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About Us
The Environmental Finance Center Network (EFCN) is a university- and non-profit-based 
organization creating innovative solutions to the difficult how-to-pay issues of environmental 
protection and water infrastructure. 

The EFCN works collectively and as individual centers to address these issues across the 
entire U.S, including the 5 territories and the Navajo Nation. The EFCN aims to assist public 
and private sectors through training, direct professional assistance, production of durable 
resources, and innovative policy ideas.



Financial Audit Basics



What is a Financial Audit?
Is:

• Review of financial controls
• Accuracy Test on Financial Statements
• Compliance Check
• Independent Review

Is Not:
• Fraud Detection
• Punitive

A.K.A - Financial Statements, Annual Comprehensive Financial Report (ACFR) 



Why Complete a Financial Audit?

• Because I said so
• Some programs/states require 

• Clean & verified financial info for underwriting



Results of a Financial Audit

• Auditor’s Opinion
• Unmodified (Clean)

• Qualified

• Adverse

• Disclaimer

• Management Discussion & Analysis (optional)

• Financial Statements

• Notes on Financial Statements

• Required Supplementary Information

• Management letter



Audit Opinion Example



Audit Opinion Example



Audit Opinion Example



Governmental Accounting Basics



Governmental Accounting - Basics
Governmental accounting is simply the set of 
rules and methods that government-run 
utilities — like your water or sewer district — 
use to track money.
 
Unlike a private business, your utility is 
accountable not just to owners, but to 
taxpayers, ratepayers, and regulators.

34 GASB 34 — Basic 
Financial Statements

The foundational standard. 
Requires full accrual accounting 
for enterprise funds and 
mandates all three core financial 
statements. Most utilities fall 
under this.



Governmental vs Business Accounting
Government Utility Private Business

Primary goal Provide public service Generate profit

Accounting rules GASB (Governmental Accounting 
Standards Board)

FASB (Financial Accounting Standards 
Board)

Accountability to Public, ratepayers, state agencies Shareholders, investors

Budget Legally required Internal management tool

Financial reporting Public record, often state-filed Private or SEC-regulated



Fund Accounting - Basics

Government utilities often keep different "funds" — think of them as separate bank accounts with their own rules.

General Fund

Day-to-day operations: salaries, utilities, routine 
supplies. The most common fund for small utilities.

Enterprise Fund

Used when a utility charges fees for services (like 
water bills). Runs like a business within government.

Capital Projects Fund

Money set aside for big construction or equipment 
purchases — not routine expenses.

Debt Service Fund

Reserved exclusively for paying back loans and 
bonds. Must not be commingled with operating 
funds.



Basics of Accounting – Cash vs Accrual

How you record transactions determines what your financial statements show.

Cash Basis
Record when money changes hands.

• Simpler to maintain
• May miss upcoming bills or receivables
• Can give a misleading picture of financial 

health
• Less acceptable for audit and state 

reporting

Accrual Basis ✓ Required
Record when earned or incurred, not when paid.

• Required under GASB for Enterprise Funds
• Matches revenues to the period they relate to
• Includes assets and depreciation
• Captures accounts receivable and payable
• Gives auditors and lenders the full picture



Basics of Accounting- Using Cash Basis
Cash basis or modified cash basis can be used, but will not be GAAP compliant

Disclosure in Audit Opinion
Example:



Cash basis or modified cash 
basis can be used, but will not 
be GAAP compliant

Basics of Accounting- Using Cash Basis



Basics of Accounting- Using Cash Basis

Cash basis or modified cash 
basis can be used, but will not 
be GAAP compliant



Basics of Accounting – Accrual

Record when earned or incurred, not when paid

Revenues – when earned
• When service is provided by you

• Ex: Utility provides user water for month 
of May

• Bill is sent out in June
• May Entry: 

• Debit Accounts Receivable, Credit 
Revenue

• When Paid:
• Debit Cash, Credit Accounts Receivable

Expenses – when incurred
• When service is provided to you 

• Ex: Water line construction in July
• Revenue recorded for time of water given (from 

last bill through end of current billing period)
• July entry:

• Debit Construction Expense, Credit Accounts 
Payable

• When Paid:
• Debit Accounts Payable, Credit Cash



Basics of Accounting – Accrual Assets

Current Assets
Accounts Receivable
• Customer accounts that received service, 

not yet paid
• Water Bills

Inventory
• Short term goods you use/consume within 

a normal operating cycle
• Chemicals
• Water Meters

Long Term Assets
Capital Assets
• Long term usage, used in operations to 

produce income. Not intended for resale
• Distribution Lines
• Pump Trucks

• You can set capitalization threshold to record 
what makes up capital asset vs recording it as 
an expense

Accumulated Depreciation
• Capital assets lose value over time



Capital Assets and Depreciation

Capital Assets
Long-lived items you own – they last more 
than one year and cost more than your own 
capitalization threshold

• Recorded at cost
• Includes all normal expenditures to bring 

asset to a location and condition for its 
intended use

• Ex: Installation, assembly, freight costs 
added to purchase price

• Each asset should be identifiable

Required to track 
these for SRF loans!



Basics of Accounting- Accrual



Capital Assets and Depreciation

Depreciation
Wearing out of capital assets over its useful life
• No required method, only that it is “systematic, rational, consistently applied”
• Determine depreciation base as Asset Cost – Salvage Value
• Useful life not rigid but has general industry standards. Management decides useful life

Ways to calculate Depreciation
• Straight Line Method (equal each year)
• Declining Balance (Book value X depreciation rate)
• Double Declining Balance (2 X (1 over Useful Life))
• Units of Production

Link to article: VBB An Appreciation for Depreciation

https://www.vtbondbank.org/index.php/resource/appreciation-depreciation


Basics of Accounting – Accrual Liabilities

Current Liabilities
Accounts Payable
• Goods or services received, not yet paid

• New pipe construction, bill from contractor 
entered into system but not paid

Unearned Revenue
• Money received for not delivering anything – 

yet
• Prepaid expenses (rent, leased equipment, 

insurance coverage)

Current Portion of Long-Term Debt
• Debt to be paid within one year
• Not for Line of Credit

Noncurrent Liabilities
Long Term Debt
• Debt owed less current portion
• Track individually, grouped on financial statements

Leases
• Terms greater than one year



Basics of Accounting- Accrual



Being Audited



Audit Timeline

1

Planning &
Engagement

Before fieldwork

Auditor sends engagement 
letter, prior-year findings 
reviewed, risk areas 
identified, PBC list issued.

Planning & Engagement

2

Fieldwork
Preparation

Before fieldwork

You gather records, close 
the books, prepare 
schedules, and respond to 
the preliminary document 
request.

Fieldwork Preparation

3

On-Site
Fieldwork

1–2 weeks on-site

Auditor conducts testing: 
walkthroughs, vouching, 
confirmations. Staff answer 
questions and provide 
documents.

On-Site Fieldwork

4

Review &
Draft Report

Post-fieldwork

Auditor compiles findings, 
drafts the report. You 
review the draft, respond to 
findings, and correct errors.

Review & Draft Report

5

Final Report
& Follow-Up

After draft approved

Final report issued. Board 
reviews. You implement 
corrective action plans and 
track resolution of findings.

Final Report & Follow-Up



Audit Steps – Planning

What Happens in This Phase

1 Engagement letter issued
The auditor formally confirms scope, timeline, fees, and 
responsibilities

2 Prior-year review
Auditor reviews last year's report, prior findings, and any 
management letter items to identify recurring risk areas

3 Risk assessment
Auditor identifies which areas of your financials pose the 
highest risk of material misstatement

4 PBC list sent to you

PBC = "Prepared By Client." This is your document request 
list — the records the auditor needs before fieldwork begins

What You Should Do Right Now

• Sign and return the engagement letter
• Assign one staff member as the auditor's primary 

contact
• Review last year's findings — start correcting 

any that are still open
• When the PBC list arrives, read it carefully and 

ask questions
• Begin closing the books if your fiscal year has 

ended
• Alert the auditor early to any known issues, 

errors, or unusual transaction



Audit Steps – Fieldwork Prep

PBC = "Prepared By Client"  —  A list of documents and schedules the auditor 
needs you to produce before or during fieldwork. Think of it as an assignment sheet. 
Every item left blank = extra time and questions from your auditor.

• Bank Statements and reconciliations
• Final Trial Balance
• Prior Year Trial Balance for comparison
• All adjusting journal entries
• Capital Asset List
• A/R aging report
• Rate Schedule

• Copies of debt agreements
• Copies of grant agreements
• List of all employees and board 

members
• Board meeting minutes
• Policies and Procedures handbook



Audit Steps – Onsite Fieldwork

Day 1
Opening meeting, introductions, 
auditor sets up workspace, requests 
any outstanding items

Days 1–2
Walkthroughs of key processes — 
auditor traces transactions from start to 
finish, asks staff to explain procedures

Make primary contact available 
throughout fieldwork, and grant access to 
other staff as requested. Ensure all staff 
(even chief operator) are aware the audit 
is ongoing.

This is where written policies and procedures 
come in handy. Provided ahead of time, written 
procedures can reduce onsite burden for staff.

• Walkthroughs go over every process



Audit Steps– Onsite Fieldwork

Days 2–4
Substantive testing — vouching 
transactions, confirming bank balances, 
recomputing depreciation, reviewing grants

Auditors will pull a sample set of transactions for the 
area to be tested, from reports you will provide. They 
then trace that transaction through your records to 
confirm what your financial statements say 
happened.

Example 1: Cash Handling

• Cash reconciliation for every account, checking for timeliness 
of completion, reviewed and approved by second qualified 
person, completed timely.

• Trace outstanding checks and deposits to subsequent bank 
statements to confirm they are real

Example 2: Utility Billing

• Cash reconciliation for every account, checking for 
timeliness of completion, reviewed and approved by second 
qualified person, completed timely.

• Trace outstanding checks and deposits to subsequent bank 
statements to confirm they are real



Audit Assertions



What do Auditors Test?
Audit Assertions – the implicit claims management makes when presenting financial statements

Existence /
Occurrence

Assets/liabilities exist; 
transactions happened

Completeness

All transactions that should be 
recorded are recorded

Accuracy /
Valuation

Amounts are recorded at correct 
values

Cutoff

Transactions are in the correct 
reporting period

Classification

Items are recorded in the proper 
accounts

Rights &
Obligations

Entity owns assets and is 
responsible for liabilities



Audit Assertions in Action
Cash & Bank Reconciliations

Existence

Bank confirmation letters verify the 
balance exists at year-end.

Completeness

Reconciliation is scanned for old 
outstanding checks that may be 
unrecorded liabilities.

Cutoff

Deposits in transit and outstanding 
checks are traced to confirm they belong 
in the correct period.

Capital Assets (Pipes, Pumps, 
Equipment)

Existence

Auditor physically inspects a sample of 
assets listed on the capital asset 
schedule.

Valuation

Depreciation calculations are 
recomputed; useful-life estimates are 
reviewed.

Completeness

Additions and disposals during the year 
are traced to supporting invoices or 
disposal records.

Accounts Payable & Debt

Completeness

Invoices received after year-end are 
reviewed to find unrecorded payables 
("search for unrecorded liabilities").

Valuation

Debt balances are confirmed directly with 
lenders; accrued interest is recalculated.

Classification

Amounts are checked to ensure current vs. long-
term portions of debt are correctly split.



Audit Steps – Review Draft Report

4

Review & Draft Report
Post-fieldwork

Auditor compiles findings, 
drafts the report. You review 
the draft, respond to 
findings, and correct errors.

5

Statement of Net 
Position
(Balance Sheet)

What you OWN vs. what 
you OWE

Assets − Liabilities = Net 
Position
Lists infrastructure, 
equipment, cash, and all 
debts at a point in time.

Statement of 
Revenues, Expenses & 
Changes
(Income Statement)

Money IN vs. money 
OUT

Shows if you operated at 
a surplus or deficit over 
the year. Includes rate 
revenues, grants, 
operating costs, and 
depreciation.

Statement of Cash 
Flows
(Where did the cash go?)

Actual cash movement

Even a profitable utility 
can run out of cash. This 
statement tracks cash 
from operations, 
investments, and 
financing activities.

Will receive draft financial statements that includes audit report, 
as well as draft letter of findings & recommendations 



Audit Steps– Final Report

Final Report & Follow-Up
After draft approved

Final report issued. Board reviews. You implement corrective 
action plans and track resolution of findings.
Your response to findings will be included in the final report.



Internal Controls 
and 

How to Implement Them



Internal Controls

4 5

The policies, procedures, and practices that safeguard 
assets, ensure accurate financial reporting, and promote 
operational efficiency.

Audits are not designed to catch fraud, but 
internal controls prevent fraud and can lead 

to catching fraud.

If it isn't written down, it isn't a control.



Internal Controls - Framework

4 5

COSO Framework

1 Control Environment The tone set by leadership — ethics, integrity, and accountability

2 Risk Assessment Identifying what could go wrong financially or operationally

3 Control Activities Specific procedures: approvals, reconciliations, segregation of duties, safeguards

4 Information & Communication Ensuring the right people receive the right financial information at the right time

5 Monitoring Ongoing review to confirm controls are working and updated as conditions change



Internal Controls– Framework 



Internal Controls – Segregation of Duties

Initiate Approve Recording Reconciliation

Ideal: Four separate functions handled by different people

The Reality for Small Systems
Most small water systems have one or two financial staff making full segregation impossible. This is the #1 
internal control weakness found in small utility audits.

The Solution: Compensating Controls
Auditors don't expect perfection but will expect compensating controls. Board and management oversight must 
actively fill the gap left by limited staffing.



Internal Controls– Common Weaknesses 
Common weaknesses fall under a few general categories, which can be applied to every 
transaction type.

One person handles all cash functions — receiving, depositing, recording, and reconciling

Bank reconciliations not performed timely or reviewed by a second person

No independent review of payroll before checks or direct deposits are released

Board members sign blank checks or pre-sign checks for convenience

No formal, written approval thresholds for purchases or contracts

Billing adjustments and write-offs lack documentation or supervisor approval

No capital asset listing — equipment not tracked or inventoried

No documented financial policies

Board oversight is passive — financials accepted without substantive review



Internal Controls – How to Implement

Timesheet approval

Supervisor initials and dates timesheets before 
payroll is processed

Approval stamp on every invoice

Initialed and dated by the approver before the 
check is cut

Bank reconciliation review
Prepared by one person, independently 
reviewed by board treasurer or external 
bookkeeper

Approve all billing adjustments
Every credit, adjustment, or write-off requires 
supervisor or board approval above a 
threshold

Notice a pattern?



Internal Controls – Document

Financial Policies & Procedures 
Manual:

Covers cash handling, purchasing, payroll, billing, and capital 
assets — board-approved and reviewed annually

Written Approval Thresholds: Everyone knows exactly what dollar level requires what level 
of authorization

Job Descriptions with Financial 
Duties:

Define responsibilities and authority clearly for all staff with 
financial roles

Forms and Checklists: Deposit logs, reconciliation sign-off sheets, and approval 
stamps create the audit trail

Code of Ethics / Conflict of Interest: Signed annually by board members and key staff — 
demonstrates tone at the top



Findings & Solutions



Findings of an Audit

• Auditors required to report in the Schedule of Findings and Questioned Costs

• Findings vary in severity, depending on compliance requirement
• Significant deficiencies

• Ex: Delayed bank reconciliations – control exists but not timely, errors can go unnoticed temporarily

• Material Weaknesses

• Ex: No system to track expenses by grant – can lead to material noncompliance and incorrect 
reporting on SEFA

• Goal is to identify solutions to problems

• Auditee creates corrective action plan for any findings



Findings of an Audit



Findings of an Audit



Audit Findings– Material Weakness

Highlight: Balances were not correct, 
needed adjusting in a material manner.

“Department’s financial reporting 
systems did not prevent, detect, or 
correct potential misstatements…a 
strong indicator of a material weakness 
in internal controls…”



Single Audit Components



What is a Single Audit?

• Focus is compliance

• Trigger - $1,000,000 of federally-reimbursable expenses incurred in the 
borrower's fiscal year

• Accrual basis accounting, expensed = incurred

• Incorporates “Entire Operations of Auditee”

• Preparation is like Financial Audit

Legal Basis: The Single Audit Act (1984, amended 1996) and OMB Uniform Guidance (2 CFR Part 200) require 
any entity that spends $1,000,000+ in federal awards in a year to undergo a combined audit of both their financial 

statements AND their federal program compliance.

A Single Audit is not just a bigger financial audit — it has a distinct legal basis, scope, and set of deliverables.



Single Audit - Scope & Standards

General info:

• Frequency

• Auditee (you) responsibilities

• Auditor selection

• Financial Statements/SEFA

• Findings

• Report submission

Federal Regulation: 2 CFR Part 200 Subpart F

Audit Specific:

• Financial Statements/SEFA

• Internal Control

• Compliance supplement guides auditors

• Major Program can affect this

• Compliance

• Follow-up of prior audit findings



Single Audit- Compliance Statement
Compliance Supplement guides auditors
• https://www.ecfr.gov/current/title-2/subtitle-A/chapter-II/part-200/subpart-F 
• https://www.fac.gov/assets/compliance/2025-Compliance-Supplement.pdf 
• Compliance means federal statutes, regulations, and terms and conditions of federal 

awards are met
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Compliance Testing & 
Internal Controls



Single Audit- Compliance

• Compliance Supplement tells auditors what to 
test for

• A big checklist for auditors
• Not everything checked

• Auditors plan testing to “support a low level of 
control risk”

• Testing of internal controls over this 
compliance as well as transaction testing



Single Audit - Compliance

• Federal awards have rules to follow specific 
to that award
• Federal Statutes
• Federal Regulations
• Terms & Conditions of Federal awards

• Compliance seen as met/not met



Single Audit - Internal Control

Ties to compliance:

• Controls tested in each compliance area

What Auditors Test for Each Major Program

Allowable costs

Are expenditures 
charged to the grant 
permitted under the 
award agreement and 
2 CFR 200?

Procurement

Were competitive bids 
obtained? Were 
debarred vendors 
excluded? Were 
purchases within the 
grant scope?

Reporting

Were financial and 
performance reports 
submitted on time and 
accurately to the 
federal agency?

Cash 
management

Were federal draws 
timed to actual need 
— not drawn in 
advance and sitting 
idle?

Matching 
requirements

If a match was 
required, was the non-
federal share properly 
documented and 
actually expended?



SEFA not CIFA



Single Audit- SEFA
• Prepared by auditee

• Auditors can assist/prepare on your behalf if 
both parties agree

• Separate from standard Financial 
Statements

• List by Assistance Listing Numbers/CFDA 
(old term)

• Based on expenditures



Single Audit- SEFA
  Common SEFA Errors

• Missing a federal award entirely — especially newer or smaller 
grants

• Wrong CFDA number — causes misidentification of the program
• Expenditures don't agree to the general ledger
• Omitting the outstanding loan balance



Every state is different. 
It depends.

What is the correct answer to 
any SRF question?



Looking for in-depth Financial Management training?
Located in New England?

• May 28-29, 2026, at University of Southern Maine, Portland Maine
• Free to attend. You pay for travel, meals, and lodging
• 1.5-day training; 10.75 WW TCHs in ME
• Registration link: https://efcnetwork.org/event/me-training-financial-management-for-water-and-

wastewater-utilities/ 

In-Person Training

Located in the Mountain West?

• June 24-25, 2026, at Laramie County Community College, Cheyenne, WY
• Free to attend. You pay for travel, meals, and lodging
• 2 full day training; 13 TCHs in WY
• Registration Link: https://efcnetwork.org/event/wy-in-person-training-financial-management-for-

water-and-wastewater-utilities/ 
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Bob Fitch
• Director of Finance & Operations
• Former Financial Manager with the State of 

Vermont’s SRF programs

• Former staff auditor for a local firm serving 
municipalities

• fitch@quantifiedventures.com 

Quantified Ventures
https://www.quantifiedventures.com/our-team   
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Ashley Lucht
• Community Finance Team
• Former Director of Capital Planning at the 

Vermont Municipal Bond Bank 

• Former DWSRF Project Manager for the 
State of Vermont

• Lucht@quantifiedventures.com 

Quantified Ventures
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