[CPA Firm Name]
Certified Public Accountants
[Street Address] · [City, State ZIP] · [Phone] · [Email]
[Drafting note, delete before use: Draft for professional judgment. Tailor it to the engagement and to your firm’s methodology, and have legal counsel review it where needed, especially any fee, liability, records or dispute wording. It is not legal advice and does not by itself show compliance with professional standards.]
A management letter carries observations that do not rise to a significant deficiency or a material weakness, so AU-C 265 does not require it in writing, and it is separate from the required written communication of significant deficiencies and material weaknesses. Keep both in view when you draft: if an observation, alone or with others, could be a significant deficiency or material weakness, evaluate it under AU-C 265 first. Edit every comment to what you actually saw, quantify it where you can, say how much you tested, and give management an owner and a date.
How to word a comment
1. Condition: what you found, in facts, with the number of items tested and the number of exceptions.
1. Criteria: the policy, law or leading practice it was measured against. Skip it if it adds nothing.
1. Cause and effect: why it happened and what could go wrong, in terms the board understands.
1. Recommendation: a specific action, who should own it and by when. Avoid “consider strengthening controls”.
1. Management’s response: leave a row for it, and say if management chose not to act.
Financial close and reporting
	Observation (condition)
	Why it matters (risk)
	Suggested recommendation

	Account reconciliations for [accounts] were not prepared or reviewed on a timely basis; [N] of [N] tested were more than [X] days late.
	Errors may not be found until year end and may be larger and harder to trace.
	Reconcile [accounts] within [N] business days of month-end, have someone other than the preparer review and sign, and keep a close checklist with sign-offs.

	Journal entries, including [manual / top-side] entries, were posted without evidence of independent approval.
	Unauthorized or incorrect entries could be posted without detection and used to misstate results.
	Require approval of manual entries above $[Amount] by someone who is not the preparer, and have someone review a listing of entries posted by senior staff each month.

	The Company does not prepare its own financial statements, including the notes, and relies on us for it. [Describe if this applies to a nonattest service.]
	The Company may not have the expertise to take responsibility for the statements it publishes.
	Designate a person with suitable skill, knowledge and experience to review and accept responsibility for the statements, or hire help for this.

	The Company did not have a documented process for identifying and accounting for [new accounting standards, e.g. leases or credit losses].
	Standards may be adopted late or incorrectly.
	Assign someone to monitor standards, evaluate their effect and document the conclusions before the adoption date.



Cash and disbursements
	Observation (condition)
	Why it matters (risk)
	Suggested recommendation

	Bank statements are reconciled by an employee who also [records cash receipts / signs checks / has custody of cash].
	One person can conceal errors or theft.
	Have an independent person reconcile, or review each reconciliation and bank statements, monthly. If staffing is too small, have the owner review the statements directly.

	Check stock or the signature stamp is not kept securely, or checks were signed before payee and amount were filled in.
	Checks could be misused.
	Lock check stock and signature stamps, and prohibit signing blank checks.

	Vendor master file changes (including bank details) are not independently reviewed or confirmed by callback.
	Fraudulent changes could divert payments, including through business email compromise.
	Confirm bank detail changes with a known contact by phone, restrict who can change the file, and review a change report each month.

	Credit card statements for [employees / owners] were paid without support or a business purpose noted for [N] of [N] tested items.
	Personal or unsupported spending could be paid and treated as a business expense.
	Require receipts and a business purpose, have a manager approve each statement and set a card policy.



Receivables and revenue
	Observation (condition)
	Why it matters (risk)
	Suggested recommendation

	Receivables over [N] days totaled $[Amount] ([N]% of the balance), and the Company has no formal process to review collectability or to approve write-offs.
	Receivables may be overstated, and write-offs hide unusual activity.
	Review the aging monthly, approve write-offs and credit memos, and document the basis for the allowance (ASC 326).

	Credit memos and adjustments are entered by the same person who records cash receipts, and are not reviewed.
	Cash received could be diverted and concealed with credit memos.
	Separate those duties, or review a credit memo report each month.

	Revenue contracts were not reviewed for the timing of revenue recognition; [N] contracts tested had [multiple obligations / variable consideration] but were recognized [at one time].
	Revenue may be recorded in the wrong period.
	Document the ASC 606 analysis for each type of contract, and re-evaluate when terms change.



Inventory, fixed assets and leases
	Observation (condition)
	Why it matters (risk)
	Suggested recommendation

	The Company does not take a physical inventory at least once a year, and perpetual records differed from our test counts by [N] of [N] items.
	Inventory and cost of sales may be misstated.
	Count at least annually, investigate and correct differences, and cycle-count high-value or fast-moving items.

	Inventory costs were not reviewed for lower of cost and net realizable value; [N] items were carried above their selling price.
	Inventory may be overstated.
	Review slow-moving and obsolete items quarterly and adjust cost where required (ASC 330).

	The fixed asset register does not agree to the general ledger, and [N] disposed assets were still listed.
	Depreciation and gain or loss on disposals may be wrong, and assets may be unrecorded.
	Reconcile the register to the ledger each quarter, count the assets annually and record disposals when they happen.

	The Company has not completed an evaluation of its contracts for embedded or operating leases, or its right-of-use asset and liability calculations are not reviewed.
	Lease balances may be misstated.
	Maintain a lease schedule, review it when leases change and have someone review the calculations (ASC 842).



Payroll and employees
	Observation (condition)
	Why it matters (risk)
	Suggested recommendation

	Changes to pay rates and new hires in the payroll system are not reviewed by someone who does not process payroll.
	Unauthorized changes or ghost employees may go undetected.
	Have the owner or HR review a payroll change report and a payroll register each period.

	Payroll tax deposits and filings were [late / not reconciled to the general ledger] for [quarters].
	Penalties and interest accrue, and liabilities may be misstated.
	Reconcile payroll tax liabilities to filed returns each quarter, and set reminders.

	Workers were classified as independent contractors without a documented analysis, and Forms 1099 were not collected for all vendors.
	Misclassification could create tax exposure.
	Review classifications, collect Forms W-9 before the first payment and file Forms 1099 on time.



Information technology
	Observation (condition)
	Why it matters (risk)
	Suggested recommendation

	User access to [accounting system] is not reviewed, and [N] former employees still had active accounts.
	Former staff or unauthorized users could change or view records.
	Review user access at least annually and remove access when staff leave. Restrict administrator rights.

	The Company does not test backups of its accounting data, or does not keep a copy outside its main system.
	Data could be lost in a ransomware or system failure.
	Back up daily, keep a copy offline or in another location and test restoring from it at least annually.

	Staff share user IDs, or multifactor authentication is not used for [accounting system / online banking / email].
	Actions cannot be traced to a person, and accounts are exposed to takeover.
	Use individual IDs and turn on multifactor authentication for financial systems and email.



Governance, tax and compliance
	Observation (condition)
	Why it matters (risk)
	Suggested recommendation

	The Company does not have a written conflict of interest or related party policy, and transactions with [related parties] were not approved by [the board].
	Related party transactions might not be at arm’s length or fully disclosed.
	Adopt a policy, collect annual questionnaires from officers and directors, and have the board approve transactions.

	The Company has not evaluated its sales tax obligations in states where it has [employees / inventory / economic activity] since the Wayfair decision.
	It may owe unfiled sales tax, penalties and interest.
	Evaluate nexus in each state, register where required and consider voluntary disclosure agreements for past periods.

	Minutes of the board [and committees] were not kept or approved for [periods].
	Authorization of significant transactions cannot be evidenced.
	Keep minutes for every meeting, approve them at the next meeting and keep a file.

	[Nonprofit: Donor restrictions, grant terms and the use of restricted funds are not tracked by fund.]
	Restricted funds could be spent in a way the donor did not allow.
	Track restricted gifts and releases in the accounting system, and report to the board on the use of restricted funds.
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Free template from CORAA (coraa.ai/us/templates). Draft for professional judgment: adapt it to the engagement and your firm’s methodology, have legal counsel review where needed, and check it against current AICPA, FASB and other applicable requirements before use.
