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1005 - Subsequent Events Review

1005 - Subsequent Events Review
.01 This section deals with the subsequent events review that the auditor must perform as part of the audit, as described in FAM 550. AU 560 describes and provides guidance on the types of subsequent events the auditor should evaluate as well as the procedures that the auditor generally should perform to discover whether such events have occurred.

.02 Subsequent events are those events or transactions that may occur or become known subsequent to the date of the financial statements but before the audit report is issued and that have a material effect on the financial statements which the auditor should ask management to adjust the financial statements for the effect of the event or disclose the event.

.03 Two types of subsequent events may occur:

· Events occurring after the date of the financial statements that provide additional information about conditions existing at the date of the financial statements and that affect amounts recorded (or which management should record) in the financial statements. For example, a subsequent event may reveal that an accounting estimate is materially incorrect and that the auditor should ask management to adjust the financial statements for the effect of the event.

· Events occurring after the date of the financial statements that provide information about conditions that did not exist at the date of the financial statements. The auditor should not ask management to adjust the financial statements for these events, but disclosure of them may be necessary to prevent the statements from being misleading. For example, a fire or flood after year-end may cause a significant loss.

.04 The purpose of a subsequent events review is to determine whether all subsequent events that have a material effect on the financial statements have been considered and treated appropriately in the financial statements.  The subsequent period covered is from the date of the financial statements to the date of the audit report, which is the date of the completion of the audit.

Audit Procedures
.05 At or near the completion of the audit, the auditor should perform procedures to be aware of any subsequent events that the auditor may ask management to adjust or disclose in the financial statements. These procedures are in addition to substantive tests that the auditor may apply to transactions occurring after the date of the financial statements, such as examining subsequent disbursements to test completeness of accounts payable. 
.06 The following program describes audit procedures that the auditor may perform as part of a subsequent events review. The auditor generally should customize the procedures for the particular entity.

Entity  ______________________________________________________________

Period of financial statements __________________________________________

Job code ____________________________________________________________

	Subsequent Events Review Program --
Audit Procedures
	Done by/date
	Doc.  Ref.

	I. Read Interim Financial Statements
1) Compare the latest available interim financial statements, if any, with the financial statements under audit to identify any unusual adjustments and investigate any significant variations from expectations.

2) Inquire as to whether the interim statements have been prepared on the same basis as the annual statements.

3) For items in the statement of net costs, compare to similar interim financial statements of the prior year; determine expectations and investigate any significant variations from expectations.

4) If interim financial statements are not available:

a) Compare interim internal financial reports or analyses, budgets, or cash-flow forecasts, considering any adjustments to the internal reports that may be necessary to make meaningful comparisons.

b) Review the accounting records prepared since the date of the financial statements for material transactions that may require adjustment to or disclosure in the financial statements. For example, scan the general ledger and/or journals for material, unusual entries.
	
	

	II. Make Inquiries of Management as to:
5) Whether any significant contingent liabilities or commitments existed at the date of the financial statements or at the date of the inquiry.

6) Whether any significant changes occurred in the financial condition of the entity or in net position or long-term debt.

7) The current status of items in the financial statements that were accounted for on the basis of tentative, preliminary, or inconclusive data.

8) Whether any significant changes in estimates were made with respect to amounts included or disclosed in the financial statements, or any significant changes in assumptions or factors were considered in determining estimates.

9) Whether any unusual adjustments were made during the period from the date of the financial statements to the date of inquiry.

10) Whether any significant events occurred subsequent to the date of the financial statements, such as commitments or plans for major capital expenditures; lawsuits or claims filed or settled other than those disclosed in the lawyers’ letters; changes in accounting and financial policies; or losses as a result of fire, flood, or other disaster.
	
	

	III. Read Minutes
1) Read the available minutes of meetings of those charged with governance such as entity management committees, audit committees, or other appropriate groups, including the period after the date of the financial statements, for information about events or transactions authorized or discussed which may require adjustment to or disclosure in the financial statements.

2) With regard to meetings for which no minutes are available, inquire about matters dealt with at such meetings and conclusions reached.
	
	

	IV. Cover in Lawyers’ Letters
11) Confirm litigation, claims, and assessments and unasserted claims and assessments with the entity’s legal counsel per AU 337. See FAM 550 and FAM 1002.
	
	

	V. Cover in Management Representation Letter
12) Have management include representations in its management representation letter as to whether any events occurred subsequent to the date of the financial statements that management should adjust or disclose in the financial statements. See FAM  1001.
	
	

	VI. Other
1) Use other sources of information to learn of subsequent events, such as:

a) Talk to inspector general or internal audit department.

b) Talk to program divisions.

c) Read newspapers.

13) Make additional inquiries or perform additional procedures deemed necessary to resolve any questions raised in the foregoing audit steps.

14) Prepare a summary memo documenting the results of the above and conclusions reached.
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� The auditor has two methods available for dating the report when a subsequent event disclosed in the financial statement occurs after the original date of the auditor’s report but before the issuance of the related financial statements. In these instances, the auditor may use either dual dating or may date the report as of a later date.  When the auditor dual dates the report, the responsibility for events occurring subsequent to the original report date is limited to the specific event referred to in the note (or otherwise disclosed). For example, January 31, 20x8 except for note X, as to which the date is February 16, 20x8. When the auditor dates the report as of a later date, the auditor’s responsibility for subsequent events extends to the date of the report and accordingly, the auditor should extend the subsequent events procedures to that date. 
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