IPA RESOURCES

Example A-7 (SLG 14.07, 14.08, and 14.24):  Report on Basic Financial Statements That Includes an Adverse Opinion on the Governmental Activities Because Certain Compensated Absences are Omitted[endnoteRef:1], [endnoteRef:2] [1:  	SLG paragraph A.1 in Appendix A of Chapter 14 describes conditions that may require modifying this report, such as when the financial statements include information from a prior period. 
]  [2:  	Depending on the nature and magnitude of the GAAP departure, it is possible that the auditor would issue a qualified opinion rather than an adverse opinion.  Further, depending on the nature and magnitude of the facts and circumstances leading to an adverse opinion on one or more opinion units, it is possible that the auditor would conclude that it is appropriate to issue an adverse opinion on the financial statements taken as a whole.  (See SLG paragraphs 14.10 and 14.25.)  This example assumes that the auditor has concluded that the GAAP departure warrants an adverse opinion on the governmental activities, but not on the financial statements taken as a whole.  Another auditor could make a different judgment and issue either a qualified opinion or issue an adverse opinion on the financial statements taken as a whole using the opinion paragraph in Example 14A.8.
] 

(Note:  You can modify this for other causes of adverse opinions, too.  
See A-10 for multiple qualifications.)

Revised February, 2012 for IPA Resources: This revision adopts the reporting requirements for other information (i.e. unaudited information, from SAS 118 / AU-C 720), supplementary information (SAS 119 / AU-C 725), and required supplementary information (SAS 120 / AU-C 730).

INDEPENDENT ACCOUNTANTS’ REPORT


[ENTITY NAME]
[COUNTY NAME] County
[STREET ADDRESS]
[CITY], Ohio [ZIP CODE]

To the [GOVERNING BODY]:

[bookmark: ClientName]We have audited the accompanying financial statements of the governmental activities, the business-type activities, the [aggregate] discretely presented component unit(s), each major fund, and the aggregate remaining fund information[endnoteRef:3] of the [ENTITY NAME], [COUNTY NAME] County, Ohio[endnoteRef:4] (the Government), Dublin City School DistrictDublin Schools
as of and for the year ended [FYE DATE], which collectively comprise the Government’s basic financial statements as listed in the table of contents.  These financial statements are the responsibility of the Government’s management.  Our responsibility is to express opinions on these financial statements based on our audit.  [3:  	If we combine discrete component units and remaining fund information into one opinion unit under the circumstances permitted by footnote 7 to Exhibit 4-1(following section 4.32) in SLG, revise this phrase as follows:

“ . . . governmental activities, the business-type activities, each major fund and the [aggregate] discretely presented component unit and remaining fund information . . . “
]  [4:  	As discussed in SLG 14.45, the auditors’ report should disclose if an entity is a component unit of another entity.  
] 


We conducted our audit in accordance with auditing standards generally accepted in the United States of America and the standards applicable to financial audits contained in the Comptroller General of the United States’ Government Auditing Standards.  Those standards require that we plan and perform the audit to reasonably assure whether the financial statements are free of material misstatement.[endnoteRef:5]  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.  We believe our audit provides a reasonable basis for our opinions.   [5:  	If a material component unit or fund was audited under GAAS but not GAS, insert the following as the third sentence:  “The financial statements of [name of fund or CU] were not audited in accordance with Government Auditing Standards.”
] 


As discussed in Note [X] to the financial statements, management has not recorded a liability for the compensated absences of governmental activities[endnoteRef:6] and has not recorded an expense for the current period change in that liability.  Accounting principles generally accepted in the United States of America require that compensated absences attributable to employee services already rendered and that are not contingent on a specific event that is outside the control of the employer and employee be accrued as liabilities and expenses as employees earn the rights to the benefits, which would increase the liabilities, reduce the net assets and change the expenses of governmental activities.  We cannot reasonably determine the amount by which this departure would affect the liabilities, net assets, and expenses of governmental activities.  [6:  	The assumption here is that the governmental fund statements’ accrued compensated absences liability under Interpretation 6 was immaterial to the governmental funds’ statements, because funds do not report the long-term liability.  Therefore, there is no qualification of the major funds or RFI opinion units.  The assumption here is also that the long-term liability was significant enough to render the governmental activity statements misleading, resulting in an adverse opinion.  

This is a different assumption than example A10 reports.  A10 assumes the omission of compensated absences from governmental activities was material enough to require a qualification, but not significant enough to render the statements misleading (adverse opinion).
] 


In our opinion, because of the effects of the matter discussed in the preceding paragraph, the financial statements referred to above do not present fairly, in conformity with accounting principles generally accepted in the United States of America, the financial position of the governmental activities of the [ENTITY NAME], [COUNTY NAME] County, Ohio, as of [FYE DATE], and the changes in financial position thereof for the year then ended.  [endnoteRef:7] [7: In this example, the auditors determined the “Interpretation 6” liability was immaterial to the funds and did not require qualifying the fund statements.
] 


In addition, in our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial position of the business-type activities, the [aggregate] discretely presented component unit(s), each major fund, and the aggregate remaining fund information of the [ENTITY NAME], [COUNTY NAME] County, Ohio, as of [FYE DATE], and the respective changes in financial position and where applicable, cash flows, thereof and the respective budgetary comparison for the General and [list major special revenue funds][endnoteRef:8] and for the year then ended in conformity with accounting principles generally accepted in the United States of America.  [8:  	Delete reference to the budgetary comparisons from the opinion paragraph, and refer to it with the “MD&A paragraph” if the budgetary comparisons are presented as RSI.
] 


In accordance with Government Auditing Standards, we have also issued our report dated [REPORT DATE], on our consideration of the Government’s internal control over financial reporting and our tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters.  While we did not opine on the internal control over financial reporting or on compliance, that report describes the scope of our testing of internal control over financial reporting and compliance and the results of that testing.  That report is an integral part of an audit performed in accordance with Government Auditing Standards.  You should read it in conjunction with this report in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require this presentation to include Management’s discussion and analysis, [Required budgetary comparison schedule(s) and Schedules for infrastructure assets accounted for using the modified approach,] as listed in the table of contents, to supplement the basic financial statements. Although this information is not part of the basic financial statements, the Governmental Accounting Standards Board considers it essential for placing the basic financial statements in an appropriate operational, economic, or historical context. We have applied certain limited procedures to the required supplementary information in accordance with auditing standards generally accepted in the United States of America, which consisted of inquiries of management about the methods of preparing the information and comparing the information for consistency with management’s responses to our inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic financial statements.  As a result of our limited procedures, we believe Management’s Discussion and Analysis does not conform to Governmental Accounting Standards Board guidelines, since as discussed in paragraph three, governmental activities’ assets and net assets presented in Table 1 are overstated due to the omission of compensated absence liabilities.  Also, the change in net assets in Table 2 and costs and net costs of services in Table 3 do not include the effects of the expense that should have been recorded for change in the compensated absence liability.  However, we do not express an opinion or provide any assurance on Management’s discussion and analysis [or the Required budgetary comparison schedule(s) and Schedules for infrastructure assets accounted for using the modified approach,] because the limited procedures do not provide us with sufficient evidence to express an opinion or provide any other assurance.[endnoteRef:9] [9:        This example assumes the qualification affects the MD&A financial information derived from government activity statements, and does not affect the other RSI.  You should modify this example if the qualification affects other RSI.

Also, modify this paragraph in the following circumstances.  See AU-C 730.07:

The required supplementary information is omitted. 
Some required supplementary information is missing and some is presented in accordance with the prescribed guidelines. 
The auditor has identified material departures from the prescribed guidelines.  (This example describes a departure from prescribed guidelines.)
The auditor is unable to complete the procedures in AU-C 730.05. 
The auditor has unresolved doubts about whether the required supplementary information is presented in accordance with prescribed guidelines. 
] 


[bookmark: _Ref273609986]We conducted our audit to opine on the financial statements that collectively comprise the Government’s basic financial statements taken as a whole.  [The introductory section, the financial section’s combining statements, individual fund statements and schedules, and the statistical section information][endnoteRef:10] provide(s) additional analysis and is/are not a required part of the basic financial statements.  The [financial section’s combining statements, individual fund statements and schedules] is/ are management’s responsibility, and was / were derived from and relate(s) directly to the underlying accounting and other records used to prepare the basic financial statements.   This / These [statements and] [schedule[s]] was / were subject to the auditing procedures we applied to the basic financial statements.  We also applied certain additional procedures, including comparing and reconciling this information directly to the underlying accounting and other records used to prepare the basic financial statements or to the basic financial statements themselves, in accordance with auditing standards generally accepted in the United States of America.  In our opinion, except for the effects on the [combining statements, individual fund statements and schedules] described in paragraph three, of not recording a liability for compensated absences or an expense for the change in this liability, this information is fairly stated in all material respects in relation to the basic financial statements taken as a whole.[endnoteRef:11] We did not subject the introductory section and statistical section information to the auditing procedures applied in the audit of the basic financial statements and, accordingly, we express no opinion or any other assurance on it / them.[endnoteRef:12]  [10: 	Modify the list of supplementary information paragraph as necessary.  Also:
If an opinion qualification on the financial statements also affects the supplementary information, include a statement that, in the auditor's opinion, except for the effects on the supplementary information of (refer to the paragraph in the auditor's report explaining the qualification), this information is fairly stated, in all material respects, in relation to the financial statements as a whole.   See AU-C 725.09(f).

We must disclaim on this information if we render an adverse opinion or disclaimer of opinion, per AU-C 725.11.  

Important:  We normally consider materiality for each opinion unit. However, our in-relation-to opinion on supplementary information is in relation to the financial statements as a whole. Therefore we consider materiality at a level representing the entire governmental entity.
]  [11:  	If supplementary information also includes a Federal awards expenditure schedule, modify this paragraph as follows (The example below is for a CAFR.  If the report is not a CAFR, or if there is other supplementary information, it requires additional modification.)  Of course, if there is no supplementary information, you should delete the entire paragraph:

	We conducted our audit to opine on the financial statements that collectively comprise the Government’s basic financial statements taken as a whole.  [The introductory section, the financial section’s combining statements, individual fund statements and schedules, and the statistical section information] provide(s) additional analysis and is/are not a required part of the basic financial statements.]  The federal awards expenditure schedule provides additional information required by the U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is [also] not a required part of the basic financial statements. The [financial section’s combining statements, individual fund statements and schedules and the]  federal awards expenditure schedule is/ are management’s responsibility, and was / were derived from and relate(s) directly to the underlying accounting and other records used to prepare the basic financial statements.   This / These [statements and] [schedule[s]] was / were subject to the auditing procedures we applied to the basic financial statements.  We also applied certain additional procedures, including comparing and reconciling this information directly to the underlying accounting and other records used to prepare the basic financial statements or to the basic financial statements themselves, in accordance with auditing standards generally accepted in the United States of America.  In our opinion, except for the effects on the [combining statements, individual fund statements and schedules] described in paragraph three, of not recording a liability for compensated absences or an expense for the change in this liability, this information is fairly stated in all material respects in relation to the basic financial statements taken as a whole. We did not subject the introductory section and statistical section information to the auditing procedures applied in the audit of the basic financial statements and, accordingly, we express no opinion or any other assurance on it / them.
]  [12:     	This last sentence derives from SAS 118 / AU-C 720, and relates to financial or nonfinancial information that is neither RSI nor supplementary information.  Examples include introductory information or statistical tables, which are not subject to an “in –relation – to opinion.”  

	Our responsibility for this “unaudited” information is only to read it* to determine if (1) material inconsistencies exist between it and the audited statements, or (2) this information includes material misstatements of fact.  

	*   While standards only require us to “read it,” you should apply the procedures from our specimen program for finalizing the audit to agree this information to supporting documentation.  For example, you should agree 10 - year statistical tables to the prior-year CAFR to assure the prior years’ amounts did not inadvertently change. ] 





Auditor Signature

[REPORT DATE]


