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Title 31—Money and Finance: Treasury 

CHAPTER I—MONETARY OFFICES. 
DEPARTMENT OF THE TREASURY 

PART 51—FISCAL ASSISTANCE TO STATE 
AND LOCAL GOVERNMENTS 

Fiscal Procedures and Auditing; Interim 
Regulations 

Notice Is hereby given that pursuant 
to the authority vested In the Secretary 
of the Treasury by the State and Local 
Fiscal Assistance Act of 1972 (the Reve¬ 
nue Sharing Act) as amended by the 
State and Local Fiscal Assistance 
Amendments of 1972 (31 U.S.C. 1221 et 
seq.) the Department of the Treasury 
hereby adopts the following interim reg¬ 
ulations In Part 51 of Subpart F of Title 
31, Code of Federal Regulations, which 
became effective November 18, 1975 (40 
FR 53355). Additional regulations will 
be issued at a future date to conform the 
remaining subparts In part 51 of Title 
31, Code of Federal Regulations, to the 
State and Local Fiscal Assistance 
Amendments of 1976. 

Regulations appearing in Subpart G, 
Proceedings for Reduction EntIUement, 
T^thholdlng or Repayment of Funds, 
niunbered §§ 51.80 to 51.105 are redesig¬ 
nated SS 51.200 to 51.225. 

Present § 51.70 of the regulations Is 
redesignated as § 51.100 and paragraph 
(b) of that section is amended to provide 
that a use, obligation, or appropriation 
of entitlement funds shall be consistent 
with the State or local law requiring a 
legislative enactment in ordinance or 
resolution form. Present § 51.70(d) (3) Is 
redesignated as § 51.100(d) (2) and is 
amended to elaborate upon the extent to 
which fiscal accounts must be main¬ 
tained to permit tracing of entitlement 
funds to a level of expenditure adequate 
to establish compliance with the pro¬ 
visions of the Act and regulations. A re¬ 
cipient government shtill either main¬ 
tain a separate set of fimd accounts, sep¬ 
arate bank account, or a memorandum 
record of voucher niunbers and amounts 
for entitlement fimds expended. Present 
S 51.70(d) (2) is rescinded. 

Present S 51.71 is redesignated as 
§51.101. Section 51.101(a) provides, in 
general, that each recipient government 
shall have an Independent audit of Its 
financial statements conducted in ac¬ 
cordance with generally accepted audit¬ 
ing standards at least once every three 
years for the entire three years. 

Section 51.101(b) d^nes "independ¬ 
ent audit” as an audit conducted by In¬ 
dependent public accoiuitants, or quali¬ 
fied accoimtants or examiners from a 
State agency, who have no Interest in 
the financial affairs of the government 
being audited. Where the audit of a local 
government, \mder State or local law, is 
made by a State official, or where the 
local government maintains a perma¬ 
nent auditing office responsible directly 
to the legislative branch, such audit 
shall be considered an Indepjendent audit. 

Section 51.101(c)(1) defines "gener¬ 
ally accepted auditing standards” as 
those auditing standards pronounced by 
the American Institute of Certified Pub¬ 
lic Accoimtants and incorporated in its 

Statements on Audit Procedures and as 
further included in summary form in 
the Standards for Audit of Governmen¬ 
tal Organizations. Programs, Activities, 
and Functions as re-issued in 1974 by the 
Comptroller General of the United 
States. 

Section 51.101 (d) and (e) and § 51.102 
set forth certain conditions under which 
the audit requirements imder the Act 
are not applicable. Section 51.101(d) 
provides that a recipient government 
may elect to have the audit requirements 
not applicable upon the filing of an as- 
siuance that its financial statements are 
audited by independent public account¬ 
ants or independent auditors, in accord¬ 
ance with State or local law, at least 
once every three years for the entire 
three years. 

Section 51.101(e) (2) provides that the 
audit requirements are automatically 
waived for recipient governments i^ch 
receive entitlements of less than $25,000 
unless such government is required to 
have an audit imder State or local law. 
Under § 51.102 the Director may waive 
the audit requirements when the recipi¬ 
ent government assures the Director 
that its accounts are unaudltable, and 
that such government Is making sub¬ 
stantial progress towards making its ac¬ 
counts auditable. Request for the waiver, 
I.e., notification to the Director that Its 
accounts are imaudltable, must be made 
by the recipient government on or before 
March 31, 1978. 

Section 51.103 provides that the Direc¬ 
tor may rely upon audits conducted by 
other Federal audit agencies pursuant 
to other Federal laws, provided such 
audits meet the requirements of § 51.101. 

Section 51.104 requires (pinions ren¬ 
dered with respect to audits to be made 
a part of the audit report in accordance 
with opinions in general use for attesting 
to financial statements. 

Present 151.71(b) is redesignated as 
§ 51.105 and is amended to provide that 
the scope of each audit shall include each 
separate fund maintained by the recipi¬ 
ent government and verification of its 
fiscal data as reported to it by the Bu¬ 
reau of the Census. Guides for such 
audits are the Standards for Audit of 
Governmental Organizations, Programs, 
Activities, and Functions Issued by the 
Comptroller General of the United States 
in 1972 (and re-lssued in 1974) and the 
Audit Guide and Standards for Revenue 
Sharing Recipients, published by the Of¬ 
fice of Revenue Sharing. 

Because the purpose of these interim 
regulations is to provide immediate guid¬ 
ance to the States and local govern¬ 
ments in order that the requirements 
of the Act, as amended, be complied with, 
it is hereby foimd impractical to issue 
such regulations with the notice and 
public procedure thereon under 5 U.S.C. 
553(b) or subject to the effective date' 
limitations of 5 U.S.C. 553(d). 

These Interim regulations shall be¬ 
come effective on or after January 1, 
1977. It is expected that permanent reg¬ 
ulations will be Issued in the near future 
and for this reason, written comments 
are solicited for consideration by the 

Department. Written comments may be 
submitted, in triplicate, on or before 
February 4, 1977 to the following ad¬ 
dress: 
Director, Office of Revenue Sharing (Symbols 

OC), 2401 E St., N.W., Washington, D.C. 

20226. 

Comments submitted in response to 
this solicitation are available to the pub¬ 
lic upon written request pursuant to the 
Freedom of Information Act and the 
regulations promulgated thereimder by 
the Department, 31 CFR 1.1 et seq. 

Dated; January 3,1977. 

Jeajnna D. Tully, 

Director, 
Office of Revenue Sharing. 

Approved: 
Jerry Thouas, 

Under Secretary 
of the Treasury. 

Part 51 of 31 CFR Chapter I is amend¬ 
ed as follows: 

1. The sections in Subpart G, currently 
numbered {§ 51.80-51.105, are renum¬ 
bered as §§ 51.200-51.225 respectively. 

2. Subpart F is revised to read as fol¬ 
lows: 

Subpart F—Fiscal Procedures and Auditing 

Sec. 

61.100 Procedures applicable to the use of 
funds. 

61.101 Auditing and evaluation. 
61.102 Waiver of auditing provlslcms where 

financial accounts are unaudltable. 
61.103 Reliance upon other Federal audit 

agencies. 
61.104 Audit opinions. 
61.105 Scope of audits. 
61.106 Retention of audit work papers. 

61.107 Requirement to submit audit re¬ 
ports. 

Subpart F—Fiscal Procedures and 
Auditing 

§ 51.100 Procedures applicable to the 
nee of funds. 

A recipient government which receives 
entitlement funds under the Act shall: 

(a) Establish a trust fund and deposit 
all entitlement funds received and all 
Interest earned thereon in that trust 
fund. The trust fund may be established 
on the books and records as a separate 
set of accounts, or a separate bank ac¬ 
count may be established. 

(b) Use, obligate, or appropriate such 
funds within 24 months from the end of 
the entitlement period to which the en¬ 
titlement pa3nnent is applicable. Such 
use, obligation or appropriation of en¬ 
titlement funds shall be consistent with 
State or local law requiring a legislative 
enactment in ordinance or resolution 
form. Any interest earned on such funds 
while in the trust fund shall be used, ob¬ 
ligated, or appropriated within 24 
months from the end of the entitlement 
period during which the interest was 
received or credited. An extension of 
thne in which to act on the funds, or in¬ 
terest earned thereon, shall be obtained 
by stfipUcatlon to the Director. Such 
appllcatlcm will set forth the facts and 
circumstances Mipportlng the need for 
more time and the amount of addition¬ 
al time recfuested. The Ihrector may 
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grant such extensions of time as in his 
judgment appear necessary or appropri¬ 
ate. 

(c) Provide for the expenditure of en¬ 
titlement funds in accordance with the 
laws and procedures applicable to the 
expenditure of its own revenues. 

(d) Maintain its fiscal accounts In a 
manner sufficient to: 

(1) Permit the reports required by 
the Director to be prepared therefrom, 
and 

(2) Permit the tracing of entitlement 
funds to a level of expenditure adequate 
to establish that such funds have not 
been used in violation of the restrictions 
and prcdiiblticHis of this part. Such trac¬ 
ing requires that vouchers in sup>port of 
expenditures fimded by the Act shall be 
identified. Such identification can be 
made in any one of three ways as 
followed: 

(i) Maintain a separate set of fund 
accounts; m:, 

(11) Maintain a sei>arate bank ac¬ 
count; or, 

(ill) Keep a memorandum record of 
the youcher numbers and amounts for 
the exp«idltures fimded by entitlements 
received under the Act. 

The accounting for entitlement funds 
shall at a minlmmn employ the same fis¬ 
cal accountlng'and intmnal audit proce¬ 
dures as are used with respect to ex- 
pmdltures from revenues derived from 
the recipient govemmoit’s own sources. 

(e) Provide to the Director and to the 
Comptroller General of the United 
Stat«. on reasonable notice, access to 
and the right to examine such books, 
documents, papers or records as the Di¬ 
rector may reascxiably require for the 
pvupose of reviewing complice with the 
Act and the regulations of this part or, 
in the case of the CmnptroUer General, 
as the Comptroller Gmeral may reason¬ 
ably require for the purpose of review¬ 
ing compliance and operations under the 
Act. ‘ 

§ 31.101 Auditing and evaluatiun. 

(a) In general. Each recipient govern¬ 
ment which expects to receive entitle¬ 
ment funds for entitlement periods be¬ 
ginning on or after January 1,1977, shall 
have an Independent audit of its finan¬ 
cial statenltots conducted for the pur- 
tx)se of determining compliance with the 
provisions the Act. in accordance with 
generally accepted auditing standards, 
not less often than once every three 
years covering the three year period. 

(b) Independent audit—defined. For 
purposes of this section an independent 
audit is an audit conducted by indep^d- 
ent public accovmtants, or by qualified 
accountants or examiners from a State 
or local ag^cy who have no personal 
interest directly or indirectly in the fi¬ 
nancial affairs of the govemm^t being 
audited, or in the financial affairs of 
any of the officers of the government 
being audited. 

(1) In those States in which an audit 
Ls required by State law to be made of 
the State govemmoit by a Stcd« <MDBoe 
or official, such audit shall be considered 

to meet the requirraients of an inde¬ 
pendent audit if the principal officer of 
the State audit agency is: 

(1) Elected by the citizens of the 
State; or 

(il) Elected or aiHx^ted by and re¬ 
ports to the State le^lature or a com¬ 
mittee thereof. 

(2) In those States in which an audit 
is required by State law to be made of 
local governments (or certain categories 
of loc*d government) by a State office or 
official, such audit shall be considered 
to meet the requirements of an inde¬ 
pendent audit. 

(3) Audits of local recipient govern¬ 
ments made by a permanent (internal) 
auditing office or officer shall be con¬ 
sidered to meet the requirements of an 
independent audit if the principal officer 
of the audit ag^cy is: 

(1) Elected by the citizens of the local 
recipient government; or, 

(ii) Elected or appointed by and re¬ 
ports to the governing body of the local 
rec^ient government or a committee 
thereof. 

(4) Audits other than those specified 
in paragraphs (b) (1). (2) and (3) of 
this section shall not be considered to be 
independent audits. 

(c) Generally accepted auditing stand¬ 
ards and independent public account¬ 
ant—defined. (1) As used in paragraph 
(a) of this section, and as defined in 
§ 51.2(h), “gaierally accepted auditing 
standards” means those auditing stand¬ 
ards pronounced by the American Insti¬ 
tute of Certified Public Accountants and 
incorporated In its Statonents on Audit 
Standards, and further Included in sum¬ 
mary form in the Standards for Audit 
of Governmental Organizations, Pro¬ 
grams, Activities, and Phnctions as re¬ 
issued in 1974 by the Comptroller Gen¬ 
eral of the United States. 

(2) As used in paragraph (a) of this 
section and as defined in § 51.2(j) “inde¬ 
pendent public accountant” means inde¬ 
pendent certified public accountants, and 
licensed public accountant^ licensed on 
or before December 31, 1970, certified 
or licensed by a regulatory authority 
of a State or other political subdivision 
of the United States. 

(d) Election by recipient government. 
A recipient government may elect to 
have the requirements of paragraph (a) 
of this section not applicable to that 
government upon the filing of a written 
assurance by the chief executive officer 
that: 

(1) The financial statements of the 
recipient government are audited by in¬ 
dependent public accountants as defined 
in § 51.2(j) of this part, or by inde¬ 
pendent auditors as defined in para- 
grai^ (b) of this section, and that such 
financial statemoits are audited in ac¬ 
cordance with State or local law, and 

(2) The audits of the recipient govern¬ 
ment are conducted in accordance with 
generally accepted auditing standards, 
and 

(3) The audits of the recipient govern¬ 
ment will be conducted not less <fften 
than every three yean and wHl include 
an audit of the ^tire three yean. 

(e) Inapplicability of audit require- 
mf'nt. The requirement of paragraph (a) 
of this section shall not apply where: 

(1> The recipient government con¬ 
ducts a series of Indepmdent audits over 
a period not to exce^ three fiscal years 
which cover, in the aggregate, all of 
the accounts of such government for 
the three year period; or 

(2) The recipient government’s en¬ 
titlement for any of its fiscal years is 
less than $25,000, except where there is 
a State or local law requiring an audit 
of such government’s financial state¬ 
ments which must be complied with in 
accordance witli § 51.100(c) of this part. 
§ 31.102 Waiver of auditing provisions 

Hhrre finaiirial aeeoiints are un- 
auditable. 

The Director may, upon written appli¬ 
cation of the chief executive officer of 
the recipient government on or before 
March 31. 1978, waive the provlslmis of 
§ 51.101 of this port for any fiscal period 
if in the course of determining compli¬ 
ance with § 51.101, the independent audi¬ 
tor renders an oiMnion that the financial 
accounts of such recipient government 
are not auditable, and the chief execu¬ 
tive officer of such recipient government 
assures the Director that the accoimts 
are not auditable and clearly sets forth 
the arrangements which have been made 
or taken toward making such financial 
accounts auditable. The Director shall 
satisfy himself by investigation or in- 
q\ilry that the recipient government is 
achieving substantial progress toward 
making its financial accounts auditable. 
A recipient government which falls to 
apidy to the Director on or before March 
31, 1978 that its financial accounts are 
no^ auditable shall not be entitled to the 
waiver provisions of this section. 

§ 31.103 Reliance upon other Federal 
audit agencies. 

The Director may rely uix)n audits of 
the financial statements of recipient 
governments conducted in accordance 
with other Federal laws, for any fiscal 
period, provided that such audits sub¬ 
stantially satisfy the requirements for 
audits contained in § 51.101(a) of this 
part. 
§ 31.101 Audit opiuion^i. 

Opinions made with respect to audit? 
must be rendered as a part of the audit 
report and shall be in accordance with 
the opinion in general use for attesting 
to financial statements. Examples of 
opinions are set out in the appendix oi 
the Audit Guide and Standards for Rev¬ 
enue Sharing Recipients published by the 
Office of Revenue Sharing and available 
to each recipient government. 
§ 31.10.3 Scope of audits. 

(a) In general. The scope of each audit 
required imder § 51.101(a) of this part 
shall include each separate fimd (self 
balancing group of accounts) main¬ 
tained by the recipient government. Tlie 
audit shall be of the financial and com¬ 
pliance type deserffied in The Standards 
for Audit of Governmental Organiza¬ 
tions, Programs, Activities and Functions 
Issued by the Comptir^er General of the 
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United States in 1972, and as described 
further in the Audit Guide and Stand¬ 
ards for Revenue Sharing Recipients 
published by the OfBoe of Revenue Shar¬ 
ing. The audit for cmnpllance shaU per¬ 
tain onhr to entitlement funds of the re- 
^plent government received under the 
Act 

(b) Verification of fiscal data reported 
to the Bureau of the Census. The sc<ve 
of the audit shall Include also a verifica¬ 
tion of the recipient government’s fiscal 
data as reported by it to tiie Bureau of 
the Census. 
§ .71.106 Kctonlion of aiulii 

pai»er«. 

Audit workix^jers and related audit re¬ 
ports shall be retained for thiee years 
after the issuance of the audit report 
and shall be available upon request to 
the Director and the Comptre^r Gen¬ 
eral or to their representatives. 
§ 51.107 RequircnM'iit to siibniil audit 

reports. 

The Director may require the chief ex¬ 
ecutive officer of a recipient government 
to submit a oopy of its audit reports at 
such times as he may request. 
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