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Entity  ______________________________________________________________

Period of financial statements  _________________________________________

Job code  ___________________________________________________________

	Example Audit Procedures
	Done by/date
	Doc Ref.

	I. Testing Procedures

1) Ask management about the entity’s policies and procedures for identifying, evaluating, and accounting for litigation, claims, and assessment. 
	
	

	2) Obtain from management (or the entity’s legal counsel) a description and evaluation of litigation, claims, and assessments existing as of the balance sheet date and through the date of management’s response (see timing of the audit at FAM 1002.13 to 1002.16). 
	
	

	3) To determine whether an outside legal counsel is performing services for the entity, inquire of management whether outside legal counsel has been used by the entity and the matters handled.  Ask management for a list of pending litigation, claims, and assessments from the Department of Justice and/or examine correspondence and invoices from other outside legal counsel (e.g., for legal fees), if any.
	
	

	4) Ask whether there have been changes in the status of general counsel or outside legal counsel such as any resignations, or intentions to resign.   If so, determine if there are matters that may affect the financial statements.  For example, in appropriate circumstances, a legal counsel may be required by the ABA Code of Professional Responsibility to resign the engagement if the legal counsel’s advice concerning disclosures is disregarded by the entity.
	
	

	5) To identify litigation, claims, and assessments read minutes of management meetings, contracts, loan agreements, leases, and correspondence from other government entities and discuss pertinent items with management. 
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	6) If information comes to the auditor’ s attention that may indicate a potential contingency with respect to litigation, claims, or assessments that may require adjustment to or disclosure in the financial statements, discuss with the entity its possible need to consult legal counsel.  Depending on the severity of the matter, refusal by the entity to consult legal counsel in those circumstances may result in a scope limitation.  Determine the effect of such a limitation on the auditor’s report.
	
	

	7) Request entity management to send a legal letter request to the general counsel asking counsel to respond directly to the auditor.  (Obtain a copy of the legal letter request.)  Determine whether there is a need to request legal letters from any outside legal counsel.  The legal letter should cover litigation, claims, and assessments pertaining to the reporting entity, including matters handled by the Department of Justice or other outside legal counsel.  (See FAM 1002 B for an example legal letter request.)  Coordinate with management and legal counsel to determine
·   the timing of legal letter requests and responses and related management’s summary/schedules of information contained in legal responses and

·   a materiality level to be included in the legal representation letter. (FAM 1002.17-.20)
	
	

	8) Read the legal letter responses and management’s schedules to identify litigation, claims, and assessments.
	
	

	9) Compare the description and evaluation of the current year’s legal letter responses to the prior year’s audit documentation.  If this comparison indicates that certain legal matters in the prior year are no longer included, discuss these matters with management or legal counsel to obtain an understanding of the reasons for the changes.
	
	


	Example Audit Procedures
	Done by/date
	Doc Ref.

	10) Determine whether the information in the legal representation letter is consistent with management’s schedule summarizing the information in the letter and related supporting documentation.
	
	

	11) Document and discuss with legal counsel if the information obtained is not complete, clear, or consistent.
	
	

	12) Evaluate legal counsel’s responses and determine the effects of the responses on liabilities and related note disclosures in the financial statements and on the auditor’s report.
	
	

	13)    If a response date is substantially in advance of the audit report date, for example, earlier than 2 weeks prior to date of auditors’ report, obtain a written or oral update response.  (The longer the period between the legal letter and the audit report date, the more important a written update becomes.)
	
	

	II.  Reporting Procedures  

Obtain a representation from management in the management representation letter (see FAM 550 and 1001) that the entity has disclosed all unasserted claims that legal counsel has advised are probable of assertion that, if asserted, would have at least a reasonable possibility of an unfavorable outcome and must be disclosed.  

13) Discuss the description and evaluation of litigation, claims, and assessments obtained with management to determine if, subsequent to the date of legal counsel’s response, there have been any changes in status of the matters, changes in management’s evaluation of the outcome, or additional matters to be evaluated.
	
	

	14) If there are significant changes in the status of the matters or new matters, obtain a written confirmation or updated response from legal counsel.


	
	

	15) Have management include in the management representation letter representations related to contingencies and determine if they are appropriately accrued and disclosed as required by SFFAS No. 5, as amended.  If management has not consulted legal counsel, obtain a written representation from management that legal counsel has not been consulted.  This representation may be incorporated in the management representation letter (see FAM 550 and 1001).
	
	

	16) Read the entity’s financial statements and notes and

a) evaluate the adequacy of financial statement disclosure for contingencies with respect to litigation, claims, and assessments;
	
	

	b)      determine if the financial statement disclosures for contingencies with respect to litigation, claims, and assessments are prepared in accordance with OMB guidance; and
	
	

	c)      for federal entities involved in litigation for which the Judgment Fund is a likely source of judgment or settlement, determine if a note to the financial statements discusses the Judgment Fund’s role in the payment of a possible loss, as required by FASAB Interpretation No. 2, Accounting for Treasury Judgment Fund Transactions.
	
	

	5)    Document conclusions reached concerning the accounting for and disclosure of litigation, claims, and assessments, determine if adjustments are necessary, and whether modification of the auditor’s report is necessary (see FAM 580).
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