decisions to fund local projects are based on the
priorities established in the state plan and on the
ability of communities to provide the 50% local share
that is required. While most projects are local, states
may participate in the LAWCON program by pro-
viding the required 50% match for eligible projects.
Frequently, funded projects include the acquisition
and the construction of campgrounds, picnic areas,
inner city parks, tennis courts, bike trails, and sup-
port facilities such as roads and water supplies. Ap-
proved funding must be obligated over a 3-year
period and projects must be completed within five
years. All facilities must be open to the public and
not limited to special groups.

State agencies to which LAWCON funds are allo-
cated receive a grants manual from HCRS that sets
forth the purposes, procedures, requirements, and
forms associated with the program. The LAWCON
grant does not require submission of federal monthly
or quarterly reports. State agencies are required to
submit an annual report assessing program goals and
the progress made towards completion of individual
projects. Most state agencies receive federal
payments through the use of a letter of credit by
which funds are withdrawn from regional disbursing
centers by submitting a single page U.S. Treasury
Department form. Most local recipients of LAW-
CON funds pay for the entire cost of an acquisition
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or construction project before submitting a request,
supported with source documentation, for a 50%
reimbursement from the state agency. In some cases,
particularly for large acquisition projects, state agen-
cies will advance funds to local participants.

Civil Defense Personnel
and Administration Grants

The Personnel and Administration Grants for
Civil Defense are allocated on a formula basis to
““develop effective civil defense organizations in the
states and their political subdivisions.”” The annual
$37 million appropriation is administered at the fede-
ral level by the Defense Civil Preparedness Agency
that recently has been transferred from the Depart-
ment of Defense to the Federal Emergency Manage-
ment Agency (FEMA).

The Governor of each state designates an appro-
priate state agency to draw up the federally required
State Civil Defense Plan (CDP) and to subgrant
funds to participating jurisdictions. Local par-
ticipants apply for funding on a competitive basis
and must supply 50% of the program’s cost. A local
plan that becomes an integral part of the state plan is
a principle requirement for grant eligibility. Most
communities use personnel and administration funds
to prepare for tornadoes, floods and other natural
disasters, as well as plans to deal with an enemy at-
tack. Actual expenses at the state and local level are
used primarily for personnel, office space, telephone,
and travel.

State Civil Defense agencies in this study receive
federal funding by a letter of credit approved annual-
ly by FEMA. In most states, localities receive quar-
terly reimbursement checks from the state office
after submitting the required forms and copies of
source documentation.

All recipients of personnel and administration
grants receive the federal manual, CPG I-3, from the
Civil Defense Office of FEMA. Only this program,
of the three examined, has designed a guidance man-
ual in which both state and local grant recipients use
the same guidelines and forms to satisfy federal re-
quirements.

Since the feasibility of standardizing federal re-
quirements is a major focus of this study, the unifor-
mity of state and local Civil Defense procedures is of
particular interest. Because this grant is distributed
on a formula basis, the standard federal application
forms are not required. Most communities that re-
ceive Civil Defense funding simply renew their grant



for the following year by submitting an update of the
local plan, a proposed budget for the year including

verification of required local funding, and a person-
nel sheet listing local staff.

FOOTNOTES of Virginia, December 1979, p. iii.

! Information on the three states selected for this study was com-
piled from interviews with state legislative and executive branch
officials (see Appendix I), and from the following documents;
National Conference of State Legislatures, A Legislator’s Guide
to Oversight of Federal Funds, NCSL, Denver, CO, June 1980;
NCSL and Municipal Finance Officers Association, Watching
and Counting, Chicago, IL, MFOA, October 1977; and ACIR,
‘‘State Regulation of Local Accounting, Auditing, and Finan-
cial Reporting,”” Model Legislation No. 4.101, Washington,
DC, US Government Printing Office, Summer 1978,

* Joint Legislative Audit and Review Commission, Special Study:
Federal Funds, interim report, Richmond, VA, Commonwealth
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* Interview with George Hertz, state budget director, Boston,
MA, March 1980.

* Information on the three programs selected for this study has
been compiled from interviews with federal administrators,
from federal agency program manuals, and from Office of
Management and Budget, Catalogue of Federal Domestic Assis-
tance, Washington, DC, U.S. Government Printing Office,
1979. Program numbers are Civil Defense—12.315, Title Hi—
13.633, and LAWCON—15.400.

$ Federal Register, Department of Health, Education, and Wel-
fare, “’Grants for State and Community Programs on Aging,”’
Washington, DC, U.S. Government Printing Office, March 31,
1980.

¢ Ibid.



Chapter 3

Findings and Conclusions

15

During the interviews for this study conducted
with federal, state, and local officials, specific ques-
tions were asked pertaining to the authority and clari-
ty of OMB Circular A-102, the fiscal information
provided in agency guidance manuals, the quality
and extent of communication between grantor and
grantee agencies, and enforcement and compliance
procedures used by all agencies to ensure fiscal
responsibility. The answers to those questions are
summarized in this chapter. Major findings are high-
lighted in each issue area followed by reference to the
interviews which support the findings.! Specific con-
clusions follow the findings in each issue area, with
the last section of this chapter devoted to major con-
clusions concerning the feasibility of standardizing
fiscal requirements and the extent to which uniform
management practices can be realized.

FINDINGS:
AUTHORITY AND CLARITY

Virtually every issue examined in this study is in-
fluenced by the legal authority of the circular. When
the circular was originally issued in 1971, the authori-
ty issue centered on OMB’s right to establish uniform
requirements that federal agencies could not exceed.
In 1977, a number of these standards were extended
to all subgrants made with federal funds, shifting the



focus to whether or not federal regulations that pass
through take precedence over state and local statutes.
The authority and pass-through issues are in-
terdependent, and in this section the problems en-
countered at each level of government where the cir-
cular applies are analyzed. Resolution of these issues
largely influences findings in the areas of informa-
tion, communication, and compliance/enforcement.
It is necessary to begin by examining the adequacy of
the circular in providing clear and consistent infor-
mation on what legal authority it carries in relation-
ship to other federal and nonfederal laws.

1. The legal authority of Circular A-102 is unre-
solved even within the Office of Management and
Budget. Agencies have implemented the circular in
various ways because there has been no authoritative
determination concerning if and when federal regula-
tions take precedence over state and local statutes.

The authority for the Office of Management and
Budget to establish principles for the financial man-
agement of federal assistance is traced to the con-
stitutional powers of the executive branch, the Bud-
get and Accounting Act of 1921, and other federal
statutes.? Issued as federal circulars by OMB, these
principles become the basis for the departmental and
agency regulations to which they apply.

According to Circular A-102, the legal basis for is-
suing these specific regulations is found, in part, in
the Intergovernmental Cooperation Act of 1968
which outlines policies for ‘‘administrative re-
quirements to be imposed on states as a condition to
receiving federal grants.”’* Whether or not these re-
quirements take precedence over all nonfederal sta-
tutes is not resolved in the circular, and has brought
mixed responses within OMB. The OMB General
Counsel’s Office is of the opinion that the federal
government may not restrict state statutes that exceed
but do not contradict federal requirements.* Officials
in the Financial Management Branch of OMB main-
tain that many of the provisions of the circular re-
present the only standards allowable in managing
federal grants.*

Just as OMB has the legal power to establish prin-
ciples with which federal agencies must comply, these
agencies have the authority to impose federal *‘terms
and conditions’’ in making grants to state and local
governments. The courts have ruled that federal
minimum requirements are not coercive since state
and local governments are free to accept or reject the
grants to which the requirements are attached.® The
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‘‘authority’’ problem for federal agencies is in clari-
fying the relationship between the ‘‘terms and condi-
tions’’ that pass through and the existing statutes and
procedures of state and local governments. Federal
agencies have not resolved the issue because the cir-
cular does not clearly address the problem, and OMB
has not taken a formal position on its interpretation.

In the absence of a definitive ruling from OMB,
federal administrative requirements are being inter-
preted as the minimum standards for pass-through
funding by some agencies and as the only standards
by other agencies. The current grants manual for the
Land and Water Conservation programs states under
General Responsibility in the ‘‘Administration’’ sec-
tion:

The bureau believes its primary role in pro-
ject administration to be concerned with
results, leaving to the states the determina-
tion of means to achieve these results. Thus,
the rules established in this part are minimal,
being limited to those considered necessary
for the bureau to fulfill its obligations.’

However, HEW (now HHS), in amending the Ad-
ministration of Grants regulations (45 CFR 74) on
August 2, 1978, considers and rejects the above posi-
tion.

HEW'’s proposed amendments intentionally
did not require states and other grantees to
administer subgrants strictly in accordance
with the same standards that federal agencies
follow in administering grants. To do so,
HEW felt, would be an unwarranted intru-
sion into the affairs of state and other
grantees. .

After extensive consultation with OMB on
this important and difficult issue, HEW con-
cluded that the comment was valid. [Note:
an earlier comment stated that ‘‘the interest
of subgrantees lies in having the same rights
as do grantees.”’] Therefore, these amend-
ments have been changed to apply the OMB
standards to the administration of
subgrants, with only those few exceptions
that were intended by OMB.*

The lack of any clear policy determining the authori-
ty of federal agencies to pass through the provisions
of Circular A-102 has far-reaching administrative
consequences for recipients and subrecipients of
pass-through grants. This problem is compounded by



unclear and vague language in the wording of the cir-
cular.

2. The circular is not clear as to which federal re-
quirements must pass through to subgrantees. Al-
though the revised circular is intended to cover grants
at all levels of government, a number of the pro-
visions retain language that applies only to federal
agencies. In addition, the circular does not specify
which set of requirements applies when federal funds
are subgranted from the public to the nonprofit sec-
tor or back again.

The authority issue would remain largely academic
were it not for the federal requirements that are in-
tended to pass through. When federal funds are
passed through, there are three ways that state agen-
cies may apply federal administrative requirements to
subrecipients. (See Figure 1.) First, state agencies
may apply federal standards only to federal pass-
through funds, regardless of existing state statutes
and administrative requirements. Second, state agen-
cies may apply all federal requirements to pass-
through funds, as well as any state statutes and ad-
ministrative requirements that exceed or complement
federal standards. Third, state agencies may pass
through federal funds without imposing any of the
standards required of them by federal agencies, rely-
ing instead on existing state statutes and admin-
istrative requirements to manage subgrants.

Currently, uneven implementation persists because
no clear determination has been made in the language
of Circular A-102 concerning what the federal/state
authority relationship should be. The September 12,
1977, revision of Circular A-102 states that ‘‘except
where they are excluded, the provisions of the at-
tachments of this circular shall be applied to sub-
grantees performing substantive work under grants
that are passed through or awarded by the primary
grantee if such subgrantees are states, local govern-
ments or federally recognized Indian tribal govern-
ments. . ..””* This statement appears to establish
firmly the passing through of all federal requirements
as often as the funds are subgranted to units of
government. When one reads the entire circular the
meaning is no longer clear because the intention that
the requirements apply to grantees and subgrantees is
not reflected in the language or the individual provi-
sions. The following examples illustrate how the
body of the circular continues to read as if it was in-
tended only for federal agencies. Most of the in-
dividual requirements are conditioned in terms of
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what federal agencies may and may not do in relation
to state and local governments.

Retention of Records—Federal grantor agencies
shall not impose any record retention re-
quirements upon the grantees other than those
described. . . .

Procurement Standards—No additional re-
quirements shall be imposed by the federal agen-
cies upon the grantees unless specifically required
by federal law or executive orders.

Budget Revision Procedures—This attachment
sets forth criteria and procedures to be followed
by federal grantor agencies in requiring grantees
to report deviations from the budget.'®

This problem is further compounded when it is ne-
cessary to refer to several parts of the circular to
understand the intent of a particular requirement. In
order to determine when a specific method of pay-
ment should be passed through, one must review At-
tachments G and J, A-102. With only a general state-
ment at the beginning of the circular applying the
provisions to all subgrantees, it is difficult to sort out
to what extent the provisions in each of these state-
ments apply to subgrantees. For example, Attach-
ment G states:

With advances made by letter of credit
method, the grantee shall make drawdowns
from the U.S. Treasury as close as possible
to the time of making disbursements. Ad-
vances made by primary recipient organiza-
tions {those who receive payments directly
from the federal government] to secondary
recipients shall conform to the same stan-
dards of timing and amount as apply to ad-
vances by federal agencies to primary recip-
ient organizations.’*

Attachment J4 states:

The method of advancing funds by Treasury
check shall be used, in accordance with the
provisions of Treasury Circular 1075, when
the grantee meets all of the requirements
specified in paragraph 3 above except those
in 3a.'?

How do these separate provisions pass through to



OPTION |
Only Federal Requirements
May be Applied

Figure 1
HOW DO FEDERAL REQUIREMENTS PASS THROUGH?

Federal Requirements Must be
Met But May be Exceeded

OPTION 1l
Federal Requirements Do
Not Pass Through

OPTION II

FEDERAL A-102 A-102 A-102
A-102 + Only State
STATE A-102 State Statutes and Statutes and
Administrative Administrative
Requirements Requirements
SUBGRANTEE
Source: ACIR

subrecipients? Are primary recipients required to es-
tablish a method for advance payment to subrecipi-
ents according to the requirements in Treasury Cir-
cular (TC) 1075? If the primary recipient is supposed
to make drawdowns from the U.S. Treasury as close
as possible to the time of disbursement, is the
primary recipient required to set up a similar system
for subgrantees at the state level according to the pro-
visions in TC 1075? It is left up to the individual
federal and/or state agency’s discretion to obtain the
information referred to in the circular and sort out
what the provisions mean and how they apply. In-
evitably this results in varying and inconsistent inter-
pretations. As the circular is adopted into federal

18

agency guidance, its individual requirements are
spaced even further apart. Without a pass-through
clause written into the provisions themselves, they
read as if they do not pass through.

In rewriting the Administration of Grants (45 CFR
74), HEW resolved the clarity issue by inserting ap-
propriate terminology when a provision was intended
for subgrantees:

Use of the term ‘‘recipient’’. . . in a provi-
sion shall be taken as referring equally to
grantees and subgrantees. Similarly, use of
the term ‘‘awarding party’’ .. .shall be
taken as referring equally to granting agen-
cies and to grantees awarding subgrants.'?



ORIGINAL CIRCULAR

Federal Agency

A-102 limits fiscal information.

State Agency

No limits on agency requirements or
documentation; only federal management
and audit requirements pass through.

'

No limits on requirements that
subgrantee may add to those imposed by
state; only federai management and audit
requirements pass through.

'

Responsible for source documentation
outlined in federal management and
audit standards as well as any re-
quirements imposed by state or substate
grantor agencies.

Subgrantee

Recipient

Figure 2
ACCOUNTABILITY REQUIREMENTS

REVISED CIRCULAR

State Agency

A-102 limits fiscal information.

State Agency

A-102 limits fiscal information.

Subgrantee

A-102 limits fiscal information.

'

Responsible for source documentation
outlined in federai management and
audit standards; required to provide only
summary information to grantor agency.

Recipient

The conflict between the intention of the current
pass-through requirement and the language of the
specific attachments may be traced to the original cir-
cular. The original version of Uniform Administra-
tive Requirements applied only to ‘‘federal agencies
responsible for administering programs that involve
grants to state and local governments.”’'* When the
‘‘applicability and scope’’ of the circular were ex-
tended in 1977, to include subgrantees, the individual
attachments were not rewritten to reflect this change.
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Summary

An unclear explanation of the degree of authority
Circular A-102 carries in relation to state and local
statutes and a lack of clarity concerning the extent to
which specific provisions in the circular are supposed
to pass through resuits in uneven and fragmented ad-
ministration of pass-through grants. There is incon-
sistent use and application of the principles and re-
quirements in the circular by grants managers at all
levels of government.



INFORMATION

The information section examines the content of
federal and state guidance and the degree to which
the A-102 requirements have been incorporated.
Agencies at all levels of government were asked
whether additional requirements occurred and
whether they were necessary. Federal, state, and local
agencies were asked about their understanding of the
fiscal requirements, the quality of the information
received, and the degree of uniformity with which
they gathered required information. Findings are
presented in three major areas: add-ons, clarity of
guidance, and diversity of forms.

3. Add-on requirements occur in the guidance
issued by federal, state, and substate agencies and in-
volve both fiscal and program information. Federal
agency add-ons occur when Congress requests addi-
tional information or when there are divergent or in-
consistent interpretations of requirements in Circular
A-102. Additional nonfederal fiscal requirements oc-
cur most often as a result of state and local statutes
or an agency’s belief that the financial responsibility
assigned by the federal agency justifies more docu-
mentation. The circular exerts little control over pro-
gram requirements which are regarded as excessive
by reporting agencies at all levels of government.

ADD-ONS

One of the major purposes of this study is to locate
the sources of add-on requirements. The conclusions
reached by the ACIR Federal Assistance Monitoring
Panel indicate that while add-ons do occur, there is
no consensus as to their origin.!* Our research, how-
ever, suggests that the occurrence and effect of add-
on requirements is broadly based, that add-on re-
quirements appear in the guidance issued by federal,
state, and substate agencies, and involve both fiscal
and program information. Whether or not they re-
present violations of the spirit or the letter of the
regulations in Circular A-102 depends largely on
one’s understanding of the authority and pass-
through issues described in the previous section.

Following are a number of cases in which agencies
are gathering more detailed or more frequent fiscal
information than is outlined in the circular. Not all
of the requirements violate the mandate of the cir-
cular and many are seen to be valid and essential by
the agency imposing them. In examining where and
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why add-ons occur, this study attempts to distinguish
between those that cause excessive paperwork and
duplication of effort and those that serve a valid pur-
pose.

Federal

The Civil Defense Planning and Administration
grants manual was first issued in 1958. While most of
the OMB requirements have been incorporated into
the manual, it retains a good deal of the language and
structure of the original version.

Of the three programs examined, only Civil De-
fense indicates the kind of supporting documentation
that state offices must gather from local grantees
before expenditures may be reimbursed. Under sec-
tion 2.15 6, *‘Claims of Political Subdivisions,’’ the
manual states:

. . .each participating political subdivision
shall claim its actual and identifiable
allowable expenditures by submission to the
state on DCPA Form 234-3, ‘State and
Local Management Expenses”. ... Infor-
mation shown on DCPA Form 234-3 shall be
supported by submission to the state of
duplicate copies (Photostat, Xerox, etc.) of
original title, payrolls and other substan-
tiating documentation in accordance with
generally accepted accounting principles. '*

While the states are only required to submit stan-
dard forms to the federal agency in requesting
payments, the manual continues, ‘‘DCPA reserves
the right to require the submission of duplicate
documentation in the form of photographic repro-
duction on copies of all payrolls, invoices, and other
records and papers as DCPA specifies.””'’

The submission of source documentation from the
state would certainly exceed the reporting require-
ments established in Circular A-102. Similarly, the
federal requirement for the gathering of local sup-
porting documentation runs counter to the principle
expressed in A-102 of ‘‘greater reliance on grantees’
management systems,’’ where only the final recipient
should maintain detailed day-to-day records of a pro-
gram’s administration.

While a few of the local Civil Defense managers
feel that the documentation required is excessive for
the amount of money received, submitting vouchers
for a limited number of items has not created exces-
sive paperwork for most localities. The example is
important not so much for its effect on subgrantees,



but, because nine years after Circular A-102 was
issued, this study found one of three federal agencies
was still not in compliance with a fundamental provi-
sion of the circular. Because Civil Defense regula-
tions were issued before the circular was extended to
subgrantees, and these regulations have not been re-
viewed by OMB, they have retained a requirement
for excessive documentation that is potentially very
burdensome.

This study found other add-ons where the intent of
the circular is not specific enough to restrain federal
agencies from collecting information. Circular A-102
limits the collection of any grant application or form
to one original and two copies. The intention of the
circular is to strictly limit the number of forms re-
quired to apply for federal forms. The circular, how-
ever, does not explicitly limit the collection of any in-
formation that may daccompany the application
forms in Circular A-102. The grants manual for the
Land and Water Conservation program requires ten
copies of the comprehensive state plan for the federal
regional office as well as ‘‘copies of plan documents
to those federal, state, and local agencies having re-
creation responsibilities within the state.'®* The State
Comprehensive Outdoor Recreation Plan is legisla-
tively required but, under present requirements, the
number of copies for federal administrators and for
other state-based recreation programs is strictly an
agency decision. While the Heritage Conservation
and Recreation Service (HCRS) permits states to
charge ‘‘a reasonable fee for copies of the plan,’’'®
the broad-based distribution required by HCRS far
exceeds the OMB standards. In 1978 the Federal
Assistance Monitoring Panel concluded that such re-
quests ‘‘place great burdens on aid recipients because
they require extensive staff time and cause high
reproduction costs.’’?°

Congressional legisiative requirements also gener-
ate add-ons. When first passed, Title III legislation
included a priority spending provision requiring the
documentation and reporting of expenditures in
three major service categories. Before the program
was revised in 1978, Congress directed GAO to con-
duct an impact study of the requirement. GAO con-
cluded that reporting in the priority areas was un-
necessary since area agencies were already spending
at or above the level required in the legisiation, and
would do so whether there were requirements or
not.?' Although the new legislation passed requiring
priority reporting, the Administration on Aging
shared GAO’s concern over the time and cost in-
volved in detailed recordkeeping and reporting at the
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state and substate level when areas like social services
and plan administration were separated into three
additional categories.?? To summarize, federal add-
ons were identified in all three programs and involv-
ed agency requirements for excessive supporting doc-
umentation, agency requirements for multiple copies
of an application document, and a Congressional
mandate of questionable administrative value,

Most pertinent to this study are those add-ons that
occur as a result of divergent and inconsistent inter-
pretations by federal agencies of the requirements in
OMB Circular A-102. The agency guidance manuals
for all three programs are based on departmental in-
terpretations of Circular A-102. Title III programs
are required to use the Administration of Grants
regulations (45 CFR 74) that cover all grants made by
HHS. The Grants Manual for the Land and Water
Conservation Fund was written after the Department
of the Interior issued an interpretation of Circular A-
102 to its various agencies. Similarly, the guidance
for the Civil Defense Planning and Administration
grants was based on the Department of Defense
understanding of the OMB requirements.

Some of the add-ons may be traced to federal
agency interpretation of the authority and pass-
through issues unresolved in the content of the cir-
cular. OMB Circular A-102 states:

the letter of credit funding method shall be
used by grantor agencies where all of the
following conditions exist [in summary
form]:
a) 12 month or more relationship; ad-
vances are greater than $120,000;
establishment of procedures minimizing
time elapse between transfer of funds
and their disbursement;
c¢) grantee’s financial system meets stan-
dards of Attachment G.**

b)

The blanket clause at the beginning of the circular
implies that this provision should pass through to
subgrantees. Because it is not clear to what extent this
requirement passes through, however, the Depart-
ment of Health and Human Services (HHS), in its ef-
fort to apply the provisions to subgrantees practical-
ly, statesin 45 CFR 74:

Grantees shall observe the requirements of
this subpart [which includes the above letter
of credit clause] in making (or withholding)
payments to subgrantees with the following
exceptions:



a) advance payment by check may be used
instead of letter of credit.*

At first glance, although this provision deviates from
the intent of the circular, it should not necessarily
create add-ons. Where advance method of payment
is used, however, state agencies, to ensure their ac-
countability for funds received, impose more report-
ing requirements on subgrantees than if the letter of
credit method of payment was applied. All Title 111
areawide agencies visited during this study receive
their money through an advance in accordance with
45 CFR 74 although they are entitled to a letter of
credit funding according to the standards in Circular
A-102. All areawide agencies must meet more strin-
gent reporting requirements than the state agencies
awarding their grants that are on a letter-of-credit
method of payment. Unless the standards are specific
and clear at their point of origin, add-ons are in-
evitable.

Confusion also occurs because federal agencies use
different sections of the attachments to A-102 in
writing their manuals. For example, the procurement
standards in Circular A-102 are intended to cover the
substantial amount of federal funds that are subcon-
tracted by recipients of federal grants. The HHS and
Civil Defense manuals present conflicting views of
the standards, even though both quote directly from
Attachment P in the circular:

No additional procurement standards or re-
quirements shall be imposed by awarding
parties upon recipients unless specifically re-
quired by federal statutes or executive
orders. Administration of Grants, HEW **

Grantees may use their own procurement
regulations which reflect applicable state and
local laws, rules, and regulations provided
that procurements made with federal grant
funds adhere to the standards set forth as
follows: CPG I-3, Civil Defense Agency.?¢

Again, the wording in the circular allows for too
much variation in the application of procurement
standards. Inconsistent interpretation and applica-
tion of the provisions paves the way for further add-
ons and overlap between programs, as state and sub-
state agencies attempt to reconcile the requirements
with their own rules and procedures.

State

State agencies tend to add-on requirements be-
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cause they do not know when they have satisfied the
fiscal responsibility they have been assigned by the
federal agency. Under revised Circular A-102 state
agencies are still accountable for misspent federal
funds, yet the pass-through provisions are supposed
to place the same constraints on their gathering of
fiscal information as were previously placed on
federal agencies. Figure 2 illustrates this difference
between the original and the revised circular. In prac-
tice very few constraints are placed on state agencies.
The reasons for this include the fact that:

1. Pass-through requirements are not explained
clearly or specifically enough.

2. No provision has been made to pay for
audits that would eliminate state agencies’
need for additional information.

3. State agencies are not advised when they
have satisfied federal requirements.

4, No effort has been made to curtail state
agency compliance with stricter state fiscal
rules or procedures.

The previous section highlighted the impact of di-
vergent and inconsistent interpretations by agencies
of the pass-through provision in Circular A-102.
While the Wisconsin Bureau on Aging has designed a
thorough and clearly presented manual, it contains a
number of additional fiscal and program require-
ments. For example, the bureau requires monthly
cash status reports from Wisconsin’s area agencies
that list 32 separate categories of expenditures.?” The
standard federal report forms have only 12 cate-
gories, State administrators for the bureau say the
form was carefully negotiated with area agency direc-
tors and was the least complicated means of satisfy-
ing both federal and state legislative requirements.
But the fact remains that add-ons occur because of
the autonomy granted the state agency in administer-
ing Title III funds and the state agencies need to en-
sure their accountability for Title I1I funds.

State agencies also add requirements to ensure ade-
quate source documentation where there may be in-
sufficient funds to pay for audits. This problem is
most dramatically illustrated by the Outdoor Recrea-
tion programs in Virginia, Massachusetts, and Wis-
consin—each of which collects supporting docu-
mentation before reimbursement. All three offices
maintain desk audit capability at the state level with
requirements for copies of cancelled checks (front
and back), contracts, bidding proposals, etc., to be
submitted by grantees. These requirements are not
included in the Land and Water Conservation Act



and certainly not in the federal guidelines. The prob-
lem is caused in part by an unclear explanation of the
requirements for source documentation. Although
printed verbatim from OMB Circular A-102, the
HCRS manual is unclear on the point of whether or
not state agencies should have source documentation
available. An administrator in Virginia’s Commis-
sion on Outdoor Recreation stated that the current
level of information is required because there is no
federal definition of ‘‘source documentation.”” He
added that ‘‘we have never lost a penny to the federal
auditors.’’?* Because state agencies are not sure when
they have satisfied the financial responsibility as-
signed to them and because of insufficient funds for
audits (see Finding 12), agencies frequently request
much of the information an auditor may require.
State agencies are likely to constrain the level of in-
formation required from grantees if they have suffi-
cient funds to conduct audits, or at a minimum,
greater assurance by the federal agencies that this in-
formation is not necessary.

Other add-ons by state agencies occur in their ef-
fort to reconcile federal agency guidance with state
fiscal rules or procedures. Four state agencies, of the
nine interviewed, pointed out that stricter state re-
quirements are imposed in addition to the federal
guidelines provided for subgrantees. The Wisconsin
Department of Natural Resources imposes the more
stringent record keeping standards mandated by the
Wisconsin State Legislature. The Massachusetts Di-
vision of Conservation Services follows the state’s
stricter bidding and contract procedures. The Vir-
ginia Office on Aging adds those requirements es-
tablished by the Virginia General Assembly, which
apply to all federal grants. The Massachusetts De-
partment of Elder Affairs gathers more detailed fis-
cal information than is required by federal forms to
satisfy requests from the state legislature. As long as
state agencies are held accountable for the day-to-day
management of federal funds in a state environment
where no effort is made to monitor and/or coor-
dinate federal and state fiscal requirements, add-ons
of this nature are inevitable.

Subrecipients

Substate research examined program administra-
tion in nine area agencies, three district offices, and
27 local or nonprofit agencies. While many federal
requirements are known and complied with at the
substate level, there is little understanding of the
limitation placed on the gathering of fiscal informa-
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tion. The diversity of organizations administering
federal grant funds at the substate level results in a
variety of fiscal and programmatic add-ons. Prin-
cipally, grantors make additions to ensure proper
management or because of local statutes involving
matching funds. But ‘‘sub” subrecipients are also
subjected to duplicative and repetitive requirements
where funds for the same federal program are
awarded to them by several substate agencies.

Although the Administration of Grants regula-
tions (45 CFR 74) are intended to limit financial
reporting, additional fiscal requirements occur in
state agencies that coordinate the federal aging pro-
gram at the substate level. The Cambridge/Somer-
ville Home Care Corp., requires copies of receipts
and time sheets on personnel providing inkind ser-
vices from subrecipients. The current administrators
justify the requirement of receipts because of the less-
than-adequate past performance of the agency and
its grantees. Time sheets are necessary, since inkind
services are required by the state; but there is no
guidance on how they are to be documented.

The Shawano County, WI, Office on Aging pro-
vides most of the information required by the state to
the county as well. In addition to the state-required
annual plan and monthly reporting requirements, the
Shawano agency prepared a 200-page annual plan for
the county that required a 28-page amendment when
supplemental state funds were received. The Fairfax
County Area Agency on Aging in Fairfax, VA, and
the Milwaukee and Dane County Offices on Aging in
Wisconsin also must duplicate a considerable amount
of information required in the state annual plan con-
cerning program and budgetary information for their
county boards.

The Norfolk, VA, Office of Civil Preparedness
sends 14 copies of its annual communications plan to
other district Civil Defense offices in addition to the
three required by the state. Local fiscal requirements
involve keeping a duplicate set of books for the city
and state required reports.

Two of the nonprofit agencies visited are also sub-
jected to add-ons of a slightly different nature, The
Homemaker Health Aid Service of the National
Capital Area United Way, Inc., receives 19 contracts
for Title III funds from three to four neighboring
counties as well as the District of Columbia. While
the organization has no problems responding to any
single piece of guidance, the process of meeting the
fiscal requirements for 19 separate contracts on a
monthly and quarterly basis is very time consuming.
Each contract requests similar fiscal information but



in a slightly different fashion and form.

The Highland Valley Elder Service Center in
Northampton, MA, also manages Title III funds
coming from four different areawide agencies. All of
the agencies require the same basic information at the
same time, but expenditures must be broken down in-
to separate budget categories for each areawide agen-
¢y and reported in different forms.

While most of the instances cited here are examples
of fiscal add-ons, many of the responses to our ques-
tions about add-ons involve program information as
well. Circular A-102 makes a clear distinction be-
tween the two and establishes fiscal limits through
the use of standard application and reporting forms
and other provisions cited earlier. Program require-
ments are left to the discretion of the grantor agency,
although the frequency of such reports is supposed to
coincide with the schedule of fiscal reports. Almost
without exception, state and local agencies express
concern over the amount and detail of information
that is gathered about programs and program partici-
pants. There are several instances where the data
were not adequately processed because of personnel
shortages by the grantor agency. While this area is
beyond the scope of the study, the gathering of pro-
gram information, particularly if it involves service
unit costs, is inevitably tied to requests for fiscal
data. The failure of Circular A-102 to place con-
straints on the monitoring of program performance
contributes substantially to fiscal and program add-
ons by state and substate agencies. N

4. State agencies find the information on pass
through regulations in federal agency manuals to be
more clear and specific than OMB Circular A-102,
but none of the federal guidance is considered suffi-
ciently detailed to inform subgrantees of their fiscal
responsibilities.

State agencies find that federal grants manuals are
more understandable than Circular A-102 in explain-
ing the obligations they have as grantees. The in-
dividual federal requirements are rewritten as they
apply to the specific program and are placed together
with similar requirements imposed by enabling legis-
lation or by the agency itself. While preferring feder-
al agency guidance to the circular for their own in-
formation, state administrators find it necessary to
reinterpret federal regulations for subrecipients.
Those who prepare state guidance for subgrantees
contend that federal manuals are too complicated on
the one hand and not specific enough on the other.
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All three state agencies for aging expressed reserva-
tions about the adequacy of AA’s program and fiscal
guidance, including 45 CFR 74, which is used by both
state and area agencies. One state administrator said
that all the information was there if one could find it,
while another said he is never certain if the agency is
in compliance. A third state agency stated that feder-
al guidance never anticipates the difficulties that oc-
cur at the state or substate level.

The Virginia Commission on Outdoor Recreation
indicated that federal guidance is unclear on what
constitutes appropriate documentation from
grantees, as well as when a grant or a contract should
be used in providing local services. Similarly the
Wisconsin Department of Natural Resources found
the HCRS manual far too general in the provisions
covering construction grants and contracts. The Mas-
sachusetts Division of Conservation Services did not
find adequate information on the applicability of
federal acquisition funds to costs incurred under the
Uniform Relocation Act.

The Wisconsin Division of Emergency Govern-
ment said that while the federal manual (CPG 1-3) is
helpful in some areas, it is extremely vague in others.
In place of the single manual, agency administrators
would prefer five separate manuals for each of the
programs covered, containing more specific fiscal in-
formation, particularly with respect to allowable
costs. Civil Defense administrators in Virginia also
felt that more specific instructions were needed in the
area of allowable costs.

The question of allowable costs is of particular
concern to local grantees, since state Civil Defense
and Outdoor Recreation programs use reimburse-
ment as the principle method of payment. Even if
states follow the general cost principles required by
Circular A-102 and the federal agency guidance, this
does not provide the specific assurances local ad-
ministrators desire. Many Civil Defense and local
recreation directors expressed reluctance to spend
local funds when reimbursement was not guaranteed
in writing, and cited examples of disallowed costs.

5. While the standard A-102 reporting forms have
limited the amount of financial data gathered by fed-
eral agencies, the variety of forms and procedures re-
questing similar information increases substantially
at the state level. The number of forms and pro-
cedures serving similar purposes further multiplies if
substate organizations administer grants to local re-
cipients. While state and local administrators are in
favor of adopting more uniform fiscal procedures



and forms, they do not feel these standards should be
issued by the federal government.

Our research indicates that Circular A-102 has
been successful in standardizing and simplifying the
fiscal information gathered by federal agencies. The
circular establishes four reporting forms that agen-
cies have latitude in adapting for individual program
needs. This study found the federal agencies to be
consistent in requiring the same forms on the same
schedules within each of the programs. The Outdoor
Recreation program uses the reporting form pre-
scribed in A-102 for drawing down funds from a let-
ter of credit. The Administration on Aging requires
that state agencies submit quarterly financial status
reports and monthly federal cash transaction reports.
The Civil Defense agency has never adopted the A-
102 reporting forms, but the quarterly forms re-
quired from state agencies follow, in substance, the
intention of the circular.

The only state agency that expressed difficulties
with federal forms was the Virginia Agency on Ag-
ing, which receives 19 different grants from four
separate federal agencies. In satisfying grant re-
quirements, the agency must fill out, for different
grants, each of the four standard monthly or quarter-
ly reporting forms, as well as the forms for two dif-
ferent letter of credit arrangements.

At the state level there is no uniformity and sim-
plification of agency forms similar to that achieved
through A-102. As an example, the Commonwealth
of Virginia has 107 separate agencies that must take
into account federal, state, and agency needs when
designing forms to gather fiscal information. There is
considerable diversity in the forms used in Virginia,
Wisconsin, and Massachusetts in two of the three
programs sampled for this study. Title III agencies
use neither the federal forms nor forms similar to
those used by other state agencies in gathering fiscal
information from subgrantees. Similarly, all three
state Land and Water Conservation programs design
their own forms. The only change from the federal
Civil Defense requirements occurs in Wisconsin
where monthly, rather than quarterly, reports are re-
quired. In this program, all states use the federal
forms for subgrantees.

The number of forms used to request similar infor-
mation multiplies once more if substate agencies
award grants to local recipients. In both Massa-
chusetts and Virginia, the area agencies that oversee
local Title III programs are permitted to draw up
their own reporting forms. There are currently 21
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area agencies in Massachusetts and 25 in Virginia,
and none of them uses the same forms for grantees.
In contrast, the Wisconsin Title III program not only
establishes monthly and quarterly forms for its area
agencies, but provides standard forms for all sub-
grantees as well.

In Northampton, MA, area agencies from four ad-
joining counties subcontract with the Western Mas-
sachusetts Legal Services agency to provide legal
assistance for the elderly. Neither the state nor the
area agencies has attempted to negotiate standard
reporting forms, and the accountant for the legal ser-
vices agency says she must fill out four entirely dif-
ferent forms that provide essentially the same infor-
mation to each of the agencies from which a contract
is received.

In several instances subrecipients must report to
their own unit of government as well as to the state
agency. The Shawano County Office on Aging and
the Milwaukee County Office on Aging in Wisconsin
must fill out two different fiscal reporting forms each
month for the state and county—one on a cash basis
and one on an accrual basis. The dual accounting and
reporting systems add considerably to the time and
cost of administering the grant., The Wisconsin
Bureau on Aging, however, is changing over to a
fiscal year that corresponds with the majority of
counties.

While subrecipients of LAWCON and Civil De-
fense grants did not have to prepare multiple and
repetitious forms per se, several of the managers
interviewed complained of having to meet state fiscal
procedures in addition to city or county fiscal pro-
cedures. This was particularly a problem for the
administrators of LAWCON funds in Norfolk, VA,
and Warwick, RI, (a pretest site). In developing a
“LAWCON?”’ park, both cities used contractors.
They were required to process all vouchers and other
related paperwork for the city’s finance records and
then make numerous trips through city records to
pull out vouchers, make copies, and aggregate the
data on state forms. Both cities expressed a strong
desire to have state agencies rely more on the forms
and vouchers that are already part of the city’s finan-
cial records.

State and local administrators interviewed for this
study recognized the problems created by the variety
of forms and procedures required to ensure fiscal ac-
countability. Support for efforts to simplify and
standardize was expressed in all three states and
among all three programs. Responding to the ques-
tion of whether more uniformity was desirable, local



agencies were nearly unanimous in their support.
Subrecipients also expressed considerable interest in
having the state accept their own organizations’ fiscal
procedures and requirements. Both state and local
officials, however, were reluctant to give the federal
government the sole authority to regulate. State ad-
ministrators wish to preserve the right to gather in-
formation for state purposes, while most local ad-
ministrators appeared more willing to entrust the
establishment of standard requirements and pro-
cedures to the state rather than to the federal govern-
ment.

Summary

As federal and state agencies incorporate financial
management requirements into their guidance docu-
ments, the ambiguities in the content and language of
OMB Circular A-102 lead to varying interpretations
of what financial information is required, how it
should be formatted, and how often it should be sub-
mitted. Agency managers do not adopt similar pro-
cedures and provisions in their guidance manuals
because they do not have clear and precise knowledge
as to what fiscal information they need to have to en-
sure their accountability. This results in add-ons,
fragmentation, elimination, and reinterpretation of
the requirements in Circular A-102. The problem is
most noticeable at the state level, where a set of
uniform administrative requirements similar to A-
102 does not exist. Consequently, there is a lack of
consistency in the written guidance issued and
adopted by federal, state, and substate agencies.

COMMUNICATION

Our research in the area of communication ex-
amines the process through which agencies are in-
formed of federal administrative requirements. Our
questions were addressed to federal, state, and local
administrators in the areas of implementing fiscal
guidance, the timeliness with which it was received,
the amount of intergovernmental coordination and
the adequacy of technical assistance. Since the cir-
cular was revised in 1977, communication has be-
come a major concern for those state and local agen-
cies that receive federal funds. The addition of the
pass through requirement in the revised Circular A-
102 extended federal influence to all grants made
with federal funds and created the need for a large
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degree of intergovernmental communication. Our
findings indicate that a formal system does not exist
and the level of adequacy in providing technical
assistance varies widely.

6. Insufficient communication between federal
agencies and OMB, the lack of any central coordina-
tion or monitoring of state agency guidance, and the
tendency of subrecipients to accept existing rules and
procedures contribute to uneven implementation of
federal administrative requirements.

Our research shows that when agencies have drawn
up guidance that incorporates the A-102 adminis-
trative requirements, there has been little or no for-
mal contact with the Office of Management and Bud-
get. HCRS addressed most of its questions to the
general counsel of the Department of the Interior,
while the Civil Defense agency relied on the opinion
of its own general counsel.

On its own initiative, the Division of Grants Policy
and Regulation in the Department of Health and
Human Services consulted a number of times with
OMB’s Financial Management Branch in preparing
HHS’s Administration of Grants (45 CFR 74). The
accuracy and thoroughness of those regulations
testify to the need for this type of formal com-
munication. There is little if any formal review of
guidance manuals or regulations to ensure that there
is proper understanding and adoption of the pass-
through requirements in OMB Circular A-102. For
example, the new AA administrative regulations for
Title III aging programs were written entirely by
agency personnel. Similarly, the Civil Defense
manual, CPG -3, has never been reviewed and is still
not in compliance with OMB Circular A-102.

In spite of communication problems, federal agen-
cies enjoy more uniformity in the development of ad-
ministrative requirements than state agencies. The
two major reasons for this are the existence of the
Office of Management and Budget and the Federal
Register. Despite the need for more OMB involve-
ment and technical assistance in coordinating the
development of federal agency regulations, the agen-
¢y is a central office which provides training for all
departments to follow in the area of fiscal guidance.
The publication of federal agency regulations in a
similar format in the Federal Register also contrib-
utes substantially to creating more consistent appli-
cation of requirements and forms among federal
agencies.

Unlike OMB, at the federal level, most states do



not have a central authority to issue guidance and
monitor state agencies’ requests for fiscal informa-
tion. There is no central publication to communicate
the intention of federal requirements to state agencies
or provide them with a uniform format for the devel-
opment and review of their guidelines. A number of
states have legislative committees to review all state
agency regulations; but the role of the states involved
in this study was advisory at best. As a result, state
agencies operate independently to prepare their guid-
ance manuals. If a guidance manual had been devel-
oped among the agencies visited, each one had done
so on its own. A state administrator in Wisconsin, in
the process of designing a manual, described the pro-
cess as frustrating at best. Because Circular A-102 is
not specific enough for use in a manual, agencies
adopt state procedures under the assumption that
they comply with federal standards. Yet, because
there is no central source of information, agency per-
sonnel frequently must piece together information
from a variety of sources. Although grants managers
in Wisconsin tried to write a uniform guidance
manual in the last year, they ran into the problem of
too many people with expertise in program areas and
not enough people well versed in fiscal procedures
and requirements.

Consequently, there is considerable variation in
the type, content, format, reporting schedules and
forms, and fiscal requirements in state agency
guidance. The Wisconsin and Massachusetts state
LAWCON offices have set up an adequate guidance
system by reproducing essential federal requirements
in summary or Xerox form. Virginia’s Commission
of Outdoor Recreation has distilled the 3-inch thick
HCRS manual into a 20-page booklet. The Massa-
chusetts Department of Elder Affairs periodically
sends out information in memo form based on the
much more lengthy federal publications.

Our research identified two specific instances
where state and local efforts built a reasonable man-
agement system out of relative confusion. The ad-
ministrators of the Title III program in Wisconsin
were faced with coordinating the stringent HHS reg-
ulations with state legislative requirements, and with
a tradition of strong independent county control of
local programs. The bureau of aging undertook a
yearlong ‘‘negotiating process’’ in which require-
ments and needs of all parties were weighed, dis-
cussed, and decided on. Not every agency is satisfied,
but there is genuine appreciation for the effort and a
good deal of support for the forms and procedures
that everyone had a part in writing. Similarly, the
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Virginia Office on Aging negotiated a guidance man-
ual with the 25 area agencies that provides a number
of management options depending on the complexity
of the program.

Although ““interprogram’’ uniformity may be real-
ized under the present system, lack of ‘‘intra-
agency’’ coordination at the state level results in
subrecipients that receive funds from a number of
state agencies having to contend with different sets of
procedures and requirements. Where the grants in-
volved originate in different state offices, little can be
done to coordinate the requirements. The Dane
County Aging Program in Madison, WI, and the El-
der Care Line in Milwaukee, WI, are subrecipients of
grants awarded by two separate state agencies, one of
which is a Title III grant. Both offices noted con-
siderable differences in their reporting requirements
for each grant—the Title XX grant awarded to the
Elder Care Line creating some of the most burden-
some requirements .imaginable, while the grant
awarded to Dane County by the state’s department
of transportation had practically no requirements.
Similar large differences in state agency requirements
were noted by the administrator of the McFarland
Public School System in McFarland, WI, who has re-
ceived LAWCON, Title III, and Title V educational
funds,

Where funds are used for similar purposes or
where different reporting requirements are imposed
by grantor agencies for the same program funds,
there is more opportunity for subrecipients to
negotiate and coordinate with grantor agencies.
Although many complaints were expressed, most
subrecipients simply accepted existing procedures
and requirements. Some subrecipients, however,
were attempting to negotiate or coordinate with
grantor agencies to change rules and forms or to find
alternative ways to satisfy the requirements.

One recipient simplified her management system
by negotiating changes with grantor agencies. As a
subgrantee of two area agencies, Cambridge/Somer-
ville Legal Services was required to fill out two
monthly reporting forms in addition to a similar
report for its own board of directors. The accountant
succeeded in hfving both area agencies accept the
legal services form in place of the two separate forms
previously required.

Norfolk, VA’s Park and Recreation Office is un-
dertaking the most notable endeavor in this area. It is
in the process of negotiating one application form
between two state agencies funding the same project.
Regrettably, this process has taken two years and an



agreement is not final.

Look Park, in Northampton, MA, is a privately
endowed recreational area that is open to the public.
While the park was eligible for a Land and Water
Conservation matching grant because of its public
use, its private board of directors could not directly
provide the matching funds. After considerable con-
sultation between part officials, city officials, and the
state LAWCON agency, Look Park made an unobli-
gated gift of half the proposed construction cost to
the City Council of Northampton. The city then paid
for the entire project and, three weeks after its com-
pletion, received a 50% reimbursement from the
state division of conservation services—thus re-
covering the full cost of the project.

7. The executive and legislative branches of state
government are inadequately informed of federal
grant awards. The required notification by the U.S.
Treasury Department remains at a level that is useless
for state planning purposes. States have no alter-
native systems for gathering current and complete in-
formation of federal grants awarded to state agen-
cies. The difference between federal and nonfederal
fiscal years creates problems in planning state and
local budgets for Title III programs. Local program
plans, which include budgeting information, must be
submitted before local hearings have begun.

Elected state officials have become increasingly in-
volved in tracking and appropriating federal funds
that are awarded to state agencies. In 1979, 38 state
legislatures exercised some degree of authority over
the appropriation of federal funds.?® In both Virginia
and Wisconsin, federal grant awards are included in
the executive budget and are subject to appropriation
by the legislature. The Massachusetts executive
budget includes estimates of federal awards but for
informational purposes only.

State officials are unanimous in their belief that ac-
curate and timely information on federal awards is
necessary for responsible management of these
funds. Although Treasury Circular 1082 requires that
a central state information agency receive notifica-
tion of all federal awards made to agencies within the
state, the percentage of notification is often so low
that states find the information of no value. The
director of the state budget office in Massachusetts
reported that many of the 1082 notification forms
were never sent to the designated central state agency
and many of the those that did arrive were illegible.*®
Because of similar problems, all three states have
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alternative information systems on federal awards at
some stage of development, but current, accurate in-
formation for state and local budgeting is not avail-
able. A

The difference between the federal and nonfederal
fiscal years necessitates the drawing up of state and
local budgets before the level of federal funding is
assured. Like most states, Virginia, Massachusetts,
and Wisconsin operate on a July-June fiscal year,
while annual federal appropriations begin on Oc-
tober 1. The problems of projecting federal income
are compounded for agencies in Wisconsin and Vir-
ginia that draw up biennial budgets. The schedule for
Virginia’s budget preparation calls for agency es-
timates of federal grant awards to be submitted a full
14 months before federal appropriations are final
and nearly three years before the end of the biennial
budget cycle. The Joint Legislative Audit and Review
Committee (JLARC) study reported that for 1979 at
least eight state agencies underestimated federal in-
come by 100% or more, while 12 agencies
overestimated by 50% or more.*' These figures sug-
gest the difficulties encountered when state agencies
are required to plan two or three years ahead.

Different federal and state fiscal years also result
in state agencies receiving approval on grants and
notification of funding in a haphazard fashion. One
of the state officials interviewed during our general
session in Madison, WI, provided us with the details
creating this confusion. Even though an official in
this agency did not submit the grant application until
January 1980, the grant was approved by the federal
agency at the end of 1979. Federal funds were obli-
gated in May of 1980 but notification of these funds
was not received until July—via an undated letter.
Different fiscal years, combined with the time it takes
to process federal grant awards, results in large
periods of time where there is inadequate informa-
tion on grant applications.

While different fiscal years caused difficulties for
two out of three state Title III offices, the problem
was most pronounced at the substate level. Four of
the areawide agencies receive direct federal aid as
well as federal funds that are passed through the
state. They keep separate books for each of the
grants to account for the different fiscal years. The
Western Massachusetts Legal Services Agency, a
grantee of Highland Valley, and three other area
agencies, maintains records that follow four different
fiscal years for a federal grant from the Legal Ser-
vices Corp., a grant from CETA, and the different
schedules for area agencies. Other recipients may



have to keep separate books because their fiscal year
is different from the state as well as the federal fiscal
years. The Madison and Milwaukee Emergency Pre-
paredness Offices keep two sets of books to account
for their budget cycles which run on a calendar-year
basis and for the state’s July-June budget cycle.

All three of the programs in our study have local
matching requirements. Local agencies which receive
Title III grants must submit program plans and bud-
gets to assure that local funding will continue before
budget hearings have even been scheduled. Depend-
ing on the sophistication of the local budget depart-
ment, the effects of this range from duplication of ef-
fort and use of inaccurate information to added ex-
penses. The Shawano County Office on Aging in
Shawano, WI, submits its budget and plan before its
allocation is known, because the county fiscal year is
the calendar year while the state operates on a July-
June cycle. As a recipient of a grant that lapses each
year, Title III funds that are not expended by the end
of the county fiscal year are returned to the county’s
general fund and the aging program must charge ex-
penses for the rest of the state fiscal year to the next
year’s budget. In effect, this means the actual budget
cycle lags by six months. This situation is presently
being remedied by switching to a nonlapsable grant.
Local recipients in Massachusetts say they could not
afford to accept additional Title III funds, because
although the contracts require the same level of ser-
vices year after year, payments are never adjusted up-
ward to account for inflation. Local government and
other funding sources have been forced to pick up the
deficit when anticipated federal funding is not ap-
propriated.

8. In many cases, changes and updates in federal
requirements are not received in time for states to
adequately comply with them. OMB and Congres-
sional statutory requirements often take effect upon
issuance or enactment. Federal agencies then issue
retroactive requirements that are further delayed
while awaiting departmental interpretations. Federal
assistance manuals are infrequently rewritten and
after a number of years become a series of disjointed
updates, rather than a systematic administrative
guide. This causes delays or changes in the guidance
issued by state agencies which create administrative
problems for state and substate agencies.

Federal agency manuals tend to be issued late, up-
dated slowly, and seldom revised. This judgment was
expressed time and time again in our interviews with
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state administrators. While most are fairly satisfied
with information received, the sporadic nature with
which updates and revisions are issued places un-
necessary pressure on state agencies and subreci-
pients to comply.

On October 18, 1978, three separately funded pro-
grams for the elderly were consolidated into Title III
of the Older Americans Act. The purpose was ‘‘to
provide more effective coordination and use of com-
munity resources in planning and providing services
to older Americans.”’? State agencies were well
aware of the legislation and the significant manage-
ment changes that consolidation would bring about
at the state agency and area agency levels. The final
rules were not published in the Federal Register until
March 13, 1980—nearly 1-1/2 years after the amend-
ments were enacted. All three state agencies voiced
strong concern over the delays in receiving written in-
structions.

While the Civil Defense manual for planning and
administering grants has incorporated most of the
federal administrative requirements from Circular A-
102, large portions of the guidance are substantially
the same as when it was first issued in 1958. A
number of administrators were concerned that, as the
emphasis for local programs has shifted to non-
nuclear emergency preparedness, performance stan-
dards, still reflect the fallout shelter mentality. On
September 16, 1978, the Civil Defense programs were
transferred from the Department of Defense to the
newly created Federal Emergency Mangement Agen-
cy (FEMA). The Civil Defense Manual has not been
revised or reissued in the 1-1/2 years since the agency
became part of FEMA, and officials in the Wisconsin
Division of Emergency Government stated that they
felt as though the programs at the state level were
operating without any valid federal guidance. In the
absence of federal regulations, the division drafted
and circulated a state guidance manual for local pro-
grams based on past requirements and the best infor-
mation available from FEMA. Similar concerns were
expressed by a regular Civil Defense coordinator in
Virginia. Although FEMA has recently issued a di-
rective that the Civil Defense manual, CPG I-3,
would continue to apply until new guidance was
issued, state managers are hesitant in issuing
guidance that may require considerable revision.

The grants manual for the Land and Water Con-
servation programs was revised in 1973 to reflect ad-
ministrative requirements of the original Circular A-
102. Since that time a number of revisions, printed
on pink paper, have been sent to state administrative



agencies. The division of conservation services in
Massachusetts believes that when more than 25% of
the regulations have been updated, the entire manual
should be rewritten to coordinate the new material.
With the current manual half full of pink slips, ad-
ministrators in Massachusetts and Wisconsin
strongly support the revision by HCRS that is now
underway—the first one in eight years.

While OMB requirements generally become effec-
tive when published, the time it takes federal agencies
to implement the changes causes considerable scram-
bling by state agencies to comply or create additional
costs for state agencies that must comply with
retroactive regulations. Federal LAWCON officials
stated that they must wait for departmental ifter-
pretations before issuing administrative rule changes,
and notification of the states is delayed another 6-8
weeks if the agency chooses to have the Government
Printing Office print the regulations. The Mas-
sachusetts LAWCON agency states that the Uniform
Relocation Act regulations arrived 6-8 months after
enactment, while the Wisconsin LAWCON agency
has had to comply with retroactive policies and pro-
cedures. The bureau at one time received a notice to
bury all powerlines on LAWCON-funded projects;
and, since it arrived late, the powerlines on a number
of completed projects had to be buried with partial
use of state and local funds. All of the state Title I1I
agencies complained that changes in federal ad-
ministrative requirements frequently arrived with lit-
tle time for compliance. The Virginia office also ad-
vised the federal regional office that it would not re-
spond to requests unless they were made by letter.
There appear to have been no major changes and a
few updates to the Civil Defense guidance since the
program was transferred to FEMA. None of the
three state agencies provided examples of late or
retroactive federal regulations.

The Department of Health and Human Services
was the only federal agency to enact a policy directed
at eliminating this problem. HHS states that the
terms of an agreement shall not be changed during a
grant or contract period so that any new regulation
does not go into effect until the next grant cycle.*’

Subgrantees were more concerned about the fre-
quency with which forms and requirements changed
than with their late arrival. Only five subrecipients—
three of which were the areawide agencies in Massa-
chusetts—complained about not receiving guidance
in a timely fashion. Many of the Title III recipients,
however, felt that changes were either received too
often or not on a regular basis. While LAWCON
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subrecipients were generally well informed on
changes or updates, one subrecipient did take issue
with receiving notification on updates or changes by
phone with no advance warning. Two subrecipients
of Civil Defense grants also felt there were too many
changes in the state requirements, provided both ver-
bally and in writing.

9. In the area of technical assistance, state agency
administrators have mixed views as to the helpfulness
of federal regional offices or the central office.
Federal regional offices are the primary source of as-
sistance, but many state managers indicate that
responses are incomplete, merely a restatement of
wording in the guidance manual, or are not provided
until the state has committed itself to an incorrect ac-
tion. The quality of assistance provided by the na-
tional office is also inconsistent. Where state
managers know a specific person to contact at the
regional or federal level, they tend to get their ques-
tions answered.

For each of the grants examined in this study, state
agencies are assigned to a federal regional office
(FRO) that offers clarification and technical as-
sistance for specific grants. State agency evaluation
of FRO technical assistance is decidely mixed. None
of the Title III state offices was satisfied with the
level of information provided to it. One state ad-
ministrator felt that the regional office only repeats
what it is told by the national office. The FRO is
““too wrapped up in making various rational alter-
natives work.”’ Also, the FRO’s hands are partially
tied; for instance, the FRO can approve the state plan
but cannot disapprove it.** The Massachusetts
Department of Elder Affairs said that 90% of its
questions are handled by the FRO, but there are
delays in getting responses. While staff members of
the Wisconsin Bureau on Aging have been satisfied
with the technical assistance they received in the past,
they have had no contact with grants personnel since
grants administration responsibilities were trans-
ferred from the regional agency on aging office to the
regional office of HHS. This reorganization has
eliminated the specific contact person they had in the
past—a person who provided training sessions and
answered technical questions. If they have questions
now, they usually just ‘‘work it out in this office.”’

Two out of three state LAWCON administrators
were well satisfied with the quality and timeliness of
information they received from regional offices. The
grants chief for the Virginia Commission on Outdoor
Recreation named three individuals on whom he



could depend for accurate assistance. The director of
the Massachusetts Bureau of Conservation Services
said the FRO was extremely helpful and that one of
the auditors had helped establish the bookkeeping
system for the state program.

The Wisconsin Department of Natural Resources
was not as complimentary. In contrast to Virginia
and Massachusetts, this office manages LAWCON
funds in a highly decentralized fashion, awarding
funds annually for 300 projects. Staff members were
of the opinion that most states opt for a few, large,
simple programs because of the administrative has-
sles involved with small projects. When they asked
the FRO for assistance on federal relocation re-
quirements, they were told they would have to go to
Congress. It took two years to reach an agreement on
reimbursement rates for truck mileage. In their opin-
ion, the quality of technical assistance depends large-
ly on the attitude of those people who are providing
it. )

Civil Defense administrators were also divided in
their assessment of FRO technical assistance. The
fiscal officer of the Virginia Office of Emergency and
Energy Services has had good cooperation from a
contact person in the regional office. The Wisconsin
Division of Emergency Government has had a
number of problems with the regional office—prob-
lems which include the withholding of disaster relief
checks that the state processed in 3-5 days because
the forms were not properly filled out and docu-
mented. Wisconsin personnel were inclined to believe
that the 5-6 weeks needed to satisfy regional re-
quirements contradicted the entire purpose for pro-
viding disaster benefits. Often they cannot get the
proper information needed to fill out their forms.
When they send the information to the FRO, it is sent
back with red lines through it with no explanation of
the mistakes. Calls to the FRO asking it to change the
procedures have been partially successful. The Mas-
sachusetts Office of Civil Defense has been generally
satisfied with the level of technical assistance avail-
able, although a number of audit exemptions granted
by the regional office were later overruled by FEMA.

In a number of instances, the state agency seeks
assistance from federal offices. Where state man-
agers know a specific person to call, they tend to get
their questions answered accurately and quickly.
When the Virginia Office of Emergency and Energy
Services needs to get excessive requirements re-
scinded, it calls a contact person in OMB, The
Virginia Office on Aging calls a specific person in
AA if the question is really important. Other state of-
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fices received little help from the central office. Ten
percent of the requests made by the Massachusetts
Department of Elder Affairs are handled by the na-
tional office. In one instance, it took months to
resolve whether or not fire extinguishers were an
allowable cost. Because of the problems with the
FRO, the Wisconsin Division of Emergency Services
sometimes has to wait for responses from the FEMA
General Counsel’s office in Washington, DC. Ano-
ther state agency has received little help from the na-
tional office for the past three years, because the at-
titude in Washington has been ‘this is the way it is,
so don’t bother us.”’

In every instance where a state manager expressed
satisfaction with the quality of technical assistance,
the state administrator cited a specific person who
could be counted on to provide accurate informa-
tion. Although it is impossible to quantify the human
element in a research study of federal administrative
requirements, the single most important factor for
state satisfaction with federal assistance seems to be
the presence of a reliable contact person who is asses-
sible at the regional office.

10. Responses varied greatly concerning the quali-
ty of technical assistance available to subrecipients,
with some subrecipients feeling they do not receive
enough and others indicating that they could not be
more satisfied with the help they receive. Subrecipi-
ents who were most satisfied with the quality of tech-
nical assistance emphasized the specialized help they
received from a state-appointed district represen-
tative in meeting all requirements and preparing all
forms.

Federal agency guidance manuals, if present at all,
are seldom referred to by substate managers. With
the exception of the Civil Defense program, substate
managers rely almost exclusively on state, rather than
federal, sources for written instructions on program
management. The Virginia Office on Aging provides

" a state manual drawn up with area agency input that

includes state interpretations of federal regulations
but not the HHS regulations themselves. The
primary source of information for Title III area
agencies in Wisconsin is the new state manual
negotiated between all recipients of Title III funds
which includes the HHS Administration of Grants
regulations. Only one of the agencies interviewed in
Massachusetts, however, had a copy of the federal
regulations, and it was not used.



State LAWCON agencies in Virginia, Wisconsin,
and Massachusetts summarized federal requirements
in brief state agency publications. In explaining how
the massive federal HCRS manual could be reduced
to a few pages, one state administrator said 90% is
not needed by localities and he sends grantees ‘‘only
what won’t scare them.’’** Another state LAWCON
official cited the cost of reproducing and mailing in-
formation that is not applicable to subrecipients as
the reason for minimal state written guidance. The
Civil Defense manual is provided to all state and
local recipients by the federal Civil Defense Agency
and is the primary written source of information for
all recipients.

Substate agencies rely on state, areawide, or dis-
trict personnel to provide them with adequate tech-
nical assistance. Unless established by federal legis-
lation, the degree of substate communication and
technical assistance is provided at the state agency’s
discretion. The most important variables in provid-
ing high quality technical assistance seem to be:

1) setting up a system or network to provide the
necessary help;

2) ensuring that grants managers are well
trained;

3) providing specific
assistance; and

4) establishing good rapport between agencies.

rather than general

The more structured a network is for providing
technical assistance, the more satisfied subrecipients
seemed to be. The Massachusetts Civil Defense pro-
gram employs four area directors and 11 sector direc-
tors for planning and administering grants. Local
program directors in Lowell, Cambridge, and North-
ampton were unanimous in their appreciation of the
assistance provided them. Subrecipients were ex-
tremely satisfied with the trained network of state
representatives and district officers with the Wiscon-
sin LAWCON program. Local Virginia LAWCON
recipients spoke very favorably about the prompt
and helpful assistance available from the four or five
agency employees with whom they had spoken in the
state office. The Massachusetts Bureau of Conser-
vation Services provides all technical assistance
through state office personnel who assist local direc-
tors of funded projects from the preapplication stage
to the final inspection. Two of three local recipients
remarked that the state office was understaffed but
were generous in their appreciation of the agency di-
rector, whom they felt had looked out for the state
program when federal funds were being cut.
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For the most part, subrecipients of Title III funds
in Virginia and Wisconsin were satisfied with the help
they received. The Virginia Office on Aging has 12
persons who provide technical assistance to grantees,
as well as 2-1/2 who work exclusively on contract
questions. The Wisconsin Bureau of Aging has 26
staff persons, all of whom provide some degree of
technical assistance to area agencies and county re-
cipients. Area agencies are quite satisfied with the
present system of periodic areawide meetings and re-
gional policy committees.

“‘Sub’’ subrecipients in several programs, how-
ever, expressed more concern about the quality of the
assistance provided them. The Norfolk, VA, Senior
Center, a recipient of Title III funds from the area-
wide agency, wishes there were more training sessions
and written information. The manager does not
know who the state director is and has never seen any
federal guidance other than one Federal Register
notice. A local recipient in Wisconsin said that while
monthly areawide meetings are held, they are too
general. That office doesn’t hear about mistakes un-
til they’ve occurred. The Dane County Aging Pro-
gram in Wisconsin also expressed reservations about
technical assistance, but has the professional exper-
tise to manage on its own. The Elder Care Line in
Milwaukee felt the quality of help was good, but, in
this instance, the county office—which is also the
areawide agency—had designed its own forms for
grantees which were less complicated and shorter
than the state forms. The Elder Care Line does not
even have a copy of the state manual; instead, the
two offices meet biweekly to discuss specific
problems.

Similarly, other substate administrators felt that
more accessible technical assistance would substan-
tially improve the management of their own pro-
grams. Unlike the agencies in Virginia and Wisconsin
that held regularly scheduled meetings with area
agency personnel, the Massachusetts Title III agency
provides most of its technical assistance by tele-
phone. The one area agency director who was satis-
fied with the level of assistance always contacted an
individual in the agency who provided quick and reli-
able information. Although the Civil Defense pro-
gram provides satisfactory technical assistance
through the state office and area directors, one local
Civil Defense manager felt there was little opportuni-
ty for specialized training sessions. While one very
good training session had been set up by a coordi-
nator in the FRO, after the coordinator left there
were no more training sessions. Although there is a



system to provide technical assistance, it tends to be
too generally oriented with insufficient opportunity
for consultation or advice.

It became very apparent in the course of our re-
search that the type and quality of technical assist-
ance needed depends on the nature of the program.
In some cases, a network of people in the state agen-
cy is sufficient; in others, a more decentralized ap-
proach works best. Universally, however, subrecip-
ients desire practical, specialized help or training,
and favor having one person whom they can call to
get that help. Moreover, technical assistance is espe-
cially important to localities with less sophisticated
management systems and less experience in the ad-
ministration of federal grants. There is no question
that certain localities would not have received federal
reimbursement from the state of Wisconsin’s
LAWCON program without professional assistance.

The town of Brussels (population 1,000) recently
built a park using considerable volunteer help from
farmers, funding from a local service organization,
and a grant from the state LAWCON agency. The
district representative in Green Bay filled out most of
the application and reporting forms for Brussels and
helped with a major part of the planning. The Green
Bay district funds approximately 30 LAWCON
grants of approximately $25,000, all of which are
provided technical assistance by the district represen-
tative. The Madison district representative actively
assists communities in securing funds by meeting
with the local park commissions. Once a project has
been approved, he assists in establishing proper
bookkeeping and reporting procedures. The state-
wide system of district representatives for the
Wisconsin LAWCON program has made small com-
munity-based projects a possibility for many areas
that had not applied for other federal grants. The
network of state representatives in Wisconsin pro-
vided the most thorough system of technical as-
sistance we encountered in any of the programs. Re-
cipients acknowledged that without the help of these
professional managers many communities would not
have met the administrative requirements and some
would not even have known that the grants were
available.

Summary

Several communication problems contribute to a
lack of standardization and simplification in the im-
plementation of federal fiscal requirements. These
include: uneven implementation of OMB Circular A-
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102 by federal agencies; receipt of only partial infor-
mation on federal grant awards by state agencies; ad-
ministrative problems caused by delays in implement-
ing updates and changes to fiscal guidance; and vary-
ing degrees of success in obtaining adequate technical
assistance.

ENFORCEMENT/COMPLIANCE

For this issue area, state and local personnel were
questioned about the requirements with which they
were supposed to comply and the measures taken to
assure that requirements were met. Specific questions
were asked about the method of payment used, how
long records are retained, when final reports are due,
and audit requirements. Our findings on each provi-
sion, except audit requirements, are discussed in
Finding 11. A separate finding follows to discuss the
very complicated issue of audit requirements. State
and local compliance is measured against the inter-
pretation of the circular provided by OMB. Since it is
a major finding of this study that federal purposes
are not clearly stated in the circular, or in federal and
state guidance, intentional and unintentional viola-
tions are distinguished.

11. Although state agencies are in general com-
pliance with federal requirements imposed directly
on them, these agencies frequently do not pass
through the federal standards. The reasons for non-
compliance include variations in federal agency inter-
pretation of Circular A-102, stricter state and local
statutes, practical administrative and financial con-
siderations, and misunderstanding of specific federal
requirements. Local recipients generally do not
distinguish between federal and state administrative
standards and judge themselves to be in compliance
with grant requirements if payments are received and
if auditors find their program and fiscal management
policies to be sound.

Federal agencies are primarily concerned with the
requirements that state agencies must satisfy directly,
and not with those requirements the states must pass
through. In all three programs, federal agencies re-
ceive required application and reporting forms accor-
ding to federal schedules. Federal Title III and Civil
Defense administrators reported no compliance pro-
blems with the states included in this study. Of the
nine state agencies surveyed, the only compliance
problem with federal regulations was reported by the
Massachusetts LAWCON agency for which HCRS



ruled the payment of taxes on an acquisition project
an unallowable cost. Another state administrator
submits quarterly reports on a cash rather than the
required accrual basis, but he is not certain if the
federal agency checks the forms or knows the dif-
ference.

While federal agencies understand the principle
that OMB fiscal requirements are supposed to pass
through, compliance and enforcement procedures
are minimal. All three agency manuals clearly in-
dicate that federal management standards and audit
requirements apply to all grantees, but the passing
through of other requirements depends on the agen-
cy’s understanding of the authority and clarity issue.
Officials at the Land and Water Conservation Fund
and the Civil Defense program said that while states
were aware of federal pass-through requirements,
there is no review of state agency guidance to ensure
compliance. Federal Title III administrators, on the
other hand, have begun a major effort to inform
state agencies that the A-102 requirements in the
HHS Administration of Grants regulations apply at
the substate level, but once more there is no formal
process to assure state compliance. In summary,
federal agencies enforce compliance with those
regulations that are imposed directly on state agen-
cies; but once information on pass-through require-
ments has been provided to the state agencies,
responsibility for implementation is transferred en-
tirely to them. No federal agency reported suspend-
ing a state grant because federal requirements were
not passed through.

Even though federal enforcement of pass-through
requirements is minimal, this study found only a few
instances where state agencies intentionally did not
pass through the requirements. Most state agencies
do not pass through a requirement because of stricter
state or local statutes, a lack of knowledge that a re-
quirement should pass through, or practical admin-
istrative and financial considerations., What follows
is a summary of the extent to which each provision is
passed through and, where it is not, the major
reasons for this occurrence. ’

RECORDS RETENTION

The 3-year federal requirement for retention of
records is generally equaled or exceeded by state and
local statutes. In practice, a number of state and local
agencies retain their records indefinitely, based on in-
formation other than the requirement in Circular A-
102.
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Circular A-102 places a 3-year limit on the reten-
tion of ‘‘financial records, supporting documenta-
tion, statistical records, and all other records perti-
nent to a grant. . .”’, and restricts federal agencies
from imposing more stringent standards. Because of
the general pass-through provision, state agencies, in
principle, may not impose stricter requirements on
federal funds. In practice, the 5-year retention of
record standards in Virginia and Massachusetts is im-
posed on federal funds subgranted by the state, and
local standards are observed by recipients if they are
stricter still. One Civil Defense administrator re-
marked that local records are as close as one can get
to immortality, and, of the nine local Civil Defense
recipients interviewed for this study, four keep their
records “‘forever” or ‘‘permanently,”’ while two
others have records dating back to the early 1960s.

All of the areawide agencies receiving Title III
grants retain their records for three years at a
minimum. Although two agencies had set an ar-
bitrary time limit, they were not aware of any rule.
All Title HI subrecipients retain their records a
minimum of five years or since the office was es-
tablished. Subrecipients based their decision on a
variety of sources, but few of them cited the circular
or agency guidance as a basis for their decision.
Similarly, while two LAWCON subrecipients cited
the 3-year rule, all retain their records longer. One
subrecipient indicated all records were kept per-
manently because ‘‘the basement wasn’t full yet.”’

It seems unlikely that the federal government
would make a concerted effort to tell state and local
agencies they could not retain records longer than
three years; but if Circular A-102 is supposed to be
the “‘rule of thumb,”’ the provision should be clari-
fied. Substate managers, in particular, are not aware
of the federal rule. It was the experience of the re-
search team that most of the agencies visited had
stricter rules.

An equally important issue centers on how long
records must be kept for federal audit purposes.
OMB established the 3-year retention of records re-
quirement based on the assumption that a federally
approved audit would be conducted within every two
years. When audit schedules are met, no records
would be dispensed with until after they had been
audited. (The circular also forbids the destruction of
records of an ongoing or disputed audit.) This study
has found that federal audit requirements are not
generally being met unless they are funded by the
federal government.

The following commentary, quoted from OMB’s



explanation of the new Attachment P to Circular A-
102, points up the ambiguity that now exists in the
federal standards:

Comment. One commenter said the at-
tachment requires an audit every two years,
and asked whether that meant that only
every other year’s transactions should be
audited.

Response. It is the intent of the circular
that audits cover the period since the pre-
vious audit. If this is a 2-year period, the
audit should cover both years.*¢

If, as this study has found, federally approved
audits are being performed as infrequently as every
4-5 years, are recipients of federal funds responsible
for retaining back program records until that audit is
performed?

LETTER OF CREDIT

State agencies using the letter-of-credit method
receive payments in seven days or less, with minimal
paperwork required. Although many substate grant-
ees meet federal letter-of-credit standards, this
method of payment is not used below the state level.
Substate agencies on the reimbursement method rare-
ly receive payments from the state within the federal-
ly required 30 days.

Eight out of nine state agencies in this study receive
federal funds by the letter-of-credit method, the
quickest and simplest means to advance funds to a re-
cipient agency. Once a grant has been approved, state
agencies submit a single-page standard form to draw
down federal funds. With one exception, payments
are received within 5-7 days. As mentioned earlier in
this report, federal agencies differ as to whether or
not this provision passes through to subrecipients,
even though the letter of credit is used to pay the
states. HHS allows state agencies to use the advance
method in place of a letter of credit. This complicates
matters for recipients, although Circular A-102 says
“‘the letter of credit funding method shall be used by
grantor agencies where all of the following condi-
tions exist. . ..”’*" These conditions—$120,000 an-
nually in federal grants, adoption of federal manage-
ment standards, and the ability to minimize time be-
tween the receipt and transfer of funds—are met by
nine area agencies and five LAWCON recipients,
among the 27 local grantees. Despite the option
allowed for state agencies by HHS, Circular A-102
states unequivocally that:
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Advances made by primary organizations
(those which receive payments directly from
the federal government) to secondary recipi-
ents shall conform substantially to the same
standards of timing and amount as apply to
advances by federal agencies to primary re-
cipients.®®

While the wording in the HCRS manual is am-
biguous, a careful reading indicates that state agen-
cies should use the letter-of-credit method of pay-
ment where subgrantees meet the federal standards.
The Civil Defense manual permits only localities to
apply for reimbursement. To summarize, Title III
allows advance payments rather than letters of credit,
Civil Defense allows only reimbursements, and state
LAWCON agencies, with one exception, use reim-
bursements even when the conditions for a letter of
credit are met.

Although the circular stresses ‘‘procedures to mini-
mize the time elapsing between the transfer of funds
from the U.S. Treasury and disbursement by the
grantee,’’*® local recipients receive funds from 4-10
times slower than state agencies. Circular A-102
states that ““‘when the reimbursement method is used
the federal agencies shall make payment within 30
days after receipt of the billing,”’ and, according to
OMB, this provision does pass through. The 30-day
limit is almost never met by state LAWCON and Civ-
il Defense agencies. In Massachusetts and Virginia,
recipients of Civil Defense grants are allowed to sub-
mit quarterly reimbursement requests. Even though
some expenditures have been made by the localities
three months before submission of the reimburse-
ment claim, payments from the state of Massa-
chusetts take 4-5 weeks to arrive and payments in
Virginia 4-8 weeks. While Wisconsin allows monthly
reimbursement requests, payments are received 6-9
weeks later.

Receipt of reimbursement checks by local recipi-
ents of state LAWCON grants varied from several
weeks to several months. In Wisconsin and Massa-
chusetts, recipients have been encouraged to submit
billings only when a project is completed because of a
state shortage of personnel to review claims. A num-
ber of communities expended funds for which reim-
bursement was not even requested until a project was
completed—nearly a year after expenditures were
first made. Six out of nine LAWCON grantees re-
ported delays of 2-6 months in receiving funds back
from the state.

Title III area agencies receive advances of from 8%



to 25% of annual funding at the beginning of the
year and then may request monthly reimbursements
to bring funding up to its original level. In most cases
this system has worked satisfactorily and the 30-day
limit for receipt of payment has been observed. Only
two of nine areawide agencies said that payment
takes longer than 30 days. Only one subrecipient in-
dicated that payment takes up to six weeks. Several
stated that, while there were serious delays in the
past, there had been considerable improvement in the
past two years.

Reasons for the delay in making timely reimburse-
ment appear to depend on the time it takes the state
comptroller to process checks or the state’s desire to
collect interest for as long as possible on federal
funds.

FINAL REPORTS

As intended in OMB Circular A-102, this provision
only applies to LAWCON projects examined in this
study. Final reports for LAWCON projects generally
are not submitted within the federally required 90
days. Final quarterly reports for Title 111 and Civil
Defense grants, however, are generally submitted
within the federally required 30 days.

OMB Circular A-102 states that:

Federal agencies shall require grantees to
submit the Financial Status Report . . . no
later than 30 days after the end of each
specified reporting period for quarterly and
semiannual reports and 90 days for annual
and final reports. Extensions to reporting
due dates may be granted upon request of
recipient.

All three federal agencies incorporated this provision
into agency guidance manuals. DCPA (Civil De-
fense) requires billings within 30 days following the
end of the period covered. HHS (Title III) requires
quarterly and semiannual reports 30 days after the
reporting period, and annual reports 90 days after
the end of the year. HCRS (LAWCON) requires all
reports 90 days after the completion of the project.
Of the three federal agencies, however, only HCRS
includes a provision which states that an extension
may be granted upon request by the state.

While all state LAWCON agencies are aware of
the 90-day rule for final reports, they do not strictly
enforce the rule because HCRS does not strictly ad-
here to it with them. While subrecipients in Massa-
chusetts are aware of the time limit, final reports are
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rarely submitted within 90 days. District officials in
Wisconsin try to get final reports in within a year
after the project is completed, but one locality visited
did not submit a final report until two years after
completion of the project. Subrecipients in Virginia
were generally not aware of any time limit for sub-
mission of final reports.

Title III funds are awarded on a continuing basis
so there are no final reports, except at the state level.
Only the Massachusetts Department of Elder Affairs
did not submit a final report within 90 days. Most
subrecipients interpreted a final report to be their
final monthly or quarterly report form. Only two out
of nine areawide agencies took longer than 30 days to
submit their quarterly report. Most subrecipients
submitted a report within 30 days, with only two sub-
recipients taking 90 days to send in their report. One
of the two subrecipients in violation said that it tried
to submit timely reports but the state agency kept
changing the fiscal year.

Civil Defense state and local agencies were all time-
ly in submitting their final quarterly billing. Only one
subrecipient indicated that it occasionally took two
months to prepare the final billing, and that there
was no pressure from the state agency in these in-
stances. Where this study came across policy con-
cerning due dates for final reports, neither federal,
state, nor substate agencies strictly enforced the
federal regulation. The reason for this can be traced
back to the language of Circular A-102 which allows
agencies to extend the deadline. It seems that dead-
lines for quarterly reports were enforced more con-
sistently and met by recipients of Title I11 and Civil
Defense grants because no exceptions are made to the
rule as it appears in the federal agency guidance
manuals.

12. Lack of coordination among federal, state,
and local audit requirements has resulted in the
auditing of some recipients of federal funds too fre-
quently while others are audited only occasionally.
With no generally accepted objectives and standards,
audits conducted by one level of government are
rarely used to satisfy the requirements of another. In
every instance where federal agencies either pay for
or conduct audits, the requirements in Circular A-
102 are met. In the absence of federal funding for
audits, a number of state agencies gather source
documentation that provides them with desk audit
capability.

Circular A-102 establishes audit requirements that



are designed to assure grantee fiscal accountability
but also to eliminate excessive auditing by each level
of government that handles federal funds. In setting
the conditions for what an audit should and should
not accomplish, the circular encourages federal agen-
cies to accept state and local audits that meet federal-
ly required standards. Federally approved audits
should be conducted by *‘qualified individuals capa-
ble of unbiased opinions’’ as to whether the ‘‘terms
and conditions”’ of the grant have been met. These
examinations should be conducted ‘‘usually annual-
ly, but not less frequently than every two years,’’ in
accordance with ‘‘generally accepted auditing stan-
dards including the standards published by the Gene-
ral Accounting Office. . . .”> The circular continues
that ‘‘examinations should be conducted on an or-
ganizationwide basis to test the fiscal integrity of fi-
nancial transactions,”’ and ‘it is not intended that
each grant awarded to the recipient be examined.’’**

By establishing federal audit standards that apply
to all federal grants, OMB intends to make it possible
for a single audit to satisfy a number of audit re-
quests. For instance, an annual city audit that fol-
lows federal guidelines should satisfy both state agen-
cy and federal agency requirements for a federally
approved audit. As another example, a nonprofit or-
ganization receiving several federal grants should be
able to submit copies of a single audit to all grantor
agencies since an audit of each individual program is
not required.

Research for this study was conducted before the
issuance of the new OMB audit standards in Attach-
ment P of Circular A-102. While the ‘‘single audit
concept’’ is more clearly explained and structured in
the new attachment, the principles are much the same
as those in Attachment G of Circular A-102, which
have been required of grantees since 1977.

In practice, audits performed by one level of gov-
ernment are rarely required or accepted by another.
While a number of state and substate agencies are
audited according to federal standards and sched-
ules, many are audited twice a year or more, and
many are never required to submit audits of any
kind. Of the nine state agencies in this study, only
two were not audited according to federal standards
within the required two-year period. The LAWCON
program in Virginia reported a federal audit by
HCRS every 3-4 years, while the LAWCON agency
in Massachusetts is audited by the state at federal ex-
pense every 2-1/2 years. All other state agencies in-
terviewed were audited according to federal stan-
dards. In addition to federal audits, however, four of
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the state agencies were subject to annual state audits.
This figure represents a substantial amount of dupli-
cation; at the state level, acceptance of state audits by
the federal government is not practiced.

There is also considerable duplication and/or lack
of enforcement of federal standards with respect to
audits performed at the substate level. While subre-
cipients may be audited as part of a statutorily re-
quired local city or county audit, not one of the man-
agers with the Civil Defense or LAWCON programs
had to submit a copy of the local audit to the state
grantor agency. Therefore, federal audit require-
ments are theoretically being met only in those in-
stances where the state or federal government con-
ducts the audits. None of the local Civil Defense of-
fices has been audited by the state agency and only
three federal audits of local Civil Defense funds have
been performed. Interestingly, all three audits were
performed in nearby Virginia—once in Norfolk and
twice in Fairfax County, all by federal contract with
the state Auditor of Public Accounts.

Of the nine local recipients of LAWCON funds,
only Cambridge, MA, Fairfax County, VA, and
Green Bay, WI, reported federal or state audits in the
last 15 years. The Office of the District Representa-
tive in Green Bay, WI, was audited by a federal au-
ditor who is reported to have been more concerned
“‘over dotted i’s and crossed t’s than if the tennis
courts were built on prime farmland.’’?

Title III subrecipients are somewhat more in com-
pliance with federal audit standards, but there is still
duplication of audits in some instances and several
subrecipients are not required to submit copies of
local audits. All nine areawide agencies are audited at
least every two years. All subrecipients are audited at
least once every year by some source. But here the
similarity ends. Although all of the Legal Service
agencies in Massachusetts are audited annually, they
are all under contract arrangements, and are there-
fore not required to submit audits. County offices on
aging and their subrecipients in Wisconsin are au-
dited annually by the county, but only two offices
have ever been audited according to state standards.
Half of the agencies felt the county audit was very
general and did not thoroughly review every expen-
diture. In Virginia both Title III subgrantees are re-
quired to submit annual audits to area agencies.

While all Title III subrecipients are audited every
two years, it is unclear in a number of instances
whether or not those audits meet federal standards
for they are not submitted and reviewed regularly.
Because there are no generally accepted audit stan-



dards or guidelines, we also found a couple of in-
stances where subrecipients are ‘‘overaudited.’”’ The
Milwaukee County Office on Aging doesn’t really
know how many audits are performed: ‘‘there are so
many for so many purposes.’’ The office is audited
annually by an outside auditor to meet state re-
quirements. Its books are checked several times a
year by county auditors and a full county audit is

conducted annually. It had also been recently in- -

formed of a pending GAO audit and had received no-
tice from ‘‘some other federal agency concerning a
pending audit with respect to some new audit pro-
cedures.”’*?

The most frequently audited agency in this study
was undeniably the Homemaker Health Aid Service
in Washington, DC. As a subgrantee of a number of
Capital Area jurisdictions, this agency has been
audited by the District of Columbia, the federal Ad-
ministration on Aging, Montgomery County in
Maryland, Arlington and Fairfax Counties in Vir-
ginia, in addition to an annual independent audit re-
quired by United Way of America. The agency di-
rector says each audit has a different emphasis and
one does not satisfy the requirements of another.

Why is there duplication of and inconsistency in
the way in which audits are performed at the state
and substate level? Two reasons have been illus-
trated: there is no coordination among federal, state,
and local auditors so that the same standards can be
used, and where local audits are performed there is
no review of those audits to verify that they meet
federal standards. Federal and state Civil Defense
and LAWCON administrators maintain that the ab-
sence of funds for federal audits has made the col-
lection of source documentation necessary. Unlike
Title III, Civil Defense and LAWCON program
funds may not be used by state offices to conduct
local audits, nor may grants to local governments be
used to contract for audits. Civil Defense and
LAWCON administrators do not feel that the feder-
ally required audit conducted on an organizationwide
basis is sufficient, because federal agencies hold the
agency responsible for substantiating costs incurred
by subgrantees. Federal auditors for these two pro-
grams agreed that the only ways to accomplish this
objective are regular audits of specific local program
records or thorough source documentation before a
reimbursement is granted.** Administrators in all
three state LAWCON programs agree.

The Director of the Massachusetts Division of
Conservation Services says that his audit staff is suf-
ficient only to review supporting documentation sub-
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mitted to the states, and even if auditors were avail-
able, current travel limitations imposed by the state
would prevent state official personnel from making
onsite visits. In the absence of an audit that would
verify local costs charged to the state LAWCON
grant, the state director sees no alternative for satis-
fying agency accountability. The Grants Chief for
the Virginia Commission on Outdoor Recreation
says that states need this level of documentation since
HCRS holds them responsible for misappropriated
funds. State Civil Defense and LAWCON agencies
maintain they are adequately protected when
payments are based on actual records and project in-
spections. If the present system of requiring source
documentation was replaced by submission of a local
organizationwide audit, specific information on
grant expenditures would no longer be available. The
problem, then, is not merely the absence of federally
funded audits, but whether or not the proposed au-
dits under Attachment P would adequately replace
the current system of cost verification.

Summary

The failure of federal and state agencies to enforce
or pass through specific provisions in Circular A-102,
the lack of any generally accepted audit standards
and schedules, the inconsistency with which subrecip-
ients are audited, and an unclear policy for payment
of audits all contribute to a lack of consistency in the
fiscal management of federal pass-through funds.
Until there is greater understanding by managers of
the requirements with which they are supposed to
comply, uniformity in fiscal management practices
will not be realized.

CONCLUSIONS

This chapter illustrates and documents those find-
ings that have some bearing on the feasibility of stan-
dardizing fiscal requirements. The overriding pur-
pose of the research is to determine if there is con-
sistency in the fiscal management of federal pass
through grants, and, if not, what problems are pre-
venting realization of uniform practices and pro-
cedures. The problems in the preceding chapter are
intended to illustrate additional measures that are
needed in standardizing fiscal requirements. The
principle of uniformity is supported by grants man-
agers at all levels of government and the development
and implementation of Circular A-102 is generally



acclaimed as a positive and necessary step towards
improvement. OMB'’s initiative in promoting the use
of the principles in the circular is recognized and sup-
ported. If the circular’s basic goals of standardiza-
tion and simplification are to be realized, however,
the problems outlined in the report will have to be
remedied. In summary this study found that:

® The language in Circular A-102 does not
make clear which federal requirements are
intended to pass through to subrecipients.

® Federal administrative requirements are im-
plemented inconsistently, in part because
there has been no authoritative determina-
tion when and if federal regulations take pre-
cedence over state and local statutes.

® Little, if any, review of federal and state
agency guidance exists to determine if uni-
form requirements and procedures are being
followed.

® Federal, state, and substate agencies add on
program and fiscal requirements, frequently
because they are uncertain of the degree to
which they are held accountable.

® Troublesome delays exist in the adoption
and issuance of updates and changes in fed-
eral administrative procedures.

® [Insufficient communication exists between
grantor and grantee agencies concerning the
intention of federal management require-
ments and what constitutes compliance.

¢ In many cases technical assistance is unavail-
able to agencies which are held accountable
for federal funds but have limited fiscal
capabilities or insufficient knowledge of fed-
eral requirements.

® Federal audit standards are rarely complied
with below the state level, unless the federal
government assumes the cost for these
audits.

Two conclusions have been drawn by the Commis-
sion staff, based on the research findings of this
study.

1. Partial uniformity presently exists in the
management of federal pass-through grants.
Standardization of fiscal requirements and
procedures has not been realized at all levels
of government.

39

OMB Circular A-102 was issued in 1971 for the
purpose of encouraging uniformity in the fiscal prac-
tices and procedures of federal agencies in a number
of areas, including applications, accounting, report-
ing, and auditing. In 1977, the Office of Manage-
ment and Budget revised Circular A-102 to apply to
all subrecipients as well as to recipients of federal
grants, taking into account those federal grants that
pass through state agencies. This study found that,
while Circular A-102 is a constructive and desirable
management tool, it has not produced the uniform
administrative practices originally intended for feder-
al agencies or for the administration of federal pass-
through grants. The fundamental reason for this is
the lack of clear and consistent administrative
guidelines and procedures that are understood and
enforced by grants managers at all levels of govern-
ment. There is, however, greater uniformity in the re-
quirements and forms issued in federal agency regu-
lations than in the guidance issued at the state or
substate level. The reasons for this phenomenon stem
from problems associated with applying Circular A-
102 not only to the initial recipients of federal grants
awards, but to all grantees and subgrantees who
ultimately receive funds from federal grants.

It was not until three years ago that Circular A-102
was revised to apply to all federal grants that pass
through the states. Since it has taken ten years to
bring the federal agencies into basic compliance, it
may be too soon to expect full understanding or im-
plementation of the circular by recipients and subre-
cipients. This study found, however, that there are
fundamental problems in the development and struc-
ture of A-102 that will not be resolved with time. The
application of the circular’s provision to pass-
through grants is hampered by the absence of a clear
explanation of the extent to which certain provisions
apply to subgrantees. When the circular was revised
to apply to pass-through grants, a statement was in-
cluded in the introduction requiring that *‘‘except
where they are excluded, the provisions of the at-
tachments of this circular shall be applied to sub-
grantees . . . if such subgrantees are states, local gov-
ernments, or federally recognized Indian tribal gov-
ernments. . . .”’** The interpretation and application
of the individual attachments is left up to federal and
state agency managers who are held accountable for
ensuring that their respective recipients and sub-
recipients of federal grants are in compliance.

This task is a difficult one. An interagency task
force required approximately two years to design a
set of uniform administrative requirements that



would apply to federal agencies—a group of organi-
zations with relatively homogeneous fiscal proce-
dures in comparison to all grantees. With the scope
and application of the circular revised to include the
array of recipients and subrecipients that manage
pass-through grants, many more variables must be
taken into consideration. Some federal, state, and
local statutes are more stringent than, or conflict
with, the A-102 provisions. For example, state law
may require different audit schedules and/or audit
standards than those prescribed in Circular A-102.
Other federal circulars—such as Circular A-110,
Grants and Agreements with Institutions of Higher
Education, Hospitals, and Other NonProfit Organi-
zations.**—overlap with A-102. If a grant is awarded
to a state agency, which in turn awards a grant to a
nonprofit organization, which subgrants to a local
government, A-102 applies to the state and local
governments and A-110 applies to the nonprofit
organization. Although a number of the require-
ments of both circulars are similar, a few of them are
different. More importantly, because some federal,
state, and substate agencies are not aware of the pro-
visions in either circular and others are left to sort out
and apply the requirements in A-102 according to
their best interpretation, it is inevitable that different
requirements will be applied and add-ons will occur.
For instance, subrecipients are subject to fiscal re-
quirements that differ from those in A-102, because
state agencies rely on varying federal information
sources in developing administrative requirements
that adequately ensure their fiscal accountability.
These considerations—together with other find-
ings of this study that reveal insufficient review of
federal agency regulations to ensure that the A-102
requirements are followed, and inadequate negotia-
tion and coordination among agencies concerning in-
formation that should be collected—result in partial
and fragmented application of the administrative re-
quirements in Circular A-102. Standardization at the
federal level has realized some success, partially
because efforts of this nature have been underway
for ten years and the application of uniform re-
quirements at the federal level is a more manageable
goal. With insufficient explanation of the require-
ments, relatively new procedures, and no focal point
in the state similar to the U.S. Office of Management
and Budget, state managers respond by determining
only what works for their individual program. As a
result, the administrative requirements in Circular A-
102 vary somewhat as they are given to state agencies
by the federal agencies, then multiply, or divide as
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they pass through the state and substate agencies. By
the time such ‘“‘uniform’’ administrative require-
ments reach the ultimate recipient, there is only par-
tial consistency in the type of information, the for-
mat for its collection, or the provisions that are ap-
plied to a recipient.

2. Uniformity is feasible only if a system for
the management of fiscal requirements is
developed that includes (a) clear lines of
authority, (b) a set of fiscal policies and pro-
cedures that distinguish the accountability of
federal, state, and local administrators, and
(c) applies to all such administrators.

When program managers speak of uniformity in
fiscal management procedures, they refer to the need
for greater consistency in the guidelines and pro-
cedures applicable to their particular program, or, in
the case of subgrantees, to the need for less duplica-
tion in the requirements they must meet to receive
funds from a variety of agencies. Where policies and
procedures for a specific program are unclear, state
managers must negotiate and consult with subrecipi-
ents to impose uniformity on a fragmented system.
Uniformity in fiscal management procedures for
federal grants, then, means the realization of more
consistent and generally accepted fiscal procedures
and principles that are used by grants managers at all
levels of government and throughout all agencies at
each level of government.

The use of more consistent and generally accepted
fiscal procedures does not imply, however, that one
standard set of rules and procedures promulgated by
the federal government should or can necessarily ap-
ply to all grant recipients and subrecipients. In
developing a more uniform administrative system,
consideration must be given to existing federal, state,
and local statutes, as well as to the development of
better management practices that are based on the
practical needs of those involved in administering
federal grants. For example, it would not be feasible
to require compliance with the federal rule on reten-
tion of records where stricter state or local statutes
exist. In the area of audits, unless there is a change in
present federal management practices to determine
who will pay for audits on federal grants, state agen-
cies will continue to collect additional information to
ensure their accountability. Similarly, better tech-
nical assistance needs to be provided to interpret the
requirements in Circular A-102 if they are to serve as
the guiding principles in managing federal grants.



With certain modifications and changes, Circular
A-102 could serve as the primary written guidance in
realizing the objectives of uniformity and consistency
in the fiscal management of federal pass-through
grants. The A-102 record to date, in encouraging to
some extent standard federal policies and proce-
dures, illustrates its potential value in providing basic
administrative guidelines for use by all levels of
government. It is important to note, however, that

A-102—but one of a number of federal administra-
tive circulars—can only address the need for uni-
formity in written guidance as it pertains to state and
local governments or federally recognized Indian
tribes. Improvements in other OMB Circulars, as
well as in agency guidance, will be necessary if there
is to be a systematic, intergovernmental approach to-
wards the creation of a more uniform management
structure.
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Chapter 4

Recommendations

The following recommendations are elements of
an overall management strategy that is designed to
improve the fiscal management of federal pass
through grants in accordance with a revised OMB
Circular A-102. The five recommendations provide
specific action steps to realize these improvements.
Recommendations 1 and 2 outline the ways in which
the Office of Management and Budget should clarify
the intent and meaning of the provisions in Circular
A-102 and more effectively communicate that infor-
mation. Recommendation 3 highlights the need for
greater awareness of Circular A-102 on the part of
the Congress to help simplify the management of ad-
ministrative requirements at the federal level. Rec-
ommendation 4 details those changes that are needed
in federal agencies to reduce administrative con-
fusion and fragmentation. Recommendation 5 des-
cribes actions that should be taken by the states to
minimize the differences between federal and state
fiscal requirements and to create more uniformity in
the administrative requirements issued by state agen-
cies.

RECOMMENDATION 1

The Commission recommends that the Office of
Management and Budget rewrite Circular A-102 in
consultation with state and local officials so that it
might be adopted without change into federal agency
guidance manuals. The circular should be revised to
realize the objectives of:



establishing the federal standards as the only
fiscal management requirements except
where exceeded by federal, state, or local
statutes;

defining more clearly the terms and concepts
of the circular, including those provisions
that pass through and those that do not;

¢) writing the circular in more easily under-
stood language and organizing it in a more
consistent format; and

providing more explanation as to who is re-
sponsible for conducting audits according to
generally accepted auditing standards and
how those audits will be paid for.

a)

b)

d)

In the 1977 report, Improving Federal Grants
Management, The Commission recommended that
the Office of Management and Budget reexamine
OMB Circular A-102 for the purposes of determining
those additional areas of administrative requirements
that should be standardized and whether or not exist-
ing standardized requirements should be modified.!
Since that time, Circular A-102 has become consider-
ably more complicated because the provisions of the
circular have been extended to apply to federal pass-
through grants. This recommendation outlines those
specific steps that OMB should take to promote
greater consistency in implementation efforts. The
following discussion also points to those areas where
OMB might consider modification in the application
of the circular’s requirements, to allow for flexibility
in compliance while maintaining an overall manage-
ment approach that advocates uniform administra-
tive practices.

Federal Standards as
the Only Fiscal Standards

Under this approach, Circular A-102 would apply
to those grants that pass through the states and
similar fiscal principles would be followed by federal,
state, and local managers administering federal
grants. OMB should be given the legal authority to
adopt this policy (see Recommendation 3), and this
should be formally acknowledged in the introduction
to Circular A-102. Where existing federal, state,
and/or local statutes have prescribed a fiscal require-
ment that is more stringent than in the circular, the
statutorily based requirement should take prece-
dence.

This policy would help eliminate the ambiguity
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that presently exists at the federal level where ad-
ministrative requirements are interpreted as the
minimum standards for pass-through funding by
some agencies and as the only standards by others.
This study found that, in practice, most of the
federal requirements are less restrictive that those im-
posed by state or local grants managers. Consequent-
ly, the application of the federal standards as the on-
ly standards would, in effect, require all grants
managers to use the same basic principles while al-
lowing for deviations if a more stringent adminis-
trative requirement existed in federal, state, or local
statute. This policy would establish a consistent, if
not uniform, application of the requirements in Cir-
cular A-102 to those federal grants that pass through
the states. It would help eliminate the tendency of
grants managers to add on requirements to ensure
their fiscal accountability because there is no single
authoritative source on the fiscal management of
federal grants. In addition, it would streamline the
administrative requirements imposed on grant reci-
pients by multiple federal and state agencies who are
in the position of applying all such requirements
known to be in existence because they are unclear as
to which ones take precedence.

If managers at all levels of government were re-
quired to use the same principles and basic fiscal re-
quirements in administering federal grants, there
would be far less duplication, fragmentation, and ad-
ding on of requirements in the fiscal management of
federal pass-through grants.

Defining Terms
and Concepts More Clearly

Those involved in redrafting the circular should
provide more explanation concerning the extent to
which the individual attachments pass through, and
more precise definitions of those terms which lend
themselves to differing interpretations. In this study,
recipients differed on their interpretations of the
following terms: allowable costs, indirect costs, final
reports, letters of credit, inkind contributions, and
generally accepted audit standards. Also, recipients
differed on their interpretations of the wording of
some of the requirements and whether or not certain
of them should be passed through. Agencies did not
know if they were required to use the letter of credit
method of payment for all subrecipients and “‘sub’’
subrecipients who meet the requirements of Attach-
ment G, A-102. If they were aware of the require-



ment, grantees did not know whether they were re-
quired to hold onto their records for as long as ten
years if a federal audit had not been conducted. An
excellent description of the extent to which federal re-
quirements do or do not pass through may be found
in the regulations issued in the Department of Health
and Human Services’ Administration of Grants regu-
lations. Each of the individual provisions governing
the administration of federal grants clearly stipulates
to what extent the provisions apply, no matter how
many times federal money changes hands.

In revising Circular A-102, special consideration
should be given to the need for some flexibility in ap-
plying the more complex attachments. Jurisdictions
with limited fiscal capacity and management exper-
tise might experience difficulties in compliance and
require technical assistance. The need for this sen-
sitivity is underscored by two Congressional laws, the
Regularory Flexibility Act (PL 96-354) and the Feder-
al Grant and Cooperative Agreement Act of 1977
(PL 95-224).? The Regulatory Flexibility Act extends
throughout the federal government the Presidential
mandate to ensure that new and existing rules ‘‘will
be applied whenever possible in a flexible manner,
taking into account the size and nature of regulated
businesses and organizations while fulfilling the
societal and economic goals of the underlying sta-
tutes.”” In distinguishing between procurement and
assistance relationships, the Federal Grant and
Cooperative Agreement Act of 1977 defines the
meaning of and relationship between federal con-
tracts, grants, and cooperative agreements. Implicit
in an interpretation of these definitions is the oppor-
tunity for federal agencies to enter into different rela-
tionships with recipients, depending on the extent to
which the federal government needs to be involved in
the administration of a grant. In revising Circular A-
102, attention should be given to a more flexible
wording of those attachments—such as procurement
and property management standards—that may be
affected by these laws.

Those involved in redrafting the circular should
also consider the possibility of issuing one set of ad-
ministrative requirements for all recipients of pass-
through grants. In the research for this study, inter-
views were conducted with recipients of Title III
funds who are nonprofit organizations and technical-
ly not subject to the provisions of OMB Circular A-
102. They are subject, however, to the requirements
in the HHS Administration of Grants regulations.
Because HHS has incorporated Circular A-102 and
A-110 into one set of regulations, all of its recipient
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organizations are subject to the same set of fiscal re-
quirements. While this study cannot gauge the rela-
tive merits of this effort based on the programs ex-
amined, it does seem to be an issue which warrants
further consideration.

Writing the Circular
in More Easily Understood Language,
Using a More Consistent Format

Although the basic concepts and provisions in the
circular are part of the everyday management opera-
tions, they are presented in a manner which in-
timidates or confuses those managers who are sup-
posed to rely on them. Any revision of the circular
should strive to use understandable language and
avoid the cross referencing that is needed to digest it.
For example, to determine when to use a certain
method of payment and what procedures to follow
requires drawing together selected information from
Attachments G, H, and I—none of which is clear on
the extent to which its contents pass through. Infor-
mation that is referenced in one attachment should
be repeated in all of the attachments where it applies.
This would sacrifice the present brevity of the cir-
cular, but would result in a more consistent and un-
derstandable explanation of the oftentimes compli-
cated attachments. It would be helpful to include in
the effort to redraft the circular those federal and
state agency managers who must implement these re-
quirements. They have the most thorough under-
standing of how these requirements are implemented
and could, perhaps, help explain them in the most
simple and concise fashion.

The circular should be printed in larger type in
handbook form; the Federal Register format does
not provide for easy reading or comprehension.
Where reference is made to other federal guidance,
the circular assumes that managers have ready access
to this information. This study found that this was
not the case. Grants managers in many instances are
not aware of the principles in Circular A-102, much
less the federal standards for auditing or determining
costs. An explanation of, or, if possible, a copy of
FMC 74-4, Cost Principles Applicable to Grants and
Contracts with State and Local Governments and
GAO Standards for Audit of Governmental Organi-
zations, Programs, Activities, and Functions, should
be included as part of the circular.?



Performance and Payment
for Audits

In an effort to improve coordination of audits and
to rely more on federally approved audits performed
by grantee institutions, the Office of Management
and Budget has replaced portions of Attachment G
of Circular A-102 with Attachment P, ‘‘Audit Re-
quirements.”’ Because the implementation of this at-
tachment corresponded with the beginning of this
study, it was too early to examine the impact of At-
tachment P. Until changes are made to improve the
implementation, dissemination, and explanation of
Circular A-102, however, it seems likely that Attach-
ment P will suffer from the same problems found
during an examination of Attachmet G. Unless there
are generally accepted audit standards or guidelines
that are used by auditors of federal funds, subrecipi-
ents will continue to be overaudited or not audited at
all. Many subrecipients were either audited too fre-
quently for a variety of purposes—none of them
similar enough to encourage auditors to rely on the
findings of other audits—or they were not required
to submit copies of audits to the federal or state agen-
cy. Instead, a number of state agencies maintain
desk-audit capability by requiring the submission of
copies of all source documentation under a grant.
State agency managers collect this level of documen-
tation both because the federal agency holds them ac-
countable for the misappropriation of funds and
because no provision has been made to pay for audits
performed on federal grants. This recommendation
calls upon OMB to assign complete responsibility to
one source for performance of audits, make provi-
sion for the payment of those audits, and closely
monitor the adequacy of audits performed under At-
tachment P. (See Recommendations 2 and 3 for fur-
ther information.)

RECOMMENDATION 2

To improve the overall implementation of, and
compliance with, the principles and procedures in
Circular A-102 by federal and state agencies, the
Commission recommends that the Office of Manage-
ment and Budget should:

a) develop administrative procedures to
monitor federal agency compliance with A-
102, limit federal agency add-ons to those re-
quired by statute, and ensure timely updates
to federal agency guidance;
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b) provide for more training of federal depart-
mental personnel to help them understand
the meaning and intent of the fiscal require-
ments in A-102;

improve the distribution of Circular A-102;
provide for more training of federal and
state auditors and require the use of the same
set of standards; and

improve notification procedures through the
development and implementation of the
Federal Assistance Award Data System.

)
d)

e)

Since the inception of Circular A-102, the Office
of Management and Budget has undertaken numer-
ous efforts to increase the awareness of grants
managers as to its contents, to study and update
specific requirements to make the circular more ef-
fective, and to monitor federal agency compliance.
This recommendation focuses on some additional
improvements OMB could make in its efforts to im-
plement and enforce Circular A-102—particularly
those provisions that apply to federal pass-through
grants.

Monitoring Federal Compliance,
Add-Ons, and Timeliness of Updates

Making OMB Circular A-102 into a usable and
consistent set of administrative requirements is only
the first step toward creating a uniform management
system for the fiscal management of federal grants.
Stronger measures need to be adopted for monitoring
federal agency compliance with the circular, OMB,
where Circular A-102 originated, should take the
lead in improving compliance with the circular; but
OMB’s responsibilities should be limited to those im-
provements that could realistically be made if ade-
quate resources were available to perform the man-
agement functions assigned to the office.

In addition to requiring the publication of federal
agency regulations in the Federal Register, OMB
staff should review federal agency guidance manuals
to ensure that the attachments from Circular A-102
have been properly incorporated and applied to grant
recipients and the intent and principles of A-102 are
not violated. The word “review’”’ does not mean
OMB should conduct a complete and thorough read-
ing of each and every agency program manual. The
OMB staff should review only those manuals that are
referred to them by federal departmental personnel
when a question of compliance arises (see Recom-



mendation 4(c)). This review process would ensure
that federal agencies update their guidance in a time-
ly fashion to incorporate changes to the circular and
curtail the number of changes that are sent out by
federal agencies. Existing agency manuals should be
reviewed in time for agencies to send them out six
months in advance of the start of the reporting
period.

Training of Federal
Department Personnel

One of the major reasons federal agency managers
interpret or add on requirements when incorporating
Circular A-102 into their regulations stems from their
dependence on departmental level interpretation.
Where departmental personnel take the initiative to
confer with OMB, agency guidance more accurately
reflects the philosophy and requirements of the cir-
cular. The importance of adequate training on the in-
tent and meaning of the requirements in Circular A-
102 cannot be overemphasized. The findings of this
study suggest that even if grants managers have ac-
cess to the circular, or to federal agency guidance im-
plementing its requirements, there is a relatively good
chance the information will not be read. Managers
rely heavily on information from other managers to
answer questions that may arise. In the case of finan-
cial management requirements, this study noted in-
sufficient federal-level personnel who are prepared to
resolve policy problems relating to the circular.

The Financial Priorities Program, designed to
direct top management attention to needed improve-
ments in agency financial systems, provides an excel-
lent foundation for training programs. In the devel-
opment of this program, a number of priorities were
decided upon by OMB, in consultation with the Con-
gress and the General Accounting Office.* As part of
the program’s objective to seek full implementation
of federal cost principles and standard administrative
requirements, OMB should hold periodic workshops
in conjunction with the Comptroller General to ex-
plain the intent and purpose of Circular A-102 for
federal departmental personnel. The training sessions
should include the assistance policy staff for each of
the approximately 16 federal departments in exis-
tence. The federal departments would, in turn, be
responsible for training agency and field personnel
(see Recommendation 4(aj). Initial training sessions
provided by OMB would stimulate those federal de-
partments without the expertise or interest necessary
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to properly implement Circular A-102 and train their
personnel accordingly.

Improve Distribution
of Circular A-102

Communication efforts should be facilitated by
providing greater access to copies of the circular and
related information. Many grants managers, particu-
larly at the state and substate level, are either not
familiar with or are not even aware of A-102. Many
have not received federal agency manuals. Availa-
bility of the circular in the publications room at OMB
or at the Government Printing Office is made known
only after an original copy has been received. The cir-
cular should be made available in an expanded, easy
to read format through federal field offices, state
agencies, and other regional organizations.

Provide for More Trainin
of Federal/State Auditors and Require
Use of the Same Set of Standards

The major problems associated with the perfor-
mance of audits on federal pass-through grants were
described in Recommendation I—the lack of any
generally accepted audit standards, resulting in the
performance of too many audits or no audits at all;
and insufficient funds to conduct audits. While At-
tachment P is directed at limiting the number of
audits performed by relying on an organizationwide
audit by a grantee institution under a cognizant fede-
ral agency, it needs to be supported by management
efforts to promote the use of the same standards at
the federal level. The effective implementation of At-
tachment P depends heavily on the extent to which
the concept is explained and understood and the use
of similar standards by all auditors. A standard audit
guide to replace the more than 100 in existence is an
important step. The Office of Management and
Budget, together with the General Accounting Of-
fice, should follow up this effort by providing train-
ing sessions for federal and state auditors to explain
the use of the audit guidelines when audits are per-
formed on grantees subject to Circular A-102. These
training sessions should be established as an ongoing
function (see Recommendation 3).

Improve Notification Procedures
on Federal Grant Awards

State managers complain that the Treasury De-



partment’s notification of federal grant awards is
useless for state planning and budgeting purposes.
This issue bears on the circular because state agency
managers need to have current information on their
federal grant awards to meet the requirements of the
circular, as well as to determine the type and amount
of information to collect from subrecipients who are
required to be in compliance with A-102. OMB
should coniinue efforts to improve upon the Trea-
sury Department’s notification procedures through
the development and implementation of the Federal
Assistance Award Data System.* Care must be taken,
however, to ensure that the states are not further
burdened with unnecessary requests for information
in preparing the data base for this system. Informa-
tion on the notification of federal grant awards is a
federal responsibility and not one which should be
imposed ultimately on the states by requiring federal
agencies to collect information above and beyond the
amount they presently gather from the states.

RECOMMENDATION 3

To provide the Office of Management and Budget
with the statutory authority needed to promote more
uniform and consistent application of the require-
ments in Circular A-102, and to create a greater
awareness of the existing requirements on the part of
those involved in drafting program legislation, the
Commission recommends that Congress:

a) adopt grant reform legislation similar to the
Federal Assistance Improvement Act of 1981
which would

1) provide for improved coordination of.

audits and prescribe appropriate means for
reimbursement,

2) standardize and streamline administrative
requirements, and

3) consolidate federal programs which cre-
ate unnecessary requirements for recipients;
and

expand its involvement in the Financial Pri-
orities Program to include efforts to make
legislators more aware of existing adminis-
trative requirements which may become
complicated by or conflict with requirements
in enabling program legislation.

b)

Adoption of Grant Reform Legislation
Similar to the Federal
Assistance improvement Act

In 1977, the Commission recommended that Con-
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gress provide specific statutory authorization for ex-
isting and future circulars issued by the Office of
Management and Budget in order to achieve stan-
dardization, simplification, and other improvements
of grants management.® There are still questions con-
cerning the legal authority of the Office of Manage-
ment and Budget to establish administrative stan-
dards that cannot be exceeded by federal agencies. If
the circular is to be extended to apply to all federal
pass-through grants, it is essential that OMB be
granted the authority to impose uniform administra-
tive requirements that will apply without exception to
the administration of federal assistance grants. The
problems raised in this study pertaining to federal
agency tendencies to reinterpret or change the re-
quirements in OMB Circular A-102—the lack of any
clear and consistent explanation of these require-
ments to state and substate agencies, and the prolif-
eration of agency requests for information to ensure
that they have satisfied their fiscal accountability
would be partially resolved if the authority were
granted to OMB to issue requirements that would be
adopted without change into federal assistance agen-
¢y guidance manuals.

Congress should move to adopt any pending or
proposed grant reform legislation which provides
OMB with specific statutory authorization to issue
administrative circulars. An example is the Federal
Assistance Improvement Act of 1981 (S 807, Title I1,
Section 203 (a)), which states:

. . . Within one year from the date of enact-
ment of this title, the Director of the Office
of Management and Budget in consultation
with the Comptroller General of the United
States, shall consistent with applicable law,
develop, establish, and maintain for use by
all federal agencies standard accounting,
auditing, and financial management po-
licies, procedures, and requirements for the
administration, accounting, and financial
auditing of grants, contracts, cooperative
agreements, and other forms of federal
assistance to state and local governments,
nonprofit organizations, and federally
recognized Indian tribes. . . . The Director
of the Office of Management and Budget
shall issue directives to carry out the stan-
dard policies, procedures, and requirements
established pursuant to subsection (a). Any
directive shall be binding on all federal
departments and agencies. Such directives



shall prescribe effective means to coordinate
federal, state, and local audits of grant pro-
grams.

Title II of the Federal Assistance Improvement Act
also illustrates how Congress should address some of
the problems involving audits. Section 204 directs the
Office of Management and Budget to prescribe effec-
tive means to coordinate federal, state, and local
audits of grant programs. The authority granted
OMB in this section, combined with better methods
for implementing and disseminating the information
in Circular A-102—including Attachment P on audit
requirements—and the development of an ongoing
training program for federal and state auditors (Rec-
ommendations 1(d) and 2(d)) are needed improve-
ments to achieve greater consistency in the perfor-
mance of audits on recipients and subrecipients of
federal assistance awards.

The last major problem in the area of audits raised
by this study is the lack of any provision for payment
of audits conducted on federal grant awards. Recom-
mendation 1(d) suggests that the Office of Manage-
ment and Budget determine how audits on federal
money will be paid for. Title II of the Federal Assis-
tance Improvement Act, Section 204(e) requires that:

The Director of the Office of Management
and Budget shall prescribe appropriate
means for the reimbursement of independent
auditors for actual expenses incurred for
such parts of audits as performed on behalf
of the federal government, including provi-
sions for

1) reimbursement for such expenses, either
directly or through the recipient jurisdiction;
and

2) equitable financial settlements when such
audits fail to meet the standard policies, pro-
cedures, and requirements developed pur-
suant to Section 203.

To assist in making improvements in the financial
management and auditing of federal grants and in
support of past Commission recommendations, Con-
gress should also take steps to standardize, stream-
line, and consolidate federal grant programs. Any
pending or proposed legislation adopting the princi-
ples and language of Title I—‘‘Consolidation of Fed-
eral Assistance Programs’’—of the Federal Assis-
tance Improvement Act should be adopted by Con-
gress. Any further legislation introducing portions or
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all of the Federal Assistance Improvement Act or the
principles of the bill should be favorably considered
by the U.S. Senate and U.S. House of Represen-
tatives. In particular, the findings and conclusions of
this study are in complete support of those provisions
granting OMB statutory authorization to issue ad-
ministrative requirements and providing for payment
and proper coordination of audits on federal grants.

Expansion of Congressional
Awareness of Existing
Administrative Requirements

To ensure their accountability, federal agencies
must satisfy all Congressional and OMB require-
ments. Program requirements detailed by legislators
in enabling legislation tend to cause considerable ex-
pansion in the reporting information required by fed-
eral agencies. For example, if legislators create a vari-
ety of program categories in the enabling legislation,
federal and state agencies must report such admin-
istrative expenses as travel, salaries, overhead, and
equipment en a monthly and quarterly basis for each
program category prescribed in the legislation. Ad-
ministrative changes to existing legislation are made
during the fiscal year, causing the required changes in
reporting requirements or forms to generate even
greater problems for federal and state agencies. Then
either the add-ons multiply or federal requirements
are ignored as state agencies attempt to reconcile
federal agency and state executive branch requests
for information. Similarly, substate agencies must
satisfy the requirements imposed by one or more
state or federal agencies, as well as provide informa-
tion to any local authority with a legislative or ad-
ministrative role in the management of a grant.

Congress could help eliminate federal agencies’ un-
necessary requests for fiscal information if those in-
volved in drafting legislation paid more attention to
the impact program requirements might have on the
federal agencies’ need to collect fiscal information.
The drafting of program enabling legislation that is
sensitive to and consistent with existing adminis-
trative requirements, together with a revised Circular
A-102 that can be adopted into federal agency guid-
ance manuals without changes, would streamline and
simplify the reporting and fiscal information that is
required of all grant recipients and subrecipients by
federal agencies.

As a partner in the Financial Priorities Program,
the Senate and House Appropriations Committees
have taken an interest in such issues as internal con-



trols, resolution of audits, debt collection, cash man-
agement, accounting systems, and grant account-
ability.” All of the Congressional interest to date,
however, has been directed toward improving federal
agency performance or accountabililty in these areas.
This recommendation suggests that the Committees
on Appropriations, as part of their interest in im-
proving financial management practices, expand
their involvement in the Financial Priorities Program
to include the sensitivity of legislators and committee
staff to the issues raised above.® Other committees
that might become involved in the education of Con-
gressional legislators include the House Committee
on Government Operations and the Senate Commit-
tee on Governmental Affairs. These committees,
with the assistance of the Office of Management and
Budget and the General Accounting Office, should
make a more concerted effort to explain the intent
and meaning of the requirements in A-102 to Con-
gressional members and staff and to illustrate the im-
pact that administrative program requirements have
on the proliferation of additional requirements by
federal and state agencies. The respogsibility for
problems associated with waste and unnecessary
paperwork should not be left to federal agencies.

RECOMMENDATION 4

To help realize more consistent implementation of
the requirements in Circular A-102 and a reduction in
the amount of information gathered in the ad-
ministration of federal pass-through grants, the
Commission recommends that each federal depart-
ment:

a) provide adequate training for all agency and
field office grants managers on the intent,
meaning, and application of the federal
fiscal requirements;
ensure that there is adequate capacity and
authority in the federal regional offices and
the federal agency to resolve questions on
administrative procedures and requirements;
¢) review all agency guidance manuals to en-
sure that Circular A-102 has been incor-
porated properly; and
require that a section be included in all pass-
through agreements that specifies what fiscal
information is required.

b)

d)

Providing Comprehensive Training

Adequate training of federal grants managers is
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perhaps the most important element in the successful
application of uniform administrative requirements.
Even if the written instructions are disseminated
widely, state grants managers rely on personal con-
tacts for most of their information. Under the pres-
ent system, state agency managers are only partially
successful in getting their questions answered by
regional or national office personnel. While there
seems to be sufficient expertise on the implementa-
tion of program requirements, there are gaps in the
knowledge of federal grants managers on the applica-
tion of fiscal requirements and procedures.

To the credit of those involved over the years in ad-
ministering Circular A-102, training sessions have
been conducted for state and local officials. When A-
102 was administered by the General Services Admin-
istration, some 2,000 state and local officials were
trained during two-day sessions on the principles
contained in the circular and their application. The
integrated and systematic management of adminis-
trative rules and procedures might best be realized,
however, by each level of government assuming the
responsibility for improving its own internal manage-
ment practices. Federal departments, federal agen-
cies, and the Office of Management and Budget
should work closely together to ensure proper imple-
mentation and explanation of federal fiscal require-
ments.

Each federal department should design a training
program for all grants managers and hold training
sessions on a regular basis. These sessions should
promote greater understanding of Circular A-102 so
that federal agency personnel can quickly and accu-
rately answer questions that may arise. The first an-
nual conference on grants management, sponsored
by the Department of Health and Human Services in
March 1980, is a positive first step in this direction.®

Making Federal Expertise
Accessible and Granting Authority
to Provide Assistance

State managers are most satisfied with the help
they receive when there is a specific person in the
federal regional office whom they can contact to
answer technical questions. In these instances, how-
ever, federal regional offices are viewed by state
agency managers as a good source of information
rather than an authoritative source of information.
In applying federal administrative requirements,
state agency managers are sensitive to the fact that
any interpretation they receive might be changed at a



later date. State managers sometimes have to seek
answers to questions from remote sources such as an
assistant secretary’s office, the general counsel’s of-
fice, or through Congress.

The goal of the training sessions conducted by each
federal department should be to ensure that there is
at least one person among existing personnel in the
federal regional office and one person among exist-
ing personnel in each agency program office who can
answer questions concerning the fiscal procedures
that apply to grants awarded by that department.
The Secretary of each department should then assign
to these individuals the final authority to decide how
federal fiscal procedures apply to those grants for
which they are responsible.

Review of Assistance Agency
Guidance Manuals

Recommendation 2(a) indicates that the Office of
Management and Budget needs to adopt stronger
measures for monitoring federal agency compliance
with A-102 by reviewing federal agency guidance
manuals. Changes or reinterpretations of the word-
ing in the circular’s attachments by federal agencies
result in the issuance of different regulations to grant
recipients and, subsequently, to subrecipients. The
revision of Circular A-102 to permit its incorporation
into federal agency guidance manuals without change
would help to remedy this problem. Still, federal
agency guidance would need to be reviewed to ensure
that the precise wording of the circular is passed on
intact. Under the present system, where federal agen-
cies have the administrative flexibility to modify or
set aside the provisions of the circular, a review of
agency manuals is even more important.

While the Office of Management and Budget
should have the ultimate responsibility for seeing to it
that the circular is properly complied with, a federal
department shares responsibility with OMB for
those federal grants administered by that depart-
ment. This recommendation suggests that each feder-
al department review all agency grant manuals on an
as-needed basis to ensure that the requirements and
procedures of Circular A-102 are adopted in a man-
ner consistent with OMB’s intent and purpose. Those
agency manuals that are questionable in their ap-
plication of Circular A-102 should then be referred to
the Office of Management and Budget, which should
have the ultimate authority to bring about com-
pliance as described in Recommendation 2(a). Man-
uals should be reviewed in time for agencies to send
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them out six months in advance of the start of the
reporting period.

Section in Each Grant
Agreement Specifying Fiscal
Information Required

The primary purpose for this recommendation is
the elimination of the present tendency of state agen-
cy managers to collect additional fiscal information
to satisfy their accountablity to federal agencies.
Even if A-102 were revised following the suggestions
outlined in Recommendation 1, a number of the fis-
cal principles are general enough to allow for federal
and state agencies to collect additional information
to be certain that they are prepared for any eventu-
ality during an audit. Departmental personnel should
be responsible for making sure that program person-
nel insert a clause in the terms and conditions of each
grant specifying the nature and amount of fiscal in-
formation that will be required for reporting and
auditing purposes. The specification of the fiscal in-
formation which will be required under the terms and
conditions of the grant would help reverse the present
trend at the state level to keep information on hand,
whether it is requested by the federal agency or not.

RECOMMENDATION 5

Recognizing the need for greater uniformity in the
fiscal requirements and procedures adopted by state
agencies and for more consistency in the implementa-
tion of those requirements at the substate level, the
Commission recommends that no state agency in the
administration of pass-through grants be permitted
to impose financial requirements other than federal
standards, except those resulting from or delegated
by an act of the state legislature. Further, the Com-
mission recommends that, in each state, the governor
or legislature designate an existing office to:

a) identify and provide to all state agencies the
uniform administrative requirements and
procedures that must pass through to subre-
cipients of federal funds;
review and approve state agency guidance
manuals to ensure that agency requirements
are reconciled with federal administrative re-
quirements;
¢) determine to what extent state and local

audit needs may be met through compliance

with the provisions of Attachment P of Cir-

cular A-102;

b)



d) suggest consistent state requirements and
procedures for subrecipients in those areas
where federal regulations do not pass
through or in areas where states may be al-
lowed some discretion; and

prepare a guide book that would accompany
state agency guidance, informing sub-
grantees of their rights and responsibilities as
recipients of federal grants.

e)

With federal administrative requirements now ap-
plicable to all subgrants involving federal funds made
by state governments, development of a management
system to implement, distribute, and enforce uni-
form administrative standards is necessary. Although
the general pass-through requirement was added to
Circular A-102 in late 1977, state procedures to pro-
mote uniformity are in their formative stages at best.

When Circular A-102 applied to grants made only
by federal agencies, uniformity was achieved, in
theory, by permitting additional requirements solely
by provision of the enabling legislation. Now that
federal requirements pass through the states, it is
recommended that the same principle apply. Federal
standards would prevail unless more stringent re-
quirements were imposed by state statute. In this
way, individual agencies would be precluded from
imposing requirements at their own discretion, while
states would reserve the right to gather additional in-
formation deemed necessary by the legislature.

The second part of the recommendation deals with
a central state office to assure conformity with
federal standards and consistency among state agen-
cy requirements. The options that were rejected help
explain the position taken by this report. The most
certain means by which to achieve complete standar-
dization would be to impose OMB standards only on
all grants and subgrants involving federal funds. This
position was strongly resisted by state adminis-
trators. Although case law does not exist, this ap-
proach most certainly would be challenged as a viola-
tion of states’ rights. Another option would be for
state law and administrative procedures to take
precedence over federal administrative requirements.
This position is unacceptable because a number of
the A-102 requirements have a statutory basis, and
there is case law establishing the right of federal
agencies to impose minimum administrative stan-
dards as a condition for awarding a grant.

The principle of uniformity may best be realized at
the state and substate level by a single interpretation
of federal requirements and by consistent treatment

52

of subrecipients by state agencies. The major respon-
sibilities of a state administrative procedures office
would be to make certain that applicable federal
regulations are passed through, and that, where
agencies are allowed some discretion, similar recipi-
ents are subject to the same requirements.

Uniform Pass-Through
Requirements

The implementation of this recommendation de-
pends primarily on the federal ability to produce a
single set of standards. For example, efforts by the
Texas ACIR to note the similarities and differences
between OMB Circular A-102, HHS requirements in
45 CFR Part 74, and other federal regulations have
proven difficult. The inconsistencies reported in the
findings of this study were confirmed by researchers
in Texas.'® One state agency should be assigned re-
sponsibility for assuring that information on federal
administrative standards is provided to subrecipients;
but the content should come from, or be approved
by, the Office of Management and Budget.

Conformity to Federal Law

Even if state law is brought into conformity with
federal requirements, agency manuals must be re-
viewed to make certain that, they accurately reflect
federal intentions. In 1977, the State of South Carol-
ina passed a law requiring that whenever possible,
state regulations be rewritten to reflect changes in
federal statutes. The Department of Grants and Con-
tracts of the Office of the State Auditor has reported
numerous agency violations of this principle since it
was enacted. '

The 1977 Commission report, Improving Federal
Grants Management (A-53), recommended ‘‘that the
states examine their legislative and administrative
policies . . . with the view toward resolving in co-
operation with the Office of Management and Bud-
get any conflict between those policies and practices
and the provisions of federal grant management cir-
culars.’’'? This study supports the earlier Commis-
sion recommendation and offers a means by which
the states may enforce such an effort.

Reconcile Audit Needs

A great deal of confusion and noncompliance ex-
ists with respect to federal audit standards. The prob-
lems most frequently encountered are the state agen-



cies’ practice of collecting source documentation in
place of an onsite audit or audits simply not being re-
quired at all. Attachment P of Circular A-102 states
clearly that independent, organizationwide audits
that meet federal requirements may be substituted in
place of individual program audits. The state office
reviewing administrative procedures should reconcile
federal and state audit requirements and notify state
agencies what constitutes compliance. During the
course of this study, state administrators expressed
reservations about the adequacy and the potential
cost of complying with Attachment P. While cost
considerations may be resolved if S. 807 is passed,
OMB, with substantial state input, should closely
monitor the adequacy of the audits performed under
Attachment P.

Consistent State Requirements
for Subrecipients

Lack of uniformity at the substate level occurs not
only from- add-ons but also from inconsistency in
arecas where federal regulations do not apply and
where states are allowed some degree of discretion.
With considerable guidance from the state ACIR,
there is now draft legislation before the Texas State
Legislature to establish an office of grant administra-
tion in the executive branch.'* One of its functions
would be to monitor agency guidance to assure that
both federal and state administrative policies are con-
sistent. In each state, these responsibilities should be
assigned to a central state office. This study found
virtually no attempt to develop standard forms at the

state level, although their absence contributed sub-
stantially to the time spent on local application and
reporting procedures, and in some cases necessitated
dual accounting systems. Similarly, there is little con-
sistency in state agency audit requirements where fed-
eral standards allow some latitude. This study has
recommended that states might be permitted some
discretion in imposing requirements on smaller, less
fiscally capable recipients. The administrative office
would then be responsible for assuring that, while
not all recipients should be treated exactly alike,
similar recipients should be treated with consistency.

Guidebook on Rights
and Responsibilities

Federal administrative requirements specify both
responsibilities and rights to recipients of federal
funds. State agencies frequently assign the respon-
sibilities (burdensome auditing and reporting re-
quirements) but ignore recipients’ rights (indirect
cost rates, prompt payment of reimbursable costs).
Part of the information provided to all recipients of
federal grants should be a listing of both the federal
and state provisions that must be met, as well as the
procedures for challenging unjust treatment. The
proposed OMB circular on procedures for resolving
disputes provides the first step in formalizing recipi-
ent rights and should include procedures-for subre-
cipients of pass-through grants.'* In addition, recipi-
ents should be able to appeal to the state ad-
ministrative office when individual agency rules or
procedures seem burdensome or unreasonable.
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Appendix 1

Participants

Federal Agency Officials
TITLEIN

Bob Stovenour

Chief, Administration on Aging

Division of Management and Budget
Department of Health, Education, and Welfare
333 Independence Ave., SW

Room 4737

North Building

Washington, DC 20201

Date Interviewed: July 14, 1980

CIVIL DEFENSE

James Mulcahey

US Civil Defense Agency and Office of Emergency
Preparedness

1725 I Street NW

Washington, DC 20006

Date Interviewed: March 11, 1980

Bill Booker

US Civil Defense Agency and Office of Emergency
Preparedness

1725 1 Street, NW

Washington, DC 20006

Date Interviewed: March 11, 1980

Ken Christenson, Chief

Federal Emergency Management Agency
Plans and Preparedness

Operation Services

Room 710, Premier Building
Washington, DC 20472

Date Interviewed: July 9, 1980



LAND AND WATER
CONSERVATION FUND
(LAWCON)

Michael Doyle

Senior Program Officer

Division of State Programs

Heritage Conservation and Recreation Service
Department of the Interior

440 G Street, NW

Pension Building

Washington, DC 20243

Date Interviewed: July 10 and 15, 1980

LAW ENFORCEMENT
ASSISTANCE ADMINISTRATION
(LEAA)(PRETEST)

Michael Lynch

Robert Goffus

Financial Management

Law Enforcement Assistance Agency

633 Indiana Avenue, NW

Washington, DC 20531

Date Interviewed: March 24, 1980

Virginia

REPRESENTATIVES FROM
LEGISLATIVE, EXECUTIVE BRANCH,
AUDIT OFFICE AND/OR
FEDERAL/STATE RELATIONS OFFICE

Kirk Jonas

Assistance Director

Joint Legislative Audit and Review Committee
910 Capitol Street

Richmond, VA 23219

Date Interviewed: May 8, 1980

Donald J. Finley

Staff Director

House Appropriations Committee
General Assembly Building, 9th Floor
910 Capitol Street

Richmond, VA 23219

Date Interviewed: May 8, 1980

Ken Golden

Assistant Secretary of Administration and Finance
P.O. Box 1475

Richmond, VA 23212

Date Interviewed: May 8, 1980
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George Hanna

System Administrator
Auditor of Public Accounts
P.O. Box 1295

Richmond, VA 23210

Date Interviewed: May 9, 1980

Charles Christopherson

Department of Intergovernmental Affairs
9th Street Office Building

9th and Grace Streets

Richmond, VA 23219

Date Interviewed: May 9, 1980

Albert E. Neale

Program Supervisor

Department of Intergovernmental Affairs
9th Street Office Building

Richmond, VA 23219

Date Interviewed: May 9, 1980

Paul Timmreck

Staff Director

Senate Finance Committee
P.O. Box 396

Richmond, VA 23203

Date Interviewed: May 9, 1980

Gary Burke

State Comptroller’s Office
P.O. Box 6N

Richmond, VA 23215

Date Interviewed: May 9, 1980

TITLE N

State

Jim Coen, Director of Administration and Finance
Eugene Domenici, Director of Operations

Suite 950

830 E. Main Street.

Richmond, VA 23219

Date Interviewed: May 9, 1980

Areawide

Mary Hatchell, Director for Programs
Bill Rice, Assistant Director for Finance
SEVAMP, Norfoik

Suite 145

16 Koger Executive Center

Norfolk, VA 23502

Date Interviewed: May 29, 1980



Donna Foster, Director

Carolyn Carter, Deputy Director

Ed Barnette, Department of Finance
Fairfax County Area Agency on Aging
The Massey Building

4100 Chain Bridge Road

Fairfax, VA 22030

Date Interviewed: June 23, 1980

James Elmore, Director

Jefferson Area Board for the Aging
415 8th Street NE

Charlottesville, VA 22901

Date Interviewed: May 29, 1980

Local

Barbara Quaele, Director
Norfolk Senior Center, Inc.
1210 Colonial Ave.

The John Knox Towers
Norfolk, VA 23517

Date Interviewed: May 30, 1980

Miriam Felder, Executive Director
Homemaker Health Aid Service
National Capital Area United Way, Inc.
1234 Massachusetts Ave., NW
Washington, DC 20005

Date Interviewed: July 3, 1980

CIVIL DEFENSE

State

Doug Haynes, Fiscal Officer

Office of Emergency and Energy Services
310 Turner Road

Richmond, VA 23225

Date Interviewed: May 8, 1980

Local

Linda Peacock, Director of Emergency Services
William Whitehead, Regional Coordinator
City Hall, Room 225

Charlottesville, VA 22902

Date Interviewed: May 28, 1980

Dave Watkins, Deputy Coordinator of Emergency
Services

Ed Long, Senior Budget Analyst, Office of Manage-
ment and Budget

4100 Chain Bridge Road

Fairfax, VA 22030

Date Interviewed: June 23, 1980
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Robert Smith, Director
James Trible, Regional Coordinator
Region IlII, Virginia Office of Emergency Energy
Services .
Office of Civil Preparedness
Mrs. Simpson (Principal Bureau Secretary)
Office of Emergency Energy Services
310 Turner Road
Richmond, VA 23235
(Robert Smith’s address:
540 East City Hall Ave.
Norfolk, VA 23510)
Date Interviewed: May 29, 1980

LAWCON

State

Charles Reed, Grants Chief
Commission on Outdoor Recreation
8th and Franklin Streets

Richmond, VA 23219

Date Interviewed: May 9, 1980

Local

Shurl Montgomery, Director, Parks and Recreation
Stan Stein, Office of Finahce

Tim Priegel, Planner

East Wing, City Hall

Norfolk , VA 23510

Date Interviewed: May 29, 1980

Joseph Downs, Director
Fairfax County Park Authority
4030 Hammer Road
Annandale, VA 22003

Date Interviewed: June 23, 1980

Eugene German, Director
Department of Parks and Recreation
City Hall

Charlottesville, VA 22902

Date Interviewed: August 5, 1980

Wisconsin

REPRESENTATIVES FROM
LEGISLATIVE, EXECUTIVE BRANCH,
AUDIT OFFICE, AND/OR
FEDERAL/STATE RELATIONS OFFICE



Jack Christian

Chief of Grants Management and Federal Relations
Department of Health and Social Services

1 West Wilson Street

Madison, WI 53702

Date Interviewed: June 2, 1980

Ellen O’Brien Saunders

Executive Secretary

Conservation Works Project Board
P.O.Box 7773

Madison, WI 53707

Date Interviewed: June 2, 1980

Terry Rhodes

Assistant Director

Legislative Fiscal Bureau

107 South Street

Madison, WI 53702

Date Interviewed: June 2, 1980

Craig Harris

Federal Programs Analyst
Intergovernmental Relations
Seventh Floor

101 South Webster Street
Madison, W1 53702

Date Interviewed: June 2, 1980

Dennis Strachota, Analyst
Wisconsin Department of Revenue
201 E. Washington Avenue
Madison, W1 53702

Date Interviewed: June 2, 1980

Sylvan Leabman

Administrator for State and Local Finance
Wisconsin Department of Revenue

201 E. Washington Avenue

Madison, WI 53702

Date Interviewed: June 3 , 1980

TITLE I

State

Tina Nye, Director

Betsy Rota, Fiscal Specialist

Department of Health and Social Services
Room 700

Bureau of Aging

1 West Wilson Street

Madison, W1 53702

Date Interviewed: June 4, 1980
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Areawide

Fred Lindner, Director

Dan Petrobowski, Accountant
Robin Mayrl, Assistant Director
Milwaukee County Office on Aging
Room 206

Fenwick Building

1442 N. Farwell Ave.

Milwaukee, W1 53202

Date Interviewed: June 5, 1980

James Kellerman, Director
Carol Whitbeck, Fiscal Officer
Area Agency on Aging

District 4

1221 Bellevue Avenue

Green Bay, WI 54302

Date Interviewed: June 9, 1980

Arthur Hendrick, Director
Area Agency on Aging

District 1

1245 East Washington Avenue
Madison, WI 53703

Date Interviewed: June 2, 1980

Local

Mary Malcheski, Director

Pat Kools

Shawano County Office on Aging
311 N. Main Street

Shawano, WI 54166

Date Interviewed: June 9, 1980

Marquita Fox, Director

Dane County Aging Program
1206 Northport Drive
Madison, WI 53704

Date Interviewed: June 4, 1980

Todd Honeyager, Director
Elder Care Line

1214 N. 13th Street
Milwaukee, W1 53205

Date Interviewed: June 6, 1980

CIVIL DEFENSE

State

Gordon Reese, Deputy Administrator

Jack Gourlie, Administrative Assistant, Financial
Assistance

Department of Local Affairs and Development



Division of Emergency Government
Room 99A

4802 Sheboygan Avenue

Madison, W1 53702

Date Interviewed: June 2, 1980

Local

Dan Gracz, Director

Milwaukee Civil Preparedness Office Coordinator
City of Milwaukee Government Administration
8814 West Lisbon Drive

Milwaukee, W1 53222

Date Interviewed: June 5, 1980

Ed Kroll, Director

Stanley Grimstad, Area Director
Division of Emergency Government
4845 East Washington Avenue
Madison, WI 53704

Date Interviewed: June 4, 1980

Cpt. William Evans, Director
Emergency Operating Center
Courthouse

Green Bay, W1 54301

Date Interviewed: June 6, 1980

LAWCON

State

Paul Guthrie, Director of Intergovernmental
Programs

Duane Hofstetter, Chief of Recreation Aids Section,
Bureau of Aid Programs

Eric Jensen, Director of Bureau of Aid Programs
Josette Coyle, Account Specialist, Bureau of Finance
Office of Intergovernmental Programs

Department of Natural Resources

10 South Webster Street

Madison, W1 53702

Date Interviewed: June 3, 1980

District

Jeff Pagels

District Representative
Department of Natural Resources
1125 North Military Avenue

P.O. Box 3600

Green Bay, WI 54303

Date Interviewed: June 6, 1980

Larry Friedig, Community Service Specialist
Department of Natural Resources

10 South Webster Street

Madison, WI 53702

Date Interviewed: June 3, 1980

Tom Blotz

District Representative

P.O. Box 13248

Wauwatosa, W153213

Date Interviewed: June 5, 1980

Local

Patrick Kennedy, Administrator
McFarland Public School System
5101 Farwell Street

McFarland, WI 53558

Date Interviewed: June 3, 1980

Donald Fieldstad, Jr., Village Manager

Nick T. Paulos, P.E., Village Engineer and Director
of Public Works

Mark C. Radtke, Assistant Village Engineer’

6500 Northway

Greendale, WI 53129

Date Interviewed: June 5, 1980

Bob Delorit

Town Chairman

Box 25

Brussels, W1 54204

Date Interviewed: June 9, 1980

Massachusetts

REPRESENTATIVES FROM
LEGISLATIVE, EXECUTIVE BRANCH,
AUDIT OFFICE AND/OR

FEDERAL/STATE RELATIONS OFFICE

George Hertz, Budget Director

Office for Administration and Finance
State House

Boston, MA 02133

Date Interviewed: March 14, 1980

Ellis Fitzpatrick

Audit Investigations

Massachusetts State Department of
Manpower Development



150 Causeway Street
Boston, MA 02114
Date Interviewed: June 9, 1980

James Natale

Director of Administration and Budget
Committee on Criminal Justice

110 Tremont Street

Boston, MA 02108

Date Interviewed: March 13, 1980

TITLE I

State
Emmet Schmarsow, Assistant Planner

Ken Wickham, Acting Supervisory Accountant

Ron Losso, Financial Analyst
Department of Elder Affairs
110 Tremont Street

Boston, MA 02108

Date Interviewed: June 10, 1980

Areawide

Robert Gallant, Director

Leon Diewanowski, Accountant
Highland Valley Elder Service Center
42 Gothic Street

Northampton, MA 01060

Date Interviewed: June 13, 1980

Doug Wilkinson, Assistant Director
Carolyn Hubers, Program Coordinator
Elderly Services of the Merrimack Valley
420 Common Street

Lawrence, MA 01840

Date Interviewed: June 11, 1980

John O’Neill, Director

Cambridge/Somerville Home Care Corp.

1 Davis Square
Somerville, MA 02144
Date Interviewed: June 10, 1980

Local

Bob Reed, Director

Cynthia Embree, Accountant
Western Massachusetts Legal Services
76 Pleasant Street

Northampton, MA 01060

Date Interviewed: June 13, 1980
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Kathleen Roberts, Program Coordinator
Brian McAuliffe, Director
Cambridge/Somerville Legal Services, Inc.
24 Thorndike Street
Cambridge, MA 02141

Date Interviewed: June 11, 1980

Maxa Berid, Director

Barbara Olin, Accountant
Merrimack Valley Legal Services, Inc.
13 Hurd Street

Lowell, MA 01852

Date Interviewed: June 12, 1980

CIVIL DEFENSE

State

Bernie Nolan, Chief Planner
Office of Civil Defense

400 Worcester Road
Framingham, MA 01701

Date Interviewed: June 11, 1980

Local

Chester Hallice

Director of Civil Defense
Cambridge, MA 02138

Date Interviewed: June 10, 1980

George Gatizmos

Director of Civil Defense

City Hall

Lowell, MA 01852

Date Interviewed: June 12, 1980

Russell Smith

Assistant Director of Civil Defense
City Hall

Northampton, MA 01060

Date Interviewed: June 13, 1980

George Symborski

Director of Civil Defense

Room 11

City Hall

210 Main Street

Northampton, MA 01060

Date Interviewed: June 12, 1980

LAWCON

State
Joel Lerner, Director
Division of Conservation Services



State of Massachusetts

100 Cambridge Street

Boston, MA 02202

Date Interviewed: June 9, 1980

Local
Peter Klejna, Community Development
Brian Elliot, Director Look Park
Look Park
Northampton, MA
(Peter Klejna’s address:
Planning Department
City Hall
210 Main Street
Northampton, MA 01060)
Date Interviewed: June 13, 1980

Peter Helwig, Director
Community Development

57 Inman Street

Cambridge, MA 02319

Date Interviewed: June 10, 1980

Robert Malevich

Planning Director

Community Development

JFK Community Center

Lowell, MA 01852

Date Interviewed: June 12, 1980

Rhode Island

(pretest state)

REPRESENTATIVES FROM

LEGISLATIVE, EXECUTIVE BRANCH,

AUDIT OFFICE AND/OR

FEDERAL/STATE RELATIONS OFFICE

Richard Sylvester, Chief

Housing and Government Services Division

Department of Community Affairs
150 Washington Street

Providence, RI 02903

Date Interviewed: April 16, 1980

Roland Frappier

Assistant Chief

Rhode Island Office of State Planning
265 Melrose Street

Providence, RI 02903

Date Interviewed: April 16, 1980

Anthony Piccirilli

Auditor General

87 Park Street

Providence, RI 02903

Date Interviewed: April 16, 1980

Suzann G. Della Rosa

Fiscal Management Officer
Department of Attorney General
250 Benefit Street

Providence, RI 02903

Date Interviewed: April 16, 1980

Frank De Paulo

Supervisory Budget Analyst
Division of Budget

State House

Providence, R1 02903

Date Interviewed: April 16, 1980

Daniel Varin, Chief

Rhode Island Statewide Planning Program
265 Melrose Street

Providence, RI 02907

Date Interviewed: April 17, 1980

Rep. William Drapeau

State House

Providence, R1 02903

Date Interviewed: April 16, 1980

William DeNuncio

House Fiscal Advisor

House Finance Committee
Room 234

State House

Providence, RI 02903

Date Interviewed: April 16, 1980

Alfred Bagaglia

Deputy Fiscal Advisor

Room 306

State House

Providence, RI 02903

Date Interviewed: April 16, 1980

LEAA

State

Patrick Fingliss, Director

Bill Martin, Supervisor of Management Services
Governor’s Justice Commission



110 Eddy Street
Providence, R1 02903
Date Interviewed: April 18, 1980

Local

Chief Seminini, Deputy Police Chief
99 Veterans Memorial Drive
Warwick, RI 02886

Date Interviewed: April 18, 1980

Sgt. Frederick Proctor

Sergeant of Records and Administration
Pawtucket Police Department

122 Roosevelt Avenue

Pawtucket, R1 02861

Date Interviewed: April 17, 1980

CIVIL DEFENSE

State

Santo Amato, Director

Marsha J. Mantia, Assistant
Defense Civil Preparedness Agency
State House

Providence, RI 02903

Date Interviewed: April 16, 1980

Local

William McGill, Director

Office of Civil Defense Preparedness
474 Broadway Street

Pawtucket, RI 02860

Date Interviewed: April 17, 1980

LAWCON

State

Robert Bendict

Assistant Director of Administration, Planning and
Development

Department of Environmental Management
Veterans Administration Building

6th Floor

83 Park Street

Providence, RI1 02903

Date Interviewed: April 17, 1980

Local

Bill Kinney

Accountant, City Hall

3275 Post Road

Warwick, RI 02886

Date Interviewed: April 18, 1980
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Michael Cassidy

Principal Planner, City of Pawtucket
200 Main Street

Pawtucket, RI 02860

Date Interviewed: April 17, 1980

Other Interested Parties

Charles Pou

Staff Attorney

Administrative Conference of the United States
Suite 500

2120 L Street NW

Washington, DC 20037

George F. Oliver

Director of Grant Services
Office of State Auditor
P.O. Box 11333
Columbia, SC 29211

George D. Brown
Professor of Law

Boston College Law School
885 Centre Street

Newton, MA 02159

Jay G. Stanford
Executive Director
Texas ACIR

P.O. Box 13206
Austin, TX 78711

Raymond Long

Executive Director

National Association of State Budget Officers
Suite 328

444 North Capitol Street

Washington, DC 20001

Ward Hatch

Department of Finance

City Hall

Charlottesville, VA 22901

Date Interviewed: May 28, 1980

John Callahan

Staff Director

Senate Subcommittee on Intergovernmental
Relations



507 Carroll Arms
301 First Street NE
Washington, DC 20510

Robert Coakley

Federal Spending Subcommittee
Room 44

Capitol Annex

128 C Street NE

Washington, DC 20510

James McHale
c/oMr. C.O. Starrett
Deputy Director
DCAA

Room 4A265
Cameron Station
Alexandria, VA 22314

Melanie Dooley

Federal Contracts Report
Bureau of National Affairs
Room 576

1231 25th Street, NW
Washington, DC 20037

Edmund Hague

Director of Treasurer’s Office
City Hall

3275 Post Road

Warwick, R1 02886

Date Interviewed: April 18, 1980

Jack H. Watson, Jr.

Assistant to the U.S. President for
Intergovernmental Affairs

Room 122

Old Executive Office Building

Washington, DC 20500

Lawrence Hewes, 111

Attorney at Law

Boasberg, Hewes, Finkelstein, and Klores
2101 L Street, NW

Washington, DC 20037

Don Bennett

Management Analyst

Office of Management and Budget
Room 6001

726 Jackson Place, NW
Washington, DC 20503
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Bernie Carlson
Director of Finance
234 City Hall

St. Paul, MN 55102

Jesse Burkhead

Syracuse University
Department of Economics
206 Maxwell Hall
Syracuse, NY 13210

Clifford Graves

Chief Administrative Officer
Office of Management and Budget
Administrative Center

1600 Pacific Highway

San Diego, CA 92101

Participants In
Thinkers’ Session

Jonathan D. Breul

Grant and Policy Specialist

Department of Health and Human Services
Room 518D

Hubert Humphrey Building

Washington, DC 20201

Bill Buckley, Manager

Office of Intergovernmental Relations
Department of Management and Budget
Lewis Cass Building

Lansing, M1 48909

Madeleine Burgess

Office of Intergovernmental Affairs
Office of Management and Budget
Room 5217

Washington, DC 20503

Peter Clendenin

Office of Human Resources
9th Street Office Building
Richmond, VA 23219

Morton Cohen

Special Assistant to the Inspector General
for Auditing

W-3

NASA Headquarters

Washington, DC 20545



Helen Forman

Assistant Director

Community Facilities Planning

Office of Mental Health, Mental Retardation and
Developmental Disabilities, and Alcoholism and
Drug Abuse

44 Holland Avenue

Albany, NY 12229

Darold Foxworthy

Group Leader

Fiscal Management

Forest Service

US Department of Agriculture
P.0O. Box 2417

Washington, DC 20013

Gary Houseknecht, Chief

Intergovernmental Relations & Public Policy Branch
Division of Grant Policy & Regulation Division
Room 513D, Hubert Humphrey Building
Washington, DC 20201

John Lordan, Chief

Financial Management Branch
Office of Management and Budget
Room 6002

New Executive Office Building
726 Jackson Place, NW
Washington, DC 20503

Woody Ginsberg

Research Director

Center for Community Change
1000 Wisconsin Avenue, NW
Washington, DC 20007

Mike Lynch

Law Enforcement Assistance Administration
Financial Management

Room 952

633 Indiana Avenue, NW

Washington, DC 20531

Charles McKenzie

HUD Project Monitor

Policy Development and Research
Department of Housing and Development
Room 8114

451-7th Street, SW

Washington, DC 20410

64

Ann Michel, Director
Division of Social Sciences
Syracuse Research Corp.
Merrill Lane

Syracuse, NY 13210

Suzanne Muncy

Intergovernmental Program Coordinator
Montgomery County Government
Office of Budget and Research

100 Maryland Avenue

Rockville, MD 20850

Ron Rebman

Project Director

Law Enforcement Assistance Administration
Support Center

1709 New Hampshire Avenue, NW
Washington, DC 20009

Deirdre Reimer

National Governors’ Association
444 North Capitol Street, NW
Washington, DC 20001

Emily McKay

National Council of LaRaza
2nd Floor

1725 I Street, NW
Washington, DC 20006

Ann Todd

White House Office of Intergovernmental Affairs

Room 118
Old Executive Office Building
Washington, DC 20500

John Vande Sand

Office of Inspector General
Department of Energy
Room 5B218

1G-312

Washington, DC 20585

Shannon Ferguson

Childrens Legal Defense Fund
1520 New Hampshire Avenue, NW
Washington, DC 20036



Florence Zeller

NAPA

1225 Connecticut Avenue, NW
Washington, DC 20036

Al Lundberg

Office of Administrative Management

Region X

Human Development Service

US Department of Health and Human Services
1321 2nd Avenue, Mail Stop 721

Seattle, WA 98101

Daniel Varin, Chief

Rhode Island Statewide Planning Program
265 Melrose Street

Providence, RI 02907

Ellis Fitzpatrick

Audit Investigations

Massachusetts State Department of Manpower
Development

150 Causeway Street

Boston, MA 02114
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Meredith Williams

Deputy Legislative Auditor
Suite 301

Mills Building

Topeka, KS 66612

James Mallory

Deputy Director/Director of Training
National Association of State Budget Officers
Suite 328

444 North Capitol Street

Washington, DC 20001

Bob Hadley

Supervisory Auditor
General Accounting Office
Room 3350

441 G Street, NW
Washington, DC 20548

Thorton J. Parker, 111

Management Analyst

Office of Management and Budget
Room 5217

New Executive Office Building

17th and Pennsylvania Avenue, NW
Washington, DC 20503
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Appendix 2

RESPONSES TO LOCAL QUESTIONNAIRE BY SUBRECIPIENTS OF TITLE Ill GRANTS*

information
Received

Washington, DC,
Homemaker Health
Aid Service,
National Capital
Area United Way

Norfolk, VA,
Norfolk Senior
Center, Inc.

Madison, W|,
Dane County
program on Aging

Shawano, WI,
Shawano County
Office on Aging

Milwaukee, WI,
Eldercare Line

Cambridge, MA,
Cambridge/
Someville Legal
Services, Inc.

Lowell, MA,
Merrimac Valley
Legal Services

Northampton, MA,
Western
Massachusetts
Legal Services

Guidance Manual
Received—From
Whom?

No specific manual.
Have not heard of
Office of Human
Development, but
manual “‘may be
around here
somewhere.”

Received copy of
Federal Register,
HHS, May 1980.
Understand it to be
the most recent
regulations for Title
i, XX funds.
Haven’t time to read
it yet. Low priority
unless someone
available to answer
questions. Other-
wise, don’t know if
requirements stem
from federal, state,
or local ordinances.

Received guidance
manual and Contract
Administration
Handbook for Aging
Programs in Wiscon-
sin from Department
of Health and Social
Services, Bureau on
Aging, April 1, 1980.

Contract Administra-
tion Handbook for
Aging Programs in
Wisconsin received,
including HHS, 45
CFR 74.

No state or federal
manual. Fiscal
policies and pro-
cedures from
county. Most infor-
mation included in
contract.

No printed manual.
Verbal instructions
from previous ad-
ministrator. Annual
contract has de-
tailed instructions,

No guidance
manual. Instructions
sent with monthly
cost control state-
ment and conditions
are written into con-
tract.

No manual. Internal
management system
for Legal Services
satisfies Home Care
Corp.

Percentage of
Federal/State Funds
Received—For What
Purposes?

Money for all of our
19 contracts comes
from a variety of
separate sources
and percentage of
federal funds in-
volved varies.
Receive Title IH
grants from Fairfax,
Arlington, DC,
Prince Georges
County, occasionally
Montgomery County
and Alexandria.
From Fairfax Coun-
ty, Title Hl money
consists of county
budget allocation,
United Way con-
tribution. Part
federal in county
share.

Understanding is
that Title Il money
matched locally with
portion coming from
federal government.
SEVAMP (areawide
agency) divides
money up—we're
not involved with ci-
ty council. Total
budget goals
$93,655 + $7,000 in
subsequent awards.
70% of that is
federal money.

$142,000 Title il
money. Not aware of
what percentage is
federal/state money.
Get funding for Title
1 B, C (nutrition),
state senior pro-
gram, and transpor-
tation.

Receive $227,921 in
Title 11l B & C 1 and
2 money. Funds
senior center, food
nutrition program,
and home health
care. Provide part of
services to county,
also contract out to
nonprofits with Title
Il B money. $9,875
is state money—the
rest is federal
money. County
match is inkind. Ser-
vice providers put
up own match.

90% federal money,
10% county money.
Title 1l allotment
equals $180,000.

All funds received
from area agency
are federal, but
figure represents
only 50% of what it

costs to provide ser-

vices. Percentage
has decreased. 20%
inkind required from

Legal Services Corp.

75% federal money
from area agency.
25% inkind match
required from
agency. Purposes
for which grant can
be used spelled out
in contract and dur-
ing negotiations.

All funds from area
agencies are federal
in origin. Grants for
Legal Services for
Etderly (Title I14)
average 40% of cost
of services provided.
Highland Valley
pays higher than
most at 60%. Legal
Services required to
pay inkind services.

Additional Instruc-
tions Received—
Form and
Substance?

Spent considerable
time negotiating
process with Fairfax
County. Able to
negotiate contract
fairly easily. Budget
consists of $20,000
from Fairfax County,
$16,000 from client
contributions, and
$16,000 from the
United Way.

No, we don’t receive
additional instruc-
tions. If we have
questions, ask
SEVAMP (areawide
agency). Still do not
know if reimburse-
ment for purchase
of certain equipment
or personnel expen-
ditures is possible.
Wish there were

Not reaily.

Areawide office
calls us periodically
for information.

Go down to county
offices twice a week
to gather informa-
tion or to get some-
thing explained.

Billing forms in-
clude instructions.

No.

Fiscal officer from
Pleasant Valley
checked first year
on recording pro-
cedures. No formal
checkup since then.
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more instructions
because as it is
now, things are over-
looked.

Updates:

a. How Often?

b. Type?

c. Time in which to
comply?

No problem—no real
written guidance. No
major changes or
updates.

Not often enough.
Don’t hear on a
regular basis. No
group meetings.
Hear of my mistakes
after | fill out forms.
Occasionally, find
out by going
through previous
directors’ files.
Otherwise, no ex-
planation.

Only one update—
the new manual.
Material not re-
ceived until May
although we must
start planning in
March.

New guidance
manual just issued.
No updates but
guidance changes to
often—every year.
Wish they woulid
leave it the same.

Every 3-4 years. No
problems.

No change in.two
years.

No real changes

Forms have changed
from time to time,
but no real dif-
ficulties in making
adjustments.

a. Requests For
Fiscal Informa-
tion in Addition
to Formal Ones?

b. Overlap Between
Program and
Fiscal Informa-.
tion?

Generally does not
happen. DC recently
sent us a lengthy
manual on how to
audit even though
present audit more
than satisfactory.

Occasional requests
for information—
usually by phone.
Fiscal information
required each
month, each quarter,
and in the annual
plan.

a. Receive guidance
from the county.
All procedures
for various pro-
grams incor-
porated into
county form. This
incorporation pro-
cedure very dif-
ficult. Usually
changes direc-
tion of program
focus after we
receive county
plan. Try to incor-
porate informa-
tion for state into
one form and
keep it up here.

b. No program and
fiscal overlap.

a. Nothing above
and beyond coun-
ty plan, standard
requirements.

b. Extensive infor-
mation in the
fiscal area in
county plan.

Occasionally re-
quested to prepare a
nine-month work-
sheet. Budget infor-
mation that is easy
to prepare.

No, except when
negotiating for new
contract. Legal Ser-
vices initiated exten-
sive overview of ex-
penses. Not re-
quired by Home
Care Corp.

a. Request from

area agency on
the amount of
time that area
agency attorney
has spent in
Haverhill vs.
Lawrence.

b. No. Agency has

strong position
on guarding
client informa-
tion.

a. Home Care
auditors have
asked for infor-
mation.

b. No.

Problems Respond-
ing to Any Guidance
Received?

Problem is not with
any specific piece of
guidance. It's going
thru the process
mentioned above for
19 separate con-
tracts. Time con-
suming. Ail use dif-
ferent forms. Want
information in
slightly different
fashion or a slightly
different nature.
Problem is aiso
meeting their
budget cycie,
January-December.
Ours is June-July.

Forms need more
adequate space on
them. Too small.
Don't like the
monthly report.
Think it's possible
to come up with
something reflecting
more accurate data.
No one has a better
idea. Very difficult in
service organization
to itemize help and
assistance, par-
ticularly inkind ser-
vices.

Cannot hire a book-
keeper to fill out
forms. Not an allow-
able cost. The direc-
tor fills them out.
Process too com-
plicated to expiain.
Wishes they did not
have to be com-
pleted monthly.

Numerous problems
when supplement
2C money arrived
with no instructions.
Made it complicated
when it could be
simpler. Used to fill
out one sheet and
paper for state. Now
areawide agencies
have to fili out four
forms. Bookkeeper
couldn’t deal with
them. Expenditures
hidden; forms poorly
organized. Every
month have to tell
them who we serve
although it rarely
changes. Amend-
ment to county plan
was 28 pages. Unbe-
lievable amount of

No problems at all
with Title ill money.
Tremendous prob-
lems with guidance
and forms for Title
XX money.

No.

No.

Initially, yes. Six dif-
ferent forms from
four different area
agencies, all due by
the fifth of the
month. Basic infor-
mation is the same,
but all want at same
time on ditferent
forms with little
guidance available.
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Appendix 2 (Cont.)
RESPONSES TO LOCAL QUESTIONNAIRE BY SUBRECIPIENTS OF TITLE Il GRANTS*

Intormation
Received

Washington, DC,
Homemaker Health
Ald Service,
National Capital
Area United Way

Norfolk, VA,
Norfolk Senior
Center, Inc.

Madison, W|,
Dane County
program on Aging

Shawano, WI,
Shawano County
Office on Aging

Milwaukee, WI,
Eldercare Line

Cambridge, MA,
Cambridge/
Someville Legal
Services, Inc.

Lowell, MA,
Merrimac Valley
Legal Services

Northampton, MA,
Western
Massachusetts
Legal Services

paperwork because
we receive addi-
tional funds. Why do
we have to fill out
30 pages. Trying to
prove need for the
existence of a pro-
gram that has prov-
en successtul for
five years? County
plan takes three
months to prepare;
150-200 pages. Must
submit separate
forms for each
category. Then reag-
gregate on different
forms quarterly.

Reasonableness of
information, Is It
Needed for Internal
Management?

Fairfax County form
reasonable. Problem
is timing again. We
bill after service pro-
vided. Don't close
our books until third
week of month.
Because Fairfax
needs information at
start of tollowing
month, our informa-
tion is often inac-
curate. Our internal
procedures for ag-
gregating this data
take a long time.
Homemakers fili out
one form, which is
submitted to social
worker, who in turn
aggregates it for
numerous home-
makers. The social
worker then submits
it to fiscal officer.
This results in large
payroll lag for
homemakers.

To extent indicated
in #6, yes. But
would prefer to keep
it in different
fashion.

Not really. Everyone
is keeping informa-
tion they don’t need
or use. If | didn't
have to submit infor-
mation to areawide
agency, would keep
it for county, but not
in present cumber-
some forms. Would
organize the forms
differently and ag-
gregate data quarter-
ly. County board is
interested in who
pays the bill, not all
of the requirements
and what they mean.

Not reasonable. Too
much and too de-
tailed. In working on
our '81 plan; haven’t
received allocation
yet, but supposed to
have plan com-
pleted. Putting
together plan aiso
calls for commis-
sion to break up into
small groups and
assess current
needs. This is a
group of elderly
farmers trying to do
this. Would keep
this info but not in
the detail or amount
presently required.
Tremendous pro-
blem with different
budget cycles which
county clerks refuse
to acknowledge is
out of our control, If
we receive money
after our September
budget, have to pro-
cess it all over again
and pay the county
twice. Clerks do not
recognize grant

Yes. Would keep in-
formation anyway,
especially in terms
of ridership and
calls we can’t meet.

Yes. Form provided
sometimes differs
from agency needs.
Expense categories
are different and
cost accounting pro-
cedures not required
by Legal Services.

Yes. Information
would be collected
anyway.

Information is
reasonable, but why
are program and
cash reports due
every month? What
do they do with this
information? Would
not keep information
in the detail required
by different agen-
cies. Expenditures
are broken down in-
to budget categories
but the problem is
to separate out one
areawide agency's
services from
another.
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Appendix 3
Questionnarie #1

Federal Assistance Agencies

Program:
Title of Federal Guidance:
Person(s) Interviewed and Title(s):

Agency, Division Branch:
Address:

Phone:
Date:

Guidance Received (Information)

1.

2.

3.

Have you incorporated OMB Circular A-102 into your written guidance?
In what form was OMB Circular A-102 incorporated into your guidance?

Who played important roles in the incorporation of OMB Circular A-102 into your guidance? What was
OMB’s role in the process?

Do you find the circular useful in the fiscal management of program?

Do you receive fiscal guidance from departmental or legislative sources which conflicts with OMB Circular
A-102? If so, how does it conflict?

How do you learn about changes in federal circulars? Does this present any problems for you?

Guidance Received (Communication)

7.

8.

Do you understand OMB Circular A-102? Is it clear and simple?

What areas are ambiguous and unclear?
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9.

Have you sought or did you receive any assistance in understanding OMB’s requirements? If so, from

whom?

Guidance Received (Enforcement/Compliance)

10.

11.

12.

13.

Do you receive fiscal guidance from Congress, OMB, and the departmental level in time to prepare the
guidance for program?

Do you receive changes and updates to Circular A-102 in time to incorporate them into your guidance?

Have you ever requested a waiver to OMB Circular A-102? If so, what did you request the waiver for? Was
it granted?

Has OMB ever raised an issue with respect to your compliance with OMB Circular A-102?

Guidance Issued (Information)

1.

2.

3.

10.

Are you familiar with the term ‘‘flow-through’’? If yes, what does it mean to you?
Who did you consult in preparing your guidance manual? What method did you use to consult them?

Do the provisions in your guidance manual include the following information?

YES NO

a) Retention of records for three years

b) Payments will be received within 30 days of request

¢) Method of payment will be determined in accordance with OMB Circular A-
102 :

d) Recipients will spend funds secured by letter of credit within three days

€) Cost principles are determined by Circular 74-4

f) Audits are conducted usually annually, but not less frequently than every two
years

g) Audits are conducted according to generally accepted auditing standards

h) Final report will be submitted within 90 days of end of grant

Does your guidance make clear which of these provisions flow through to recipients of state agency grants?
In what instances should a state agency apply for an indirect cost rate based on Circular 74-4?

In what instances should the state agency award funds using the provisions in Attachment O of OMB Cir-
cular A-102?

When should the state agency use the advance method of payment to recipients?

What resources (time and staff hours) are required to prepare the fiscal guidance for
program?

Do you require financial information during the application, monitoring, or evaluation phases of a grant?
Do you request fiscal information that is not required by OMB or Congress? By what method(s) do you re-

quest this information? Why do you request it?
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11.

12.

13.

Do you require program and financial information separately?

Approximately how often do you update or change guidance for the
program? What method do you use to update or change the guidance?

Who do you consult when you are making changes or additions to the guidance? By what method do you
consult them?

Guidance Issued (Communication)

14.

15.

16.

17.

18.

19.

In your opinion is this reasonable information to expect?
Why do you require the information?

How do you use the information?

Is it passed on to any other federal office? If so, to whom?

Does your program provide technical assistance to recipients of your awards? If not, do you require that
they obtain outside help?

To what extent are the federal regional offices involved in guidance for issuing, interpreting, or changing
the
program?

Guidance Issued (Enforcement/Compliance)

20.

21.

22.

23,

24,

25.

26.

27.

28.

29.

30.

How many grants have you awarded to Virginia, Wisconsin, and Massachusetts under
program?

What form(s) do you require the state agency to submit in applying for a grant? (Copies, if available.)
What form(s) do you require them to submit during the administration of a grant? (Copies, if available.)

What form(s) do you require from subrecipients of awards made under
program? (Copies, if available.)

How often are the state agencies required to submit the forms?

In general, how much time is allowed state agencies to provide the information required as a result of
changes or additions to guidance?

Do you collect information from state agencies on a cash or accrual basis? Does this present any problems?
How many people do you have to review the financial reports that you receive?

By what method do you make payment to state agencies under the
program?

(If advance or RDO letter of credit) How long does it take for request for payment to be approved?

What form(s) do you require state agencies to submit to make request for payment?
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31.

32.

33.

34.

35.

36.

37.

38.

39.

Do you follow federal audit schedules in performing audits on your recipients? If not, why?
Does your audit request program as well as fiscal information?

On the average, how many people are necessary to audit a state assistance agency? How long does an audit
for this program take?

Do you coliect information that gives your office audit capability without onsite review?

Do you receive complaints from recipients and subrecipients attempting to comply with financial guidelines
for this program? If so, what are some examples?

In your view, are the complaints legitimate? If not, why not?

If there is noncompliance with federal financial requirements, what steps do you take to ensure com-
pliance?

Is it possible to ensure compliance using these steps?

Have you ever suspended or terminated a grant if a recipient has failed to comply with federal financial
requirements?
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Questionnaire #2

State Assistance Agencies

Program:
Title of Federal Guidance:
Person(s) Interviewed and Title(s):

Agency, Committee, etc.:
Address:

Phone:
Date:

Guidance Received (Information)

I.

What written guidance have you received from the federal agency regarding fiscal management of the _____
program?

From whom did you receive the guidance?

. Was this written guidance accompanied by a memorandum, phone call, or personal visit by agency person-

nel?
How often is the guidance updated and do you receive the revisions in time to comply with them?

Do you receive requests for fiscal information in addition to the requirements in the formal federal
guidance? If so, in what form are these requests issued?

Are there difficulties in responding to these requests? If so, why?

Do you receive financial guidance from the state which conflicts with the federal guidance? If so, how does
it conflict?

What is the nature of the fiscal guidance you receive from the state?

In your opinion, is the information required by the state reasonable and necessary?
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10.

1.

12.

What resources (time and staff hours) are used to meet state and federal fiscal requirements?
Have you ever been asked to provide fiscal information when you are meeting program requirements?

If so, did this occur during the program application, reporting, or evaluation phase of the project?

Guidance Received (Communication)

13.

14.

15.

16.

17.

18.

Do you feel that you have been adequately informed concerning your fiscal responsibilities under the
grant?

Do you understand the guidance? Is it clear and simple?
What areas are ambiguous and unclear?

Have you sought or did you receive any assistance in complying with the federal requirements? If so, from
whom?

What roles do the regional office and the federal agency play in providing technical assistance?

Have you ever received guidance from one source that was later contradicted or overruled by another? If
s0, how?

Guidance Received (Compliance and Enforcement)

19.

20.

21.

22,
23.

24,

25.

26.

27.

28.

29.

30.

What form(s) do you have to submit to the federal agency in applying for a grant (copies if available)? In
your opinion, are these reasonable forms to have to complete for the federal agency?

How long do you retain your financial records other than those concerning payroll expenditures?

By what method of payment do you receive your funds from the federal government?

a) (if advance) What kind of information is required to receive money from the federal agency in advance?
b) if letter of credit, what amount and type of information is needed in order to receive money under a let-

ter of credit?

How often are you required to submit information to the federal agency?
How long does it take for your request to be approved?

Approximately how many déys does it take for you to receive the money?

(If letter of credit) Does the federal agency impose a 3-day limitation on drawdowns? Does this present
problems for your agency?

How is your accounting system set up?

Does the federal agency or federal regional office require information on a cash or accrual basis?
Does this present problems for you?

On what basis is the indirect cost rate for this program negotiated?

Do you feel that the percentage for reimbursement for indirect cost for this program is fair?
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31.

32.

How often is the agency audited? By whom?

When do you have to submit a final report to the federal agency for this program?

Guidance Issued (Information)

1.

2.

Are your familiar with the term ‘‘flow-through’’? If yes, what does it mean to you?

In preparing financial guidelines for recipients of this program, do you have to meet state requirements that
are different from those imposed by the federal government?

Do you require financial information during the program application, monitoring, or evaluation process?

Does the agency ask for information that is required by neither the federal government nor state govern-
ment? Why?

Do you require program and financial information separately?

Do the provisions in the state guidance include the following information?
YES NO

a) Retention of records for three years

b) Payments will be received within 30 days of request

¢) Method of payment will be determined in accordance with OMB Circular
A-102

d) Recipients will spend funds secured by letter of credit within three days

e) Cost principles are determined by Circular 74-4

f) Audits are conducted usually annually, but not less frequently than every two
years

g) Audits are conducted according to generally accepted auditing standards

h) Final report will be submitted within 90 days of end of grant

Guidance Issued (Communication)

7.

8.

9.

10.

11

12.

In your opinion is this reasonable information to expect?

Why do you require the information?

How do you use the information?

Is it passed on to any other state or federal office? If so, to whom?

How many people do you have to prepare the financial guidelines for this program?

Does your program provide technical assistance to recipients of your awards? If not, do you require that
they obtain outside help?

Guidance Issued (Enforcement and Compliance)

13.

By what method do you make payments to recipients?

a) If letter of credit, what type of information do you require?

b) If advance or reimbursement, what type of information do you require in the billing? How often do you
require financial reporting? How many copies of the information do you require?
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14,

15.

16.

17.

18.

19.

20.

21,

22.

23.

Is it necessary information for the proper management of your program?

How many people do you have to review the financial reports that you receive?

Do you collect information from recipients on a cash or accrual basis? Does this present any problems?
Do you follow federal and state audit schedules in performing audits on your recipients? If not, why?
Do you collect information that gives the state agency audit capability without onsite review?

Do you receive complaints from recipients attempting to comply with financial guidelines for this program?
If so, what are some examples?

In your view are the complaints legitimate? If not, why not?
If there is noncompliance with federal financial requirements what steps do you take to ensure compliance?
Is it possible to ensure compliance using these steps?

Have you ever suspended or terminated a grant if a recipient has failed to comply with federal financial re-
quirements?
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Questionnaire #3

Local Assistance Agencies

Program:
Person(s) Interviewed and Title(s):

Address:

Phone:
Date:

Information

1.

Are you aware of the percentage of federal funds and state funds in grants you receive for (Community
Development, Outdoor Recreation, Aging programs)? If so, for what purposes are you supposed to spend
the federal money?

Have you received a guidance manual for the fiscal management of the
program?

Have you received other instructions by memorandum, phone call, or personal visit by state agency person-
nel?

How often is the guidance updated and do you receive the revisions in time to comply with them?

Do you receive requests for fiscal information in addition to the requirements in the formal state guidance?
If so, in what form are these requests issued?

Do you have problems responding to any of the guidance you receive? If so, please specify.

Have you ever been asked to provide fiscal information when you are meeting program requirements? If so,
what are some examples of this?

In your opinion, is the information required by the state reasonable and necessary?

Do you need this information for your own management needs? If not, what are some examples of infor-
mation you submit that you feel is unnecessary?
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10. Do requests for fiscal information differ widely from state agency to state agency?

11. Does this cause problems for you?

12. Would it be useful for state agencies to require this information in similar forms?

13. What resources (time and staff hours) are used to meet state and federal fiscal requirements?

Communication

14. Do you feel that you have been adequately informed concerning you fiscal responsibilities under the
program?

15. Do you understand the guidance? Is it clear and simple?

16. What areas are ambiguous and unclear?

17. Have you sought or did you receive any assistance in complying with the state requirements? If so, from
whom?

18. Have you ever received guidance from one source that was later contradicted or overruled by another? If

5o, how?

Compliance and Enforcement

19.

20.

21.

22.

23.

24,

25.

26.

27.

28.

29.

30.

31.

On what basis is your accounting system set up?
What form(s) do you have to submit to the state agency in applying for a grant (copies if available)?
What form(s) do you have to submit to the state agency during the administration of a grant?

Is the time frame in which you are required to prepare the forms for the state reasonable and is the data
required in the forms reasonable and necessary?

How many copies of the forms are you required to submit to the state agency?

How long does it take you to receive payment following submission of your request?
How long do you retain your financial records?

Does the state agency require information on a cash or accrual basis?

Does this present problems for you?

On what basis is the indirect cost rate for this program negotiated?

Do you feel that the percentage for reimbursement for indirect cost rate is fail?

How often is the agency audited? By whom?

When do you have to submit a final report to the state agency for this program?
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10.

11.

12.

Questionnaire #4

Legislative and Executive Role
in the Fiscal Management
of Federal Programs

To what degree are the legislative and executive branches involved in the receipt and management of federal
money?

What are the specific duties of the legislative and executive branches in tracking federal money coming into
the state?

What type of accounting system is used by the state to identify and keep track of federal vs. state money?
To what extent do the legislature and executive branch coordinate fiscal information on federal grants?

What office serves as the A-95 clearinghouse? Approximately what percent of federal money is identified
through the A-95 process in the state?

What processes do the state agencies have to go through at the state level to apply for federal funds?

Is there an agency that has the responsibility for issuing uniform fiscal management requirements for state
agencies and local governments?

If so, what type of guidance has this agency issued?

Does the guidance incorporate OMB Circular A-102? If so, what parts of the circular are included in the
guidance?

What is the view of OMB Circular A-102 as a valuable fiscal management tool?
What are the state requirements for audits of state agencies and local governments?

How are they enforced?
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Allowable Costs—*‘Allowability of costs under
federal grants includes direct and indirect costs alloc-
able to the grant less applicable credits. . . . Many
federal grantor agencies have accepted the definition
of allowable costs as including the direct and indirect
costs. . . . insofar as such costs are necessary and
related to the performance.””!

Circular A-102—Uniform Administrative Require-
ments for Grants-in-Aid to State and Local Govern-
ments. The first of OMB’s management circulars
written for the purpose of simplifying and stand-
ardizing federal management requirements. Issued in
1971, the circular established uniform standards in 15
administrative categories including application and
reporting forms, financial management, payment
methods and schedules, and audit requirements. In
1977, many of these requirements were extended to
any agency or organization receiving a subgrant
made with federal funds.

Codified Regulation—A term used to indicate that
the regulation is adopted word for word, or in
substance in the Code of Federal Regulations by the
assistance agency.

Contract—Whenever the principle purpose of the in-
strument is the acquisition, by purchase, lease, or
barter, of property or services for the direct benefit
or use of the federal government. (PL 95-224.)

Cooperative Agreement—*‘(a) the principal purpose
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Appendix 4

Glossary

of the relationship is the transfer of money, property,
services, or anything of value to the state or local go-
vernment or other recipient to accomplish a public
purpose of support or stimulation authorized by fed-
eral statute, rather than acquisition by purchase,
lease, or barter of property or services for the direct
benefit or use of the federal government; and (b) sub-
stantial involvement is anticipated between the
executive agency, acting for the federal government,
and the state or local government or other recipients
during performance of the contemplated activity.”’
(PL 95-224)

Direct Costs—‘‘are those that can be identified spe-
cifically with a particular cost objective. These costs
may be charged directly to grants, contracts, or other
programs against which costs are finally lodged.?

Federal Assistance Agencies—Departments and
agencies that administer assistance programs which
report to the President.?

Federal Grant and Cooperative Agreement Act of
1978(PL 95-224)—passed to clarify the definitions
and proper uses of grants, contracts, and cooperative
agreements in awarding federal funds.

Grant—*‘(1) the principal purpose of the relationship
is the transfer of money, property, services, or
anything of value to the state or local government or
other recipient in order to accomplish a public pur-
pose of support or stimulation authorized by federal



statute, rather than acquisition by purchase, lease, or
barter o1 property or services for the direct benefit or
use of the federal government; and (2) no substantial
involvement is anticipated between the executive
agency, acting for the federal government and the
state, or local government or other recipient during
performance of the contemplated activity.”” (PL
95-224)

Indirect Costs—*‘Indirect costs are (1) incurred for a
common or joint purpose benefiting more than one
project, grant, contract, or cost objective and (2) not
readily assignable to the cost objectives specifically
benefited without an effort that is disproportionate
to the results.””*

Local Government Jurisdiction—The term ‘‘means a
local unit of government including specifically a
county, municipality, city, town, township, local
public authority, school district, special district, in-
trastate district, council of governments, sponsor
group representative organization. .. and other
regional or interstate government entity, or any agen-
cy or instrumentality of a local government exclusive
of institutions of higher education and hospitals.’’’

Modified Regulation—A term used to indicate that
parts of the regulation are adopted while others are
changed, added to, or eliminated.

Office of Management and Budget—The Office of
Management and Budget was established by EO
11541 on July 1, 1970. As an executive agency, OMB
carries out its delegated functions under the direction

of the President. Some of OMB’s functions include
reviewing the organizational structure and manage-
ment procedures of the executive branch; developing
information systems to provide the President with
program performance data; conducting evaluation
efforts to assess program objectives, performance
and efficiency; and keeping the President informed
on the progress of activities in the government agen-
cies.

Pass through—In this study pass-through funding is
that money whose federal source may still be iden-
tified after passing through the states to local reci-
pients. Circular A-102 is intended fo accompany
many of the grants that by federal law or by state
discretion may pass through to local jurisdictions.
Since the interest of this study is in the fiscal manage-
ment of these funds, the ability to track both the
money and the regulations is the basis of the present
definition.

Total Costs—*“‘The total costs of a grant or contract
agreement is defined as the allowable direct and
allowable indirect costs, less any applicable credits.’’¢

Unallowable Costs—Those ‘‘costs and expenses
[that] cannot be accepted as valid or allowable
charges to federal grants. The more common allowed
costs or expenses include advertising, bad debts, con-
tingencies, contributions and donations, entertain-
ment, fines and penalties, government official’s ex-
pense [salaries and expenses of the office of the
governor of a state or the chief executive of a
political subdivision], interest and other financial
costs, legislation expenses, and underrecovery of
costs or losses under grant agreements.”’’

FOOTNOTES

' American Institute of Certified Public Accountants, Federal
Grants-In-Aid: Accounting and Auditing Practices, New York,
NY, American Institute of Certified Public Accountants, 1977,
pp. 102-03. Definition of allowable costs taken from this
publication because the definition in FMC 74-4 is too lengthy
for purposes of a glossary.

? General Services Administration, Office of Federal Manage-
ment Policy, Federal Management Circular FMC 74-4: Cost
Principles Applicable to Grants and Contracts with State and
Local Governments, Washington, DC, General Services Ad-
ministration, July 1974, p. 4.
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3 Office of Management and Budget, Managing Federal
Assistance in the 1980’s, Washington, DC, Office of Manage-
ment and Budget, August.1979, p. 37.

¢ General Services Administration, Office of Federal Manage-
ment Policy, Federal Management Circular FMC 74-4: Cost
Principles Applicable to Grants and Contracts with State and
Local Governments, General Services Administration,
Washington, DC, July, 1974, p. S.

* Office of Management and Budget, Circular A-102: Uniform
Administrative Requirements for Grants-In-Aid to State and
Local Governments, Washington, DC, U.S. Government Print-
ing Office, 1979, p. 45829

¢ American Institute of Certified Public Accountants, p. 97

? Ibid., pp. 103-04.

% U.S. GOVERNMENT PRINTING OFFICE: 1981 —341-857:1004









What is ACIR

The Advisory Commission on Intergovernmental
Relations (ACIR) was created by the Congress in
1959 to monitor the operation of the American
federal system and to recommend improvements.
ACIR is a permanent national bipartisan body
representing the executive and legislative
branches of Federal, state, and local govern-
ment and the public.

The Commission is composed of 26 members—
nine representing the Federal government, 14
representing state and local government, and
three representing the public. The President ap-
points 20—three private citizens and three Fed-
eral executive officials directly and four gover-
nors, three state legislators, four mayors, and
three elected county officials from slates nom-
inated by the National Governors’' Association,
the National Conference of State Legislatures,
the National League of Cities/U.S. Conference
of Mayors, and the National Association of
Counties. The three Senators are chosen by
the President of the Senate and the three Con-
gressmen by the Speaker of the House.

Each Commission member serves a two year term
and may be reappointed.

As a continuing body, the Commission ap-
proaches its work by addressing itself to specific
issues and problems, the resolution of which
would produce improved cooperation among the
ievels of government and more .effective func-
tioning of the federal system. In addition to deal-
ing with the all important functional and structural
relationships among the various governments,
the Commission has also extensively studied criti-
cal stresses currently being placed on traditional
governmental taxing practices. One of the long
range efforts of the Commission has been to seek
ways to improve Federal, state, and local govern-
mental taxing practices and policies to achieve
equitable allocation of resources, increased
efficiency in collection and administration, and
reduced compliance burdens upon the taxpayers.

Studies undertaken by the Commission have dealt
with subjects as diverse as transportation and as
specific as state taxation of out-of-state deposi-
tories; as wide ranging as substate regionalism
to the more specialized issue of local revenue
diversification. In selecting items for the work
program, the Commission considers the reiative
importance and urgency of the problem, its man-
ageability from the point of view of finances and
staff available to ACIR and the extent to which
the Commission can make a fruitful contribution
toward the solution of the problem.

After selecting specific intergovernmental issues
for investigation, ACIR follows a muitistep pro-
cedure that assures review and comment by rep-
resentatives of all points of view, all affected
levels of government, technical experts, and
interested groups. The Commission then debates
each issue and formulates its policy position.
Commission findings and recommendations are
pubiished and draft bills and executive orders
developed to assist in implementing ACIR
policies.
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