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INTERNAL CONTROL OVER FINANCIAL REPORTING 



 
 
 
05-1 Financial Reporting 

 
Employment Security Commission 

The Comptroller General’s STARS Policies and Procedures Manual (STARS Manual) 
Section 2.1.7.20 states that agencies with federal subfunds are required to perform monthly 
reconciliations between the State’s Comptroller General (CG) CSA 467CM report (Trial 
Balance by Subfund, Project and GLA) and the agency’s records for each project and phase 
code. 
 

The complexity of the Employment Security Commission’s (the “Commission”) 
accounting system has prevented them from implementing a process to efficiently and 
effectively meet the requirements of the STARS Manual.  As a result, there is no process in 
place to detect and identify variances between the amounts recorded in the Commission’s 
general ledger and the Comptroller General’s accounting records (STARS).  A similar 
comment was included in our five prior reports. 
 

We again recommend the Commission work with the Comptroller General to develop a 
process to prepare monthly reconciliations of agency accounting records to the CSA 467CM 
report in a timely manner.  The reconciliation should be documented in writing, in an easily 
understandable format with all supporting working papers maintained for audit purposes 
including the signatures of the preparer and independent reviewer and the dates of preparation 
and review.  The reconciliation of parallel accounting systems assures that transactions are 
accurately processed by both the agency and the Comptroller General, strengthens the 
internal accounting controls for both the agency and the State, and assures proper 
classification of transactions presented in the State’s financial statements. 
 
05-2 Financial Reporting 
 
Department of Natural Resources 

The Comptroller General’s STARS Policies and Procedures Manual (STARS Manual) 
Section 2.1.7.20 states that agencies with federal subfunds are required to perform monthly 
reconciliations between the State’s Comptroller General (the “CG”) CSA 467CM report (Trial 
Balance by Subfund, Project and GLA) and the agency’s records for each project and phase 
code. 
 

During our audit, we determined that the Department of Natural Resources (the 
“Department”) had not performed  the reconciliation of its records for each project and phase 
code to the CSA 467CM report.  This reconciliation process provides management with 
assurance that transactions are accurately recorded in the accounting records of both the 
agency and the State.  In addition, monthly reconciliations help to ensure timely identication 
and correction of  errors and irregularities. 
 

We recommend that the Department take appropriate action to ensure timely 
reconciliation of its Federal subfunds.  These reconciliations should be documented in writing, 
in an easily understandable format with all supporting working papers maintained for audit 
purposes including the signatures of the preparer and independent reviewer and the dates of 
preparation and review.  The reconciliation of parallel accounting systems assures that 
transactions are accurately processed by both the agency and the CG, strengthens the internal 
accounting controls for both the agency and the State, and assures proper classification of 
transactions presented in the State’s financial statements. 
 
 

 
 
 
 
 
 
 
 

-3- 

 



 
 
 
05-3 Federal Reporting 
 
Department of Social Services 
 Sound accounting practices require that records used to report federal expenditures and 
awards be reconciled to the agency’s general ledger detail.  Further, effective internal controls 
require that transactions be reviewed and approved by someone independent of document 
preparation. 
 
 During the course of our testwork, we noted certain matters related to the Department of 
Social Services’ (the “Department”) federal reporting process that could have impacted our 
financial statement audit.  For the fiscal year-ended June 30, 2005 and through the date of our 
testwork, the Department had not reconciled the of Schedule of Federal Financial Assistance 
(SFFA) to the General Ledger (GAFRS).  When this reconciliation was prepared by 
management subsequent to year-end, a discrepancy was identified in the deferred revenue 
balance.  A similar comment was included in the prior year’s report. 
 

We recommend the Department establish written procedures to ensure that amounts 
reported on the SFFA are adequately supported by accounting records.  Furthermore, we 
recommend the Department develop procedures to ensure that the SFFA is timely reconciled 
to the GAFRS system.   
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SUMMARY OF PRIOR FINDINGS 
 

During the current engagement, we reviewed the status of corrective action taken on the 
findings in the prior report on compliance and on internal control over financial reporting at the 
basic financial statement level, dated December 10, 2004 to determine if the conditions still 
existed.  Based on our audit procedures we determined that adequate corrective action for the 
Financial Reporting deficiency at the Employment Security Commission and the Federal 
Reporting deficiency at the Department of Social Services had not been corrected.  We have 
repeated our comments in finding 05-1 and 05-3, respectively, of this report. 
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MANAGEMENT’S RESPONSE 











 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
23 copies of this document were published at an estimated printing cost of $1.40 each, and a 
total printing cost of $32.20.  Section 1-11-125 of the South Carolina Code of Laws, as 
amended requires this information on printing costs be added to the document. 
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	    Department of Social Services 4
	Internal Control over Financial Reporting
	In planning and performing our audit, we considered the State of South Carolina’s internal control over financial reporting in order to determine our auditing procedures for the purpose of expressing our opinions on the financial statements and not to provide an opinion on the internal control over financial reporting.  However, we noted certain matters involving the internal control over financial reporting and its operation that we consider to be reportable conditions.  Reportable conditions involve matters coming to our attention relating to significant deficiencies in the design or operation of the internal control over financial reporting that, in our judgment, could adversely affect the State of South Carolina’s ability to initiate, record, process, and report financial data consistent with the assertions of management in the financial statements.  Reportable conditions are described in the accompanying schedule of findings and responses as items 05-1, 05-2 and 05-3.
	 
	A material weakness is a reportable condition in which the design or operation of one or more of the internal control components does not reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts that would be material in relation to the financial statements being audited may occur and not be detected within a timely period by employees in the normal course of performing their assigned functions.  Our consideration of the internal control over financial reporting would not necessarily disclose all matters in the internal control that might be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that are also considered to be material weaknesses.  However, we believe that none of the reportable conditions described above is a material weakness.
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