
Sample Illustration - Communication of Internal Control Related Matters (AU-C §265): -Communication of Significant Deficiencies

LETTERHEAD OF INDEPENDENT AUDITOR
To the Governing Board

City of Dogwood, North Carolina
In planning and performing our audit of the financial statements of the governmental activities, the business-type activities, the aggregate discretely component units, (if applicable) each major fund, and the aggregate remaining fund
 information of City of Dogwood as of and for the year ended June 30, 20XX, in accordance with auditing standards generally accepted in the United States of America, we considered City of Dogwood’s internal control over financial reporting (internal control) as a basis for designing our auditing procedures for the purpose of expressing our opinions on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the City of Dogwood’s internal control.  Accordingly, we do not express an opinion on the effectiveness of the City of Dogwood’s internal control.
Our consideration of internal controls was for the limited purpose described in the preceding paragraph and was not designed to identify all deficiencies in internal control that might be significant deficiencies or material weaknesses and, therefore, there can be no assurance that all such deficiencies have been identified.  However, as we discussed below, we identified certain deficiencies in internal control that we consider to be significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow management or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct misstatements on a timely basis.  A material weakness is a deficiency or combination of deficiencies in internal control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis.  We did not identify any deficiencies in internal control that we consider to be material weaknesses.
 

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough to merit attention by those charged with governance.  We consider the following deficiencies in City of Dogwood’s internal control to be significant deficiencies:
 

The finance department staff is competent, capable and performs daily and monthly functions very well.  Their expertise is limited, however, in the area of financial statement preparation in accordance with generally accepted accounting principles, specifically with full accrual basis statements now required by GASB 34.  The City of Dogwood’s governing board feels that there are limited financial resources at this time for training the finance department staff in GAAP and that it is not cost beneficial to obtain additional assistance in this area.  The City of Dogwood’s governing board will review the draft financial statements for material errors and reasonableness in amounts.

The City of Dogwood’s written response to the significant deficiencies indentified in our audit was not subjected to the auditing procedures applied in the audit of the financial statements and, accordingly, we no express no opinion on it. 

This communication is intended solely for the information and use of management, the governing board, federal and State awarding agencies, and pass-through agencies, and is not intended to be and should not be used by anyone other than these specified parties.
 
[Signature]
[Date]
� This letter may be used to communicate that only significant deficiencies and no material weaknesses were identified during the audit.





� This sentence should be modified to include only those items which relate to the governmental unit.  Refer to reports in the audit opinions section for explanation of opinion units.





� This sentence is not required.  SAS No. 115 states that the client may ask the auditor to issue communication indicating that no material weaknesses were identified during the audit of the financial statements to submit to governmental authorities.  





� The communication may not state that the auditors noted no significant deficiencies.





� Significant deficiencies that previously were communicated and have not yet been remediated should be repeated in the current year’s communication.





� This finding is only for illustrative purposes.  Auditors should use their professional judgment to determine whether similar deficiencies discovered in their audit engagement are at a level of significant deficiencies or material weaknesses.  If the auditor determines that the deficiency is at a level of significant or material weakness, the auditor should word the finding to describe their specific deficiency.





� Management may prepare a written response to the auditor’s communication, for example, describing the corrective action taken, plans to implement new controls, or a statement that management does not believe the cost of correcting a significant deficiency would exceed the benefits to be derived from doing so.  If management’s response is included in the same document containing the auditor’s communication, the auditor should disclaim an opinion on the information by adding this paragraph.





� This sentence restricts the use of the letter.  It should be modified to include those in charged of governance and organizations that applicable. Though restricted in use, letters issued in connection with an audit of a governmental unit may be a matter of public record.
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