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To manage the funds issued to contractors/providers via financial assistance contracts (i.e. subrecipients), the Department of Health and Senior Services (DHSS) has a responsibility to monitor the activities of subrecipients to ensure federal awards and other funding sources are used in compliance with laws, rules and regulations, and that performance goals are achieved. 
This document outlines the responsibilities of the Division of Administration (DA) and program divisions.

Program Division Responsibilities
1. Develop a monitoring plan for each subrecipient contract service type/title.
To develop an adequate monitoring plan, DHSS program staff must make certain decisions and determinations: 
A. Determine the monitoring objectives. 
Monitoring a subrecipient’s use of funds involves analyzing and evaluating the various sources of information to determine whether funds are properly spent and managed, and taking corrective action if they are not.  Non-federal funding organizations (i.e., Missouri Foundation for Health) determine their own monitoring requirements through various methods.  These methods may include direction provided in the funding agreement or on-going oversight by the funding agency.  Programs must be aware of all requirements.  
B. Determine the monitoring techniques that will best achieve the monitoring objectives. 
It is the responsibility of department program staff to monitor the performance of a subrecipient contract by receiving periodic reports and/or observing contract activities and then comparing them with the requirements stated in the contract, including both deliverables/scope of work monitoring and compliance monitoring in accordance with the terms and conditions associated with the contract.  
During on-site or desk review of a subrecipient, department program staff may sample the subrecipient’s records to verify that reported services were provided in accordance with the funding agency guidance, contract terms and conditions, standards and procedures, and quality criteria called for by the contract.  The sample size should be such that, in the professional judgment of the program monitor, the program is satisfied the subrecipient is providing the services/activities required.  
Program staff must decide what level of monitoring is appropriate.  Examples of monitoring activities include (list is not inclusive): 
1. Review subrecipient reports, invoices, receipts and supporting documentation; 
2. Perform site visits or desk audits to review financial and programmatic records and to observe operations; 
3. Utilizing agreed-upon-procedures engagements (a type of monitoring tool that is conducted by independent accounting practitioners and/or accounting firms, is limited to specific areas, but is not considered an audit.)  Costs for these engagements may be charged to the applicable federal grant only when the following criteria are met:

i. The engagement is conducted in accordance with Generally Accepted Government Auditing Standards (GAGAS) attestation standards;

ii. The engagement is paid for and arranged by DHSS; and,
iii. The engagement is limited in scope to one or more of the following types of compliance requirements:

1. activities allowed or unallowed;

2. allowable costs/cost principles;

3. eligibility; and,
4. reporting.

4. Communications through telephone calls, e-mails, letters, or meetings; 
5. Prior-approval requirements; 
6. Project evaluations; 
7. Conferences or training events; and, 
8. Review national and local publications, etc. 

C. Monitoring plan components

Subrecipients shall be reviewed on a documented schedule as determined by program managers.  Documentation of monitoring plans and results are maintained in program files.  Monitoring plans at a minimum must include:

1. Objectives or purpose of the contract.

2. Planned frequency of monitoring activities, i.e. monthly, quarterly, etc.,
3. Monitoring procedures to be utilized, such as:

i. Routine receipt and review of any required technical performance/progress reports.

ii. Routine review of expenses-to-budget.

iii. Periodic on-site visits or regular contact through other forums, such as technical sessions, phone calls, or similar methods.
4. Description or notation of monitoring checklists, reports, or other tools utilized by the program.
5. Corrective action steps should issues arise, for example:

i. Review of corrective actions by subrecipients.  Required steps include:
1. Prompt notification to the subrecipient with a request for a written corrective action plan for each deficiency;

2. Follow-up to ensure the written corrective action plan is received from the contractor within 30 days of the notification;

3. Review of the corrective action plan and follow-up if corrective action plans are deemed insufficient; and,

4.  Follow-up to ensure the corrective action plan has been successfully implemented.  

ii. Identification of actions to be taken if issues are not corrected, including possible sanctions on subrecipients in cases of continued inability or unwillingness to correct non-compliant actions.  If the corrective action has not been implemented, then program staff should consider if administrative action (for example, deeming the contractor as high-risk, amending the contract, withholding funds, terminating the contract, not issuing new contracts, etc.) is warranted.
6. Other components may be necessary as determined by the contract deliverables, funding agency or program regulation.
D. Monitoring Plan Database 

Monitoring plans must be reported in the Subrecipient Monitoring Tracking System (SMTS) – Monitoring Plan database, currently located on the department’s shared drive.
2. Vendor Contracts

Procurement contract (i.e. vendor contract) monitoring generally consists of ensuring the procurement and payment complies with state procurement rules and any federal requirements.  Programs are expected to review for receipt of deliverables as part of the vendor monitoring process.

3. Risk Assessments

A. General Information

The most cost-effective monitoring strategies are those that have been customized to the program, the mix of subrecipients, and the characteristics of the subrecipients’ operations.  Monitoring resources should be allocated based on the level of risk assigned to each subrecipient.  All subrecipients will be monitored; but those subrecipients assessed a higher level of risk should be allocated more of the program’s limited monitoring resources and monitored accordingly.
DHSS is required to evaluate all subrecipients (contractors that receive federal funds to carry out the objectives of a federal program) and determine whether the funds will be adequately safeguarded.  A subrecipient is deemed to be high-risk if it: 

1. has a history of unsatisfactory performance; 

2. is not financially stable; 

3. has a management system which does not meet standards; 

4. has not conformed to the terms and conditions of previous awards; or, 

5. is otherwise, not responsible. 

6. Other factors that may be considered include:

i. The subrecipient's prior experience with the same or similar subawards;
ii. The results of previous audits including whether or not the subrecipient receives a Single Audit in accordance with 2 CFR Part 200 Subpart F—Audit Requirements of this part, and the extent to which the same or similar subaward has been audited as a major program;
iii. Whether the subrecipient has new personnel or new or substantially changed systems; and,
iv. The extent and results of Federal awarding agency monitoring (e.g., if the subrecipient also receives Federal awards directly from a Federal awarding agency).

B. Types of Risk Assessments
DHSS determines two types of contractor risk for subrecipient contracts: 

1. The administrative risk designation is generally initiated through the Business Management Assessment (BMA) process.

i. Annually, the DA will review the submitted BMA data and other administrative documents to determine whether the subrecipient should be deemed high-risk; and, if so, affected programs will be notified of that determination.
ii. More information on the BMA process is noted in a separate section of this attachment.

2. The programmatic risk designation is assessed by each program for all of its subrecipients.  
i. Programmatic risk for each subrecipient may be determined based on multiple risk factors (list is not inclusive).  
· Prior experience with subrecipient,

· Size of the award,

· Complexity of compliance requirements and/or the deliverables,

· Knowledge of subrecipient’s risk factors determined through bid/contract process or as a result of initial monitoring site visit, 

· Historical information found in the DHSS files or databases, and/or 
· Information found in newspapers or other news outlets.
ii. The method used for risk designations must be maintained in program files as support for program decisions.  Documentation should include the criteria used and, if a subrecipient is deemed high-risk, the reasons for the designation.  
iii. Risk should be determined at the start of a new contract (i.e., within six weeks of the fully executed contract) and again during contract monitoring periods or if circumstances indicate a revised risk assessment may be necessary. 

C. Special terms/conditions 
If a subrecipient is deemed high-risk, additional requirements can be imposed, including: 
1. withholding authority to proceed to the next phase until receipt of evidence of acceptable performance within a given funding period; 

2. requiring additional, more detailed financial or programmatic reports; 

3. additional project monitoring, including requiring receipts and supporting documentation with invoices (Note: Do not require receipts with invoices for non-high-risk subrecipients unless mandated by the federal granting agency for which documentation of such granting agency requirement will be provided to DA);

4. requiring the subrecipient to obtain technical or management assistance; and/or 

5. establishing additional prior approvals. 

D. Required Steps for High Risk Subrecipients.

1. If a subrecipient is considered to be high-risk, information must be provided to the subrecipient in writing.  The notification must include: 

i. the nature of the special conditions/restrictions; 
ii. the reason(s) for imposing them; 
iii. the corrective actions the subrecipient must take not to be deemed high-risk and the time allowed for completing the corrective actions; and, 
iv. the method of requesting reconsideration of the conditions/restrictions imposed. 

2. Should the program determine the subrecipient to be high-risk for their specific program, a copy of the written notification must be forwarded to the DA.  Copies may be sent through email to monitoring@health.mo.gov, or through interagency mail directed to “DA/DDO - Monitoring”. Notification of high-risk is critical to ensure that additional steps are taken to avoid detrimental impacts to other areas of the subrecipient’s management systems. 

3. DHSS cannot impose more burdensome requirements than the federal agency unless the subrecipient is deemed to be high-risk. 

4. When a subrecipient has completed the corrective actions necessary to be removed from high-risk status, DHSS must notify them in writing of the change in status and that the special conditions/restrictions imposed have been removed. 

E. Reporting and Tracking

As part of the SMTS, a reporting database is used to store and track all administrative and programmatic risk designations.  Use of the database is required and subject to review by DA or external auditors.  All supporting documentation for risk designations are maintained in DA files (for the Administrative risk assessment) and the program files (for the programmatic risk assessment).
Division of Administration Responsibilities
1. Monitoring plan review.

At least annually, DA staff will select a sample of monitoring plans for review.  The review will consist of checking for the existence of current monitoring plans with the minimum components as well as corresponding risk assessments.  Fiscal Liaisons or designees will be notified of any issues concerning monitoring plans or risk assessments.
The DA is available to provide technical assistance on the development and use of monitoring plans and risk assessments.

2. BMA reviews

The Business Management Assessment (BMA) is the process by which DHSS assesses contractor/provider financial management systems to determine whether controls are in place to adequately safeguard state and federal funding. The intent of the BMA process is to evaluate administrative capabilities once per year, with program staff focusing on evaluating the specific aspects related to their contracts, such as whether client eligibility requirements are met and if there are supporting records to document the activities noted on invoices.

Also, federal requirements include provisions for management/accounting systems, conflict of interest policies, personnel policies, and other policy areas noted in the BMA questions.

3. Audit review and tracking

Entities that expend $500,000 or more federal funds in a year are subject to audit requirements commonly referred to as Single Audits.  For fiscal years beginning on or after December 26, 2014, this threshold increases to $750,000 or more in federal funds expenditures.  

The DA is responsible for review and tracking of Single Audit reports, and also reviews standard audit reports when received.  Upon receipt of an unfavorable Single Audit report from a subrecipient the DA will request a corrective action plan and follow-up to ensure the subrecipient has taken appropriate and timely corrective action.  Programs are notified of any issues.  If the follow-up reveals the subrecipient has not taken appropriate and timely corrective action, the Department will consider implementing sanctions up to and including contract termination.

Other audit issues may also result in a high-risk designation depending on the circumstances. 
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