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How to Use This Toolkit

When your municipality receives an audit report with findings, you are required to respond with a written
management response and, for most findings, acorrective action plan. This toolkit guides you through the
entire process: understanding the finding, drafting the response, creating the corrective action plan,
tracking implementation, and reporting progress to your governing body.

This toolkit is for:
* Finance staff responsible for drafting management responses and implementing corrective actions
* Mayors and city administrators who must oversee the corrective action process
®* Council members who approve and monitor corrective action plans

Regulatory Framework — Audit Findings and Responses

AICPA AU-C Section 265 — Auditors must communicate significant deficiencies and material
weaknesses to those charged with governance in writing.

2 CFR Part 200.511 — For Single Audits, the auditee must prepare a corrective action plan addressing
each finding and submit it with the audit report.

Government Auditing Standards (Yellow Book) — Auditors must follow up on prior findings to determine
whether corrective action was taken.

Alaska AS 29.35 — Municipalfinancial reporting requirements include responsiveness to audit findings.

Repeatfindings— When the same finding appears in consecutive audits, it signals to state agencies and
grantors that the municipality is not addressing its weaknesses.

Why Corrective Action Plans Matter

Unresolved audit findings accumulate. Repeat findings damage your city's credibility with state agencies,
federal grantors, and the public. Awell-executed corrective action plan demonstrates accountability and
prevents the same finding from appearing again.
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Section 1: Understanding Audit Findings

Types of Findings

Your audit report may contain several types of findings. Understanding the classification helps you
prioritize your response.

Material Weakness A deficiencyininternal controls Highest —reported | Immediate corrective action plan
creating a reasonable possibility inthe audit opinion with specific steps, responsible
that a material misstatement will parties, and target dates

not be prevented or detected

Significant Deficiency | A deficiency less severe thana High —reportedin Written management response
material weakness butimportant = management letter | with corrective action plan
enough to merit attention

Compliance Finding Noncompliance with laws, Varies by severity Written response describing
regulations, or grant cause and corrective steps; may
requirements include questioned costs

Observation / Advisory items the auditor Lower — typicallyin | Writtenresponse acknowledging

Recommendation believes warrant attention management letter | the observation and describing

planned action (if any)

Questioned Costs Grant expenditures the auditor High —reported to Formal response with
(Single Audit) believes may be unallowable or grantor documentation; grantor makes
unsupported final determination on
allowability

Anatomy of an Audit Finding

Each finding in your audit report typically contains five elements. Understanding these elements helps you
write an effective response.

Condition What the auditor found — the factual description of the problem. This is
the 'what happened.’

Criteria The standard or requirement that should have been met—the regulation,
policy, or best practice. This is the 'what should have happened.’

Cause Why the condition occurred — the root cause of the problem. This is the
'why it happened.'

Effect The actual or potentialimpact of the condition — what could go wrong as
a result. This is the 'so what.'
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Recommendation The auditor's suggested corrective action. You are not required to follow it
exactly, but your response must address the finding.
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Section 2: Writing the Management Response

The management response is your city's official reply to each audit finding. It is published alongside the
finding in the audit report. A well-written response demonstrates accountability and commitment to
improvement. A vague or dismissive response reflects poorly on your city's leadership.

Required Elements of a Management Response

Agreement or partial State whether management agrees with the finding, partially agrees, or

agreement disagrees. If you disagree, you must explain why with supporting
evidence.

Explanation of the cause Briefly describe why the condition occurred. Be factual — staff turnover,

workload, lack of training, or system limitations are legitimate causes. Do
not make excuses.

Corrective action taken or | Describe specifically what you have already done or will do to address

planned the finding. Use actionverbs: 'implemented,' 'adopted,' 'will complete by
[date]."
Responsible party Name the position (not the individual person) responsible for

implementing the corrective action.

Target completion date Provide a realistic date by which the corrective action will be fully
implemented. Avoid open-ended commitments.

Sample Management Response — Material Weakness

Sample Response: Missing Bank Reconciliations

Finding: Bankreconciliations were not completed for 4 of 12 months during the fiscal year for the city's
general checking account.

Management Response:

Management agrees with this finding. The incomplete reconciliations resulted from a four-month vacancy
in the finance staff position during the fiscal year. During the vacancy, no qualified staff member was
available to perform reconciliations.

Corrective Action:

1. The new finance officer completed all missing reconciliations within 30 days of hire (completed
September 15, 2024).

2. The mayor will review and initial all bank reconciliations monthly, beginning October 2024.
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3. A recurring monthly deadline of the 10th has been established for reconciliation completion.

4. If the finance position becomes vacantin the future, the city willengage temporary accounting support
within 30 days.

Responsible Party: Finance Officer (reconciliation); Mayor (monthly review)

Target Completion Date: Implemented as of October 1, 2024

Sample Management Response — Significant Deficiency

Sample Response: No Written Internal Controls Policy

Finding: The city does not have a written internal controls policy documenting financial procedures and
compensating controls.

Management Response:

Management agrees with this finding. The city has historically relied on informal procedures rather than a
written policy document.

Corrective Action:

1. Finance staff will draft a written Internal Controls Policy using the SNAPP Internal Controls Toolkit as a
template (target: December 15, 2024).

2. The draft policy will be presented to the city council for review and adoption by resolution (target:
January council meeting).

3. The policy will be reviewed annually and updated as needed.

Responsible Party: Finance Officer (drafting); City Council (adoption)
Target Completion Date: January 31, 2025
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Section 3: The Corrective Action Tracker

The corrective action tracker is a single document that lists every audit finding, the corrective action, who
is responsible, thedeadline, and the current status. Maintain this tracker as a living document and update
it at least monthly.

Tracker Fields

Finding Description ResponSible “
#

2024-01 | Missing bank Complete missing months; Finance Officer/  10/01/2024 Completed
reconciliations (4 establish monthly deadline; | Mayor
months) mayor review implemented

2024-02  Nowritteninternal Draft policy using SNAPP Finance Officer | 01/31/2025 In Progress — Dratft
controls policy template; present to council complete

for adoption

2024-03 | Payroll not reconciledto | Reconcile all four quarters; Finance Officer | 12/15/2024 In Progress—Q1-
941 filings establish quarterly Q2 done
reconciliation procedure

2024-04 | Grant expendituresnot | Create QB classfor each Finance Officer | 11/30/2024 Not Started
tracked by classin QB grant; reclassify current-year
transactions

2024-05 Council not receiving Add financial report as Finance Officer/  10/15/2024 Completed
monthly financialreports  standing agenda item; Clerk
present at each meeting

Status Definitions

Coos o

Not Started No action has been taken yet. The corrective action is planned but work
has not begun.

In Progress Work has begun. Note the specific milestone reached (e.g., 'Draft
complete' or '3 of 4 quarters reconciled').

Completed The corrective actionis fully implemented and documented. Evidence of
completion is on file.

Ongoing The corrective action is a recurring procedure (e.g., monthly
reconciliation review) that is being performed consistently.

Deferred The corrective action has been postponed with documented justification
and a revised target date.
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How Often to Update the Tracker
Update the tracker at least monthly. Review it with your mayor or supervisor. Present asummary to the
governing body quarterly— or more frequently if material weaknesses are being addressed. Your next

auditorwill ask for this tracker at the start of fieldwork.
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Section 4: Prioritizing Corrective Actions

Not all findings carry the same urgency. Use this prioritization framework to determine the order in which
to address findings.

Material weakness in Beginimmediately; complete Material weaknesses are reportedin the
Crltlcal internal controls within 60 days audit opinion and visible to all users of
the financial statements

2— Questioned costs (Single Begin immediately; respond Questioned costs may require

Critical Audit) within 30 days repayment of grant funds if not resolved

3 — High Significant deficiency in Begin within 30 days; Reported in the management letter;
internal controls complete within 90 days grantor agencies and state oversight

bodies review these

4 — High Compliance findings (non- Begin within 30 days; Legal compliance issues carry regulatory
grant) complete within 90 days risk
5 — High Repeat findings of any type Begin within 30 days; Repeat findings signal to oversight
complete within 60 days bodies that the city is not addressing
weaknesses
6 — Observations and Begin within 60 days; Lower severity but still represent areas
Moderate @ recommendations complete within 120 days for improvement

Repeat Findings Carry Extra Weight

When the same finding appears in two or more consecutive audits, it becomes a'repeat finding.' Repeat
findings attract heightened scrutiny from state agencies, grantors, and oversight bodies. They signal that
the municipalityis aware of the problem but has not taken effective corrective action. Prioritize repeat
findings even if theirindividual severityis moderate.
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Section 5: Reporting to the Governing Body

Initial Presentation of the Audit Report

When your city receives the final audit report, present it to the full governing body at the next regular
council meeting. The presentation should cover:

Summary of the audit opinion (unmodified, qualified, adverse, or disclaimer).

Overview of each finding: what was found, the severity, and the auditor's recommendation.
The management response for each finding (as included in the audit report).

The corrective action plan — specific steps, responsible parties, and target dates.

a b~ WON =

Request for council acknowledgment or adoption of the corrective action plan.

Ongoing Progress Reporting

Corrective Action Status = Quarterly (atcouncil | Summary of each finding, current status (Not Started /In
Update meeting) Progress /Completed), and anydelays orissues
Completion Report When allfindings are | Final status of each corrective action, evidence of
addressed completion, and anyitems transitioned to 'Ongoing'
status
Pre-Audit Readiness 4-6 weeks before Confirmation that all prior findings are addressed,
Report next audit evidence is on file,and the audit supportfileis complete

Documenting Governance Oversight

Council receives the audit | Meeting minutes reflect: audit report presented, findings discussed,
report qguestions raised

Council adopts corrective | Meeting minutesreflect: corrective action plan presented and accepted

action plan (or adopted by resolution)

Quarterly status update Meeting minutes reflect: corrective action status reported, any delays

presented discussed

Completion reported Meeting minutes reflect: all corrective actions completed; evidence on
file
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Section 6: Documenting Evidence of Completion

When you mark a corrective action as 'Completed,' you must have evidence on file that demonstrates the
action was actually taken. Verbal assurances are not sufficient — the next auditor will test your corrective

actions by reviewing documentation.

Evidence Requirements by Finding Type

Finding Type Example Corrective Action Evidence of Completion

Missing bank
reconciliations

No written controls
policy

Payroll notreconciled
to 941s

Grant expenditures
nottracked separately

No financial reports to
council

Unauthorized bank
signers

Late payroll tax
deposits

Questioned costs —
unsupported grant
charges

Complete all missing months;
establish monthly procedure

Draft and adopt awritten Internal
Controls Policy

Reconcile all four quarters

Create QB class per grant;
reclassify transactions

Add financialreport as standing
councilagendaitem

Update bank signature cards

Implement calendar reminders;
confirmtimely deposits

Locate invoices or reclassify costs
to generalfund

Where to File Completion Evidence

i File all corrective action evidence in Audit Folder > 09 Prior Audit Findings. Create a subfolder for each
fiscalyear's findings. The next auditor will look here first when testing prior-year corrective actions.

Printed reconciliation reports for every
month; mayor initials on each; documented
monthlydeadline

Signed policydocument; councilresolution
adopting the policy; copyin audit file

Completed reconciliation worksheets; 941
copies attached; quarterly reconciliation in
place going forward

QB class list showing grant classes;
reclassified transaction report; grant
expenditurereport by class

Meeting minutes showing financialreport
presented at each meeting since
implementation

Copyof updated signature card from bank;
confirmation letter; list of current authorized
signers

IRS payment confirmations showing timely
deposits since corrective action
implementation

Filed invoices now supporting each charge; or
journalentryreclassifying costs out of the
grant with explanation
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Section 7: Quick Response Guide for Common Findings

This section provides responsetemplates for the most frequently cited findings in small Alaska municipal

audits. Adapt the language to your city's specific circumstances.

Missing bank
reconciliations

No segregation of
duties

No written controls
policy

Budget overruns

Unsupported grant
expenditures

Late payroll tax
deposits

Missing council
minutes

Prior findings not
addressed

Suggested Response

Summary

Acknowledge
vacancy/workload;
commit to monthly
completion + mayor
review

Acknowledge small staff;
describe compensating
controls implemented

Acknowledge gap;
commit to drafting and
council adoption

Acknowledge monitoring
gap; commit to monthly
budget review

Acknowledge
documentation gap;
commit toinvoice-per-
charge standard

Acknowledge missed
deadlines; commit to
calendar and verification

system

Acknowledge gap;
commit to timely
completion and filing

Acknowledge delay;
present updated
corrective action plan

Key Corrective Actions

Complete missing months; 10th-
of-month deadline; mayor
initials monthly

Mayor reviews reconciliations,
payroll, checkregister; council
reviews financials

Draft policy; present to council;
adopt by resolution; review
annually

Monthly budget vs. actual;
councilreport at each meeting;
amendments before overruns

Locate missing invoices or
reclassify; file invoices at time of
payment going forward

Set calendar reminders; verify
deposits quarterly; reconcile to
941

Assign minute-taking
responsibility; sign and file
within 30 days of meeting

Implement this toolkit; track
monthly; report to council
quarterly

SNAPP Toolkit Reference

Vol 01 — Year-End Toolkit,
Section 1; Bank Recon
Workflow Guide

Vol 02 — Internal Controls;
Segregation of Duties Matrix

Vol 02 — Internal Controls,
Section 8

Vol 05— Monthly Review
Toolkit, Section 2

Grant File Review Toolkit,
Section 3

Vol 01 — Year-End Toolkit,
Section 3

Vol 01 — Year-End Toolkit,
Section 5

This Toolkit — Corrective
Action Planning
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Master Corrective Action Process Checklist

Usethis checklist to manage the complete corrective action cycle from receipt of the audit report through
resolution of all findings.

Phase 1: Receive and Review

[ praset st androviow
Audit report and management letter received from the auditor

Draft report reviewed for factual accuracy within 2 weeks of receipt

Any factual corrections communicated to the auditor before report is finalized

oo oo

Final audit report received and filed in Audit Folder > 09

Phase 2: Respond

Phase 2 — Respond

Each finding reviewed and classified by severity (Material Weakness / Significant Deficiency /
Observation)

|
[0 | Written management response drafted for each finding
Corrective action plan created with specific steps, responsible parties, and target dates

0O Management responses finalized and included in the audit report (or submitted separately to
auditor)

] Corrective action tracker created (or updated from prior year)

Phase 3: Implement

Material weaknesses addressed first — corrective actions begun immediately
Significant deficiencies addressed within 30 days

Corrective action tracker updated monthly

Evidence of completion filed in Audit Folder > 09 for each resolved finding

O ol o|g|d

Mayor or supervisor reviewing tracker progress monthly
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Phase 4: Report and Sustain

Phase 4 — Report and Sustain

o olo o o|agd

Audit report presented to full governing body at council meeting
Corrective action plan presented to and acknowledged by council
Quarterly corrective action status updates presented to council

All corrective actions completed and documented before next audit
Pre-audit readiness confirmed — prior findings evidence on file

Corrective action tracker provided to next year's auditor at start of fieldwork
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Disclaimer

This toolkit is published by the Arctic Slope Community Foundation as part of the Success for Nonprofit
Audit Preparation Program (SNAPP) Modified Virtual Support Program. It provides operational guidance for
corrective action planning and tracking.

SNAPP provides advisory and technical assistance only. This document does not constitute legal,
accounting, or audit advice. Participating municipalities remain solely responsible for:

* Written management responses to all audit findings

* Development and implementation of corrective action plans
* Timely resolution of identified deficiencies

* Reporting corrective action progress to the governing body

Municipalities should consult with their auditor, legal counsel, or the Alaska Municipal League for
guidance on specific audit response requirements.

Version 1.1 —Enhanced Edition | Arctic Slope Community Foundation | SNAPP Program
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