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610 – Overview of Using the Work of Others 
.01 In many financial statement audits, the auditor uses the work and reports of other auditors and specialists. Other auditors may include independent public accounting (IPA) firms, inspectors general (IG), state auditors, and internal auditors. Specialists may include statisticians, actuaries, economists, and information technology professionals.  
.02 U.S. Government Accountability Office (GAO) and Council of the Inspectors General on Integrity and Efficiency’s (CIGIE) Financial Audit Manual (FAM) 600 provides guidance to auditors on designing and performing oversight and other procedures when using the work of others as follows:
· evaluating the objectivity and competence of other auditors or specialists (FAM 615), 

· using the work of an auditor’s specialist (FAM 620),
· using the work of a management’s specialist (FAM 625),
· audits of group financial statements and using the work of component auditors (FAM 630),
· entities using the work of a service organization (FAM 640),
· using the work of an internal auditor (FAM 645), and
· IG oversight of contracted IPAs (FAM 670).

.03 The auditor may contract with an IPA firm to perform the entire audit. FAM 670 provides guidance to IGs in designing procedures for the oversight on those engagements, and FAM 615 provides guidance on evaluating their objectivity and competence. 
.04 The auditor may contract with an IPA firm to perform parts of an audit. An auditor may find FAM 630, adapted as necessary in the circumstances, useful when that auditor involves other auditors (those with expertise in accounting or auditing) in the audit of financial statements that are not group financial statements. For example, an auditor may involve another auditor to observe the inventory count or inspect physical fixed assets at a remote location (AU-C 600.02). The auditor’s responsibilities for supervising other auditors who are essentially functioning as part of the engagement team are the same as those for supervising other engagement team members, as discussed in FAM 200. However, as outside auditors are not subject to a firm’s quality control procedures, the auditor should evaluate their objectivity and competence (see FAM 615).
615 – Evaluating the Objectivity and Competence of Other Auditors or Specialists

Overview

.05 FAM 600 discusses circumstances where an auditor may use or review the work of others. Regardless of the purpose for using the work of others, the auditor should evaluate whether the other auditors or specialists have the necessary objectivity and competence for the auditor’s purposes. This section provides guidance to assist the auditor in determining the procedures in evaluating the (1) objectivity and (2) competence of other auditors and specialists. Component auditors and service organization auditors should be independent in order for the auditor to use their work. The auditor should consider if the degree of objectivity is sufficient for the type of work that the specialists and internal auditors perform that the auditor will use. There are also specific procedures (as noted in the sections below) that may need to be performed by IPA firms, government auditors, internal or external auditors, or specialists. The chart below links the different FAM 600 sections to the applicable paragraphs of this section:

	Relevant FAM 600 section
	Objectivity
	Competence

	FAM 620 – Using the Work of an Auditor’s Specialist 
	FAM 615.03 through .06
	FAM 615.12 through .15; .17; and .24 through .28

	FAM 625 – Using the Work of a Management’s Specialist 
	FAM 615.03 and .07
	FAM 615.12 and .24

	FAM 630 – Group Audits & Using the Work of a Component Auditor 
	FAM 615.03 through .05; .08; and .11 
	FAM 615.12 through .15 and .18 through .23

	FAM 640 – Using the Work of Service Organization Auditors 
	FAM 615.03, .09, and .10
	FAM 615.12; .16; .19 through .21; and .29

	FAM 645 – Using the Work of Internal Auditors
	FAM 615.03 and .11
	FAM 615.12; .15; and .21 through .23

	FAM 670 – Oversight of Audits Performed by Contracted IPA Firms
	FAM 615.03 through .05
	FAM 615.13 through .14; .19 through .21; and .30


.06 When using the work of other auditors in situations not specifically addressed above, auditors may find guidance from the applicable AU-C sections and in this FAM section (FAM 615), adapted as necessary, useful when evaluating the objectivity and competence of the other auditors.

Evaluating the Other Auditors’ or Specialists’ Objectivity

.07 The credibility of auditing in the government sector is based on the auditor’s objectivity in discharging its professional responsibilities. Objectivity includes independence of mind and appearance when conducting engagements, maintaining an attitude of impartiality, having intellectual honesty, and being free of conflicts of interest. Maintaining objectivity includes continually assessing relationships with audited entities and other stakeholders in the context of the auditors’ responsibility to the public. The concepts of objectivity and independence are closely related. Independence impairments affect objectivity (see GAGAS (2018) 3.11). 
When using or reviewing the work of others, the auditor should evaluate whether the other auditors’ or specialists’ organizations, as well as the individual auditors or specialists, are objective (or independent, as applicable). Component auditors and service organization auditors should be independent in order for the auditor to use their work. There are also varying degrees of objectivity for evaluating specialists and internal auditors. If the auditor has previously evaluated the objectivity of the other auditors or specialists for another engagement, the auditor should update the previous evaluation. The nature and extent of evidence needed will depend on the significance of the other auditors’ or specialists’ work to the current audit objectives and the extent to which the auditor will use the work. The following procedures may be used in evaluating the objectivity of other auditors or specialists. In addition, auditors may refer to GAGAS as needed when making independence determinations (see GAGAS (2018) 3.17.).

.08 If the auditor engages the other auditors or specialists as a contractor, the auditor may use a contracting process that is part of its organization or a procurement function within the entity to be audited to evaluate independence and objectivity of other auditors or specialists. For example, the auditor could determine whether the firm selected made the following representations in the proposal: that it and the assigned engagement team

· are independent and objective with respect to the audited entity;

· will remain independent throughout the audit;

· will disclose any independence issues discovered; and

· will immediately notify the appropriate official(s) (such as the contracting officer’s representative (COR)) when considering submitting a proposal on any contracts involving the audited entity to permit evaluation of whether its auditors’ independence could be impaired.  

Firms may be asked to describe in their proposals all work, including nonaudit services, they have done for the audited entity in the last several years. See GAGAS (2018) 3.64 through 3.106. 
The auditor may wish to include in the statement of work (SOW) or request for proposal (RFP) that the government will determine whether a firm is independent for the purpose of performing an audit of financial statements of the federal entity. This avoids a potential dispute where, for example, the firm does substantial nonaudit work for the entity to be audited that the auditor views as a conflict. The technical evaluation panel may evaluate whether the nature and extent of nonaudit services or other factors cause an independence or objectivity issue, either in independence of mind or independence in appearance. 

.09 When the auditor does not participate in contracting for the other auditors or specialists, the auditor may obtain an overview of the contracting process to provide background in evaluating the objectivity of the other auditors or specialists, including 

· reading the SOW or RFP,  
· reviewing the proposal of the firm selected, and 

· understanding the evaluations of the panel that selects the firm.  

The auditor may determine whether the other auditors’ or specialists’ firm provided a representation as to objectivity (usually in its proposal). If the firm has not provided such a representation, the auditor may wish to obtain one from the firm. If the auditor is not familiar with the firm, the auditor can inquire of professional organizations, such as the American Institute of Certified Public Accountants (AICPA) or the Public Company Accounting Oversight Board (PCAOB), about the firm’s professional reputation and standing. The auditor may also consider whether the other auditors’ or specialists’ work is subject to technical performance standards or other professional or industry requirements (for example, specialists may be subject to ethical standards and other membership requirements of a professional body or industry association, accreditation standards of a licensing body, or requirements imposed by law or regulation (AU-C 620.A17)).
Additional Procedures to Perform in Evaluating Objectivity for Specific Types of Specialists and Auditors

Internal Specialists

.010 An auditor’s internal specialist may be a partner or staff member, including temporary staff member, of the auditor’s organization and therefore subject to the independence and/or objectivity quality control policies and procedures of that organization (AU-C 620.A12). In accordance with AU-C 220, auditors are entitled to rely on the organization’s system of quality control unless the auditor’s engagement partner determines that it is inappropriate to do so based on information provided by the other auditors’ or specialists’ firms or other parties. However, such reliance does not reduce the auditor’s responsibility to meet the requirements of AU-C 620 (AU-C 620.A13).
Management’s Specialists

.011 When evaluating the objectivity of a management’s specialist, the auditor may consider any controls within the entity over that specialist’s work as important factors with regard to the reliability of any information produced by a management's specialist (AU-C 500.A38). A broad range of circumstances may threaten objectivity, for example, self-interest threats, advocacy threats, familiarity threats, self-review threats, and intimidation threats. 

Although safeguards cannot eliminate all threats to the objectivity of a management’s specialist, some threats may be of less significance to a specialist engaged by the entity than to a specialist employed by the entity, and the effectiveness of safeguards such as quality control policies and procedures may be greater. Because the threat to objectivity created by being an employee of the entity will always be present, a specialist employed by the entity cannot ordinarily be regarded as being more likely to be objective than other employees of the entity (AU-C 500.A43).

When evaluating the objectivity of a management’s specialist engaged by the entity, it may be relevant to discuss with management and that specialist any interests and relationships that may create threats to the specialist’s objectivity and any applicable safeguards, including any professional requirements that apply to the specialist, and to evaluate whether the safeguards are adequate. Interests and relationships creating threats may include financial interests, business and personal relationships, and provision of other services (AU‑C 500.A44).
Component Auditors of a Group Audit
.012 In addition to evaluating whether a component auditor is independent and objective, the auditor (group engagement team) should obtain an understanding of whether a component auditor understands and will comply with the ethical requirements that are relevant to the group audit (AU-C 600.22 and see FAM 630). Such requirements may be different from or in addition to those applying to a component auditor when performing an audit in the component auditor’s jurisdiction. The auditor, therefore, obtains an understanding about the component auditor’s understanding of, and compliance with, the ethical requirements that are relevant to the group audit and whether these are sufficient to fulfill the component auditor’s responsibilities in the group audit. When the component auditor is not subject to the AICPA Code of Professional Conduct, the component auditor’s compliance with the ethics and independence requirements set forth in the International Federation of Accountants Code of Ethics for Professional Accountants is sufficient to fulfill the component auditor's ethical responsibilities in the group audit (AU-C 600.A46). 

The auditor should obtain written representations from the component auditor that to the best of their knowledge, the firm and the individual auditors doing the work have complied with ethical requirements relevant to the group audit, including independence (AU-C 600.42).
Service Organization Auditors

.013 When the auditor (the user auditor) is using a type 1 or type 2 report prepared by a service organization auditor (see FAM 640), the auditor should be satisfied regarding the service organization auditor’s independence from the service organization (AU-C 402.13). However, a service organization auditor need not be independent of the auditor (AU-C 402.A22).
.014 Independence can be determined by reviewing the service organization auditors’ report and determining if there is a statement in the report describing the service organization auditor’s independence. Unless evidence to the contrary comes to the auditor's attention, a service organization auditor's report implies that the service organization auditor and individual team members are independent of the service organization (AU-C 402.A22) and the auditor need not perform any additional procedures concerning independence. If there is no statement in the report describing the service organization auditor’s independence, the auditor should work with the entity under audit to assess the service organization auditor’s independence from the service organization using chapter 3 of GAGAS (2018) and FAM 615.03.
Government Auditors

.015 When using the work of government auditors, the auditor should also consider the guidance in GAGAS (2018) 3.52 through 3.58 in determining independence and objectivity. 
Evaluating Other Auditors’ or Specialists’ Competence

Overview

.016 After evaluating the other auditors’ or specialists’ objectivity (and independence, as appropriate), the auditor should evaluate their competence to perform the specific tasks required (AU-C 402.13, AU-C 500.08, AU-C 600.22, AU-C 610.13, and AU-C 620.09). This involves evaluating the competence of the other auditors’ or specialists’ firms as well as that of specific team members. Where the auditor has previously used the work of the same other auditors or specialists, the auditor generally should update the previous evaluation. 
Evaluating Other Auditors’ or Specialists’ Competence at the Organization/Firm Level
.017 If the auditor engages the other auditors or specialists as a contractor, the auditor generally should evaluate the other auditors’ or specialists’ firms’ qualifications through the contracting process, usually by using a technical evaluation panel for selecting a qualified firm. A firm may submit résumés for its key team members, demonstrate why its team is qualified to do the work, and submit its plan for performing the work. 
Audit firms should submit their latest peer review report (GAGAS (2018) 5.80), letter of comments, and response to the peer review report (see FAM 615.26 for auditors or specialists who do not have peer review report).
 The firm should also agree to submit updated peer review reports during the period of the contract. To comply with GAGAS, a firm must have had an external peer review within the last 3 years (see GAGAS (2018) 5.84).
 
An IPA firm may also be asked to submit its latest public inspection report that the PCAOB prepared, but these reports pertain to audits of publicly traded companies and related quality controls. However, to the extent that they raise issues about quality controls or methodology, they may be applicable to audits of entities.
 

.018 Where the auditor did not participate in the contracting process for the other auditors or specialists, the auditor should determine how the qualifications of a firm were evaluated. For example, consider whether the technical evaluation panel or entity under audit review provided the following:

· Résumés of the key team members 

· The audit approach

· The peer review report and related letter of comments (if any)

· The firm’s response to the peer review report

The auditor should read the reviewed documents and conclude on competence (see FAM 615.19–.21).  

.019 For government internal or external auditors, the auditor should ask whether the audit organization had a peer review and the date of that review (see FAM 615.19–.20). IGs have peer reviews performed every 3 years by other IGs. Most state auditors also have peer reviews every 3 years. To comply with GAGAS, the audit organization should have a peer review performed by reviewers independent of the audit organization every 3 years (GAGAS (2018) 5.84).  

The auditor should read the peer review report, the letter of comments, and the audit organization’s response. 

.020 If using the work of a service organization auditor, the auditor should request from the entity under audit the service organization auditor’s most recent peer review report and any other written communication issued. The auditor should evaluate the reports (see FAM 615.19–.20) and work with the entity under audit if any additional information is needed to evaluate the competency of the service organization auditor’s firm. 

.021 If the auditor is using an internal specialist (which may be a partner or staff member, including a temporary staff member, of the auditor’s organization), the internal specialist would be subject to the competence quality control policies and procedures of that organization (AU-C 620.A12). In accordance with AU-C 220, auditors are entitled to rely on the organization’s system of quality control unless the auditor’s engagement partner determines that it is inappropriate to do so based on information provided by firms or other parties. 
.022 For group audits, the auditor should obtain written representations from the component auditor that to the best of their knowledge the component auditor has complied with ethical requirements relevant to the group audit, including professional competence (AU-C 600.42).

Evaluation of Peer Review Reports

.023 Where the auditors’ or specialists’ firm has received a peer review rating of pass within the last 3 years, the auditor generally need not perform further review of the firm’s quality controls. However, the auditor may request and review letter of comments, if any, relating to the peer review.
.024 Where the other auditors’ or specialists’ firm receives a peer review or inspection report rating of pass with deficiencies or fail, the auditor should evaluate whether the quality control system has since been strengthened to allow the auditor to use the other auditors’ or specialists’ work. The auditor may review the firm’s action plan for improving quality controls and inspection results in determining whether quality controls have improved since the peer review. The auditor should evaluate the effect of remaining weaknesses in determining the nature and extent of procedures to be performed. 
Evaluating Other Auditors’ or Specialists’ Competence at the Individual Team Member Level
.025 In addition to evaluating the other auditors’ or firms’ competence, the auditor also should evaluate the overall competence of the key individual team members assigned to do the work. The auditor may review résumés and training records of key team members to accomplish this. The auditor should review the specific education, training, certifications, and experience of key team members. In evaluating qualifications, the auditor should review the specific role of team members on the job. When the auditor has knowledge of competence from prior experience for key team members, the auditor should inquire about their experience since the last audit. 

Other Auditors (Except Service Organization Auditors)

.026 The auditor should determine that other auditors engaged to assist in performing financial audits, who do not work for a government audit organization, are licensed certified public accountants, persons working for licensed certified public accounting firms, or licensed accountants in states that have multiclass licensing systems that recognize licensed accountants other than certified public accountants (GAGAS (2018) 6.04).
 The auditor should also determine whether the other auditors are competent as required by GAGAS, including having completed continuing professional education (CPE) requirements. See chapter 4 of GAGAS (2018) (Competence and Continuing Professional Education). This may include obtaining an assertion, reviewing years of experience, reviewing types of past audits performed, and reviewing CPE history. 
.027 The auditor’s understanding of the other auditors’ professional competence may include whether the other auditors (AU-C 600.A48)

· possess an understanding of the auditing and other standards applicable to the audit, such as U.S. generally accepted auditing standards (U.S. GAAS), that is sufficient to fulfill the other auditors’ responsibilities;

· possess the special skills (for example, industry-specific knowledge or knowledge of relevant financial reporting requirements for statements and schedules to be filed with regulatory agencies) necessary to perform the work; and

· when relevant, possess an understanding of the applicable financial reporting framework (U.S. GAAP) that is sufficient to fulfill the other auditors’ responsibilities in the audit (instructions that the auditor issues to the other auditors often describe the characteristics of the applicable financial reporting framework).

Specialists

.028 The auditor’s assessment of professional qualifications of the specialist involves the following (GAGAS (2018) 4.15):
· the professional certification, license, or other recognition of the competence of the specialist in the specialist’s field, as appropriate;

· the reputation and standing of the specialist in the views of peers and others familiar with the specialist’s capability or performance;

· the specialist’s experience and previous work in the subject matter; 

· the auditor’s assessment of the specialist’s knowledge and qualification based on prior experience in using the specialist’s work; 
· the specialist’s knowledge of any technical performance standards or other professional or industry requirements in the specialist’s field (for example, ethical standards and other membership requirements of a professional body or industry association, accreditation standards of a licensing body, or requirements imposed by law or regulation); 

· the knowledge of the specialist with respect to relevant auditing standards;

· the assessment of unexpected events, changes in conditions, or the evidence obtained from the results of engagement procedures that indicate it may be necessary to reconsider the initial evaluation of the competence and qualifications of a specialist as the engagement progresses; and

· the competence of the specialist with respect to relevant accounting requirements, for example, knowledge of assumptions and methods, including models, when applicable, that are consistent with the applicable financial reporting framework (U.S. GAAP) (AU-C 500.A41).

Refer to AU-C 500.08a and .A38 through .A44 for additional considerations specific for management’s specialists.

.029 The auditor should determine that external specialists (specialists who are hired/engaged from outside the auditor’s organization) assisting in performing a GAGAS engagement are qualified and competent in their areas of specialization (GAGAS (2018) 4.12). However, external specialists are not auditors subject to the GAGAS CPE requirements (GAGAS (2018) 4.30). Auditors who use the work of external specialists should assess the professional qualifications of such specialists and document their findings and conclusions.

.030 The auditor should determine that internal specialists (specialists who are from within the auditor’s organization) assisting on a GAGAS engagement who are not involved in planning, directing, performing engagement procedures, or reporting on a GAGAS engagement, are qualified and competent in their areas of specialization (GAGAS (2018) 4.12). However, these internal specialists are not auditors subject to the GAGAS CPE requirements (GAGAS (2018) 4.30).
.031 The auditor should determine that internal specialists, who are performing work in accordance with GAGAS as part of the engagement team—including planning, directing, performing engagement procedures, or reporting on a GAGAS engagement—are considered auditors and are subject to the GAGAS CPE requirements (see GAGAS (2018) 4.16–4.53). The GAGAS CPE requirements become effective for internal specialists when an audit organization first assigns an internal specialist to an engagement. Because internal specialists apply specialized knowledge in government engagements, CPE in their areas of specialization qualifies under the requirement for 24 hours of CPE that directly relates to government auditing, the government environment, or the specific or unique environment in which the audited entity operates (GAGAS (2018) 4.31).
.032 An auditor's internal specialist may be a partner or staff member, including a temporary staff member, of the auditor's organization and therefore subject to the competence quality control policies and procedures of that firm. (AU-C 620.A12) In accordance with AU-C 220, auditors are entitled to rely on the organization’s system of quality control unless the auditor’s engagement partner determines that it is inappropriate to do so based on information provided by the organization or other parties. However, such reliance does not reduce the auditor’s responsibility to meet the requirements of this FAM section and AU-C 620 (AU‑C 620.A13).

Service Organization Auditors

.033 The auditor is not required to assess the competence of the individual team members working on a service organization audit. If the auditor is satisfied with the service organization auditor firm’s competence (see FAM 615.16), then no further procedures are necessary. However, if the auditor is not satisfied with the service organization auditor firm’s competence, the auditor may make inquiries to the entity under audit regarding the service organization’s individual team members’ competence (see FAM 615.21).

Documentation

.034 The auditor should document the work performed and the conclusions reached as to the other auditors’ or specialists’ firm’s independence, objectivity, and qualifications, as well as that of the individual team members of the other auditors’ or specialists’ firms. The auditor should also document whether the other auditors’ or specialists’ individual team members have any significant threats to independence and whether necessary safeguards were applied to eliminate those threats or reduce to an acceptable level. See GAGAS (2018) 3.32 for additional information. The documentation should indicate the auditor’s conclusion as to whether the other auditors or specialists are independent, objective, and qualified to perform the tasks required and the basis for that conclusion. The auditor should consult with the reviewer if there are questions about the other auditors’ or specialists’ independence, objectivity, or qualifications. 
.035 If the auditor has significant concerns about the other auditors’ or specialists’ independence, objectivity, or qualifications, the auditor should revise its audit strategy. For example, the auditor may

· perform a more detailed review of the documentation and/or perform supplemental tests of key line items; 

· contract with another firm;  

· ask the other auditors to substitute more highly qualified or objective staff members;  

· perform the audit without using the other auditors’ work, treating any work done by the other auditors as prepared by the audited entity; 

· divide the work so that the other auditors test the areas where they are qualified and the auditor does the rest of the audit; or 

· if the auditor is unable to resolve the concerns, determine the effect on the audit opinion (e.g., if there is a scope limitation requiring a modification to the audit opinion).
620 – Using the Work of an Auditor’s Specialist

Overview

.036 FAM 620 provides guidance on the auditor’s responsibilities relating to the work of an individual or organization possessing expertise in a field other than accounting or auditing when that work is used to assist the auditor in obtaining sufficient appropriate audit evidence (AU-C 620.01). 

.037 FAM 620 does not address situations in which the engagement team includes a member or consults an individual or organization with expertise in a specialized area of accounting or auditing, which are addressed in FAM 210.04 and AU‑C 220 (AU-C 620.02.a). See also FAM 610.04.

.038 FAM 620 does not address the auditor’s use of the work of an individual or organization possessing expertise in a field other than accounting or auditing, whose work in that field the entity to be audited uses to assist it in preparing the financial statements (a management’s specialist), which is addressed in FAM 625 (AU-C 620.02.b).
.039 Expertise in a field other than accounting or auditing may include expertise regarding such matters as the following (AU-C 620.A1):

· the valuation of complex financial instruments and nonfinancial assets and liabilities measured at fair value, such as land and buildings, plant and machinery, jewelry, works of art, antiques, intangible assets, assets acquired and liabilities assumed in business combinations, and assets that may have been impaired;

· the actuarial calculation of liabilities associated with insurance contracts or employee benefit plans;

· the estimation of oil and other mineral reserves;

· the valuation of environmental liabilities and site cleanup costs;

· the interpretation of laws, regulations, contracts, and grant agreements; 

· the analysis of complex or unusual tax compliance issues;

· the determination of physical characteristics relating to quantity on hand or condition (for example, quantity or condition of minerals or materials stored in stockpiles); 

· the analysis of the effect of information system (IS) controls on the audit and the understanding and evaluation of IS controls (AU-C 300.A18); and

· statistical analysis.

.040 The following are examples of positions that generally should be considered auditor’s specialists:

· Statistician (with audit sampling experience)

· Audit sampling specialist
· Legal counsel 
· Information technology specialist
 
· Actuary (for insurance and pension audits)

· Economist

· Financial analyst
· Environmental specialist

.041 In many cases, distinguishing between expertise in accounting or auditing and expertise in another field will be straightforward, even when this involves a specialized area of accounting or auditing. The table below highlights some examples (AU-C 620.A2).
	Area
	Expertise in accounting and auditing
(Auditor)  
	Expertise in a field other than accounting and auditing
(Auditor’s specialist)

	Employee benefits
	Applying methods of accounting for employee benefit accrual
	Actuarial computation of employee benefits

	Financial instruments
	Applying methods of accounting for financial instruments
	Complex modeling for the purpose of valuing financial instruments


.042 However, in some cases, particularly those involving an emerging area of accounting or auditing expertise, distinguishing between specialized areas of accounting or auditing and expertise in another field will be a matter of professional judgment. Applicable professional rules and standards regarding education and competency requirements for accountants and auditors may assist the auditor in exercising that judgment (AU-C 620.A2).
.043 An individual may possess expertise in accounting or auditing, as well as expertise in a field other than accounting or auditing (for example, an actuary also may be an accountant). In that circumstance, determining whether that individual is an auditor or an auditor’s specialist depends on the nature of the work that individual performs that the auditor is using for purposes of the audit (AU-C 620.A3).
.044 An auditor’s specialist may be either an auditor’s internal specialist (who is a partner or staff member, including a temporary staff member, of the auditor’s organization) or an auditor’s external specialist (AU-C 620.06).
Determining the Need for an Auditor’s Specialist

.045 If expertise in a field other than accounting or auditing is necessary to obtain sufficient appropriate audit evidence, the auditor should determine whether to use the work of an auditor’s specialist (AU-C 620.07). As the audit progresses or as circumstances change, the auditor may need to revise earlier decisions about using the work of an auditor’s specialist (AU-C 620.A7).
.046 An auditor’s specialist may be needed to assist the auditor in one or more of the following (AU-C 620.A5):

· obtaining an understanding of the entity and its environment, including its internal control;

· identifying and assessing the risks of material misstatement;

· determining and implementing overall responses to assessed risks at the financial statement level;

· designing and performing additional audit procedures to respond to assessed risks at the relevant assertion level, which may include tests of controls or substantive procedures; and

· evaluating the sufficiency and appropriateness of audit evidence obtained in forming an opinion on the financial statements.

.047 In some situations, the auditor may determine that it is necessary to use, or may choose to use, an auditor’s specialist to assist in obtaining sufficient appropriate audit evidence. Considerations when deciding whether to use an auditor’s specialist may include the following (AU-C 620.A9):

· whether management has used a specialist in preparing the financial statements (see AU-C 620.A10);

· the nature and significance of the matter, including its complexity;

· the risks of material misstatement of the matter; and

· the expected nature of procedures to respond to identified risks, including the auditor’s knowledge of, and experience with, the work of specialists on such matters and the availability of alternative sources of audit evidence.

.048 An auditor’s specialist may also be needed to assist the auditor and the IS controls auditor in understanding technical aspects of information systems and IS controls. Specialized information technology skills may be needed in situations where (AU-C 300.A18)

· the entity’s systems, IS controls, or the manner in which they are used in conducting the entity’s business are complex;

· significant changes have been made to existing systems or new systems have been implemented;

· data are extensively shared among systems;

· the entity participates in electronic commerce;

· the entity uses emerging technologies; or 

· significant audit evidence is available only in electronic form.  

.049 In other cases, however, an auditor who is not a specialist in a relevant field other than accounting or auditing may be able to obtain a sufficient understanding of that field to perform the audit without an auditor’s specialist. This understanding may be obtained through the following, for example (AU‑C 620.A8):

· Experience in auditing entities that require such expertise in preparing their financial statements. 

· Education or professional development in the particular field. This may include formal courses or discussion with individuals possessing expertise in the relevant field to enhance the auditor’s own capacity to deal with matters in that field. Such discussion differs from consultation with an auditor’s specialist regarding a specific set of circumstances encountered on the engagement in which that specialist is given all the relevant facts that will enable the specialist to provide informed advice about the particular matter.

Planning the Review of a Specialist’s Work

.050 The nature, timing, and extent of the auditor’s procedures with respect to the requirements in FAM 620.18 through .35 will vary depending on the circumstances. In determining the nature, timing, and extent of those procedures, the auditor should consider matters, including (AU-C 620.08)

· the nature of the matter to which the work of the auditor’s specialist relates;

· the risks of material misstatement in the matter to which the work of the auditor’s specialist relates;

· the significance of the work of the auditor’s specialist in the context of the audit;

· the auditor’s knowledge of, and experience with, previous work that the auditor’s specialist performed; and

· whether the auditor’s internal specialist is subject to the auditor’s organization’s quality control policies and procedures. 

.051 For internal specialists (i.e., partners or staff members, including temporary staff members, within the auditor’s organization), in accordance with AU-C 220.05, auditors are entitled to rely on the auditor’s organization’s system of quality control unless the auditor’s engagement partner determines that it is inappropriate to do so based on information provided by the auditor’s organization or other parties. The extent of that reliance will vary based on the circumstances and may affect the nature, timing, and extent of the auditor’s procedures with respect to such matters as the following (AU-C 620.A13):

· Competence and capabilities through recruitment and training programs.
· Independence and objectivity – the auditor’s internal specialists are subject to relevant ethical requirements, including those pertaining to independence.
· Agreement with the auditor’s internal specialist.
· The auditor’s evaluation of the adequacy of the auditor’s internal specialist’s work. For example, the auditor’s organization’s training programs may provide the auditor’s internal specialists with an appropriate understanding of the interrelationship of their expertise with the audit process. Reliance on such training and other organization processes, such as protocols for scoping the work of the auditor’s internal specialists, may affect the nature, timing, and extent of the auditor’s procedures for evaluating the adequacy the auditor's internal specialist’s work.
· Adherence to legal and regulatory requirements through monitoring processes.

Such reliance does not reduce the auditor’s responsibility to meet the requirements of this section (AU-C 620.A13).

.052 It is necessary to apply professional judgment when considering how the requirements of this section are affected by the fact that an auditor’s specialist may be either an individual or an organization. For example, when evaluating the independence, objectivity, competence, and capabilities of an auditor’s specialist, it may be that the specialist is an organization that the auditor has previously used, but the auditor has no prior experience with the individual specialist assigned by the organization for the particular engagement, or it may be the reverse (that is, the auditor may be familiar with the work of an individual specialist but not with the organization that now employs the specialist). In either case, both the personal attributes of the individual and the managerial attributes of the organization (such as systems of quality control that the organization implements) may be relevant to the auditor’s evaluation (AU-C 620.A4).
Determining Objectivity and Competence of the Auditor’s Specialist

.053 The auditor should evaluate whether the auditor’s specialist has the necessary objectivity, competence, and capabilities for the auditor’s purposes. See FAM 615 for additional guidance (AU-C 620.09).
.054 [INTENTIONALLY LEFT BLANK] 

Obtaining an Understanding of the Auditor’s Specialist’s Field of Expertise 

.055 The auditor should obtain a sufficient understanding of the auditor's specialist’s field of expertise to enable the auditor to determine the nature, scope, and objectives of the auditor’s specialist’s work for the auditor’s purposes and evaluate the adequacy of that work for the auditor’s purposes (AU-C 620.10).
.056 Aspects of the field of the auditor’s specialist relevant to the auditor’s understanding may include the following (AU-C 620.A24):

· whether the field of the auditor’s specialist has areas of specialty within it that are relevant to the audit; 

· whether any professional or other standards and legal or regulatory requirements apply;

· what assumptions and methods, including models, when applicable, the auditor’s specialist uses, and whether they are generally accepted within that field and appropriate for financial reporting purposes; and 

· the nature of internal and external data or information that the auditor’s specialist uses.

Agreement with the Auditor’s Specialist

.057 The auditor should agree, in writing when appropriate, with the auditor’s specialists regarding (AU-C 620.11 and AU-C 620.A25)

· the nature, scope, and objectives of the work of the auditor’s specialist; 

· the respective roles and responsibilities of the auditor and the auditor’s specialist; 

· the nature, timing, and extent of communication between the auditor and the auditor’s specialist, including the form of any report that the specialist is to provide; and 

· the need for the auditor’s specialist to observe confidentiality requirements. 

.058 The matters noted in FAM 620.15 may affect the level of detail and formality of the agreement between the auditor and the auditor’s specialist, including whether it is appropriate that the agreement be in writing. For example, the following factors may suggest the need for a more detailed agreement than would otherwise be the case or for the agreement to be in writing (AU-C 620.A26):

· the auditor’s specialist will have access to sensitive or confidential entity information;

· the respective roles or responsibilities of the auditor and the auditor’s specialist are different from those normally expected;

· multijurisdictional legal or regulatory requirements apply;

· the matter to which the work of the auditor’s specialist relates is highly complex;

· the auditor has not previously used work performed by the auditor’s specialist; and

· the auditor’s use of the work of the auditor’s specialist is extensive and is significant in the context of the audit.

.059 In establishing the agreement with the auditor’s specialist, an important consideration is whether the work of the auditor’s specialist is subject to any reservation, limitation, or restriction and whether this has implications for the auditor (AU-C 620.A27).
.060 When no written agreement exists between the auditor and the auditor’s specialist, evidence of the agreement may be included in the following, for example (AU-C 620.A29):

· Planning memorandums or related working papers, such as the audit program.
· The policies and procedures of the auditor’s firm. In the case of an auditor’s internal specialist, the established policies and procedures to which the auditor’s specialist is subject may include particular policies and procedures regarding the work of the auditor’s specialist. The extent of documentation in the auditor’s working papers depends on the nature of such policies and procedures. For example, no documentation may be required in the auditor’s working papers if the auditor’s organization has detailed protocols covering the circumstances in which the work of such an internal specialist is used.

Evaluating the Adequacy of the Work of the Auditor’s Specialist

.061 The auditor’s evaluation of the objectivity, competence, and capabilities of the auditor’s specialist; the auditor’s familiarity with the specialist’s field of expertise; and the nature of the work performed by the auditor's specialist affect the nature, timing, and extent of audit procedures for evaluating the adequacy of the auditor’s specialist’s work for the auditor’s purposes (AU-C 620.A35). The level of review is based on the auditor’s professional judgment considering the following factors along with matters identified in FAM 620.15:

a. The specialist’s objectivity: The level of auditor review increases as specialist’s objectivity decreases.
b. The specialist’s qualifications (both for the specialist’s firm and its engagement team) to perform the work the auditor wishes to use: The level of auditor review increases as the specialist’s qualifications decrease.
c. The auditor’s prior experience with the specialist: The level of auditor review tends to decrease as the auditor’s confidence increases from working with the specialist.
d. The materiality of the line item in relation to the financial statements the auditor is reporting on, taken as a whole: The level of auditor review increases as the line item value increases.
e. The risk of material misstatement, including the risk of material fraud for the line item and assertion in the financial statements on which the specialist is performing procedures: The level of auditor review increases as the risk of material misstatement increases.  
f. The specialist is an internal specialist: The level of review decreases if the work the auditor wishes to use is subject to the auditor’s quality control policies and procedures. 

The auditor may need to reevaluate the planned level of review as the work progresses. If serving as the COR, the auditor will assist the contracting officer to ensure contractor compliance with the terms and conditions of the contract. 

.062 It is not necessary to perform supplemental tests of the work of specialists. As indicated in AU-C 620.12, the auditor should evaluate the adequacy of the work of an auditor’s specialist for the auditor’s purposes, including
· evaluating the relevance and reasonableness of the specialist’s findings and conclusions and consistency with other audit evidence (see FAM 620.30);

· obtaining an understanding of the significant assumptions and methods that the specialist used and evaluating the relevance and reasonableness of those assumptions and methods in the circumstances, giving consideration to the rationale and support provided by the specialist and in relation to the auditor’s other findings and conclusions (see FAM 620.31 through .33); and

· evaluating the relevance, completeness, and accuracy of source data that are significant to the work of the auditor’s specialist (extent of testing is based on risk and materiality) (see FAM 620.34 through .35).

.063 Specific procedures to evaluate the adequacy of the work of the auditor’s specialist for the auditor’s purposes may include the following (AU-C 620.A36):

· Making inquiries of the auditor’s specialist.
· Reviewing the working papers and reports of the auditor’s specialist.
· Performing corroborative procedures, such as    

· observing the work of the auditor’s specialist;

· examining published data, such as statistical reports from reputable, authoritative sources;

· confirming relevant matters with third parties;

· performing detailed analytical procedures; and

· reperforming calculations.
· Engaging in discussion with another specialist with relevant expertise when, for example, the findings or conclusions of the auditor’s specialist are not consistent with other audit evidence.
· Discussing the report of the auditor’s specialist with management.

.064 If the auditor determines that the work of the auditor’s specialist is not adequate for the auditor’s purposes, the auditor should agree with the auditor’s specialist on the nature and extent of further work that the specialist is to perform, perform additional audit procedures appropriate to the circumstances, or engage another specialist (AU-C 620.13 and .A43).
Evaluating Findings and Conclusions

.065 Relevant factors when evaluating the relevance and reasonableness of the findings or conclusions of the auditor’s specialist, whether in a report or other form, may include whether they are (AU-C 620.A37)

· presented in a manner that is consistent with any standards of the auditor’s specialist’s profession or industry;

· clearly expressed, including reference to the objectives agreed on with the auditor, the scope of the work performed, and standards applied;

· based on an appropriate period and take into account subsequent events, when relevant; and

· based on appropriate consideration of errors or deviations that the auditor’s specialist encountered.

Evaluating Significant Assumptions and Methods

.066 When the work of an auditor’s specialist involves using significant assumptions and methods, the appropriateness and reasonableness of those assumptions and methods used and their application are the responsibility of the auditor's specialist. Factors relevant to the auditor’s evaluation of those assumptions and methods include whether they are (AU-C 620.A40)

· generally accepted within the specialist’s field;

· consistent with the requirements of the applicable financial reporting framework (U.S. GAAP);

· dependent on the use of specialized models (see FAM 905); and

· consistent with those of management—if not consistent, the reason for, and effects of, the differences should be provided.

.067 When the purpose of the auditor’s specialist’s work is to evaluate underlying assumptions and methods, including models, when applicable, that management uses in developing an accounting estimate, the auditor’s procedures are likely to be primarily directed to evaluating whether the auditor’s specialist has adequately reviewed those assumptions and methods. When the purpose of the auditor’s specialist’s work is to develop an auditor’s point estimate or an auditor’s range for comparison with management’s point estimate, the auditor’s procedures may be primarily directed to evaluating the assumptions and methods, including models, when appropriate, used by the specialist. (AU‑C 620.A38)

.068 FAM 905 discusses the assumptions and methods that management uses in making accounting estimates, including the use, in some cases, of highly specialized, entity-developed models. Although that discussion is written in the context of the auditor obtaining sufficient appropriate audit evidence regarding management’s assumptions and methods, it also may assist the auditor when evaluating the assumptions and methods of an auditor’s specialist (AU‑C 620.A39).
Evaluating Source Data

.069 When the work of an auditor’s specialist involves the use of source data that are significant to the work of the auditor's specialist, procedures such as the following may be used to test that data (AU-C 620.A41):

· verifying the origin of the data, including obtaining an understanding of and, when applicable, testing the internal controls over the data and, when relevant, their transmission to the auditor’s specialist, and

· reviewing the data for completeness and internal consistency.

.070 In many cases, the auditor may test source data. However, in other cases, when the nature of the source data used by an auditor’s specialist is highly technical in relation to the field of the auditor’s specialist, that auditor’s specialist may test the source data. If the auditor’s specialist has tested the source data, it may be appropriate for the auditor to conduct inquiry of the auditor’s specialist or to supervise or review the specialist’s test to evaluate the data’s relevance, completeness, and accuracy (AU-C 620.A42).
Reference to the Auditor’s Specialist in the Auditor’s Report

.071 The auditor has sole responsibility for the audit opinion expressed, and that responsibility is not reduced by the auditor’s use of the work of an auditor’s specialist. Nonetheless, if the auditor using an auditor’s specialist’s work, having followed this section, concludes that the work of that specialist is adequate for the auditor’s purposes, the auditor may accept that specialist’s findings or conclusions in the specialist’s field as appropriate audit evidence (AU-C 620.03). 

.072 If the auditor concludes that the work of the auditor’s specialist is not adequate for the auditor’s purposes and the auditor cannot resolve the matter through the additional audit procedures (refer to para. 29), it may be necessary to express a modified opinion in the auditor’s report, as discussed in FAM 580 (AU‑C 620.A43). 
.073 The auditor should not refer to the work of an auditor’s specialist in an auditor’s report containing an unmodified opinion. (AU-C 620.14) In this situation, the auditor issues the example report in FAM 595 A (as if no specialist were involved). This means that the auditor takes responsibility for the specialist’s work. Professional standards do not permit referring to a specialist, unless the auditor issues a qualified or adverse opinion or a disclaimer of opinion based on the specialist’s work. 

.074 If the auditor makes reference to the work of an auditor’s external specialist in the auditor’s report because such reference is relevant to an understanding of a modification to the auditor’s opinion, the auditor should indicate in the auditor's report that such reference does not reduce the auditor’s responsibility for that opinion (AU-C 620.15). In such circumstances, the auditor may need the specialist’s permission before making such a reference (AU-C 620.A44).
Documentation

.075 In the overall audit strategy, the auditor should include or refer to other documentation where this information is described in more detail on the following areas:

· Determination of whether to use the work of an auditor’s specialist (AU‑C 620.07). 
· Matters considered when determining the nature, timing, and extent of the auditor’s procedures with respect to the requirements of this section (AU‑C 620.08). 
· Evaluation of whether the specialist has the necessary independence, objectivity, competence, and capabilities for the auditor’s purposes. In the case of an auditor’s external specialist, the evaluation of objectivity should include inquiry regarding interests and relationships that may create a threat to the auditor’s specialist’s objectivity (AU-C 620.09).This evaluation may be limited if the individual or organization is subject to the auditor’s organization’s quality control procedures or to formal contracts.
· Understanding of the auditor’s specialist’s field of expertise, enabling the auditor to determine the nature, scope, and objectives of the auditor’s specialist’s work for the auditor’s purposes and to evaluate the adequacy of that work for the auditor’s purposes (AU-C 620.10).

.076 The auditor should document the understanding of the agreement between the auditor and the specialist (AU-C 620.11). This documentation may consist of planning memorandums, audit programs, policies and procedures of the auditor’s organization, or formal contracts when appropriate. 
.077 The auditor should document evaluation of the adequacy of the auditor’s specialist’s work in the audit summary memorandum, including the auditor’s conclusions on the (1) relevance and reasonableness of the auditor’s specialist’s findings and conclusions and consistency with other audit evidence; (2) relevance and reasonableness of any significant assumptions and methods the specialist used; and (3) the relevance, completeness, and accuracy of any source data that are significant to the auditor’s specialist’s work (AU-C 620.12). In the memorandum, the auditor may refer to other documentation where this information is described in more detail.

625 – Using the Work of a Management’s Specialist
Overview

.078 FAM 625 provides guidance on the auditor’s responsibilities related to using the work of a management’s specialist. A management’s specialist is an individual or organization possessing expertise in a field other than accounting or auditing, whose work in that field is used by the entity to assist it in preparing its financial statements (AU-C 500.05).
.079 See FAM 620.04 through .05 for examples of specialists that management might use.

Planning the Review of the Management’s Specialist’s Work

.080 If information to be used as audit evidence has been prepared using the work of a management’s specialist, the auditor should, to the extent necessary, take into account the significance of that specialist’s work for the auditor’s purposes (AU‑C 500.08), for example,
· evaluate the objectivity, competence, and capabilities of that specialist; 

· obtain an understanding of the specialist’s work; and 

· evaluate the adequacy of that specialist’s work as audit evidence for the relevant assertion. 

.081 The following may affect the nature, timing, and extent of audit procedures with regard to the requirement in FAM 625.06 (AU-C 500.A37):

g. the nature and complexity of the matter to which the management’s specialist’s work relates;

h. the risks of material misstatement in the matter to which the management’s specialist’s work relates;

i. the significance of the management’s specialist’s work of in the context of the audit;

j. the auditor’s knowledge of, and experience with, previous work of the management’s specialist;

k. the availability of alternative sources of audit evidence;

l. the nature, scope, and objectives of the management’s specialist’s work;

m. whether the management’s specialist is employed by the entity or was engaged by it to provide relevant services;

n. the extent to which management can exercise control or influence over the management’s specialist’s work;

o. whether the management’s specialist is subject to technical performance standards or other professional or industry requirements;

p. the nature and extent of any controls within the entity over the management’s specialist’s work; and

q. the auditor’s knowledge of, and experience with, the management’s specialist’s field of expertise.

.082 It is necessary to apply professional judgment when considering how the requirements of this section are affected by the fact that an auditor’s specialist may be either an individual or an organization. See FAM 620.17 for more information.

Determining Objectivity, Competence, and Capabilities of a Management’s Specialist 

.083 The auditor should evaluate whether the management’s specialist has the necessary objectivity, competence, and capabilities for the auditor’s purposes (AU-C 500.08). See FAM 615 for additional guidance related to evaluating the competence and capabilities of a management’s specialist. 

Obtaining an Understanding of the Work of the Management’s Specialist

.084 An understanding of the work of the management’s specialist includes an understanding of the relevant field of expertise. An understanding of the relevant field of expertise may be obtained in conjunction with the auditor’s determination of whether the auditor has the expertise to evaluate the management’s specialist’s work or whether the auditor needs an auditor’s specialist for this purpose (see FAM 620) (AU-C 500.A45).
.085 Aspects of the field of the management’s specialist relevant to the auditor’s understanding may include (AU-C 500.A46)

· whether that specialist’s field includes areas of specialty that are relevant to the audit;
· whether any professional or other standards and legal or regulatory requirements apply;
· what assumptions and methods are used by the management’s specialist and whether they are generally accepted within that specialist’s field and appropriate for financial reporting purposes; and
· the nature of internal and external data or information the management’s specialist uses.

.086 In the case of a management’s specialist engaged by the entity, there will ordinarily be an engagement letter or other written form of agreement between the entity and that specialist. Evaluating that agreement when obtaining an understanding of the management’s specialist’s work may assist the auditor in determining for the auditor’s purposes the appropriateness of (AU-C 500.A47)

· the nature, scope, and objectives of that specialist’s work;

· the respective roles and responsibilities of management and that specialist; and

· the nature, timing, and extent of communication between management and that specialist, including the form of any report that the specialist is to provide.

.087 In the case of a management’s specialist employed by the entity, it is less likely that there will be a written agreement of this kind. Inquiry of the specialist and other members of management may be the most appropriate way for the auditor to obtain the necessary understanding (AU-C 500.A48).
Evaluating the Adequacy of the Management’s Specialist’s Work 

.088 Considerations when evaluating the appropriateness of the work of the management’s specialist as audit evidence for the relevant assertion may include (AU‑C 500.A49)

· the relevance and reasonableness of that specialist’s findings or conclusions, their consistency with other audit evidence, and whether they have been appropriately reflected in the financial statements;

· if that specialist’s work involves use of significant assumptions and methods, the relevance and reasonableness of those assumptions and methods; and

· if that specialist’s work involves significant use of source data, the relevance, completeness, and accuracy of those source data.

.089 See FAM 620.26, .28, and .30 through .35 for the level of review and example procedures for evaluating the adequacy of the management’s specialist’s work.

.090 If the auditor determines that the management specialist’s work is not adequate for the auditor’s purposes, the auditor should perform additional audit procedures appropriate to the circumstances. 

Making Reference to the Management’s Specialist in the Auditor’s Report

.091 See FAM 620.36 through .39 for guidance related to making reference to a specialist in the auditor’s report. 

Documentation

.092 In the overall audit strategy, the auditor should include or refer to other documentation where this information is described in more detail on the following areas:

· Determination of whether to use the work of a management’s specialist as audit evidence.
· Matters considered when determining the nature, timing, and extent of the auditor’s procedures with respect to the requirements of this section.
· Understanding of the work of the management’s specialist (AU-C 500.08).
· Evaluation of whether the management’s specialist has the necessary objectivity, competence, and capabilities for the auditor’s purposes (AU‑C 500.08). 

.093 The auditor should document the evaluation of the appropriateness of a management’s specialist’s work as audit evidence for the relevant assertion (AU‑C 500.08) in the audit summary memorandum, including the auditor’s conclusions on the 
· relevance and reasonableness of management’s specialist’s findings and conclusions and their consistency with other audit evidence; 
· relevance and reasonableness of any significant assumptions and methods used by the specialist; and 
· the relevance, completeness, and accuracy of any source data that are significant to the work of management’s specialist (AU-C 620.12). 
In the memorandum, the auditor may refer to other documentation where this information is described in more detail. 

630 – Audits of Group Financial Statements
Overview

.094 FAM 630 provides guidance to auditors on designing and performing a group audit.
 AU-C 600 also provides guidance in this area. This standard has different requirements depending on whether the group auditor elects to make reference or to not make reference to the work performed by the component auditors. Under AU-C 600, the principal auditor (formerly under AU 543) is now referred to as group engagement partner, group engagement team, auditor of the group financial statements, or group auditor; all of these terms are used interchangeably throughout this section.

.095 The objectives of the auditor are to determine whether to act as the auditor of the group financial statements and, if so, to

· determine whether to make reference to the audit of a component auditor in the auditor’s report on the group financial statements;

· communicate clearly with component auditors; and

· obtain sufficient appropriate audit evidence regarding the financial information of the components and the consolidation process to express an opinion about whether the group financial statements are prepared, in all material respects, in accordance with the applicable financial reporting framework (U.S. GAAP). 

.096 The group engagement partner is responsible for the following:

· directing, supervising, and performing the group audit engagement in compliance with professional standards, applicable legal and regulatory requirements, and the audit entity’s policies and procedures and 

· determining whether the group auditor’s report issued is appropriate in the circumstances.

.097 The group engagement team may use the work of component auditors. In the federal environment, component auditors may be used in various situations, such as audits of individual bureaus, agencies, funds, or other components performed by either IGs or IPA firms.
Determining Whether to Accept and Continue

.098 The group engagement partner should determine whether sufficient appropriate audit evidence can reasonably be expected to be obtained regarding the consolidation process and the financial information of the components on which to base the group audit opinion. For this purpose, the group engagement team should obtain an understanding of the group, its components, and their environments that is sufficient to identify components that are likely to be significant components (AU-C 600.14). 

.099 The group engagement partner should evaluate whether the group engagement team will be able to obtain sufficient appropriate audit evidence through the group engagement team's work or use of the work of component auditors (that is, through assuming responsibility for the work of component auditors or through making reference to the audit of a component auditor or report on internal control over financial reporting of a component auditor in the auditor’s report) to act as the auditor of the group financial statements and report as such on the group financial statements (AU-C 600.15 and AU-C 940.78). Factors in determining whether the group engagement team can act as the auditor of the group financial statements include, the financial significance of the components for which the group engagement team is assuming responsibility and the extent to which the group financial statements’ risks of material misstatement are included in those components (AU-C 600.A18).
.0100 In some circumstances, the group engagement partner may conclude that it will not be possible, due to restrictions imposed by group management, for the group engagement team to obtain sufficient appropriate audit evidence through the group engagement team's work or use of component auditors’ work, and the possible effect of this inability will result in a disclaimer of opinion on the group financial statements. In such circumstances, the auditor of the group financial statements should

· for a new engagement, not accept the engagement, or, for a continuing engagement, withdraw from the engagement when withdrawal is possible under applicable law or regulation or

· when the entity is required by law or regulation to have an audit, after having performed the audit of the group financial statements to the extent possible, disclaim an opinion on the group financial statements (AU-C 600.16).
Overall Audit Strategy and Audit Plan

.0101 The group engagement team should establish both an overall group audit strategy and a group audit plan. In developing the group audit plan, the group engagement team should assess the extent to which the group engagement team will use the work of component auditors and whether the auditor’s report on the group financial statements will make reference to the audit of a component auditor (AU-C 600.18). The group engagement partner should review and approve the overall group audit strategy and group audit plan (AU-C 600.19).  

.0102 The group engagement team should determine the level of review to be performed on the component auditor’s audit work on the financial information of a component that will be used as audit evidence for the group audit. The level of review is a matter of professional judgment. In some situations, the group engagement team may determine that it is appropriate to perform significantly more work, including performing additional audit procedures. In other situations, the auditor may decide less review or no review is necessary. These situations typically involve entities or line items that are very small in relation to the financial statements taken as a whole. In these situations, the group engagement team may decide to read the component auditor’s report and the financial statements and ask questions if anything seems unusual. 

.0103 As noted above, the extent of the group engagement team’s review of the component auditor’s documentation depends on the level of review and is a matter of professional judgment. The group engagement team should consider using the following framework in planning and performing the level of review of the component auditor’s documentation:

For a low level of review, the group engagement team may limit the review of documentation to key summary planning and completion documentation. 

For a moderate level of review, in addition to the documentation reviewed at the low level of review, the group engagement team should consider reviewing more of the component auditor’s documentation, especially those documents evidencing important decisions. For financial statement audits, this includes the audit strategy and audit procedures (or equivalent documents); the LIRA form (or equivalent documentation) for significant accounts; the SCE worksheet (or equivalent documentation) for significant accounting applications; the documentation for accounts, estimates, and judgments with high risk of material misstatement; the analytical procedures; the audit completion checklist at FAM 1003 (or equivalent documentation); the audit summary memorandum; and the summary of uncorrected misstatements (see FAM 595 C). 

For a high level of review, the group engagement team should consider reviewing all of the items for the moderate level of review plus any important detailed documentation, particularly relating to areas assessed with a high risk of material misstatement, such as memorandums documenting key meetings and discussions with management, the evaluation of sample results, and the summary of uncorrected misstatements. In some cases, the group engagement team may determine that it should coordinate or concur with the component auditor’s major planning decisions before audit work is started. Additionally, in some cases, the group engagement team should hold discussions with audited entity management and/or perform additional audit procedures in order to meet the relevant requirements of GAGAS.  
Understanding the Group, Its Components, and Their Environments

.0104 The auditor is required to identify and assess the risks of material misstatement by obtaining an understanding of the entity and its environment. The group engagement team should do the following:
· Enhance its understanding of the group, its components, and their environments, including group-wide controls, obtained during the acceptance or continuance stage.

· Obtain an understanding of the consolidation process, including the instructions that group management issued to components (AU-C 600.20). Group management ordinarily issues instructions to components in order to achieve uniformity and comparability of financial information. A group engagement team’s understanding of these instructions may include whether the instructions describe the financial reporting framework (U.S. GAAP), provide for disclosures consistent with the framework, and provide for component management’s approval of the financial information (AU-C 600.A32 through .A34).
.0105 The group engagement team should obtain an understanding that is sufficient to

· confirm or revise its initial identification of components that are likely to be significant and
· assess the risks of material misstatement of the group financial statements, whether due to fraud or error (AU-C 600.21).
The group engagement team’s assessment of the risks of material misstatement of the group financial statements is based on information such as the following:

· Information obtained based on understanding of the group, its components, and their environments and of the consolidation process, including audit evidence obtained in evaluating the design and implementation of group-wide controls and controls that are relevant to the consolidation. Refer to appendix B at AU-C 600.A95 for examples of conditions or events that may indicate risks of material misstatement of the group financial statements (AU‑C 600.A38).

· Information obtained from the component auditors (AU-C 600.A39).
.0106 The auditor is required to identify and assess the risks of material misstatement of the financial statements due to fraud or error and to design and implement appropriate responses to the assessed risk. Information used to identify the risks of material misstatement of the group financial statements due to fraud may include the following:

r. Group management’s assessment of the risks that the group financial statements may be materially misstated as a result of fraud or error.

s. Group management’s process for identifying and responding to the risks of fraud and error in the group, including any specific fraud risks that group management identified in account balances, classes of transactions, or note disclosures for which a risk of fraud is likely.

t. Whether particular components exist for which a risk of fraud or error is likely.

u. How those charged with governance of the group monitor group management’s processes for identifying and responding to the risks of fraud or error in the group and the controls group management has established to mitigate these risks.

v. Responses of those charged with governance of the group, group management, and appropriate individuals within the internal audit function (and, if considered appropriate, component management, the component auditors, and others) to the group engagement team’s inquiry of whether they have knowledge of any actual, suspected, or alleged fraud or error affecting a component or the group (AU-C 600.A35 through .A36).

Understanding the Component Auditor

.0107 Regardless of whether reference will be made in the auditor’s report on the group financial statements to the audit of a component auditor, the group engagement team should obtain an understanding of the following: 

w. Whether a component auditor understands and will comply with the ethical requirements relevant to the group audit and, in particular, is independent 

x. A component auditor’s professional competence

y. The extent, if any, to which the group engagement team will be able to be involved in the work of the component auditor

z. Whether the group engagement team will be able to obtain information affecting the consolidation process from a component auditor

aa. Whether a component auditor operates in a regulatory environment that actively oversees auditors (AU-C 600.22)

See FAM 615 for requirements related to evaluating the component auditor’s independence, objectivity, and qualifications.

.0108 When a component auditor does not meet the independence requirements that are relevant to the group audit or the group engagement team has serious concerns about the other matters listed in FAM 630.14 regarding the component auditor’s independence and professional competence, the group engagement team should obtain sufficient appropriate audit evidence relating to the component’s financial information without making reference to the audit of that component auditor in the auditor’s report on the group financial statements or otherwise using the work of that component auditor (AU-C 600.23).
Determining Whether to Make Reference to a Component Auditor in the Auditor’s Report on the Group Financial Statements

.0109 Having gained an understanding of each component auditor, the group engagement partner should decide whether to make reference to a component auditor in the auditor’s report on the group financial statements. (AU-C 600.24) The decision about whether to make reference to a component auditor in the report on the audit of internal control over financial reporting might differ from the corresponding decision as it relates to the audit of the financial statements (AU‑C 940.A127). 
.0110 Reference to the audit of a component auditor in the auditor’s report on the group financial statements or on internal control over financial reporting over the group financial statements should not be made unless

ab. the group engagement partner has determined that the component auditor has performed an audit of the financial statements of the component or of the component’s internal control over financial reporting in accordance with the relevant requirements of GAGAS and

ac. the component auditor has issued an auditor’s report and internal control over financial reporting that is not restricted as to use (AU-C 600.25 and AU‑C 940.79a and .79b).
.0111 For situations in which the component’s financial statements are prepared using a different financial reporting framework than that used for the group financial statements, see AU-C 600.26.

Making Reference in the Auditor’s Report

.0112 When the group engagement partner decides to make reference to the audit of a component auditor in the auditor’s report on the group financial statements, the group engagement team should obtain sufficient appropriate audit evidence with regard to such components by performing the following procedures:

ad. Completing the procedures required by FAM 630, except for those required in FAM 630.56 through .74.
ae. Reading the component’s financial statements and the component auditor’s report thereon to identify significant findings and issues and, when considered necessary, communicating with the component auditor in this regard (AU-C 600.27).
.0113 When the group engagement partner decides to make reference to the audit of a component auditor in the auditor’s report on the group financial statements, the report on the group financial statements should clearly indicate the following:
af. That the component was not audited by the auditor of the group financial statements but was audited by the component auditor.
ag. The magnitude of the portion of the financial statements that the component auditor audited.
ah. When the component’s financial statements are prepared using a different financial reporting framework than that used for the group financial statements, 
· the financial reporting framework used by the component and
· that the auditor of the group financial statements is taking responsibility for evaluating the appropriateness of the adjustments to convert the component’s financial statements to the financial reporting framework used by the group.

ai. When 
· the component auditor’s report on the component’s financial statements does not state that the audit was performed in accordance with GAGAS and

· the group engagement partner has determined that the component auditor performed additional audit procedures in order to meet the relevant requirements of GAGAS, 
· the set of auditing standards used by the component auditor and
· that additional audit procedures were performed by the component auditor to meet the relevant requirements of GAGAS (AU-C 600.28).
.0114 If the group engagement partner decides to name a component auditor in the auditor’s report on the group financial statements, the component auditor’s express permission should be obtained and the component auditor’s report should be presented together with that of the auditor’s report on the group financial statements (AU-C 600.29). For IPA firms, this permission may be obtained as part of the contracting process. As a professional courtesy, the group engagement team generally should also provide component auditors with a draft of its report so that the auditors can read the report before final issuance. 

.0115 When the auditor of the group’s internal control audit decides to make reference to the report of the component auditor as a basis, in part, for the auditor’s opinion on the group’s internal control, the auditor should modify the report on internal control over financial reporting.
.0116 If the group engagement partner decides to assume responsibility for work of a component auditor, no reference should be made to the component auditor in the auditor’s report on the group financial statements (AU-C 600.31).
Materiality

.0117 The group engagement team should determine the following: 

aj. Materiality, including performance materiality, for the group financial statements as a whole when establishing the overall group audit strategy.
ak. Whether, in the specific circumstances of the group, particular classes of transactions, account balances, or note disclosures in the group financial statements exist for which there is a substantial likelihood that misstatements of lesser amounts than materiality for the group financial statements as a whole would influence the judgment made by a reasonable user based on the group financial statements. In such circumstances, the group engagement team should determine materiality to be applied to those particular classes of transactions, account balances, or note disclosures.
al. Component materiality for those components on which the group engagement team will perform, or for which the auditor of the group financial statements will assume responsibility for the work of a component auditor who performs, an audit or a review. Determining component materiality should take into account all components, regardless of whether reference is made in the auditor’s report on the group financial statements to the audit of a component auditor. To reduce the risk that the aggregate of uncorrected and undetected misstatements in the group financial statements exceeds the materiality for the group financial statements as a whole, component materiality should be lower than the materiality for the group financial statements as a whole, and component performance materiality should be lower than performance materiality for the group financial statements as a whole. Different materiality may be established for different components, and the aggregate component materiality may exceed the group materiality (see AU-C 600.A64 through .A66 for further guidance).
am. The threshold above which misstatements cannot be regarded as clearly trivial to the group financial statements (AU-C 600.32). 

See FAM 630.56 for additional requirements when assuming responsibility for the work of a component auditor.

Responding to Assessed Risk

.0118 The auditor is required to design and implement appropriate responses to address the assessed risks of material misstatement of the financial statements. If the nature, timing, and extent of the work to be performed on the consolidation process or the component’s financial information are based on an expectation that group-wide controls are operating effectively, or when substantive procedures alone cannot provide sufficient appropriate audit evidence at the assertion level, the group engagement team should test, or have a component auditor test on the group engagement team’s behalf, the operating effectiveness of those controls over specified risks that present a reasonable possibility of material misstatement to the group financial statements (AU-C 600.33 and AU‑C 940.82). See FAM 630.66 for additional audit procedures when assuming responsibility for the work of a component auditor.

.0119 Responses to assessed risks of material misstatement for some or all accounts may be implemented at the group level, without involving the component auditors, if deemed appropriate by the group engagement team (AU-C 600.A68).

.0120 In determining the components at which to perform tests of controls, the group engagement team should assess the risk of material misstatement to the financial statements associated with the component and correlate the amount of attention devoted to a component with the degree of risk (AU-C 940.81).
Consolidation Process
.0121 In accordance with FAM 630.11, the group engagement team obtains an understanding of group-wide controls and the consolidation process, including the instructions that group management issued to components. In accordance with FAM 630.25, the group engagement team, or component auditor at the request of the group engagement team, tests the operating effectiveness of group-wide controls if the nature, timing, and extent of the work to be performed on the consolidation process are based on an expectation that group-wide controls are operating effectively or when substantive procedures alone cannot provide sufficient appropriate audit evidence at the assertion level (AU‑C 600.34).
.0122 The group engagement team should design and perform further audit procedures on the consolidation process to respond to the assessed risks of material misstatement of the group financial statements arising from the consolidation process. This should include evaluating whether all components have been included in the group financial statements (AU-C 600.35).
.0123 The group engagement team should evaluate the appropriateness, completeness, and accuracy of consolidation adjustments and reclassifications and should evaluate whether any fraud risk factors or indicators of possible management bias exist (AU-C 600.36). The group engagement team’s evaluation may include (1) evaluating whether significant adjustments reflect actual events and determining if the adjustments were correctly calculated and supported and (2) checking the reconciliation of intragroup account balances (AU-C 600.A69).

.0124 If the financial information of a component has not been prepared in accordance with the same accounting policies applied to the group financial statements, the group engagement team should evaluate whether the financial information of that component has been appropriately adjusted for purposes of the preparation and fair presentation of the group financial statements in accordance with the applicable financial reporting framework (U.S. GAAP) (AU-C 600.37).
.0125 The group engagement team should determine whether the financial information identified in a component auditor’s communication is the financial information that is incorporated in the group financial statements (AU-C 600.38).
.0126 If the group financial statements include the financial statements of a component with a financial reporting period end that differs from that of the group, the group engagement team should evaluate whether appropriate adjustments have been made to those financial statements in accordance with the applicable financial reporting framework (U.S. GAAP) (AU-C 600.39).
Subsequent Events
.0127 When the group engagement team or component auditors perform audits on the financial information of components, the group engagement team or the component auditors should perform procedures designed to identify events at those components that occur between the dates of the financial information of the components and the date of the auditor’s report on the group financial statements and that may require adjustment to, or disclosure in, the group financial statements. See FAM 630.68 for additional requirements when assuming responsibility for the work of a component auditor (AU-C 600.40).

.0128 The group engagement team may ask the component auditors to update the subsequent events review to the required date, or the group engagement team may update the subsequent events review. However, since this requires additional work, the group engagement team should attempt to complete audit work when the component auditors complete their work. The group engagement team should evaluate this issue and coordinate with the component auditors when planning the audit. 

Communication with the Component Auditor
.0129 The group engagement team should communicate its requirements to a component auditor on a timely basis. This communication should include the following:

an. A request that the component auditor, knowing the context in which the group engagement team will use the component auditor’s work, confirm that the component auditor will cooperate with the group engagement team.

ao. The ethical requirements relevant to the group audit and, in particular, the independence requirements.

ap. A list of disclosure entities, related parties, and public-private partnerships that group management prepared and any other related parties of which the group engagement team is aware, including the nature of the entity’s relationships and transactions with those parties.
 The group engagement team should request that the component auditor communicate on a timely basis disclosure entities, related parties, and public-private partnerships that group management or the group engagement team did not previously identify. The group engagement team should identify such additional disclosure entities, related parties, and public-private partnerships to other component auditors.

aq. Identified significant risks of material misstatement of the group financial statements, due to fraud or error, that are relevant to the component auditor’s work (AU-C 600.41).
ar. Any significant deviations in the methodologies or audit approaches that the component auditor uses that are different from those the group engagement team would have used and whether those deviations comply with GAGAS.

.0130 The group engagement team should request that a component auditor communicate matters relevant to the group engagement team’s conclusion with regard to the group audit. Such communication should include the following:

as. Whether the component auditor has complied with ethical requirements relevant to the group audit, including independence and professional competence.
at. Identification of the financial information of the component on which the component auditor is reporting.
au. The component auditor’s overall findings, conclusions, or opinion (AU‑C 600.42). See FAM 630.69 through .73 for additional requirements when assuming responsibility for the work of a component auditor.

Evaluating the Sufficiency and Appropriateness of Audit Evidence

.0131 The group engagement team should evaluate a component auditor’s communication (see FAM 630.36). The group engagement team should discuss significant findings and issues arising from that evaluation with the component auditor, component management, or group management, as appropriate (AU‑C 600.43).
.0132 The auditor is required to obtain sufficient appropriate audit evidence on which to base the audit opinion. The group engagement team should evaluate whether sufficient appropriate audit evidence on which to base the group audit opinion has been obtained from the audit procedures performed on the consolidation process and the work performed by the group engagement team and the component auditors on the financial information of the components (AU‑C 600.44). If the group engagement team concludes that sufficient evidence has not been obtained, the group engagement team may request that the component auditor perform additional procedures or may alternatively perform its own procedures (AU-C 600.A71). If the group engagement team has concerns about whether the component auditor’s work provides sufficient appropriate evidence, the group engagement team generally should discuss the matter with the group engagement partner before formally discussing the issue with the component auditor.

.0133 Sometimes component auditors use methodologies or audit approaches that are different from those that the group engagement team would have used. Auditing requires a great deal of professional judgment and there often are alternative ways to achieve audit objectives. Many IPA firms have developed, at considerable expense, proprietary audit methodologies to use on a wide range of public and private sector clients. Many of these audit methodologies use electronic technology where all audit documentation exists only in electronic form. Thus, the group engagement team generally should understand the component auditor’s audit methodology and basis for the nature, extent, and timing of audit procedures. This may require obtaining permission to use proprietary software to review the audit documentation. Additionally, where the IPA firm software is retained, the group engagement team should develop a process to maintain the operability of the software to access the audit documentation in the future.

As noted at FAM 630.36.e, the group engagement team should communicate its requirements for a component auditor to communicate any significant deviations in the methodologies or audit approaches used that are different from those that the group engagement team would have used and whether those deviations comply with GAGAS.

.0134 The group auditor should determine the significance of the test results to the audit of the financial statements on which the component auditor is reporting. For example, the component auditor may have selected a nonstatistical sample or the sample size may be smaller than the sample size the group auditor would have selected. The group auditor may decide that this provides sufficient evidence in an area that is less material or has low or moderate risk of material misstatement. However, if the risk of material misstatement is high, the group auditor may conclude that sufficient appropriate evidence has not been obtained and that additional work is needed.  

In this case, after consulting with the group engagement partner, the group engagement team generally should either ask the component auditor to perform additional tests or perform the additional tests itself. If this additional testing is not done, the group engagement team should determine the effect of any scope limitation on the group auditor’s report.
.0135 Sometimes, the group engagement team may disagree with the conclusions or judgments of the component auditors. In such a case, the group engagement team should evaluate the component auditor’s work as well as any other evidence or testing necessary to determine the appropriate conclusion. 

.0136 The group engagement team should discuss any issues of disagreement with the component auditors to attempt to resolve the disagreements. The group engagement team should attempt to resolve professional disagreements early to reduce confusion that may arise from differing auditor views. Once issues of disagreements are identified, the group engagement team should discuss the issues with the component auditors to resolve them in a timely manner and before the completion of the audit. 

.0137 If the group engagement team does not reach agreement with the component auditors, the group engagement team should determine the impact that such disagreement may have on its audit report.  

.0138 The group engagement partner should evaluate the effect on the group audit opinion of any uncorrected misstatements (either identified by the group engagement team or communicated by component auditors) and any instances in which there has been an inability to obtain sufficient appropriate audit evidence (AU-C 600.45).
.0139 If a component auditor disclaims an opinion on the financial statements because of a scope limitation, the group engagement team should consider the effect on the group auditor’s opinion. The group engagement team should confirm the nature and magnitude of the reason for the disclaimer. Additionally, the group engagement team generally need not hold discussions with entity management and/or perform additional audit procedures in this situation, and may limit the review of documentation to summary documentation. However, the group engagement team may do additional work to learn about the entity, to help the component auditor plan future audits, or to help entity management correct the causes of the scope limitation. 

.0140 If the component auditor’s work had a scope limitation that results in a qualified opinion, the group engagement team should confirm the nature and magnitude of the reason for the qualification and determine the effect on the group auditor’s opinion.
Communication with Group Management and Those Charged with Governance
.0141 The group engagement team should communicate to group management and those charged with governance of the group material weaknesses and significant deficiencies in internal control that are relevant to the group (either identified by the group engagement team or brought to its attention by a component auditor during the audit) (AU-C 600.46).
.0142 If fraud has been identified by the group engagement team or brought to its attention by a component auditor or if information indicates that a fraud may exist, the group engagement team should communicate this on a timely basis to the appropriate level of group management in order to inform those with primary responsibility for preventing and detecting fraud of matters relevant to their responsibilities (AU-C 600.47).
.0143 When a component auditor has been engaged to express an audit opinion on the financial statements of a component, the group engagement team should request that group management inform component management of any matter of which the group engagement team becomes aware that may be significant to the financial statements of the component, but of which component management may be unaware. If group management refuses to communicate the matter to component management, the group engagement team should discuss the matter with those charged with governance of the group. If the matter remains unresolved, the group engagement team, subject to legal and professional confidentiality considerations, should consider whether to advise the component auditor not to issue the auditor’s report on the financial statements of the component until the matter is resolved and whether to withdraw from the engagement (AU-C 600.48).
.0144 The group engagement team should communicate the following matters—in addition to those FAM 215.24 through .36 require—to those charged with governance of the group:
av. An overview of the type of work to be performed on the financial information of the components, including the basis for the decision to make reference to the audit of a component auditor in the auditor’s report on the group financial statements.
aw. An overview of the nature of the group engagement team’s planned involvement in the work that the component auditors are to perform on the financial information of significant components.
ax. Instances in which the group engagement team’s evaluation of a component auditor’s work gave rise to a concern about the quality of that auditor’s work.
ay. Any limitations on the group audit (for example, when the group engagement team’s access to information may have been restricted).
az. Fraud or suspected fraud involving group management, component management, employees who have significant roles in group-wide controls, or others in which a material misstatement of the group financial statements has or may have resulted from fraud (AU-C 600.49).
Documentation

.0145 The group engagement team should include the following in the audit documentation:

ba. An analysis of components indicating those that are significant and the type of work performed on the financial information of the components.
bb. Those components for which reference to the reports of component auditors is made in the auditor’s report on the group financial statements.
bc. Written communications between the group engagement team and the component auditors about the group engagement team’s requirements.
bd. For those components for which reference is made in the auditor’s report on the group financial statements to the audit of a component auditor, 

i. the financial statements of the component and the report of the component auditor thereon and
ii. when the component auditor’s report on the component’s financial statements does not state that the audit of the component’s financial statements was performed in accordance with GAGAS (which incorporates U.S. GAAS) or the standards promulgated by the PCAOB, the basis for the group engagement partner’s determination that the component auditor’s audit met the relevant requirements of GAGAS (AU-C 600.50).
See FAM 630.74 for additional requirements when assuming responsibility for the work of a component auditor.

.0146 In addition, when the group engagement team performs additional audit procedures, the group engagement team’s documentation should contain a description of the work (this may be a list of the documents the auditor examined or tick marks on a copy of the component auditor’s documentation if that is the basis for the selection) and the group engagement team’s conclusion. It is not necessary to retain copies of the documents examined. 

.0147 There is a difference between the group engagement team’s responsibilities to review the documentation of component auditors and what the group engagement team may copy and retain from that documentation. The group engagement team uses professional judgment in deciding which of the component auditor’s documents to copy and retain. However, many auditors use electronic technology to retain documentation for the entire audit. The group engagement team may cite this documentation as part of the review to include any additional audit procedures performed on the component auditor’s work. The group engagement team may print any documents as necessary. 

.0148 The group engagement team may retain other documentation if it might be useful in understanding the entity, training staff members, planning future audits, reviewing the documentation, or writing the report. Documentation in this category includes the entity profile (or equivalent), audit strategy, audit procedures, LIRA and SCE worksheets (or equivalent), trial balance or lead schedules, management representation letter, and legal representation letter. Auditors often find it helpful to keep copies of documents (either electronically or in hard copy) in case questions are raised in review but not to include those copies in the audit documentation unless they are needed to document the work performed.  

The group engagement team should retain documents in accordance with the contract or other legal requirements, but not less than 5 years from the report release date (AU-C 230.17). Audit procedures may indicate which documents to retain. These documents should be included in the final audit file by the documentation completion date (no later than 60 days after the report release date). The auditor should not discard documents between the documentation completion date and the end of the specified retention period (AU-C 230.16 through .17). In documenting the review, auditors may indicate the document number or index number used by the component auditor in order to locate the document at a later date. 

Ownership and confidentiality of audit documentation is determined by contract and other legal requirements (see AU-C 230.A29). 

See FAM 630.74 for additional requirements when assuming responsibility for the work of a component auditor.

Additional Procedures if Assuming Responsibility for a Component Auditor’s Work
Materiality

.0149 During an audit of a component’s financial information in which the auditor of the group financial statements is assuming responsibility for the component auditor’s work, the group engagement team should evaluate the appropriateness of performance materiality at the component level (AU-C 600.51).
Determining the Type of Work to Be Performed on the Financial Information of Components

.0150 For components for which the auditor of the group financial statements is assuming responsibility for the component auditors’ work, the group engagement team should determine the type of work to be performed by the group engagement team or by component auditors on its behalf on the components’ financial information. The group engagement team also should determine the nature, timing, and extent of its involvement in the work of component auditors (see FAM 630.09 through .10 for a suggested framework for planning and performing a low, moderate, or high level of review of the component auditor’s documentation) (AU-C 600.52).
.0151 The group engagement team alone is responsible for determining the extent of additional procedures, if any, based on professional judgment. This determination in no way constitutes a reflection on the adequacy of the auditor’s work.
.0152 The objective of these additional procedures is for the group engagement team to obtain additional evidence about whether key items are properly handled and supported by sufficient appropriate evidence. For example, the group engagement team generally should discuss key items with entity management, especially estimates and judgments. This discussion generally should be conducted with the component auditors present. The group engagement team generally should attend the entrance and exit conferences and other key meetings held by component auditors. For key items that have high risk of material misstatement, discussions with entity management may not provide sufficient evidence, and the group auditor should perform additional audit procedures. 

.0153 The group engagement team may perform additional audit procedures on a selection of the component auditor’s work, and/or additional tests of the accounting records. To perform additional audit procedures, the group engagement team should obtain access to the entity’s personnel and its books and records. The group engagement team may coordinate access to the entity’s personnel and records through the component auditor. The group engagement team and the component auditor also may jointly perform parts of a test, where the audit sample is planned jointly and the results are evaluated jointly. Although additional audit procedures are usually performed only when the level of review is high, the group engagement team may perform additional audit procedures in other situations to learn about the entity, to help the component auditor plan future audits, or to help entity management correct problems. 

.0154 The group engagement team generally should limit discussions with entity management and/or additional audit procedures to significant assertions in line items that have a high risk of material misstatement. This is especially true in areas involving estimates and judgments or in areas on which users place extensive reliance. The group engagement team’s additional audit procedures generally should include some items tested by the component auditor, particularly any that appear to be exceptions, in order to determine whether they were appropriately evaluated in formulating an opinion. The group engagement team generally should plan to perform additional audit procedures while the component auditors are at the entity and have access to records, as this can minimize the inconvenience for everyone. 

Significant Components
.0155 For a component that is significant due to its individual financial significance to the group, the group engagement team, or a component auditor on its behalf, should perform an audit of the financial information of the component, adapted as necessary to meet the needs of the group engagement team, using component materiality (AU-C 600.53).
.0156 For a component that is significant not due to its individual financial significance but because it is likely to include significant risks of material misstatement of the group financial statements due to its specific nature or circumstances, the group engagement team, or a component auditor on its behalf, should perform one or more of the following: 

be. An audit, adapted as necessary to meet the needs of the group engagement team, of the financial information of the component, using component materiality.
bf. An audit, adapted as necessary to meet the needs of the group engagement team, of one or more account balances, classes of transactions, or note disclosures relating to the likely significant risks of material misstatement of the group financial statements. 

bg. Specified audit procedures relating to the likely significant risks of material misstatement of the group financial statements (AU-C 600.54). 

Components That Are Not Significant
.0157 For components that are not significant components, the group engagement team should perform analytical procedures at the group level (AU-C 600.55).
.0158 In some circumstances, the group engagement team may determine that sufficient appropriate audit evidence on which to base the group audit opinion will not be obtained from the following:

bh. The work performed on the financial information of significant components.
bi. The work performed on group-wide controls and the consolidation process.
bj. The analytical procedures performed at group level.
In such circumstances, the group engagement team should select additional components that are not significant components and should perform or request that a component auditor perform one or more of the following on the financial information of the individual components selected: 

· An audit, adapted as necessary to meet the needs of the group engagement team, of the financial information of the component, using component materiality.
· An audit, adapted as necessary to meet the needs of the group engagement team, of one or more account balances, classes of transactions, or note disclosures.
· A review of the financial information of the component, adapted as necessary to meet the needs of the group engagement team, using component materiality.
· Specified audit procedures.
The group engagement team should vary the selection of such individual components over a period of time (AU-C 600.56).
Involvement in the Work Performed by Component Auditors

Significant Components – Risk Assessment

.0159 When a component auditor performs an audit or other specified audit procedures of the financial information of a significant component for which the auditor of the group financial statements is assuming responsibility for the component auditor’s work, the group engagement team should be involved in the risk assessment of the component to identify significant risks of material misstatement of the group financial statements. The nature, timing, and extent of this involvement are affected by the group engagement team’s understanding of the component auditor but, at a minimum, should include the following:

bk. Discussing with the component auditor or component management the component’s business activities of significance to the group.

bl. Discussing with the component auditor the susceptibility of the component to material misstatement of the financial information due to fraud or error.

bm. Reviewing the component auditor’s documentation of identified significant risks of material misstatement of the group financial statements. Such documentation may take the form of a memorandum that reflects the component auditor’s conclusion with regard to the identified significant risks. (AU-C 600.57)

Further Audit Procedures for Identified Significant Risk of Material Misstatement of the Group Financial Statements

.0160 When significant risks of material misstatement of the group financial statements have been identified at a component for which the auditor of the group financial statements is assuming responsibility for the work of the component’s auditor, the group engagement team should evaluate the appropriateness of the further audit procedures to be performed to respond to the identified significant risks of material misstatement of the group financial statements. Based on its understanding of the component auditor, the group engagement team should determine whether it is necessary to be involved in the further audit procedures (AU-C 600.58).
Subsequent Events

.0161 When component auditors perform work other than audits of the components’ financial information at the request of the group engagement team, the group engagement team should request that the component auditors notify the group engagement team if they become aware of events at those components that occur between the dates of the financial information of the components and the date of the auditor’s report on the group financial statements that may require an adjustment to, or disclosure in, the group financial statements (AU-C 600.59).
Communication with a Component Auditor

.0162 When the auditor of the group financial statements is assuming responsibility for the work of a component auditor, the communication required in FAM 630.36 should set out the work to be performed and the form and content of the component auditor’s communication with the group engagement team. It also should include, in the case of an audit or review of the financial information of the component, component materiality (and the amount or amounts lower than the materiality for particular classes of transactions, account balances, or note disclosures, if applicable) and the threshold above which misstatements cannot be regarded as clearly trivial to the group financial statements (AU-C 600.60).
.0163 When the auditor of the group financial statements is assuming responsibility for the work of a component auditor, the communication requested from the component auditor, as required in FAM 630.37, also should include the following:

bn. Whether the component auditor has complied with the group engagement team’s requirements.

bo. Information on instances of noncompliance with provisions of applicable laws or regulations at the component or group level that could give rise to a material misstatement of the group financial statements.

bp. Significant risks of material misstatement of the group financial statements, due to fraud or error, identified by the component auditor in the component and the component auditor’s responses to such risks. The group engagement team should request that the component auditor communicate such significant risks on a timely basis.

bq. A list of corrected and uncorrected misstatements of the financial information of the component (the list need not include misstatements that are below the threshold for clearly trivial misstatements communicated by the group engagement team).

br. Indicators of possible management bias regarding accounting estimates and the application of accounting principles.

bs. Description of any identified material weaknesses and significant deficiencies in internal control at the component level.

bt. Other significant findings and issues that the component auditor communicated or expects to communicate to those charged with governance of the component, including fraud or suspected fraud involving component management, employees who have significant roles in internal control at the component level, or others that resulted in a material misstatement of the component’s financial information.

bu. Any other matters that may be relevant to the group audit or that the component auditor wishes to draw to the attention of the group engagement team, including exceptions noted in the written representations that the component auditor requested from component management (AU-C 600.61).
Evaluating a Component Auditor’s Communication and Adequacy of the Component Auditor’s Work

.0164 The group engagement team should determine, based on the evaluation required in FAM 630.38, whether it is necessary to review other relevant parts of a component auditor’s audit documentation (see FAM 630.09 through .10 for a suggested framework for planning and performing a low, moderate, or high level of review of the component auditor’s documentation) (AU-C 600.62).
.0165 If the group engagement team concludes that the work of a component auditor is insufficient, the group engagement team should determine additional procedures to be performed and whether they are to be performed by the component auditor or by the group engagement team (AU-C 600.63).
Communication with Group Management and Those Charged with Governance
.0166 If assuming responsibility for the component auditors’ work, the group engagement team should determine which material weaknesses and significant deficiencies in internal control that component auditors have brought to the attention of the group engagement team should be communicated to group management and those charged with governance of the group (AU-C 600.64).
Documentation

.0167 The group engagement team should include in the audit documentation the nature, timing, and extent of the group engagement team’s involvement in the work performed by the component auditors on significant components, including, when applicable, the group engagement team's review of relevant parts of the component auditors’ audit documentation and conclusions thereon (AU‑C 600.65).
640 – Entities Using a Service Organization 
.0168 FAM 640 provides guidance to auditors when considering the services provided to the entity by a service organization. As discussed in FAM 310, the auditor should obtain an understanding of the nature and significance of the services provided by the service organization and their effect on the entity’s internal control relevant to the audit (AU-C 402.07).
.0169 Many entities outsource aspects of their business activities to organizations that provide services ranging from performing a specific task under the direction of the entity to replacing entire business units or functions of the entity. Many of the services provided by such organizations are integral to an entity’s business operations; however, not all of those services are relevant to an audit (AU‑C 402.02). Services provided by service organizations that may be relevant to an audit include maintenance of the entity’s accounting records; management of the user entity’s assets; and initiating, authorizing, recording, or processing transactions as an agent of the user entity. 

.0170 Services provided by a service organization are relevant to the audit of an entity’s financial statements when those services and the controls over them affect the entity’s information system, including related business processes, relevant to financial reporting. Although most controls at a service organization are likely to relate to financial reporting, other controls also may be relevant to the audit, such as controls over the safeguarding of assets. A service organization’s services are part of an entity’s information system, including related business processes, relevant to financial reporting if these services affect any of the following:

bv. The classes of transactions in the entity’s operations that are significant to the entity’s financial statements.
bw. The procedures within both information technology and manual systems by which the entity’s transactions are initiated, authorized, recorded, processed, corrected as necessary, transferred to the general ledger, and reported in the financial statements.
bx. The related accounting records, supporting information, and specific accounts in the entity’s financial statements that are used to initiate, authorize, record, process, and report the entity’s transactions. This includes correcting of incorrect information and how information is transferred to the general ledger; the records may be in either manual or electronic form.
by. How the entity’s information system captures events and conditions, other than transactions, that are significant to the financial statements.
bz. The financial reporting process used to prepare the entity’s financial statements, including significant accounting estimates and note disclosures.
ca. Controls surrounding journal entries—including nonstandard journal entries used to record nonrecurring, unusual transactions—or adjustments (AU‑C 402.03).
.0171 The nature and extent of work to be performed by the auditor regarding the services provided by a service organization depend on the nature and significance of those services to the entity and the relevance of those services to the audit (AU-C 402.04). If the auditor has determined based on FAM 300 that key internal control activities are designed and implemented effectively by a service organization, then the auditor should follow the guidance outlined in the remaining paragraphs of this section. If the auditor has determined that the service organization’s internal control activities are not key to the audit (i.e., not included on the SCE worksheet), then the guidance in this section may not be applicable.

.0172 The auditor should obtain and read the relevant service organization report(s). (AU-C 402.16.a.) A service organization may provide the entity with one of the following:

cb. a report on management’s description of a service organization’s system and the suitability of the design of controls (referred to as a type 1 report) or
cc. a report on management’s description of a service organization’s system and the suitability of the design and operating effectiveness of controls (referred to as a type 2 report).
Typically, the auditor will obtain a type 2 report that provides audit evidence that controls at the service organization are operating effectively (AU-C 402.17).
.0173 If the auditor plans to use a type 2 report as audit evidence that controls at the service organization are operating effectively, the auditor should determine whether the service auditor’s report provides sufficient appropriate audit evidence about the effectiveness of the controls to support the auditor’s risk assessment by

cd. assessing the adequacy of the standards under which the type 2 report was issued (AU-C 402.13b);

ce. evaluating whether the type 2 report is for a period that is appropriate for the auditor’s purposes;

cf. determining whether complementary user entity controls that the service organization identified are relevant in addressing the risks of material misstatement relating to the relevant assertions in the entity’s financial statements and, if so, obtaining an understanding of whether the entity has designed and implemented such controls effectively and, if so, testing their operating effectiveness;

cg. evaluating the adequacy of the time period covered by the tests of controls and the time elapsed since the performance of the tests of controls; and

ch. evaluating whether the tests of controls that the service auditor performed and the results thereof, as described in the service auditor’s report, are relevant to the assertions in the entity’s financial statements and provide sufficient appropriate audit evidence to support the auditor’s risk assessment (AU-C 402.17).
An example of an assessment tool can be found at FAM 640 A. This tool is designed to assist the auditor in meeting and documenting the requirements of this paragraph.

.0174 In responding to assessed risks in accordance with FAM 420, the auditor should determine whether sufficient appropriate audit evidence concerning the relevant financial statement assertions is available from records held at the entity. If not, then the auditor should perform further audit procedures to obtain sufficient appropriate audit evidence or use another auditors to perform those procedures at the service organization on the auditor’s behalf (AU-C 402.15). 

If the auditor cannot obtain appropriate audit evidence from a service organization report (or no report is available), see FAM 310.12. 

.0175 If the auditor concludes that additional evidence about the operating effectiveness of controls at the service organization is required, the audit’s additional procedures might include (AU-C 940.A146) 

ci. evaluating procedures that management performed and the results of those procedures, if applicable;
cj. contacting the service organization, through the entity, to obtain specific information;
ck. requesting that a service auditor be engaged to perform procedures that will supply the necessary information about the relevant controls at the service organization; and
cl. visiting the service organization and performing such procedures.

.0176 There may be instances in which a service organization uses another service organization (subservice organization) to perform services that are likely to be relevant to the user entity’s internal control over financial reporting. The service organization report will describe either of the following:

cm. Inclusive method: Method of addressing the services provided by a subservice organization whereby management’s description of the service organization’s system includes a description of the nature of the services that the subservice organization provided as well as the subservice organization’s relevant control objectives and related controls. 

cn. Carve-out method: Method of addressing the services provided by a subservice organization whereby management’s description of the service organization’s system identifies the nature of the services that the subservice organization performed and excludes from the description and from the scope of the service auditor’s engagement the subservice organization’s relevant control objectives and related controls (AT-C 320.08).

If the auditor plans to use a type 1 or a type 2 report that excludes the services provided by a subservice organization and those services are relevant to the audit of the entity’s financial statements, the auditor should apply the requirements of this section with respect to the services provided by the subservice organization (AU-C 402.18). FAM 640 A is a tool is designed to assist the auditor in meeting and documenting the requirements of this paragraph.
.0177 Typically, the auditor should not refer to the service auditor’s report (when expressing an opinion on internal control (AU-C 940.96) or an unmodified opinion on the financial statements (AU-C 402.21)). If otherwise, see AU-C 402 for further guidance.

640 A – Service Organization Type 2 Report Assessment Tool

Review of Service Organization Type 2 Reports Prepared by
External Service Organizations That Are Relevant and 
Significant to Financial Reporting

The auditor may complete the following tool for each service organization report (per AT‑C 320, Reporting on an Examination of Controls at a Service Organization Relevant to User Entities’ Internal Control Over Financial Reporting) prepared for a service organization that performs internal control procedures that are determined to be relevant and significant to financial reporting. If available, the auditor should obtain or arrange access to (1) the most recent service organization type 2 report; (2) documentation of entity’s most recent review of the type 2 service organization report prepared, if applicable; and (3) the most recent peer review report for the audit organization that prepared the service organization report. 

Based on review of this documentation, this tool will assist the auditor in determining the following:

.0178 Whether the internal controls at the service organization provide reasonable assurance that

co. the timing, objectives, scope, and methodology of the report were sufficient relative to entity’s internal control objectives; 
cp. internal control over the processes affecting the entity’s transactions at the service organization were effective; 
cq. the integrity and completeness of the transactions and associated sensitive information were appropriately safeguarded, any resulting balances were not materially misstated, and any applicable laws and regulations were complied with; and
cr. any internal control exceptions were reported, including consideration of their implications for the entity and any necessary compensating procedures.
.0179 Whether the entity

cs. appropriately documented the scope and nature of its review of the service organization report;

ct. appropriately assessed the extent to which complementary user entity controls were applicable and significant to entity, and whether the entity has the appropriate associated complementary internal controls in place; and
cu. based on its review, reached conclusions that are reasonable, appropriately documented, and materially consistent with the auditor’s conclusions.

	I.
	Name of Service Organization

	
	ABC Service Organization

	II.
	Description of Service Provided or Name of Financial Reporting System(s) the Service Organization Owns/Operates

	
	ABC Service Organization processes XYZ Entity’s payroll transactions. ABC Service Organization owns and operations XXX IT system to process payroll.

	III.
	Description of Financial Statement Impact (e.g., nature of entity transactions processed, prior-year or year-to-date dollar value, transaction volume, and how it is reported in the financial statements)

	
	Payroll transactions are recorded in “Payroll Expense” line item in the Statement of Net Cost and “Accrued Liabilities” line item on the Balance Sheet. For FY 20XX, the amount of Payroll Expense was $XXX million and the amount of Accrued Liabilities (related to payroll) was $XXX million. Transactions are recorded biweekly.

	IV.
	Date of the Service Organization Report and the Period Covered

	
	October 1, 20XX, through June 30, 20X1

	V.
	Name of the Service Auditor and Date of Most Recent Peer Review Report

	
	IPA Public Accountants.
Peer review report certified through November 30, 20XX.

	VI.
	Audit Cycles Affected by the Service Organization

	
	Payroll cycle and Accounts Payable cycle

	VII.
	List of the Controls from the SCE Worksheet That Are Being Reviewed for This Service Organization Report

	
	SCE.1:

1a.1 Only authorized users have access to XXX IT System.

2a.2 ABC Service Organization accountant prepares a monthly reconciliation of payroll disbursements recorded in XXX IT System and the reconciliation is reviewed and approved by the ABC Service Organization manager.


	VIII.
	Observations and Conclusions


	Questions
	Comments with initials and date
	Conclusion
	Audit documentation indexes 

	Assess the adequacy of standards under which the service organization report was issued

	1) Does the service organization report state that the examination was conducted in accordance with attestation standards established by the AICPA?
	
	
	

	2) If not, assess the adequacy of the standards under which the service organization report was issued following guidance in AU-C 402.A21 and .A23.
	
	
	

	Assess service auditor’s independence and professional competence

	3) Is there a statement in the service organization report describing the service auditor’s independence? If not, assess the service auditor’s independence from the service organization using chapter 3 of GAGAS (2018) (Independence).
	
	
	

	4) Is there a recent peer review report for the service auditor? If so, determine whether the auditor passed, passed with deficiencies, or failed its peer review. If a peer review report is not available, assess the service auditor’s competence using chapter 4 of GAGAS (2018) (Competence).
	
	
	

	Assess the time period covered by the service organization report

	5) Is the time period covered by the report appropriate for use in supporting conclusions as of [balance sheet date]?
	
	
	

	6) Is the time period of the service organization report the same as the entire period of the financial statement audit? If not, assess whether additional procedures are needed to obtain sufficient appropriate audit evidence for the period not covered by the report. Additional procedures could include (a) obtaining and reviewing a bridge report/letter (or equivalent), (b) obtaining and reviewing an additional service organization report to cover the audit period, and (c) testing the operating effectiveness of selected controls at the service organization. 
	
	
	

	7) When a significant period of time has elapsed between the time period covered by the tests of controls in the service auditor’s report and the date specified in management’s assertion, additional procedures should be performed. The auditor should inquire of management to determine whether management has identified any changes in the service organization’s controls subsequent to the period covered by the service auditor’s report (such as changes communicated to management by the service organization, changes in service organization personnel with whom management interacts, changes in reports or other data received from the service organization, changes in contracts or service-level agreements with the service organization, or errors identified in the service organization’s processing). If management has identified such changes, the auditor should evaluate the effect of such changes on the effectiveness of the entity’s internal control. The auditor also should evaluate whether the results of other procedures that the auditor performed indicate that there have been changes in the controls at the service organization. (AU-C 940).
	
	
	

	Evaluate the sufficiency and appropriateness of the evidence provided by the service organization report.

A service organization type 2 report can provide audit evidence that controls at the service organization are operating effectively and support the user auditor’s risk assessment. 

	8) Are the key internal control activities listed in section VIII of this assessment tool included in the service organization report? 
	
	
	

	9) For the complementary user entity controls (and complementary subservice organization controls, if applicable) identified in the service organization report considered to be relevant and significant, has the entity (and subservice organization, if applicable) designed and implemented such controls effectively, and are such controls included on the SCE worksheet? 
	
	
	

	10) Are the complementary user entity controls identified in step 7 tested and deemed effective in the SCE worksheets? If no, see step 10 below.
	
	
	

	11) Were any exceptions identified in the service organization report? If so, describe the exceptions in the comment blocks at right that have an impact on the key internal controls activities listed in section VIII and see step 10 below. 
	
	
	

	12) If the key internal control activity is deemed to be ineffective in steps 8 and 9, were there effective compensating controls in place? 
	
	
	

	Entity’s evaluation of the service organization report (if applicable)

	13) Did the entity appropriately review and assess the contents of the service organization report, including identification and appropriate consideration of its timing, objectives, scope and methodology, reported internal control exceptions (if any), and complementary user entity controls? Document any significant omission.  
	
	
	

	14) Did the entity appropriately document the results of its review of the service organization report?
	
	
	

	15) Were the entity’s conclusions and any significant subsequent actions taken (or lack thereof) based on the entity’s review of the report appropriate?
	
	
	

	Additional observations, if any

	
	
	
	


645 – Using the Work of an Internal Auditor
Overview

.0180 Certain entities employ auditors to work for entity management. These auditors may be subject to administrative direction from persons involved in the entity management process. Such audit organizations are internal auditors. FAM 645 addresses the auditor’s responsibilities when using the work of internal auditors. Using the work of internal auditors includes (a) using the work of the internal audit function in obtaining audit evidence and (b) using internal auditors to provide direct assistance under the direction, supervision, and review of the auditor (AU-C 610.01).
For purposes of U.S. GAAS the meanings of the following terms are as follows:

· Internal audit function - a function of an entity that performs assurance and consulting activities designed to evaluate and improve the effectiveness of the entity’s governance, risk management, and internal control processes. 

· Direct assistance - the use of internal auditors to perform audit procedures under the direction, supervision, and review of the auditor (AU-C 610.12).

.0181 The auditor may be able to use the work of the internal audit function in obtaining audit evidence in a constructive and complementary manner depending on

cv. the level of competency of the internal audit function;
cw. whether the internal audit function’s organizational status and relevant policies and procedures adequately support the objectivity of the internal auditors; and

cx. whether the function applies a systematic and disciplined approach, including quality control (AU-C 610.06).
This section addresses the auditor’s responsibilities when, based on the auditor’s understanding of the internal audit function obtained as a result of procedures performed in accordance with FAM 220 and 260, the auditor expects to use the work of the internal audit function in obtaining audit evidence. Such use of that work modifies the nature or timing, or reduces the extent, of audit procedures to be performed directly by the auditor (AU-C 610.06).
.0182 This section also addresses the auditor’s responsibilities if the auditor is considering using internal auditors to provide direct assistance under the direction, supervision, and review of the auditor (AU-C 610.07).
.0183 There may be individuals in an entity who perform procedures similar to those performed by an internal audit function. However, unless such procedures are performed by an objective and competent function that applies a systematic and disciplined approach, including quality control, such procedures would be considered control activities, and obtaining evidence regarding the effectiveness of such controls would be part of the auditor’s responses to assessed risks in accordance with FAM 300 (AU-C 610.08).
.0184 The auditor has sole responsibility for the audit opinion expressed, and that responsibility is not reduced by the auditor’s use of the work of the internal audit function in obtaining audit evidence or use of internal auditors to provide direct assistance on the engagement. Although the function may perform audit procedures similar to those performed by the auditor, neither the internal audit function nor the internal auditors are independent of the entity as is required of the auditor in an audit of financial statements in accordance with AU-C 200. This section, therefore, defines the conditions that are necessary for the auditor to be able to use the work of internal auditors. It also defines the effort necessary to obtain sufficient appropriate evidence that the work of the internal audit function or internal auditors providing direct assistance is adequate for the purposes of the audit. The requirements are designed to provide a framework for the auditor’s judgments regarding the use of the work of internal auditors to prevent overuse or undue use of such work (AU-C 610.09).
Internal Audit Function

Planning for Using the Work of the Internal Audit Function

.0185 The auditor should determine whether the work of the internal audit function can be used in obtaining audit evidence by evaluating the following:
cy. The extent to which the internal audit function’s organizational status and relevant policies and procedures support the objectivity of the internal auditors.
cz. The level of competence of the internal audit function.
da. The internal audit function’s application of a systematic and disciplined approach, including quality control (AU-C 610.13). Factors that may affect this determination can include whether internal audit procedures include areas such as risk assessments, work programs, documentation, and reporting. Another factor includes whether the internal audit function has appropriate quality control requirements in standards set by relevant professional bodies for internal auditors (AU-C 610.A13).

See FAM 615 for guidance on evaluating the objectivity and competence of the internal audit function.

.0186 The auditor should not use the work of the internal audit function in obtaining audit evidence if the external auditor determines that

db. the function’s organizational status and relevant policies and procedures do not adequately support the objectivity of internal auditors;

dc. the function lacks sufficient competence; or

dd. the function does not apply a systematic and disciplined approach, including quality control (AU-C 610.14).
.0187 As a basis for determining the areas and the extent to which the work of the internal audit function can be used, the auditor should consider the nature, timing, and extent of the work that has been performed, or is planned to be performed, by the internal audit function and its relevance to the auditor’s overall audit strategy and audit plan (AU-C 610.15). For example, internal auditors may be performing tests of relevant controls that address a material misstatement related to the completeness of accounts payable. Alternatively, the internal auditors may be observing physical inventories. In either case, the auditor may change the timing or scope of its own testing when using the work of internal auditors (AU-C 610.A20).
.0188 The auditor should make all significant judgments in the audit engagement, including when using the work of the internal audit function in obtaining audit evidence (AU-C 610.16).
.0189 To prevent undue use of the internal audit function in obtaining audit evidence, the auditor should plan to use less of the work of the function and perform more of the work directly 

de. when there are greater levels of judgment involved in 

· planning and performing relevant audit procedures or

· evaluating the audit evidence obtained; 

df. the higher the assessed risk of material misstatement at the assertion level, with special consideration given to significant risks; 

dg. the less the internal audit function’s organizational status and relevant policies and procedures adequately support the objectivity of the internal auditors; and

dh. the lower the level of competence of the internal audit function (AU‑C 610.17).

.0190 The auditor should also evaluate whether, in aggregate, using the work of the internal audit function in obtaining audit evidence to the extent planned, together with any planned use of internal auditors to provide direct assistance, would result in the auditor still being sufficiently involved in the audit, given the auditor’s sole responsibility for the audit opinion expressed (AU-C 610.18). This evaluation should consider the auditor’s ability to address all relevant requirements of this section and of AU-C 610 and other standards. It is not anticipated that the auditor’s evaluation of using work of the internal audit function would be based on a quantitative analysis, such as percentage of hours spent by internal audit personnel in respect of the work being used by the auditor relative to total engagement hours (AU-C 610.A23).

.0191 In communicating an overview of the planned scope and timing of the audit to those charged with governance in accordance with AU-C 260, the auditor should communicate how the auditor has planned to use the work of the internal audit function in obtaining audit evidence (AU-C 610.19). See FAM 215 for general guidance on communicating with those charged with governance.

.0192 If the auditor plans to use the work of the internal audit function in obtaining audit evidence, the auditor should discuss the planned use of the work with the internal audit function as a basis for coordinating their respective activities (AU‑C 610.20).
.0193 The auditor should read the reports of the internal audit function that relate to the work of the function that the auditor plans to use to obtain an understanding of the nature and extent of audit procedures the internal audit function performed and the related findings (AU-C 610.21).
Evaluating the Work of the Internal Audit Function

.0194 The auditor should perform sufficient audit procedures on the body of work of the internal audit function as a whole that the auditor plans to use to determine its adequacy for purposes of the audit, including evaluating whether

di. the work of the function was properly planned, performed, supervised, reviewed, and documented;

dj. sufficient appropriate evidence was obtained to enable the function to draw reasonable conclusions; and

dk. conclusions reached are appropriate in the circumstances, and the reports prepared by the function are consistent with the results of the work performed (AU-C 610.22).
.0195 The nature and extent of the auditor’s audit procedures should respond to the auditor’s evaluation of

dl. the amount of judgment involved in 

· planning and performing relevant audit procedures and

· evaluating the audit evidence obtained;

dm. the assessed risk of material misstatement;

dn. the extent to which the internal audit function’s organizational status and relevant policies and procedures support the objectivity of the internal auditors; and

do. the function’s level of competence (AU-C 610.23). 

.0196 The auditor should also reperform some of the body of work of the internal audit function that the auditor intends to use in obtaining audit evidence (AU‑C 610.23). The auditor may focus this reperforming on areas where more judgment was used by the internal audit function in planning, performing, and evaluating the results of the audit procedures and in areas at higher risk of material misstatement (AU-C 610.A36).

.0197 Before the conclusion of the audit, the auditor should evaluate whether the auditor’s conclusions regarding the internal audit function based on FAM 645.06 and the determination of the nature and extent of use of the work of the function for purposes of the audit in FAM 645.09 through .11 remain appropriate (AU-C 610.24).
Direct Assistance

Planning for Internal Auditors to Provide Direct Assistance 

.0198 If the auditor plans to use internal auditors to provide direct assistance on the audit, the auditor should evaluate the existence and significance of threats to the objectivity of the internal auditors who will be providing direct assistance, as well as any safeguards applied to reduce or eliminate the threats, and the level of competence of the internal auditors who will be providing such assistance. (AU‑C 610.25) See FAM 615 for guidance on evaluating the objectivity and competence of internal auditors providing direct assistance.  

.0199 The auditor should not use an internal auditor to provide direct assistance if

dp. the internal auditor lacks the necessary objectivity to perform the proposed work or

dq. the internal auditor lacks the necessary competence to perform the proposed work. (AU-C 610.26)

.0200 In determining the nature and extent of work that may be assigned to internal auditors providing direct assistance and the nature, timing, and extent of direction, supervision, and review that is appropriate in the circumstances, the auditor should consider 

dr. the auditor’s evaluation of the existence and significance of threats to the internal auditors’ objectivity, the effectiveness of the safeguards applied to reduce or eliminate the threats, and the level of competence of the internal auditors who will be providing such assistance;

ds. the assessed risk of material misstatement; and

dt. the amount of judgment involved in 

· planning and performing relevant audit procedures and

· evaluating the audit evidence obtained. (AU-C 610.27)

.0201 Examples of work not appropriate for assigning to internal auditors providing direct assistance include fraud risk inquiries to management and the determination of unpredictable audit procedures as addressed in FAM 260 (AU‑C 610.A43).
.0202 The auditor should evaluate whether, in aggregate, using internal auditors to provide direct assistance to the extent planned, together with any planned use of the work of the internal audit function in obtaining audit evidence, would result in the auditor still being sufficiently involved in the audit, given the auditor’s sole responsibility for the audit opinion expressed (AU-C 610.29).
.0203 In communicating an overview of the planned scope and timing of the audit with those charged with governance in accordance with AU-C 260, the auditor should communicate how the auditor plans to use internal auditors to provide direct assistance (AU-C 610.28). See FAM 215 for general guidance on communicating with those charged with governance. 

.0204 Prior to using internal auditors to provide direct assistance, the auditor should obtain written acknowledgment from management or those charged with governance, as appropriate, that internal auditors providing direct assistance to the auditor will be allowed to follow the auditor's instructions, and that the entity will not intervene in the work the internal auditor performs for the auditor (AU‑C 610.30).
.0205 This written acknowledgment may be included within the audit engagement letter (or other suitable form of written agreement of the terms of engagement) or could be included in a separate document prepared by the auditor and acknowledged in writing by management or those charged with governance, as appropriate (AU-C 610.A45).
Evaluating the Use of Internal Auditors Providing Direct Assistance

.0206 The auditor should direct, supervise, and review the work performed by internal auditors on the engagement in accordance with FAM 215. In so doing,
du. the nature, timing, and extent of direction, supervision, and review should be responsive to the outcome of the evaluation of the factors in FAM 645.20;

dv. the auditor should instruct the internal auditors to bring accounting and auditing issues identified during the audit to the attention of the auditor; and

dw. the review procedures should include the auditor testing some of the work performed by the internal auditors (AU-C 610.31).
.0207 When directing, supervising, and reviewing the work performed by internal auditors, the auditor should remain alert for indications that the auditor’s evaluations of internal auditors’ objectivity and competence (FAM 645.19) and of the auditor’s level of involvement in the audit (FAM 645.23) are no longer appropriate (AU-C 610.32).
Documentation

.0208 If the auditor uses the work of the internal audit function in obtaining audit evidence, the auditor should include the following in the audit summary memorandum: 

dx. The results of the evaluation of 

· the function’s organizational status and relevant policies and procedures to adequately support the objectivity of the internal auditors;

· the level of competence of the function; and

· the function’s application of a systematic and disciplined approach, including quality control.

dy. The nature and extent of the work used (including the period covered by, and the results of, such work) and the basis for that decision.

dz. The audit procedures performed by the auditor to evaluate the adequacy of the work used, including the procedures performed by the auditor to reperform some of the body of work of the internal audit function in obtaining audit evidence (AU-C 610.33).

.0209 If the auditor uses internal auditors to provide direct assistance on the audit, the auditor should include the following in the audit summary memorandum: 
ea. The evaluation of the existence and significance of threats to the objectivity of the internal auditors, as well as any safeguards applied to reduce or eliminate the threats, and the level of competence of the internal auditors who provided direct assistance.
eb. The basis for the decision regarding the nature and extent of the work performed by the internal auditors.
ec. The nature and extent of the auditor’s review of the internal auditors’ work (including the testing, by the auditor, of some of the work that the internal auditors performed).
The auditor should also include in the audit documentation the working papers prepared by the internal auditors who provided direct assistance on the audit engagement (AU-C 610.34).

If the auditor uses the work of the internal audit function in obtaining audit evidence, internal auditors to provide direct assistance, or both, the auditor should include in the audit summary memorandum the auditor’s evaluation of (see FAM 645.11 and .23) whether, either individually or in aggregate as applicable, using the work of the internal audit function in obtaining audit evidence and use of internal auditors to provide direct assistance resulted in the auditor still being sufficiently involved in the audit, given the auditor’s sole responsibility for the audit opinion expressed (AU-C 610.35).

670 – IG Oversight of Audits Performed by Contracted Independent Public Accounting (IPA) Firms
.0210 IGs may be in situations where they contract with an IPA firm to perform financial statement audits, however, the IG still retains oversight responsibility of the IPA firm. FAM 670 provides guidance to IGs in designing procedures for the oversight of IPA firms contracted to perform financial statement audits, to assure that the IPA firms comply with the audit standards established by the Comptroller General of the United States (GAGAS). This guidance applies to financial statement audits required by law for federal executive agencies and government corporations.
 The purpose of this guidance is to assist IGs in fulfilling the requirement that such financial statement audits are performed in accordance with GAGAS, and the requirement of the Inspector General Act of 1978, as amended, (IG Act) that the IG take appropriate steps to assure that any work performed for audits of federal establishments, organizations, programs, activities, and functions by nonfederal auditors complies with GAGAS. Except in cases where the Comptroller General performs the audit of a federal entity financial statement,
  for those entities with IGs, the IGs have the responsibility to audit their financial statements or to select and participate in the contracting of IPA firms to perform the audits. If an IG makes the decision to contract with an IPA firm to perform the audit, the IG is responsible for oversight and monitoring of the IPA firm to assure compliance with GAGAS. In addition, the IG generally should communicate written results of its oversight and monitoring of the IPA to entity management or those charged with governance. 

.0211 The guidance in this section is not to be used by a group engagement team in its assessment of the work of a component auditor or specialist (FAM 630), a management specialist (FAM 625), a service organization’s auditor (FAM 640), or an internal auditor (FAM 645).  

.0212 For purposes of the remainder of this section, the use of the terms auditor or IG refers to the individual or entity overseeing of an IPA firm’s work as described in FAM 670.01 and not to a group or component auditor.

.0213 Auditors should develop comprehensive policies and procedures when providing oversight of the work of an IPA firm in the following areas, as applicable:

· fulfilling entity contracting requirements for obtaining and monitoring the services of a contracted IPA firm;

· complying with the requirements of the IG Act, federal financial statement audit requirements, and related guidance from OMB
 and Treasury;

· implementing the guidance in FAM 670 regarding considerations to assure the IPA firm’s compliance with GAGAS;

· determining the appropriate level of oversight and monitoring of an IPA firm for an organization’s financial statements audits; and

· appropriate involvement with the group auditor (see FAM 630).

.0214 An IG may choose to contract with an IPA firm to audit its entity’s financial statements. The IG may use a contracting process that is part of its organization, a procurement function within the entity to be audited, or a third party’s (e.g., another government agency) procurement function. However, to fulfill its statutory responsibility to determine the IPA firm, the IG plays an important role in contracting for the IPA firm even when legal authority to award the contract rests with a contracting office of the entity being audited.
 The IG generally should

· ensure that the contract provides for full and timely access to appropriate IPA firm individuals and audit documentation for IG review;

· coordinate closely with the contracting office to ensure a timely solicitation and award for an IPA firm’s contracted services;

· serve as a subject matter expert in developing the contract, task orders if applicable, and the statement of work;

· ensure that the contract clearly establishes the scope for a financial statement audit in accordance with GAGAS, other relevant federal requirements, and any other scope issues specific to the entity (internal control, FFMIA, etc.);

· chair the technical evaluation panel for the acquisition, assist in selecting the members in the panel, and make a recommendation for award to the contracting officer; and

· act as the contracting officer’s representative to assist in the administration of the contract, monitor technical compliance, and assist the contracting officer to ensure contractor compliance with the terms and conditions of the contract. 
.0215 When providing oversight of an audit performed by an IPA firm, the auditor’s considerations should include

· evaluating the IPA firm’s independence, objectivity, and competence (FAM 670.08);

· determining the type of written communication that the auditor will issue, general level of oversight to perform, and scope of review of the IPA firm’s audit documentation (FAM 670.09 through .11 and FAM 670 A); and

· communicating the written results of the auditor’s oversight of the IPA firm’s audit to management, those charged with governance, and other interested parties (FAM 670.21 through .22).

.0216 The auditor and IPA firm generally should coordinate throughout the audit to ensure that statutory, regulatory, contractual, and policy requirements related to the financial statement audit are met. The IPA firm should also provide the auditor full and timely access to appropriate engagement team members and audit documentation for review (GAGAS (2018) 6.35). This may occur on an ongoing basis during the audit, although supervisory review within the IPA firm may not have been fully completed. 
The Independence, Objectivity, and Competence of the IPA Firm

.0217 The auditor should evaluate whether the IPA firm is independent and objective with respect to the audited entity. The auditor should also evaluate the IPA firm’s competence and capabilities to perform the audit. See FAM 615 for additional guidance. 

Planning the Review of the IPA Firm’s Audit Work

.0218 The auditor should determine the type of written communication the auditor will issue, and then develop a strategy and plan for overseeing the IPA firm’s work. The strategy should be driven by a risk-based approach, which depends on the type of communication the auditor plans on issuing. In this strategy, the auditor should document the planned level of review as moderate or low.  

Table 670.1 presents an overview of the suggested level of review the auditor generally should perform for the two types of communication. The extent of review in each category depends on the auditor’s professional judgment. See FAM 670.21 through .22 for discussion on the types of communications.
Table 670.1: Overview of Review Performed for Each Type of Communication

	Type of communication
	Suggested level of review (FAM 670.10 through .11)

	Communication expresses no assurance (FAM 670.22a) 
	Low 

	Communication expresses negative assurance on compliance with GAGAS (FAM 670.22b)
	Moderate 


The auditor generally should also consider the extent to which the IPA firm has completed its work when developing timing of procedures to perform. Prior to review by the auditor, the IPA firm should have performed at least one level of supervisory review for all audit work, with more material or sensitive areas having multiple levels of internal review.

.0219 The auditor should reevaluate the audit strategy and plan as the work progresses. The auditor should base determination of the level of review on professional judgment, considering the following factors:
ed. The type of communication the auditor will issue. More review will be necessary when the auditor issues a transmittal letter expressing negative assurance on the IPA firm’s compliance with GAGAS than when no assurance is provided by the auditor (FAM 670.09 and .21 through .22).

ee. The IPA firm’s independence and objectivity (both for the audit organization and its engagement team). The level of review increases as threats to independence and objectivity increase.

ef. The IPA firm’s qualifications to perform the work (both for the audit organization and its engagement team). The level of review increases as the IPA firm’s qualifications decrease.

eg. The auditor’s prior experience with the IPA firm (both for its audit organization and its engagement team). The level of review tends to decrease as the auditor’s confidence increases from working with the IPA firm.

eh. The significance of assertions, line items, accounts, or accounting applications in relation to the financial statements on which the IPA firm is reporting, taken as a whole. The level of review for these items increases as they become more significant or material.

ei. The risk of material misstatement, including the risk of material fraud, for the significant assertions, line items, accounts, or accounting applications that the IPA firm is auditing. The level of review increases as the risk of material misstatement increases. 

.0220 The extent of the auditor’s review of the IPA firm’s audit documentation is a matter of professional judgment and depends on the level of review based on the factors discussed in FAM 670.10. 

ej. For a low level of review, the auditor may limit the review of documentation to key summary planning and completion documentation. This includes the audit strategy and audit program (or equivalent documents), the audit completion checklist at FAM 1003 (or equivalent documentation), and the audit summary memorandum.

ek. For a moderate level of review, the auditor generally should review more of the IPA firm’s documentation, especially documents evidencing important decisions. For financial statement audits, this includes the LIRA form (or equivalent documentation) for significant accounts; the SCE worksheet (or equivalent documentation) for significant accounting applications; the documentation for accounts, estimates, and judgments with high risk of material misstatement; the analytical procedures; and the summary of uncorrected misstatements (see FAM 595 C).

FAM 670 A illustrates the procedures that the auditor generally should perform for each level of review at the entity level and for each significant assertion, line item, account, or accounting application, as well as what audit documentation the auditor should retain. 
Staffing the Review of the IPA Firm’s Audit Work

.0221 The auditor’s staff reviewing the audit work generally should have enough experience in financial statement auditing to understand the professional judgments that need to be made and to interact with the higher levels of the IPA firm. An assistant director or a senior manager who has significant experience in performing or reviewing financial statement audit work should supervise or perform most of the review. Less qualified staff members may perform reviews when supervised by more qualified auditors. 

.0222 When the IPA firm’s work involves the review of IS controls, the auditor should ensure that the auditor’s staff has the requisite IS knowledge to review the firm’s work to determine whether IS controls were adequate, audit work was properly documented, and related audit objectives were achieved. 

Evaluating the Audit Work of the IPA Firm

.0223 The auditor should determine whether the work is sufficient and appropriate and whether the IPA firm’s levels of internal review for the audit work were appropriate. In addition, the auditor should determine whether any significant issues related to the audit were identified or whether substantial deviations from GAGAS, if applicable, were identified but not documented and explained in the audit. The auditor should document this evaluation.  
.0224 Sometimes, IPA firms use methodologies or audit approaches that are different from those the auditor would have used. Auditing requires a great deal of professional judgment, and there are often alternative ways to achieve audit objectives. Many IPA firms have developed, at considerable expense, proprietary audit methodologies to use on a wide range of public and private sector clients. Many of these audit methodologies use electronic technology where all audit documentation exists only in electronic form. Thus, the auditor should understand the IPA firm’s audit methodology and basis for the nature, timing, and extent of audit procedures. This may require obtaining permission to use proprietary software to review the audit documentation. Additionally, where the IPA firm’s software is retained, the auditor should develop a process to maintain the operability of the software to access the audit documentation in the future. If the IPA firm’s methodology differs from the FAM, the IPA firm should discuss the matter and obtain the IG’s advance approval for alternative audit methodologies, in accordance with the terms of the contract.

The auditor should evaluate whether sufficient appropriate evidence has been obtained to meet the audit objectives,
 particularly for significant assertions in line items with a high risk of material misstatement. If the auditor has concerns about whether the IPA firm’s work provides sufficient appropriate evidence, the auditor generally should discuss the matter with the audit director and the reviewer before formally discussing the issue with the IPA firm. Sometimes, the auditor may disagree with the IPA firm’s conclusions or judgments. In such a case, the auditor should evaluate the IPA firm’s work as well as any other evidence or testing necessary to determine the appropriate conclusion. 
.0225 If the auditor determines that sufficient appropriate evidence has not been obtained, the auditor should discuss this with the engagement and second-level review partners and with appropriate contacts of a group auditor. For unresolved matters that are material to the financial statements or significantly affect the auditor’s report, the IG should discuss these with management and consider how to communicate to those charged with governance the IG’s concern about compliance with GAGAS. At a minimum, the auditor should include in the oversight files a description of the matter giving rise to the IG’s concern about the audit evidence and its potential impact on the auditor’s transmittal.

Documenting the Review of the IPA Firm’s Audit Work

.0226 There is a difference between the auditor’s responsibilities to review the documentation of the IPA firm and what the auditor may copy and retain from that documentation. The auditor generally should review the items listed in FAM 670 A, Table 1. 
.0227 The auditor uses professional judgment in deciding which of the IPA firm’s documents to copy and retain. Based on the type of transmittal or the level of review, the auditor’s documentation generally should contain the items listed in FAM 670 A, Table 2, under “retain,” either electronically or in hard copy. Many IPA firms use electronic technology to retain documentation for the entire audit. The auditor may cite this documentation as part of the review and print any documents as necessary. 

.0228 The auditor may retain other documentation reviewed if it might be useful in understanding the entity, training staff members, planning future audits, reviewing the documentation, or writing the transmittal letter. Documentation in this category may include the items listed in FAM 670 A, Table 2, under “optional.” Auditors often find it helpful to keep copies of documents (either electronically or in hard copy) in case questions arise during review. However, the auditor may decide not to include those copies in the oversight documentation unless they are considered necessary to document the auditor review of the IPA work performed.

.0229 The auditor should retain oversight documents in accordance with legal requirements, but not less than 5 years from the report release date, similar to the audit documentation retention requirements of the audit standards (AU‑C 230.17). In documenting the review, the auditor may indicate the document number or index number that IPA firm used to locate the document at a later date. 

Ownership and confidentiality of audit documentation are determined by contract and other legal requirements (see AU-C 230.A29). The auditor should consult legal counsel when determining ownership of audit documentation if questions arise.  
Communicating the Results of the Audit Performed by the IPA Firm

.0230 For an auditor providing oversight of an IPA firm’s work, applying the guidance in FAM 670 or the oversight requirements of the IG Act and related guidance from Council of Inspectors General on Integrity and Efficiency applicable to IGs are not intended to and do not create an association for the auditor with the financial statements (see AU-C 200.03). The auditor must ensure that any communication with those charged with governance, management, or other interested parties about the results of the IPA firm’s audit, or the auditor’s oversight of the audit, does not create the appearance of the auditor having applied procedures sufficient to permit the auditor to express an opinion on the financial statements and conclusions on the effectiveness of internal control; whether the entity’s financial management systems complied substantially with the three FFMIA requirements; compliance with significant provisions of applicable laws, regulations, contracts, or grant agreements; or other matters. Consequently, communication about audit and oversight results must contain a disclaimer of an opinion and should not express concurrence with the IPA firm’s opinion or other conclusions. These communications generally should be made in writing.
.0231 While the auditors do not have an association with the financial statements, it is appropriate for them to transmit the IPA firm’s report to the entity or other interested parties summarizing the results, providing appropriate context and disclaimers, and describing the auditor’s oversight procedures and results. The considerations the auditor should address when deciding the type of written communication include

· the level of oversight conducted,
· resource requirements and cost-benefit considerations, 
· the timing of oversight procedures, and

· legal requirements.

The auditor generally should decide the type of written communication when planning the engagement. Auditor decisions about the type and when it may communicate the results of auditor oversight of the IPA firm’s work to management and those charged with governance generally should be discussed with the IPA firm during the planning stages of the audit. The auditor exercises professional judgment in making these decisions and should document the basis for the decisions. The type of communication will depend on legal requirements, as applicable, and the auditor’s level of review (see FAM 670.09 through .11).

The auditor generally should issue communication in writing. There are two possible types of transmittal letters based on the auditor’s oversight of the IPA firm’s work: one expressing no assurance and one expressing negative assurance related to the IPA firm’s compliance with GAGAS. Because the auditor did not perform the audit, the auditor should disclaim an opinion and should not express its concurrence with the IPA firm’s opinion or other conclusions. The auditor may also expand the letter to highlight audit findings or information or to describe oversight procedures that the auditor performed. See examples in FAM 670 B for wording for the two types of transmittal letters.
el. Express no assurance. For this communication, the auditor issues a transmittal without reviewing the IPA firm’s audit documentation. In these situations, the transmittal should be clear as to the limitations of the work of the auditor.
 
em. Express negative assurance on compliance with GAGAS. This communication indicates that the auditor reviewed the IPA firm’s report and related audit documentation, inquired of its representatives, and found no instances where the IPA firm did not comply, in all material respects, with GAGAS.
670 A – Summary of Procedures and Documentation for Oversight of Audits Performed by Contracted IPA Firms

.0232 Table 1 presents a summary of procedures that the auditor generally should perform at the entity level and for significant assertions, line items, accounts, or accounting applications when providing oversight of an audit performed by an IPA firm. As discussed in FAM 670.09, the two levels of review are moderate or low, as determined by the auditor’s professional judgment.

Table 2 presents a summary of documentation that the auditor generally should retain from the auditor’s review of the IPA firm’s work. However, the summary does not include work to be done by the auditor to determine the IPA firm’s independence, objectivity, and competence (see FAM 670.08 for a discussion of that work). Where the IPA firm uses equivalent documents, the auditor should review those documents.

In both tables, procedures to be performed and documents to be retained at the low or moderate levels of review are as indicated. For the moderate level, all procedures and documents at the lower level of review should also be performed and retained. 
Table 1: Summary of Procedures for Providing Oversight of Audits Performed by Contracted IPA Firms 

	PROCEDURES 

	At entity level
	For significant assertions, line items, accounts, or accounting applications

	1. Communicate with the independent public accounting (IPA) firm 
· as to the objectives of the work (low)
· through discussions of their procedures and results (low)
· by attending key entrance and exit meetings (moderate)
2. Review the following:

· audit strategy (low)
· scope of work (low)
· audit summary memorandum (low)
· summary of uncorrected misstatements (low)
· analytical procedures (low)
· completion checklist (low)
· determination of materiality and performance materiality (low)
· representation letters (low)
· information systems background (moderate)
· general and application controls documentation (moderate)
3. Read the following:

· financial statements and notes (low)
· required supplementary information, including management’s discussion and analysis (low)
· other information (low)
· the IPA firm’s audit reports (low)
· management’s response (low)
	4. Review the following:

· audit program (low)
· conclusions about significant issues and their resolution (often in audit summary) (low) 

· formal written communications on findings (e.g., Notifications of Findings and Recommendations) (low)
· line item risk analyses (LIRA) (moderate)
· specific control evaluations (SCE) (moderate)
· cycle memorandum (moderate)
· flowcharts (moderate)
· determination of tolerable misstatement (moderate)
· sampling plan (moderate)
· IPA firm’s documentation evidencing significant IPA firm judgments and conclusions (moderate)
· IPA firm’s documentation of review of high-risk accounts and management’s estimates and judgments (moderate)
· analytical procedures (moderate)
· evaluation of sample results (moderate)


Table 2: Summary of Documentation from Providing Oversight of Audits Performed by Contracted IPA Firms 

	DOCUMENTATION 

	Required
	Optional 

	5. Auditor-prepared:

· oversight plan (low)
· results of review of documentation (low)
· memorandum documenting entrance and exit conference (moderate)
6. Independent public accounting (IPA) firm prepared:

At entity level:

· IPA firm’s reports, along with the entity’s final financial statements, notes, and supplementary information (low)
· management letter, if prepared (low)
· IPA firm’s uncorrected known and likely misstatements, consideration of risk of further misstatements, and comparison with materiality (low)
· audit completion checklist (low)
· IPA firm’s audit summary memorandum (low)
At significant assertion, line item, account, or accounting application level: 

· IPA firm’s conclusions about significant issues and their resolution (often in audit summary) (low)
· IPA firm’s documentation evidencing significant IPA firm judgments and conclusions (moderate)
	1. IPA-firm prepared:

· entity profile 

· audit program

· representation letters 
· line item risk analyses (LIRAs)
· specific control evaluations (SCEs)
· sampling plans 

· trial balance 

· lead schedules 

· evaluation of sample results 


670 B – Example Transmittal Letter When Providing Oversight of Audits Performed by Contracted IPA Firms

As discussed in FAM 670.22, there are two types of transmittal letters based on the auditor’s oversight of the IPA firm’s work: one expressing no assurance and one expressing negative assurance specifically related to the IPA firm’s compliance with GAGAS. The example presents a transmittal letter in which an IG contracts with an IPA firm to perform an audit of financial statements and either expresses no assurance or expresses negative assurance specifically related to the IPA firm’s compliance with GAGAS. 

Example: Transmittal Letter for IGs Who Contract with an IPA Firm and Expresses No Assurance or Negative Assurance Related to the Firm’s Compliance with GAGAS

To [appropriate addressee]
We contracted with the independent public accounting firm of [IPA firm] to audit the financial statements of [entity] as of and for the fiscal years ended [September 30, 20XX, and 20XX], to provide an opinion [or a report] on internal control over financial reporting, report on compliance with laws and other matters, and provide an opinion on whether [entity’s] financial management systems complied substantially
 with the requirements of the Federal Financial Management Improvement Act of 1996 (FFMIA).
 The contract required that the audit be performed in accordance with U.S. generally accepted government auditing standards, Office of Management and Budget audit guidance, and the GAO/CIGIE Financial Audit Manual [if required by the contract]. 

In its audit of [entity], [IPA firm] reported 

· the financial statements are presented fairly, in all material respects, in accordance with U.S. generally accepted accounting principles; 
· [entity] maintained, in all material respects, effective
 internal control over financial reporting;
· [entity’s] financial management systems complied substantially
 with the requirements of FFMIA; and 

· no reportable noncompliance with provisions of laws tested or other matters. 

[IPA firm] also described the following significant matters (if any): 

· [Discuss any significant matters]. 

[For transmittal letters expressing no assurance, use the following paragraph:] 

[IPA firm] is responsible for the attached auditor’s report dated [date] and the conclusions expressed therein. We do not express opinions on [entity’s] financial statements or internal control over financial reporting, or on whether [entity’s] financial management systems complied substantially with the three requirements of FFMIA, or conclusions on compliance and other matters. 

[For transmittal letters expressing negative assurance specifically related to the IPA firm’s compliance with GAGAS, use the following paragraph:] 

In connection with the contract, we reviewed [IPA firm’s] report and related documentation and inquired of its representatives. Our review, as differentiated from an audit of the financial statements in accordance with U.S. generally accepted government auditing standards, was not intended to enable us to express, and we do not express, opinions on [entity’s] financial statements or internal control over financial reporting,
 or conclusions on whether [entity’s] financial management systems complied substantially with the three FFMIA requirements,
 or on compliance with laws and other matters. [IPA firm] is responsible for the attached auditor’s report dated [date] and the conclusions expressed therein. However, our review disclosed no instances where [IPA firm] did not comply, in all material respects, with U.S. generally accepted government auditing standards.
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�See GAGAS (2018) 3.17 through 3.63 for additional discussion related to independence and applying the conceptual framework approach to independence.


�IPA firms have peer reviews performed every 3 years.


�In cases of unusual difficulty or hardship, extensions of the deadlines for submitting the peer review report exceeding 3 months beyond the due date may be granted by the entities that administer the peer review program and GAO (see GAGAS (2018) 5.64).


�Further information on the PCAOB inspection report process is available at � HYPERLINK "http://www.pcaobus.org" ��www.pcaobus.org�. 


�See GAGAS (2018) 6.05 for licensing requirements for auditors who are engaged to conduct financial audits of entities operating outside the United States.


�An information technology specialist differs from an IS controls auditor. An information technology specialist possesses special skills or knowledge in the information technology field that extend beyond the skills and knowledge normally possessed by those working in specialized fields of auditing, such as IS controls auditing. Auditors and IS controls auditors may decide to seek the assistance of an information technology specialist to complete various aspects of the engagement.


�A group audit is the audit of group financial statements. Group financial statements are defined as financial statements that include the financial information of more than one component. Group financial statements also refer to combined financial statements aggregating the financial information prepared by components that are under common control. (AU-C 600.11)


�Under� Federal Accounting Standards Advisory Board (FASAB) standards, organizations are considered to be related parties if the existing relationship or one party to the existing relationship has the ability to exercise significant influence over the other party’s policy decisions. In the federal government, there are additional relationships that present risks similar to related parties, as defined by FASAB. These include disclosure entities and public-private partnerships. Consequently, while the AICPA auditing standards address only related parties, the auditor should apply audit procedures required for related parties to disclosure entities and public-private partnerships. Note that FASAB and the Financial Accounting Standards Board (FASB) provide different definitions for related parties. Procedures pertaining to disclosure entities and public-private partnerships do not apply to entities issuing financial statements in accordance with FASB accounting standards.


�Standards promulgated by a body designated by the Council of the AICPA pursuant to the “Compliance With Standards Rule” (ET sec. 1.310.001) of the AICPA Code of Professional Conduct are presumed to be adequate (AU-C 402.A23). These standards include attestation standards promulgated by the AICPA Auditing Standards Board (AICPA Code of Professional Conduct, app. A).  


�31 U.S.C. §§ 3521, 9105. The Chief Financial Officers Act of 1990, as expanded by the Government Management Reform Act of 1994 and the Accountability for Tax Dollars Act of 2002.


�The Comptroller General may perform an executive agency or government corporation financial statement audit at his or her discretion, at the request of a committee of Congress, or otherwise as required by law.


�The OMB audit guidance in effect as of the publication date of this version of the FAM is OMB Bulletin No. 21-04, Audit Requirements for Federal Financial Statements, issued on June 11, 2021. OMB audit guidance is periodically updated, and the current version can be found on the OMB website at � HYPERLINK "https://www.whitehouse.gov/omb/bulletins" �https://www.whitehouse.gov/omb/bulletins�. 


�31 U.S.C. §§ 3521, 9105. Under the CFO Act, if the executive entity has an IG, but neither the entity’s IG nor the Comptroller General is performing the audit of the entity’s financial statements, then the entity’s IG is required to determine the independent external auditor (e.g., IPA firm) that will perform the work.


�Sufficiency is the measure of the quantity of evidence. Appropriateness is the measure of the quality of audit evidence, that is, its relevance and reliability supporting the conclusions on which the auditor’s opinion is based. See AU-C 500.05.


�If the IG contracts with an IPA firm, the contracting process generally will require the auditor to evaluate the IPA firm’s independence, objectivity, and qualifications and to monitor its performance under the contract.


�If the IPA firm did not provide an opinion (i.e., did not give positive assurance) on whether the entity’s systems complied substantially with the three FFMIA requirements, change this to “to report on whether [entity’s] financial management systems did not comply substantially” (negative assurance).


�For non-Chief Financial Officers Act of 1990 agencies, delete references to FFMIA in this paragraph and in the bullet below.


�If the IPA firm did not provide an opinion on internal control over financial reporting, change this to “no material weaknesses in internal control over financial reporting” (and include a definition of material weakness in a footnote).


�If the IPA firm did not provide an opinion (i.e., did not give positive assurance) on whether the entity’s systems complied substantially with the three FFMIA requirements, change this to “no instances in which [entity’s] financial management systems did not comply substantially” (negative assurance).


�If the IPA firm did not provide an opinion on internal control over financial reporting, change this to “conclusions about the effectiveness of internal control over financial reporting.”


�If the IPA firm did not provide an opinion on FFMIA, change “opinion” to “conclusions.”


�If the auditor found that the IPA firm did not comply with GAGAS, or if the auditor disagrees with the IPA firm’s conclusions, see FAM 670.16.
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