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Strategies to 
Prepare for 

the Next 
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Giving you the inside scoop
What is the primary purpose of an independent audit 
and what do some of these terms really mean?

Identifying Deficiencies
Understand the types of deficiencies

Five Common Problems
Five common problems encountered during an 
external audit

Five Great Pieces of Advice 
We’ll go through five great pieces of advice that 
many organizations ignore



Giving you the 
inside scoop –
What is the independent auditor there to 
do and what do some of these terms really 
mean?



Polling Question
What is the primary purpose of a financial statement audit by an independent auditor

A.
Provide assurance that no fraud or 
misrepresentations of financial conditions 
have occurred

Provide financial statement users with an 
opinion by an auditor whether an entity’s 
financial statements are presented fairly, in 
all material respects, in accordance with an 
applicable financial reporting framework.

Create a huge report that is hard to read.

Summarize year end information for 
presentation to decision-makers and citizens

for a county government as defined by Government Accounting Standards?

B.

C.

D.



Although an auditor is required to document and inform 

those charged with making decisions if fraud or material 

misrepresentations come to his or her attention, finding 

fraud is not the primary purpose of a financial statement 

audit. 

Answer: B
Provide financial statement users with an opinion by an auditor whether an entity’s 
financial statements are presented fairly, in all material respects, in accordance 
with an applicable financial reporting framework.



Report on financial statement audits conducted in 

accordance with GAGAS which includes reports on 

internal control over financial reporting and on 

compliance with provisions of laws, regulations, 

contracts, and grant agreements that have a material 

effect on the financial statements.

Follow up….
Government audits in accordance with GAGAS must also…



“GAGAS” stands for Generally Accepted Government 

Auditing Standards.

What does GAGAS Stand for?

These standards are commonly referred to 

as “Yellow Book” because of the color of 

the book produced by the Government 

Accountability Office.  This is one of the 

(main) rule books auditors use.



A special audit may be triggered that is focused on the compliance with laws, 

regulations and contracts regarding money received either directly or 

indirectly from the federal (and/or) state government.

Federal and State Grants

This is called a “Single Audit” which informally 

translates to “Grant(s) audit”.  A single audit can be 

conducted at the same time as a financial statement 

audit.  The auditor uses the Yellow Book for both

single audits and financial statement audits.



GASB stands for the “Government Accounting Standards 

Board” which issues pronouncements governing the 

accounting rules specific to government entities but can 

also be implemented in some cases by non-government 

entities such as non-profits.  

GASB
…and GASB Pronouncements



How does GASB and GASB pronouncements relate to the “Yellow Book”?

So…

Think of the “Yellow Book” as the auditor’s guide 

which answers the question “How do I audit a 

governmental entity?” 
(The auditor also uses other standards such as the AICPA’s Clarified Auditing Standards)

Think of GASB pronouncements as the accounting 

rules that governments must follow.



Mandatory Vacations

Requiring employees 
to take mandatory 

vacations

Two Signatures

Requiring two 
signatures on checks 

over a certain amount

Second Approval

Having a separate 
person sign an 

approval of a bank 
reconciliation

Second Back Up

Having a second back 
up process of an 

internal computer 
server

Internal Controls
The term internal controls tends to be used in a lot of contexts.

In this context, I am referring to procedures, processes, and rules assigned to individuals and teams which promote
financial integrity, accuracy, and valuation and mitigate financial risks.

Some examples of internal controls include:



Identifying 
Deficiencies
Understand the types of deficiencies



A management comment does 
not rise to the level of a 
reporting responsibility and is 
often verbal

Management 
Comment

A deficiency is a finding that 
does not rise to the level of a 
significant deficiency and 
should be reported in writing.  
The auditor has discretion as to 
the method of reporting the 
deficiency in writing.

Deficiency

A significant deficiency is 
required to be reported in the 
auditors’ report on Internal 
Control

Significant 
Deficiency

A material weakness is the 
most severe of auditor findings 
and is required to be in the 
report on controls

Material 
Weakness

Internal Control Deficiencies
Internal Control Deficiencies come in various degrees…



Management 
Comment
A management comment is 
often intended to be a helpful 
comment from the auditor to 
improve internal controls but 
can also apply to work 
processes that may mitigate 
risk of a failure of an internal 
control as well as strengthening 
the control system.



Deficiency
A Deficiency is required to be communicated in writing to management

Requirement
A deficiency rises to the level 
of requiring the auditor to 
communicate the finding in 
writing to management but 
how that is communicated in 
writing is at the discretion of 
the auditor.

Purpose
Deficiencies tend to be 
included in a management 
letter and are often worded 
to provide helpful advice on 
improving your internal 
control system.

Definition
These in general are 
deficiencies in internal 
controls that are not 
significant to the objectives of 
the audit but warrant the 
attention of those charged 
with governance.



Significant Deficiency
A significant deficiency is required to be reported in the 
auditors’ report on internal controls over financial 
reporting and may involve a finding related to compliance

Requirement
A significant deficiency is not as 
severe as a material weakness 
but rises to the level of being 
required to be reported in the 
auditors’ report on Internal 
Controls Over Financial 
Reporting.   It may involve a 
reportable instance of 
noncompliance as well.

Definition
These deficiencies are 
considered significant 
within the context of the 
audit objectives based 
upon the audit work 
performed 

Purpose
The purpose of inscribing the deficiency on the 
report on internal controls over financial reporting is 
to inform those charged with governance



Material Weakness
A material weakness is a severe deficiency which is required to 
be reported on the report on Internal Control over Financial 
Reporting and/or Report on Internal Control on Compliance

Requirement
A material weakness is 
more severe than a 
significant deficiency and 
rises to the level of being 
required to be reported in 
the auditors’ report on 
controls and/or 
compliance
.

Definition

A material weakness is a 
deficiency, or a 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.

Purpose
Like a significant deficiency, a material weakness finding is deemed 
important enough to be included on the auditor’s report on Internal 
Controls and may be associated with a reportable instance on 
Reports on Compliance.  This is communicated so that those charged 
with governance can be informed of the risk established by this 
deficiency.  The emphasis increases with a material weakness in the 
possibility that a material misstatement will not be prevented or 
detected on a timely basis.  



Deficiencies in internal control
over financial reporting
Significant deficiencies and material 
weaknesses must be reported in the 

report on internal controls over 
financial reporting in a Yellow Book 

Report

Fraud and noncompliance 
with provisions of laws or regulations

Findings that have a material effect 
on the financial statements must be 

in the report on compliance in a 
Yellow Book Report

Noncompliance with provisions
of contracts and grant agreements

Findings that have a material effect 
on the financial statements or other 
financial data significant to the audit 
objective must be in the report on 

compliance in a Yellow Book Report

Where do I find the auditors’ findings?
Look in the auditor’s Report on Internal Control over Financial Reporting and on Compliance and Other Matters

If a Single Audit occurred, look at the Report on Compliance for Each Major Federal Program and
Report on Internal Control Over Compliance and Report on Schedule of Expenditures of Federal Awards



Polling Question
If a Texas county accepts federal money, audit procedures under yellow book are only performed

A.
True

False

if a specific threshold of $750,000 federal moneys are spent of that award in a single year?

B.

C.



Yellow Book Rules can apply even if a Single Audit is not performed.

Answer:  False

A Yellow Book audit applies when:

1) Required by law, regulation, contract, grant agreement, 

and/or policy

2) Auditees may voluntarily choose to apply Yellow Book

3) Participation in federal programs over a certain dollar 

threshold triggers a Yellow Book Requirement



Five Common 
Problems
Five common problems encountered during 
an external audit



Compliance with federal grants is often assumed to be handled by the person 

or department requesting the grant.

1. Noncompliance with Federal Grants

At times this task is assigned to an inexperienced 

person and limited time resources are budgeted for 

the administration of the grant.  



Bank Reconciliations are often among the documentation prioritized by 

external auditors

2. Bank Reconciliation Problems

The bank reconciliation may have:

1. Material outstanding items older than 90 days

2. Material unrecorded bank items

3. Items labeled “undiscovered difference” or having a lack of 

documentation for some outstanding items

4. The balances listed on the reconciliation may not match the 

accounting system



External auditors often have had to provide an extensive list of audit 

adjustments to correct basic errors.

3. Errors in Accounting System Balances

Beginning of Year Balances

- Do the balances at the beginning of the year in the 

accounting system match last year’s audit?

Control accounts

- Do the balances in the control accounts such as accounts 

payable match the list of vendors who are owed money?

Lists

- Is there a list of fixed assets maintained by someone 

other than the external auditor?



The external auditor is required to assess the level of skills, knowledge, and experience of key personnel of the auditee

4. Unclear Approach to Skills, Knowledge, & Experience

The Yellow book states: (paragraph 3.73)

Auditors should determine that the 

audited entity has designated an 

individual who possesses suitable SKE 

and that understands the services to be 

provided sufficiently to oversee them.



Computer and software security are a key area that affects the auditors 

understanding of internal controls and risk analysis

5. Improper Security for Accounting Software

Some important computer controls include:

1. Is there a back up process that is tested periodically?

2. Who assigns access to the accounting system and is this based on 

the policies and procedures manual?

3. Do people share passwords and are able to log in on each other’s 

computers?



Five Key Pieces of 
Advice
Five key pieces of advice for preparing for an 
external audit



Ask about what plan will take place for the compliance of a grant
1. Ask questions regarding your grants

While you may not have time to gain expertise at a 

specific grant, asking questions is important.  Receiving a 

modified opinion on an audit due to noncompliance 

with a grant will affect everyone.  

Some good resources to inquire:

1. OMB Uniform Guidance Compliance Supplement

2. Grant Terms and Conditions listed in the grant 

contract

Hire an experienced grant administrator if one is 

available!  They are usually worth every penny.



Bank reconciliations when properly and timely done can catch issues early and 

greatly improve your audit process

2. Budget resources to perform timely bank reconciliations

Apply enough time resources to perform accurate bank 

reconciliations.  Ask questions about unusual items that 

have sparse documentation.  Auditors are not typically 

worried about being off by pennies.  They are interested in 

a clean bank reconciliation process where the balances tie 

and errors are timely fixed.



A closing process each month can help identify when basic accounting issues 

have emerged

3. Use a closing process

Identify someone on your staff that can provide a strong 

workflow for keeping a clean set of books or look to hire an 

experienced person even if the assistance is not full time.

A closing process generally includes (but is not limited to):

1. Closing the month via the software to prevent 

additional entries

2. Performing the bank reconciliation

3. Verifying control totals tie to lists of vendors, etc.

4. Searching for fixed assets added during the month and 

adding them to the fixed assets list (or typically software 

program)

Day 5
Close month in 

software

Day 6-7

Day 8

Day 9

Bank Reconciliations

Verify Control

Totals/ Update FA

Reopen month, make 

adjustments, & reclose



Adding a policy to require continuing education for all knowledge staff will improve implementation of controls

4. Make continuing education a policy

This policy can also improve retention of 

experienced employees who will see their 

job as a growth opportunity



Updating the policies and procedures manual will likely affect your audit and apply strength to your internal controls

5. Update the Policies and Procedures Manual Periodically

An update policies and procedures can add 

crucial controls such as adding a second 

back up system for a computer server.  (I 

have never spoken to a person who 

regretted adding an extra computer back 

up process.)
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whitehouse.gov/wp-content/uploads/2020/08/2020-Compliance-Supplement_FINAL_08.06.20.pdf

Federal Grants

2020 OMB Compliance Supplement 

2019 OMB Compliance Supplement 

https://www.whitehouse.gov/wp-content/uploads/2019/07/2-CFR_Part-200_Appendix-XI_Compliance-

Supplement_2019_FINAL_07.01.19.pdf

https://harvester.census.gov/facweb/

State of Texas Grants

https://www.comptroller.texas.gov/purchasing/docs/ugms.pdf

Federal Audit Clearinghouse – Auditor usually files. Ask if s/he will file within 30 days of completing Single Audit

Texas Uniform Grant Management Standards – If grant money originated from the State of Texas, these standards apply
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https://www.coso.org/Pages/ic.aspx

Policies and Procedures Resources

Guidance on Internal Control – COSO is a famous framework well known by auditors and recommended as 

a resource.  This requires a fee.

You can find several good resources by typing “Policies and Procedures Manual Local Governments” in Google

https://www.gasb.org/jsp/GASB/Page/GASBLandingPage&cid=1176160042327

Accounting Standards for Local Governments

Governmental Accounting Standards Board (GASB) Pronouncements

Government Accounting Research System – Requires an annual subscription

https://gars.gasb.org/

https://www.gao.gov/yellowbook/overview

Generally Accepted Government Auditing Standards (GAGAS) also known as Yellow Book standards
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