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This revised Audit Resolution Policy supersedes the Audit Resolution Policy issued by Division of Purchased Services (DPS) on 1/1/98 and provides policy and procedures for use by Departments and Contractors to address the findings and recommendations in independent auditor’s reports issued in accordance with Generally Accepted Government Auditing Standards (GAGAS) where follow-up is necessary.   This revised policy is issued to address changes resulting from the issuance of AICPA Statement on Auditing Standards (SAS) No. 112 “Communicating Internal Control Related Matters Identified in an Audit” effective for audits of financial statements for periods ending on or after December 15, 2006.  

This policy is issued pursuant to 808 CMR 1.04(10), which requires the Operational Services Division (formerly DPS) to maintain an audit resolution policy for audits of Contractors delivering human and social services and Contractors operating M.G.L. c.71B programs. For both Contractors and Departments, these audits serve as an important feedback mechanism on the management and financial operation of government funded programs.  Audit resolution, thus, becomes a vital management tool to strengthen not only individual programs and agencies, but the entire Purchase-of-Service (POS) system.  Departments are expected to assign a high priority to the resolution of audit recommendations and to corrective action related to findings contained in GAGAS independent auditor’s reports.  OMB Circular A-133 audits must be resolved in accordance with the additional provisions of OMB Circular A-133 as amended.

AUDIT RESOLUTION SYSTEM

The system that Departments establish for audit resolution and corrective action must meet the standards listed below:

Department Audit Resolution System
1. Manager:  A senior level official of the purchasing Department must be appointed to manage the system established for audit resolution and corrective actions.

2. Management Decisions:  Department management decisions must entail an evaluation of the audit findings and corrective action plan and the issuance of a written decision as to what corrective action is necessary.

3. Lead Agency:  Resolution and corrective action on recommendations involving more than one purchasing Department must be resolved and coordinated by the principal purchasing agency (PPA) as designated by the applicable Secretariat.

4. Communication:  Purchasing Departments or principal purchasing agencies, as applicable, must provide a copy of the administrative agreement containing the corrective action plan and management decisions to OSD and the appropriate Secretariat.

5. Referrals:  The Department is responsible for referring audit findings not subject to Department oversight responsibility to appropriate oversight entities.

Corrective Action Plan (CAP) Requirements 
1. Written Plan:  At the completion of the Uniform Financial Statements and Independent Auditor’s Report (UFR) and/or the OMB Circular A-133 audit, the Contractor shall prepare a written corrective action plan to be submitted together with the audit.  Written corrective action plans must be prepared and submitted by the Contractor after it receives a final audit report issued by the Office of the State Auditor (OSA) or by a Department contracted auditor.  

2. Content:   The corrective action plans must address all audit findings included in each of the independent auditor’s reports issued by the Office of the State Auditor or issued in accordance with OMB Circular A-133.   For non A-133 UFRs and Department contracted audits, OSD recommends that the corrective action plan address all audit findings as well; however, it is mandatory only for material non-compliance findings and reportable condition internal control findings (which includes material weaknesses).  Immaterial non-compliance findings and non-reportable internal control findings are normally disclosed in a management letter but may also or instead be reported in GAGAS independent auditor’s reports.   When such findings are included in the auditor’s report, they must be included in the CAP for A-133 or SAO audits and are encouraged to be included for non-A-133 audits. See the charts below for guidance. 

 Financial Statement Audits for Periods Ending Prior to 12/15/2006 use:  
	
	                       Audit Findings Which Require Resolution 

	
	Compliance Report
	Internal Control Report
	Management Letter

	Types of Audits
	M = Material Non-   compliance

IM = Immaterial Non-compliance
	R = Reportable Condition 

MW = Material Weakness 

NR = Non-reportable Condition
	IM = Immaterial Non-compliance

NR = Non-reportable conditions

	A-133
	All
	All
	None

	SAO
	All
	All
	None

	UFR and other non A-133
	M

(IM -  recommended)
	R and MW

(NR - recommended)
	None


Financial Statement Audits for Periods Ending On or After 12/15/2006 use:  

	
	                       Audit Findings Which Require Resolution 

	
	Compliance Report
	Internal Control Report
	Management Letter

	Types of Audits
	M = Material Non-   compliance

IM = Immaterial Non-compliance
	SD = Significant Deficiency 

MW = Material Weakness 

NM = Not Material
	IM = Immaterial Non-compliance



	A-133
	All
	All
	None

	SAO
	All
	All
	None

	UFR and other non A-133
	M

(IM -  recommended)
	SD and MW


	None


3. Format:  Corrective action plans shall identify the findings, deficiencies, uncorrected prior audit findings and reference numbers utilized by the independent auditor to identify the findings.  Corrective actions to be taken, along with specified action dates, must be identified in the corrective action plan and approved by the Contractor’s board of directors.

Department Management Decisions

1. Requirements:  Department management decisions and corrective actions must be consistent with law, regulations, contract terms and conditions and policies established by the Department, Secretariat, OSD, the federal government and other oversight entities as applicable.  Written justification supported by sufficient, competent and relevant evidence must account for the legal basis for any decisions not agreeing with the independent auditor’s findings and recommendations.  Evidence that was not available for review by the independent auditor during the field work stage of the audit and which the auditor indicated may be relevant to the audit findings, may be reviewed and utilized for making management decisions.  However, evidence that was available but not furnished to the auditor as requested by the auditor during the field work stage of the audit may not be reviewed or considered in making management decisions.

2. Legal Review:  Management decisions not to collect funds in whole or in part related to non-reimbursable cost overpayments (Questioned Costs) and cost reimbursement contract overpayments must be reviewed by the legal counsel of the purchasing Department, the applicable Secretariat and OSD’s audit and legal staff for appropriateness.  Decisions not to collect these funds and to write them off as Commonwealth bad debts must be authorized by OSD, the applicable Secretariat, Office of the Comptroller, applicable federal cognizant and oversight agencies as appropriate.

3. Corrective Action Plan:  The corrective action plan and purchasing Department management decisions must incorporate an agreement signed by the authorized signatory of the Contractor and the purchasing Department or the principal purchasing agency’s representative, as applicable.

4. Oversight Response:  Federal cognizant and oversight agencies, OSD and the appropriate Secretariat may review written corrective action plans and management decisions and issue additional management decisions that include further actions necessary to correct deficiencies and resolve audit findings.

Timelines  
1. Initiation of audit resolution:  The Department must require prompt resolution and corrective action on audit recommendations.  The Department must issue a management decision on audit findings within six months after receipt of the Contractor’s audit report and corrective action plan, and ensure that the Contractor takes appropriate and timely corrective action.  Corrective action should proceed as rapidly as possible.

2. Department process:  The purchasing Department must provide a means to ensure timely responses to the independent auditor’s reports if Contractor responses have not been incorporated into the independent auditor’s reports.  The process must provide sufficient time to permit resolution to take place within the six-month period.

3. Corrective Action:  Corrective actions should be accomplished within a reasonable period of time and generally prior to the termination of the contract and federal award related to the finding.  Departments must take all actions necessary to ensure that corrective actions are accomplished, whenever possible, prior to the termination of all contracts and agreements or federal awards with the Contractor.

Purchasing Departments are expected to place a high priority on audit resolution and to complete the process quickly.  Contractors are expected to cooperate with audit resolution efforts to initiate corrective actions.  Independent auditors are responsible for follow-up on audit findings and corrective actions.  Disagreements between Departments, Contractors and independent auditors are to be resolved by OSD.  Questions concerning any aspect of the OSD Audit Resolution policy may be directed to the Director of Audit at 617-720-3373.
AUDIT RESOLUTION STANDARDS 
A.
Non-Performance
Non-performance under contracts means services were not delivered or the services that were delivered did not meet standards established by the purchasing Department in the contract.  In the event of non-performance, recovery of funds is appropriate.  Depending on the circumstances and severity of the problem, Departments may also need to consider reduction or termination of contracts, debarment or other legal remedies.  Once a determination of non-performance is made, the focus should be on the manner of resolution which is most appropriate under the circumstances and, if not already determined, the value of services which were not rendered.

B.
Fraudulent Billing
All reimbursements to a Contractor which have been determined to be supported by fraudulent documentation will be disallowed.  Funds fraudulently acquired must be promptly recovered in full and returned to the Commonwealth.  All such cases will be referred to the offices of the State Auditor, the Attorney General, and the Inspector General and, if federal funds are involved, to the appropriate federal Inspector General and U.S. Attorney.

C.
Undocumented Reimbursement

Under all contracts (regardless of the reimbursement mechanism), Contractors must maintain appropriate documentation of actual reimbursable operating costs, revenues, service provision and performance attained in accordance with the requirements established by federal and state regulations and laws, terms of the contract, Division of Health Care Finance and Policy regulations (if applicable), and the policies of the purchasing Department.  When there is a determination that there was a failure to maintain adequate and appropriate documentation, depending upon the circumstances, resolution may occur through recovery of funds or a rate adjustment.  For instance, undocumented costs are considered non-reimbursable costs pursuant to 808 CMR 1.05 (26), Undocumented Expenses, and they are normally subject to recoupment unless alternative evidence is produced to substantiate that the costs were actually incurred.  In the case of non cost reimbursement contracts, other evidence, in the form of credible and convincing alternative documentation, that the services in question were actually provided and the type and amount of costs were actually incurred during the contract period will be considered.  In such cases, however, in order to prevent re-occurrence of recordkeeping deficiencies in subsequent years, a satisfactory, written resolution of all such audit determinations must have been reached.

D.
Non-Reimbursable Expenses
Under all contracts, reimbursement to Contractors is permitted only for actual reimbursable operating costs incurred (as defined in 808 CMR 1.02) for the contract, based on  terms of the contract, Division of Health Care Finance and Policy requirements, and/or purchasing Department requirements.  Non-reimbursable costs (as defined in 808 CMR 1.05) that are defrayed using Commonwealth funds and offsetting revenue (intended for use in defraying reimbursable costs), as designated in the contract or as required by 808 CMR 1.00 or OMB Circular A-110 (program income as applicable), are subject to recovery through recoupment, delivery of in-kind services or rate adjustment, in accordance with 808 CMR 1.05.  In-kind services furnished by the Contractor in lieu of recoupment or rate adjustment must result in the Contractor incurring additional program costs equal to the value of the non-reimbursable costs.  In addition, in-kind service costs must be defrayed with funds other than Commonwealth funds and offsetting revenue, as designated in the contract or as required by 808 CMR 1.00 or OMB Circular A-110 (program income as applicable).  In-kind services may only be delivered to eligible clients of the Department.

E.
Billing Errors
Errors in invoices submitted to the Commonwealth for reimbursement, which do not constitute fraud, will be referred to the purchasing Department to be rectified in the most appropriate manner possible under the circumstances.

F.
Under-utilization of Staffing Resources

This provision is intended to be utilized when there are indications that staffing may not have been provided as agreed upon in the original contract or amendment documents as needed to carry out the program of services.  For purposes of this section, emphasis should be placed upon the review of staff credentials and full-time equivalents (FTEs) provided.  Review of the cost of staffing shall take into consideration payroll, the cost of relief staff and consultants, compensated overtime performed by existing staff, related taxes, related benefits, and the like.  For purposes of resolving audit findings concerning reimbursement, a determination that any program or cost category for staff related spending was below 90 percent of the funds budgeted or allocated for staffing in the relevant contract, shall be referred to the purchasing Department for review of actual service delivery and quality levels.  Purchasing Departments are responsible for resolving the deficiency by determining if service delivery requirements, performance standards and/or minimum staffing or program standards have been met or need to be revised. 

G.
Over-billing in Cost Reimbursement Contracts
The provisions of MGL c.29, s. 22 and other state finance laws limit payments from the Commonwealth in the year funds were appropriated to the amount necessary to meet expenses incurred in that year.  Accordingly, all cost reimbursement contract payments from the Commonwealth that exceed expenses incurred by the Contractor in the year appropriated must be recovered.  Current state finance law limits methods of recovering surplus funds in cost reimbursement contracts to the establishment of a reasonable schedule of Contractor repayments to the Commonwealth.  In addition, when expenses are undocumented in cost reimbursement contracts, other evidence (in the form of alternate documentation) cannot be considered and recovery of funds is appropriate as a basis of resolution.
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