City and Borough of Sitka Finance Department

Memo

Thru:  Phil Messina, Interim Municipal Administrator

To: Mayor Hunter and Assembly Members

From: Jay Sweeney, Chief Finance and Administrative Officer
Date: July 3, 2017

Re: Administrative and Audit Requirements Relative to Historic Preservation Pass-Through Grants

Mayor Hunter and Assembly Members,

When the City and Borough of Sitka (CBS) receives a Historic Preservation Grant through the State of Alaska
Historic Preservation Office, Sitka becomes a sub-grantee of the State of Alaska, which in turn, is a grantee of
the Federal government. As such, the CBS must adhere to all applicable Federal Government-wide, and,
program specific policies set forth by the State of Alaska. Key among these are the requirements under the
“Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards”
(commonly known as the Super Circular) which is codified at 2 CFR Part 200.

The CBS may opt to pass-through a historic preservation grant to an additional sub-recipient. That sub-
recipient, however is still responsible for adhering to all applicable Federal Government-wide and program
specific policies. Furthermore, as a sub-grantee, the CBS is responsible for ensuring that any and all sub-
recipients are compliant with all requirements of the Super Circular, including procurement rules requiring
competitive procurement, and, rules for valuing any required match.

In specific regards to the proposed cemetery grant, the CBS has two options were it to receive such a grant. It
could (1) self-administer the grant, managing it and accomplishing all contracting and procurement related to
the grant purpose. Or, the CBS could (2) pass the grant through to an additional sub-recipient which would
manage the grant and accomplish all of the contracting and procurement.

The CBS must exercise a lot of diligence and care if it elects to pass through a grant to a sub-recipient, as the
CBS would still be responsible for all of the actions of the sub-recipient relative to the grant, including
procurement, reporting, record keeping, internal controls, and audit requirements. The grant is subject to audit
under the annual Single Audit, and, the examination of the CBS internal control system would extend to sub-
recipients.

The CBS staff has indicated that it does not have the resources necessary to adequately self-administer the
proposed cemetery grant. This leaves one viable option open — passing the grant through to a sub-
recipient. Were this to happen, | would strongly advocate for a formal sub-grant agreement to be executed, to
bind the sub-grantee to perform required actions.



In my opinion, subcontracting with a sole proprietor as a formal sub-grantee should not be undertaken without
(1) a careful examination of the capabilities of the sole proprietor to adhere to all applicable Federal
Government-wide and program specific policies, and (2) a formal sub-grant agreement. If the Assembly
approves application for the attached grant, staff intends to enter into a formal sub-grant agreement with any
sub-grantee(s) before signing the formal grant agreement with the State of Alaska.

The attached document details grant requirements under 2 CFR Part 200 (the Super Circular) which both the
City and Borough of Sitka and all sub-grantees must adhere. Material non-compliance with these requirements
could potentially lead to disallowed costs and internal control findings in conjunction with the annual Single
Audit.



Key Sections of Uniform Guidance Related to Subawards

Note: The following are sections of the Uniform Guidance which relate to subaward management. Itis
not the Uniform Guidance in its entirety, nor is it a complete list of sections related to subaward
management.

2 CFR Part 200 Subpart A
§200.74 Pass-through entity.

Pass-through entity means a non-Federal entity that provides a subaward to a subrecipient to carry
out part of a Federal program.

§200.92 Subaward.

Subaward means an award provided by a pass-through entity to a subrecipient for the subrecipient
to carry out part of a Federal award received by the pass-through entity. It does not include payments to
a contractor or payments to an individual that is a beneficiary of a Federal program. A subaward may be
provided through any form of legal agreement, including an agreement that the pass-through entity
considers a contract.

§200.93 Subrecipient.

Subrecipient means a non-Federal entity that receives a subaward from a pass-through entity to
carry out part of a Federal program; but does not include an individual that is a beneficiary of such
program. A subrecipient may also be a recipient of other Federal awards directly from a Federal
awarding agency.

2 CFR Part 200 Subpart C

§200.205 Federal awarding agency review of risk posed by applicants.

(a) Prior to making a Federal award, the Federal awarding agency is required by 31 U.S.C. 3321 and
41 U.S.C. 2313 note to review information available through any OMB-designated repositories of
governmentwide eligibility qualification or financial integrity information, such as SAM Exclusions and
“Do Not Pay”. See also suspension and debarment requirements at 2 CFR part 180 as well as individual
Federal agency suspension and debarment regulations in title 2 of the Code of Federal Regulations.

(b) In addition, for competitive grants or cooperative agreements, the Federal awarding agency
must have in place a framework for evaluating the risks posed by applicants before they receive Federal
awards. This evaluation may incorporate results of the evaluation of the applicant's eligibility or the
quality of its application. If the Federal awarding agency determines that a Federal award will be made,
special conditions that correspond to the degree of risk assessed may be applied to the Federal award.
Criteria to be evaluated must be described in the announcement of funding opportunity described in
§200.203 Notices of funding opportunities.

(c) In evaluating risks posed by applicants, the Federal awarding agency may use a risk-based
approach and may consider any items such as the following:

(1) Financial stability;

(2) Quality of management systems and ability to meet the management standards prescribed in
this part;
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(3) History of performance. The applicant's record in managing Federal awards, if it is a prior
recipient of Federal awards, including timeliness of compliance with applicable reporting requirements,
conformance to the terms and conditions of previous Federal awards, and if applicable, the extent to
which any previously awarded amounts will be expended prior to future awards;

(4) Reports and findings from audits performed under Subpart F—Audit Requirements of this part
or the reports and findings of any other available audits; and

(5) The applicant's ability to effectively implement statutory, regulatory, or other requirements
imposed on non-Federal entities.

(d) In addition to this review, the Federal awarding agency must comply with the guidelines on
governmentwide suspension and debarment in 2 CFR part 180, and must require non-Federal entities to
comply with these provisions. These provisions restrict Federal awards, subawards and contracts with
certain parties that are debarred, suspended or otherwise excluded from or ineligible for participation in
Federal programs or activities.

§200.207 Specific conditions.

(a) The Federal awarding agency or pass-through entity may impose additional specific award
conditions as needed, in accordance with paragraphs (b) and (c) of this section, under the following
circumstances:

(1) Based on the criteria set forth in §200.205 Federal awarding agency review of risk posed by
applicants;

(2) When an applicant or recipient has a history of failure to comply with the general or specific
terms and conditions of a Federal award;

(3) When an applicant or recipient fails to meet expected performance goals as described in
§200.210 Information contained in a Federal award; or

(4) When an applicant or recipient is not otherwise responsible.
(b) These additional Federal award conditions may include items such as the following:
(1) Requiring payments as reimbursements rather than advance payments;

(2) withholding authority to proceed to the next phase until receipt of evidence of acceptable
performance within a given period of performance;

(3) Requiring additional, more detailed financial reports;

(4) Requiring additional project monitoring;

(5) Requiring the non-Federal entity to obtain technical or management assistance; or
(6) Establishing additional prior approvals.

(c) The Federal awarding agency or pass-through entity must notify the applicant or non-Federal
entity as to:

(1) The nature of the additional requirements;
(2) The reason why the additional requirements are being imposed;
(3) The nature of the action needed to remove the additional requirement, if applicable;

(4) The time allowed for completing the actions if applicable, and
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(5) The method for requesting reconsideration of the additional requirements imposed.

(d) Any specific conditions must be promptly removed once the conditions that prompted them
have been corrected.

2 CFR Part 200 Subpart D

SUBRECIPIENT MONITORING AND MANAGEMENT
§200.330 Subrecipient and contractor determinations.

The non-Federal entity may concurrently receive Federal awards as a recipient, a subrecipient, and
a contractor, depending on the substance of its agreements with Federal awarding agencies and pass-
through entities. Therefore, a pass-through entity must make case-by-case determinations whether
each agreement it makes for the disbursement of Federal program funds casts the party receiving the
funds in the role of a subrecipient or a contractor. The Federal awarding agency may supply and require
recipients to comply with additional guidance to support these determinations provided such guidance
does not conflict with this section.

(a) Subrecipients. A subaward is for the purpose of carrying out a portion of a Federal award and
creates a Federal assistance relationship with the subrecipient. See §200.92 Subaward. Characteristics
which support the classification of the non-Federal entity as a subrecipient include when the non-
Federal entity:

(1) Determines who is eligible to receive what Federal assistance;

(2) Has its performance measured in relation to whether objectives of a Federal program were
met;

(3) Has responsibility for programmatic decision making;

(4) Is responsible for adherence to applicable Federal program requirements specified in the
Federal award; and

(5) In accordance with its agreement, uses the Federal funds to carry out a program for a public
purpose specified in authorizing statute, as opposed to providing goods or services for the benefit of the
pass-through entity.

(b) Contractors. A contract is for the purpose of obtaining goods and services for the non-Federal
entity's own use and creates a procurement relationship with the contractor. See §200.22 Contract.
Characteristics indicative of a procurement relationship between the non-Federal entity and a
contractor are when the non-Federal entity receiving the Federal funds:

(1) Provides the goods and services within normal business operations;

(2) Provides similar goods or services to many different purchasers;

(3) Normally operates in a competitive environment;

(4) Provides goods or services that are ancillary to the operation of the Federal program; and

(5) Is not subject to compliance requirements of the Federal program as a result of the agreement,
though similar requirements may apply for other reasons.

(c) Use of judgment in making determination. In determining whether an agreement between a
pass-through entity and another non-Federal entity casts the latter as a subrecipient or a contractor, the
substance of the relationship is more important than the form of the agreement. All of the
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characteristics listed above may not be present in all cases, and the pass-through entity must use
judgment in classifying each agreement as a subaward or a procurement contract.

§200.331 Requirements for pass-through entities.
All pass-through entities must:

(a) Ensure that every subaward is clearly identified to the subrecipient as a subaward and includes
the following information at the time of the subaward and if any of these data elements change, include
the changes in subsequent subaward modification. When some of this information is not available, the
pass-through entity must provide the best information available to describe the Federal award and
subaward. Required information includes:

(1) Federal Award Identification.

(i) Subrecipient name (which must match the name associated with its unique entity identifier);
(i) Subrecipient's unique entity identifier;

(iii) Federal Award Identification Number (FAIN);

(iv) Federal Award Date (see §200.39 Federal award date);

(v) Subaward Period of Performance Start and End Date;

(vi) Amount of Federal Funds Obligated by this action;

(vii) Total Amount of Federal Funds Obligated to the subrecipient;

(viii) Total Amount of the Federal Award;

(ix) Federal award project description, as required to be responsive to the Federal Funding
Accountability and Transparency Act (FFATA);

(x) Name of Federal awarding agency, pass-through entity, and contact information for awarding
official,

(xi) CFDA Number and Name; the pass-through entity must identify the dollar amount made
available under each Federal award and the CFDA number at time of disbursement;

(xii) Identification of whether the award is R&D; and

(xiii) Indirect cost rate for the Federal award (including if the de minimis rate is charged per
§200.414 Indirect (F&A) costs).

(2) All requirements imposed by the pass-through entity on the subrecipient so that the Federal
award is used in accordance with Federal statutes, regulations and the terms and conditions of the
Federal award.

(3) Any additional requirements that the pass-through entity imposes on the subrecipient in order
for the pass-through entity to meet its own responsibility to the Federal awarding agency including
identification of any required financial and performance reports;

(4) An approved federally recognized indirect cost rate negotiated between the subrecipient and
the Federal Government or, if no such rate exists, either a rate negotiated between the pass-through
entity and the subrecipient (in compliance with this part), or a de minimis indirect cost rate as defined in
§200.414 Indirect (F&A) costs, paragraph (f) of this part.
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(5) A requirement that the subrecipient permit the pass-through entity and auditors to have access
to the subrecipient's records and financial statements as necessary for the pass-through entity to meet
the requirements of this part; and

(6) Appropriate terms and conditions concerning closeout of the subaward.

(b) Evaluate each subrecipient's risk of noncompliance with Federal statutes, regulations, and the
terms and conditions of the subaward for purposes of determining the appropriate subrecipient
monitoring described in paragraphs (d) and (e) of this section, which may include consideration of such
factors as:

(1) The subrecipient's prior experience with the same or similar subawards;

(2) The results of previous audits including whether or not the subrecipient receives a Single Audit
in accordance with Subpart F—Audit Requirements of this part, and the extent to which the same or
similar subaward has been audited as a major program;

(3) Whether the subrecipient has new personnel or new or substantially changed systems; and

(4) The extent and results of Federal awarding agency monitoring (e.g., if the subrecipient also
receives Federal awards directly from a Federal awarding agency).

(c) Consider imposing specific subaward conditions upon a subrecipient if appropriate as described
in §200.207 Specific conditions.

(d) Monitor the activities of the subrecipient as necessary to ensure that the subaward is used for
authorized purposes, in compliance with Federal statutes, regulations, and the terms and conditions of
the subaward; and that subaward performance goals are achieved. Pass-through entity monitoring of
the subrecipient must include:

(1) Reviewing financial and performance reports required by the pass-through entity.

(2) Following-up and ensuring that the subrecipient takes timely and appropriate action on all
deficiencies pertaining to the Federal award provided to the subrecipient from the pass-through entity
detected through audits, on-site reviews, and other means.

(3) Issuing a management decision for audit findings pertaining to the Federal award provided to
the subrecipient from the pass-through entity as required by §200.521 Management decision.

(e) Depending upon the pass-through entity's assessment of risk posed by the subrecipient (as
described in paragraph (b) of this section), the following monitoring tools may be useful for the pass-
through entity to ensure proper accountability and compliance with program requirements and
achievement of performance goals:

(1) Providing subrecipients with training and technical assistance on program-related matters; and
(2) Performing on-site reviews of the subrecipient's program operations;
(3) Arranging for agreed-upon-procedures engagements as described in §200.425 Audit services.

(f) Verify that every subrecipient is audited as required by Subpart F—Audit Requirements of this
part when it is expected that the subrecipient's Federal awards expended during the respective fiscal
year equaled or exceeded the threshold set forth in §200.501 Audit requirements.

(g) Consider whether the results of the subrecipient's audits, on-site reviews, or other monitoring
indicate conditions that necessitate adjustments to the pass-through entity's own records.
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(h) Consider taking enforcement action against noncompliant subrecipients as described in
§200.338 Remedies for noncompliance of this part and in program regulations.

§200.332 Fixed amount subawards.

With prior written approval from the Federal awarding agency, a pass-through entity may provide
subawards based on fixed amounts up to the Simplified Acquisition Threshold, provided that the
subawards meet the requirements for fixed amount awards in §200.201 Use of grant agreements
(including fixed amount awards), cooperative agreements, and contracts.

§200.338 Remedies for noncompliance.

If a non-Federal entity fails to comply with Federal statutes, regulations or the terms and conditions
of a Federal award, the Federal awarding agency or pass-through entity may impose additional
conditions, as described in §200.207 Specific conditions. If the Federal awarding agency or pass-through
entity determines that noncompliance cannot be remedied by imposing additional conditions, the Federal
awarding agency or pass-through entity may take one or more of the following actions, as appropriate in
the circumstances:

(a) Temporarily withhold cash payments pending correction of the deficiency by the non-Federal
entity or more severe enforcement action by the Federal awarding agency or pass-through entity.

(b) Disallow (that is, deny both use of funds and any applicable matching credit for) all or part of the
cost of the activity or action not in compliance.

(c) Wholly or partly suspend or terminate the Federal award.

(d) Initiate suspension or debarment proceedings as authorized under 2 CFR part 180 and Federal
awarding agency regulations (or in the case of a pass-through entity, recommend such a proceeding be
initiated by a Federal awarding agency).

(e) Withhold further Federal awards for the project or program.
(f) Take other remedies that may be legally available.
2 CFR Part 200 Subpart E

200.425 Audit services.

(a) A reasonably proportionate share of the costs of audits required by, and performed in
accordance with, the Single Audit Act Amendments of 1996 (31 U.S.C. 7501-7507), as implemented by
requirements of this part, are allowable. However, the following audit costs are unallowable:

(1) Any costs when audits required by the Single Audit Act and Subpart F—Audit Requirements of
this part have not been conducted or have been conducted but not in accordance therewith; and

(2) Any costs of auditing a non-Federal entity that is exempted from having an audit conducted
under the Single Audit Act and Subpart F—Audit Requirements of this part because its expenditures
under Federal awards are less than $750,000 during the non-Federal entity's fiscal year.

(b) The costs of a financial statement audit of a non-Federal entity that does not currently have a
Federal award may be included in the indirect cost pool for a cost allocation plan or indirect cost
proposal.

(c) Pass-through entities may charge Federal awards for the cost of agreed-upon-procedures
engagements to monitor subrecipients (in accordance with Subpart D—Post Federal Award
Requirements of this part, §§200.330 Subrecipient and contractor determinations through 200.332
Fixed Amount Subawards) who are exempted from the requirements of the Single Audit Act and Subpart
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F—Audit Requirements of this part. This cost is allowable only if the agreed-upon-procedures
engagements are:

(1) Conducted in accordance with GAGAS attestation standards;
(2) Paid for and arranged by the pass-through entity; and

(3) Limited in scope to one or more of the following types of compliance requirements: activities
allowed or unallowed; allowable costs/cost principles; eligibility; and reporting.

2 CFR Part 200 Subpart F
§200.501 Audit requirements.

(a) Audit required. A non-Federal entity that expends $750,000 or more during the non-Federal
entity's fiscal year in Federal awards must have a single or program-specific audit conducted for that
year in accordance with the provisions of this part.

(b) Single audit. A non-Federal entity that expends $750,000 or more during the non-Federal
entity's fiscal year in Federal awards must have a single audit conducted in accordance with §200.514
Scope of audit except when it elects to have a program-specific audit conducted in accordance with
paragraph (c) of this section.

(c) Program-specific audit election. When an auditee expends Federal awards under only one
Federal program (excluding R&D) and the Federal program's statutes, regulations, or the terms and
conditions of the Federal award do not require a financial statement audit of the auditee, the auditee
may elect to have a program-specific audit conducted in accordance with §200.507 Program-specific
audits. A program-specific audit may not be elected for R&D unless all of the Federal awards expended
were received from the same Federal agency, or the same Federal agency and the same pass-through
entity, and that Federal agency, or pass-through entity in the case of a subrecipient, approves in
advance a program-specific audit.

(d) Exemption when Federal awards expended are less than $750,000. A non-Federal entity.that
expends less than $750,000 during the non-Federal entity's fiscal year in Federal awards is exempt from
Federal audit requirements for that year, except as noted in §200.503 Relation to other audit
requirements, but records must be available for review or audit by appropriate officials of the Federal
agency, pass-through entity, and Government Accountability Office (GAO).

(e) Federally Funded Research and Development Centers (FFRDC). Management of an auditee that
owns or operates a FFRDC may elect to treat the FFRDC as a separate entity for purposes of this part.

(f) Subrecipients and Contractors. An auditee may simultaneously be a recipient, a subrecipient,
and a contractor. Federal awards expended as a recipient or a subrecipient are subject to audit under
this part. The payments received for goods or services provided as a contractor are not Federal awards.
Section §200.330 Subrecipient and contractor determinations sets forth the considerations in
determining whether payments constitute a Federal award or a payment for goods or services provided
as a contractor.

(g) Compliance responsibility for contractors. In most cases, the auditee's compliance responsibility
for contractors is only to ensure that the procurement, receipt, and payment for goods and services
comply with Federal statutes, regulations, and the terms and conditions of Federal awards. Federal
award compliance requirements normally do not pass through to contractors. However, the auditee is
responsible for ensuring compliance for procurement transactions which are structured such that the
contractor is responsible for program compliance or the contractor's records must be reviewed to
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determine program compliance. Also, when these procurement transactions relate to a major program,
the scope of the audit must include determining whether these transactions are in compliance with
Federal statutes, regulations, and the terms and conditions of Federal awards.

(h) For-profit subrecipient. Since this part does not apply to for-profit subrecipients, the pass-
through entity is responsible for establishing requirements, as necessary, to ensure compliance by for-
profit subrecipients. The agreement with the for-profit subrecipient must describe applicable
compliance requirements and the for-profit subrecipient's compliance responsibility. Methods to ensure
compliance for Federal awards made to for-profit subrecipients may include pre-award audits,
monitoring during the agreement, and post-award audits. See also §200.331 Requirements for pass-
through entities.
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