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PREFACE

This audit guide has been revised to incorporate changes in the Federal Milk Marketing Order Program
Regulations at 7CFR part 900 and 1000, and audit standards and procedures prescribed by the Office of 1nspector
Generd, USDA. Thisrevisad guide was prepared with participation of representatives of the Agricultural

Marketing Service, the Office of Inspector Generd, independent public accountants and the AICPA.

Thisguideisissued to assst non-federd audit personnd in conducting audits of Federd Milk Marketing Orders.
The Market Adminigrators are gppointed by the Secretary of Agriculture. The overal administration of the Milk
Marketing Order Program is the responghility of the Deputy Administrator, Dairy Programs, Agricultural

Marketing Service (AMYS), United States Department of Agriculture (USDA).

The guidance contained herein does not lessen the need for a knowledge of the provisions of the gpplicable Milk
Marketing Order(s) or pertinent laws, regulations, policies and procedures including Market Adminigrator (MA)
Ingtructions issued by the AMS Dairy Programs Headquarters Office in Washington, Digtrict of Columbia, herein
referred to as AMS Dairy Programs. These laws, regulations, and directives must be understood before
operations can be evauated. Auditors are expected to use initiatives and be resourceful in developing and using

new and effective audit gpproaches in evauating operations.

Audit steps set out in this guide may be expanded or reduced based on the auditor’ s professond judgment. The
consderations and conclusons reached in exercising such judgment should be documented in the working

papers.

Comments and suggestions for improvement of this guide are encouraged.
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1.1.

2.1.

3.1

SECTION 1. PURPOSE

PURPOSE OF GUIDE. This guide is issued to assist externd audit personnd in
conducting audits of Federd Milk Market Adminigtrators and their adminigtration
of Federd Milk Marketing Orders. The Market Administrators are gppointed by
the Secretary of Agriculture. The overdl adminigration of the Milk Marketing
Order Program is the responshility of the Deputy Administrator, Dairy Programs,
Agricultura Marketing Service (AMS), United States Department of Agriculture
(USDA). This guide, however, is not directed toward a comprehensive gppraisa
of the overdl adminigtration of the program.

The guidance contained herein does not lessen the need for a knowledge of the
provisons of the agpplicable Milk Marketing Order(s) or pertinent laws,
regulations, policies and procedures including Market Adminigrator (MA)
Ingtructions issued by the AMS Dary Programs Headquaters Office in
Washington, Didrict of Columbia, herein referred to as AMS Dary Programs.
These laws, regulations, and directives must be understood before operations can
be evduated. The externd auditor is expected to use initiative and be resourceful
in deveoping and usng new and effective audit gpproaches in evauating
operations.

Audit steps set out in this guide may be expanded or reduced based on the
auditor's professona judgment. The consderations and conclusons reached in
exercising such judgment should be documented in the working papers.  Auditors
usng this guide are expected and encouraged to submit suggestions for its
improvement.

SECTION 2. APPLICABILITY

APPLICABILITY OF THIS GUIDE. This guide will be used by AMS Dairy
Programs to obtan audits of Market Adminigtrators for each annua period.
Severd years may be covered by the same audit to attain cost efficiency.

SECTION 3. BACKGROUND

BACKGROUND. The primary objective of the Milk Marketing Order Program
is to provide a means to achieve and maintain orderly marketing conditions for
milk producers. The unique characteristics of milk contribute to chaotic marketing
conditions and bargaining difficulties for producersin the absence of regulation.

Milk is a bulky, perishable commodity that must be moved promptly to market.
Because milk is perishable and is continualy produced every day of the year,
producers must continue shipping milk to market, even if market prices are less
than satisfactory. In addition, the production of milk varies widdy with the
seasons, wheress, the demand for milk varies from day to day. Because of its
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perishable nature, flud milk canot be dored to badance the supply.
Consequently, the industry produces regular and seasona oversupplies to assure
there will be enough milk at dl times for the day-to-day needs of consumers.

Milk in excess of that needed for use in fluid form is manufactured into other
dairy products. Milk used for manufactured products returns a lower price to
producers, however, than milk used for fluid purposes. Producers naturdly want
to sl a far share of ther milk for higher vaued fluid use. In the aisence of
regulation, they would often have to make undue price concessons to share in a
flud maket. Before the dabilizing influence of a pricing mechanism tha
dlowed producers to equitably share returns from the fluid market, mogt
producers incomes became so erdatic, uncertain, and depressed that sgnificant
disuption of milk supplies for the fluid market resulted. There were chaotic
conditions for producers and shortages of fluid milk for processors and
consumers.

The Milk Marketing Order Program was authorized to assure dairy farmers
reesonable minimum prices for ther milk throughout the year and to assure
consumers of an adequate supply of milk throughout the year. The Agriculturd
Marketing Agreement Act of 1937 and its predecessors, the Agricultura
Adjusment Acts of 1935 and 1933, insofar as they rdate to milk, authorize the
Secretary of Agriculture to issue Federa milk marketing orders.  Each order
covers a specific geographica area, known as a marketing area.  The program is
somewhat unique in the following respect. The Secretary of Agriculture proposes
an order for a marketing area and the dairy farmers whose milk would be subject
to pricing by the order vote to approve it, while milk handlers who process,
package, and didribute or ship milk products are the entities regulated by the
order, not the dairy farmers.

Although the initid steps in proposing an order are usudly taken by organized
groups (cooperative associations) representing dairy farmers (milk producers), the
teems of the order are developed typicdly through public hearings including
participation by producers, handlers and consumers. At such hearings,
information is presented and proposas are made regarding the need for an order
and what its provisons should include. The Federd Government's responshilities
are to evauate the various proposals, to resolve any differences in the public
interest, and to administer and enforce the orders after they are put into effect.

Each order sets minimum prices that handlers must pay for milk purchased from
producers or cooperative associations of producers.  In developing the terms of
an order, condderation is given to the paticular requirements of individua
markets



because each market has unique characterigtics that affect both supply and saes
conditions. Neverthdess, each order includes the essentids of a classfied price
plan; a sysem of minimum prices, and provisons for administering the order.

A dassfied price plan divides milk into different classes according to use.  Milk
processed, packaged, and distributed for fluid consumption is placed in Classl,
normaly the highest priced class  Milk used to produce butter, cheese,
evaporated milk, yogurt, ice cream, and other manufactured products is placed in
normally lower priced classes.

The orders prescribe methods for cdculating dass prices, including differentids
between classes and adjustments for locations of plants where milk is recelved.

A minimum price sysem is established for classes of utilization. Some orders use
a traditiond skim milk and butterfat pricing sysem with a basc blended or
uniform price.  Other orders use a component pricing System that may price
protein and other solids in addition to butterfat and adjust for somatic cell count, a
measure of the qudity of milk.

The order is adminisered by a Market Adminidraior, who is an agent of the
Secretary of Agriculture. The Maket Adminigtrator is responsible for the
performance of al duties necessary to adminigter the terms and provisions of the
order. Among these duties are to prescribe reports required of each handler and to
verify such reports and payments required by the order. Such verification of the
quantities and cdlassfication of milk products through laboratiory andyss and by
examination of records and faciliies of milk handle's are to ascertan the
correctness of reports and obligations under the order, including payments to
producers.

The Maket Adminigrator employs a daff to assst in adminigering the order.
The expense of maintaining such a gaff is incurred by an adminigrative fund and
generdly a marketing service fund, as prescribed in each order. The expense of
adminigration is prorated among handlers operating in the market based on the
quantity of milk they receive from producers. The marketing service fund covers
the expense of providing market information and verifying weights sampling, and
tesing of milk received from producers who ae not members of qudified
cooperatives that provide such services to their members. The cost of these
sarvices is prorated among such producers based on the quantities of milk they
ddiver to handler's. The adminidrative fund and marketing service fund are
adminigtered jointly and on a combined bads (for cod-effective operations) for
dl orders administered by the same Market Adminigtrator.



A separate producer settlement fund is maintained for each order that provides for
marketwide pooling. The producer settlement fund and related pricing and
pooling provisons result in a basc blend price, uniform price, weighted average
differentia or producer price differentid, as goplicable, derived from a monthly
utilization value of milk for dl handlers in a marketwide pool. Some handlers use
mogly Class | milk while other handlers may use a larger proportion of their
recepts for manufacturing purposes.  This results in wide varidion among
handlers in the average utilization value of ther milk. Under a marketwide pool,
each handler is required to pay a least the basc blend, uniform or component
prices to al producers for milk received from their farms. The difference between
the value of milk a the basic blend, uniform or component prices that the handler
pays producers and the handler's utilization vaue of the milk is pad to or from
the producer settlement fund. Handlers with higher than the marketwide average
utilization vaue pay the difference into the producer settlement fund. Handlers
with lower than the marketwide average utilizaetion vaue receive the difference in
payments from the producer settlement fund.  This process often is cdled
equalization. Payments to producers and equdization payments are adjusted for
location differentids that generdly reflect lower vaues for milk produced farther
from centers of consumption. Some orders adso provide for transportation credits
to defray some costs of hauling milk from areas of surplus production to aress of
deficit production for use in fluid consumption.

Market Adminigtrators maintain_funds outsde the U.S. Depatment of Treasury,
do ther own disbursng and mantan their own accounting sysems.  Such
gysems are regarded as noncentral accounting, from a Departmental perspective,
gnce the accounting and disbursing is not done through the Nationd Finance
Center.

AMS Dary Programs provides fiscd and adminidrative oversght of the
operations of the offices of the Maket Adminigrators. The Deputy
Adminigrator, Dary Programs, authorizes the annud budgets of Market
Adminigrators, approves the raes of adminidrative and marketing service
asessments and any walvers of such assessments, and gpproves any significant
write-offs of uncollectible accounts. The Deputy Administrator or Associate
Deputy Adminigtrator approves dgnificant acquisitions of capitd assets and some
types of trave, training, meetings, and projects. Actions to enforce the provisons
of the marketing orders and other legd matters often are coordinated through
Dary Programs, Washington, D.C., and may involve USDA’s Office of Generd
Counsd. AMS Dairy Programs consolidates financia statements of the Market
Adminigrators on a quarterly basis and monitors compliance with certain aspects
of financid reporting and other activities.




3.2.

3.3.

3.4.

4.1.

PROGRAM AUTHORITY. The Federd Milk Market Order Program was
edablished pursuant to the Agriculturd Marketing Agreement Act of 1937,
(48 Stat. 31 as amended, 7U.S.C. 601-674) and its predecessors, the Agricultural
Adjustment Acts of 1935 and 1933.

PROGRAM DEFINITIONS. Since marketing orders differ somewhat depending
on loca and regiona conditions, each order contains specific provisons that take
such conditions into account. Both generd provisons of milk marketing orders
and provisons specific to each marketing order are contained and published in the
Code of Federa Regulations, Chapter 7, Part 1000, et seq. Ingenerd, definitions
contained in the orders are amilar in nature. (More descriptive explanations of
catan tems ae included in AMS Maketing Bulletin 27, “The Federd Milk
Marketing Order Program.”)

PROGRAM REGULATIONS AND INSTRUCTIONS. Rules of Practice and
Procedure for development and issuing a Milk Marketing Order are included in
the Code of Federa Regulations, Chapter 7, Part 900.

Federd milk orders are legd instruments and as such are published individualy in
the Code of Federa Regulations. Each order includes the specific terms of the
order and prescribes the powers and duties of the Market Administrator.

AMS Dairy Programs has fina authority under delegation to take al necessary or
gopropriate action in the adminigration of milk marketing orders. The Deputy
Adminigrator, Dary Programs, has issued an indruction  manud,
MA Ingtructions, Series 100, 200 and 300, covering various aspects of the
adminigration of milk orders. Each Maket Adminigrator is respongble for
carying out the terms of a specific order. In generd, the Market Administrator
has the power to edtablish rules and regulations to cary out the terms and
provisons of the order that include, among other things, receving, investigating,
and reporting to the Secretary of Agriculture complaints of any violations of the
terms and provisions of the order.

SECTION 4. AUDIT OBJECTIVES

AUDIT OBJECTIVES. The broad objectives of the audit are to provide
reesonable assurance about whether the financia dtatements of a Market
Adminigrator present farly the financid pogtion, results of operations, and
changes in finendad pogdtion in  conformity with the governmentd fund
accounting bass used for such entity; and to determine whether the Market
Adminigrator is managing Milk Marketing Orders efficiently and effectivdy in
accordance with gpplicable directives, laws and regulations, including the
provisons of the maketing orders. To achieve these objectives the externd
auditors will review, examine and anadyze operaions, including but not limited to
the fallowing:




5.1.

5.2.

a. Evduate internd controls, including controls over financid and property
accountability.

b. Tes the rdiability and propriety of accounting transactions and supporting
fiscd and administrative records and reports.

c. Review adminigrative procedures and operations for efficient and effective
accomplishment of the objectives of the applicable market order. (See
Government Auditing Standards (Yellow Book) 1994 Revison, as amended,
Chapter 2, Paragraphs 2.6 and 2.7, and Chapter 6, Paragraphs 6.39
through 6.45.)

d. Test compliance with gpplicable Market Adminisrator (MA) ingructions and

provisons of the marketing order(s), including pricing and pooling functions.

e. Review and evauate the adequacy of procedures used by the Market
Adminigrator in examinaions of reports submitted by handlers, performed to
ascatan compliance with the terms and provisons of marketing orders,
including the correctness of obligations and payments.

SECTION 5. AUDIT APPROACH AND SCOPE

LOCATIONS. The fidd work will be peformed a an office of each Market
Adminigtrator where financial records and other documents needed for the audit
ae mantaned. A Market Adminigraor may jointly adminiger more than one
order. In this case, a sngle adminigrative fund and a sngle marketing service
fund operate jointly to provide the services required for the adminigtration of dl
such orders. However, a separate producer settlement fund dways is maintained
for each order to provide for pooling specific to the marketing area.

COVERAGE. An audit of a Maket Adminigrator is desgned to give
comprehnendve coverage of the adminidration of the order(s) to provide
maeximum assurance for the Secretary as to the proper handling of the funds
involved. In those cases where two or more orders are administered by the same
Market Adminigrator, audit coverage includes dl Milk Marketing Orders
administered.

To assure compliance with the terms and provisons of each Milk Marketing
Order and to ensure the integrity of producer settlement fund transactions and
badances, induding payments and obligations, and to ensure that adminidrative
asessments and marketing service deductions are based on correct quantities of
producer milk receipts, it is the Market Adminigrator's responsbility to verify the
quantities and classfication of milk products and other information reported by
handlers as well as the payments required by the order by examining the handlers
records and milk



6.1.

6.2.

handling facilities There is no requirement for the independent externd auditor
to provide additional audit coverage at the handlers plant locations.

The independent externd auditor will conduct a review and evauation of the
audit workpapers prepared by the Market Administrator auditors to determine the
adequacy of documentation, audit planning, procedures and review, including
adherence to applicable standards and guidelines. Each Market Administrator has
developed internad guidelines containing policies and procedures uniquely talored
to the provisons of the order(s) adminisered. Such guiddines should be
consdered in reviewing each Maket Adminidraior's audit procedures and
evauating the achievement of audit objectives.

SECTION 6. AUDIT PLAN

TIMING. Each Maket Adminigrator's financid statements shal be audited for
eech year. Audits of Market Adminidraiors are typicaly performed on a
rotational bads with a multiple year cycle for reasons of cost efficiency. The
timing of audit engagements, including commencement of the fidd work, will be
aranged with the Chief, Order Operations Branch, Dary Programs, Agriculturd
Marketing Service, who serves as the Contracting Officer’ s Representative.

Each Maket Adminigraior publicly releases financid datements for each
cdendar year by the following March 1, in compliance with MA Ingruction No.
111, “Public Rdease of Information” and MA Ingruction No. 208, “Financid
Statements.”

DOCUMENTATION. Audit planning should be documented in compliance with
Government Auditing Standards (Ydlow Book) 1994 Revison, as amended, and
Statements on Auditing Standards No. 22, “Planning and Supervision;” No. 47,
“Audit Risk and Materidity in Conducting and Audit,” as amended by No. 82,
“Congderation of Fraud in a Financid Statement Audit;” No. 55, “Congderation
of the Internd Control Structure in a Financid Statement Audit,” as amended by
No. 78, “Congderation of Internal Control in a Financid Statement Audit; and
No. 74, “Compliance Auditing Condderations in Audits of Governmenta Entities
and Recipients of Governmentd Financid Assstance” induding:

a. Audit follow-up.
b. Adequate consderation of audit requirements for Market Adminigtrators.
c. Adequate condderation of the internal control environment.

d. Adequate congderation of the materidity thresholds for test work.



6.3.

6.4.

€.

Appropriate legd and regulatory citations.

PRE-AUDIT PREPARATION. Pre-audit preparation should be performed to the

extent permitted by the availability of records. Preparation work should include:

a

Review of prior audit report and al subsequent correspondence regarding
such report. (AMS Dairy Programs sends a copy of the prior audit report and
subsequent correspondence to the auditor.)

Perusal of MA Ingtructions Series 100, 200 and 300. (See section 7.1(d).)

Perusd of the terms and provisons of the milk marketing order(s) under audit.
(Printings of the milk marketing order(s) may be obtained from the auditee.)

Review of proposed and approved budgets, as wel as any revisons, waivers
of assessment, changes in rates of assessment, requests and approvals to
purchase fixed assets, and any other budget correspondence between the
Market Adminigrator and AMS Dairy Programs for each year under audit.
(AMS Dairy Programs sends copies of budget correspondence to the auditor.)

Review the income and expense daement and the bdance sheet for the
adminidrative fund and the marketing service fund for each year under audit.
(AMS Dairy Programs sends a copy each financia statement to the auditor.)

Review statements or reports of collatera held by the Federa Reserve Bank to
secure funds on deposit in pledging finencid inditutions during the audit
period. (AMS Dairy Programs sends copies of such statements or reports of
collateral holdings to the auditor.)

Write a standard account confirmation form and cover letter for the Market
Adminigrator to use when preparing account confirmation forms and cover
letters to banks and handlers. (The auditor sends the standard account
confirmation form and cover letter to the Market Administrator. The auditor
later checks the account information prepared by the Market Administrator
and mails or authorizes release of the confirmations when field work starts.)

STAFFING. The externd audit organization should meet the daff qudifications
and continuing education requirements set forth in the Government Auditing
Standards (Yellow Book) 1994 Revision, as anended. Under a contract for audit,
the audit work must be conducted or supervised by a licensed certified public
accountant, so that a professona opinion may be rendered as to the fairness of
presentation of the financid Statements. Personnd to be used in performance of
the contract must be sdected from the approved personne specified in the
contract or in subsequent personnd authorization letters issued by the Contracting
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6.5.

7.1.

Officer. The dze of the Market Adminigtrator's operations and the number of
orders administered should be congdered in assigning staff personnd.

REPORTING. Audit reports shal be prepared in accordance with (1) generdly
accepted auditing standards and (2) Government Auditing Standards (Y low
Book) 1994 Revison, as amended, promulgated by the Comptroller Generd of
the United States.

One audit report will be issued covering adl Milk Marketing Orders audited under
the adminidration of a specific Milk Market Adminigtrator.  The audit report shall
be issued to the Market Administrator and to AMS Dairy Programs.

Where one report covers the operaions of multiple orders, the findings shal
identify the specific marketing order in which a transaction such as an improper
payment from a producer settlement fund or an adminidrative deficiency is
goplicable specificdly to that order, except when a finding relates to the joint
adminigration of al of the orders under audit in a way that makes its relation to a
specific order indigtinguishable or that renders specific identification irrdevant.

SECTION 7. AUDIT STEPS

PRELIMINARY.

a. Background. This section of the audit guide enables the externad auditor to
gan an underganding of the Milk Marketing Order Program and to develop
an audit plan. This section indudes natification of audit; review of MA
Ingtruction Series 100, 200 and 300; review of provisons of the milk
marketing order(s) under audit including any amendments, and review of the
prior audit report.

The preliminary work should be peformed by the auditors prior to the
entrance conference to the extent permitted by the availability of information.
Otherwise, thiswork should be done within the first few days of fieldwork.

b. Objectives. The objectives of this section of the guide are to:
(1) Ensuretha auditee officids are natified of the impending audit.

(20 Ascatan whether the auditee mantans a current, complete, and
numerically ordered set of MA Ingtructions and incorporated directives.

(3) Obtan a genera understanding of the Milk Marketing Order Program;
and



(4) Follow-up on actions taken in response to the prior audit report.
c. Criteria.

MA Indruction Series 100, 200, and 300 and check lig for MA Instruction
Series 100, 200, and 300.

d. Audit Steps. W/P Ref. Auditor

(1) Send audit notification letter to auditee a least
two weeks prior to the dat of fiddwork, if
practical.

(2) Obtain a copy of MA Instruction Series 100, 200,
and 300, from AMS Dary Programs or
desgnaed Maket Adminigrator office, and
acquire a gened familiaily with the contents
Peruse the MA Indructions liged under criteria in
each section of the Guide below, paying particular
atention to MA Ingruction Nos. 109, 201, 207,
208, and 215, that relate specificdly to accounts
recavable, cash deposts and  investments,
budgets, financid daementss and  property
accountability, respectively.

(3) Obtain the latet MA Ingruction check lig for
Series 100, 200, and 300.

(4) Review the auditees st of MA Indruction
Series 100, 200, and 300, to ascertain whether:

(& The indructions ae propely filed by
numericd series in binders  with  any
amendments and related memoranda.

(b) The st of indructions is complete and
current.

(5) Obtain and review the chart of accounts. (See MA
Instruction No. 207.)

(6) Obtan and review the milk marketing order(s)
under audit, induding any amendments, to
become
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7.2.

W/P Ref. Auditor

familiar with the provisons of the order(s).
Printings of the milk marketing order may be
obtained from the auditee.

(7) Obtan copies of dl anud financid datements
dnce the last audit report. Obtan copies of
quarterly financid <tatements issued subsequent to
the mogt recent annud financid datements if an
interim audit is beang peformed or if it is
necessaay to determine  whether erors in
accounting and reporting methods during the audit
period were corrected subsequent to the most
recent annud financia statements under audit.

(8) Obtain and review the prior audit report. (AMS
Dary Prograns sends a copy of the prior audit
report to the current auditor)  Schedule the
findings and ascertain whether:

(@ The auditegs response resolved the conditions
reported.

(b) The indicated action was actudly taken and is
dill in effect.

(© The recommendation should be repeated in
the current audit report; and/or

(d) An adjusment in the audit coverage should be
recommended in relaion to its goplication to
prior audit report findings or
recommendations.

GENERAL.

a. Background. This section of the audit guide pertans to adminidrative
procedures and operations not specificaly related to testing of balances and
examination of financd daements and to producer settlement fund
accounting and operations.  This section includess  entrance conference,
interna controls, reporting requirements, and budgeting requirements.

-11-



Conduct the entrance conference with key officids. The auditor can obtan
vauable indght from the officids responsble for sypervisng or directing an
activity. The entrance conference should begin with a background statement
explaining the scope and purpose of the audit.

Government Auditing Standards (Yellow Book) 1994 Revison, as amended,
require that auditors “obtain a sufficent understanding of internd controls to
plan the audit and determine the nature, timing, and extent of tests to be
performed.” They adso require tha a review be made of compliance with
goplicable laws and regulations. These dandards make the auditor
responsble for determining how much rdiance can be placed on the audited
entity's interna accounting and management controls designed  to provide
reasonable assurance concerning the safeguarding of assets and records and
the rdiability of accounting and adminidrative information, to encourage
adherence to prescribed policies, and to ensure compliance with applicable
laws and regulations. In addition to the steps outlined in this audit guide, the
auditor should perform any other procedures necessary to adhere to these
gandards and to Statements on Auditing Standards No. 55, “Consderation of
the Internd Control Structure in a Financid Statement Audit,” as amended by
No. 78, “Condderation of Internd Control in a Financid Statement Audit,”
and No. 74, “Compliance Auditing Congderations in Audits of Government
Entities and Recipients of Government Financid Assistance.”

Each Maket Adminigrator is required to submit severd reports and
announcements to AMS Dary Programs. MA Ingruction No. 105 provides
for the preparaion and submisson of the report of Semiannua Status of
Audits and Audit Review. MA Ingruction No. 109 prescribes reporting of
uncollectible  accounts receivable and associated  collection  actions.
MA Ingruction No. 110 provides for the preparation and submisson of
various market information reports. MA Ingtruction No. 201 provides for the
preparation and submisson of the monthly Report of Securities Held as well
as forms datements and correspondence regarding collaterd held by the
Federd Resarve Bank as security for deposts mantaned in financid
indtitutions in excess of Federd Depost Insurance coverage. MA Indruction
No. 208 and No. 111 provide for the preparation and public release of the
financid daements. MA Indruction No. 207 provides that, not later than
November 15 of each year, each Market Adminigrator shal prepare and
submit to AMS Dairy Programs the prescribed estimates of income and
expenditures for the following cdendar vyear. MA Ingruction No. 304
provides for the preparation and submisson of the Monthly Report of Federd
Civilian Employment.

Additiond background information is included in each subsequent part and,
where needed, subpart of the guide. In addition, this and each subsequent part
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C.

or subpart of the guide identify the objectives, criteria, and audit steps needed
to complete the parts.  Audit seps in this section may be peformed in
conjunction with procedures in related sections of the guide and do not need
to be completed in any particular sequence.

Objectives. The objectives of this section of the guide are:
(1) To advise auditee officias of the purpose and scope of the audit.

(20 To deermine whether the system of internd controls, including
adminigrative and accounting controls and controls over eectronic data
processing, is adequate to safeguard assets and to assure the integrity of
financia information, reports and records.

(3 To deermine if the Maket Adminigrator is in compliance with
MA Ingtructions regarding budgeting and reporting requirements.

(4) To determine whether controls over compliance with gpplicable laws and
regulations include policies and procedures implemented by management
that reasonably ensure that the use of resources is consgtent with such
laws and regulations.

(5) To detect with reasonable assurance any irregulaities, illegd acts, and
other noncompliance.

(6) To determine whether any handler or association has filed a petition
pursuant to subsection (15)(A) of Section 608c, Agriculturd Marketing
Agreement Act of 1937.

Criteria.

MA Instruction No. 105 - Report of Audits of Handler Records

MA Ingtruction No. 109 - Uncollectible Accounts Recelvable

MA Instruction No. 110 - Market Information Reports

MA Instruction No. 111 - Public Release of Information

MA Ingtruction No. 201 - Deposits and Investments of Federal Program Funds
MA Instruction No. 204 - Travel Authorization and Expense Allowances

MA Ingtruction No. 207 - Annua Budgets

MA Ingtruction No. 208 - Financid Statements

MA Instruction No. 215 - Property Accountability

MA Ingruction No. 304 - Monthly Report of Federd Civilian Employment,
SF113-A.
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d. Audit Seps.

@

2

Conduct the entrance conference. At the entrance
conference;

(@ Have the individuds in datendance complete a
Sgn-in sheet.

(b) Explain the scope of the audit, audit objectives,
estimated period of fiddwork, audit process
and resolution of findings, and any other
appropriate items to the auditee.

(¢) Arrangefor adequate workspace.

(d) Obtain a copy of the organizationa chat and
request that you be introduced to any key
personnd with whom you will need to work
that are not in atendance a the entrance
conference.

Review and evduate internd controls, including the
plan of organization and all methods and procedures
used to safeguard assets, check the rdiability of
financid information, promote operationa
efficiency, and encourage adherence to prescribed

manageria policies.

(@ Use the items liged in the atached internd
control questionnaire to ad the review and
evauation of internd controls.

(b) Peform other gpplicable audit steps from
sctions 7 and 8 of the audit guide in
conjunction with the review and evaduation of
interna controls where appropriate.

(¢) Peform al additiona audit steps needed to
saisy the fiddwork sandard for review and
evauation of interna controls.

(3) Andyticdly  review  account  bdances  and

investigate ggnificant fluctuations from one year to
the next.

-14-
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(4)

©)

Peform dl procedures desgned to provide
reesonable assurance of  detecting possble
irregularities, illegd acts, and other noncompliance.

Determine whether the reports specified within this
paragraph ae prepared in  accordance with
applicable MA Ingructions

(& MA Ingruction No. 105:

Semiannud Status of Audits and Audit Review
(due January 20 and July 20)

Review any “audit count” or other supporting
schedule  prepared by the  Market
Adminidrator’s audit manager.

Check the reported numbers of handler audits
not completed and those completed but not
reviewed and processed (as of the date shown
in the heading of the report) by comparing
dates of completion of fidd work and
processng (in the handler compliance audit
workpapers) with the date shown in the
heading of the report. (Sampling may be done
from the universe of completed audits shown
on the “audit count” or other supporting
schedule, subtracting completed  audits  from
total audits to obtain audits not yet completed.
However, the independent externd auditor
determines the appropriate method to test the
reasonableness of the numbers reported.)

(b) MA Ingtruction No. 110:

Price and Pool Statistics Summary (due the 20"
of each month)

Product Report (due the 29th of each month)
Monthly Announcements (due as prescribed)
Annud Report (due May 15)

Weekly Report (due each Friday)

-15-
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(6)

()

(60 MA Ingruction Nos. 111 and 208:

Published Financid Statements (annud) (due
March 1)

Interim Financid Statements (quarterly) (due
January 30, April 30, July 30, and October 20)

(d) MA Ingtruction No. 304:

Monthy  Report of Feded  Civilian
Employment (Foom MA 113-A) (due on or
before the last day of the last pay period
included in the report)

MA Ingtruction No. 207 relates to the preparation
and submisson of an annud finencid budget
(induding three exhibits that must be submitted on
an dectronic worksheet) prior to the beginning of
each caendar year. Determine:

(& Whether the budget was approved by the
Deputy Adminigtrator, Dairy Programs.

(b) Whether revidons (if any) were made and
approved in accordance with MA Ingdruction
No. 207.

MA Ingruction No. 207 requires that the budget
submisson incdude a budget  trangmittd
memorandum to the Deputy Adminigrator, Dairy
Programs. This memorandum should contain
aufficient information to ensble the Deputy
Adminigrator, Dairy Programs, to properly evauate
projected income and expenses. Determine if the
memorandum contains.

(@ An explandion if the budgeted totd group
authorization (for each year under audit)
exceeds the budgeted tota group authorization
of the preceding year.

-16-
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(8)

(b)

(©

(d)

(€

An explanaion for each category of budgeted
individud authorization (for each year under
audit) that exceeds the corresponding budgeted
individua authorization of the preceding yeer.

An explanation for the planned purchase or
lease of individud items of equipment (or other
fixed assats) costing $2,000 or more.

An explanation for the planned purchase or
lease of computer hardware or software costing
$2,000 or more.

An explanation if the proposed operating
reserve differs by more than 20 percent from
the recommended level, cdculated as shown in
MA Ingtruction No. 207, Exhibit A-3.

Prepare a schedule of budget versus actual expenses
showing variances for each year for incluson in the

audit

report. Include group authorization,

individud authorizations, fund authorizations and
total approved budget.

@

(b)

Ascertain whether the actua totd expenses
exceed the total approved budget. If they do,
axetan the cause and determine whether a
recommendation concerning budget
compliance is warranted.

Ascertain whether the actua expenses exceed
the corresponding fund, individud, or group
authorization amount shown in the approved
budget or subsequent approved  budget
revison. (If there were budget revisons, the
most recent revised budget amounts should be
used for this comparison.) If actua expenses
do exceed authorized amounts, ascertain the
cause and determine whether a
recommendation concerning budget
compliance is warranted.

-17 -
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7.3.

7.3.1.

W/P Ref. Auditor

(9) Determine if any handler or asociaion filed a
petition pursuant to subsection  (15)(A)  of
Section608C, Agriculturd  Marketing Agreement
Act of 1937.

(@ Ascetan whether the petition contaned an
affidavit thet it was filed in good fath and not
for the purpose of ddlaying payment.

(b) Ascertan whether the Adminigrator,
Agriculturd  Marketing Service, took prompt
and judicious action regarding the petition.
(Document the action taken.)

ASSETS.

a. Background.  This section of the audit guide pertans to the fiscd

accountability for assats in the Adminidrative, Marketing Service, and
Producer Settlement Funds and Trangportation Credit Badancing Fund, if any,
and any other fund maintaned by the Market Adminidrator. This section is
divided into four subpats Cash and Invesments; Receivables, Prepaid
Expenses, Deposits and Miscellaneous; and Fixed Assets.

CASH AND INVESTMENTS.

a. Background. Maket Adminisgrators maintan accounts a financid

inditutions where  funds ae protected by Federal Depost Insurance.
Depatment of the Treasury dedgnates such financid inditutions as
“Depositaries and Financid Agents of the Government.” Depodts in excess
of Federal Depost Insurance must be secured by collaterd pledged by the
financid inditution and held in an account a the Federd Resarve Bank, in
accordance with 31 CFR Part 202. Requirements covering investments,
deposts and collaerd security ae contained in Agriculturd  Marketing
Service Directive 443.1, “Invesment of Public Funds” and MA Ingtruction
No. 201, “Deposits and Investments of Federal Program Funds.” The Market
Adminigrators may depodt or invest order funds in interest bearing checking,
negotiable order of withdrawal, or savings accounts, cerificates of depost,
Treasury Bills or Treasury Notes (within one year of maturity), in accordance
with the preceding directives.

. Objectives. The objectives of this section of the guide are to ascertan

whether:
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)

3
(4)
Q)
(6)

()

(8)

Cash and investments ae correctly classfied, recorded, posted,
summarized and reported.

Transactions involving cash and invesments ae <Subdanticted by
supporting documents and explanations when appropriate.

Bank accounts and investments are maintained in the name of the agency.
Proper cut-offs for period receipts and disbursements are made.

Bank account statements are properly reconciled to ledger balances.
Legal requirements were adhered to:

(@ Cashwasdeposited only in desgnated depositaries.

(b) Collaterd, where required, was sufficient to secure funds on deposit
at dl times during the audit period.

Interest accrued and/or received on deposit accounts and investments was
properly alocated and recorded in accordance with MA Ingruction
No. 207.

Investments are authorized and legd and are made, documented,
recorded, presented, and reported in accordance with Agriculturd
Maketing Service Directive 443.1 and MA Instruction Nos. 201, 207
and 208.

. Criteria.

Agriculturd Marketing Service Directive 443.1 - Investment of Public Funds
MA Instruction No. 102 - Milk Order Funds

MA Ingtruction No. 201 - Deposits and Investments of Federal Program Funds
MA Instruction No. 207 - Annud Budgets

MA Ingtruction No. 208 - Financid Statements

. Audit Steps. W/P Ref. Auditor

D

Provide the Maket Adminigtrator with instructions
for preparing cash and investment confirmations as
of the baance sheet date. (This can be done prior to
the start of on-gte fiedld work so that confirmations
will be ready for the auditor to mail after the
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beginning of ondte fidd work.)  For checking W/P Ref. Auditor
account confirmations, request a list of authorized
check sgners.

(2) Place ligs of check sgners in the workpapers.
Document whether the check dgners were
authorized in  accordance with  AMS  Dairy
Programs policy and do not include terminated
employees.

(3) Obtan from the Market Adminigrator lists of cash
and invetments by fund and by finencd
inditution, reconcile the two lids, and ascertan
whether a confirmation request was mailed for each
finencid inditution. Trace cash and investments by
fund to the generd ledger.

(4) Examine records of cash and investment
transactions to determine whether entries are correct
and are supported by proper documentation.

(5) Cross-reference the bank reconciliations to the bank
confirmations.  Foot the bank reconciliations and
check the addition of outstanding checks and any
deposits in trangt.  Vouch the materia outstanding
checks, deposits in trandt, and other materid
reconciling items shown on the bank reconciligtions
to the cut-off datement or subsequent bank
statements.

(6) Review any bank tranders liged as reconciling
items on any of the bank reconciliations and check
whether the other sde of the transfer was recorded

properly.

(7) Ascetan whether other relevant matters identified
on each confirmation are reflected in the accounting
records and statements.

(8) Check whether accounts are identified properly
with the agency. Accounts should be caried in the
name "Federd Milk Market Adminigtrator” and
may be followed by a milk marketing order or area
name or
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(10)

number and fund identification. This identification
goplies to checking and savings accounts,
negotiable order of withdrawa accounts, certificates
of depost, and other invesments. However, the
collateral account should be caried in the name
“USDA Milk Market Adminigrator” not followed
by any milk marketing order name or number.

Veify tha dl invesments are authorized and legd
for the agency and are substantiated by appropriate
documentation.

(@ Subdantiate invetments by examination of
datements, account agreements, and other
records, in addition to confirmations.

(b) Determine whether invesments are of the
short-term “risk-freg” types prescribed in MA
Instruction No. 201. (Approved
invesmentsinclude  certificates of  depost,
Treasury Bills and Tressury Notes within one
year of maturity.)

Examine pledgee collaerd holdings or activity
reports (or datements of pledged holdings or
activity) issued by the Federd Reserve Bank to
pledgee USDA Milk Maket Adminigrator (and
any letters from the Maket Adminigtrator
requesting a financid inditution to pledge securities
as collaerd or authorizing the Federa Reserve
Bank to release collaterd).

(@ Deermine whether collaterd pledged by
finendd inditutions was sufficent (at dl times
during the audit period) to secure al deposts in
excess of Federa Deposit Insurance coverage.

(b) Determine whether the Market Adminigrator
wasin full compliance with Agriculturd

-21-
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(11)

(12)

(13)

(14)

Marketing  Sevice  Directive 443.1  and
MA Ingtruction No. 201, Chapter 2, Section I,
“Collateral Security.”

Determine whether investments are recorded a cost
(or amortized cogt in the case of invesments in
Securities purchased at discounts or premiums).

Identify any investment as of the baance sheet date
that was liquidated prior to maturity. (Investments
normaly are hdd until maturity.)

If ay such invetment was liquidated a a
ggnificant loss, write down the invesment to its
maket value as of the baance sheet date and
condder whether a recommendation concerning
compliance exception is warranted.

If material, count petty cash, undeposited cash, etc.,
in the presence of the custodian and:

(@& List curency and coins counted by
denomination.

(b) Evduate the propriety of invoices pad.
Identify large or unusud amounts for possble
follow-up.

(c) Have the cudstodian sgn a recept a the
conclusion of the count.

Examine bank account and invesment datements
and interna cash and investment records to check
whether interest accrued and/or received on deposit
accounts and investments was properly dlocated
and recorded in accordance with MA Ingtruction
No. 207. Cross check workpapers to section 7.3.2
(d) audit steps for accrued interest receivable and
section 7.6(d) audit steps for interest earned.

W/P Ref. Auditor




7.3.2

W/P Ref. Auditor

(15) Check whether interest paid on depost accounts
and investments was properly dlocated and debited
to cash upon receipt of payment.

(16) Scen the adjudting journd entries for those affecting
cash and investments. Pogt these to the cash (by
fund) lead schedule to ensure that both sides of the
entry were properly recorded.

(17) Obtan any financid satement disclosures for cash
and invesments. Support for disclosures should be
documented in the working papers.

RECEIVABLES.

a. Background. The recevables testwork includes accounts recelvable, notes

recelvable, and accrued interest receivable. Accounts recelvable is subdivided
into handlers, interfund, employee travel advance, and other. Handlers are the
persons subject to marketing order regulations including milk plant operators
and cooperative asociations acting as handlers in marketing milk on behdf of
producers. Accounts receivable from fully regulated handlers include
adminigrative assessments due, marketing service fees due, and payments due
to the producer settlement fund (and trangportation credit baancing fund, if
any). Since accounts receivable from handlers vary with prices and quantities
of milk pooled, some subsdiary accounts may a times have negdive
balances.

Badances of accounts receivable may be increased by charges on over due
accounts (late-payment charges) as provided in the order.

Additional background information is included for each of the three types of
receivables under the audit stepsin this subpart.

. Objectives. The objectives of this section of the guide are to ascertan

whether:

(1) Receivables are correctly classfied, recorded, posted, summarized and
reported.

(2) Transactions involving recelvables are subdtantiated by  supporting
documents and explanations when appropriate.
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(3) Appropriate determinations of collectibility were made and proper entries
were recorded when necessary to comply with MA Ingtruction No. 109.

(4) Appropriate actions have been taken to collect delinquent accounts.

(5) Late-payment charges on overdue accounts receivable and interest on
cash, investments, and any notes receivable have been properly recorded.

. Criteria.

MA Instruction No. 109 - Uncoallectible Accounts Receivable
MA Ingtruction No. 207 - Annua Budgets
MA Instruction No. 208 - Financid Statements

. Audit Steps.

A. Accounts Recaivable.

Accounts receivable are due from handlers on the payment dates specified in
the order. Market Adminigtrators review accounts receivable from handlers in
the monthly pool billing cycle and record late-payment charges on overdue
accounts.

MA Ingtruction No. 208, Chapter 3, Section Il B 3 and Exhibit C, prescribes a
datus of accounts receivable schedule that is prepared by the Market
Adminigrator as of the end of each quarter, including December 31, and
submitted to the Order Operations Branch, AMS Dairy Programs.

W/P Ref. Auditor

(1) Examine records of accounts receivable transactions
to determine whether entries are correct and are
supported by proper documentation.

(2) Obtan a schedule of accounts receivable by age,
fund, and debtor as of the audit cut-off date. Show
payments subsequent to close of the audit period.

(3) Check whether subsidiary accounts recelvable are
reconciled properly to the generd ledger.
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(4)

Q)

(6)

()

(8)

©)

Discuss past-due accounts with the Market
Adminigrator or desgnated officid and determine
the reasons for the delinquencies.

Determine whether the Market Adminisrator has
teaken agppropriate actions to collect overdue
amounts owed by handlers or other debtors in
accordance with MA Ingtruction No. 109.

Determine whether any accounts are subject to lega
stlements or ae involved in litigaion or
bankruptcy proceedings.

Determine  whether  delinquent  accounts  were
adjused for late-payment charges (charges on
overdue accounts) a the rates and times and in the
manner specified in the order. (In legd settlements,
negotiations or other actions to collect ddinquent
account baances, or in cases involving debtor
insolvency or bankruptcy, the Deputy
Adminidrator, Dary Programs, may authorize the
Market Adminigrator to waive and/or discontinue
the accrud of some or dl of the charges on overdue
accounts of a specific individua debtor.)

Ascertan whether the Market Adminigrator has
made appropriate determinations of collectibility of
delinquent accounts and recognized and recorded
uncollectible accounts expense and dlowance for
uncollectible accounts in accordance with the policy
and methods specified in MA Instruction No. 109.

Determine  whether any write-offs of accounts
receivable during the audit period were made with
proper authorization after al collection actions were
exhausted in accordance with the procedures stated
in MA Ingtruction No. 109.

W/P Ref. Auditor




W/P Ref. Auditor

(10) Determine whether discharged debts, including
debts discharged in bankruptcy or because of debtor
insolvency, were reported to the Interna Revenue
Service on Form 1099-C, as required.

(11) Determine whether any accounts  receivable
transaction indicates improper use of funds.

(12) Reconcile interfund accounts recelvable to the
corresponding interfund accounts payable.
Interfund recelvables and payables must maich
between funds.

(13) Determine whether travel advances were made and
repad in compliance with MA Indruction 204
Federd Travel Regulations, Chapter 301-Trave
Allowances, Section 301-10.3 Advance of Funds.

(14) Subgantiate accounts receivable from handlers and
others with confirmations as of the badance sheet
date, including accounts that were written off.

B. Notes Recevable.

Loans may be made to other Market Adminigrators only with the prior
goprova of the Deputy Adminigtrator, Dairy Programs, a a rae of interest
goproximating the market rate for Treasury Bills of a comparable term at the
time the loan is made. The Market Administrator may hold notes receivable
for the purpose of satisfying delinquent accounts receivable from handlers or
others only as authorized by the Deputy Adminigtrator, Dairy Programs, upon
advice of Genera Counsd. The Market Administrator should be expected to
hold a note receivable only in rare circumstances and should be explained
fully in the auditor’ s report.

W/P Ref. Auditor

(1) Schedule notes receivable, if any, for loans to other
Market Adminisrators and reconcile with generd
ledger accounts.

(2) Send confirmation letter(s) to creditors, if any.
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(3) Determine whether notes receivable, if any, for W/P Ref. Auditor
loans to  other Market Administrators bear a rate
of interet gpproximaing the maket rate for
Treasury Bills of a comparable term at the time the
loan was made and whether such interest was
accrued and received.

(4) Deermine whether interest on notes recavable, if
any, was properly received and recorded.

(5) Ascetan whether the making of any loan (except a
travel advance to an employee) or the holding of
any note receivable was approved by the Deputy
Adminigtrator, Dairy Programs.

(6) Determine and explan in the audit report the
crcumgances and ressoning that led to the
execution and holding of any note receivable.

C. Accrued Interest Receivable.

Interest may be accrued on any combination of checking, negotiable order of
withdrawa, or savings accounts, certificates of depost; Treasury Bills or
Treasury Notes covered in the Cash and Investments section of the guide.
Interest is dso accrued for amortization of any discounts (and debited for
amortization of any premiums) on the purchases of securities held as
investments. Such amortization and interest income are credited to interest
earned (account 403) of the fund contributing the resources or principd on
which interest is earned, unless otherwise provided in the terms of the order.

Although the description of accounts 130 (accrued interest receivable) and
403 (interest earned) in MA Ingruction No. 207, Exhibit C, indicate monthly
accrud, quarterly or even annud accrud may be done where practicd if
interim datements are not dgnificantly affected. If a cdendar month bank
gatement showing interest earned and paid is received and interest is recorded
before the close of the accounting cycle, no accrud is needed. Policy on use
of the accrua method isincluded in Chapter 2, Section 11, of the ingruction.

W/P_Ref
(1) Examine records of interest accruad to determine Auditor
whether entries are correct and are supported by
proper documentation.
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W/P Ref. Auditor
(2) Ascertain whether accrued interest receivable was
properly credited for interest received. Crosscheck
interest receivable credits to cash receipts.

(3) Croscheck the baances of accrued interest
receivable to the interest schedule in the workpapers
for cash and investments and interest earned.

( 4) Reconcile accrued interest from the schedule in the

preceding step to the accrued interest receivable
acocount in the generd ledger.

7.3.3 PREPAID EXPENSES, DEPOSITS AND MISCELLANEOUS

a. Background.  This section consss of prepad expenses, deposts and
miscellaneous  assets. Prepad expenses include prepaid rent, prepad
insurance, and other prepad items, if any. Yearend badances of prepaid
expenses represent the unexpended portions of values of use, coverage, or
savices pad in advance and expected to benefit or to be consumed in
subsequent  operations over a period of time extending into the next
accounting cycle. Deposits include security deposits on leased office and
dorage facilities and rented equipment, if any. Miscdlaneous includes any
other assets not covered under cash and investments, receivables, prepad
expenses, deposits, or fixed assets.

b. Objectives. The objectives of this section of the guide are to ascertan
whether:

(1) Prepad expenses, deposts and miscelaneous assets are  correctly
classfied, recorded, posted, summarized and reported.

(2) Transactions involving prepaid expenses, deposits and miscellaneous  are
substantiated by  supporting documents and  explanations  when

appropriate.
(3) Bdances actudly represent asset vaues rather than current expenses.
(4) Asset valuations are gppropriate.
c. Criteria

MA Instruction No. 207 - Budgets
MA Instruction No. 208 - Financia Statements
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d. Audit Seps. W/P Ref. Auditor

(1) Obtan or prepare an andyss for each account
(prepaid  expenses, depodts, and miscellaneous).
The andyds should incdude a description of the
dgnificat  components, changes during the yesr,
and beginning and ending baances.

(2) Foot the andysis and trace the ending baance to the
generd ledger and the beginning bdances to the
financid statements for the preceding year.

(3) Examine records of transactions for prepad
expenses, deposts, and miscdlaneous to determine
whether entries are correct and are supported by
proper documentation, especidly for materid
changes during the yesar.

(4) Determine whether deposits are refundable in cash
or may be applied to cover expenses at a later date
and actudly are current assets rather than past codts.

(5) Confirm dggnificant depodts and assets held by
others.

(6) Determine whether baances of prepaid expenses
represent unexpended portions of items pad in
advance that are chargeable gppropriately to future
period expenses.

(7) Trace amortizetion of prepad expenses to
corresponding expense accounts.

FIXED ASSETS AND ACCUMULATED DEPRECIATION.

a. Background. The chat of accounts (MA Indruction No. 207, Exhibit B)
classfies Fixed Assts as Land, Buildings, Motor Vehicles, Furniture and
Equipment, Laboratory Equipment, Leasehold Improvements, Other
Depreciable Assets, and Accumulated Depreciation for each of these fixed
asset categories except Land. Not dl of these classfications are used by every
Market Administrator. For instance, unless the Market Administrator owns
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red edate, cars or trucks, there would be no need to maintain generd ledger
accounts for Land, Buildings, and Motor Vehicles Descriptions of account
classfications are provided in MA Instruction No. 207, Exhibit C.

Motor vehicles may include passenger cars, station wagons, vans, and trucks.
Trucks may be equipped with bulk tanks and bulk tank cdibration units with
pumps and flow meters used in measuring and cdibraing bulk fam milk
tanks. Motor vehicles may be used for various business purposes, including
trangportation of milk product samples for laboratory testing.

Furniture and Equipment indudes filing cabinets, bookcases, desks, tables,
chairs, office machines, computer hardware and software, etc., used in the
operations of the market adminisrator's office.  Laboratory Equipment may
include various devices used to process and test the compostion of milk
products for report verification and for marketing service activities
Leasehold improvements are commonly needed in conjunction with the
indalation of some types of laboratory equipment and fixtures as wel as
other areas of office operations.

Depreciation is recorded usng the draght-line method over the edtimated
useful life of a fixed asst.  Any other method requires authorization from the
Deputy Adminigtrator, Dairy Programs.  Monthly depreciation of some fixed
assets may be reduced by the netting of sdvage vaues from acquigtion cost
before dividing by the number of months of usgful life Leaschold
improvements may be depreciated in relation to the term of the lesse,
including periods for which the lessee expects to exercise renewal options.

Property accounts are set up and a perpetud inventory of property is
maintained showing the description, location, cost, current book value, and
other essentid information such as meke, modd and serid number.  Entries
are posted to the generd ledger reconciling it with the total cost of fixed assets
caried on property inventories. Tags, labels or decds are affixed to items of
property to identify their ownership.

. Objectives. The objectives of this section of the guide are to ascertan
whether:

(1) Fixed assets and depreciation are correctly classfied, recorded, posted,
summarized and reported.

(2) Transactions involving fixed assets are subdtantiated by  supporting
documents and explanations when appropriate.



(3) Physcd exigence of property is subgtantiated with property inventory
records and ownership of property isidentified with tags, labels or decdls.

(4) Fixed Assets are recorded at acquisition cost.

(5) Depreciation methods ae consgently applied in  accordance with
MA Ingtruction No. 215.

(6) Proper authorizations were obtaned for purchases, disposads and
transfers of fixed assets, including approvas from AMS Dairy Programs
asrequired in MA Ingruction Nos. 207 and 215.

(7) The totd cost of fixed assets on property inventories were reconciled
properly to the generd ledger.

c. Criteria.
MA Ingtruction No. 207 - Annua Budgets
MA Ingtruction No. 208 - Financid Statements
MA Instruction No. 215 - Property Accountability

d. Audit Seps. W/P Ref. Auditor

a. Examine the property inventory lig that the Market
Adminigrator prepared from the perpetud inventory
and used to peform the annua physcd inventory.
Also, examine supporting property records.

(& Ascetan whether the property inventory list
includes property a& man and branch offices
and mobile and portable property used away
from the office.

(b) Determine whether items on the property
inventory lig were mached properly with
results of the physica inventory and updated
as necessary.

(c) Determine whether the property inventory ligt,
including any corrections or updated items,
was appropriately dgned or initided by
certifying custodians of the property.
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2

3

(d)

(€

()

Determine whether supporting property records
adequatdly subgtantiste items on the property
inventory lig.

Determine whether the yearend baance in each
fixed assst account was reconciled properly
with property inventory records.

Reconcile totals of perpetud inventory records
with generd ledger accounts for each
classfication for the adminigraive and
marketing service funds.

Subgtantiate items on the property inventory list as
of the end of the audit period by physcd
observation of propety a the location of fied
work.

@

(b)

(©

(d)

Ascertain whether items of property shown on
the inventory liging that ae no longer in
custody were disposed subsequent to the date
of inventory.

Ascertain whether items of property in custody
that do not appear on the inventory lising were
acquired subsequent to the date of the
inventory.

Observe whether fixed assets are identified as
property of the Maket Administrator with
physcaly affixed tags, labes or decds (or
other means of identification for property such
as computer software.)

Ascertain whether excess and  unsarvicesble
property has been identified and whether
appropriate steps are being taken to use or

dispose of such property.

Compare items on property inventory liging as of
end of audit period to items on property inventory
ligting as of end of previous audit period.
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(4)

Q)

(6)

(& Ascetan whether items of property shown on
the inventory liging as of the end of the
preceding audit period but not shown on the
inventory listing as of the end of the current
audit period were disposed during the current
audit period and whether such dispostion was
made in accordance with the policies set forth
in MA Ingruction No. 215 (or MA Ingruction
No.210 prior to 1998) and is propely
documented by supporting records.

(b) Ascetain whether items of property shown on
the inventory listing as of the end of the current
audit period but not shown on the inventory
liging as of the end of the preceding audit
period were acquired during the current audit
period, whether such  acquistions are
documented properly by supporting records,
and whether such acquisitions (or purchases) of
fixed assets were authorized and recorded in
accordance with MA Ingruction Nos. 207 and
215 (or MA Ingtruction No. 210 prior to 1998).

Examine records of transactions to determine
whether fixed assets are carried correctly at cost and
are supported by proper documentation.

Determine whether property items were capitaized
as prescribed in MA Ingruction No.215 (or
MA Ingruction No. 210 prior to 1998).

Determine whether depreciation on fixed assets was
accrued and computed usng the draight-line
method as prescribed in MA Ingruction No. 215 (or
MA Ingtruction No. 210 prior to 1998). If any other
method was used, ascertain whether approva was
obtained from the Deputy Adminigraior, Dary
Programs.

W/P Ref. Auditor




7.4.

(7) Ascetain whether items of capitd propety were W/P Ref. Auditor
disposed in  accordance with  MA Indruction
No. 215 (or MA Ingtruction No. 210 prior to 1998).

(@ If capitd property was ®ld to another Market
Adminigtrator, ascertain whether gpprova was
obtained from the Deputy Adminigtrator, Dary
Programs.

(b) If property was sold to any employee, ascertain
whether that employee was accountable for it
or was involved in its sde or declaration as

excess property.

(8) Review adminidraive procedures to determine
whether there are adequate controls to do the
fallowing:

(8 Safeguard property and assure its protection
againg unauthorized remova.

(b) Assure that accountable property is used only
for business purposes.

(90 Review any footnotes to the financid Statements for
fixed asset disclosures and identify the source of
information disclosed.

LIABILITIES.

a. Background. This section of the audit guide petans to the fiscd
accountability for ligbilities in the Adminigraive, Marketing Service, and
Producer Settlement funds and Trangportation Credit Badancing Fund, if any,
and any other fund maintained by the Market Adminigrator. Audit steps in
this section are divided into four subpats. Accounts Payable, Employment
Liability; Other Liabilities, and Contingent Liahilities.

Accounts Payable are classified for handlers, interfund, trade creditors, and
others. The classfication for accounts payable to handlers may aso be used
for



amounts payable to producers and cooperative associations.  Since amounts of
accounts payable to handlers vary with prices and quantities of milk pooled,
some subsidiary accounts may at times have negative balances.

Employment Liability includes Accrued: Employee Sdaies Payable, Annud
Leave, Employer Payrall Contributions, and Payroll withholdings.

Other Liabilities include  Accrued Interest Payable, Notes Payable, and
Miscdllaneous.

Loans may be obtained from other Market Adminigrators only with the prior
goprova of the Deputy Adminidrator, Dary Programs, a a rate of interest
approximating the market rate for Treasury Bills of a comparable term at the
time the loan is made. The Maket Adminigrator should be expected to
execute a note only in rare circumsances that should be explained fully in the
auditor’ s report.

A contingent lidbility may a times result when a handler protests a
determination made by a market administirator and petitions the Secretary of
Agriculture for remedy under the 7 U.S.C. 608c(15)(A) administrative appedls
process or seeks judicid action from the courts and when the uncertain
outcome of a proceeding may entall a decison or judgment resulting in some
amount payable to the handler in a future period. Adminidrative gppeds or
other dgnificant pending litigation should be disclosed and explained in the
footnotes to the financid statements even if no contingent liability is created.

. Objectives. The objectives of this section of the guide are to ascertan
whether:

(1) Lidbilities are correctly classfied, recorded, posted, summarized and
reported.

(2) Transactions involving licbilities ae substantiated by  supporting
documents and explanations when appropriate.

(3) Lidbilities were incurred with proper authorization and in compliance
with gpplicable laws, regulations, and directives.

(4) Contingent Ligbilities, adminidrative gppeds and any other sgnificant
pending litigation are disclosed properly and described in footnotes to the
financid Satements,



(5) Employess forfdting a dgnificat amount of annud leave during the
audit period are identified.

. Criteria.

MA Ingruction No. 203 - Sday and Wage Plan for Milk Market
Adminigrators and Their Employees

MA Ingruction No. 206 - Maintenance of Leave Records, Transfer of Leave
Records and Cash Vaue of Annud Leave

MA Instruction No. 207 - Annud Budgets

MA Instruction No. 208 - Financid Statements

MA Instruction No. 305 - Performance Appraisa System

MA Ingtruction No. 306 - Leave

AMS Directive 305.2 - Leave

. Audit Steps. W/P Ref. Auditor

A. Accounts Payable.

() Obtain or prepare a schedule of accounts payable by
fund and dasdfication, showing amounts, dates,
names of creditors, and related expense accounts
charged, if gpplicable.

(2) Examine records of accounts payable transactions to
determine whether entries are correct and ae
supported by proper documentation.

(3) Reconcile accounts payable to related expense
accounts, if applicable, and cross-reference audit
workpapers to related expenses as appropriate.

(4) Check whether subsdiary accounts payable were
reconciled properly to accounts payable in the
generd ledger.

(5) Check whether cash discounts were taken when
goplicable.

(6) Examine interfund accounts payables to determine
thelr nature and origin.
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Reconcile interfund accounts payable to the
corresponding  interfund  accounts  recelvable.
Interfund payables and receivables must match.

Examine supporting records to determine whether
accounts payable were incurred with proper
authorizetion and in compliance with goplicable
laws, regulations, including milk marketing order
provisons, and directives.

Determine the origin and propriety of any accounts
payable to employees.

Employment Liability.

Obtain or prepare a schedule of accruas for each
cdasdfication of employment ligdility by fund,
showing  accounts, dates, amounts, and
corresponding expense accounts charged.

Examine records of  employment  lidbility
transactions to determine whether entries are correct
and are supported by proper documentation.

Examine supporting records to determine whether
employment liabilities were incurred with proper
authorizetion and in compliance with goplicable
laws, regulations, and directives.

If an employee trandferred to or from another
Market Adminigrator's office or another Federd
agency, check whether the gross vaue of the annud
leave was paid or received, respectively.

Check whether the accrued annud leave account
(and credit hour account, if any) was charged
properly for amounts of lump sum payments and the
vaue of leave transferred out and credited with the
vaue of annud leave transferred in.
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(10)

(11)

(12)

(13)

Check the badances of accrued annud leave,
compensatory time, overtime, and compressed
hours or credit hours to see whether they equa the
vaues of such time earned but not used or pad as
of the yearend balance sheet date caculated as the
sum of the accrued hours of each employee
multiplied by the employee's gpplicable hourly pay
rate.

Check time and attendance and leave records for
compliance with indructions reaing to work
schedules and leave, incdluding pat-time and full-
time employment, annud leave, dck  leave,
compensatory  time, overtime, compressed hours,
credit hours, and flexible work schedules.

Check whether the number of hours of annud leave
credited each biweekly pay period on employees
leave records are correct for their respective leave
categories based on employment staus and length
of sarvice. Accruds of annud leave may O, 4, 6, or
8 hours per pay period or prorated hours for part-
time employees depending on bi-weekly work
schedules.

Ascetan whether any employee forfeited a
ggnificant amount of annud leave a the close of
any leave year that overlaps the audit period and
determine the reasons for any such forfeitures.

Reconcile employment ligbility account baances to
payments made subsequent to the baance sheet
date.

Reconcile accruds to taxable wage summaries
prepared from payroll regigters.

Reconcile wages per payroll register to payroll tax
returns.

Examine payroll tax returns and applicable tax
deposit receipts.

W/P Ref. Auditor
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Other Liabilities

Obtain or prepare a schedule of accruds for each
classfication of other liabilities, showing accounts,
dates, amounts, and corresponding  expense
accounts charged.

Examine records of transactions for other liabilities
to determine whether entries are correct and are
supported by proper documentation.

Schedule notes payable, if any, for loans from other
Market Adminigrators and reconcile with generd
ledger accounts.

Determine whether notes payable, if any, for loans
from other Maket Administrators bear a rate of
interest gpproximating the market rate for Treasury
Bills of a comparable term a the time the loan was
recaved and whether such interest was accrued and
paid.

Determine whether notes payable, if any, for loans
from other Market Administrators were approved
by the Deputy Adminigrator, Dary Programs, as
invesments of the lending Maket Adminidrators in
accordance with MA Ingtruction No. 201.

Determine and explan in the audit report the
drcumstances that led to the execution of any note
payable and cite the authority for its issuance.

Examine supporting documents for notes payable,
accrued  interest  payable and  miscelaneous
ligbilities.

Schedule and explain @l sgnificant miscellaneous

ligbilities and reconcile with them with the generd
ledger accounts.
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1.5.

W/P Ref. Auditor

(9) Examine supporting records to determine whether
other liabilites were incurred with  proper
authorizetion and in compliance with gpplicable
laws, regulations, and directives.

D. Contingent Ligbilities

(1) Determine whether the Maket Adminidrator is
avae of dl contingent lidbilites such as
obligations under research contracts, or petitions
filed by handlers pursuant to Section 608c(15)(A)
of the Agriculturd Marketing Agreement Act of
1937.

(2) Distlose and explain in the footnotes to the audited
finencdd daements the contingent lidbilities,
adminigrative gppeals under 7 U.S.C. 608c(15)(A),
and any other Sgnificant pending litigation.

FUND BALANCES.

a. Background. Fund bdances include the adminidratiive fund operding

balance, the marketing service fund operating baance, the producer settlement
fund unobligated balance and obligated baance, and the transportation credit
baancing fund baance, if any.

The operating bdances of the adminidrative and marketing service funds
provide for continuing operations of the Market Adminigrator's office,
including reserves to complete remaining business and close out operaions in
the event an order is terminated. In that event, any excess funds from
liquidation are didributed to contributing handlers and producers in an
equitable manner.

The unobligated baance of the producer settlement fund serves as a clearing
account for pool equdization payments from and to handlers. After the pool
computation cutoff date, the unobligated baance is factored into the monthly
computation of the uniform price, basc blended price, weighted average
differential or producer price differentid, as applicable. A subtraction in the
computation of the applicable price leaves an amount in the unobligated
bdance that is aufficent generdly to endble the Market Adminidrator to
make timdy payment of al pool credits to handlers (and payments to
producers, if applicable) despite possible delinquencies of some handlers with
debit accounts. The amount is dso sufficient generdly to cover net payments
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to handlers for adjustments of prior months based on audits performed by the
Market Adminigrator's staff.  Adjusments from such audits may incresse or
decrease the unobligated badance.  The unobligated baance after pool
equdization generdly is composed largely of the aubtrection from the
computation of the uniform price, basc blended price, weighted average
differential or producer price differentid for the most recent month pooled. In
the event an order is terminated (without its marketing area being merged into
another maketing aea in the following month), the remaning baance is
subsequently  didtributed in an equitable manner among producers associated
with the market in the latest month(s) before termination.

The obligated badance of the producer settlement fund may include amounts
subject to adminidrative apped that relate to petitions filed by handlers
pursuant to Section 608c(15)(A) of the Agriculturd Marketing Agreement Act
of 1937 or subject to any other pending litigation, regardless whether
payment has been receved from the handler. The obligated balance aso
could include some obligations owed by handlers that are ddinquent in ther
payments to the Maket Adminigrator for the producer settlement fund,
regardless whether such obligation is disputed, as long as the related account
recevable from such handler is determined to be collectible. A producer
settlement fund baance is recorded as obligated when the Market
Adminigrator determines that the amount should not be factored into the
computation of uniform price, basc blended price, weighted average
differentid or producer price differentid, as applicable, through its incluson
in the unobligated badance. If an adminidrative goped or other litigation is
reolved in favor of the Maket Adminigrator or if deinquent accounts are
collected, the related amounts of the obligated baance would be transferred to
the unobligated badance when the Market Administrator determines that the
amount should be factored into the gpplicable price computation.

. Objectives. The objectives of this section of the guide are to ascertan
whether:

(1) Fund baances are correctly classfied, recorded, posted, summarized and
reported.

(2) Fund baances actudly represent equity or excess of assets over
ligbilities.

(3) Transactions involving fund badances are subdtatiated by supporting
documents and explanations when appropriate.

(4) Adjustments and transfers of fund balances are gppropriate and done with
adminigrative gpprova when required.
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(5) The yearend operding baances of the adminidrative and marketing
sarvice funds were maintained a leves that result in an operaing reserve
within the parameters prescribed in MA Ingtruction No. 207.
c. Criteria.

MA Instruction No. 207 - Annud Budgets
MA Ingtruction No. 208 - Financid Statements

d. Audit Steps. W/P Ref. Auditor

() Reconcile the yearend baance of each fund with the
balance at the end of the preceding year.

(2) Examine records of fund baance transactions to
determine whether entries are correct and ae
supported by proper documentation.

(3) Examine adjusments and transfers of fund baances
to determine whether such transactions are
appropriate and done with proper adminigrative
approva where required.

(4) Review the yearend combined operating reserves
for the adminidrative and marketing service funds
in relation to actua expenses to determine whether
the levd of such operating reserves fdls within the
parameters prescribed in MA Ingruction No. 207.
If the operating resarves at the end of the audit
period exceed the upper limit or fdl bedow the
lower limit prescribed in the ingruction, the auditor
should ascertan whether subsequent events or
actions have brought the level of operding reserves
into compliance with the indruction and should
consder whether a recommendation to decrease or
increase the operating baance is warranted.

7.6 INCOME.
a. Background. Revenues for the operations of the Market Adminigtrator's

office are derived from the adminidrative assessment, maketing service
deductions,
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late-payment charges assessed on overdue accounts, interest earned on
invesments and depodt accounts, reimbursement for services rendered, gain
on sale or trade-in of property and other income.

Additiona background information is included for each of the these types of
income under the audit stepsin this subpart.

. Objectives. The objectives of this section of the guide are to ascertan
whether:

(1) Income items are correctly classified, recorded, posted, summarized and
reported.

(2) Transactions involving income ae subdtantisted by  supporting
documents and explanations when appropriate.

(3) Other income is recognized properly in the income and expense statement
(or datement of revenues and expenditures) and described in the
footnotes.

(4) The income and expense Statement is prepared in conformance with
MA Ingtruction Nos. 207 and 208. The audited statement of the Market
Adminigrator should include reimbursement, if any, from other Market
Adminigrators and nonprogram items.  (AMS Dairy Programs makes any
adjustments to diminate intefund badances when consolidating the
financid satements of dl Milk Market Adminigtrators))

(5) Any assessment wavers were gpproved by the Deputy Adminigrator,
Dairy Programs.

. Criteria.

MA Instruction No. 111 - Public Release of Information
MA Instruction No. 207 - Annud Budgets

MA Ingtruction No. 208 - Financid Statements

MA Ingtruction No. 215 - Property Accountability

. Audit Steps
1. Adnmi nistrative Assessnents and Marketing

Servi ce Deducti ons

The principd sources of income for the operations of the Market
Adminigrator's office ae the adminidrative assessment and marketing
sarvice deductions.  The adminidrative assessment gpplies to the quantity of
producer milk received by handlers paticipaing in the marketwide pool. The
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marketing service deductions apply only to the quantity of milk received from
producers who are not members of qudified cooperative associaions that
provide cetan marketing services to ther members.  The adminidrative
asessment and marketing service deductions are charged to handlers at a rates
goproved by the Deputy Administrator, Dairy Programs, not in excess of the
maximum rates specified in the order.

Handlers that pay marketing service deductions are dlowed to subtract
marketing service deductions a the same rate when cdculating payments to
nonmember producers for milk received from their fams.  Consequently,
through deductions from the producer payroll, nonmember producers pay for
marketing services performed for them by the Market Adminidrator, even
though the handlers actudly remit sums of the deductions to the Market
Adminigrator. (In cases where a Market Administrator pays producers, the
Market Administrator also makes the marketing service deductions directly.)

W/P Ref. Auditor

(1) Check the rates of adminigrative assessment and
marketing service deductions during the  audit
period to ascertain whether the rates, as well as any
wavers of assessments or deductions, were
goproved by the Deputy Adminigtrator, Dairy
Programs, and whether the rates were less than or
equd to the maximum rates specified in the
order(s).

(2) Deemine the reasons for ay  ggnificant
fluctuetions in  the amounts of  monthly
adminidrative assessment or maketing service
deductions, asde from waivers, rate changes, or the
number of days production in a month. (Some
vaidion is atributeble to the seasondity of milk
production.)

(3) Examine the monthly cdculation of income from
the adminidrative assessment.  Income is calculated
as the rae in efect multipied by the
hundredweights of producer milk receipts reported
by handlers on ther reports of receipts and
utilizetion (of milk and milk products) included in
the maketwide pool. Adminidrative assessment
income is adjusted for any differences in quantities
of producer milk found in audits of the handlers
reports performed by the
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W/P Ref. Auditor

Market Adminidrator's  gaff. Differences are
multiplied by the rates in effect for the months
reported.

(4) Examine the monthly cdculaion of income from
marketing service deductions.  Income is caculated
as the rae in efect multipied by the
hundredweights of nonmember producer milk
receipts reported by handlers on their reports of
receipts and utilization included in the marketwide
pool. Income from marketing service deductions is
adiused each month for any differences in
quantities of nonmember producer milk found in
audits of the handlers reports peformed by the
Maket Adminigratorss deff. Differences are
multiplied by the rates in effect for the months
reported

2. Lat e- Paynent Charges Assessed On Overdue
Account s

Section .78 of each order is a provison for charges on overdue accounts.
Such charges ae made to the accounts of handlers who are ddinquent in
meking payments pursuant to any of the severd <sections of the order
referenced in section .78. Section .78 prescribes the timing, fixed percentage
rate, and method for such charges, incuding the designation of the fund to
which such charges accrue as debits to accounts receivable from handlers
(account 110) and credits to late-payment charges assessed (account 402).
The fixed percentage rates are gpplied monthly to unpaid obligations owed by
handlers. By virtue of becoming pat of the handler’s obligation, charges on
overdue accounts that reman unpad a the due date for each subsequent
month are aso subject to charges on overdue accounts, in essence,
compounding the charges monthly.

In circumstances involving a handler as a debtor in bankruptcy or legd
settlements, negotiations, or other actions to collect the balances of ddinquent
accounts, the Deputy Adminigrator, Dary Programs, may authorize the
Market Adminigrator to waive or discontinue accrud of charges on overdue
accounts.  Collection actions and related procedures are prescribed in
MA Ingtruction No. 109 and are addressed in the Receivables section of the
guide.
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C.

Examine records of late-payment transactions to
determine  whether entries are correct and are
supported by proper documentation.

Determine whether past-due accounts were adjusted
for late-payment charges (charges on overdue
accounts) a the rate and times and in the manner
specified in the order. (Refer to Section .78 of the
order.)

Crosscheck late-payment charges to the workpapers
for accounts receivable and ascertain whether late-
payment charges were assessed on dl delinquent
handler accounts.  Also crosscheck late-payment
charges to the workpapers for accounts payable,
snce charges on overdue accounts may accrue
adebits to accounts payable if the account of a
delinquent handler previoudy had a norma credit
balance.

Ascertain whether any waiver or discontinuation of
accrud of late-payment charges on overdue
accounts was done with authorization from the
Deputy  Adminisrator, Dary  Programs,  in
accordance with MA Instruction No. 109.

Interest Earned

W/P Ref. Auditor

Interest may be earned on any combination of checking, negotiable order of
withdrawd, or savings accounts, certificates of depost; Treasury Bills, or
Treasury Notes covered in the Cash and Investments section of the guide.

Interest earned is credited dso for amortization of any discounts (and debited
for amortization of any premiums) on the purchases of securities hed as

invesments.

Such amortization and interes income are credited to interest

earned (account 403) of the fund contributing the resources or principd on
which interest is earned, unless otherwise provided in the terms of the order.
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Examine bank account and investment Satements
showing interest paid.

Determine  whether  interet  from bank and
investment accounts was reconciled properly to
interest earned.

Obtain or prepare a schedule of interest pad on
checking, negotigble order of withdrawd, and
savings accounts, any certificales of depodt, any
US Govenment securitiess, and any other
investment, deposit account, or other source of
interest recelved, as wdl as yearend accruds of
interest earned and accrued interest receivable.

Reconcile interest receved and interest accrued
from the schedule in the preceding step to the
interest earned account in the generd ledger.

(5) Crosscheck the balances of interest earned to

workpapers for accrued interest receivable and
interest bearing cash and investments.

( 6) Ascertain whether discounts or premiums on

D.

Market Adminigtrators may receive reimbursement for the cods of services

investmentsin U.S. Government securities were
amortized to interest earned in accordance with
MA Ingtruction No. 207. However, monthly
accrua may not dways be necessary if the amounts
of amortization would be immeterid

Reimbursement for services rendered

W/P Ref. Auditor

rendered to other Market Administrators, other agencies, or other entities.
None of the transactions involving other agencies are of a magnitude that

would exceed the Depatment's threshold for eimination entries.
cdassfication of rembursement for services rendered is divided into sdaries,

trave, tesing and weighting, and other. Rembursement for services rendered
is accounted for in accordance with MA Ingruction No. 207, Chapter 2,
Section |l B, and MA Ingtruction No. 208, Chapter 3, Section |1l B 5.
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W/P Ref. Auditor

(1) Examine records of reimbursement transactions to
determine  whether entries are correct and are
supported by proper documentation.

(2) Ascetan whether items of rembursement ae
alocated properly.

(3) Make necessary adjusments to include in income
and corresponding expenses  dl  reimbursement
items tha were excluded previoudy. All
rembursement should be reflected as income and
al costs of services rendered should be reflected as
expensss  in  the audited financid datements
regardless whether the cods involved are borne
ultimady by other Maket Adminigrators, other
agencies, or other entities that remburse such costs.

(4) Determine whether cogsts billed for services
rendered were computed correctly. The cost of
gross  sdaies  should include  employer
contributions to the Civil Sevice Retirement
Sysem or Federd Employees Retirement System,
Federd Employee Group Life Insurance, Federd
Employee Hedth Benefits Socid  Security,
Medicare, and Thrift Savings Plan, as wel as the
cost of accrued annua and sick leave.

E. Gainon Sdeor Trade-in of Property

A gain on sde of property is redized when a fixed asst is sold for more than
its depreciated book vaue. Policies regarding the dispostion of fixed assets
are st forth in MA Ingruction No. 215. (Policies regarding the disposition d
fixed assets for 1997 and prior years are covered in MA Ingtruction No. 210.)

W/P Ref. Auditor

(1) Examine records of transactions for property sdes
and trade-ins to determine whether entries ae
correct and are supported by proper documentation,
induding inventory records that document dl

property disposition.



W/P Ref. Auditor

(2) Ascertain whether property was sold to employees
who were accountable for, used or were involved in
condemnation or sde of the property and whether
adequate controls are in place to prevent the sde of
property to such employees.

(3) Asceatan  whether documentation supports
determinations that property was sold a fair market
vadues and best offers and whether estimates of
property value were obtained and bids secured in
accordance with  MA Ingruction No.215 (or
MA Ingtruction No. 210 prior to 1998).

(4) Determine whether approva was obtained from the
Deputy Adminigrator, Dary Programs, if any
property was sold to another Market Administrator.

F. Other Income
Any income not included in the categories above is classfied as other income.

(1) Ascertan the source of any other income and see
that footnote disclosure is provided for any materid
amount.

(2) Deemine whether any other income is classfied
and allocated properly.

(3) Examine records of transactions for any other
income to determine whether entries are correct and
are supported by proper documentation.

1.7. EXPENSES

a. Background. MA Ingruction No. 207, Exhibit B, provides expense accounts
numbered 501 through 539 that include dl the types of expenses tha ae
incured normaly in the operations of the Maket Adminigrator's office.
MA Ingruction No. 207, Exhibit C, provides a brief description of each
account. Subsidiary or congtituent accounts may be maintained.
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MA Ingruction No. 203, “Sday and Wage Plan for Milk Market
Adminigrators and Ther Employees” provides the authorization and
guidance for payment of employees The Sdaries and Services account
(number 521A and 521M) reflects the gross amount of al saaries earned by
employees, including the vaue of hours for flexible work schedules, overtime,
compensatory time, holidays, sck, annud and terminad leave pay. This
account also includes most amounts pad to other Market Administrators and
contractors for services smilar to those for which sdaries are pad, asde from
the Testing and Weighing account (number 511A and 511M) and Employee
Insurance, Retirement and Thrift Savings Plan (number 502A and 502M).

b. Objectives. The objectives of this section of the guide are to ascertan
whether:

(1) The accounting method used to recognize expenditures is in accordance
with MA Ingructions and is gpplied congstently.

(2) All purchases are authorized.

(3) Expensespaid by cash are vouched and recorded properly.

(4) Eachfund ischarged with its proper expenditures.

(5) Only authorized personnd properly hired are on the payroll.

(6) Pay rates adhere to compensation schedules.

(7) Liabilitiesare recorded properly for compensated absences.

(8) Thepayroll iscaculated correctly.

(90 Lump-sum leave payments and severance pay are correct.

(10) Payments made for services rendered are for services actualy received.

c. Criteria.

MA Ingruction Series- 100, 200, 200; in particular:

MA Instruction No. 100 - Market Administrators

MA Ingtruction No. 102 - Milk Order Funds

MA Ingtruction No. 109 - Uncollectible Accounts Recelvable

MA Instruction No. 113 - Conferences of Market Administrators

MA Indruction No. 202 - Insurance - Automobile, Office Property and
Employees Compensation



MA Ingruction No. 203 - Sday and Wage Plan for Milk Market
Adminigrators and Their Employees

MA Ingruction No. 204 - Travd Regulaions and Reimbursement of
Incidental Expenses

MA Ingtruction No. 206 - Maintenance of Leave Records, Transfer of Leave
Records and Cash Vdue of Annual Leave

MA Instruction No. 207 - Annud Budgets

MA Instruction No. 208 - Financid Statements

MA Instruction No. 211 - Withholdings and Contributions Under the Federd
Employees Group Life Insurance Act

MA Ingruction No. 212 - Payment of Socia Security Tax (FICA) and Payroll
Information Required by Dairy Divison

MA Ingtruction No. 213 - Report of Space Use by Building

MA Instruction No. 215 - Property Accountability

MA Ingtruction No. 216 - Federd Employee Hedth Benefits

MA Instruction No. 300 - Severance Pay

MA Ingruction No. 301 - Traning and Devdopment for Market
Adminigrators and Their Employees

MA Instruction No. 303 - Personnel Administration

MA Instruction No. 305 - Performance Appraisa System

MA Ingtruction No. 306 - Leave

MA Instruction No. 308 - Retirement

MA Instruction No. 309 - The Socid Security Act, As Amended

MA Instruction No. 311 - Unemployment Compensation

MA Ingruction No. 319 - Voluntary Leave Transfer Program

. Audit Steps. W/P Ref. Auditor

(1) Determine whether performance ratings were issued
in accordance with MA Instruction No. 305.

(2) Check whether personnd action forms are signed
by the Market Adminisrator (or Acting Market
Adminigrator).

(3) Compare authorized employee sdaries from
personnel  actions and compensation schedules to
sdaies on employee payroll. (See MA Indruction
No. 203).

(4) Ascertain whether sday payments represent

compensation for actud hours of service rendered
by the employee.
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Q)

(6)

()

(8)

9)

(10)

(11)

Test whether leave authorizations are sgned by
employees and approving supervisory personnel
and whether employee time sheets are prepared and
reviewed properly.

Examine leave records and determine whether the
number of hours accrued, used by and pad to
employeesis correct.

Ascertan  whether accruds and payments for
overtime, holidays, night differentid, annua leave,
sck leave (induding family friendly),
adminigrative leave, compensatory time,
compressed time, and credit hours are properly
caculated, supported and authorized in accordance
with MA Ingruction Nos. 203, 306, and 319.

Ascartain whether the badance of annud leave of
any employee a the beginning of the leave year
exceeded the maximum dlowable carry over from
the end of the preceding leave year (240 hours plus
retored leave, if any). Determine whether any
restored leave was authorized properly.

Ascertan whether lump-sum payments to separated
or retired employees for annud leave equa ther
respective balances carried over from the preceding
leave year plus annud leave earned (net of leave
used or donated) in the year of lump-sum payment.
(See MA Ingtruction No. 306.)

Ascertain whether payments to separated or retired
employees for credit hours (or other earned time for
which vaues are accrued) are calculated properly.
(See MA Ingtruction No. 306.)

Determine whether any severance pay is computed

correctly in  accordance with  MA  Ingruction
No. 300.
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(12) Determine whether dl forms regarding employee W/P Ref. Auditor
insurance, retirement, and Thrift Savings Plan
(account 502) are prepared properly and submitted
timely in accordance with MA Indruction No. 216.

(13) Determine whether accruds and deductions for
Civil  Sevice Reirement, Federd Employees
Retirement, Thrift Savings Pan, Socid Security,
Medicare, Federal Employees Group  Life
Insurance, and Federa Employee Hedth Benefits
were made as applicable and in accordance with
MA Instructions Nos. 211, 212, 308, and 216.

(14) Review payroll tax returns Reconcile wages
reported to gross sdaries. Reconcile taxes withheld
to payroll tax withholding accounts.

(15) Determine whether Federd, State and/or City
income tax withheld was reported properly and
timely remitted to the taxing authority.

(16) Trace employee payroll and vouchered expenses to
generd ledger accounts.

(17) Examine expense vouches for  authorized
sgnatures.

(18) Ted travd vouchers to assure employee clams are
digible per officd travd policy and current
reimbursement rates.

(190 Determine whether the Market Adminigrator's
policies regarding any office-owned vehicles are
adequate with respect to redricting the use of any
such vehide(s) (account 522) to officid business.

(200 Test whether purchases ae adthorized in
accordance with MA Ingruction No. 207.

(21) Determine whether amounts of expenses are for the
cost of goods and services or other vaid items that



(22)

(23)

(24)

(25)

(26)

(27)

(28)

(29)

(30)

substantiated  with  supporting  documentation  W/P Ref.  Auditor

including vouchers, invoices, purchese orders,
contracts, leases, etc.

Basaed on the drengths and weaknesses of the cash
disbursement system identified during the internd
control testwork, select a sample of vouchers from
the voucher regider. (Document the sample
Selection procedure.)

Test whether invoices are cadculated correctly and
whether voucher amounts agree with invoices.

Check whether controls are in place such as
cancdlaion of vouchered invoices to prevent
duplicate payment of expenses.

Ascetan  whether expenses were recorded in
correct accounts and properly alocated to or
between funds.

Cross reference work done in balance sheet
accounts to related expense accounts and reconcile
expense totals with balance sheet changes.

Schedule dl types of insurance coverage in effect at
the close of the audit period and determine if the
premiums have been paid.

Determine if automobile insurance coverage on dl
privady-owned and office-owned vehicles used in
maketing order busness megs the minimum
property damage and public liability requirements.

Determine whether any automobile insurance policy
contains a rider or endorsement Smilar to that
shownin MA Instruction No. 202, Exhibit A.

Determine whether the Market Adminigtrator is
insured for ligbility under a busness automobile
insurance policy that covers motor vehicles owned,




(31)

(32)

(33)

(34)

(35)

(36)

rented or leased by or loaned to employees or
members of ther households while used for
business purposes of the Market Adminigtrator.

Determine whether fire, theft, burglary, and other
insurance carried is adequate to protect the Market
Adminigrator’s property at dl times.

Determine  whether leases for  office/laboratory
gpace contain a termination clause that provides the
lessee the right to terminate the lease in a specific
number of days, not to exceed 6 months in the
event the maketing order is terminated or a
conolidation of adminigration is directed by the
Depatment, in accordance with  memorandum
number 93-19. (account 506, Rent-Buildings)

Determine  whether Form AD-380, “Report of
Space Use by Building,” was submitted properly, if
the office was relocated, additiona space was
rented, or a new lease was executed during the audit
period, in accordance with MA Ingtruction No. 213.
(account 506, Rent-Buildings)

Determine the reasons for renting equipment
(account 507) as opposed to buying smilar
equipment.

Determine whether service contracts were obtained
for repars or replacement of equipment. If such
service contracts were obtained, review the bagis for
getting this coverage as opposed to other options.

Determine whether the Deputy Adminigrator, Dairy
Programs, authorized the Market Administrator to
enter into any contract for a research project
(account 502).  Include a copy of any research
project contract in the working papers.

Costs of research projects are generdly dlocated to
the adminigrative fund because the research usudly

Auditor



W/P Ref. Auditor

benefits dl producers and handlers.  Determine
whether research project costs are charged to the
adminigrative fund.  An explanation should be
provided if any research project costs are charged to
the marketing service fund.

Determine  whether the Maket Adminigrator
received progress reports showing the status of the
project.

If the project has been completed, determine from
discusson with the Maket Adminigtrator what
benefits were obtaned and whether they were
satisfactory.

Evduate whether research costs are reasonable in
relation to the benefits obtained.

Ascertain whether research findings were prepared,
submitted and made avalable to producers and
handlers, as appropriate.

COST ALLOCATIONS.

a. Background. The bass for dlocation of expenses between adminidtrative and
marketing service funds can be found in the generd provisons of federd milk
marketing orders (7 CFR Part 1000). The applicable section states the Market
Adminigrator's duty to pay out of funds provided by the adminidrative
asesament dl expenses necessarily incurred in adminigtration of the order,
“except expenses asociated with functions for which the order provides a
sepaate charge” Marketing sarvice is such a function.  The fundamenta
concept is tha marketing services should be funded by marketing service
deductions from nonmember producers who receive the benefits of such
savices.  Other cods of order adminigration should be funded by the
adminigrative assessment from handlers.  To farly assess handlers and
nonmember producers, expenses must be dlocated in an equitable manner
between adminigrative and marketing service funds. Where specific costs are
associated exclusvely with adminidrative or marketing service functions, the
expense may be directly distributed to the applicable fund. However, joint
costs ae generdly dlocated between the two funds usng percentage
estimates derived for an alocation plan as part of the budget process.



b. Objectives. The objectives of this section of the guide are to ascertan
whether:

(1) Expenseswere dlocated in accordance with aplan.

(2) The dlocation plan results in conggent and equiteble alocation of
expenses between the adminigtrative and marketing service funds.

c. Criteria
7 CFR Part 1000.3(c)(3)
MA Ingtruction No. 207 - Annua Budgets
MA Ingtruction No. 208 - Financid Statements

d. Audit Seps. W/P Ref. Auditor

(1) Obtan a copy of the market adminigrator's cost
dlocation plan. If no forma plan exids, document
the Market Administrator's alocation method.

(2) Determine whether the cogt dlocation plan or
method provides for digribution of expenses in a
manner that is equitable to both handlers and
producers.

(3) Determine whether expenses ae dlocated in
accordance with the cogt alocation plan or method.

(4) Ascertain whether the alocation of expenses bears a
reasonable relationship to the purposes for which
such expenses are incurred.

(5) Determine whether the cogt dlocation plan or
method is gpplied on a consstent bass and whether
any changes or adjusments to the plan, method, or
percentages are reasonably based upon factors such
as changes in operations or personndl.

SECTION 8. REVIEW OF PRICING AND POOLING, AND COMPLIANCE AUDITS

8.1. REVIEW OF PRICING AND POOLING.

a. Background. A basic underganding of the concepts of a classified price plan,
a sysem of minimum prices and the mechanics of a producer settlement fund,
dl dated in Section 3 of the guide, is essentid to a review of pricing and
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pooling. Class prices and minimum prices for payments to producers are
computed and announced monthly.

The Market Adminigtrator has a duty to prescribe reports required of handlers,
including the desgn and issuance of forms for such reports for each type of
handler (regulated, partidly regulated, producer-handler, etc) Handlers use
such forms to report their monthly receipts and utilization of milk products,
producer payroll data, and data needed for publication of market information.

Reports of recepts and utilization show the sources and quantities of milk
received by each handler, the utilization of milk by class and product, the
inventories of milk and milk products, and other information needed to
determine the amount of pool obligation or credit, and to cadculate required
payments under the order, including minimum payments to producers.

Pooling procedures for the order must contain steps desgned to ensure
compliance with order provisons and include vdidations and controls
designed to ensure the integrity of the producer settlement fund and handler
bllings and payments. Documentation maintaned by the Market
Adminigrator should provide an adequate audit trall and sufficient support for
the pooling process.

The following steps should be taken to ascertain the sufficiency of reporting,
pricing and pooling procedures in complying with the provisons of the order
and other gpplicable regulations and directives, including MA Ingtructions.

. Objectives. The objectives of this section of the guide are to ascertan
whether:

(1) Class prices are computed in accordance with the provisions of the order.

(2) Controls and procedures used to process information from handlers
reports of recepts and utilization through pooling provide adequate
assurance that minimum prices for payments to producers are computed
correctly in accordance with the provisons of the order.

(3) Controls and procedures for pool processng and internd accounting
provide adequate assurance that billings and credits to handlers for net
pool obligaions and credits, adminidrative assessments, marketing
sarvice deductions, audit adjustments, and any overdue amounts owed to
the producer settlement fund, the adminigrative fund, and the marketing
sarvicefund are correct.



c. Criteria

d.

7 CFR Part 1000, et seg.
MA Instruction Series 100, 200, 300

Audit Steps.

@)

)

3

(4)

Q)

(6)

()

Determine whether the forms deveoped by the
Market Adminigtrator for preparation of handlers
reports of receipts and utilization were submitted to
the Chief, Order Operations Branch, were approved
for use, and display OMB No. 0581-0032 in top
right corner of the gpproved form.

Determine whether the forms developed by the
Market Adminigrator for the preparation of
handlers reports of recepts and utilization display
the following statement: “This report is required by
the order in accordance with 7 U.S.C. 608c and d.
Failure to report can result in the assessment of a
civil pendty of up to $1,000 per day
(7 U.S.C. 608c(14)(B)) or, upon conviction, in a
fine  of up to  $5000 @ per day
(7 U.S.C. 608c(14)(A)).”

Obtain copies of the map(s) that show(s) the market
areg(s) with zone price adjustments.

Obtain copies of order(s) regulatiing the handling of
milk in the market are(s).

Obtain copies of the published class price
announcements and blended, uniform or component
price announcements for selected month(s) from the
periods under review.

Compare the announced class prices with the
supporting documentation.

Check the cdculations and diffarentids to

determine whether the class prices were computed
in accordance with the provisions of the order(s).
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(8)

©)

(10)

(11)

(12)

(13)

(14)

Compare the announced blended, uniform or
component price(s) with supporting documentation
and determine whether such price(s) was computed
in accordance with the provisons of the order(s).
(To complete this dep it is necessary to firg
complete dl of the following audit seps in this
Subsection that have a bearing on the supporting
documentation.)

Obtain a copy of any written procedures, flowcharts
and checklists that are used to guide personne
through sequentia steps of the pooling process.

Review procedures used to process handlers report
data through a pool computation, including any
written procedures, flowcharts, checkligts,
documentation of computer  programs, and
discussons with personne responsble for pool
processing, and evaduate whether such procedures
provide adequate technical guidance and controls
for the pooling process.

Determine  whether  reports  of recepts and
utilization ae dggned by appropriste authorizing
officdas of the reporting handlers and contain
catifications subgantidly a daed in MA
Instruction No. 107.

Determine whether correct caculaions were made
to ascertan whether supply plants met  shipping
requirements that qualified them as pool plants.

Determine whether correct caculations were made
to ascertan whether digributing plants met route
dispostion percentages that quaified them for pool
plant status.

Determine whether correct caculations were made
to ascertain whether reported shipments exceeded
diverson limitations.

W/P Ref. Auditor




(15)

(16)

(17)

(18)

(19)

(20)

(21)

(22)

(23)

Determine whether control totals were used help to
ensure that quantities are accumulated correctly on
reports of receipts and utilization.

Determine whether milk products transferred (or
diverted) between plants were matched to assure
that quantities and cdlassfication of milk products
are the same a both shipping and recelving plants
prior to dlocation.

Determine whether classfication of shipments from
pool handlersto nonpool plantsis reviewed.

Determine whether product types, quantities, and
classfication are compared with previous reports
and sgnificant changes reviewed for reasonability.

Determine whether beginning inventories are either
matched with the preceding month’'s ending
inventories or brought forward from the preceding
month’ s ending inventories on precoded reports.

Determine whether the assgnment of producer milk
to classess was made in accordance with the
alocation provisons of the order.

Determine whether the marketwide gross vaue of
producer milk pooled was reconciled properly with
the maketwide utilization vaue of milk pooled a
class prices.

Determine whether the sum of net pool obligations
to handlers was reconciled properly with sum of net
pool creditsto handlers.

Sdect a sample of reports of receipts and utilization

of handers in the maket for review of the
computation of the net pool obligation or credit, the
adminigrative assessment, the maketing service
deductions (if there is nonmember producer milk),
and trangportation credit amounts (if any). Reports
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(24)

(25)

(26)

(27)

(28)

(29)

(30)

(31)

(32)

may be sdected from any of the months in the audit
peiod. Diffeeent months may be sdected for
review of different handlers reports.

Examine each sdected report of receipts and
utilization and comparent to the corresponding
statement of net pool obligation or credit.

Determine whether the value of the handle’s
utilization a the applicable month's cdlass prices is
caculated correctly.

Determine whether classfied vaues are dlocated
properly and assigned to producer milk.

Determine  whether  location  adjusments ae
cdculated  correctly  with  agpplicable  zone
differentias.

Determine whether the net pool obligation or credit
is caculated correctly.

Determine whether the product pounds of producer
milk  multipied by the Jgpplicdble rae
per hundredweight of adminidrative  assessment
equas the ddla amount of adminidrative
assessment shown.

Determine whether the product pounds of
nonmember producer milk (if any) multiplied by the
goplicable rate per hundredweight of marketing
sarvice deductions equas the dollar amount of
marketing service deductions shown.

Determine whether trangportation credit amounts (if
any) ae cdculated correctly in accordance with
applicable provisons of the order.

Use the Interstate Milk Shippers report or other

independent source for pool testing to assure that dl
handlers are included in the population tested.
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8.2

(33) Trace the amounts of the net pool obligation or W/P Ref. Auditor
credit, adminidrative assessment, marketing service
deductions (if any) and transportation credit amount
(if any) to the statement of the handler’ s account.

(34) Review the Maket Adminidrator's documentation
of pooling, including coded handlers reports,
computer printouts, eectronicaly stored pool data,
records of audit adjustments, etc., and related
billings and payments. Evduate whether such
documentation provides an adequate audit trail and
sufficient support for the pooling process.

REVIEW OF COMPLIANCE AUDITS.

a. Background. The Market Adminidrator's saff verifies reports and payments

required of handlers to ensure compliance with the terms and provisons of the
order(s).

Veification is accomplished in part through chemicd andyds and weighing of
milk product samples to determine the composition of producer milk and milk
products processed or manufactured by handlers and to monitor and determine
the adequacy of smilar testing by laboratories of handlers and cooperdtives.
Itis not necessary for the reviewing auditor to possess expertise in chemicd
andyss or laboratory procedures. It is sufficient for the purpose of this review
that the auditor understands how the application of the results of such testing
and weighing are used to subgtantiste the quantities reported and payments
made by handlers.

Veification is accomplished dso through examination of records, sysems, and
fadlities of handlers by an audit saff employed by the Market Adminidrator.
(The externd auditor is referred to as the “reviewer” for the remainder of this
section of the guide to avoid confuson with the “auditor” employed by the
Market Adminigrator) The compliance audits are primarily concerned with
verification of reports of producer payroll and reports of receipts and
utilization.

Each marketing order sats forth requirements for minimum payments to
producers twice per month on or before specified payment dates. Section .73
of each order prescribes a partid payment near the end of each month for



producer milk received during the firg 15 days of the month and a find
payment near the middle of the following month for producer milk recelved
during the entire month with the partia payment subtracted.

Handlers who receive producer milk that is not purchased from cooperative
associations and cooperative associations that market producer milk are
required to submit monthly reports of producer payrolls to the Market
Adminigrator. (Inorders and for conditions where the Market Administrator
has the duty to pay producers, handlers are ill required to submit monthly
reports containing al relevant information needed for preparation of the
producer payrolls.)

Handlers may use the Market Adminigtrator’s printed producer payroll report
foom or may, with the Maket Adminigrator's agpprova, submit producer
payroll reports as eectronic data files on magnetic tapes or disks or via
electronic bulletin board systems, e-mail, etc.

Reports of producer payrolls include producer data necessary to cdculate
payments to the producers and to determine required minimum payments to the
producers in accordance with the payment provisions of the order.

Producer payroll reports typicdly show the name of the reporting handler,
plant location, location differential, each producer’s name, address, payroll
number, cooperative association (or nonmember dtatus), and other data which
may include the number of days production, pounds of milk, price per
hundredweight, producer price differentiad, average butterfat test (percentage),
pounds of butterfat, butterfat price, pounds of protein, protein price, other
solids, other solids price, somatic cell adjustment, premiums, gross vaue, and
deductions for hauling, supplies, marketing service, association dues, any
adjusment for errors made in previous months, other items authorized in
writing by the producer, amount of advance payment, net amount of find
payment and sometimes check numbers, except for payments made by
electronic funds transfer.

Routine examination of producer payroll data is peformed typicdly in the
Market Administrator’s office prior to fidd audits of the reporting handlers. It
is done so that most instances of underpayment to producers can be identified
sooner and handlers can be sent timey notification of such indances of
underpayment.  However, the divison of responsbilities for verification of
producer payroll data among data processing, producer payroll audit, field
audit, pooling and audit review personnd may vary depending on the sSze,
organizationd dructure, and policies of the Market Adminigtrator.



Producer payroll audit procedures must contan steps desgned to verify
compliance with the producer payment provisons of the order. To this end
producer payroll audit procedures ae integra to the fidd audits where
veification of compliance is completed through examination of the records
and milk handliing facilities of the reporting handle)s and cooperative
associations.

For this reason producer payroll auditing and fidd auditing are considered
together in this section of the guide.

Centrd to the compliance audits is the fidd auditor's verification of the
quantities, classfication and pricing of milk products recorded on handlers
reports of receipts and utilization that are used for pooling as described in
section 81.a Such verification of quantities, cassfication and pricing of milk
products received and utilized by handlers and the resultant adjusment of
items that are reported incorrectly are essential to ensure that proper payments
are made between the producer-settlement fund and handlers and that amounts
of adminidrative assessments and marketing service deductions (based on the
pounds of milk that handlers receive from producers) are correct.  Such
verification is also necessary to ensure that required payments to producers are
based on the correct receipts of producer milk by handlers.

The audit steps liged in subsection d. should be taken to ascertain the
aufficiency of producer payroll reporting and auditing procedures and fied
auditing procedures.

b. Objectives. The objectives of this section of the guide are to ascertain whether:

(1) Audit procedures used by the Market Adminidrator's daff provide
adequate monitoring of compliance by handlers with the provisons of the
order, including verification of required payments and reported quantities
and classfication of milk products received and utilized.

(2) Workpapers for handler compliance audits provide adequate
documentation to support audit results.

(3) Handler compliance audit work is done in appropricte adherence to
gpplicable sandards and palicies.



c. Criteria.

7 CFR Part 1000, et seq.

MA Instruction Series 100, 200, 300
Government Auditing Standards (Y dlow Book) 1994 Revison, as amended
Generdly Accepted Government Auditing Standards

d. Audit Steps.

@

)

Obtan a copy of any written policies and
procedures relating to the performance of producer
payroll auditing and fiedd auditing for compliance
with the federad milk order(s).

Sdect any of the reports of Semiannua Status of
Audits and Audit Review (Form MA 8) during the
period under review and ascertan whether the
information is reported in  accordance  with
MA Instruction No. 105.

(8 Examine audit count schedules, lists or records
of fidd audit daffing (incuding supervisory
and review personnd) and any other supporting
documentation used for the preparation of the
report on the Semiannua Status of Audits and
Audit Review, and determine whether such
documentation agrees with the numbers
reported.

(b) Examine the corresponding handler  audit
workpaper files and determine whether the
applicable audit count schedules are correct.

(The reviewer may wish to limit sampling to
the universe of handler audit months for which
fidd work was reported as completed at the
end of the dx-month dsatus report period,
accepting the remainder of reported audits as
incomplete as of the end of the reporting
period. Cdculation of the remainder should be
checked, however, taking into account that the
number of

W/P Ref. Auditor




3

(4)

Q)

reporting handlers may change from month to
month affecting the totd number of reports
subject to verification for the reporting period.)

() Asceatain the reasons for excessve audit
backlogs if not indicated on the Semiannud
Status of Audits and Audit Review (Form
MA 8).

(d) Incdude in the evauation of the hander
compliance audit program  suggestions  or
recommendations regarding  any  Sgnificant
problems impeding audit progress if such
conditions and excessve backlog have not
been remedied.

Sdect from the period under review a sample of
handler compliance audits tha have been
completed, reviewed (interndly), and processed
(induding billings or payments to handlers for any
audit adjustments). The audit sample should
include handlers operating pool didribuing plants
and pool supply plants and may dso include
handlers operating patidly regulated distributing
plants, producer-handlers, cooperatives acting as
handlers and any other type of operation included in
the handler definition of the order.

Obtain workpapers for the sdected handler
compliance audits and determine how they ae
indexed and organized.

Ascertan  whether the audit daff mantans a
permanent audit file for each handler that includes
both generd information about the handler rdevant
to the milk handling provisons of the order and
specific informaion regarding findings of previous
audits including any maiters pending resolution.
Obtain any of the permanent audit files needed for
the review.
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(6)

(7)

(8)

©)

(10)

(11)

Ascertain whether auditors routindy follow up on
findings from previous audits, especidly those
findings that are known or may be reasonably
expected to affect subsequent audit periods.

Determine  whether gpplicable auditing standards,
policies and procedurd indructions or guiddines
are followed consgtently.

Determine whether audit planning makes use of risk
assessment or other methods that sdectively and
sydemdicdly limit the extent of auditing
procedures based on consderations of materidity
and likelihood of error in data reported by handlers
for the purpose of optimizing audit coverage
relative to available resources.

Ascertain whether documentation of audit planning
provides adequate support for decisons regarding
the nature, timing and extent of auditing procedures.

Determine how the higory of audit adjustments is
congdered and used in planning handler audits and
whether the dollar vdue of such adjugments is
consdered in addition to the product pounds and
component measures.

Determine how plant shrinkage (the excess of
receipts over utilization) and overage (the excess of
utilizetion over receipts) are consdered and used in
planing handler audits. ~ Overage or excessve
drinkage, expecidly that of a recurring nature,
dmos cetanly indicates a problem(s) with a
handler's report data, accounting records and
sysems, product accountability or measurement,
irregular or inefficient plant operations, or other
factors ~ Because dvinkage is inherent in the
handling of milk, overage is a physcd imposshbility
whose occurrence  mernits  specid  attention,
investigation, and analys's during the course of a
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(12)

(13)

(14)

(15)

handler compliance audit, especidly because audit
adjustments for overage are greater in vaue pound
for pound than those for shrinkage.

Determine how rotation of auditors is conddered in
audit planning.

Ascertain whether rotation of auditors occurs with
aufficient frequency to effectivdy limit
opportunities  for colluson and posshilities of
actud or perceived conflicts of interest.  Fed
auditors responsble for completion of handler
compliance audits generdly should not be assgned
audits of the same handler for more than 18
consecutive months without rotation.

Documentation of audit planning should incdude a
higory of assgnments of handler audit months for
use in assuring adequate rotation of auditors. Such
documentation need not appear in the workpapers
of each individud handler, if it is used in planning
audit assgnments for the entire office.

Saffing gtuations occasondly may develop that
make rotation after 18 months inadequate for
efficent and cod-effective adminidration of audits
in some locations. In such isolated cases the
documentation of audit planning should include
ample judification for extending rotation beyond
18 months and should date actions considered or
taken to improve rotation. If auditor rotation is
found to exceed 18 months, the reviewer should
condder any such documentation in  determining
whether arecommendation is warranted.

Determine  how changes in cdass prices and
differentiddls between cdass prices (as factors
dfecting the likdihood of materid adjustments) are
used in planning handler audits.

Determine whether audit checklists are used.
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(16)

(17)

(18)

(19)

(20)

Ascertain whether audit workpapers contain written
summarizations of audit results that incdude
comments claifying procedures used to obtain
those results and explanations of rdevant findings
Such summarizations may cover severd months of
audit tha were asIgned together. Such
summarizations may be cdled letters of comments,
auditors comments, audit summaries or other
smilar names and should appear in the workpapers
in addition to any comments and explanations made
on schedules showing the individud findings and
adjustments or differences.

Ascatan whether written summarizations of audit
reults document exit conferences hed with
handlers representatives, identifying the persons to
whom audit results were explaned and when and
what was explained.

Ascatan whether written summarizations of audit
reults include adequate explanations of sgnificant
findings and audit adjusments.

Ascertain whether written summarizations of audit
results as well as comments and explanaions on
schedules and other workpapers are clear and
concise, ae condsent with other information
shown in the workpapers, and serve a useful
purpose in  documenting auditing  procedures,
findings and reaults Such  summarizations,
comments and explanations should be factudly
correct, logicaly coherent, unambiguous, and
expressve of ther intended meaning. They should
contan  definitive  daements  rather  than
interrogatives and should not leave the reader with
the impresson that the audit daff has faled to
folow through and left things unresolved or
unexplained.

Determine whether the correct legd name of the

handler  appears prominently in  the audit
workpapers
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(21)

(22)

(23)

(24)

(25)

(26)

(27)

(28)

in a leest one location, possbly in the
summarization of audit results (letter of comments).
The handler’s name may be abbreviated esewhere
in the workpapers.

Determine whether the plant location (usudly city
and dsate) and type of plant or type of audit are
properly indicated in the workpapers.

Ascatan whether headings and labeling of data in
audit workpapers are aufficient to identify ther
purpose with respect to the nature of the auditing
procedures.

Ascetan whether source records are identified
properly in the audit workpapers.

Determine whether audit workpapers are sgned or
initidled properly and daed by auditors and
Supervisors.

Acquire an underganding of the producer payroll
process through discussons with  respongble
personndl. Determine how duties for various stages
of the producer payroll audit function are
digributed among the responshble personnd. Refer
to the organizationa chart.

Determine how the producer payroll reporting
system accounts for the receipt of producer payroll
data for dl producers whose milk is priced in the
marketwide pool.

Determine how the pounds of milk shown on
producer payroll reports ae reconciled to the
pounds of producer receipts shown on handlers
reports of receipts and utilization.

Ascertain what procedures are applied to establish
each producer’ s association with the market.
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(29)

(30)

(31)

(32)

(33)

(34)

(39)

(36)

(37)

Ascertain how each producer’s membership in a
quaified cooperdtive associaion or nonmember
satusis established.

Determine  whether  cooperdtive  membership  is
documented with copies of producers contracts
with their respective cooperative associations.

Determine what procedures are gpplied to verify
that rates, deductions, and payments of association
dues are correct.

Determine what procedures are gpplied to verify
that the rate, amount, and payment of marketing
sarvice deductions for nonmember producers is
correct.

Determine what procedures are gpplied to verify
that nonmember butterfat tests and the results of any
other laboratory andyses established by the Market
Adminigraior ae wused for the payment of
nonmember producers.

Determine what procedures are gpplied to verify
that handlers make patid and find payments not
less than the minimums prescribed in the order to
producers or their cooperatives not later than the
prescribed due dates.

Determine what procedures are applied to verify
that producer payroll deductions are proper and
authorized by producers as the order requires.

Determine whether fidd auditors examine cancded
checks, bank satements or records of eectronic
funds tranders to verify paymentsto producers.

Ascertain what procedures are used by fidd
auditors to verify that producer receipts shown on
handlers  reports of recapts and utilization is
eigible for pooling as producer milk.
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(38)

(39)

(40)

(41)

(42)

(43)

(44)

Ascertain what procedures are used to verify
producers Grade A daus. Duly condituted
authorities (other than the Market
Adminidrator)determine  the grade datus of
producers. The Maket Adminisrator must rey
gopropriately on such determinations.

Determine whether ungraded (Grade B) or degraded
milk received in pool plants is accounted for (by
auditors) properly as other source milk and not as
producer milk.

Determine whether ungraded (Grade B) or degraded
milk reported by handlers as producer receipts and
as diverson is adjusted properly to depool it from
both producer receipts and diversion (in utilization).

Ascertain the policy regarding antibiotic milk and
determine whether  the policy is  applied
condstently.

Evauae whether documentation maintained by the
Market Adminigtrator provides an adequate audit
trall and sufficient support for the producer payroll
audit process.

Ascertain whether auditors substantiate receipts of
bulk fluid milk, bulk condensed milk and bulk skim
milk by examination of purchase orders, invoices,
vouchers, hills of lading, scde weight tickets,
canceled checks, check register, cash
disbursementsummaries, bank  checking  account
datements, plant intake logs, recelving tickets, or
other records, as applicable.

Ascertain whether auditors trace or reconcile the
vaues of receipts of producer milk, bulk fluid milk,
bulk condensed milk and bulk skim milk to generd
ledger accounts such as milk purchases and to
goplicable income, profit and loss or cost
accountability statement categories such as cost of
sales or cost of goods sold.
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(45)

(46)

(47)

(48)

(49)

(50)

Ascertain what auditing procedures were used to
verify that supply plants met shipping requirements
that qudified them as pool plants.

Ascertain what auditing procedures were used to
verify that digributing plants met route dispodtion
percentages that quaified them as pool plants.

Ascertain what auditing procedures were used to
veify tha diverted shipments did not exceed
diverson limitations for producer milk.

Ascatain whether auditors substantiate receipts of
packaged flud milk and cream products by
examination of purchase orders, invoices, vouchers,
canceled checks, check registers, cash disbursement
summaries, bank checking account statements,
customer delivery receipts, accounts payable, or
other applicable records.

Ascetan  whether  auditing procedures  include
periodic reconciliations of production to packaging
and sdes of the types of utilization that the order
specifies as  “used to produce”  products
meanufactured from milk or cream.

Ascertain whether reconciliations of production and
sades are used to make “accountability adjustments’
to types of utilization that the order specifies as
“used to produce” when the difference in pounds
between production and sdes (adjusted for
inventories and any ggnificant nonmilk  ingredients)
exceeds a percentage tolerance. An “accountability
adjugment” in this sense means a change from
reported pounds of milk ingredients used in
production to audited production equivaent pounds
derived from sdes (adjusted for inventories and any
ggnificant nonmilk ingredient weights or volume
displacement).
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Where the order specifies “used to produce” as the W/P Ref. Auditor
bass of accounting for utilization, it is improper to
account for utilization on a saes bass or to make
“accountability adjusments’ based on
reconciliations of production to sdes unless the
handler’s production records ae found to be
materidly inadequate to support the quantities of
milk ingredients shown as “used to produce’ the
product and unless the production equivaent
(pounds) derived from sdes is shown to be based on
better objective evidence of the quantities of milk
ingredients “used to produce’ the product.

Where such an “accountability adjustment” is made,
the explanation in the fidd auditor's workpapers
should indicate that the two preceding conditions
ae sdidied. Otherwise, the reviewer should
condder whether a recommendation is warranted in
thisregard.

(51) Determine what auditing procedures are applied to
veify inventories of bulk and packeged fluid milk
and cream products reported by handlers.

(52) Ascetan whether inventories are substantiated by
examinaion of physcd or pepeud inventory
records. (Many handlers may not take a physica
inventory a the end of a cdendar month, especialy
if they use interim accounting periods other than
one month.)

(53) Ascatan whether inventory is ever phydcdly
obsarved a plants tha have recurring abnorma
operations (overage or excessve  shrinkage).
Physgcd observation of inventory is not a regular
requirement for handler audits but may be
peformed if there ae indications of possble
materid deficiencies in handlers inventory records.
Large othewise unexplained varidions in shrinkage
from month to month may indicale such
deficiencies.
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(54)

(55)

(56)

(57)

(58)

(59)

(60)

Ascertain whether auditors trace or reconcile the
vaues of inventories to generd ledger accounts,
ba ance sheat amounts or other financia records.

Determine what auditing procedures are used to
detect possble double counting of route disposition
as inventory or conversdy inventory as route

dispogtion.

Determine what auditing procedures are applied to
verify dispodtion of packaged fluid milk and cream
products reported by handlers.

Ascertain whether auditors substantiate  disposition
of packeged flud milk and cream products by
examination of sdes hillings to vendors, stores and
other customers, load out records, accounts
recelvable, cash receipt summaries, or other
applicable records.

Ascertain whether auditors trace or reconcile the
vaues of dispodtion of packaged fluid milk and
cream products and to general ledger sdes, income
gatement sdes or other financid records.

Determine what auditing procedures are used to
veify whether dl routes are included for every
deivery day in a month of route dispostion and
whether  unit quantities ae accumulated and
converted to pounds correctly.

Determine what auditing procedures and anayses
are peformed with the results of laboratory tests,
chemica andyses, and measurements performed by
handlers and by the Maket Adminidrator's dteff,
including tests for butterfat content and, where
gpplicable, nonfat solids, protein, lactose or other
components, somatic cdl count, cryoscopic freezing
point tests, bulk tank cdlibration, contaner fill
weighing and volumetrics.
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W/P Ref. Auditor

(61) Ascertain whether cryoscopic freezing point tests
are peformed when unreported reconditution or
watering of milk is suspected or is indicated by
audit findings. Determine what auditing procedures
are performed with the results of any such testing.

(62) Ascertan whether container fill andyses are used to
edimate undefill or ovefill tha may explan
overage or excessve shrinkage, respectively. If the
Market Adminigtrator’'s laboratory work does not
indude container fill weghing or volumdrics in
conjunction with finished product tesing or if
contaner fill andyses are not peformed on audits
of digributing plants, egpecidly for handlers that
have recurring overage or excessve shinkage, the
reviewer should consgder recommending that such
laboratory procedures and audit andyses be
performed.

(63) Determine what auditing procedures are used to
match inter-plant tranders of bulk fluid milk and
packaged fluid milk products between shipping and
receiving plants.

SECTION 9. RESULTS OF AUDIT

9.1. EXIT CONFERENCE

a. Background. Not applicable.
b. Objectives. The objectives of this section of the guide are to:

(1) Stae requirements for communication of results of the financid and
compliance audit.

(2) Explan report process.

c. Criteria. USDA, OIG agreement with AMS Compliance and Andyss Staff
and AMS Dairy Programs on audit contracting and report process.



d. Audit Seps. W/P Ref.

@

2

3

Auditor

Conduct the exit conference with the
appropriate officias. At the exit conference:

(8 Prepare an attendance sheet and obtain
dgnatures of officids in atendance a the
exit conference.

(b) Review the audit objectives.

(0 Review and discussthe results of the audit.

(d) Discussthe reporting process dong with
the type of opinion(s) the report is expected
toinclude.

Obtain client representation |etter dated the last
day of the fieldwork.

Document auditegs initia response to results
Stated at exit conference.
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INTERNAL CONTROL QUESTIONNAIRE

Market Adminigrator’s System of Internal Controls

Auditee Market Administrator, ,

(City) (State)
Audit Period: Year(s) Ending

Name Date
Reviewed with
Auditee: / /
Completed by
Externd Auditor: / /
Reviewed by Externd
Audit Manager/Partner / /

INSTRUCTIONS

1. Thisquestionnaire may be tailored by the externa auditor to meet the needs of the specific
audit engagement and should be viewed as guidance rather than required coverage.

2. Thisquestionnaire has been designed as an ad in evauating the adequacy of the auditee' s
internd controls. The answers abtained will help determine the nature and extent of
auditing procedures to be performed during the examination.

3. Quedtions have been designed so that “ Yes” answers indicate favorable conditions and
“No” answers indicate possible weaknesses in the control environment.

4. Spaceisprovided after each question for abrief explanatory comment which may be
written regarding a“No” or “N/A” (not applicable) answer but which generdly would not
be written regarding a“Yes’ answer. The comment lines may also be used for brief
explanations of aternate controls that serve as subdtitutes for controls specified in the
questions.

1. Areadequate physical security measures used to protect financia records and accounting
data from unauthorized access and from casudty loss including theft?
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10.

Yes No N/A

Are adequate computer security measures used to protect accounting data from
unauthorized access and to prevent unauthorized transactions?

Yes No N/A

Are adequate data processing controls used to protect accounting information from
improper ateration or deletion and common types of errors?

Yes No N/A

Isthere ameans to prevent and/or detect the improper addition, duplication, loss, or
suppression of transaction data and to preserve the audit trail?

Yes No N/A

Aredutiesin control areas defined and understood by employees respongble in the areas?

Yes No N/A

Are duties separated in amanner that no oneindividua has complete autonomy over an
entire financid transaction?

Yes No N/A

Are duties rotated (at least for temporary periods such as vacations) with aufficent
frequency and regularity to reduce the opportunity for the perpetuation of errors or
irregul arities in accounting procedures?

Yes No N/A

Are transactions recorded on a curent bass?

Yes No N/A

Are written procedures maintained covering the recording of transactions?

Yes No N/A

Are accounting entries referenced to indicate their source?

Yes No N/A




11.

12.

13.

14.

15.

16.

17.

18.

19.

Are accounting entries supported by readily identifiable data?

Yes No N/A

Are accounting entries reviewed and gpproved by arespongble officia other than the
person(s) who prepare the accounting entries? (Show officid’s name in comments)

Yes No N/A

Do accounting entries distinguish and separate the producer settlement fund (of each order
adminigtered) from dl other funds?

Yes No N/A

Do accounting entries distinguish and separate the transportation credit baancing fund
(of each order adminigtered), if any, from al other funds? (If none, check “N/A™.)

Yes No N/A

Do accounting entries distinguish between the adminigrative (assessment) fund and the
marketing service fund? (Refer to MA Ingtruction Nos. 207 and 208.)

Yes No N/A

Are actud expenditures compared to the authorized budget on atimely bass? (Refer to
MA Instruction No. 207.)

Yes No N/A

Isthe Market Adminigtrator’ s chart of accounts consistent with MA Instruction No. 2077

Yes No N/A

Wasthe Market Administrator’ s budget approved and authorized by the Deputy
Adminigrator in accordance with MA Ingruction No. 207, “Annua Budgets?’

Yes No N/A

Were budget revisons, if any, approved and authorized by the Deputy Administrator in
accordance with MA Ingtruction No. 207, “Annua Budgets?’

Yes No N/A

-81-



20.

21.

22.

23.

24,

25.

26.

27.

Are effective procedures in place to prevent actua tota expenses aswell as group,
individud, and fund expenses from exceeding their gpproved budget authorizations?

Yes No N/A

Are blank check stocks adequately safeguarded?

Yes No N/A

Is access to blank checks restricted to authorized personnel?

Yes No N/A

Are controls over eectronic fund transfers adequate?

Yes No N/A

Isthe capacity to effect or authorize eectronic fund transfers gppropriately restricted to
personnd responsible for such transactions?

Yes No N/A

Are cash transactions supported by proper documentation?

Yes No N/A

Are bank statements properly reconciled on atimely basis?

Yes No N/A

Are investments documented with account agreements and statements?

Yes No N/A
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28.

29.

30.

31

32.

33.

35.

Are investments made in short-term “risk free” securities in accordance with the policies
st forth in AMS Directive 443.1, “Investment of Public Funds,” and MA Ingtruction
No. 201, “Deposits and Investments of Federal Program Funds?’

Yes No N/A

Are depositsin financid ingditutions either covered by approved deposit insurance or
secured by collaterd in accordance with 31 CFR Part 202 (Treasury Circular 176)?
(Refer to MA Ingtruction No. 201, “Deposits and Investments of Federal Program Funds.”)

Yes No N/A

Does the collatera tracking and monitoring system include adequate controls to assure that
al depositsin excess of approved deposit insurance are secured by collateral?

Yes No N/A

Isinterest income dlocated to the fund that provided the resources (principa) unlessa
different allocation is prescribed by regulation (order provison)?

Yes No N/A

Isinterest that is paid by financid inditutions on deposit accounts and investments properly
alocated and debited to cash upon receipt of payment?

Yes No N/A

Are accounts receivable aging schedules prepared at regular intervas?

Yes No N/A

Are subsidiary accounts receivable reconciled to the generd ledger?

Yes No N/A

Are late-payment charges assessed on overdue accounts receivable from handlers a the
rates and times and in the manner specified in the marketing order (unless an exception is
authorized pursuant to MA Ingtruction No. 109, “Uncollectible Accounts Receivable’)?

Yes No N/A




36.

37.

38.

39.

40.

41.

42.

43.

45.

Are appropriate actions taken to collect overdue amounts owed by handlers and other
debtors in accordance with MA Ingtruction No. 109, “Uncollectible Accounts Receivable?’

Yes No N/A

Are gppropriate determinations of the collectibility of delinquent accounts made on a
timely basis in accordance with MA Instruction No. 109, Chapter 1, Section VI11?

Yes No N/A

Are write-offs of accounts receivable made with proper authorization after dl collection
actions are exhausted in accordance with MA Instruction No. 109, Chapter 1, Section V1?2

Yes No N/A

Are write-offs of accounts receivable, including debts discharged in bankruptcy or because
of debtor insolvency, reported to the Interna Revenue Service on Form 1099-C?

Yes No N/A

Aretravel advances to employees made and repaid in compliance with Federd Travel
Regulations, Chapter 301- Travel Allowances, Section 301-10.3 Advance of Funds?

Yes No N/A

Aretransactions involving prepaid expenses, deposits and miscellaneous supported by
documents and explanations when gppropriate?

Yes No N/A

Do prepaid expenses represent unexpended portions of items paid in advance that are
appropriately chargeable to future period expenses?

Yes No N/A

Does the property inventory list include property at main and branch offices and mobile
and portable property used away from the office?

Yes No N/A

Are items on the property inventory list matched with results of the physicd inventory?

Yes No N/A

Is the property inventory ligt, including any corrections of updated items, Signed or initided
by certifying custodians of the property?



46.

47.

48.

49.

50.

51

52.

53.

Yes No N/A

Do property records provide adequate support for items on the property inventory list?

Yes No N/A

Isthe balance in each fixed asset account reconciled with the property inventory?

Yes No N/A

Are fixed assats identified as property of the Market Administrator with physicaly affixed

tags, labels, decds or other means of identification for property such as computer software?

Yes No N/A

Are dispostions of property made in accordance with the policies set forth in
MA Ingtruction No. 215 (or MA Ingtruction No. 210 prior to 1998)7?

Yes No N/A

Are acquisitions of property authorized, recorded, and documented in accordance with
MA Instruction Nos. 207 and 215 (or MA Ingtruction No. 210 prior to 1998)?

Yes No N/A

Is depreciation of fixed assets accrued and computed in accordance with MA Indruction
No. 215 (or MA Instructions No. 210 prior to 1998)?

Yes No N/A

Do administrative procedures and physical security measures safeguard property and
protect it againgt unauthorized remova?

Yes No N/A

Do adminidrative procedures assure that property is only used for business purposes?

Yes No N/A

Arelighilities incurred with proper authorization and in compliance with gpplicable
directives, laws and regulations (including marketing order provisons)?

Yes No N/A




55.

56.

57.

58.

59.

60.

61.

Are subsidiary accounts payable reconciled to the accounts payable in the genera ledger?

Yes No N/A

Do inter-fund payables equd inter-fund receivables?

Yes No N/A

Are the balances of accrued annud leave, compensatory time, overtime and compressed
hours and/or credit hours reconciled to the values of such time earned but not used or paid,
as of the yearend baance sheet date, calculated as the sum of the accrued hours of each
employee multiplied by the employee’ s applicable hourly pay rate?

Yes No N/A

Do payroll tax returns reconcile to biweekly employee payrolls for corresponding periods?

Yes No N/A

Does the time and attendance and leave system include procedures to assure that the
numbers of hours of annua leave credited each biweekly pay period on employees leave
records are correct for their repective leave categories based on employment status and
length of service?

Yes No N/A

Arethe rdative flows of income and expense monitored and adjusted as needed to mantain
aleve of operating reserves within the limits prescribed in MA Instruction No. 207?

Yes No N/A

Are procedures in place to ensure that salaries on the employee payroll are authorized
properly by notices of personnd action and supported by compensation schedules?

Yes No N/A




62.

63.

65.

66.

67.

68.

69.

70.

Are procedures in place to ensure that salaries represent compensation for actual hours of
pay earned by employees?

Yes No N/A

Are procedures in place to ensure that |eave applications are submitted, reviewed, approved
(or disapproved) and that the hours are accounted for properly?

Yes No N/A

Are proceduresin place to ensure that accruads and payments for overtime, holidays, night
differentid (if any), annud leave, Sck leave (induding family friendly), adminigrative

leave, compensatory time, compressed time, and credit hours are properly calculated,
supported and authorized, in accordance with MA Instruction Nos. 203, 306 and 3197

Yes No N/A

Are procedures in place to ensure that dl forms regarding employee insurance, retirement,
and Thrift Savings Plan (account 502) are properly prepared and submitted timely in
accordance with MA Ingtruction No. 216?

Yes No N/A

Are procedures in place to ensure that accruas and deductions for Civil Service
Retirement, Federd Employees Retirement, Thrift Savings Plan, Socid Security, Medicare,
Federa Employees Group life Insurance, and Federa Employee Hedlth Benefits were
made in accordance with MA Instruction Nos. 211, 212, 308 and 216, as applicable?

Yes No N/A

Are proceduresin place to ensure that Federal, State and/or City income tax withheld was
reported properly and remitted timely to the taxing authority?

Yes No N/A

Are procedures in place to ensure that employee clams for reimbursement for trave are
eligible in accordance with officia policy, travel regulations, and reimbursement rates?

Yes No N/A

Are vouchered invoices canceled to help prevent duplicate payment of expenses?

Yes No N/A

Arejoint costs of the adminigtrative and marketing service funds charged to expensesin
accordance with an dlocation plan that is equitable to contributing handlers and producers?
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71.

72.

73.

74.

75.

76.

77

Yes No N/A

Are any written procedures, flowcharts or checklists used to guide personnd through
sequentia steps of the pooling process?

Yes No N/A

Do pooling procedures include caculations to ascertain whether supply plants meet
shipping requirements that qudify them as pool plants?

Yes No N/A

Do pooling procedures include cal culations to ascertain whether digtributing plants meet
route disposition percentages that quaify them for pool plant status?

Yes No N/A

Do pooling procedures include cal culations to ascertain whether reported shipments exceed
diverson limitations (allowances)?

Yes No N/A

Do pooling procedures include the use of control totals to help ensure that quantities are
accumulated correctly on reports of receipts and utilization?

Yes No N/A

Do pooling procedures include the matching of milk products transferred (or diverted)
between plants to assure that the quantities and classfication are the same at both shipping
and receiving plants (prior to dlocetion)?

Yes No N/A

Do pooling procedures include comparison of reported product types, quantities, and
classfication with previous reports and review of sgnificant changes for reasonability?

Yes No N/A




78.

79.

80.

81.

82.

83.

85.

86.

Do pooling procedures include ether matching a handler’ s reported beginning inventories
with the preceding month’s reported ending inventories or bringing forward the preceding
month’ s reported ending inventories as the beginning inventories on precoded reports?

Yes No N/A

Do pooling procedures include reconciliation of the marketwide gross value of producer
milk pooled with the marketwide utilization vaue of milk pooled at class prices?

Yes No N/A

Is the sum of net pool obligations from handlers reconciled with the sum of net pool credits
to handlers?

Yes No N/A

Do pooling procedures ensure that location adjustments are calculated correctly with
goplicable zone differentids?

Yes No N/A

Do pooling procedures ensure that the product pounds of producer milk multiplied by the
applicable rate per hundredweight of adminigtrative assessment equals the dollar amount of
adminidrative assessment?

Yes No N/A

Do pooling procedures ensure that the product pounds of nonmember producer milk
multiplied by the applicable rate per hundredweight of marketing service deductions equas
the dollar amount of marketing service deductions?

Yes No N/A

Do pooling procedures ensure that trangportation credit amounts (if any) are calculated in
accordance with gpplicable provisons of the order?

Yes No N/A

Does documentation of pooling, including coded handlers' report, computer printouts,
electronically stored pool data, records of audit adjustments, etc., and related billings and
payments provide an adequate audit trail and sufficient support for the pooling process?

Yes No N/A

Do audit procedures used by the Market Adminigtrator’ s staff provide adequate monitoring
of compliance by handlers with the provisons of the marketing order, including
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87.

88.

89.

90.

91.

92.

93.

verification of required payments and reported quantities and classification of milk
products received and utilized?

Yes No N/A

Does handler compliance audit workpaper documentation adequately support audit results?

Yes No N/A

Does handler compliance audit planning make use of risk assessment or other methods that
sectively and sysematicdly limit the extent of auditing procedures based on
consderations of materidity and likelihood of error in data reported by handlersfor the
purpose of optimizing audit coverage relative to available resources?

Yes No N/A

Does documentation of handler compliance audit planning provide adequate support for
decisons regarding the nature, timing and extent of auditing procedures?

Yes No N/A

Isthe higtory of audit adjustments considered in planning handler compliance audits?

Yes No N/A

Are plant shrinkage and overage consdered in planning handler compliance audits?

Yes No N/A

Isrotation of auditors consdered in planning handler compliance audits?

Yes No N/A

Are changesin class prices and differentias between class prices considered in planning
handler compliance audits?

Yes No N/A




94,

95.

96.

97.

98.

99.

100.

101.

Does theinformation shown on the Semiannud Status of Audits and Audit Review
(FormMA 8) comply with the requirements prescribed in MA Ingtruction No. 1057?

Yes No N/A

Do workpapers for handler compliance audits contain written summearizations of audit
results that include comments clarifying procedures used to obtain those results and
adequate explanations of sgnificant findings and adjustments?

Yes No N/A

Do written summarizations of audit results document exit conferences held with handlers
representatives, identifying the persons to whom audit results were explained and when as
well aswhat was explained?

Yes No N/A

Are source documents properly identified in handler compliance audit workpapers?

Yes No N/A

Are handler compliance audit workpapers properly signed or initided and dated by auditors
and appropriate management reviewers?

Yes No N/A

Are the pounds of milk shown on producer payroll reports reconciled to the pounds of
producer milk shown on handlers reports of receipts and utilization?

Yes No N/A

Is production reconciled to packaging, saes, and inventories of the types of utilization that
the order specifies as “used to produce’ products manufactured from milk or cream?

Yes No N/A

Are reported inventories substantiated by examination of physica or perpetud inventory
records or by observation of physica inventory?

Yes No N/A
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102.

103.

104.

105.

106.

107.

108.

109.

110.

Arethevaues of handlers inventories traced or reconciled to generd ledger accounts,
balance sheet amounts or other financial records?

Yes No N/A

Are auditing procedures used to detect possible double counting of a handler’ sroute
disposition asinventory or conversely inventory as route digposition?

Yes No N/A

Are reported inventories substantiated by examination of physica or perpetud inventory
records or by observation of physicd inventory?

Yes No N/A

Arethevaues of handlers disposition of packaged fluid milk and cream products traced or
reconciled to generd ledger sdes, income statement sales or other financia records?

Yes No N/A

Are auditing procedures and analyses performed with the results of laboratory tests,
chemica analyses, and measurements performed by handlers and by the Market
Adminigrator’ s staff, including tests for butterfat content, and where applicable, nonfat
solids, protein, lactose or other components, somatic cell count, cryoscope freezing point
tests, bulk tank cdibration, container fill weighing and volumetrics?

Yes No N/A

Are cryoscopic freezing point tests performed when unreported recongtitution or watering
of milk is suspected or isindicated by audit findings, and are further audit andyses
performed with the results of such tests?

Yes No N/A

Are container fill andyses used to estimate underfill or overfill that may explain overage or
excessve shrinkage, repectively?

Yes No N/A

Are handler compliance field audit procedures used to match inter-plant transfers of bulk
fluid milk and packaged fluid milk products between shipping and receiving plants?

Yes No N/A

Are reported shipments to nonpool plants compared to records or lists showing the
classfication at such plants or to information from other markets that show classfication?
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Yes No N/A

111. Areunregulated plants audited periodicaly to establish or verify the type(s) of products
manufactured and the volume or capacity of such facilities for the purpose of dassfying
shipments from pool plants?

Yes No N/A

112. Are shipments received from pool plants verified during unregulated plants audits?

Yes No N/A

113. Arereceipts reconciled to uilization during unregulated plant audits to determine whether
utilization is sufficient to cover receipts from pool plants and whether any shipments from
an unregulated plant to another location may affect the dlassfication of shipmentsfrom
pool plants?

Yes No N/A
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- End of Questionnaire -
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