Key Considerations to Evaluate the Severity of Deficiencies in Direct Controls

1.
Gather the Facts

2.
Consider the
Potential
Misstatement

3.
Compensating
Controls

4.
Conclude

1a.
What is the nature and cause
of the deficiency?

2a.
Are there risk factors that
indicate a reasonable possibility
that the deficiency could result in
a misstatement?

3a.
Would management’s controls
have identified a material
misstatement?

4a.
Are there conditions
that indicate the deficiency
is a material
weakness?

4b.
Are there other deficiencies
that in the aggregate
represent a material
weakness?

1b.
Are any of the indicators of a
material weakness present?
Assess the
Magnitude of
the Potential
Misstatement
That Is
Reasonably
Possible to
Occur
For Future
Periods
For Current Period

2b.
Is it reasonably possible that a
material misstatement could have
occurred during the period that the
deficiency existed?

2c.
Is it reasonably possible that a
material misstatement could occur in
future periods?

4c.
What would the view of a
prudent official be?

4d.
Conclude and document
considerations and the basis
for the significant
judgments.
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