
Jerry E. Durham, CPA, CGFM, CFE

March 15, 2019



2

mailto:Jerry.Durham@cot.tn.gov
mailto:Jerry.Durham@cot.tn.gov


The Opinions expressed during this presentation are my own.  They do not 
necessarily represent the views of the Tennessee Comptroller of the Treasury, 
his representatives, or the Tennessee Department of Audit.



Why findings?
Why negative findings?
Most important finding. 
What are the elements of Findings?
Corrective Action Plan
Actual Findings.



Auditing Standards
State Statutes



Because this is what is required by our standards
State Statute
Example of doctor and car mechanic



Our Opinion
Report on the Financial Statements

We have audited the accompanying financial statements of the 
governmental activities, the aggregate discretely presented 
component units, each major fund, and the aggregate remaining fund 
information of McNairy County, Tennessee, as of and for the year 
ended June 30, 2018, and the related notes to the financial 
statements, which collectively comprise the county’s basic financial 
statements as listed in the table of contents.



Our Opinion
Opinions
In our opinion, based on our audit and the report of other auditors, the 
financial statements referred to above present fairly, in all material 
respects, the respective financial position of the governmental 
activities, the aggregate discretely presented component units, each 
major fund, and the aggregate remaining fund information of XXXXXX, 
Tennessee, as of June 30, 2018, and the respective changes in 
financial position and the respective budgetary comparisons for the 
General, Solid Waste/Sanitation, and Highway/Public Works funds for 
the year then ended in accordance with accounting principles 
generally accepted in the United States of America. 



Unmodified Opinion
Modified Opinion:
Qualified 
Disclaimer
Adverse



Which is the best type of Opinion a government can 
get from an Auditor?
Modified Opinion
Qualified Opinion
Unmodified Opinion
Disclaimer of Opinion
Adverse Opinion









Required by Auditing Standards

Background or Context
Condition
Criteria
Cause
Effect
Recommendation
Auditee’s Response



Required by State Statute and Uniform Guidance

Corrective Action
Who is responsible for correcting the finding
Date Corrective Action with be complete
Client Letterhead



Example Findings



The following list represents the types of internal control deficiencies most often cited in Division audit reports.  

Lack of segregation of duties.
Absence of written policies and procedures for internal controls.
Lack of training in and knowledge of  generally accepted accounting principles.
Lack of purchasing procedures (e.g. Purchase orders, Receiving documents, Invoices).
The tone at the top (e.g. Management override of controls or Management shows little concern for implementing internal 
control measures and findings are repeated year after year).
Weaknesses in computerized software applications (e.g. Employees can delete or alter receipts).
General computer operations (e.g. Officials do not review audit logs produced by computerized software applications, 
Failure to perform backups, shared passwords).
Receipting and depositing (e.g. Not issuing receipts, Not having separate cash drawers, Not depositing in compliance 
with the three-day deposit law, and Not depositing intact).
Failure to reconcile important balances (e.g. Cash and Receivables).
Not adopting a central system of accounting, budgeting, and purchasing.
Not appointing an Audit Committee.



FINDING 2018-008 DUTIES WERE NOT SEGREGATED ADEQUATELY (Internal Control –
Significant Deficiency Under Government Auditing Standards)
Duties were not segregated adequately among the officials and employees in the 
Offices of XXXXXXX and XXXXXXX. Employees responsible for maintaining the 
accounting records in the offices were also involved in receipting, depositing, and/or 
disbursing funds. Sound business practices dictate that management is responsible 
for designing internal controls to give reasonable assurance of the reliability of 
financial reporting and of the effectiveness and efficiency of operations. This lack of 
segregation of duties is the result of management’s decisions based on the 
availability of financial resources and is a significant deficiency in internal controls 
that increases the risk of unauthorized transactions. Also, this deficiency is the result 
of management’s failure to correct the finding noted in the prior-year audit report, 
and management’s failure to implement their corrective action plan. 



RECOMMENDATION Officials should segregate duties to the extent 
possible using available resources.
MANAGEMENT’S RESPONSE – XXXXXXXXX
Current management concurs with this finding. The small staff in our 
office makes it difficult to comply with this recommendation; however, 
we are working to devise a solution.
MANAGEMENT’S RESPONSE – XXXXXXX
As XXXXX I concur with this finding. However, with limited employees 
this is almost impossible. Before the next fiscal year, I will try to 
implement corrected actions to the best of my ability.



DUTIES WERE NOT SEGREGATED ADEQUATELY (Internal Control – Significant Deficiency Under 
Government Auditing Standards)
Duties were not segregated adequately among the official and employees in the XXXXXX 
Office. The employee responsible for maintaining accounting records was also involved in 
receipting, depositing, and/or disbursing funds. Sound business practices dictate that 
management is responsible for designing internal controls to give reasonable assurance of the 
reliability of financial reporting and of the effectiveness and efficiency of operations. This lack 
of segregation of duties is the result of management’s decisions based on the availability of 
financial resources and is a significant deficiency in internal controls that increases the risk of 
unauthorized transactions. Also, this deficiency is the result of management’s failure to correct 
the finding noted in the prior-year audit report and the failure to implement their corrective 
action plan. 
RECOMMENDATION The XXXXXXX should segregate duties to the extent possible using 
available resources.
MANAGEMENT’S RESPONSE – XXXXXX I agree with this finding.



MATERIAL AUDIT ADJUSTMENTS WERE REQUIRED FOR PROPER FINANCIAL STATEMENT 
PRESENTATION (Internal Control – Material Weakness Under Government Auditing Standards)
At June 30, 2018, certain general ledger account balances in the XXXXXXXX Fund were not 
materially correct, and audit adjustments were required for the financial statements to be 
materially correct at year-end. Audit adjustments were required to increase receivables by 
$400,000. Generally accepted accounting principles require the Department to have 
adequate internal controls over the maintenance of its accounting records. Material audit 
adjustments were required because the department’s financial reporting system did not 
prevent, detect, or correct potential misstatements in the accounting records. It is a strong 
indicator of a material weakness in internal controls if the department has ineffective controls 
over the maintenance of its accounting records, which are used to prepare the financial 
statements, including the related notes to the financial statements. This deficiency is the result 
of a lack of management oversight, management’s failure to correct the finding noted in the 
prior-year audit report, and management’s failure to implement their corrective action plan. 
We presented audit adjustments to management that they approved and posted to properly 
present the financial statements in this report.  



MANAGEMENT’S RESPONSE – XXXXXX

We had the county to give the department funds for the first time in this 
administration, and this was received under the wrong fund account. 
This was not intended to misrepresent or misclassify any financial 
records. This has been addressed, and the administrative employees 
are going to correct this issue and, in the future, will know the proper 
fund account to receive this type of funds.



THE OFFICIAL HAD NOT FORMALLY DOCUMENTED INTERNAL CONTROLS (Noncompliance Under 
Government Auditing Standards)
Section 9-18-102(a), Tennessee Code Annotated (TCA), requires each county government to 
establish and maintain internal controls to provide reasonable assurance for compliance with 
applicable laws, the safeguarding of assets, and proper accountability for the preparation of 
accurate and reliable financial records and reports. These provisions became effective for the 
fiscal year ended June 30, 2016. The Official had not formally documented internal controls for 
office operations to verify compliance with the above-noted statute. Formal documentation 
could be in the form of printed or digital policies and procedures for the maintenance of 
controls, including the segregation of employee duties. Failure to implement and maintain 
internal controls could put public assets at risk of loss, misuse, or abuse. This deficiency exists 
because management failed to correct the finding noted in the prior-year audit report and 
failed to implement their corrective action plan.

MANAGEMENT’S RESPONSE – We concur with this finding and will work to resolve it in the future. 



THE OFFICE HAD DEFICIENCIES IN BUDGET OPERATIONS (A. – Material 
Noncompliance Under Government Auditing Standards; B. –
Noncompliance Under Government Auditing Standards)

MANAGEMENT’S RESPONSE – I understand and accept the finding. This 
finding is due to budget amendments not being approved by the 
county commission before June 30, 2018. 



EMPLOYEES SHARED A USERNAME AND PASSWORD
(Internal Control – Significant Deficiency Under Government Auditing 
Standards)
Although each employee had been assigned a unique username and 
password for accessing the office’s accounting software, two 
employees of the office shared a username and password. If 
inappropriate activity were to occur, the employee responsible for this 
activity would not be easily identified because of the shared 
username and password. Sound business practices dictate that each 
transaction be identified to the individual creating the transaction. This 
deficiency was the result of a lack of management oversight.



RECOMMENDATION

Each employee should access the application using his or her unique 
username and password to ensure that transactions are properly 
identified to that employee. Usernames and passwords should be 
confidential and should not be shared among employees.

MANAGEMENT’S RESPONSE – XXXXXXX

I concur with this finding.



DOCUMENTS COULD BE GENERATED FROM THE SOFTWARE TEST 
ENVIRONMENT WITHOUT BEING MARKED AS INVALID (Internal Control –
Significant Deficiency Under Government Auditing Standards) 

THE PURCHASING SOFTWARE USED BY THE XXXXXX OFFICE DID NOT 
HAVE ADEQUATE APPLICATION CONTROLS (Internal Control –
Significant Deficiency Under Government Auditing Standards) 



THE OFFICE HAD ACCOUNTING DEFICIENCIES (A. and B. – Internal 
Control – Significant Deficiency Under Government Auditing Standards; 
C. and D. – Noncompliance Under Government Auditing Standards) 

The following deficiencies were noted during our examination of the 
office’s accounting records. These deficiencies can be attributed to a 
lack of understanding of internal controls, generally accepting 
accounting principles, state statutes, and sound business practices. 
Also, these deficiencies are the result of management’s failure to 
correct the finding noted in the prior-year audit report and the failure 
to implement their corrective action plan.



The office did not maintain any accounting records for transactions of 
the commissary. 
Bank statements for the commissary bank account had not been 
reconciled monthly. Sound business practices require the 
reconciliation of bank statements with general ledger accounts to 
ensure that all collections and disbursements are recorded in the 
accounting records accurately. The failure to reconcile bank 
statements with the general ledger monthly allows errors to remain 
undiscovered and uncorrected. 



Profits from XXXXXXX operations were not remitted to the county 
trustee monthly. The state attorney general opined in November 1989 
that profits earned from XXXXXXX operations are local revenues and 
should be administered as any other local revenue. Section 8-24-103, 
Tennessee Code Annotated (TCA), provides that all funds earned by 
the Sheriff’s Department should be reported to the county monthly.



THE OFFICE DID NOT DEPOSIT SOME FUNDS WITHIN THREE DAYS OF 
COLLECTION (Noncompliance Under Government Auditing Standards)
In some instances, the XXXXXXX Office did not deposit funds to the 
office bank account within three days of collection as required by 
Section 5-8-207, Tennessee Code Annotated. Throughout the year, 
deposits were only made once per week resulting in collections that 
were consistently held for over three days before depositing. This 
deficiency was the result of a lack of management oversight, 
management’s failure to correct the finding noted in the prior-year 
audit report, and management’s failure to implement their corrective 
action plan. The delay in depositing funds weakens internal controls 
over collections and increases the risks of fraud and misappropriation. 



XXXXX DEPARTMENT HAS A MATERIAL RECURRING AUDIT FINDING 
(Internal Control – Material Weakness Under Government Auditing 
Standards) 
XXXXX Department has a material audit finding that has been 
reported in its annual financial report for three or more consecutive 
years. This recurring material finding is listed below:
Finding Numbers Description 2016-006, 2017-005, 2018-003 Material 
audit adjustments were required for proper financial statement 
presentation



The recurring nature of the above-noted finding indicates that 
management is either unwilling or unable to address the deficiency. 
XXXXX County appointed an Audit Committee on to address financial 
and other reporting practices, internal control, compliance with laws 
and regulation, and ethics.
RECOMMENDATION
XXXXX Department should work with its Audit Committee to correct 
the above-noted weakness in internal control.



REVENUES WERE NOT PRORATED ACCURATELY (Noncompliance Under Government 
Auditing Standards) 
During the fiscal year, the trustee did not accurately prorate tax revenue according 
to allocations in the budget resolution approved by the county commission. The 
budget resolution approved by the county commission allocated the tax revenue to 
the XXXXX, XXXXXXX, and XXXXXXX funds; however, the trustee failed to prorate 
revenue properly, resulting in a $100,000 understatement of revenue in the XXXXXX 
Fund and an overstatement of revenues in the XXXXXX and XXXXXX funds. We 
presented audit adjustments to management that they approved and posted to 
properly present the financial statements in this report. This deficiency is the result of 
a lack of management oversight. Also, this deficiency is the result of management’s 
failure to correct the finding noted in the prior-year audit report and management’s 
failure to implement their corrective action plan. 



RECOMMENDATION The trustee should accurately prorate revenues 
according to allocations in the budget resolution approved by the 
county commission.

MANAGEMENT’S RESPONSE – TRUSTEE
After this finding was brought to my attention, I corrected the revenue 
that was prorated inaccurately as soon as possible. Since, I have 
checked monthly the receipting by deputy trustees of the said 
revenue to make sure it was receipted correctly and according to the 
budget.



MULTIPLE EMPLOYEES OPERATED FROM THE SAME CASH DRAWER (Internal Control –
Significant Deficiency Under Government Auditing Standards)
All employees operated from the same cash drawer in the Offices of XXXX, XXXX , 
and XXXXXX Clerk. Good internal controls dictate that each employee have their 
own cash drawer, start the day with a standard fixed amount of cash, and remove all 
but that beginning amount at the end of the day. This amount should be verified to 
the employee’s receipts at the end of each day. Failure to adhere to this control 
regimen greatly increases the risk that a cash shortage may not be detected in a 
timely manner. Furthermore, in the event of a cash shortage, the official would not be 
able to determine who was responsible for the shortage because multiple 
employees were working from one cash drawer. This deficiency in internal controls 
was the result of a lack of management oversight over risks related to safeguarding 
assets and management’s failure to correct the finding noted in the prior-year audit 
report. Also, this deficiency is the result of the clerk’s failure to implement her 
corrective action plan.



RECOMMENDATION Officials should assign each employee their own 
cash drawer.
MANAGEMENT’S RESPONSE – CLERK
This office only has two full-time employees and two part-time 
employees. Our office is not set up for the public to come to each one 
of our desks, we must go the window to wait on the public. One cash 
drawer is our answer.



MANAGEMENT’S RESPONSE – CLERK

I concur with this finding. The Office has two employees. The clerk and 
a deputy. It is almost impossible for each one to have a separate cash 
drawer.



THE XXXXXXX DEPARTMENT HAD DEFICIENCIES IN BUDGET OPERATIONS
(A. – Internal Control – Significant Deficiency Under Government 
Auditing Standards; B. and C. – Noncompliance Under Government 
Auditing Standards)
Several budget amendments were posted in the XXXXXX and 
XXXXXX funds that were not approved by the county commission. 
Expenditures exceeded appropriations approved by the county 
commission in three of 46 major appropriation categories (the legal 
level of control) of the XXXXXXXX Fund.  These over expenditures are 
reflected in the following table:



RECOMMENDATION

Budget amendments should be properly posted to the accounting 
records after approval by the county commission. Expenditures should 
be held within appropriations approved by the county commission.

MANAGEMENT’S RESPONSE – XXXXXXXXXXX

I concur with this finding.



COMPETITIVE BIDS WERE NOT SOLICITED FOR THE PURCHASE OF A PATCHING MACHINE 
FOR THE HIGHWAY DEPARTMENT
(Noncompliance Under Government Auditing Standards)
As part of our audit procedures for determining whether the purchasing process was 
operating as designed, we selected a sample of 60 disbursements totaling 
$4,000,000 from a population of 5,000 vendor checks totaling $30,000,000. Our 
examination revealed that competitive bids were not solicited for the purchase of a 
patching machine for the Highway Department that cost $75,000. Pursuant to 
provisions of Section 5-21-120, Tennessee Code Annotated, the Financial 
Management Committee, together with the finance director, established purchasing 
procedures for XXXXX County. These procedures require that purchases exceeding 
$25,000 are to be made based on competitive bids. The failure to solicit competitive 
bids could result in the department paying more than the most competitive price.



RECOMMENDATION

Competitive bids should be solicited for all purchases exceeding 
$25,000 as required by state statute and county purchasing 
procedures.

MANAGEMENT’S RESPONSE – XXXXXXXXXX

I concur with this finding.



THE OFFICE HAD ACCOUNTING DEFICIENCIES
A. and C. – Internal Control – Significant Deficiency Under Government Auditing 
Standards; B. – Noncompliance Under Government Auditing Standards)
RECOMMENDATION
Bank statements should be reconciled accurately with the general ledger monthly, 
and any errors discovered should be corrected promptly. Accurate lists of 
outstanding checks should be prepared monthly. The office should reconcile its 
general ledger cash accounts with the county trustee’s reports monthly as required 
by state statute, and any errors discovered should be corrected promptly. General 
ledger payroll liability accounts should be reconciled monthly with payroll reports 
and payments, and any errors discovered should be corrected promptly. All general 
journal entries should be documented sufficiently. 



MANAGEMENT’S RESPONSE – XXXXXXXXXXX

We concur with this finding. We did implement our corrective action 
plan from last year and corrected numerous errors in the 
reconciliations; however, we have not yet discovered all of the 
discrepancies, so an unidentified balance remains. We will continue to 
perform reconciliations and prepare lists of outstanding checks. We 
will further research the unidentified balance until it is reconciled. 
Payroll liabilities will be reviewed, and withholding adjustments will be 
made as needed to ensure that they are zeroing out monthly without 
the need of a clearing entry. 



TIME RECORDS WERE NOT ON FILE TO SUPPORT PAYROLL DISBURSEMENTS 
(Internal Control – Significant Deficiency Under Government Auditing Standards)

During our examination of payroll transactions, we selected a sample of 10 
disbursements totaling $12,000 from a population of 5,000 payroll checks totaling 
$3,000,000 to obtain reasonable assurance that payroll disbursements were 
supported by adequate documentation. Auditors were advised that time records for 
payroll transactions were not available because most payroll records for the past 
five years were accidentally shredded. Subsequently, management was able to get 
copies of time records from seven of its employees. Sound business practices dictate 
that payroll time records should be on hand for all employees. This deficiency is the 
result of the lack of management oversight.



RECOMMENDATION

Time records should be on hand to support all payments to employees 
and should be available for audit inspection. 

MANAGEMENT’S RESPONSE – XXXXXXXX

We concur with this finding. All payroll records are now being 
safeguarded in the office and are no longer stored off-site. We are also 
working to retrieve copies of as many lost records as we can.



THE COUNTY’S AUDIT COMMITTEE IS NOT A FUNCTIONING COMMITTEE
(Noncompliance Under Government Auditing Standards)

XXXXXX County created an Audit Committee on XXXX XX, XXXX, as 
provided by Section 9-3-405, Tennessee Code Annotated; however, 
there are no minutes to document that this Audit Committee has met 
or conducted any business since May 26, 2017. Without a functioning 
Audit Committee, the County Commission does not have independent 
and objective reviews of the financial reporting process, internal 
controls, the audit function, and monitoring management’s plans to 
address various risks. 



RECOMMENDATION
The county’s Audit Committee should be a functioning committee, 
maintain minutes of its meetings, and annually present a written 
committee report detailing how it discharged its duties and any 
committee recommendations to the full County Commission.
MANAGEMENT’S RESPONSE – XXXXXXXXXX

We concur with this finding. The Audit Committee has been advised 
that they should start meeting and should follow the responsibilities 
noted in the resolution that established the committee.



Comptroller Justin P. Wilson



Comptroller Justin P. Wilson



Jerry E. Durham, CPA, CGFM, CFE
Assistant Director

Division of Local Government Audit
Jerry.Durham@cot.tn.gov

615.401.7951
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