DEPARTMENT OF ADMINISTRATION

STANDARD FINANCIAL REVIEW CONTRACT

THIS CONTRACT is made this 
 day of 
, 20 
, by and among
  
  (“Contractor”), 
(Certified or Licensed Public Accountant)

  
  (“Entity”), 
(Governmental Entity)

and the Montana Department of Administration, Local Government Services Bureau, ("State"), acting under the authority of Title 2, Chapter 7, Part 5, of the Montana Code Annotated.
1.
Effective Date:  This contract is not effective with respect to any party until it is approved and signed by the State.  The Contractor may not begin any financial review work until the State gives this approval.  If a Contractor begins work before the State’s approval of the contract and the State subsequently does not approve the contract, the Contractor is not entitled to receive any compensation for the work performed.

2.
Term and Payment:  The financial review period covered by this contract begins 
, 
20 
, and ends 
, 20 
, inclusive.
a.
In consideration of the faithful performance of this contract, the Entity shall pay the Contractor for the financial review work on the basis of time and necessary out-of-pocket expenses, which will not exceed:  $  

 .
The fees are set out in detail in Appendix A, attached hereto and incorporated by reference. 

b.
A retention of twenty-five percent (25%) of the fee for the financial review may be made by the Entity until the final report has been delivered by the Contractor and accepted by the Entity, at which time the Entity will release the retainage.

3.
Financial Review:  The Contractor shall conduct a financial review of the Entity, as described below:
a.
The financial review must be made in accordance with the standards established by the American Institute of Certified Public Accountants in its Statements on Standards for Attestation Engagements, AT Section 201, “Agreed-Upon Procedures Engagements” and AT Section 601, “Compliance Attestation”.
b.
The Contractor shall apply the procedures specified in Appendix B, attached hereto and incorporated by reference.  
c.
In connection with the application of the agreed-upon procedures, if matters come to the Contractor’s attention by other means that significantly contradict the subject matter or written assertion related thereto referred to in the Contractor’s report, the Contractor shall include these matters in its report as additional findings/recommendations, as required by AT §201.40.
3.
Financial Review:  continued:

d.
The financial review of any school district must also include, where applicable, a financial review of the extracurricular fund for pupil functions.
e.
The Contractor shall immediately notify the Entity and the State in writing of any material irregularities it discovers.  If the Entity is a school district or special education cooperative, the Contractor shall also immediately notify the Office of Public Instruction.

4.
Entity’s Annual Financial Report:  The Entity shall prepare its annual financial report no later than the date specified in Appendix A.  Time is of the essence.
5.
Delivery Date and Extension:  The Contractor shall begin the financial review field work and shall deliver the financial review report to the Entity and the State, in accordance with the schedule established in Appendix A.  Time is of the essence.  If the Contractor cannot deliver the financial review report to the Entity and the State on the date specified in the Appendix, the Contractor shall notify the Entity and the State in writing of that fact and the reason(s) for the delay.  The Contractor shall then request in writing an extension from the State.  The State's approval or denial of this request must also be in writing.  The State will not approve an extension beyond the deadline provided for in paragraph 6, below.
6.
Financial Review Deadline:  All financial reviews must be completed and the reports issued within one year from the close of the fiscal year covered by the financial review.  Time is of the essence.
7.
Written Report to Entity:  The Contractor shall render a single, written report for the Entity reviewed, that must include the following:

a.
An accountant's report on the results of applying agreed-upon procedures in accordance with AT Sections 201 and 601 as established by the American Institute of Certified Public Accountants.

b.
Schedules as specified in Appendix B.
8.
Entity Representations:  The Entity shall furnish written representations to the Contractor, as specified in Appendix C, attached hereto and incorporated by reference.  

9.
Exit Interview:  Before submitting the final financial review report, the Contractor shall hold an exit review conference in which the financial review results are discussed with appropriate Entity officials and employees.  The Contractor shall ensure that all members of the governing body and key members of management are notified of this exit conference.  The Contractor further agrees that before submitting the final report, it will not discuss the financial review findings with anyone other than the Entity or the State.  However, once the Contractor delivers the final financial review report, the report is then deemed to be a public record.

10.
Report Distribution:  The Contractor and Entity shall file copies of the financial review report as specified below: 

a.
The Contractor shall provide the Entity with the number of copies of the financial review report specified in Appendix A.  The cost of those copies is included in the total price for the engagement as set out in paragraph 2.a., above, and in Appendix A.
10.
Report Distribution:  continued:

b.
Upon request by the Entity, the Contractor shall provide additional copies of the financial review report at a price per copy agreed upon by the Entity and Contractor.

c.
The Contractor shall provide the State with two copies of each financial review report at no charge.  These copies must be sent to the State at the same time that the Contractor delivers the final financial review report to the Entity.  A letter of transmittal must accompany the State's copies that will advise the State as to the date of the exit conference, the date the final report was delivered to the Entity, the date of the financial review report, the actual number of hours spent by the Contractor in the conduct of the financial review, and the total fee billed the Entity.  
d.
If the Entity is a school district or associated cooperative, the Contractor shall provide at no additional charge copies of the financial review report to the Office of Public Instruction and the county superintendent of schools.

e.
If the Entity is a city or town fire department relief association disability and pension fund, the Contractor shall provide at no additional charge one copy of the financial review report to the city or town clerk. 

f.
If the Entity is a special purpose district, the Contractor shall provide at no additional charge one copy of the financial review report to the County or City that originally created the special purpose district.
11.
Entity Response to Report:  Within 30 days after receiving the financial review report, the Entity shall notify the State in writing as to what action it plans to take to correct any deficiencies or implement any recommendations identified or contained in the financial review report.  If the Entity is a school district or special education cooperative, the Entity shall also send a copy of this notification to the Office of Public Instruction.  
12.
Independence of Contractor:  The Contractor certifies that, as required by generally accepted attestation standards, it and its principals and employees are independent in all matters with respect to this engagement.  The Contractor shall neither arrange for, nor accept, other work with the Entity that could in any way impair the Contractor's independence in violation of professional standards.

13.
Contractor and Subcontractors:  The Contractor shall be the prime contractor and shall be responsible, in total, for all work of any subcontractors.  The Contractor shall obtain the written approval of the Entity and the State before engaging subcontractors to provide services in connection with this financial review. Any subcontractors performing financial review work must be on the Roster of Independent Auditors authorized to conduct audits and financial reviews of Montana local governments that is maintained by the Local Government Services Bureau. The Contractor shall be responsible to the Entity and the State for the acts and omissions of all subcontractors or agents and of persons directly or indirectly employed by such subcontractors or agents, and for the acts and omissions of persons employed directly by the Contractor.  Further, nothing contained within this Contract shall create any contractual relationship between any subcontractor and the State.
14.
State Participation in Conferences:  The State may participate in all entrance and exit conferences between the Entity and Contractor, as well as all major conferences held in conjunction with the financial review of the Entity. 

15.
Access to Records:  The Contractor shall give the State and, when required by law, the Montana Legislative Audit Division, access to the Contractor's work programs, supporting working papers, time records, and all other documents relating to the financial review.  Access to these documents must be provided at the State's offices in Helena, Montana.  Access to working papers includes the right of the State to obtain copies of working papers, as is reasonable and necessary.  The Contractor also agrees to make the work programs and supporting working papers available to the State for use by the State or other public accounting firms as directed by the State in future financial reviews or audits of the Entity.  The Contractor shall retain the financial review report, work programs, and supporting working papers for a minimum of five years from the date of the financial review report, unless the State notifies the Contractor to extend the retention period. 

16.
State Review of Report:  As provided by ARM 2.4.410(11), the State may review the financial review report submitted by the Contractor.  If the State determines that reporting requirements have not been met, it will notify the Entity and the Contractor of the significant issues of noncompliance.  The Contractor shall correct the identified deficiencies within 60 days of notification.

17.
Independent Contractor Status:  The Entity and the State recognize that the Contractor is an independent public accountant and neither the Entity nor the State will request or require the Contractor to surrender its "independence," as this term is professionally understood and used concerning public accountants.  It is understood by the parties to this contract that the Contractor is an independent contractor and that neither its principals nor its employees are employees of the State or Entity for purposes of tax, retirement system, or social security (FICA) withholding.

18.
Workers’ Compensation:  The Contractor certifies that it carries Workers' Compensation for its employees and that it has either elected Workers' Compensation or has an approved Independent Contractor’s Exemption covering the Contract while performing work under this contract.(Montana Code Annotated, Title 39, Chapter 71)  Neither the Contractor nor its employees are employees of the State for the purposes of this paragraph.
19.
Indemnity:  The Contractor shall indemnify and defend the State, its elected and appointed officials, agents, and employees, from and against all claims, demands, and causes of action of any kind or character, damages, liabilities, costs and expenses, including the cost of defense thereof and the costs of defense of enforcing this indemnity obligation, arising in favor of the Contractor’s employees or third parties on account of bodily or personal injuries, death, damage to property, or other alleged injuries arising from services performed or omissions of services or in any way resulting from the acts or omission of the Contractor and/or its agents, employees, representatives, assigns, subcontractors, except the sole negligence of the State, under this contract.
20.
Compliance with Laws:  The Contractor shall, in performance of work under this contract, fully comply with all applicable federal, state, or local laws, rules and regulations, including the Montana Human Rights Act, the Civil Rights Act of 1964, the Age Discrimination Act of 1975, the Americans with Disabilities Act of 1990, and Section 504 of the Rehabilitation Act of 1973.  Any subletting or subcontracting by the Contractor subjects subcontractors to the same provisions.  In accordance with Section 49-3-207, MCA, the Contractor agrees that the hiring of persons to perform the contract will be made on the basis of merit and qualifications and there will be no discrimination based upon race, color, religion, creed, political ideas, sex, age marital status, physical or mental disability, or national origin by the persons performing the Contract.

21.
Accommodations for Work:  The Entity shall provide the Contractor with reasonable space in which to conduct the financial review, and shall respond promptly to requests for information as well as all necessary books and records.  Support for clerical, equipment and reproduction services shall be agreed upon by the Entity and the Contractor as specified in Appendix A. 

22.
Termination Before Financial Review Commences:  Before the commencement of the financial review, either the Contractor or the Entity, with the State’s consent, or the State alone, may terminate this contract by providing written notice to the other parties.  The termination shall be effective as provided in provision 27.  As applicable, the party or parties may be allowed 20 days after notice to remedy the breach.  The contract may be terminated under this paragraph for cause.  Cause includes, but is not limited to, failure of any party to comply with the terms of this contract or with any Administrative Rule adopted by the State under the authority of Title 2, Chapter 7, Part 5, of the Montana Code Annotated.

In addition, if both the Contractor and the Entity mutually agree to terminate this contract before the commencement of the financial review, regardless of whether there is cause, the State shall consent to termination of the contract upon written notification by the Contractor and the Entity of their agreement to terminate this contract.
23.
Termination After Financial Review Commences:  After the financial review has commenced, but before the financial review report has been issued, either the Contractor or the Entity, with the State’s consent, or the State alone, may terminate this contract for failure of any party to comply with the terms of this contract or with any Administrative Rule adopted by the State under the authority of Title 2, Chapter 7, Part 5, of the Montana Code Annotated, or for other cause.  As applicable, the party or parties may be allowed 20 days after notice to remedy the breach.  If the contract is terminated due to the failure of the Contractor to comply, the Contractor is not entitled to the fee set out in this contract.  This is the Entity’s and the State’s sole remedy.  If the contract is canceled due to the failure of the Entity to comply, the Entity will pay the Contractor a pro rata portion of the fee set out in this contract, based on the percentage of work completed at the time of termination. This is the Contractor’s sole remedy.  In addition, if both the Contractor and the Entity mutually agree to terminate this contract without establishing cause on the part of either party, the State shall consent to termination of the contract upon written notification by the Contractor and the Entity of their agreement to terminate this contract.  In all cases, notification to the other parties of the termination shall be in writing, and the termination shall be effective as provided in provision 27.
24.
No Assignment:  The Contractor shall not assign, transfer or subcontract any portion of the contract without the Entity’s and State’s express prior written consent.
25.
Contractor Compliance with CPE and Quality Control Review:  By signing this contract, the Contractor certifies that it is in compliance with the continuing professional education requirements and the external quality control review requirements as set out in Government Auditing Standards, as established by the Comptroller General of the United States.  The State may require the Contractor to provide evidence that it has met the above requirements.  
26.
Governing Law:  This Contract is governed by the laws of Montana.  The parties agree that any litigation concerning this Contract in which the State is named as a party must be brought in the First Judicial District in and for the County of Lewis and Clark, State of Montana, and each party shall pay its own costs and attorney fees, except as allowed in Section 19.  The parties also agree that any litigation concerning this contract in which the State is not named as a party must be brought in the Judicial District in and for the County in which the Entity is located, and each party shall pay its own costs and attorney fees. 

27.
Notice:  All notices under this contract must be in writing and will be deemed given if delivered personally, by mail, certified, return receipt requested, or by e-mail.  All notices will (a) if delivered personally, be deemed given upon delivery, (b) if delivered by mail, be deemed given upon receipt, or (c) if delivered by e-mail be deemed given upon receipt.

28.
Invalid Provision:  If any provision of this contract is held to be illegal or unenforceable and the parties’ rights or obligations will not be materially and adversely affected, such provision will be (1) severed from the contract, (b) the contract will be interpreted as if such provision was never a part of the contract and (c) the remaining provisions will stay in effect.

29.
Authority:  Each party represents that the person signing this contract has the authority to bind that party.

30.
Entire Agreement:  This contract and the attached Appendices contain the entire understanding and agreement of the parties.  No modification or amendment hereto is valid unless it is reduced to writing, signed by the parties, and made a part of this contract. 

IN WITNESS WHEREOF, Contractor, Entity, and State have executed this Standard Financial Review Contract on the date first above written: 

Certified or Licensed Public Accountant 


Firm Name 

By:  


Date:  



Authorized Representative

Governmental Entity 


Entity Name 

By:  


Date:  


Authorized Representative

Montana Department of Administration 

Local Government Services Bureau
By:  


Date:  


Approved By
APPENDIX A

Financial Review Under This Contract

GOVERNMENTAL ENTITY (ENTITY):
  


  

Address:
  



Telephone:
(Street Address or P.O. Box)


  

, MT  59  



(City/Town)
(Zip Code)


Contact Person(s)
PUBLIC ACCOUNTANT/ACCOUNTING

 FIRM (CONTRACTOR) :
  



  

Address:
  




Telephone:
(Street Address or P.O. Box)


  

, MT  59  



(City/Town)
(Zip Code)


Contact Person(s)

1.
Financial Review Period and Dates of Engagement:

A.
This financial review will cover the fiscal year ending

  
,
  
.


(Month & Day)
(Year)
B.
Date to commence financial review work:
  

C.
Date to submit final financial review report


to Entity and State: 
  

2.
Time and Price for Engagement:


FY Ending
 
, 20 
 

A.
Estimated total hours - 
    

B.
Price for professional personnel
$  


Price for Travel
    

Price for typing, clerical 

 and report preparation
    

Total price for this

 engagement
$  

APPENDIX A – continued:

3.
Date Entity’s Annual Financial Report will be available:

4.
Number of copies of financial review report Contractor will provide to Entity:

5.
The Entity will provide clerical, equipment, and photocopying or reproduction services to the Contractor as follows:

IN WITNESS WHEREOF:

Certified or Licensed Public Accountant 


Firm Name 

By:  


Date:  



Authorized Representative

Governmental Entity 


Entity Name 

By:  


Date:  


Authorized Representative

Montana Department of Administration 

Local Government Services Bureau
By:  


Date:  


Approved By
APPENDIX B

Financial Review of a Town Under This Contract

A.
In conducting a financial review of a town under this standard financial review contract, the Contractor shall apply the following procedures:

1.
Obtain the Government’s annual financial report required to be prepared by State law, and determine whether:  

(
The financial statements internally balance and reconcile, and agree to the Government’s underlying accounting records, and
(
Beginning net position and fund balance amounts reported on the government-wide and fund financial statements agree to related ending net position and fund balance amounts on prior-year financial statements.

2.
Determine whether the Government performed reconciliations, on a monthly basis, of total cash and investments per the accounting records with deposits and investments held in financial institutions.  

3.
Determine whether the Government has a policy requiring that its cash receipts be deposited intact on a timely (at least weekly) basis with a financial institution, and verify that, for several selected weeks throughout the year, deposits were made per this policy.  

4.
Determine whether the Government maintained documentation of capital assets and related schedules of depreciation, and that this documentation supports the amount of net capital assets and depreciation expense recorded in the accounting records.

5.
Determine whether the Government maintained documentation for all long-term liabilities recorded in the accounting records, including but not limited to bonds, notes and loans, capital leases, compensated absences, and judgments.
6.
Examine general journal entries prepared during the year, and verify that:

(
All adjustments to the fund balance and net position accounts, including prior period adjustments, were supported by explanatory documentation and approved by the governing body, and

(
All transfers made were allowable under State law.  

7.
Through inquiry of members of the governing body and through observation of supporting documentation, determine whether the governing body received and reviewed the following on a monthly basis:

(
A report comparing budgeted revenues and budgeted appropriations with the year-to-date actual revenues and actual expenditures,

(
A copy of the bank reconciliation for all deposits/investments,

(
A report of cash balances, receipts and disbursements,

(
Supporting documentation for all expenditures/expenses.

8.
Identify all claims in excess of $80,000, and determine whether any contracts for the purchase of vehicles, machinery, equipment, supplies, construction, repair or maintenance in excess of that amount were let to the lowest responsible bidder after advertisement for bids, and determine whether the bidding process was documented in the minutes of governing body meetings.  
9.
Verify that:

(
The final budget was adopted by resolution;

(
The “Tax Levy Requirements Schedule” in the Government’s budget document was accurately prepared, and cash reserves were (1) within the statutory limitations and (2) not negative; 

(
If applicable, any amendments to the final budget were adopted as required; and

(
Total expenditures for each governmental fund did not exceed the budgeted appropriations for the fund (i.e., final budget as legally amended). 

10.
Obtain the following documents and perform the following procedures related to property tax levies:

(
Copies of the Government’s worksheets for the “Determination of Tax Revenue and Mill Levy Limitations Under MCA 15-10-420” for the current (FY2014) and prior year (hereafter referred to as “Determination Worksheets”);

(
A copy of the Department of Revenue’s 2013 Certified Taxable Valuation Form for the Government (hereafter refer to as “DOR Form”;

(
The Government’s Budget Resolution(s) for FY2014;

(
For the County’s agency fund for the Government, a detailed ledger query or other detailed trial balance report for the FY2014 period (hereafter referred to as “County Report”).

a.
Verify that all applicable elements from the DOR Form were transferred appropriately to the FY2014 Determination Worksheet(s).

b.
Verify that the first line (prior year authorized revenue) of the FY2014 Determination Worksheet(s) was equal to the last line of the prior year’s Determination Worksheet (authorized tax revenue).
c.
Compare the “Authorized mill levy” from the FY2014 Determination Worksheet to the actual mills levied per the Budget Resolution(s), and determine whether the Government complied with the statutory tax levy limitations. 
d.
If the actual mills levied exceeded the Determination Worksheets’ authorized mill levy, verify that the excess represented additional levies authorized by voters, mills exempted by statute (MCA 15-10-420(9)), and/or mill authority carried forward from previous years, and verify that the Government had documentation to support these additional mills.
e.
Multiply the Government’s taxable valuation with the total mills levied, compare the results of this calculation with total property tax revenue recorded in the accounting records, and note any variances of 5% or greater.  (Note:  Local vehicle option taxes and tax penalty/interest, if any, should be excluded from total property tax revenue for purposes of this comparison.) 
f.
Verify that total taxes receivable in the Government’s accounting records agree to the total taxes receivable in the County Report.

11.
For any single source of revenue that the Government received with specific terms/conditions for its receipt and use (e.g., grants, State allocations) and that represented 25% or greater of total revenues for the fiscal year, review the terms/conditions of that revenue source and verify that the Government complied with those terms/conditions. 

B.
The financial review report for a town must contain the following schedules:

Schedules A.1. and A.2.  – these schedules will present the Government’s government-wide Statement of Net Position and Statement of Activities as of and for the fiscal year ended June 30, 20__.  (Note:  If the Government did not prepare an annual financial report, there will be no Schedules A, and a related finding should be included in Schedule C.)
Schedules B.1 through B.__  - these schedules will present the Government’s governmental, proprietary and fiduciary fund statements, as applicable, as of and for the fiscal year ended June 30, 20__. (Note:  If the Government did not prepare an annual financial report, there will be no Schedules B, and a related finding should be included in Schedule C.)

Schedule C - This schedule will present findings and recommendations resulting from performing the agreed-upon procedures specified in this Appendix.

APPENDIX C
Sample Representation Letter

(To be presented on the local government’s letterhead)
[Date] [Note: should be same as date of Independent Accountant’s Report]

To:  [Independent Accountant]

We are providing this letter in connection with your agreed-upon procedures engagement of [name of local government] for the fiscal year ended June 30, 20__.

We confirm, to the best of our knowledge and belief, the following representations made to you during your engagement.

a.
We acknowledge our responsibility for maintaining the accounting records and preparing the annual financial statements for [name of local government].

b.
Information presented in our annual financial statements accurately reflects information in our underlying financial accounting system.

c.
We have made available to you all records relevant to the agreed-upon procedures.

d.
There are no material transactions that have not been properly recorded in the accounting records underlying the financial statements.
e.
We acknowledge our responsibility for the design and implementation of programs and controls to prevent and detect fraud.

f.
We have no knowledge of any fraud or suspected fraud affecting [name of local government] that we have not disclosed to you.

g.
We acknowledge our responsibility for complying with the specified requirements.
h.
We acknowledge our responsibility for establishing and maintaining effective internal control over compliance.

i.
We believe we have complied with the specified requirements, and have maintained effective internal controls over that compliance.
j.
We have disclosed to you all known noncompliance. 

k.
We have made available all documentation related to compliance with the specified requirements.

l.
We have disclosed any communications from regulatory agencies, internal auditors, and other practitioners concerning possible noncompliance with the specified requirements, including communications received between June 30, 20__ and [date of accountant’s report].

m.
We have disclosed any known noncompliance occurring subsequent to the fiscal year ended June 30, 20__.
_________________________________________
______________

[Mayor]
Date

_________________________________________
______________

[Clerk/Finance Officer]
Date
FinReviewContract-LocalGovt
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