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Preparing and Writing 
Yellow Book Findings 

Section 1

Section 1 – Learning Objectives

Our objectives for this section are to:
 Recognize what types of findings get reported in Yellow Book audits;

 Understand how findings are written under the GAO standards; and

 See where findings appear in the reporting process
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An Elevated Level of Transparency

 For entities undergoing Yellow Book audits, a higher level of accountability 
is owed to the U.S. taxpayer as the auditee is typically receiving one or 
more of the following:
 Taxpayer-funded grants, awards, and/or other resources;

 The ability to impose taxes; and/or

 Preferential tax-exempt status

 This higher level of accountability is manifested in the Yellow Book via its 
elevated level of transparency in audit reporting (e.g., certain matters that 
are communicated in a letter to management and those charged with 
governance in a GAAS audit are formally reported in a Yellow Book audit)

While this increased level of transparency may be uncomfortable to 
auditees, it does help focus their attention on areas needing improvement
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An Elevated Level of Transparency

When reporting on a Yellow Book audit, auditors are required to 
report as findings:
 Significant deficiencies and/or material weaknesses in internal control over 

financial reporting;

 Identified or suspected noncompliance with provisions of laws, regulations, 
contracts, or grant agreements that has a material effect on the financial 
statements; and

 Identified or suspected fraud that is material, either quantitatively or 
qualitatively, to the financial statements

 In this section, we will examine each of the above types of findings

© Surgent | PAW4/26/V16

5

6



Exercise 1

In the previous five Yellow Book audits, you reported the same 
significant deficiency at a small client. The client’s CFO has asked you to 
not report the finding in the current year as they “get the point and just 
cannot afford to do anything about it.” Can we simply not report the 
significant deficiency in the current audit period?
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Solution to Exercise 1

No. The Yellow Book requirements to report significant deficiencies 
and/or material weaknesses apply regardless of cost or other 
considerations that management and those charged with governance 
may consider relevant in determining whether to remedy the 
deficiency. Either the finding is there or it is not, and if it is there, the 
auditor is required to report it.
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Significant Deficiencies and/or Material Weaknesses
in Internal Control Over Financial Reporting
 By far, the most common findings in Yellow Book audits are internal 

control deficiencies

 The Yellow Book explains that the AICPA requirements to 
communicate significant deficiencies and material weaknesses 
identified during an audit (i.e., the requirements in AU-C section 265, 
Communicating Internal Control Related Matters Identified in an 
Audit) form the basis for the reporting required under the Yellow 
Book

 An internal control deficiency that is considered to be a significant 
deficiency or a material weakness under AU-C section 265 is a 
reportable significant deficiency or material weakness under the 
Yellow Book
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AU-C Section 265

 Despite being one of the most visible and commonly applied areas of 
professional standards, AU-C section 265 still has an uncomfortable 
feel to many, if not most, auditors and auditees

However, a solid understanding of AU-C section 265 is essential to 
properly develop and report significant deficiencies or material 
weaknesses under the Yellow Book

© Surgent | PAW4/26/V110

9

10



AU-C Section 265

 AU-C section 265 does not impose additional responsibilities on the 
auditor regarding obtaining an understanding of internal control or 
designing and performing tests of controls beyond the requirements 
found in AU-C sections 315 and 330. The auditor’s adherence to AU-C 
sections 315 and 330 will drive the majority of items communicated 
under AU-C section 265. For example, when the auditor is evaluating 
the design of controls and determining whether they have been 
implemented (under AU-C section 315), the auditor may identify 
deficiencies in internal control that will need to be communicated 
under AU-C section 265 (e.g., the presence of a poorly designed 
control or perhaps a well-designed control that is not being 
implemented)
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The Definition of a Deficiency in Internal Control
Is Critical to the Application of AU-C Section 265
 The first requirement in AU-C section 265 states that the auditor 

should determine whether, on the basis of the audit work performed, 
the auditor has identified one or more deficiencies in internal control

 AU-C section 265 states that a deficiency in internal control over 
financial reporting 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 deficiency in internal control can be related to either the design or 
operation of a control
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A Deficiency in Internal Control Can Be Related 
to Either the Design or Operation of a Control
 A deficiency in design exists when either a control necessary to meet 

the control objective is missing or an existing control is improperly 
designed so that even if the control operates as designed, the control 
objective would not be met

© Surgent | PAW4/26/V113

Examples of Conditions That Could Represent 
Deficiencies in the Design of Controls
 Poor design of controls over the preparation of the financial 

statements

 Poor design of controls over a significant account or process

 Poor documentation of the components of internal control

 A lack of segregation of duties within a significant account or process

 Poor controls over the safeguarding of assets

 Personnel who lack the qualifications and training to perform their 
assigned roles
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Exercise 2

As CPAs, we toss out the term segregation of duties quite a bit when 
discussing internal control deficiencies. If a client were to ask you what 
segregation of duties means, how would you describe it?
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Solution to Exercise 2

When we’re talking about segregation of duties, we are essentially 
trying to break down a transaction or process into four phases:
 Custody;

 Reconciliation;

 Authorization; and

 Bookkeeping/recordkeeping

 If an individual controls multiple phases, we try to either segregate 
the duties or develop compensatory controls (e.g., additional reviews, 
dual authorizations, etc.)
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Solution to Exercise 2

 Below is an illustration of the questions we might ask when looking at 
the segregation of duties over payroll:
 Custody – Who has access to the payroll system and/or distribution of payroll?

 Reconciliation – Who is responsible for verifying each payroll cycle and 
making sure it is properly recorded?

 Authorization – Who has authority to process payroll and/or make changes to 
pay rates/payee information?

 Bookkeeping/recordkeeping – Who has access to the payroll system, 
accounting system, and payroll records?
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Solution to Exercise 2

Generally, if one individual controls more than one of the four phases 
of a transaction or operation, we have a segregation of duties issue 
and need to try to either segregate the duties or develop some type 
of compensatory control (e.g., have additional reviews of the process, 
dual authorizations, etc.)

 If one individual is over all four phases, we have a severe lack of 
segregation of duties and an environment much more conducive to 
fraud or errors occurring and going undetected

 Later in the course, we’ll look at some reported
findings related to segregation of duties
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A Deficiency in Internal Control Can Be Related 
to Either the Design or Operation of a Control
 A deficiency in operation exists when a properly designed control 

does not operate as designed or when the person performing the 
control does not possess the necessary authority or competence to 
perform the control effectively
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Examples of Conditions That Could Represent 
Deficiencies in the Operation of Controls
 Failure in the operation of a properly designed control over a 

significant account or process

 Failure of controls intended to safeguard assets

 Failure to perform timely or accurate reconciliations of significant 
accounts

Management override of controls

 An observed deviation rate in excess of the number of deviations 
anticipated by the auditor in a test of the operating effectiveness of a 
control
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Classifying Identified Deficiencies in Internal Control

When the auditor has identified one or more deficiencies in internal 
control, AU-C section 265 then requires the auditor to evaluate each 
deficiency to determine, on the basis of the audit work performed, 
whether, individually or in combination, they constitute significant 
deficiencies or material weaknesses

© Surgent | PAW4/26/V121

Under AU-C Section 265, the Auditor Will Classify Identified 
Deficiencies in Internal Control Into One of Three Categories 
(i.e., Buckets) of Deficiencies
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A Simplified Checklist To Determine Whether 
an Identified Deficiency Is a Material Weakness

Note:

If we did not answer “yes” to both of the above but believe that the deficiency 
is important enough to merit attention by those charged with governance, we 
would have a significant deficiency

(Note. If the answer to both of the following is “yes”  
we have a material weakness by definition) 

Yes No  

  
Is there a reasonable (i.e., more than remote) possibility that 

a misstatement could occur without detection and correction? 

  Could the misstatement be material? 

© Surgent | PAW4/26/V123

AU-C Section 265 Provides Four Indicators
of Material Weaknesses in Internal Control

1 
Identification of fraud, whether or not material, on the part of 

senior management; 

2 
Restatement of previously issued financial statements to reflect 

the correction of a material misstatement due to fraud or error; 

3 

Identification by the auditor of a material misstatement of the 

financial statements under audit in circumstances that indicate 

that the misstatement would not have been detected and 

corrected by the entity’s internal control; and 

4 
Ineffective oversight of the entity’s financial reporting and 

internal control by those charged with governance. 
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Exercise 3

 True or False 

1 

If an auditor reports material weaknesses and/or significant 

deficiencies under the Yellow Book requirements, he/she 

would have also satisfied the AU-C section 265 requirement  

to provide written communication of significant deficiencies 

and material weaknesses. 

 

2 

The Yellow Book requires auditors to break down material 

weaknesses or significant deficiencies into certain elements 

(i.e., criteria, condition, cause, and effect or potential effect) 

and report those elements.  However, AU-C section 265 does 

not require auditors to break down these findings in a similar 

manner. 
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Solution to Exercise 3 

 True or False 

1 

If an auditor reports material weaknesses 

and/or significant deficiencies under the Yellow 

Book requirements, he/she would have also 

satisfied the AU-C section 265 requirement to 

provide written communication of significant 

deficiencies and material weaknesses. 

True, provided that the Yellow Book report (i.e., 

the Report on Internal Control Over Financial 

Reporting and on Compliance and Other Matters) 

is distributed to management and those charged 

with governance within 60 days following the 

financial statement report release date. 

2 

The Yellow Book requires auditors to break 

down material weaknesses or significant 

deficiencies into certain elements (i.e., criteria, 

condition, cause, and effect or potential effect) 

and report those elements.  However, AU-C 

section 265 does not require auditors to break 

down these findings in a similar manner. 

True.  While the Yellow Book is very specific in 

terms of breaking down and reporting the various 

elements of a finding, AU-C section 265 is not.  

AU-C section 265 just requires a description of 

the finding and an explanation of its possible 

effect. 
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Exercise 4

Lizzie is performing a Yellow Book audit of a new client. She has 
observed a couple of internal control deficiencies that she believes 
management should be aware of, but they do not rise to the level of a 
significant deficiency or a material weakness. Is Lizzie required to 
communicate or report these lesser internal control deficiencies to 
anyone?
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Solution to Exercise 4

 Yes. While the Yellow Book does not directly address internal control 
deficiencies below the significant deficiency or material weakness 
level, it does indirectly address them by incorporating the AICPA SASs. 
AU-C section 265 refers to such lower-level deficiencies as being other 
deficiencies in internal control

 AU-C section 265 requires auditors to communicate to management 
in writing or orally other deficiencies in internal control identified 
during the audit that have not been communicated to management 
by other parties and that, in the auditor’s professional judgment, are 
of sufficient importance to merit management’s attention. If other 
deficiencies in internal control are communicated orally, the auditor is 
required to document the communication
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Solution to Exercise 4

Note:

Paragraph .A27 of AU-C section 265 discusses that, when the auditor 
has communicated deficiencies in internal control other than 
significant deficiencies or material weaknesses to management in a 
prior period and management has chosen not to remedy them for cost 
or other reasons, the auditor need not repeat the communication in 
the current period but certainly may choose to (e.g., if the auditor 
believes the deficiency could grow into a significant deficiency or if 
there has been a change in management).
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Yellow Book Findings Seen Much Less 
Frequently Than Control Findings
 As we discussed, the most common reportable findings in Yellow 

Book audits are internal control deficiencies

 In addition to significant deficiencies and material weaknesses, the 
Yellow Book also requires auditors to report:
 Identified or suspected noncompliance with provisions of laws, regulations, 

contracts, or grant agreements that has a material effect on the financial 
statements; and

 Identified or suspected fraud that is material, either quantitatively or 
qualitatively, to the financial statements
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Noncompliance With Provisions of Laws, Regulations, Contracts, 
or Grant Agreements That Has a Material Effect on the Financial 
Statements
 The AICPA requirements related to noncompliance in AU-C section 250, 

Consideration of Laws and Regulations in an Audit of Financial Statements, 
expanded to include consideration of noncompliance with provisions of 
contracts and grant agreements, provide a basis for reporting 
noncompliance under the Yellow Book

 Under the Yellow Book, when auditors, based on sufficient, appropriate 
evidence, identify or suspect noncompliance with provisions of laws, 
regulations, contracts, or grant agreements that has a material effect on 
the financial statements, they report the finding

 Auditors also have communication responsibilities related to identified or 
suspected noncompliance that has an effect on the financial statements 
that is less than material
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Fraud That Is Material, Either Quantitatively
or Qualitatively, to the Financial Statements
 The AICPA requirements related to fraud in AU-C section 240, 

Consideration of Fraud in a Financial Statement Audit, provide a basis 
for reporting fraud under the Yellow Book

Under the Yellow Book, when auditors, based on sufficient, 
appropriate evidence, identify or suspect fraud that is material, either 
quantitatively or qualitatively, to the financial statements, they report
the finding

 Auditors also have communication responsibilities related to 
identified or suspected fraud that has an effect on the financial 
statements that is less than material
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Considering Whether Noncompliance or Fraud 
Is Also an Internal Control Deficiency
 Regardless of the type of finding identified (e.g., material 

noncompliance with a contract or grant agreement), the root cause of 
a finding may relate to an underlying control deficiency

 The Yellow Book requires auditors to also consider the existence of 
internal control deficiencies in their evaluation of identified findings
when developing the cause element of the identified findings
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Now That We Know What To Report, How Do 
We Report It?
 As we have discussed, under the Yellow Book, auditors are required to 

report:
 Significant deficiencies and/or material weaknesses in internal control over 

financial reporting;

 Identified or suspected noncompliance with provisions of laws, regulations, 
contracts, or grant agreements that has a material effect on the financial 
statements; and

 Identified or suspected fraud that is material, either quantitatively or 
qualitatively, to the financial statements

 Due to its emphasis on transparency, the Yellow Book provides 
requirements regarding how we report these findings
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The Development of Certain Required 
Elements of Findings
 Because we are reporting findings under the Yellow Book instead of 

less formally communicating them as we would under GAAS, the 
Yellow Book desires that the findings be consistently written and well-
thought-out

 The Yellow Book performance (i.e., fieldwork) requirements discuss 
that when auditors identify findings, they are required to plan and 
perform procedures to develop the elements of the findings to the 
extent that the elements are relevant and necessary to achieve the 
audit objectives

 In a Yellow Book audit, findings consist of four elements

© Surgent | PAW4/26/V135

The Four Elements of a Finding

 

Criteria + 
 

Condition + 
 

Cause + 
 

Effect or 
potential effect = 

 

Finding 
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The Yellow Book Descriptions of the Four 
Elements of a Finding
 For inclusion in findings, criteria may include the laws, regulations, 

contracts, grant agreements, standards, measures, expected 
performance, defined business practices, and benchmarks against 
which performance is compared or evaluated
 Criteria identify the required or desired state or expectation with respect to 

the program or operation
 Criteria provide a context for evaluating evidence and understanding the 

findings, conclusions, and recommendations in the report
 In a financial audit, the applicable financial reporting framework, such as 

GAAP, represents one set of criteria

 A condition is a situation that exists
 The condition is determined and documented during the audit
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The Yellow Book Descriptions of the Four 
Elements of a Finding
 The cause is the factor or factors responsible for the difference 

between the condition and the criteria and may also serve as a basis 
for recommendations for corrective actions
 Common factors include:

 Poorly designed policies, procedures, or criteria;

 Inconsistent, incomplete, or incorrect implementation; or

 Factors beyond the control of program management

 Auditors may assess whether the evidence provides a reasonable and 
convincing argument for why the stated cause is the key factor contributing to 
the difference between the condition and the criteria
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The Yellow Book Descriptions of the Four 
Elements of a Finding
 The effect or potential effect is the outcome or consequence 

resulting from the difference between the condition and the criteria
 When the audit objectives include identifying the actual or potential 

consequences of a condition that varies (either positively or negatively) from 
the criteria identified in the audit, effect is a measure of those consequences

 Effect or potential effect may be used to demonstrate the need for 
corrective action in response to identified problems or relevant risks
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A Simpler Way To Think of the Four Elements 
of a Finding

We have just looked at the Yellow Book descriptions of the four 
elements of a finding. Because of the potential range of issues that can 
result in findings (e.g., from simply not following GAAP to not following 
a grant agreement), those element descriptions are somewhat lengthy 
and broad. The following slides provide perhaps a simpler way to think 
of the four elements of a finding.
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A Simpler Way To Think of the Four Elements 
of a Finding

© Surgent | PAW4/26/V141

A Simpler Way To Think of the Four Elements 
of a Finding Illustrated

Yellow Book 
finding element: 

 
 

An illustration of that element: 

Criteria 
 (What should 

have been there?) 
 

Entities should maintain policies and procedures to ensure that year-end 

accruals are properly reviewed, approved, and recorded. Supervisory reviews 

and approvals should be documented by the knowledgeable individual who 

performed the review and include the date the review was completed. 

Condition  
(What did the 
auditor find?) 

 

During the audit, we found five significant receivables that were accrued as 

revenue as part of the year-end closing process that should not have been. 

This resulted in an audit adjustment of $72,000. We noted no evidence of 

supervisory review or approval of the entries involved. 

Cause 
(Why did it 
happen?) 

 

During the year-end closing process, Entity X failed to review several 

significant accruals made by the staff accountant. Entity X’s accounting 

policies do not require the staff accountant’s year-end accruals to be reviewed 

or approved prior to entry into the general ledger. 

Effect or 
potential effect 
(Why do we care?) 

 

Without proper review and approval of significant year-end entries to affirm 

validity and appropriateness, significant errors can occur in Entity X’s financial 

statements without detection. Without documentation, it can be difficult to 

determine whether such a review has occurred. 
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Exercise 5

As we have discussed, under the Yellow Book, when auditors identify 
findings, they are required to plan and perform procedures to develop 
the criteria, condition, cause, and effect of the findings to the extent 
that these elements are relevant and necessary to achieve the audit 
objectives. What is the benefit of doing this?
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Solution to Exercise 5

Well-written findings satisfy the Yellow Book goal of having greater 
transparency to the public, awarding entities, and others

Well-written findings can serve as a catalyst for improvement at the 
entity:
 The criteria and condition elements can present a stark contrast between 

what should have been there and what was actually there; and

 The cause and effect or potential effect elements can assist entities in 
understanding why the finding occurred and the importance of taking action 
to prevent the finding from recurring

© Surgent | PAW4/26/V144

43

44



Exercise 6

In the Yellow Book reporting on internal control over financial reporting 
and on compliance and other matters, the auditor categorized the 
finding on the following slide as a material weakness. Do you have any 
thoughts about how the finding was written?
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Exercise 6
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Solution to Exercise 6

When auditors combine finding elements (e.g., the prior finding combined 
the condition and criteria elements as well as the cause and effect
elements), the risk increases that the substance of certain finding elements 
may be omitted
 The criteria element is supposed to identify the required or desired state, and the 

condition element is supposed to describe a situation that exists. The combined 
condition and criteria elements on the prior finding do not really identify the 
required or desired state nor state the true condition (i.e., the situation is that a lack 
of segregation of duties exists)

 The cause element is supposed to discuss why the finding exists, and the effect
element is supposed to discuss why we care about the finding. While the effect
element appears to be in the combined cause and effect elements on the prior 
finding (where it discusses that a lack of segregation of duties increases fraud risk), 
the cause element presented sounds more like the criteria element
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Solution to Exercise 6

 The author also suggests that auditors not make comments in findings that 
seem to be making excuses for a finding (as that waters down the finding). 
For example, in this finding, the following comments were made:
 “In such an environment, it is difficult, if not impossible, to segregate duties of the 

general accounting from custody and control over assets such as cash”
 “We recognize the client has attempted to segregate duties to the best of its ability”

 As a reminder, .A20 of AU-C section 265 reminds us that “the responsibility 
for evaluating the costs and benefits of implementing remedial action rests 
with management and those charged with governance.” If the client 
desires, it could discuss in the views of responsible officials that it is doing 
the best it can or that correcting the issue would be impossible
 Let clients speak for themselves if they believe they cannot implement certain 

controls (or compensatory controls)
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When Writing the Finding Elements, Provide 
the Context for the Finding
 6.52 of the Yellow Book states that:
 Auditors should place their findings in perspective by describing the nature 

and extent of the issues being reported and the extent of the work performed 
that resulted in the finding. To give the reader a basis for judging the 
prevalence and consequences of these findings, auditors should, as 
appropriate, relate the instances identified to the population or the number 
of cases examined and quantify the results in terms of dollar value or other 
measures. If the results cannot be projected, auditors should limit their 
conclusions appropriately

 Auditors commonly refer to the above as the context or perspective 
for the finding
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Providing a Context for the Finding

 Some auditors present the context for a finding as a separate 
component of the finding
 In the following slide, the auditor has provided a separate context section in 

describing a material weakness related to a lack of segregation of duties

Other auditors present the context for a finding within other 
components of the finding (e.g., quite often it is included in the 
condition element of a finding)
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Providing a Context for the Finding

© Surgent | PAW4/26/V151

In Addition to the Four Elements of a Finding…

 As we have discussed, when presenting findings, auditors are required 
to develop the elements of the findings to the extent necessary to 
assist management or oversight officials of the audited entity in 
understanding the need for corrective action

 6.53 of the Yellow Book adds that:
 If auditors sufficiently develop the elements of a finding, they may provide 

recommendations for corrective action

 Author’s note: While 6.53 uses the word “may” regarding providing 
recommendations for corrective action, auditors should interpret this as “will 
provide recommendations” (as that is clearly the expectation). Also, the 
Uniform Guidance for Federal Awards requires that recommendations be 
provided
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In Addition to the Four Elements of a Finding…

 6.58 of the Yellow Book requires auditors to obtain and report the 
views of responsible officials of the audited entity concerning the 
findings, conclusions, and recommendations in the audit report, as 
well as any planned corrective actions
 When auditors receive written comments from the responsible officials, they 

are required to include in their report a copy of the officials’ written 
comments or a summary of the comments received

 When the responsible officials provide oral comments only, auditors are 
required to prepare a summary of the oral comments, provide a copy of the 
summary to the responsible officials to verify that the comments are 
accurately represented, and include the summary in their report
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In Addition to the Four Elements of a Finding…

 Regarding the views of responsible officials:
 When the audited entity’s comments are inconsistent or in conflict with the 

findings, conclusions, or recommendations in the draft report, the auditors 
are required to evaluate the validity of the audited entity’s comments. If the 
auditors disagree with the comments, they are required to explain in the 
report their reasons for disagreement. Conversely, the auditors are required 
to modify their report as necessary if they find the comments valid and 
supported by sufficient, appropriate evidence

 If the audited entity refuses to provide comments or is unable to provide 
comments within a reasonable period of time, the auditors are required to 
issue the report without receiving comments from the audited entity. In such 
cases, the auditors are required to indicate in the report that the audited 
entity did not provide comments
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Where Audit Findings Get Reported

 To this point in the course, we have discussed:
 The types of findings that get reported under the Yellow Book; and

 The components of a finding [i.e., the four elements of a finding (including 
context), recommendations for corrective action by the auditor, and the views 
of responsible officials in response to the finding]

We are now ready to discuss where auditors present findings in 
Yellow Book reporting. As part of a Yellow Book audit, auditors have 
additional reporting on internal control and compliance…
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Under the Yellow Book Reporting Requirements…

 In addition to reporting on the financial statements, auditors are 
required to report on internal control and compliance with 
provisions of laws, regulations, contracts, or grant agreements, 
regardless of whether they identify internal control deficiencies or 
instances of noncompliance
 Illustrative Yellow Book reports can be found at www.aicpa.org/gaqc
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Requirements Related to the Format of the 
Report on Internal Control and Compliance
 Auditors are required to include either in the same or in separate 

report(s) a description of the scope of the auditors’ testing of internal 
control over financial reporting and of compliance with provisions of 
laws, regulations, contracts, and grant agreements

 Auditors are also required to state in the report(s) whether the tests 
they performed provided sufficient, appropriate evidence to support 
opinions on the effectiveness of internal control and on compliance 
with provisions of laws, regulations, contracts, and grant agreements
 The auditor’s Yellow Book report will typically state that the auditor is not 

expressing an opinion on the effectiveness of internal control and not 
expressing an opinion on compliance
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Requirements Related to the Format of the 
Report on Internal Control and Compliance
 If auditors report separately (including separate reports bound in the same 

document) on internal control over financial reporting and on compliance 
with provisions of laws, regulations, contracts, and grant agreements, they 
are required to include a reference in the audit report on the financial 
statements to those additional reports

 Auditors are also required to state in the audit report that the reports on 
internal control over financial reporting and on compliance with provisions 
of laws, regulations, contracts, and grant agreements are an integral part of 
a Yellow Book audit in considering the audited entity’s internal control over 
financial reporting and compliance

 If separate reports are used, the auditors are required to make the reports 
on internal control and compliance available to users in the same manner 
as the financial audit report to which they relate
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A Couple of Options for Presenting Findings in 
the Report on Internal Control and Compliance
One option for presenting findings is to describe the findings in the 

report
 This option makes the report long, and the formatting can be challenging

 This option is probably not the best choice when the auditee also has a single 
audit, as we have to present the Yellow Book findings in Section II of the 
schedule of findings and questioned costs (SFQC)

 Another option for presenting findings is to have the report refer to 
a separate schedule that describes the findings
 The AICPA recommends that findings be numbered following the format 

required under the Uniform Guidance for Federal Awards [i.e., the fiscal year 
being audited as the first four digits of each reference number, followed by a 
three-digit numeric sequence (e.g., 2026-001, 2026-002)]
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Exercise 7

When a Yellow Book audit is performed for an auditee that is also 
undergoing a single audit, the Yellow Book reporting refers to the 
findings presented in Section II of the SFQC. However, if an audit is a 
Yellow Book-only engagement, what do we call the schedule where 
the findings are presented?
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Solution to Exercise 7

 There are different terms used in practice. Some examples of the 
titles used are:
 A schedule of findings and questioned costs (some auditors do not prefer this 

title, as questioned costs are more of a single auditing concept; therefore, the 
use of that term can be a little confusing if the engagement is just a Yellow 
Book audit);

 A schedule of findings and responses; and

 A schedule of prior and current audit findings

 The following four slides present two examples of findings being 
presented for Yellow Book-only engagements
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Yellow Book-Only Audit Reporting a Significant 
Deficiency Over the Lack of Segregation of Duties
 The following slide contains a finding from the audit of an entity that 

was required to have a Yellow Book audit but not a single audit

 The Yellow Book reporting referred to the finding, which was 
presented in an accompanying schedule of prior and current audit 
findings
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Yellow Book-Only Audit Reporting a Significant 
Deficiency Over the Lack of Segregation of Duties
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Another Yellow Book-Only Audit Reporting a Significant 
Deficiency Over the Lack of Segregation of Duties

 The following slide contains a finding from the audit of an entity that 
was required to have a Yellow Book audit but not a single audit

 The Yellow Book reporting referred to the finding, which was 
presented in an accompanying schedule of findings and responses

 Please note that this auditor provided more detail in terms of the 
context of the finding related to a lack of segregation of duties. This 
was perhaps in part due to the client being somewhat argumentative 
in their response (i.e., trying to blame part of the finding on the 
sample of items looked at)

© Surgent | PAW4/26/V164

63

64



Another Yellow Book-Only Audit Reporting a Significant 
Deficiency Over the Lack of Segregation of Duties
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What About Findings That Involve Both Material 
Noncompliance and Control Deficiencies?
 Findings that relate to both internal control over financial reporting 

and to compliance are generally reported in both the section of the 
report concerning internal control over financial reporting and the 
section of the report concerning compliance and other matters

 The reporting in one section of the report or schedule may be in 
summary form with a reference to a detailed reporting in the other 
section
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Moving From Finding Theory to Actual Application

Having discussed what gets reported, how it gets reported, and where 
it gets reported, let’s look at some actual findings reported by 
auditors…

© Surgent | PAW4/26/V167

Yellow Book Finding Classified by the Auditor as a Material 
Weakness Related to Controls Over Year-End Cutoff
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Yellow Book Finding Classified by the Auditor as a 
Material Weakness Related to Closing Procedures
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Yellow Book Material Weakness Finding Related
to Poor Controls Over Year-End Closing Procedures
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Yellow Book Finding Classified by the Auditor as a 
Significant Deficiency Related to Limited Review Process
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Yellow Book Finding Classified by the Auditor as a Significant 
Deficiency Related to an Adjusting Journal Entry
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Exercise 8

In the Yellow Book reporting on internal control over financial reporting 
and on compliance and other matters, the auditor of the entity on the 
prior slide categorized the finding related to the $933,000 audit 
adjustment as being a significant deficiency. Why do you believe the 
auditor considered the finding to be a significant deficiency instead of 
a material weakness?
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Solution to Exercise 8

 For evaluating control deficiencies under the Yellow Book, we 
essentially use AU-C section 265 as our benchmark

Under AU-C section 265, a material weakness is a deficiency or a 
combination of deficiencies in internal control over financial reporting 
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

Under AU-C section 265, a significant deficiency is a deficiency or a 
combination of deficiencies in internal control over financial reporting 
that is less severe than a material weakness yet important enough 
to merit attention by those charged with governance
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Solution to Exercise 8

 In this case, the auditor found an audit adjustment of $933,000, so we 
certainly have a reasonable possibility (i.e., more than remote) of that 
level of misstatement occurring in the entity’s financial statements

However, this auditee was a large NFP healthcare entity, and the 
$933,000 adjustment was less than one percent of the NFP’s 
expenses, so based on this (and probably on the fact that the 
adjustment appears related to an isolated area), the auditor made the 
judgment call to go with a significant deficiency
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Yellow Book Finding Classified by the Auditor as Material 
Noncompliance Due to Violation of State Budget Act
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Exercise 9

If an auditee needs assistance from the auditor in preparing its 
financial statements (assuming the Yellow Book independence 
requirements are met), should the auditor report an internal control 
deficiency finding?
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Solution to Exercise 9

 This question tends to draw out strong and varying opinions from 
different auditors
 Some believe this is automatically a material weakness

 Some believe it is automatically a significant deficiency

 Others believe that in some cases it is potentially not a reportable finding

 Even within a firm, varying thoughts can exist

 The following slide shows an internal control finding from two 
different auditees but the same audit firm. In one case, the firm 
considered its assistance to warrant a significant deficiency finding 
and, in the other case, to warrant a material weakness finding
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Solution to Exercise 9

© Surgent | PAW4/26/V179

Solution to Exercise 9

 The author believes that the classification of this type of finding is a matter 
requiring professional judgment and is heavily influenced by the facts and 
circumstances of the client. For example:
 If you have a client that cannot figure out capital assets and depreciation, year-end 

accruals, account reconciliations, or how to prepare the financial statements, then 
you probably have a material weakness (as they don’t have controls to prevent or 
detect and correct material misstatements on a timely basis)
 If you have another client with fewer adjustments that were not as material, but they 

needed help in preparing the financial statements, then you probably have a 
significant deficiency
 Finally, if you have a client that manages the accounting extremely well and can tell 

you where they are during the year but simply could not prepare the financial 
statements at year-end (perhaps because they really do not need full financial 
statements to oversee the entity financially during the year), then a case can be 
made that it is not a significant deficiency
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What Peer Reviewers Look for When Reviewing 
Yellow Book Findings
 Peer reviewers will be looking at Yellow Book engagements during 

peer review

 The checklists used by peer reviewers are available at the AICPA 
website: https://www.aicpa-cima.com/resources/article/peer-review-
program-manual-prpm

 The following excerpt is from a portion of the findings section of a 
recent checklist, highlighting the finding elements that reviewers are 
looking for in the reporting of findings
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What Peer Reviewers Look for When Reviewing 
Yellow Book Findings
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What Peer Reviewers Look for When Reviewing 
Yellow Book Findings
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What Federal Agencies Look for When Reviewing 
Yellow Book Findings
 Federal agencies may select single audits for desk reviews

 Desk reviews are essentially remote reviews of the submission to the 
Federal Audit Clearinghouse

 The checklists used by the federal agencies are available at: 
https://www.ignet.gov/content/manuals-guides

 The following excerpt is from a portion of the findings section, 
highlighting the finding elements that reviewers are looking for 
related to Yellow Book findings
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What Federal Agencies Look for When Reviewing 
Yellow Book Findings
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Preparing and Writing 
Single Audit Findings

Section 2
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Section 2 – Learning Objectives

Our objectives for this section are to:
 Recognize what types of findings get reported in Single Audits;

 Understand how findings are written under the OMB standards; and

 See where findings appear in the reporting process
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Developing and Reporting Findings in Single Audits

Having discussed the development and reporting of findings in Yellow 
Book audits, let’s move on to the development and reporting of 
findings in audits performed under the Uniform Guidance for Federal 
Awards (commonly referred to as single audits)

 As shown in the following slide, a single audit takes auditing to an 
entirely different level in terms of auditing, reporting, and 
transparency
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How Does a Single Audit Differ From a Financial 
Statement Audit?

 
 
Core responsibility: 

Does the auditor have 
this responsibility in a 
GAAS audit? 

Does the auditor have 
this responsibility in a 
Yellow Book audit? 

Does the auditor have 
this responsibility in a 
single audit? 

Providing an opinion on the 
financial statements 

Yes Yes Yes 

Reporting (but not opining) on 
internal control and compliance at 
the financial statement level 

No Yes Yes 

Providing an AU-C section 725 “in 
relation to” opinion on the schedule 
of expenditures of federal awards 

No No Yes 

Performing additional procedures 
and reporting (but not opining) on 
internal controls over compliance at 
the major program level 

No No Yes 

Providing an opinion on compliance 
for major programs 

No No Yes 
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A Longer Listing of Potential Findings

 In a single audit, auditors report findings in the schedule of findings 
and questioned costs (SFQC)

 Section II of the SFQC reports the Yellow Book findings

 Section III of the SFQC reports the federal awards findings, including:
 Significant deficiencies and/or material weaknesses in internal control over 

compliance for a major program;
 Material noncompliance related to a major program;
 Certain questioned costs; and
 Other less-seen findings (e.g., fraud)

 In the following slides, we will discuss each of the Section III findings, 
with an expanded focus on significant deficiencies/material 
weaknesses and material noncompliance
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The Auditee’s Core Responsibilities Related
to Internal Control Over Compliance
 The Uniform Guidance for Federal Awards requires that recipients 

and subrecipients receiving federal awards establish, document, and 
maintain effective internal control over the federal awards that 
provides reasonable assurance that the recipient or subrecipient is 
managing the federal awards in compliance with federal statutes, 
regulations, and the terms and conditions of the federal awards
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Significant Deficiencies and/or Material Weaknesses in 
Internal Control Over Compliance for a Major Program
 The most common findings in single audits are internal control 

deficiencies

 The auditor may identify deficiencies in internal control over 
compliance when:
 Obtaining an understanding of internal control over federal programs;

 Testing the effectiveness of internal control over federal programs; or

 Performing compliance testing
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The Definition of a Deficiency in Internal Control 
Over Compliance Is Critical to the Single Audit
 In a single audit, 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 type of compliance requirement of a federal 
program on a timely basis

 A deficiency in internal control over compliance can be related to 
either the design or operation of a control
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A Deficiency in Internal Control Can Be Related 
to Either the Design or Operation of a Control
 A deficiency in design exists when either a control necessary to meet 

the control objective is missing or when an existing control is 
improperly designed so that even if the control operates as designed, 
the control objective would not be met
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Examples of Conditions That Could Represent 
Deficiencies in the Design of Controls
 Poor design of controls over activities subject to a type of compliance 

requirement

 Poor design of controls over complex types of compliance 
requirements

 A lack of segregation of duties over a type of compliance requirement

 Poor controls over the safeguarding of assets

 Personnel who lack the qualifications and training to perform their 
assigned roles
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A Deficiency in Internal Control Can Be Related 
to Either the Design or Operation of a Control
 A deficiency in operation exists when a properly designed control 

does not operate as designed or when the person performing the 
control does not possess the necessary authority or competence to 
perform the control effectively
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Examples of Conditions That Could Represent 
Deficiencies in the Operation of Controls
 Failure in the operation of a properly designed control over a type of 

compliance requirement

 Failure of controls intended to safeguard assets

Management override of controls

 An observed deviation rate in excess of the number of deviations 
anticipated by the auditor in a test of the operating effectiveness of a 
control
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Considering Deficiencies in Internal Control 
Over Compliance
 The determination of whether a deficiency is a significant deficiency

or material weakness for the purpose of reporting a finding is in 
relation to a type of compliance requirement for a major program
 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 type of 
compliance requirement of a federal program will not be prevented or 
detected and corrected on a timely basis

 A significant deficiency in internal control over compliance is a deficiency or 
combination of deficiencies in internal control over compliance with a type of 
compliance requirement of a federal program that is less severe than a 
material weakness in internal control over compliance yet important enough 
to merit attention by those charged with governance
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Evaluating the Severity of Deficiencies

 The absence of identified noncompliance does not provide evidence 
that identified deficiencies in internal control over compliance are not 
significant deficiencies or material weaknesses

 The severity of a deficiency depends not only on whether actual 
noncompliance occurred but also on the magnitude of the potential 
noncompliance and whether there is a reasonable possibility that the 
entity’s controls will fail to prevent or detect and correct 
noncompliance that is material in relation to the type of compliance 
requirement

 The auditor will determine whether deficiencies that affect the same 
type of compliance requirement or component of internal control 
collectively result in a significant deficiency or material weakness
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A Simplified Checklist To Determine Whether an Identified Deficiency 
Is a Material Weakness in Internal Control Over Compliance

Note:

If we did not answer “yes” to both of the above questions but believe that the 
deficiency is important enough to merit attention by those charged with governance, 
we would have a significant deficiency in internal control over compliance.

(Note. If the answer to both of the following is “yes”  
we have a material weakness by definition) 

Yes No  

  
Is there a reasonable (i.e., more than remote) possibility that noncompliance with 

a type of compliance requirement could occur without detection and correction? 

  
Could the noncompliance be material to a type of compliance requirement of a 

federal program? 
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The AICPA Audit Guide Related to Yellow Book and Single Audits 
Provides Three Indicators of Material Weaknesses in Internal Control 
Over Compliance

1 
Identification of fraud in the major program of any magnitude on the part of 

senior program management. 

2 

Identification by the auditor of material noncompliance in relation to a type 

of compliance requirement for the period under audit in circumstances that 

indicate that the noncompliance would not have been detected by the 

entity’s system of internal control. 

3 

Ineffective oversight by management, or those charged with governance, 

over compliance with program requirements where the activity is subject to 

a type of compliance requirement (e.g., lack of adequate review of federal 

financial reports prior to submission to the grantor). 
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Exercise 10

John is applying his professional judgment in evaluating the severity of 
a deficiency in internal control over compliance for a major program 
and is finding it to be a tough call. In addition to the items we have 
discussed, are there any additional considerations that might help 
John in making his final determination?

© Surgent | PAW4/26/V1102

101

102



Solution to Exercise 10

 Some additional considerations for John to think through include:
 The nature of the compliance requirement involved;
 The importance of the control;
 The vulnerability of the program and compliance requirement to fraud;
 The cause and frequency of noncompliance detected due to the deficiency;
 The subjectivity and complexity involved in meeting the compliance requirement and 

the level of judgment required in determining noncompliance;
 The relationship of the control with other controls;
 The interaction among the deficiencies;
 The possible future consequences of the deficiency;
 The program amounts or total of transactions exposed to the deficiency in relation to 

the compliance requirement; and
 The level of activity related to the compliance requirement exposed to the deficiency 

in the current period or expected in future periods
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Exercise 11

Is the following statement True or False?

The auditor’s evaluation of control deficiencies is likely to include 
significant professional judgments that are required to be documented 
in accordance with AU-C section 230, Audit Documentation.
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Solution to Exercise 11

True. The statement on the prior slide appears in the AICPA Audit Guide 
related to Yellow Book and Single Audits.
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The Auditee’s Core Responsibilities Related
to Compliance
When auditees receive federal funding, they must follow the rules 

related to that funding. Stated more formally, the auditee is 
responsible for complying with federal statutes, regulations, and the 
terms and conditions of the federal awards it receives
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The Compliance Supplement Describes 12 
Principal Types of Compliance Requirements
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Considering Findings Related to Compliance

 As we have discussed, auditors may determine that a significant 
deficiency or material weakness in internal control over compliance 
exists, in which case they will report a finding

 Auditors may also determine that findings related to compliance 
issues exist that will be reported
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Compliance Findings That Get Reported

Material noncompliance related to a major program
 Material for the purpose of reporting an audit finding is in relation to a type 

of compliance requirement for a major program identified in the Compliance 
Supplement

 Known questioned costs when either known or likely questioned 
costs are greater than $25,000 for a type of compliance requirement
for a major program

 Known questioned costs greater than $25,000 for a federal program 
that is not audited as a major program
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Exercise 12

In performing tests of compliance, auditors may identify instances of 
noncompliance. Could such findings be nonmonetary in nature?
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Solution to Exercise 12

Yes! Findings may be of a monetary nature and involve questioned 
costs (e.g., an auditee erroneously used program funds for non-
program purposes) or may be of a nonmonetary nature and not result 
in questioned costs (e.g., a pass-through entity failed to properly 
monitor a subrecipient).
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What Is Material Noncompliance Related
to a Major Program?
 §200.516 of the Uniform Guidance for Federal Awards requires that 

the auditor report as an audit finding:
 “Material noncompliance with the provisions of federal statutes, regulations, 

or the terms and conditions of federal awards related to a major program. 
The auditor’s determination of whether noncompliance with the provisions of 
federal statutes, regulations, or the terms and conditions of federal awards is 
material for the purpose of reporting an audit finding is in relation to a type 
of compliance requirement for a major program identified in the 
Compliance Supplement”

 The lens used by the auditor to evaluate noncompliance will be driven 
by whether the noncompliance is of a monetary or nonmonetary
nature
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Before Discussing the Evaluation of Monetary Noncompliance,
Let’s Discuss the Definition of Questioned Cost

 Questioned cost has the meaning given in paragraphs (1) through (3)
(1) Questioned cost means an amount, expended or received from a federal award, 

that in the auditor’s judgment:
(i) Is noncompliant or suspected noncompliant with federal statutes, regulations, or the 

terms and conditions of the federal award;
(ii) At the time of the audit, lacked adequate documentation to support compliance; or
(iii) Appeared unreasonable and did not reflect the actions a prudent person would take in 

the circumstances

(2) The questioned cost amount under (1)(ii) is calculated as if the portion of a 
transaction that lacked adequate documentation were confirmed noncompliant

(3) There is no questioned cost solely because of:
(i) Deficiencies in internal control; or
(ii) Noncompliance with the reporting type of compliance requirement (described in the 

Compliance Supplement) if this noncompliance does not affect the amount expended 
or received from the federal award
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Evaluating Monetary Noncompliance

When the noncompliance has a monetary nature, the auditor 
evaluates the noncompliance based on the known and likely 
questioned costs
 Known questioned costs mean questioned costs specifically identified by the 

auditor. Known questioned costs are a subset of likely questioned costs

 Likely questioned costs mean the auditor’s best estimate of total questioned 
costs, not just the known questioned costs. Likely questioned costs are 
developed by extrapolating from audit evidence obtained, for example, by 
projecting known questioned costs identified in an audit sample to the entire 
population from which the sample was drawn
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Evaluating Monetary Noncompliance

 The purpose of estimating likely questioned costs is to:
 Determine whether it is necessary to report a finding (e.g., auditors are 

required to report known questioned costs as a finding when either known or 
likely questioned costs are greater than $25,000 for a type of compliance 
requirement for a major program); and
 Evaluate the effect of questioned costs on the opinion on compliance

 The Uniform Guidance for Federal Awards does not require the 
auditor to report an exact amount or a statistical projection of likely 
questioned costs with related confidence bounds. The auditor 
reports only the known questioned costs
 If the known questioned costs are very small, the auditor may indicate in the 

finding that the likely questioned costs are greater than $25,000 to help the 
federal agency understand why the finding was reported
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Evaluating Nonmonetary Noncompliance

 The auditor may identify instances of noncompliance that are not 
directly associated with a questioned cost (i.e., noncompliance of a 
nonmonetary nature)

 In evaluating nonmonetary noncompliance, the auditor uses 
professional judgment to evaluate the significance of the 
noncompliance
 The method of evaluation is influenced by the type of compliance 

requirement and the audit procedures performed
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Evaluating Nonmonetary Noncompliance

 An example of nonmonetary noncompliance could be a pass-through 
entity that did not monitor its subrecipients (where subrecipient 
monitoring is a direct and material compliance requirement)

 Since the pass-through entity failed to monitor the activity of its 
subrecipients, this noncompliance would likely be material in relation 
to subrecipient monitoring (i.e., it would meet the definition of a 
reportable audit finding)
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Exercise 13

Is the following statement True or False?

The auditor’s evaluation of instances of noncompliance is likely to 
include significant professional judgments that are required to be 
documented in accordance with AU-C section 230, Audit 
Documentation.

© Surgent | PAW4/26/V1118

117

118



Solution to Exercise 13

True. The statement on the prior slide appears in the AICPA Audit Guide 
related to Yellow Book and Single Audits.
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Exercise 14

Emma Terial is evaluating the results of compliance testing for a major 
program. The major program was subject to six different types of direct 
and material compliance requirements. For the reporting type 
compliance requirement, Emma found some material noncompliance. 
However, for the other five types of compliance requirements tested, 
Emma found no problems. Can Emma ignore reporting the material 
noncompliance in reporting, as complying with five out of six 
compliance requirements is not too bad?
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Solution to Exercise 14

No. For the purpose of reporting an audit finding, the Uniform 
Guidance for Federal Awards describes the auditor’s determination of 
whether noncompliance is material as being in relation to a type of 
compliance requirement for a major program identified in the 
Compliance Supplement.
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Exercise 15

Bill is performing compliance testing. In testing for activities allowed or 
unallowed, he finds that certain equipment has been charged to 
Program X. However, the grant agreement for Program X does not allow 
for program funds to be spent on equipment. Does Bill need to 
consider whether this noncompliance also represents an internal 
control deficiency?
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Solution to Exercise 15

Yes. Bill’s observance of noncompliance is also evidence about the 
auditee’s ineffective internal control over that type of compliance 
requirement (as the auditee’s controls did not prevent or detect and 
correct the noncompliance). Thus, Bill needs to consider whether this 
noncompliance also represents an internal control deficiency. Audit 
findings (e.g., internal control findings, compliance findings, questioned 
costs) that relate to the same issue are presented as a single finding 
(typically indicated using headers to the finding).
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Although Somewhat Rare, in Addition to Control and 
Compliance Findings, the Following Findings Also Get Reported…

 The circumstances concerning why the auditor’s report on compliance 
for each major program is other than an unmodified opinion
 This must be included unless the circumstances are otherwise reported as 

audit findings in the SFQC

 Known or likely fraud affecting a federal award

 Instances where the results of audit follow-up procedures disclosed 
that the summary schedule of prior audit findings prepared by the 
auditee materially misrepresented the status of any prior audit finding
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Now That We Know What To Report, How Do 
We Report It?
 As we have discussed, under the Uniform Guidance for Federal Awards, 

auditors are required to report:
 Significant deficiencies and material weaknesses in internal control over major 

programs;
 Material noncompliance related to a major program;
 Known questioned costs when either known or likely questioned costs are greater 

than $25,000 for a type of compliance requirement for a major program;
 Known questioned costs greater than $25,000 for a federal program that is not 

audited as a major program;
 The circumstances concerning why the auditor’s report on compliance for each major 

program is other than an unmodified opinion;
 Known or likely fraud affecting a federal award; and
 Instances where the results of audit follow-up procedures disclosed that the 

summary schedule of prior audit findings prepared by the auditee materially 
misrepresented the status of any prior audit finding
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Now That We Know What To Report, How Do 
We Report It?
 Due to its emphasis on transparency, the Uniform Guidance for 

Federal Awards provides requirements regarding how we report the 
federal award findings discussed on the prior slide
 We will soon also see where these findings get reported [i.e., the schedule of 

findings and questioned costs (SFQC)]

 The requirements for how we report federal award findings take the 
Yellow Book requirements we saw earlier and tweak/expand them
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The Development of Certain Required 
Elements of Findings
 In reporting a federal award finding, auditors will include:

 The federal program and specific federal award identification, including the Assistance Listing 
title and number, federal award identification number and year, the name of the federal 
agency, and the name of the applicable pass-through entity
 The official title of a federal program is the title found on SAM.gov

 Federal award information is usually available on the award documents when the award is received 
directly from a federal agency. When an award is received from a pass-through entity, the auditor 
may check that the Assistance Listing title on the award document is the official title and not a title 
generated by the pass-through entity. When information such as the Assistance Listing title and 
number or federal award identification number is unavailable, the auditor will provide the best 
information available to describe the federal award

 When the finding relates to more than one award, the auditor lists the program identification 
information for each individual award to which the finding pertains. If there are multiple awards, a 
table may be useful. When a finding relates to only a subset of awards in a cluster of programs, the 
auditor lists the program identification information for each individual award to which the finding 
relates. When a finding relates to the entire cluster of programs, the auditor lists the program 
identification information for all awards in the cluster of programs
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The Development of Certain Required 
Elements of Findings
 In reporting a federal award finding, auditors will include:

 The criteria or specific requirement for the audit finding (e.g., the specific federal statute, 
regulation, or term and condition of the federal award). The criteria or specific requirement 
provides a context for evaluating evidence and understanding findings. The criteria should 
generally identify the required or desired state or expectation with respect to the program or 
operation
 Quite often, the Compliance Supplement (in Parts 3–6) will provide a Code of Federal Regulations 

(CFR) reference or reference to a law, which can serve as the required citation in the finding

 2 CFR 200.303 is often cited in internal control findings, as it states that non-federal entities must 
establish, document, and maintain effective internal control over federal awards

 If the Compliance Supplement does not provide a legal citation for a compliance requirement, then 
the grant agreement may be a source to determine the appropriate underlying law or regulation

 Other common sources include Subpart D, “Post Federal Award Requirements” (administrative) 
and Subpart E, “Cost Principles,” of the Uniform Guidance for Federal Awards
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The Development of Certain Required 
Elements of Findings
 In reporting a federal award finding, auditors will include:
 The condition found, including facts that support the deficiency identified in 

the audit finding
 Try to clearly describe the nature and severity of the situation

 For a compliance finding, the condition describes what the entity did or failed to do

 For a control finding, the condition describes the missing or deficient control

 When the finding relates to more than one award, a table may be useful to provide 
sufficient information for each federal agency

 A statement of cause that identifies the reason or explanation for the 
condition or the factors responsible for the difference between the situation 
that exists (condition) and the required or desired state (criteria), which may 
also serve as a basis for recommendations for corrective action
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The Development of Certain Required 
Elements of Findings
 In reporting a federal award finding, auditors will include:
 The possible asserted effect to provide sufficient information to the auditee and 

federal agency or pass-through entity to permit them to determine the cause and 
effect to facilitate prompt and proper corrective action. A statement of the effect or 
potential effect should provide a clear, logical link to establish the impact or potential 
impact of the difference between the condition and the criteria

 The identification of known questioned costs by applicable Assistance Listing 
number(s) and federal award identification number(s) and how these questioned 
costs were computed. When the finding relates to more than one award, a table may 
be useful to provide sufficient information for each federal agency

 When there are known questioned costs, but the dollar amount is undetermined or 
not reported, a description of why the dollar amount was undetermined or 
otherwise could not be reported
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The Development of Certain Required 
Elements of Findings
 In reporting a federal award finding, auditors will include:
 Information to provide proper perspective or context for evaluating the 

prevalence and consequences of the audit finding (e.g., whether the audit 
finding represents an isolated instance or a systemic problem). Where 
appropriate, instances identified will be related to the universe and the 
number of cases examined and will be quantified in terms of dollar value. In 
addition, the audit finding should indicate whether the sampling was a 
statistically valid sample

 The identification of whether the audit finding is a repeat of a finding in the 
immediately prior audit. The audit finding will identify the applicable prior 
year audit finding reference numbers in these instances
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The Development of Certain Required 
Elements of Findings
 In reporting a federal award finding, auditors will include:
 Recommendations to prevent future occurrences of the deficiency identified 

in the audit finding; and

 Views of responsible officials of the auditee
 As a reminder, the Uniform Guidance for Federal Awards requires auditees to prepare a separate 

corrective action plan for current-year findings. The AICPA Audit Guide related to Yellow Book and 
Single Audits discusses that if the corrective action plan is fully developed prior to the completion 
of the audit, there is nothing to preclude the auditor from referring directly to the corrective action 
plan in addressing the views of responsible officials in an audit finding (e.g., by stating, “See 
corrective action plan”). However, the AICPA does not recommend this approach and instead 
suggests that management provide a summary of the response provided in the corrective action 
plan to be included as the views of responsible officials

 Findings need to be assigned a reference number consisting of the fiscal year 
being audited as the first four digits of each reference number, followed by a 
three-digit numeric sequence (e.g., 2026-001, 2026-002, etc.)
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Exercise 16

As we have seen, there are several elements to federal award findings. 
When writing findings, must the auditor separately label each finding 
element?
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Solution to Exercise 16

No. However, the AICPA Audit Guide related to Yellow Book and Single 
Audits recommends that labels (sub-headers) be used for each finding 
element to enhance the readability of the finding and to demonstrate 
that all finding elements have been included. Note that, sometimes, 
auditors combine the condition and perspective/context elements. If 
so, the subheading would ideally reflect that (e.g., condition/context or 
condition and perspective).

© Surgent | PAW4/26/V1134

133

134



Where Audit Findings Get Reported

 To this point in the course, we have discussed:
 The types of federal award findings that get reported under the Uniform 

Guidance for Federal Awards; and

 The elements of a federal award finding

We are now ready to discuss where auditors present findings in single 
audit reporting. The reporting for a single audit has multiple 
components…
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Key Aspects of Single Audit Reporting

Under the Uniform Guidance for Federal Awards, the auditor 
reporting will include:
 An opinion on the financial statements under GAAS and the Yellow Book

 This would also include the “in relation to” reporting on the Schedule of Expenditures 
of Federal Awards (SEFA)

 The Yellow Book reporting on internal control over financial reporting and on 
compliance and other matters
 The Uniform Guidance for Federal Awards reporting on compliance for each 

major federal program and on internal control over compliance
 The schedule of findings and questioned costs (SFQC)

 The AICPA (www.aicpa.org/gaqc) provides critical guidance, options, 
and illustrations related to each of the reporting elements discussed 
above
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Key Aspects of Single Audit Reporting

 As we discussed on the prior slide, as part of reporting on a single 
audit, the auditor will issue a report on compliance for each major 
federal program and on internal control over compliance
 This reporting does not contain the detail finding elements we have been 

discussing but instead refers to the findings that are fully presented in the 
accompanying schedule of findings and questioned costs (SFQC)
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The SFQC: Where Audit Findings Get Reported

 In a single audit, the detailed audit findings are presented in the SFQC

 The SFQC consists of three sections:
 Section I – A summary of the auditor’s results, including:

 Information about how the audit went;

 Identification of the major programs audited; and

 Certain key aspects of the major program determination process

 Section II – Any reportable Yellow Book financial statement findings

 Section III – Any reportable federal award findings
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Example SFQC for an Entity Without Any Findings
Nonprofit J 

Schedule of Findings and Questioned Costs 
Year Ended June 30, 202X 

 
I.  Summary of Auditor’s Results 
 

 Financial Statements 
 

 Type of report the auditor issued on whether the financial statements audited were prepared in 

accordance with GAAP:  Unmodified opinion 
 

 Internal control over financial reporting: 
 

  Material weakness(es) identified?  Yes X No 

  Significant deficiency(ies) identified?  Yes X None Reported 
 

 Noncompliance material to financial statements noted?  Yes X No  

 Federal Awards 
 

     

 Internal control over major federal programs: 
 

  Material weakness(es) identified?  Yes X No 

  Significant deficiency(ies) identified?  Yes X None Reported 

 Type of auditor’s report issued on compliance for major federal programs:  Unmodified opinion 
 

  Any audit findings disclosed that are required to 
be reported in accordance with 2 CFR 
200.516(a)? 

  
 
Yes 

 
 

X 

 
 
No 

 Identification of major federal programs: Assistance Listing 17.264 National Farmworker Jobs Program 
 

 Dollar threshold used to distinguish between type A and type B programs:  $1,000,000 
 

 Auditee qualified as low-risk auditee?  Yes X No 

II.  Findings Relating to the Financial Statement Audit as Required to be Reported in Accordance 
     with Generally Accepted Government Auditing Standards 
 

 None Reported. 

III.  Findings and Questioned Costs for Federal Awards 
 

 None Reported. 
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Section I of the SFQC

 Section I of the SFQC provides a summary of the auditor’s results, 
including:
 The type of opinion issued on the financial statements;

 Whether the Yellow Book audit identified any significant deficiencies, material 
weaknesses, or material noncompliance at the financial statement level;

 Whether the compliance audit identified any significant deficiencies or 
material weaknesses in the internal control over major programs;

 The type of report the auditor issued on compliance for major programs;

 Whether the audit disclosed any reportable findings;

 The major programs audited;

 The threshold used to distinguish between type A and type B programs; and

 Whether the auditee qualified as a low-risk auditee
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Section II of the SFQC

 Section II of the SFQC reports the Yellow Book findings related to the financial 
statements, including:

 Significant deficiencies and/or material weaknesses;

 Material noncompliance; and

 Material fraud

 The Yellow Book findings should include all the elements required by the Yellow 
Book (i.e., criteria, condition, cause, effect or potential effect, recommendation, 
and views of responsible officials)

 Findings need to be assigned a reference number consisting of the fiscal year 
being audited as the first four digits of each reference number, followed by a 
three-digit numeric sequence (e.g., 2026-001, 2026-002, etc.)
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Section III of the SFQC

 Section III of the SFQC reports the federal award findings, including:
 Significant deficiencies and/or material weaknesses in internal control over major 

programs;

 Material noncompliance related to a major program;

 Known questioned costs when either known or likely questioned costs are greater 
than $25,000 for a type of compliance requirement for a major program;

 Known questioned costs greater than $25,000 for a federal program that is not 
audited as a major program;

 The circumstances concerning why the auditor’s report on compliance for each major 
program is other than an unmodified opinion;

 Known or likely fraud affecting a federal award; and

 Instances where the results of audit follow-up procedures disclosed that the 
summary schedule of prior audit findings prepared by the auditee materially 
misrepresents the status of any prior audit finding
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Exercise 17

During the audit, Elaine identified noncompliance related to a major 
program that was also material to the financial statements. Should 
Elaine report the finding in both sections II and III of the SFQC?
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Solution to Exercise 17

Yes. Findings that relate to both the financial statements and federal 
awards will be reported in both sections II and III. However, the 
reporting in one section may be in summary form with a reference to a 
detailed reporting in the other section. For example, a finding of 
noncompliance with a federal program statute that is also material to 
the financial statements generally would be reported in detail in section 
III. Section II would then include a summary identification of the finding 
and a reference back to the specific finding in section III.
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Moving From Finding Theory to Actual Application

Having discussed what gets reported, how it gets reported, and where 
it gets reported, let’s look at some actual findings reported by 
auditors…
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Federal Award Finding Classified by the Auditor
as a Significant Deficiency That Is a Repeat Finding
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Federal Award Finding Classified by the Auditor as
a Significant Deficiency From a Sampling Procedure
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Federal Award Finding Classified by the Auditor as
a Significant Deficiency Related to Allowable Costs
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Federal Award Finding Classified by the Auditor as
a Significant Deficiency Related to Allowable Costs
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Federal Award Finding Classified by the Auditor 
as a Significant Deficiency Related to Reporting
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Federal Award Finding Classified by the Auditor as a Significant 
Deficiency and Material Noncompliance Related to Subrecipient 
Monitoring
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Federal Award Finding Classified by the Auditor as a Material 
Weakness and Noncompliance Related to Allowable Costs and 
Cash Management
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Exercise 18

The following slide contains a federal award finding for an NFP. The 
auditor qualified the opinion on the major program in part because of 
the finding and also classified the finding as a material weakness. Do 
you see anything that perhaps could be improved in the write-up of 
the finding?
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Exercise 18
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Solution to Exercise 18

 This would not have been the easiest finding to write. The author’s 
attention would first go to the identification of questioned costs. The 
Uniform Guidance for Federal Awards requires that audit findings 
include:
 The identification of known questioned costs by applicable Assistance Listing 

number(s) and federal award identification number(s) and how these 
questioned costs were computed

Under AICPA guidance and industry practice, questioned costs are 
typically broken out as a separate element in the finding
 In this case, the auditor appears to have combined the condition and 

questioned costs elements. In doing so, the auditor potentially left some 
unanswered questions (e.g., was the $135,104 the known questioned costs?)
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Solution to Exercise 18

 The author would suggest the following:
 Break questioned costs out as a separate element of the finding;

 When reporting questioned costs, specifically identify the known questioned 
costs and how these questioned costs were computed; and

 Remember that while the auditor is not required to report an estimate of the 
likely questioned costs, the auditor must include information to provide 
proper perspective for judging the prevalence and consequences of the 
finding

 In this case, being a little clearer in presenting the known questioned 
costs and providing more information regarding the prevalence of the 
finding could have added clarity
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Case Study

 Pretend that you are auditing a major program (ALN 14.228 
Community Development Block Grant)

When you look at the Compliance Supplement’s Part 2 Matrix of 
Compliance Requirements, you see that Special Tests and Provisions 
has a “Y,” indicating the compliance requirement typically has a direct 
and material effect on ALN 14.228

 In reviewing the Compliance Supplement’s Part 4 Agency Program 
Requirements for ALN 14.228, you see discussions of 24 CFR Part 75 
Section 3 and determine that the auditee is required to report certain 
information to a pass-through entity on a quarterly and annual basis
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Case Study

 In performing your control and compliance testing, you discover that 
while the grant administrator prepared and submitted the required 
reports, there was no review of the reporting before submission

 You believe that a significant deficiency in internal control over 
compliance exists due to one person preparing and submitting the 
reports without review

What are some key items you would focus on in writing this finding?
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Solution to Case Study

 The author would suggest the following:
 Ensure the finding identifies the program the finding is related to (so federal 

agencies, pass-through entities, and others know the program involved)

 Write the criteria element in a manner where readers can specifically see 
what should have been there (in this case, proper controls over reporting 
required due to HUD Section 3 regulations at 24 CFR Part 75)

 Succinctly describe in the condition element what the problem was (in this 
case, the lack of a secondary review of the reports)

 In the cause and effect elements, briefly describe why the control deficiency 
happened and what could potentially occur due to the missing control

 Ensure the finding identifies whether there were any questioned costs
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Solution to Case Study

 The author would suggest the following:
 Try to develop the recommendation element so that it briefly provides some 

actual suggestions to improve the issue (i.e., as opposed to just generically 
saying the client should improve controls)

 Ensure the views of responsible officials element is included

 The following slide shows how an auditor wrote a finding for the 
scenario we have been discussing
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Solution to Case Study
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Exercise 19

If an auditee is late in submitting its reporting package and data 
collection form to the FAC, should the auditor report a finding?
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Solution to Exercise 19

 200.512 of the Uniform Guidance for Federal Awards states that:
 The audit, the data collection form, and the reporting package must be submitted 

within 30 calendar days after the auditee receives the auditor’s report(s) or nine 
months after the end of the audit period (whichever is earlier)

 Due to the above, some auditors believe that late submission of the 
reporting package and data collection form is a finding

When auditors do report a finding, there is a great deal of variance in how 
they classify the finding
 The author’s experience has been that, when a finding is reported, quite often it is 

classified as a significant deficiency (sometimes in tandem with a compliance 
finding). The author has certainly seen cases where a material weakness was 
reported (also sometimes in tandem with a compliance finding). The author 
occasionally has seen it reported solely as a compliance finding
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Solution to Exercise 19

 In reviewing the “acceptance date” and “audit year” columns for 
submitted audits at www.fac.gov, it is also apparent that other 
auditors do not consider late submission to be a reportable finding

 Some auditors believe that late submission may not need to be 
reported
 Late submission is very apparent to federal agencies and pass-through entities 

due to the above dates appearing on the FAC website

 Late submission automatically results in a penalty to the auditee (i.e., loss of 
low-risk auditee status), so it already beckons corrective action by the client
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Solution to Exercise 19

 In developing this course, the author reached out to the National 
Single Audit Coordinators for two of the larger federal agencies to get 
their take on whether late submission should typically be reported as 
a finding. Their responses were:
 “I would not expect an auditor to report a finding because the late submission 

is apparent to the federal agencies by the submission date at fac.gov, and the 
auditee is already going to lose low-risk auditee status”
 “The determination on whether to report a finding in this situation is based 

on auditor judgment given the circumstances. Factors that are considered are 
the frequency of the late filings and the reason for the missed filing date and 
how late it is when filed. Auditors should also consider whether the 
underlying cause would create a required finding according to auditing 
standards”
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Solution to Exercise 19

 In the author’s opinion, the decision of whether and how to report a 
late submission finding is indeed dependent upon professional 
judgment and the facts and circumstances involved. For example:
 NFP X was uncharacteristically a week late in submitting its single audit due to 

key personnel being out at year-end and during the audit (not a reported 
finding)

 NFP Y was characteristically a month late in submitting its single audit, as the 
auditee is consistently slow in closing its year-end (significant deficiency)

 NFP Z was six months late in submitting its single audit due to severe 
problems in closing its year-end and preparing the SEFA (material weakness)
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What Peer Reviewers Look for When Reviewing 
Federal Award Findings
 Peer reviewers will be looking at single audit engagement(s) during 

peer review

 The checklists used by peer reviewers are available at the AICPA 
website: https://www.aicpa-cima.com/resources/article/peer-review-
program-manual-prpm

 The following excerpt is from a portion of the findings section of a 
recent checklist, highlighting the finding elements that reviewers are 
looking for in the reporting of findings
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What Peer Reviewers Look for When Reviewing 
Federal Award Findings
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What Peer Reviewers Look for When Reviewing 
Federal Award Findings
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What Federal Agencies Look for When Reviewing 
Federal Award Findings
 Federal agencies may select single audits for desk reviews

 Desk reviews are essentially remote reviews of the submission to the 
Federal Audit Clearinghouse

 The checklists used by the federal agencies are available at: 
https://www.ignet.gov/content/manuals-guides

 The following excerpt is from a portion of the findings section, 
highlighting that reviewers are looking for the core elements of a 
finding that we have discussed
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What Federal Agencies Look for When Reviewing 
Federal Award Findings
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Issues to Avoid in Preparing 
and Writing Findings

Section 3

171

172



Section 3 – Learning Objective

Our objective for this section is to discuss common problem areas 
observed in the preparation and writing of findings that limit the 
usefulness of the findings or raise questions
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Getting Too Creative in Presenting the SFQC

 The following slide represents Section I of the SFQC for an auditee 
where an auditor got creative and, in doing so, also highlighted 
several potential errors in how the single audit was performed
 Instead of discussing the unmodified opinion that was issued on the financial 

statements, this SFQC appears to be saying in 1. that an unmodified opinion 
was issued on the SEFA
 This SFQC also incorrectly refers to the SEFA instead of the financial 

statements in 2. and 3.
 The AICPA’s illustrative SFQC uses the wording “None Reported” to state that 

no significant deficiencies were identified during the audit. This SFQC uses the 
wording “No significant deficiencies were disclosed during the audit.” AU-C 
section 265 precludes an auditor from issuing a written statement that no 
significant deficiencies were identified during an audit, and this wording is 
close to using that type of wording
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Getting Too Creative in Presenting the SFQC 
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Adding Unusual Wording to Audit Findings

 The following slide is an excerpt that appeared at the end of a 
significant deficiency finding

 The finding was of a routine nature for a medium-sized NFP, and the 
wording just seems unnecessary at best and may raise questions at 
worst
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Adding Unusual Wording to Audit Findings
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Before Looking at the Next Slide, Let’s Review 
the Definition of Questioned Cost
 Questioned cost has the meaning given in paragraphs (1) through (3)

(1) Questioned cost means an amount, expended or received from a federal award, 
that in the auditor’s judgment:
(i) Is noncompliant or suspected noncompliant with federal statutes, regulations, or the 

terms and conditions of the federal award;
(ii) At the time of the audit, lacked adequate documentation to support compliance; or
(iii) Appeared unreasonable and did not reflect the actions a prudent person would take in 

the circumstances

(2) The questioned cost amount under (1)(ii) is calculated as if the portion of a 
transaction that lacked adequate documentation were confirmed noncompliant

(3) There is no questioned cost solely because of:
(i) Deficiencies in internal control; or
(ii) Noncompliance with the reporting type of compliance requirement (described in the 

Compliance Supplement) if this noncompliance does not affect the amount expended 
or received from the federal award
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Not Considering the Definition of Questioned Cost in Developing 
Findings (the Finding Below Describes Missing Support but No 
Questioned Cost)

© Surgent | PAW4/26/V1179

Before Looking at the Next Slide, Let’s Again 
Review the Definition of Questioned Cost
 Questioned cost has the meaning given in paragraphs (1) through (3)

(1) Questioned cost means an amount, expended or received from a federal award, 
that in the auditor’s judgment:
(i) Is noncompliant or suspected noncompliant with federal statutes, regulations, or the 

terms and conditions of the federal award;
(ii) At the time of the audit, lacked adequate documentation to support compliance; or
(iii) Appeared unreasonable and did not reflect the actions a prudent person would take in 

the circumstances

(2) The questioned cost amount under (1)(ii) is calculated as if the portion of a 
transaction that lacked adequate documentation were confirmed noncompliant

(3) There is no questioned cost solely because of:
(i) Deficiencies in internal control; or
(ii) Noncompliance with the reporting type of compliance requirement (described in the 

Compliance Supplement) if this noncompliance does not affect the amount 
expended or received from the federal award
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Not Considering the Definition of Questioned Cost in Developing 
Findings (Due to Late Submission to the FAC, the Auditor Listed 
the Entire Amount as Questioned Cost)
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The Summary of Auditor’s Results Section of the SFQC Says One 
Thing; the Federal Awards Findings Section Says Something Different

 The summary of auditor’s results section of the SFQC should be in 
sync with the federal awards findings section

 The excerpt below from an SFQC indicates that no federal award 
findings were present (note that “Internal control over financial 
reporting” should say “Internal control over major federal 
programs”). However, the following slide shows that a material 
weakness was reported for the auditee
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The Summary of Auditor’s Results Section of the SFQC Says One 
Thing; the Federal Awards Findings Section Says Something Different

© Surgent | PAW4/26/V1183

Trying To Merge the Views of Responsible Officials 
Element of the Finding With the Corrective Action Plan

 §200.511 of the Uniform Guidance for Federal Awards states that the 
corrective action plan must be a document separate from the 
auditor’s findings

 The following slide shows an excerpt from an SFQC where the 
corrective action plan was incorrectly merged into the reporting of 
the finding itself (i.e., no separate corrective action plan was 
submitted)
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Trying To Merge the Views of Responsible Officials 
Element of the Finding With the Corrective Action Plan
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Getting Creative and Not Following the Requirements 
for Reporting Findings
 The following slide is a material weakness finding from the federal 

awards findings section of an SFQC

 The auditor did not include most of the required finding elements for 
the material weakness
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Getting Creative and Not Following the Requirements 
for Reporting Findings
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Getting Creative and Not Following the Requirements 
for Reporting Findings
 As seen on the prior slide, most of the required finding elements in 

the reported material weakness were omitted from the SFQC

 Interestingly enough, when the auditee wrote the corrective action 
plan in response to the finding, the auditee included many of the 
missing elements in the corrective action plan (as seen in the 
following slide)
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Getting Creative and Not Following the Requirements 
for Reporting Findings
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Presenting Finding Elements Out of Order Can 
Lead to Somewhat Confusing Findings 
When discussing the core finding elements of criteria, condition, 

cause, and effect, the Uniform Guidance for Federal Awards, the 
Yellow Book, and the AICPA all present those finding elements in that 
sequence

 Developing findings using the suggested sequence (criteria, condition, 
cause, and effect) helps in writing findings that clearly answer four 
questions that report users typically have:
 What should have been there? (i.e., the criteria)

 What did the auditor find? (i.e., the condition)

 Why did it happen? (i.e., the cause)

 Why do we care about it? (i.e., the effect)
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Presenting Finding Elements Out of Order Can 
Lead to Somewhat Confusing Findings 
 The following slide contains a material weakness financial statement 

finding from an SFQC

 Instead of developing the finding using a sequence of criteria, 
condition, cause, and effect, the auditor used a sequence of 
condition, criteria, effect, and cause

 The result is a finding that sounds severe (e.g., part of the condition
element states “No journal entries had proper supporting 
documentation”). However, the effect element almost makes it sound 
not severe
 The following effect element states “Failure to maintain supporting 

documentation” instead of perhaps “Failure to maintain supporting 
documentation leaves the entity and its financial statements subject to 
potential error, fraud, and loss of grant funding”
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Presenting Finding Elements Out of Order Can 
Lead to Somewhat Confusing Findings 
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Presenting Finding Elements Out of Order Can 
Lead to Somewhat Confusing Findings 
 An additional note about the financial statement finding on the prior 

slide: the auditee’s corrective action plan did not address the finding

 §200.511 of the Uniform Guidance for Federal Awards states that the 
corrective action plan and summary schedule of prior audit findings 
must include financial statement findings that the auditor was 
required to report under the Yellow Book
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Perhaps a Petty Comment, but Try Not To Leave 
Unanswered Questions in Developing Findings
 The following slide is a federal award finding indicating that the client 

was unable to reconcile the SEFA to the general ledger and that the 
information in the SEFA was incorrect

 In the audit report, the auditor indicates that they were able to 
reconcile the SEFA to the underlying accounting and other records 
used to prepare the financial statements or to the financial 
statements themselves and that the SEFA is fairly stated in all material 
respects in relation to the financial statements as a whole

 The author would recommend the finding be written in a manner that 
makes clear that the final SEFA being reported on was indeed 
corrected (i.e., so users are not left with that question)
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Perhaps a Petty Comment, but Try Not To Leave 
Unanswered Questions in Developing Findings
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Including Items in the SFQC That Are Not 
Required To Be Reported
 The following slide contains an excerpt from the financial statement 

findings section of an SFQC

 After including several reportable findings, the auditor also included 
an “Other Comments” section that appears to discuss additional 
control deficiencies the auditor did not believe met the significant 
deficiency threshold

While AU-C section 265.12 requires the auditor to communicate such 
lower-level control deficiencies to management (in writing or orally), 
including such findings in the SFQC to some degree clutters the 
reporting and may distract from the required reportable findings
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Including Items in the SFQC That Are Not 
Required To Be Reported
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Including Items in the SFQC That Are Not 
Required To Be Reported
 The following slide contains an excerpt from the financial statement 

findings section of an SFQC with the same issue we saw on the prior 
slide for a different auditee

 In this case, the summary of auditor’s results section of the SFQC 
indicated that no reportable Yellow Book findings were present. 
However, a rather long control deficiency (which the auditor 
considered below the significant deficiency level) was presented
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Including Items in the SFQC That Are Not 
Required To Be Reported
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Make Sure the Views of Responsible Officials Comments 
Do Not Introduce Potentially Troubling Topics

 The following slide contains an excerpt from the financial statement 
findings section of an SFQC

 In the views of responsible officials, the client seems to indicate that, 
due to limited resources, they choose not to hire an individual with 
the skills, knowledge, and experience to review the financials (but 
they will continue to review them)

Under 3.76 and 3.83 of the Yellow Book, the client is required to have 
someone with suitable skill, knowledge, or experience to oversee a 
nonaudit service, or the auditor would have an independence 
problem
 The next slide appears to be a case of a client simply not understanding the 

importance of certain terminology to potential users
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Make Sure the Views of Responsible Officials Comments 
Do Not Introduce Potentially Troubling Topics
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Exercise 20

Do you see any problem with the below criteria element of a finding 
from a Yellow Book-only audit?
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Solution to Exercise 20

 A slight problem with the criteria on the prior slide is that paragraph 
.04 of AU-C section 315 does not contain the definition of internal 
control shown in the finding (which is from SAS No. 109). SAS No. 145 
removed that definition from AU-C section 315 (note that a 
somewhat comparable definition for a system of internal control is 
found in paragraph .12 of AU-C section 315)

 The suggestion here is that if the auditor is going to cite specific 
terminology and references to professional standards (which is not 
always necessary in a Yellow Book finding), they need to ensure those 
terms and references are current
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Just a Reminder To Watch Those Page Headings

 The following slide contains an excerpt from the federal awards 
findings section of an SFQC

 The finding was a current year significant deficiency related to errors 
in the original preparation of the SEFA

 The small error in the finding is the heading of the page. This page 
should be titled as part of the SFQC instead of the summary schedule 
of prior audit findings
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Just a Reminder To Watch Those Page Headings
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A Few Parting Thoughts About Writing Findings
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A Few Parting Thoughts About Writing Findings

 Choose your words wisely. For example, if you believe those charged 
with governance will not be familiar with the meaning of “segregation 
of duties,” try using alternative wording such as “having one 
individual in control of the authorization, accounting, and review of 
process X leaves the entity vulnerable to fraud or error”

Use as few words as possible. Too many words can lose the limited 
attention of the user. Write the finding and then keep reading it over 
and over until you have eliminated any excess wording
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Thank you!
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