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595 B – Example Modifications to the Auditor’s Report

595 B – Example Modifications to the Auditor’s Report
This section provides examples to modify the unqualified auditor’s reports in FAM 595 A for each of the situations listed below. The auditor may tailor these examples as appropriate.
	Situation
	Page 

	Situations relating to the financial statements:
	

	1. Scope limitation resulting in a qualified opinion on the financial statements
	595 B-3

	2. Scope limitation resulting in a disclaimer of an opinion on the financial statements
	595 B-4

	3. Uncertainty resulting in the addition of an explanatory paragraph 
	595 B-4

	4. Lack of consistency in the application of accounting principles resulting in the addition of an explanatory paragraph
	595 B-5

	5. Departure from U.S. GAAP resulting in a qualified opinion on the financial statements
	595 B-5

	6. Departure from U.S. GAAP resulting in an adverse opinion on the financial statements
	595 B-6

	Situations relating to internal control:
	

	7. Scope limitation resulting in a disclaimer of opinion on internal control
	595 B-7

	8. Scope limitation resulting in a qualified opinion on internal control
	595 B-8

	9. Material weakness in internal control 
	595 B-9

	10. Significant deficiency (other than material weakness) in internal control
	595 B-12

	11. The purpose was not to give an opinion on internal control and other significant deficiencies were found
	595 B-14

	12. The purpose was not to give an opinion on internal control and one or a few material weaknesses were found
	595 B-16

	13. The purpose was not to give an opinion on internal control and many material weaknesses were found
	595 B-18

	Situations relating to financial management systems’ substantial compliance with FFMIA requirements (for CFO Act agencies):
	

	14. Lack of financial management systems’ substantial compliance with FFMIA requirements
	595 B-20

	Situations relating to compliance with laws and regulations:
	

	15. Scope limitation—some laws and regulations could not be tested
	595 B-21

	16. Scope limitation—all laws and regulations could not be tested—disclaimer
	595 B-22

	17. Material noncompliance with laws and regulations
	595 B-23

	18. Reportable noncompliance (other than material noncompliance) with laws and regulations
	595 B-24

	Situations relating to the consistency of other information in the Annual Financial Statement [management’ discussion and analysis, required supplementary information (including stewardship information), and other accompanying information]:
	

	19. Material inconsistency between other information and the financial statements
	595 B-25

	20. Nonconformance of other information with U.S. GAAP or OMB audit guidance
	595 B-26

	21. Any situation that caused the auditor to modify the report on the financial statements, internal control, or compliance with laws and regulations that also affects other information
	595 B-27

	Notes to Modifications of Auditor’s Report
	

	Notes 1 through 8
	595 B-28


	Financial Statements

	Situation

	Introduction
	Significant Matters (see note 1)
	Opinion or Conclusion
	Objectives, Scope, and Methodology

	22. Scope limitation— qualified opinion (see FAM 580.14).
	First bullet: 
”Sufficient appropriate evidence about [identify account(s) affected by the scope limitation] in the financial statements was not available because of limitations on the scope of our work. Otherwise, we found the financial statements are presented fairly in conformity with U.S. generally accepted accounting principles.”
	Describe significant limitations on the scope of the work.
	Qualified opinion on financial statements: 
“Because of the limitations on the scope of our work described above, we cannot determine if the financial statements’ presentation of [identify account(s) affected by the scope limitation] is free of material misstatement.  Otherwise, the financial statements including the accompanying notes present fairly ...”

	Delete the last sentence on GAGAS compliance. 
Insert:

“Except for the limitations on the scope of our work, we performed our audit in accordance with U.S. generally accepted government auditing standards and OMB guidance. We considered the limitations on the scope of our work in forming our conclusions.”

	23. Scope limitation— disclaimer (see FAM 580.14).
	First bullet: 
“We are unable to give an opinion on the fiscal year [year] financial statements of [name of entity] because of limitations on the scope of our work. Thus, the financial statements may be materially misstated.”
	Describe scope limitations that caused the disclaimer of the opinion and conclude with the following statement:
“Because of this limitation on the scope of our work, we are unable to give an opinion on the financial statements.”

	Disclaimer of opinion on financial statements:
“As described above, we are unable to give an opinion on the financial statements.”
	Delete all references to the auditor’s responsibility for auditing the financial statements and how that responsibility was fulfilled. Insert wording from note 2.


	24. Uncertainty - explanatory paragraph (see FAM 580.19).

	No changes.
	No changes (see note 7).
	Opinion on financial statements (see note 7):
After the opinion, include an explanatory paragraph describing the uncertainty.
	No changes.

	25. Lack of consistency in the application of accounting principles— explanatory paragraph (see FAM 580.20).
	No changes.
	No changes (see note 7).
	Opinion on financial statements (see note 7):
After the opinion, include an explanatory paragraph explaining the accounting change. For example: “As discussed in Note X to the financial statements, the entity changed its method of computing depreciation in fiscal year [year].”
	No changes.

	26. Departure from U.S. GAAP— qualified opinion (see FAM 580.22).
	First bullet: 
“Entity departed from U.S. generally accepted accounting principles in [identify account(s) affected by the departure from U.S. GAAP].  Otherwise the financial statements are presented fairly in conformity with U.S. generally accepted accounting principles.”
	Describe material departures from U.S. GAAP.
	Qualified Opinion on Financial Statements:
“Except for the departure from U.S. generally accepted accounting principles described above, the financial statements, including the accompanying notes, present fairly ...”
	No changes.

	27. Departure from U.S. GAAP— adverse opinion (see FAM 580.22).
	First bullet: 
“The financial statements are not presented fairly in conformity with U.S.  generally accepted accounting principles.”
	Describe material departures from U.S. GAAP.
	Adverse opinion on financial statements:
“Because of the departure from U.S. generally accepted accounting principles described above, the financial statements, including the accompanying notes, do not present fairly ...”
	No changes.


	Internal Control

	Situation

	Bullets
	Significant Matters (see note 1)
	Opinion or Conclusion
	Objectives, Scope, and Methodology

	28. Scope limitation-- disclaimer      (see FAM 580.40).

	Second bullet:

“We are unable to give an opinion on the effectiveness of internal control because of limitations on the scope of our work.”  
	Describe limitations on the scope of the work that caused the disclaimer of opinion and conclude with the following statement:

“Because of this limitation on the scope of our work, we are unable to give an opinion on internal control.”


	Disclaimer of opinion on internal control:
“As described above, we are unable to give an opinion on internal control.”


	Delete all references to the auditor’s responsibility for giving such an opinion and how that responsibility was fulfilled. Insert specific wording from note 3.

	29. Scope limitation on one objective— qualified opinion (see FAM 580.40).

	Second bullet: 
“We are unable to give an opinion on internal control over [state objective affected, for example, financial reporting] because of limitations on the scope of our work.  We found that management had effective internal control over [state objective not affected, for example, compliance with laws and regulations.]”
	Describe significant limitations on the scope of the work. Follow the discussion of a scope restriction on the audit of the financial statements, if any, and conclude with the following statement:
“Because of this limitation on the scope of our work, we are unable to give an opinion on internal control over [state the affected control objective, such as financial reporting].”

	Qualified opinion on internal control:
“As described above, we are unable to give an opinion on internal control over [state control objective affected]. However, we did evaluate internal control over [list control objective not affected by scope limitation].”
State the opinion on the other objective:
“[Entity] maintained in all material respects effective internal control over [list unaffected areas, for example, financial reporting or compliance] as of [end of fiscal year] that provided reasonable assurance that [list unaffected areas, for example, misstatements and losses or noncompliance] material in relation to the financial statements would be prevented or detected on a timely basis.  Our opinion is based on... [continue with second sentence]”
	Delete the last sentence on GAGAS compliance. Insert:

“Except for the limitations on the scope of our work, we performed our audit in accordance with U.S. generally accepted government auditing standards and OMB guidance. We considered the limitations on the scope of our work in forming our conclusions.”

	30. Material weakness in internal control relevant to one or more control objective(s) (see FAM 580.44).
(continued on next page)
	Second bullet:
“[Entity] did not have effective internal control over [state objective(s) affected, for example, financial reporting], but had effective internal control over [state objective not affected, for example, compliance with laws and regulations].”
	Describe material weakness in internal control and include the term “material weakness” in the description. Indicate whether each weakness was reported by management in FMFIA reports. Add the following to address the possible effects of material weaknesses on other reports:
“These deficiencies in internal control may adversely affect any decision by management that is based, in whole or in part, on information that is inaccurate because of the deficiencies. 
(continued on next page)

	Adverse opinion on internal control: 
“Because of the material weakness in internal control described above, [entity] did not maintain effective internal control over [state objective(s) affected, for example, financial reporting or compliance] as of [end of fiscal year], which thus did not provide reasonable assurance that [state control objective(s) affected, such as misstatements and losses or noncompliance] material in relation to the financial statements would be prevented or detected on a timely basis.”

(continued on next page)
	No changes unless both control objectives are affected by material weakness. In that situation, delete the sentences of caution on projection of the evaluation of controls to future periods that begins: 
 
“Because of inherent limitations [delete rest of paragraph]...”

	31. Material weakness in internal controls relevant to one or more control objective(s) (see FAM 580.44).
(continued from previous page)

(continued on next page)
	
	Unaudited financial information reported by [name of entity], including budget information, also may contain misstatements not prevented because of these deficiencies.
	If controls were effective over one objective, add the following: 
“However, [entity] maintained in all material respects effective internal control over [state objective not affected, such as compliance or financial reporting] as of [date of fiscal year-end] that provided reasonable assurance that [state appropriate effect(s) such as, noncompliance or misstatements and losses] material in relation to the financial statements would be prevented or detected on a timely basis.”
Continue with sentence about the basis of the opinion.

(continued on next page)

	

	32. Material weakness in internal control relevant to one or more control objective(s) (see FAM 580.44).
(continued from previous page)
	
	
	Opinion on financial statements:  

If the opinion on financial statements is unqualified, include the following at the end of the opinion on the financial statements: 
“However, misstatements may nevertheless occur in other financial information reported by [name of entity] and may not be prevented or detected because of the internal control deficiencies described above.”
If the report also includes significant deficiencies other than the material weakness, insert wording from note 6.

	Add:

“We considered the material weaknesses identified above in determining the nature, timing, and extent of our audit procedures on the 20XX financial statements.”



	33. Significant deficiency (other than material weakness) 
(see FAM 580.47).

(continued on next page)
	Second bullet: 
“Although internal controls could be improved, [entity] had effective internal control over ...”
	For a significant deficiency to be communicated to the entity head, those charged with governance, OMB, and the Congress (as defined in FAM 580.53):
Describe the deficiency and indicate (1) that the deficiency is not a material weakness and (2) whether the deficiency was reported by management in the summary of FMFIA reports.
(continued on next page)
	Opinion on internal control:
No change to the two sentences on the opinion on internal control.  Following that, continue: 
“However, our work identified the need to improve certain internal control, as described above and in [identify other reports or management letters that discuss the internal control deficiency in more detail by reference to date and GAO or IG/other auditor document number]. This deficiency in internal control, although not considered to be a material weakness, represents a significant deficiency in the design or operations of internal control, which adversely affects the entity’s ability to meet the internal control objective(s) listed above or meet OMB criteria for reporting matters under FMFIA.”
(continued on next page)

	No changes.

	10.   Significant deficiency (other than material weakness) 
        (see FAM 580.47). 
(continued from previous page)
	
	For a  significant deficiency that is not considered to be a significant matter individually (as defined in FAM 580.54):
List the weakness.   Combine related weaknesses.
	If a significant deficiency is included as a significant matter and the opinion on the financial statements is unqualified, include the following: 
“In addition, misstatements may occur in other financial information reported by [name of entity] and not be prevented or detected because of the internal control deficiency described above.” 
If the report also includes a material weakness, see note 6.

	

	34. The purpose was not to give an opinion on internal control and significant deficiencies other than material weaknesses were found (see FAM 580.50). 
(continued on next page)
	Second bullet: 
“No material weaknesses in internal control over financial reporting (including safeguarding assets) and compliance and its operation, although internal control could be improved.”
	For a significant deficiency to be communicated to the entity head, those charged with governance, OMB, and the Congress (as defined in FAM 580.53) were found:
Describe the weaknesses and indicate (1) that the weaknesses are not material weaknesses and (2) whether the weaknesses were reported by management in the summary of FMFIA reports.
(continued on next page)
	Consideration of internal control: 
 

“We considered internal control over financial reporting and compliance.”
“We do not express an opinion on internal control over financial reporting and compliance because the purpose of our work was to determine our procedures for auditing the financial statements and to comply with OMB audit guidance, not to express an opinion on internal control.  However, our work identified the need to improve certain internal controls, as described above. These deficiencies in internal control, although not considered material weaknesses, represent significant deficiencies in the design or operation of internal control, which adversely 
(continued on next page)

	See note 8.

	35. The purpose was not to give an opinion on internal control and other significant deficiencies were found (see FAM 580.50).
(continued from previous page)
	
	If significant deficiencies are not considered to be significant matters individually (as defined in FAM 580.53):
List the weaknesses.  Combine related weaknesses.
	affect the entity’s ability to meet the internal control objectives listed in the objectives, scope, and methodology or meet OMB criteria for reporting matters under FMFIA.  A material weakness is a control deficiency that results in more than a remote likelihood that the design or operation of one or more internal controls will not allow management or employees, in the normal course of performing their duties, to promptly detect or prevent errors, fraud, or noncompliance in amounts that would be material to the financial statements.  Our internal control work would not necessarily disclose all deficiencies in internal control that might be material weaknesses or other significant deficiencies.”

	

	36. The purpose was not to give an opinion on internal control and one or a few material weaknesses were found (see FAM 580.50).
(continued on next page)
	Second bullet:
“Material weakness (es) over [briefly describe area affected by material weakness (es), for example, reporting expenditures].”
	Describe material weakness (es) found and include the term “material weakness” in the description. Indicate whether each weakness was reported by management in FMFIA reports. Add the following to address the possible effects of material weakness(es) on other reports: 

“These deficiencies in internal control may adversely affect any decision by management that is based, in whole or in part, on information that is inaccurate 
because of these deficiencies.

(continued on next page)
	“Consideration of internal control:
“We considered internal control over financial reporting and compliance.” 
“We do not express an opinion on internal control over financial reporting and compliance because the purpose of our work was to determine our procedures for auditing the financial statements and to comply with OMB audit guidance, not to express an opinion on internal control. However, we found the material weakness (es) described above. A material weakness is a control deficiency that results in more than a remote likelihood that the design or operation of one or more internal controls will not allow management or 

(continued on next page)

	See note 8.

	37. The purpose was not to give an opinion on internal control and one or a few material weaknesses were found (see FAM 580.50).


(continued from previous page)

	
	Unaudited financial information reported by [name of entity], including budget information, also may contain misstatements not prevented or detected because of these deficiencies.”
	employees, in the normal course of performing their duties, to promptly detect or prevent errors, fraud, or noncompliance in amounts that would be material to the financial statements. Our internal control work would not necessarily disclose all deficiencies in internal control that might be material weaknesses other significant deficiencies.”
	

	38. The purpose was not to give an opinion on internal control and many material weaknesses were found (see FAM 580.50).


(continued on next page)
	Second bullet: 
“Material weaknesses in internal control that resulted in ineffective controls over [state objectives(s) affected, for example, financial reporting].”
	Describe material weaknesses found and include the term “material weakness” in the description.  Indicate whether each weakness was reported by management in FMFIA reports. 
Add the following to address the possible effects of material weaknesses on other reports: 
“These deficiencies in internal control may adversely affect any decision by management that is based, in whole or in part, on information that is inaccurate because of the deficiencies.
(continued on next page)
	“Consideration of internal control:
“We considered internal control over financial reporting and compliance.”
“We do not express an opinion on internal control over financial reporting and compliance because the purpose of our work was to determine our procedures for auditing the financial statements and to comply with OMB audit guidance, not to express an opinion on internal control. However, we found the material weaknesses described above, which resulted in ineffective controls over [state objective(s) affected, for example, financial reporting]. A material weakness is a control deficiency that results in more than a remote likelihood that 

(continued on next page)
	See note 8.

	39. The purpose was not to give an opinion on internal control and many material weaknesses were found (see FAM 580.50).


(continued from previous page)

	
	Unaudited financial information reported by [name of entity], including budget information, also may contain misstatements resulting from these deficiencies.”
	the design or operation of one or more internal controls will not allow management or employees, in the normal course of performing their duties, to promptly detect or prevent errors, fraud, or noncompliance in amounts that would be material to the financial statements. Our internal control work would not necessarily disclose all deficiencies in internal control that might be material weaknesses or other significant deficiencies.”
	


	 Financial Management Systems’ Substantial Compliance with FFMIA Requirements

	Situation

	Bullets
	Significant Matters 
(see note 1)
	Opinion or Conclusion
	Objectives, Scope, and Methodology

	40. Lack of financial management systems’  compliance with FFMIA requirements (see FAM 580.64).
(continued on next page)

 
	Third bullet: 

“[entity’s] financial management systems did not substantially comply with the requirements of FFMIA.”
	Describe instances of lack of substantial compliance of financial management systems with federal financial management systems requirements, federal accounting standards, or the SGL at the transaction level. Indicate whether each instance was reported by management in FMFIA reports. In addition, as required by FFMIA, identify the entity or organization responsible for the systems found not to comply; include the nature and extent of the noncompliance, areas in which there was substantial but not full compliance, primary reason or cause, and relevant management comments; and make recommendations (in the recommendation section) and report time frames to implement recommendations
	“Systems’ compliance with FFMIA requirements:
“Our work disclosed instances, described above, in which [entity’s] financial management systems did not substantially comply with [specify the requirements where a lack of substantial compliance was found, such as federal financial management systems requirements or the U.S. Government Standard General Ledger at the transaction level].”  

Note:  OMB audit guidance provides information for reporting on FFMIA compliance without expressing an opinion.


	Add: 
“Our work on FFMIA would not necessarily disclose all instances of lack of compliance with FFMIA requirements.”


	Compliance with Laws and Regulations

	Situation

	Bullets
	Significant Matters
(see note 1)

	Opinion or Conclusion
	Objectives, Scope and Methodology

	41. Scope limitation —some laws could not be tested (see FAM 580.74).
	Fourth bullet:
“No reportable noncompliance with laws and regulations we tested; however, we could not test compliance with certain laws we considered necessary because of limitations on the scope of our work.”
	Describe significant scope limitations, including a list of the laws not tested.
	Compliance with laws and regulations: 

“Our tests for compliance with selected provisions of laws and regulations disclosed no instances of non compliance that would be reportable under U.S. generally accepted government auditing standards or OMB audit guidance; however, as discussed above, we could not test for compliance with all the laws we considered necessary.”

	Exclude laws not tested from list of laws. 
Change the GAGAS statement as follows::
Except for the limitation in the scope of our work, we performed our audit  in accordance with U.S. generally accepted government auditing standards and OMB audit guidance. We considered the limitations on the scope of our work in forming our conclusions.”

	42. Scope limitation —all laws could not be tested— disclaimer   (see FAM 580.74).
	Fourth bullet: 
“We were unable to test [entity’s] compliance with laws and regulations because of limitations on the scope of our work.”
	Describe scope limitation and conclude with: 
“Because of this limitation on the scope of our work, we were unable to test [entity’s] compliance with laws and regulations.”
	Compliance with laws and regulations: 
Omit statement regarding compliance with laws and regulations and replace with:
“We were unable to test for compliance with the laws we considered necessary; accordingly, we are unable to report on the entity’s compliance with laws and regulations.” 
Omit the last two sentences.

	Delete all references to the auditor’s responsibility for testing compliance with laws and regulations and how that responsibility was fulfilled. Insert specific wording from note 4.

	43. Material noncompliance with laws and regulations  (see FAM 580.69).
	Fourth bullet:
“Reportable noncompliance with laws and regulations we tested.”
	Describe the material noncompliance and place the findings in proper perspective to give readers a basis for judging the prevalence and consequences of the conditions.  
	Compliance with laws and regulations: 
“Except as noted above, our tests for compliance with the provisions of selected laws and regulations disclosed no other instances of noncompliance that would be reportable under U.S. generally accepted government auditing standards or OMB audit guidance.” [Continue paragraph with last two sentences.]

	No changes.

	44. Reportable noncompliance (other than material noncompliance)
(see FAM 580.70).
	Fourth bullet:
“Reportable noncompliance with laws and regulations we tested.”
	For noncompliance that is considered to be reportable and to be communicated to the entity head, those charged with governance, OMB, and the Congress:
Describe the noncompliance.  Indicate that the noncompliance is not material to the financial statements. 
For reportable noncompliance that is not considered to be significant: 
List the noncompliance.  Combine related instances of noncompliance.

	Compliance with laws and regulations: 
“Except as noted above, our tests for compliance with selected provisions of laws and regulations disclosed no other instances of noncompliance that would be reportable under U.S. generally accepted government auditing standards or OMB audit guidance.” [Continue paragraph with last two sentences.]
	No changes.


	Consistency of Other Information (MD&A, Required Supplementary Information, and Other Accompanying Information)

	Situation

	Introduction
	Significant Matters
(see note 1)
	Opinion or Conclusions
	Objectives, Scope, and Methodology

	45. Material inconsistency between other information and the financial statements  (see FAM 580.80).

	No changes.
	Describe the material inconsistency.
	Consistency of other information: 
Omit statement that we found no material inconsistencies and add:

“As discussed above, the [list type(s) of other information in the Annual Financial Statement)—MD&A, required supplementary information (including required supplementary stewardship information), other accompanying information—that is not consistent with the financial statements] is inconsistent with the financial statements.” 
If certain type(s) of information are consistent, add:
 “Otherwise, we found no other material inconsistencies with the affected] or nonconformance with generally accepted accounting principles or OMB guidance.”
	No changes.

	46. Nonconformance of other information with U.S. generally accepted accounting principles or OMB audit guidance  
(see FAM 580.80).    

	No changes.
	Describe the nonconformance with U.S. GAAP or OMB audit guidance.
	Consistency of other information:
Omit statement that we found no nonconformance with U.S. GAAP or OMB guidance and add: 
“As discussed above, the [list the type(s) of other information in the Annual Financial Statement)—MD&A, required supplementary information, or other accompanying information— that is not in conformity] does not conform with U.S. generally accepted accounting principles or OMB audit guidance.” 
If certain type(s) of other information conforms to U.S. GAAP or OMB guidance, add: 
“Otherwise, we found no other material inconsistencies with the financial statements or nonconformance of the [state type(s) of information not affected] with U.S. generally accepted accounting principles or OMB audit guidance.”
	No changes.

	47. Any situation that caused the auditor to modify the report on the financial statements, internal control, or compliance with laws and regulations that also affects other information  
(see FAM 580.81).
	No changes.
	In the discussion of the situation, include the effects on the other information in the Annual Financial Statement.
	Consistency of other information:
Omit statement that we found no inconsistency or nonconformance (or modify to refer only to unaffected type(s) of other information in the Annual Financial Statement —MD&A, required supplementary information, or other accompanying information) if considered to be misleading in light of the particular situation. 
Omit statement that we found no inconsistencies or nonconformance if there is a scope limitation that resulted in a disclaimer of a report on the financial statements.

	If a scope limitation on the work on the financial statements, internal control, or compliance with laws and regulations results in the omission of the statement that we found no inconsistency of other information, delete all references to the auditor's responsibility for this other information and how we fulfilled that responsibility. Insert specific wording from note 5.



Notes to Modifications of Auditor’s Report
Note 1:  Significant matters

The auditor may include significant matters of interest in a transmittal letter as discussed in FAM 580.05 and may begin the section with the following statement:
"Described below are significant matters we considered in performing our audit and forming our conclusions."

Note 2:  Disclaimer due to a scope limitation on financial statements

In the “Objectives, Scope and Methodology” section delete the following words in quotation marks.

We are responsible for obtaining reasonable assurance about whether "(1) the financial statements are presented fairly, in all material respects, in conformity with U.S. generally accepted accounting principles], and (2)”  [continue with rest of paragraph].

Delete the following:

" (1) examined, on a test basis, evidence supporting the amounts and disclosures in the financial statements,

  (2) assessed the accounting principles used and significant estimates made by management,

  (3) evaluated the overall presentation of the financial statements,"

Add the following words in quotation marks:

Because of the significance of the limitations on the scope of our work, we were unable to and did not perform our audit in accordance with U.S. generally accepted government auditing standards and OMB audit guidance.  
“We considered the limitations on the scope of our work in forming our conclusions.”

Note 3:  Disclaimer of opinion on internal control due to a scope limitation

In the “Objectives, Scope, and Methodology” section, delete the following words in quotations marks:

We are responsible for obtaining reasonable assurance about whether “(1)” the financial statements are presented fairly, in all material respects, in conformity with U.S. generally accepted accounting principles “and (2) management maintained effective internal control, the objectives of which are the following:

· Financial reporting:  Transactions are properly recorded, processed, and summarized to permit the preparation of financial statements in conformity with U.S. generally accepted accounting principles, and assets are safeguarded against loss from unauthorized acquisition, use, or disposition.

· Compliance with laws and regulations:  Transactions are executed in accordance with laws governing the use of budget authority and with other laws and regulations that could have a direct and material effect on the financial statements and any other laws, regulations, and governmentwide policies identified by OMB audit guidance.”  [continue with rest of paragraph]

Delete the following:

“(4)  obtained an understanding of internal control related to financial reporting (including safeguarding assets), compliance with laws and regulations (including execution of transactions in accordance with budget authority);
(5)  tested relevant internal controls over financial reporting (including safeguarding assets), compliance, and evaluated the design and operating effectiveness of internal control;

(6)  considered the process for evaluating and reporting on internal control and financial management systems under the Federal Managers’ Financial Integrity Act of 1982,” ...[continue with rest of paragraph]

“We did not evaluate all internal controls relevant to operating objectives as broadly defined by FMFIA, such as those controls relevant to preparing statistical reports and ensuring efficient operations.  We limited our internal control testing to those controls over financial reporting and compliance.  Because of inherent limitations in internal control, misstatements due to error or fraud, losses, or noncompliance may nevertheless occur and not be detected.  We also caution that projecting our evaluation to future periods is subject to the risk that controls may become inadequate because of changes in conditions or that the degree of compliance with controls may deteriorate."

Add the following:

Because of the significance of the limitations on the scope of our work, we were unable to and did not perform our audit of internal control in accordance with U.S. generally accepted government auditing standards and OMB audit guidance.  
We considered the limitations on the scope of our work in forming our conclusions and in testing the financial statements.

Note 4:  Disclaimer of a report on compliance with laws and regulations due to a scope limitation

In the objectives, scope and methodology section, delete the following words in quotation marks:

We are also responsible for “(1)” testing whether [entity’s] financial management systems substantially comply with the three FFMIA requirements, “(2) testing compliance with selected provisions of laws and regulations that have a direct and material effect on the financial statements and laws for which OMB audit guidance requires testing,” and “(3)” performing limited procedures with respect to certain other information appearing in the Annual Financial Statement.

Delete the following:

“(8)
tested compliance with selected provisions of the following laws and regulations [do not list any laws and regulations]."

Add the following:
Because of the significance of the limitations on the scope of our work, we were unable to and did not perform our audit of internal control in accordance with U.S. generally accepted government auditing standards and OMB audit guidance.  
We considered the limitations on the scope of our work in forming our conclusions and in testing the financial statements.

Note 5:  Disclaimer of a report on the financial statements, internal control, or compliance with laws and regulations

If scope limitations on our work on the financial statements, internal control, or compliance with laws and regulations result in the omission of the statement that we found no inconsistency of other information, delete the following words in quotation marks from the objectives, scope, and methodology section:

We are also responsible for ... “and (3) performing limited procedures with respect to certain other information appearing in the Annual Financial Statement.”

Add the following:

Because of the significance of the limitations on the scope of our work, we were unable to and did not perform our audit of internal control in accordance with U.S. generally accepted government auditing standards and OMB audit guidance.  
We considered the limitations on the scope of our work in forming our conclusions and in testing the financial statements.

Note 6:  Reporting both material weaknesses and other significant deficiencies in the significant matters section

If both material weaknesses and other significant deficiencies are included in the significant matters section, the auditor should include the changes for material weaknesses first, and then continue with an additional paragraph for significant deficiencies that begins "Our work also identified the need to improve certain internal controls...." 

Note 7:  Explanatory paragraphs

Explanatory paragraphs may be included in either the significant matters section or the opinion section of the report as discussed in FAM 580.26.

Note 8:  No management assertion about the effectiveness of internal control

In the objectives, scope, and methodology section, delete the following words in quotations marks:

We are responsible for obtaining reasonable assurance about whether “(1)” the financial statements are presented fairly, in all material respects, in conformity with U.S. generally accepted accounting principles “and (2) management maintained effective internal control, the objectives of which are the following:

· Financial reporting:  Transactions are properly recorded, processed, and summarized to permit the preparation of financial statements in conformity with U.S. generally accepted accounting principles, and assets are safeguarded against loss from unauthorized acquisition, use, or disposition.

· Compliance with laws and regulations:  Transactions are executed in accordance with laws governing the use of budget authority and with other laws and regulations that could have a direct and material effect on the financial statements and any other laws, regulations, and governmentwide policies identified by OMB audit guidance.” ... [continue with rest of paragraph]

Insert the following words in quotation marks into the sentence following the objectives:

We are also responsible for “obtaining a sufficient understanding of internal control over financial reporting and compliance to plan the audit and for” testing compliance with ...

Add the following sentence at the end of the paragraph that begins, “We did not evaluate all internal controls...”

“In addition, we caution that our internal control testing may not be sufficient for other purposes.”
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