Wisconsin Department of Public Instruction, Financial Services Team

WISCONSIN PUBLIC SCHOOL DISTRICT AUDIT MANUAL

REPORTING FINDINGS
Auditors may report financial statement findings, federal findings, or state findings in the single audit section of their report.  The guidance for federal findings can be found in the Uniform Grant Guidance and the guidance for state findings can be found in the Wisconsin State Single Audit Guidelines.  Guidance for financial statement findings can be found in Government Auditing Standards (Yellow Book) and in generally accepted auditing standards.
Financial Statement Findings
Findings in a financial statement audit may involve deficiencies in internal control, noncompliance with provisions of laws, regulations, contracts, or grant agreements, fraud, or abuse.  Auditors should plan and perform procedures to develop the elements of the findings that are relevant and necessary to achieve the audit objectives when auditors identify findings as part of a GAGAS audit.  The elements of a finding are discussed in paragraphs 4.11 through 4.14 of the Yellow Book as follows:  
4.11 Criteria: 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.
4.12 Condition: Condition is a situation that exists. The condition is determined and documented during the audit.
4.13 Cause: The cause identifies the reason or explanation for the condition or the factor or 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 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 or factors contributing to the difference between the condition and the criteria.
4.14 Effect or potential effect: The effect is a clear, logical link to establish the impact or potential impact of the difference between the situation that exists (condition) and the required or desired state (criteria). The effect or potential effect identifies the outcomes or consequences of the condition. 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.
Paragraph 4.29 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.
Clearly developed findings assist management or oversight officials (DPI) of the audited entity in understanding the need for taking corrective action, developing a proper corrective action plan, and can assist auditors in making recommendations for corrective action.  Auditors may provide recommendations for corrective action if auditors sufficiently develop the elements of a finding.

Paragraph 4.33 of the Yellow Book explains that the auditors should obtain and report on the views of responsible officials of the audited entities in response to the findings, conclusions, and recommendations as well as any planned corrective actions.  

The response and corrective action plan should address the condition that exists.  Mitigating controls should be included if the finding cannot be resolved.

Federal Findings

The Uniform Grant Guidance provides guidance for auditors on reporting federal findings.  Federal findings can be internal control findings, compliance findings, questioned costs or fraud.  Auditors will need to follow the Uniform Grant Guidance when reporting findings starting with the 2015-16 audits.

A schedule of findings and questioned costs must include the following three components:
1)-A summary of auditor’s results.
2-Findings relating to the financial statements which are required to be reported in accordance with GAGAS.
3)-Findings and questioned costs for Federal awards which shall include audit findings as defined in §200.516 of the Uniform Grant Guidance.

(i) Audit findings (e.g., internal control findings, compliance findings, questioned costs, or fraud) that relate to the same issue must be presented as a single audit finding. Audit findings should be organized by Federal agency or pass-through entity when practical.

(ii) Audit findings that relate to both the financial statements and Federal awards, as reported under paragraphs 200.515 (d) (2) and (d) (3) of the Uniform Grant Guidance, respectively, must be reported in both sections of the schedule. However, the reporting in one section of the schedule may be in summary form with a reference to a detailed reporting in the other section of the schedule.

Uniform Grant Guidance §200.516 Audit findings
(a) Audit findings reported. The auditor shall report the following as audit findings in a schedule of findings and questioned costs:

(1) Significant deficiencies and material weaknesses in internal control over major programs and significant instances of abuse relating to major programs. The auditor's determination of whether a deficiency in internal control is a significant deficiency or material weakness for the purpose of reporting an audit finding is in relation to a type of compliance requirement for a major program or an audit objective identified in the Compliance Supplement. .

(2) 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 a 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.
(3) Known questioned costs which are greater than $25, 000 for a type of compliance requirement for a major program. Known questioned costs are those specifically identified by the auditor. In evaluating the effect of questioned costs on the opinion on compliance, the auditor considers the best estimate of total costs questioned (likely questioned costs), not just the questioned costs specifically identified (known questioned costs). The auditor shall also report known questioned costs when likely questioned costs are greater than $25, 000 for a type of compliance requirement for a major program. In reporting questioned costs, the auditor shall include information to provide proper perspective for judging the prevalence and consequences of the questioned costs.

(4) Known questioned costs which are greater than $25, 000 for a Federal program which is not audited as a major program. Except for audit follow-up, the auditor is not required under this part to perform audit procedures for such a Federal program; therefore, the auditor will normally not find questioned costs for a program which is not audited as a major program. However, if the auditor does become aware of questioned costs for a Federal program which is not audited as a major program (e.g., as part of audit follow-up or other audit procedures) and the known questioned costs are greater than $25,000, then the auditor shall report this as an audit finding.

(5) The circumstances concerning why the auditor's report on compliance for each major program- is other than an unmodified  opinion, unless such circumstances are otherwise reported as audit findings in the schedule of findings and questioned costs for Federal awards.

(6) Known or likely fraud affecting a Federal award, unless such fraud is otherwise reported as an audit finding in the schedule of findings and questioned costs of Federal awards.  This paragraph does not require the auditor to report publicly information which could compromise investigative or legal proceedings or to make an additional reporting when the auditor confirms that the fraud was reported outside the auditor's reports under the direct reporting requirements of GAGAS.

(7) Instances where the results of audit follow-up procedures disclosed that the summary schedule of prior audit findings prepared by the auditee in accordance with §200.511 materially misrepresents the status of any prior audit finding.

(b) Audit finding detail and clarity. Audit findings must be presented in sufficient detail and clarity for the auditee to prepare a corrective action plan and take corrective action and for Federal agencies and pass-through entities to arrive at a management decision. The following specific information must be included as applicable in audit findings:
(1) Federal program and specific Federal award identification including the CFDA title and number, Federal award number and year, name of Federal agency, and name of the applicable pass-through entity. When information such as the CFDA title and number or Federal award identification number is not available the auditor shall provide the best information available to describe the Federal award.
(2) The criteria or specific requirement upon which the audit finding is based, including   Federal statutes, regulations, or the terms and conditions of the Federal awards.  Criteria generally identify the required or desired state or expectation with respect to the program or operation.  Criteria provide a context for evaluating evidence and understanding findings.  
(3) The condition found including facts that support the deficiency identified in the audit finding.

(4) 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.  

(5) The possible asserted effect to provide sufficient information to the auditee and Federal agency or pass-through entity in the case of a subrecipient, 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 criteria.  
(6) Identification of questioned costs and how they were computed.  Known questioned costs must be identified by applicable CFDA number(s) and applicable Federal award identification number(s).
(7) Information to provide proper perspective for judging the prevalence and consequences of the audit findings, such as whether the audit findings represent an isolated instance or a systematic problem.  Where appropriate, instances identified must be related to the universe and the number of cases examined and be quantified in terms of dollar value. The auditor should report whether the sampling was a statistically valid sample.   
(8) Identification of whether the audit finding was a repeat of a finding in the immediately prior audit and if so any applicable prior year audit finding numbers.  

(9) Recommendations to prevent future occurrences of the deficiency identified in the audit finding.  
(10) Views of responsible officials of the auditee.  .

(c) Reference numbers. Each audit finding in the schedule of findings and questioned costs must  include a reference number in the format meeting the requirements of the data collection form submission required by §200.512, paragraph (b) to allow for easy referencing of the audit findings during follow-up.

Uniform Grant Guidance paragraph 200.511 requires that a corrective action plan be prepared as follows:

The auditee must prepare, in a document separate from the auditor’s findings described in §200.516, a corrective action plan to address each audit finding included in the current year auditor's reports. The corrective action plan must provide the name(s) of the contact person(s) responsible for corrective action, the corrective action planned, and the anticipated completion date. If the auditee does not agree with the audit findings or believes corrective action is not required, then the corrective action plan shall include an explanation and specific reasons.

State Findings
The Wisconsin State Single Audit Guidelines provides guidance for auditors on reporting state findings.  State Audit findings include internal control findings (reportable conditions and material weaknesses), findings of noncompliance, questioned costs, or fraud.
Auditors should use the following guidance in determining which findings are to be included in the audit report: 
· Noncompliance that has a potential for adversely affecting the quality of instruction and support for students being served by the program should always be reported. Examples of this type of noncompliance include services provided by unlicensed staff, failure to perform background checks for contracted providers, and incomplete or out-dated individualized education plans. 

· Noncompliance that affects program integrity should always be reported. Examples of such noncompliance include services provided to ineligible individuals and services that are not allowed by the conditions set forth in the contract. 

· Noncompliance that results in likely total questioned costs exceeding $1,000 should always be reported. 
· Fraud should always be reported. 
· A pattern of noncompliance that indicates a weakness in the agency’s internal controls over compliance should always be reported. 

Organization of Findings - Audit findings that relate to the same issue should be presented as a single finding. Whenever possible, audit findings should be organized by federal or state funding agency. 

Elements of a Finding - An audit finding should include enough information for the auditee to take corrective action and for the granting agency to resolve the finding. The auditor should include the following elements in the audit finding: 
· The federal or state program, including Catalog of Federal Domestic Assistance (CFDA) or state title and number, the award number, the name of the federal agency, and the name of the pass-through agency. 

· The criteria or specific requirements upon which the finding is based (what should be). 

· The condition found (what was). 

· The effect of the deficiency (the difference between what should be and what was). 

· Questioned costs and how they were computed. A questioned cost is a cost that is questioned by the auditor because of an audit finding: 

a) Which resulted from a violation or possible violation of a provision of a law, regulation, contract, grant, cooperative agreement, or other agreement or document governing the use of federal or state funds, including funds used to match federal or state funds; 

b) Where the costs, at the time of the audit, are not supported by adequate documentation; or 

c) Where the costs incurred appear unreasonable and do not reflect the actions a prudent person would take in the circumstances. 
· Information to provide proper perspective for judging the prevalence and consequences of the audit findings. 

· Recommendations to prevent future occurrences of the deficiency. 

· Views of responsible officials of the auditee when they disagree with the audit findings, to the extent practical. 

· Reference numbers for tracking audit findings during follow-up. Reference numbers should be in the format required by the data collection form.  
· Whether the finding was a repeat of a prior audit finding

The audit report must include a “Corrective Action Plan” for all state audit findings, including findings related to state and federal pass-through programs. The “Corrective Action Plan” is prepared by the auditee and it must include the following information: 
· The name of the contact person responsible for corrective action, 

· The planned corrective action, and 

· The anticipated completion date. 

If the auditee does not agree with the audit findings or believes corrective action is not required, the auditee should include an explanation and specific reasons in the “Corrective Action Plan.”  
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