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1001 – Management Representations 
.01 This section deals with the management representations that the auditor must obtain from current management as part of the audit, as described in AU 333, AT 501, AU 801, OMB audit guidance, FAM 280 and FAM 550.  It covers representations about:
· financial statements, 
· internal control,
· fraud, 
· financial management systems’ substantial compliance with the Federal Financial Management Improvement Act of 1996 (FFMIA) by CFO Act agencies, 
· compliance with laws and regulations, 
· social insurance,
· budgetary, and fund restrictions.  

.02 Written representations from management ordinarily confirm oral representations given to the auditor, indicate and document the continuing appropriateness of those representations, and reduce the possibility of misunderstanding. Management representations are not a substitute for obtaining other audit evidence. If other audit evidence contradicts a representation, the auditor should investigate the circumstances and evaluate the reliability of the representation. The auditor should also determine whether it is appropriate to rely on other management representations. Management’s refusal to furnish written representations is a scope limitation sufficient to preclude an unqualified opinion.

.03 The specific representations obtained will depend on the circumstances of the engagement and the nature and basis of presentation of the financial statements. These representations apply to all the financial statements and all periods covered by the audit report. In addition to the representations in the AICPA standards, the auditor generally should determine the need to obtain representations on other matters based on the circumstances of the audited entity. Also, the auditor should delete inapplicable representations in the example representation letter in FAM 1001 A and should customize the letter to the situation of the entity being audited.

.04 The auditor should obtain the management representation letter from the highest level of the audited entity. The auditor should decide who to ask to sign the management representation letter. Signers should be officials who, in the auditor’s view, are responsible for and knowledgeable, directly or through others, about the matters in the representation letter. These officials generally should be the head of the federal entity and the CFO, or equivalent. The auditor should obtain separate management representation letters from any component units for which the auditor will issue separate reports.

.05 The auditor should ask management to prepare the representation letter on the audited federal entity’s letterhead. The auditor should ask management to sign and date the representations as of the date of the auditor’s report—the completion of the audit and not later. The audit is complete when the auditor has enough evidence and has applied enough quality controls (including supervisory, first partner, and second partner review) to be ready to sign the audit report. To be sure that the letter is ready in time, the auditor generally should provide a draft letter to management early in the audit and update it for circumstances found throughout the audit. If management signs the letter before the completion of the audit, the auditor should obtain an update of the representations to the completion of the audit date. While a written update is preferred, where the time difference is short, the auditor may update the representations orally and document the update. 
The auditor should obtain the management representation letter after receiving the final legal representation letter discussed at FAM 1002.15.  In some cases a legal letter(s) may be obtained before the completion date of the audit so auditors will have time to review/test the information.  In these cases, the auditor should perform and document inquiries to be satisfied that nothing has significantly changed between the date of the legal letter(s) and the audit completion date.
.06 The audited entity generally should address the management representation letter to the Comptroller General of the United States for GAO audits. For other audits, the audited entity generally should address the management representation letter to the auditor opining on the financial statements which may be a CPA firm or the entity’s Inspector General (or it may be dual addressed). However, to avoid any delays in timely receipt of the letter, the audit team may have the audited entity deliver it directly to a member of the team such as the audit director.

.07 Especially for large audited entities, management, in agreement with its auditor, generally should specify a materiality threshold for the management representation letter, below which items would not be reported. OMB audit guidance states that the management representation letter shall specify management’s materiality threshold used for reporting items in the management representation letter. It also footnotes that management and the auditor should reach an understanding on a materiality level. If no threshold is stated, management should note all exceptions in the representation letter. 
The auditor should be satisfied that such a materiality threshold is so far below design materiality that even many items below this level would not, in the aggregate, approach design materiality. For example, a threshold that is 5 percent (or less) of design materiality may be sufficiently low.  The materiality level may be different for different representations and would not apply to those representations not directly related to amounts in the financial statements (such as responsibility for the statements).

Representations Relating to the Financial Statements
.08 AU 333.06 lists management representations that the auditor generally should obtain in a U.S. GAAS audit if applicable. These generally relate to management acknowledging its responsibility for the financial statements and its belief that the financial statements are fairly presented in conformity with U.S. GAAP and financial information is complete with appropriate recognition, measurement, and disclosure. Included in this representation is the effect of any uncorrected financial statement misstatements, a schedule of which is attached to the representation letter. (For this the auditor may tailor the example schedule in FAM 595 C by removing the auditor’s conclusions.)

Examples of additional representations that may be appropriate depending on an entity’s business or industry are given in appendix B to AU 333. The auditor may review AU 333 to identify items to add to the representations, many of which would be modified in the federal government environment. In the example representation letter at FAM 1001 A, common presentation and disclosure representations are items #1 through #10. Representation #5 addresses uncorrected misstatements for which the auditor should attach a summary to the management representation letter. An example Summary of Uncorrected Misstatements is provided at FAM 595 C. 
Additionally, OMB audit guidance has emphasized the importance of identifying intragovernmental transactions and their reconciliations for federal entities and their components. In the example representation letter at FAM 1001 A, this item is #11.
.09 Appendix B of AU 333 provides further example language that the auditor generally should modify as appropriate for the circumstances applicable to the federal entity being audited in the following situations:

General

· Unaudited interim information accompanies the financial statements.

· The impact of a new accounting principle is not known.

· There is justification for a change in accounting principles.

· Financial circumstances are strained, with disclosure of management’s intentions
 and the entity’s ability to continue as a going concern.

· The possibility exists that the value of specific significant long-lived assets or certain identifiable intangibles may be impaired.

· The entity engages in transactions with special purpose entities.

· The entity used the work of a specialist.

Cash

· Cash is restricted by nonentity ownership; escrow, trust, or other fiduciary activity; and seizures awaiting legal resolution. 
Financial instruments

· The value of debt or equity securities has declined.

· Management has determined the fair value of significant financial instruments that do not have readily determinable market values.

· There are financial instruments with off-balance-sheet risk and financial instruments with concentrations of credit risk.

Receivables

· Receivables have been properly stated in the financial statements (for example, at estimated net realizable value). Collectability of federal receivables requires considerable management judgment.
Inventories

· Excess, obsolete, or unserviceable inventories exist. Items held for repair are properly valued. Valuation allowances for federal inventories require considerable management judgment.
Deferred charges and unearned revenues
· Material expenditures have been deferred and unearned revenue has been properly accrued.

Debt

· Short-term debt could be refinanced on a long-term basis, and management intends to do so.

Contingencies

· Estimates and disclosures have been made of environmental remediation liabilities and related loss contingencies.

· Agreements may exist to repurchase assets previously sold.

Pension and postretirement benefits

· An actuary has been used to measure pension liabilities and costs.

· There is involvement with a multiemployer plan.

· Postretirement benefits have been eliminated.

· Employee layoffs that would otherwise lead to a curtailment of a benefit plan are intended to be temporary.

· Management intends to either continue to make or not make frequent amendments to its pension or other postretirement benefit plans, which may affect the amortization period of prior service cost, or management has expressed a substantive commitment to increase benefit obligations.

Sales

· There may be losses from sales commitments.

· There may be losses from purchase commitments.

· There are no undisclosed sales terms.

.010 The auditor should determine the need for additional customizing of the example representation letter in FAM 1001 A and for the additional representations in FAM 1001.09. Many of the representations may have to be qualified, especially in an initial audit or in later audits where significant problems remain. For instance, where the example representation letter states that there are no violations of laws or regulations, the entity may need to add at the end of the statement, “except as follows:” and describe the violations.

.011 In addition, the auditor should determine whether circumstances may require that additional descriptive items be included in the representation letter, especially as support for conclusions the auditor makes in the report. This is important where the corroborating information that can be obtained by procedures other than inquiry is limited. For example, the auditor should ask that the letter include descriptions of (1) the reasons for scope limitations imposed by the audited entity, such as the lack of availability of certain records, (2) the basis for material liability estimates, key asset valuations, or the probability of contingencies, and (3) significant plans or intentions for the entity. For example, if the entity has a pension plan outside of the Civil Service Retirement System or the Federal Employees’ Retirement System, an item may state that the entity does not plan to terminate the plan and that management believes the actuarial assumptions and methods used to measure pension liabilities and costs for financial reporting purposes are appropriate in the circumstances.

Representations Relating to Internal Control
.012 Internal control representations, when the auditor expresses an opinion on internal control, are found in AT 501.44. These representations, examples for which are provide in FAM 1001 A, relate to management’s
· acknowledging its responsibility for internal control (item #12); 
· stating that management has assessed the effectiveness of its internal control and specifying the control criteria used (item #13);

· stating management’s assertion about the effectiveness of its internal control based on the control criteria (item #14); 
· stating that management has disclosed to the auditor all significant deficiencies in the design or operation of internal control that could adversely affect the entity’s ability to meet the internal control objectives and pointing out those that are material weaknesses using the definition in the representation letter, which is the definition in AU 325 (item #15); and
· stating whether there were any changes to internal control subsequent to the end of the reporting period (item #16).
.013 For bullets 2 and 3 in FAM 1001.12, entities may use criteria established under FMFIA and OMB Circular No. A-123 in their FMFIA internal control assessment. Standards in GAO’s green book Standards for Internal Control in the Federal Government, (GAO/AIMD-00-21.3.1) were established as standards for federal entities to follow. These standards incorporate concepts from the private sector guidance Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations (COSO) of the Treadway Commission. Federal entities should summarize in the representation letter any material weaknesses relating to financial reporting (including safeguarding), and compliance (including budget).  

Example wording for the representations, where management asserts that its internal control in place as of the date of the financial statements and during the years ended provided reasonable assurance that misstatements, losses, or noncompliance material in relation to the financial statements would be prevented or detected on a timely basis is provided in FAM 1001 A (item #14). If there are material weaknesses, management should include a brief description of them in its representation letter and modify its assertion accordingly.

Representations Relating to Fraud
.014 Internal control representations related to fraud can be found in AU 316. These representations, examples for which are provide in FAM 1001 A, relate to management’s
· acknowledging its responsibility for the design and implementation of programs and controls to prevent and detect fraud (item #17); 
· disclosing knowledge of any fraud or suspected fraud affecting the agency involving management, employees who have significant roles in internal control, or others where the fraud could have a material effect on the financial statements (item #18); and 
· disclosing knowledge of any allegations of fraud or suspected fraud affecting the entity received in communications from employees, former employees, analysts, regulators, or others (item #19). 

Representations Relating to Financial Management Systems’ Substantial Compliance with FFMIA Requirements
.015 FFMIA requires the auditor who audits the financial statements of a CFO Act agency to report whether the agency’s financial management systems substantially comply with (1) federal financial management systems requirements, (2) applicable federal accounting standards (U.S. generally accepted accounting principles), and (3) the SGL at the transaction level. To report in accordance with FFMIA, the auditor should obtain representations from management as to the agency’s systems’ substantial compliance with these requirements.

.016 The auditor should obtain representations that management is responsible for having its systems substantially comply with the FFMIA requirements, stating that it has assessed the systems’ compliance, stating the criteria used, and asserting the systems’ substantial compliance (or lack thereof). The criteria are the requirements in OMB Circular No. A-127, Financial Management Systems, which incorporates the SGL, the JFMIP/OFFM Federal Financial Management Systems Requirements documents, and other OMB circulars. These requirements are further described, including indicators of substantial compliance, in OMB’s FFMIA implementation guidance for CFOs and IGs, referenced in OMB’s audit guidance. Example FFMIA representations are in FAM 1001 A, items #20 through #22.
Representations Relating to Compliance with Laws and Regulations
.017 AU 801.07 provides that representations relating to compliance with laws and regulations state that management has identified and disclosed to the auditor all laws and regulations that have a direct and material effect on the financial statements. Example compliance representations are in FAM 1001 A, items #23 through #27.
.018 In addition, AT 601 deals with compliance attestation. The auditor need not follow AT 601 because the auditor is not giving an opinion on compliance. However, when the auditor determines additional representations regarding compliance are needed, examples are given in AT 601.68.

Other Representations  

.019 FASAB standards require a Statement of Social Insurance for certain entities. See AICPA publication SOP 04-1, Auditing the Statement of Social Insurance, (AU 333; SOP 04-1 §36). Example social insurance representations are in FAM 1001 A, items #28 through #36.  

OMB audit guidance includes a representation by management on the consistency of budgetary data. Example budget data representation is in FAM 1001 A, item #37.

Further, FASAB SFFAS No. 27, Identifying and Reporting Earmarked Funds, requires financial statement disclosure for earmarked funds.
 An example for earmarked and restricted funds representation is in FAM 1001 A, item #38.
Effect of Change in Management on Representation Letter
.020 Sometimes management is reluctant to sign representations for periods when it did not manage the entity. The auditor may explain to management that by issuing the financial statements, it is making the assertions implicit in the financial statements. Management may wish to understand the transactions and controls supporting the financial statements, and the auditor may help it do so. Where a change in management is expected, the auditor may advise the new management to obtain representations from the old management about the period prior to the change. Additionally, the auditor may discuss with management the following to obtain representations when a change in management occurs:
· Auditing standards require management representations covering all financial statements presented.

· In the engagement letter (FAM 215) entity management indicated that it would provide certain representations covering all financial statements presented.
· New executives may consult with appropriate staff that was present for the year to determine whether the representations officials will sign are complete and accurate.
· Representations are made to the best of the signer’s knowledge and belief.

· Not signing will result in a scope limitation and disclaimer of the auditor’s opinion.

� When there is no general counsel and management has not consulted legal counsel with regard to contingencies, the auditor should obtain a written representation from management that legal counsel has not been consulted. Such representation may be incorporated as an item in the management representation letter. (See FAM 550 and FAM 1002.24.) An example item is: “We are not aware of any pending or threatened litigation, claims, or assessments or unasserted claims or assessments that are required to be accrued or disclosed in the financial statements in accordance with SFFAS No. 5. We have not consulted legal counsel concerning litigation, claims, or assessments.” (See FAM 1001 A.)





� SFFAS No. 27 does not use the term “earmarked” as it is sometimes used to refer to set-asides of appropriations for specific purposes. 
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