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CHAPTER 5:  
REPORTING

REPORTING REQUIREMENTS

A. A Report on Compliance (with the requirements described in this Guide) as well as a Report on Internal Controls Over Compliance are required.  These two reports can be combined.  The following pages contain examples of combined Reports on Compliance with Applicable Requirements and Internal Control Over Compliance (based on AICPA AU-C 935 and this Guide).  

Certain elements are required to be included in these reports, and have been indicated in the examples (for a list of all elements required, go to AU-C 935.30–.32).  One of those main elements is the Opinion. 

· Opinion.  In accordance with this Guide, AU-C 935, and GAS, the auditor should form an opinion on whether the entity complied in all material respects with the applicable compliance requirements and the auditor’s consideration of internal controls over those requirements and report appropriately.  

B. Material and Significant Findings.  The auditor should report as audit findings: 
· Material noncompliance with compliance requirements as described in this Guide.  
· Significant deficiencies and material weaknesses in internal control over compliance requirements. 

Materiality for compliance differs from financial statement materiality.  Materiality for compliance is affected by 1) the nature of the compliance requirement, 2) the nature and frequency of noncompliance identified, and 3) qualitative considerations, such as the needs and expectations of oversight and granting agencies and other users of the auditor’s report.

AU-C 935 defines material noncompliance as “a failure to follow compliance requirements . . . that result in noncompliance that is quantitatively or qualitatively material . . . to the affected government program.”  A material weakness in internal control over compliance is defined as “a deficiency . . . in internal control over compliance, such that there is a reasonable possibility that material noncompliance with a compliance requirement will not be prevented, or detected and corrected, on a timely basis.”  

In addition to the discussion above from AU-C 935, the AICPA Audit and Accounting Guide for State and Local Governments, paragraph 4.21, discusses other qualitative factors that the auditor may consider in evaluating material noncompliance:  
· The potential effect of the noncompliance on the government’s ability to raise resources (for example, through taxes, grants, contributions, or debt or loan financings) in the future.
· The potential effect of the noncompliance on the continuation of existing relationships with vendors, employees, and elected appointed officials.
· Whether the noncompliance involves an activity that often is scrutinized by elected or appointed officials, citizens, the press, creditors, or rating agencies.
· Whether the noncompliance is an isolated event or instead has occurred with some frequency.
· Whether the noncompliance results from management’s continued unwillingness to correct internal control weakness.
· The likelihood that similar noncompliance will continue in the future.

C. Audit Response and Planned Corrective Actions.  Utah Code 51-2a-102(3)(c), Utah Administrative Rule R123-5-5(6), AU-C 935, and GAS also require the auditor to report the views of responsible officials and planned corrective actions for findings related to the compliance requirements.

D. Immaterial findings.  Other instances of noncompliance that do not result in an opinion modification but are more than inconsequential should also be reported to management and those charged with governance, but can be communicated in either a separate letter to management and those charged with governance (i.e. management letter) or with the report.  

E. Inconsequential findings.  The auditor is to use professional judgment to determine whether and how to communicate to the entity violations of compliance requirements that are inconsequential and to document any such communications.  Although not required, the auditor may decide to communicate such findings in a letter to management.  

F. Management Letter (optional).  When a management letter is used to communicate other instances of noncompliance (immaterial or inconsequential findings), the state compliance report should refer to the management letter and include a response from management either in the report or by referring to management’s response in the letter to management.  The letter to management and the governing body’s response to the recommendations need not be bound with the financial statements and related auditor’s report, but the audit report will not be considered complete until all required elements have been received by the OSA.

	State Compliance Requirements for Reporting Findings

	
	Report On Compliance 
and on Internal Controls Over Compliance 
	Communicate in Writing
	Auditors Use Professional Judgment to Determine Reporting

	Instances of noncompliance with general or major state program compliance requirements:
	
	
	

	•  Those that have a material effect
	X
	
	

	•   Less than material but more than inconsequential 1
	
	X
	

	•  Those that are inconsequential
       (Other Matters)
	
	
	X

	Deficiencies in internal control over general or state major program compliance requirements: 
	
	
	

	•  Material weakness
	X
	
	

	•  Significant deficiency
	X
	
	

	•  Deficiency in internal control
	
	
	X

	1  Communication can be in the report or in a letter to management.





DEVELOPMENT OF FINDINGS

Clearly developed findings assist management, oversight officials, and other interested parties in understanding the need to take corrective action.    Per GAS, findings should contain the following elements:  (1) criteria, (2) condition, (3) cause and (4) the effect or potential effect.  These are defined below:

· Condition:  “What is?”  This describes the situation that exists.  
· Criteria:  “What should be?”  This identifies the required or desired state of expectation and provides a context for evaluating evidence and understanding the finding.  Examples of criteria would be he laws, regulations, contracts, grant agreements, standards, measures, etc., against which performance/compliance is compared or evaluated.  
· Cause:  “Why the condition happened?”  This identifies the reason or explanation for the condition or the factor or factors responsible for the difference between the criteria and condition. 
· Effect:  “What is the difference between the what is and the what should be?”  The effect or potential effect is a clear, logical consequence demonstrating the impact or potential impact of the difference between the condition and the criteria. 

When writing findings, auditors should understand the four elements above and how they relate.  Findings should let the reader know the severity of the problem and how to correct the problem.   For example, stating only that the entity has inadequate separation of duties is not specific enough for management and the reader to understand the significance of the problem and how that might affect compliance or their decision making process  Stating that the financial manager has the ability to record transactions in the general ledger, approve checks, and performs the bank reconciliations without any independent review and that this could cause misappropriations of funds to occur without detection would enable both management and the reader to make decisions regarding the severity of the problem and how to resolve the situation.  Further, stating only that the auditor found ‘some’ problems while testing compliance also would not adequately detail the severity of the issue.  Instead the auditor should detail the tests performed and quantify the errors noted -- for example, ‘we tested 40 B & C road funding expenditure transactions from July 2013 through December 2013 for compliance with state law restrictions (see UCA 72-2-202) and noted 5 transactions that were for unallowable expenditures.’  The finding should go on to explain what type of expenditures are allowable, what type of unallowable expenditures were noted, and why the errors occurred.  Quantifying the error gives significance and perspective to the errors for both management and the reader of the report.


Example 1

Illustrative Combined Report on Compliance with Applicable Requirements; Report on Internal Control Over Compliance; and Report on the Schedule of Expenditures of State Awards Required by the State Compliance Audit Guide

(Unmodified Opinion on Compliance with:
· No Material Weaknesses or Significant Deficiencies in Internal Control Over Compliance Identified; 
· Other Noncompliance Noted 
· Other Internal Control Deficiencies noted)

INDEPENDENT AUDITOR’S REPORT IN ACCORDANCE WITH THE STATE COMPLIANCE AUDIT GUIDE ON:
· COMPLIANCE WITH GENERAL STATE COMPLIANCE REQUIREMENTS   [Note:  Nonprofits, except charter schools, should modify the report to exclude verbiage related to General State Compliance Requirements]
· COMPLIANCE FOR EACH MAJOR STATE PROGRAM  [Note:  If the entity did not receive state funding classified as a major program, modify report accordingly]  
· INTERNAL CONTROL OVER COMPLIANCE
· SCHEDULE OF EXPENDITURES OF STATE AWARDS

To the [Board of Trustees/City Council/County Commission], Audit Committee
	and
[Chief Executive Officer]
[XYZ Entity]
Report On Compliance with General State Compliance Requirements and for Each Major State Program

We have audited [insert full name of Entity]’s compliance with the applicable general state and major state program compliance requirements described in the State Compliance Audit Guide, issued by the Office of the Utah State Auditor, that could have a direct and material effect on [the Entity] or each of its major state programs for the year ended [Month, Day, 20XX].  

General state compliance requirements were tested for the year ended [Month, Day, 20XX] in the following areas:

[DELETE ANY AREAS NOT SUBJECT TO TESTWORK BY THE AUDITOR]
Budgetary Compliance
Fund Balance
Justice Courts
Utah Retirement Systems 
Enterprise Fund Transfers, Reimbursements, Loans, and Services
Tax Levy Revenue Recognition
Restricted Taxes
Transient Room Tax and Tourism Taxes
School District Tax Levies
Open and Public Meetings Act
Cash Management
Statement of Taxes Charged, Collected & Disbursed
Impact Fees
School Fees
Government Records Access Management Act (GRAMA)
Conflicts of Interest
Nepotism
Special and Local Service District Board Members

[The Entity] received state funding from the following programs classified as major programs for the year ended [Month, Day, 20XX]:  

Minimum School Program (if received by the entity)
 [LIST OTHER MAJOR STATE PROGRAMS TESTED HERE]
	– OR –
[The Entity] did not have any state funding classified as a major program during the year ended [Month, Day, 20XX].

Management’s Responsibility

Management is responsible for compliance with the general state requirements referred to above and the requirements of laws, regulations, contracts, and grants applicable to its state programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on [the Entity]’s compliance based on our audit of the compliance requirements referred to above.  We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States of America; the standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller General of the United States; and the State Compliance Audit Guide. Those standards and the State Compliance Audit Guide require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with the compliance requirements referred to above that could have a direct and material effect on [the Entity] or its major state programs occurred. An audit includes examining, on a test basis, evidence about [the Entity]’s compliance with those requirements and performing such other procedures as we considered necessary in the circumstances. 

We believe that our audit provides a reasonable basis for our opinion on compliance with general state compliance requirements and for each major state program. However, our audit does not provide a legal determination of [the Entity]’s compliance. 

Opinion on General State Compliance Requirements and Each Major State Program

In our opinion, [full name of Entity] complied, in all material respects, with the compliance requirements referred to above that could have a direct and material effect on [the Entity] or on each of its major state programs for the year ended [Month, Day, 20XX].  

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required to be reported in accordance with the State Compliance Audit Guide and which are described [in the accompanying schedule of findings and recommendations as items [20XX-2 and 20XX-3] –or– [in our letter to management dated [Date] as items [20XX-2 and 20XX-3] –or– [below].  Our opinion on compliance is not modified with respect to these matters.  [Insert views/responses of/from responsible officials after findings.]

[The Entity]’s response to the noncompliance findings identified in our audit is described in the accompanying [insert name of document containing responses].  [The Entity]’s response was not subjected to the auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the response.

Report On Internal Control Over Compliance

Management of [the Entity] is responsible for establishing and maintaining effective internal control over compliance with the compliance requirements referred to above. In planning and performing our audit of compliance, we considered [the Entity]’s internal control over compliance with the compliance requirements that could have a direct and material effect on [the Entity] or on each major state program to determine the auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on compliance with general state compliance requirements and for each major state program and to test and report on internal control over compliance in accordance with the State Compliance Audit Guide, but not for the purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of [the Entity]’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over compliance does not allow management or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct, noncompliance with a general state or major state program compliance requirement on a timely basis. A material weakness in internal control over compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such that there is a reasonable possibility that material noncompliance with a general state or major state program compliance requirement will not be prevented, or detected and corrected, on a timely basis.  A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with a general state or major state program compliance requirement that is less severe than a material weakness in internal control over compliance, yet important enough to merit attention by those charged with governance.  

Our consideration of internal control over compliance was for the limited purpose described in the first paragraph of this section and was not designed to identify all deficiencies in internal control over compliance that might be material weaknesses or significant deficiencies.  We did not identify any deficiencies in internal control over compliance that we consider to be material weaknesses.  However, material weaknesses may exist that have not been identified.

We noted a matter involving internal control over compliance which we are submitting for your consideration.  This matter is described [in the accompanying schedule of findings and recommendations as item [20XX-2] –or– [in our letter to management dated [Date] as item [20XX-2] –or– [below].  [Insert views/responses of/from responsible officials after findings.]


The purpose of this report on internal control over compliance is solely to describe the scope of our testing of internal control and compliance and the results of that testing based on the requirements of the State Compliance Audit Guide. Accordingly, this report is not suitable for any other purpose. 

Report on Schedule of Expenditures of State Awards as Required by the State Compliance Audit Guide

We have audited the financial statements of the governmental activities, [the business-type activities, the aggregate discretely presented component units,] each major fund, and the aggregate remaining fund information of [the Entity] as of and for the year ended [Month, Day, 20XX], and the related notes to the financial statements, which collectively comprise [the Entity]’s basic financial statements.  We issued our report thereon dated [Month, Day, 20XX], which contained unmodified opinions on those financial statements. Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the basic financial statements.  The accompanying schedule of expenditures of state awards is presented for purposes of additional analysis as required by the State Compliance Audit Guide and is not a required part of the basic financial statements. Such information is the responsibility of management and was derived from and relates directly to the underlying accounting and other records used to prepare the financial statements. The information has been subjected to the auditing procedures applied in the audit of the financial statements and certain additional procedures, including comparing and reconciling such information directly to the underlying accounting and other records used to prepare the financial statements or to the financial statements themselves, and other additional procedures in accordance with auditing standards generally accepted in the United States of America. In our opinion, the schedule of expenditures of state awards is fairly stated in all material respects in relation to the financial statements as a whole.



[Auditor’s Signature]
[Auditor’s City, State]
[Date of Auditor’s Report]


Example 2

Illustrative Combined Report on Compliance with Applicable Requirements and Internal Control Over Compliance—(Unmodified Opinion on Compliance with:
· Immaterial Instances of Noncompliance Noted; 
· Significant Deficiencies in Internal Control Over Compliance Identified
· No Material Weaknesses Identified)

INDEPENDENT AUDITOR’S REPORT IN ACCORDANCE WITH THE STATE COMPLIANCE AUDIT GUIDE ON:
· COMPLIANCE WITH GENERAL STATE COMPLIANCE REQUIREMENTS  [Note:  Nonprofits, except charter schools, should modify the report to exclude verbiage related to General State Compliance Requirements]
· COMPLIANCE FOR EACH MAJOR STATE PROGRAM  [Note:  If the entity did not receive state funding classified as a major program, modify report accordingly]  
· INTERNAL CONTROL OVER COMPLIANCE
· SCHEDULE OF EXPENDITURES OF STATE AWARDS

To the [Board of Trustees/City Council/County Commission], Audit Committee
	and
[Chief Executive Officer]
[XYZ Entity]
Report On Compliance with General State Compliance Requirements and for Each Major State Program

We have audited [insert full name of Entity]’s compliance with the applicable general state and major state program compliance requirements described in the State Compliance Audit Guide, issued by the Office of the Utah State Auditor, that could have a direct and material effect on [the Entity] or each of its major state programs for the year ended [Month, Day, 20XX].  

General state compliance requirements were tested for the year ended [Month, Day, 20XX] in the following areas:

[DELETE ANY AREAS NOT SUBJECT TO TESTWORK BY THE AUDITOR]
Budgetary Compliance
Fund Balance
Justice Courts
Utah Retirement Systems 
Enterprise Fund Transfers, Reimbursements, Loans, and Services
Tax Levy Revenue Recognition
Restricted Taxes
Transient Room Tax and Tourism Taxes
School District Tax Levies
Open and Public Meetings Act
Cash Management
Statement of Taxes Charged, Collected & Disbursed
Impact Fees
School Fees
Government Records Access Management Act (GRAMA)
Conflicts of Interest
Nepotism
Special and Local Service District Board Members

[The Entity] received state funding from the following programs classified as major programs for the year ended [Month, Day, 20XX]:  

Minimum School Program (if received by the entity)
 [LIST OTHER MAJOR STATE PROGRAMS TESTED HERE]
	– OR –
[The Entity] did not have any state funding classified as a major program during the year ended [Month, Day, 20XX].

Management’s Responsibility

Management is responsible for compliance with the general state requirements referred to above and the requirements of laws, regulations, contracts, and grants applicable to its state programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on [the Entity]’s compliance based on our audit of the compliance requirements referred to above.  We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States of America; the standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller General of the United States; and the State Compliance Audit Guide. Those standards and the State Compliance Audit Guide require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with the compliance requirements referred to above that could have a direct and material effect on [the Entity] or its major state programs occurred. An audit includes examining, on a test basis, evidence about [the Entity]’s compliance with those requirements and performing such other procedures as we considered necessary in the circumstances. 

We believe that our audit provides a reasonable basis for our opinion on compliance with general state compliance requirements and for each major state program. However, our audit does not provide a legal determination of [the Entity]’s compliance. 

Opinion on General State Compliance Requirements and Each Major State Program

In our opinion, [full name of Entity] complied, in all material respects, with the compliance requirements referred to above that could have a direct and material effect on [the Entity] or on each of its major state programs for the year ended [Month, Day, 20XX].  

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required to be reported in accordance with the State Compliance Audit Guide and which are described [in the accompanying schedule of findings and recommendations as items [20XX-2 and 20XX-3] –or– [in our letter to management dated [Date] as items [20XX-2 and 20XX-3] –or– [below].  Our opinion on compliance is not modified with respect to these matters.  [Insert views/responses of/from responsible officials after findings.]

[The Entity]’s response to the noncompliance findings identified in our audit is described in the accompanying [insert name of document containing responses].  [The Entity]’s response was not subjected to the auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the response.

Report On Internal Control Over Compliance

Management of [the Entity] is responsible for establishing and maintaining effective internal control over compliance with the compliance requirements referred to above. In planning and performing our audit of compliance, we considered [the Entity]’s internal control over compliance with the compliance requirements that could have a direct and material effect on [the Entity] or on each major state program to determine the auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on compliance with general state compliance requirements and for each major state program and to test and report on internal control over compliance in accordance with the State Compliance Audit Guide, but not for the purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of [the Entity]’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over compliance does not allow management or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct, noncompliance with a general state or major state program compliance requirement on a timely basis. A material weakness in internal control over compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such that there is a reasonable possibility that material noncompliance with a general state or major state program compliance requirement will not be prevented, or detected and corrected, on a timely basis.  A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with a general state or major state program compliance requirement that is less severe than a material weakness in internal control over compliance, yet important enough to merit attention by those charged with governance.  

Our consideration of internal control over compliance was for the limited purpose described in the first paragraph of this section and was not designed to identify all deficiencies in internal control over compliance that might be material weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not identified.  We did not identify any deficiencies in internal control over compliance that we consider to be material weaknesses.  However, we identified certain deficiencies in internal control over compliance, as described [in the accompanying schedule of findings and recommendations as items [20XX-2 and 20XX-3] –or– [in our letter to management dated [Date] as items [20XX-2 and 20XX-3] –or– [below] that we consider to be significant deficiencies. [Insert views/responses of/from responsible officials after findings.]

[The Entity]’s response to the internal control over compliance findings identified in our audit is described in the accompanying [insert name of document containing responses].  [The Entity]’s response was not subjected to the auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the response.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of internal control and compliance and the results of that testing based on the requirements of the State Compliance Audit Guide. Accordingly, this report is not suitable for any other purpose. 

Report on Schedule of Expenditures of State Awards as Required by the State Compliance Audit Guide

We have audited the financial statements of the governmental activities, [the business-type activities, the aggregate discretely presented component units,] each major fund, and the aggregate remaining fund information of [the Entity] as of and for the year ended [Month, Day, 20XX], and the related notes to the financial statements, which collectively comprise [the Entity]’s basic financial statements.  We issued our report thereon dated [Month, Day, 20XX], which contained unmodified opinions on those financial statements. Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the basic financial statements.  The accompanying schedule of expenditures of state awards is presented for purposes of additional analysis as required by the State Compliance Audit Guide and is not a required part of the basic financial statements. Such information is the responsibility of management and was derived from and relates directly to the underlying accounting and other records used to prepare the financial statements. The information has been subjected to the auditing procedures applied in the audit of the financial statements and certain additional procedures, including comparing and reconciling such information directly to the underlying accounting and other records used to prepare the financial statements or to the financial statements themselves, and other additional procedures in accordance with auditing standards generally accepted in the United States of America. In our opinion, the schedule of expenditures of state awards is fairly stated in all material respects in relation to the financial statements as a whole.


[Auditor’s Signature]
[Auditor’s City, State]
[Date of Auditor’s Report]


Example 3

Illustrative Combined Report on Compliance with Applicable Requirements and Internal Control Over Compliance—(Qualified Opinion on Compliance with:
· Material Instances of Noncompliance noted; 
· Material Weaknesses and Significant Deficiencies in Internal Control Over Compliance identified)


INDEPENDENT AUDITOR’S REPORT IN ACCORDANCE WITH THE STATE COMPLIANCE AUDIT GUIDE ON:
· COMPLIANCE WITH GENERAL STATE COMPLIANCE REQUIREMENTS  [Note:  Nonprofits, except charter schools, should modify the report to exclude verbiage related to General State Compliance Requirements]
· COMPLIANCE FOR EACH MAJOR STATE PROGRAM  [Note:  If the entity did not receive state funding classified as a major program, modify report accordingly]  
· INTERNAL CONTROL OVER COMPLIANCE
· SCHEDULE OF EXPENDITURES OF STATE AWARDS

To the [Board of Trustees/City Council/County Commission], Audit Committee
	and
[Chief Executive Officer]
[XYZ Entity]
Report On Compliance with General State Compliance Requirements and for Each Major State Program

We have audited [insert full name of Entity]’s compliance with the applicable general state and major state program compliance requirements described in the State Compliance Audit Guide, issued by the Office of the Utah State Auditor, that could have a direct and material effect on [the Entity] or each of its major state programs for the year ended [Month, Day, 20XX].  

General state compliance requirements were tested for the year ended [Month, Day, 20XX] in the following areas:

[DELETE ANY AREAS NOT SUBJECT TO TESTWORK BY THE AUDITOR]
Budgetary Compliance
Fund Balance
Justice Courts
Utah Retirement Systems 
Enterprise Fund Transfers, Reimbursements, Loans, and Services
Tax Levy Revenue Recognition
Restricted Taxes
Transient Room Tax and Tourism Taxes
School District Tax Levies
Open and Public Meetings Act
Cash Management
Statement of Taxes Charged, Collected & Disbursed
Impact Fees
School Fees
Government Records Access Management Act (GRAMA)
Conflicts of Interest
Nepotism
Special and Local Service District Board Members


[The Entity] received state funding from the following programs classified as major programs for the year ended [Month, Day, 20XX]:  

Minimum School Program (if received by the entity)
 [LIST OTHER MAJOR STATE PROGRAMS TESTED HERE]
	– OR –
[The Entity] did not have any state funding classified as a major program during the year ended [Month, Day, 20XX].

Management’s Responsibility

Management is responsible for compliance with the general state requirements referred to above and the requirements of laws, regulations, contracts, and grants applicable to its state programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on [the Entity]’s compliance based on our audit of the compliance requirements referred to above.  We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States of America; the standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller General of the United States; and the State Compliance Audit Guide. Those standards and the State Compliance Audit Guide require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with the compliance requirements referred to above that could have a direct and material effect on [the Entity] or its major state programs occurred. An audit includes examining, on a test basis, evidence about [the Entity]’s compliance with those requirements and performing such other procedures as we considered necessary in the circumstances. 

We believe that our audit provides a reasonable basis for our opinion on compliance with general state compliance requirements and for each major state program. However, our audit does not provide a legal determination of [the Entity]’s compliance. 

Basis for Qualified Opinion on [Identify General State Compliance area or Major State Program]

[bookmark: _GoBack]As described in [the accompanying schedule of findings and recommendations], [the Entity] did not comply with requirements regarding [identify general compliance area or state program and related compliance requirements] (see item [20XX-1]. Compliance with such requirements is necessary, in our opinion, for [the Entity] to comply with the requirements applicable to that [area/program].

Qualified Opinion on [Identify General State Compliance area or State Program]

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion paragraph, [the Entity] complied, in all material respects, with the compliance requirements referred to above that could have a direct and material effect on [identify general compliance area or state program] for the year ended [Month, Day, 20XX].

Unmodified Opinion on Each of the Other General State Compliance Areas and Major State Programs
In our opinion, [the Entity] complied, in all material respects, with the compliance requirements referred to above that could have a direct and material effect on each of its other General Compliance Areas and Major State Programs for the year ended [Month, Day, 20XX].

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required to be reported in accordance with the State Compliance Audit Guide and which are described [in the accompanying schedule of findings and recommendations as items [20XX-2 and 20XX-3] –or– [in our letter to management dated [Date] as items [20XX-2 and 20XX-3] –or– [below].  Our opinion on compliance is not modified with respect to these matters.  [Insert views/responses of/from responsible officials after findings.]

[The Entity]’s response to the noncompliance findings identified in our audit is described in the accompanying [insert name of document containing responses].  [The Entity]’s response was not subjected to the auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the response.

Report On Internal Control Over Compliance

Management of [the Entity] is responsible for establishing and maintaining effective internal control over compliance with the compliance requirements referred to above. In planning and performing our audit of compliance, we considered [the Entity]’s internal control over compliance with the compliance requirements that could have a direct and material effect on [the Entity] or on each major state program to determine the auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on compliance with general state compliance requirements and for each major state program and to test and report on internal control over compliance in accordance with the State Compliance Audit Guide, but not for the purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of [the Entity]’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the preceding paragraph and was not designed to identify all deficiencies in internal control over compliance that might be material weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not identified.  However, as discussed below, we identified certain deficiencies in internal control over compliance that we consider to be material weaknesses or significant deficiencies. 

A deficiency in internal control over compliance exists when the design or operation of a control over compliance does not allow management or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct, noncompliance with a general state or major state program compliance requirement on a timely basis. A material weakness in internal control over compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such that there is a reasonable possibility that material noncompliance with a general state or major state program compliance requirement will not be prevented, or detected and corrected, on a timely basis.  We consider the deficiencies in internal control over compliance described [in the accompanying schedule of findings and recommendations as items [20XX-2 and 20XX-3] –or– [in our letter to management dated [Date] as items [20XX-2 and 20XX-3] –or– [below] to be material weaknesses.  [Insert views/responses of/from responsible officials after findings.]

A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with a general state or major state program compliance requirement that is less severe than a material weakness in internal control over compliance, yet important enough to merit attention by those charged with governance.  We consider the deficiencies in internal control over compliance described [in the accompanying schedule of findings and recommendations as items [20XX-2 and 20XX-3] –or– [in our letter to management dated [Date] as items [20XX-2 and 20XX-3] –or– [below] to be significant deficienes.  [Insert views/responses of/from responsible officials after findings.] 

 [The Entity]’s response to the internal control over compliance findings identified in our audit is described in the accompanying [insert name of document containing responses].  [The Entity]’s response was not subjected to the auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the response.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of internal control and compliance and the results of that testing based on the requirements of the State Compliance Audit Guide. Accordingly, this report is not suitable for any other purpose. 

Report on Schedule of Expenditures of State Awards as Required by the State Compliance Audit Guide

We have audited the financial statements of the governmental activities, [the business-type activities, the aggregate discretely presented component units,] each major fund, and the aggregate remaining fund information of [the Entity] as of and for the year ended [Month, Day, 20XX], and the related notes to the financial statements, which collectively comprise [the Entity]’s basic financial statements.  We issued our report thereon dated [Month, Day, 20XX], which contained unmodified opinions on those financial statements. Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the basic financial statements.  The accompanying schedule of expenditures of state awards is presented for purposes of additional analysis as required by the State Compliance Audit Guide and is not a required part of the basic financial statements. Such information is the responsibility of management and was derived from and relates directly to the underlying accounting and other records used to prepare the financial statements. The information has been subjected to the auditing procedures applied in the audit of the financial statements and certain additional procedures, including comparing and reconciling such information directly to the underlying accounting and other records used to prepare the financial statements or to the financial statements themselves, and other additional procedures in accordance with auditing standards generally accepted in the United States of America. In our opinion, the schedule of expenditures of state awards is fairly stated in all material respects in relation to the financial statements as a whole.

[Auditor’s Signature]
[Auditor’s City, State]
[Date of Auditor’s Report]
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