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.01 The auditor must prepare audit documentation in sufficient detail to provide a clear understanding of the work performed (including the nature, extent, and timing and results of audit procedures performed), the audit evidence obtained and its source, and the conclusions reached as discussed in AU 339.03. The auditor should prepare audit documentation that enables an experienced auditor, having no previous connection to the audit, to understand 
· the nature, extent, and timing of auditing procedures performed to comply with GAGAS, including the SASs and applicable attestation standards, and applicable legal and regulatory requirements;

· the results of the audit procedures performed and the audit evidence obtained;

· the conclusions reached on significant matters; and

· whether the accounting records agree or reconcile with the audited financial statements or other audited information.  

AU 339.12 describes factors that the auditor should consider in determining the form, content, and extent of audit documentation. 

.02 In the FAM, each phase of the audit contains a separate section that describes audit documentation requirements. The auditor should document relevant information as described in FAM 290.03-.09 and update these documents to respond to any changes in circumstances during the course of the audit. Information that is likely to be useful in future audits may be documented in a permanent file. 

.03 The auditor should document the understanding established with the client. This documentation should include the understandings reached with congressional requesters, officials of the entity, and those charged with governance about the work to be performed, as described in FAM 215 and may consist of copies of engagement letters, contracts, and other letters used to communicate the understanding.

.04 In the entity profile or an equivalent document, the auditor should document the information useful for understanding the entity and its operations (FAM 220). The auditor should document key elements of the understanding obtained regarding each of the aspects of the entity and its environment identified in FAM 220.02 to assess the risks of material misstatement of the financial statements, including the sources of information from which the understanding was obtained. However, the auditor generally should document internal control separately as discussed below and in FAM 390. The auditor may include the information in the entity profile in the audit strategy.
In this profile the auditor generally should briefly document such elements as the entity's origin and history, size and location, organization, mission, results of prior and current audits, and accounting and auditing considerations. The auditor generally should limit the information in the entity profile to that which is relevant to planning the audit. This information may include documents prepared by the entity, such as historical information or the mission of the entity. If these and other documents were prepared in prior years, the auditor should update them for any changes each year. 

.05 In establishing the overall audit strategy. as discussed in AU 311.13-.14, the auditor should (1) determine the characteristics of the engagement that define its scope, such as the basis of reporting and locations of the entity, (2) ascertain the reporting objectives of the engagement to plan the timing of the audit and the nature of the communications required, such as deadlines for interim and final reporting and key dates for expected communications with management and those charged with governance, and (3) consider the important factors that will determine the focus of the audit team efforts, such as materiality levels, preliminary identification of material balances, locations, and areas where there may be higher risks of material misstatement, and other factors as discussed in more detail in AU 311.34 (Appendix A). The audit strategy, (formerly referred to as the GRA) should include or refer to information on the following areas: 

a. Preliminary analytical procedures and the results of those procedures (FAM 225): The auditor should document the following information: 

· data used and the sources of these data for current-year amounts and for developing expected amounts, including 

--the amounts of the financial items, 

--the dates or periods covered by the data, 

--whether the data are audited or unaudited, 

--the person from whom the data were obtained (if applicable), and 

--the source of the information, such as general ledger trial balances, prior-year audit documentation, or prior-year financial statements; 

· parameters for identifying significant fluctuations from expectations; 

· explanations for fluctuations from expectations identified and sources of those explanations, including the name and title of the person(s) from whom the explanations were obtained; and 

· the auditor’s conclusion and consideration of the impact of the
results of preliminary analytical procedures on the audit strategy.

b. Planning and design materiality and tolerable misstatement, including the basis for their determination (FAM 230). 

c. Methodology used to assess IS controls (FAM 240): The auditor also should document the basis for believing that the methodology is appropriate. As discussed in FAM 240.09, GAO auditors should use the FISCAM as GAO believes it is an appropriate methodology. If the auditor uses the same methodology for multiple audits, the audit organization may prepare this document once and maintain a central file for reference on individual audits. 
d. Significant provisions of laws and regulations (FAM 245). 

e. Relevant budget restrictions (FAM 250). 

f. Level of audit assurance (FAM 260): The auditor should document the overall level of audit assurance and the justification for the level used. If the level of audit assurance chosen is 95 percent, the auditor may reference the FAM. 
g. Results of brainstorming discussions about the susceptibility of the entity’s financial statements to material misstatement due to error or fraud (FAM 260): The auditor should document these discussions, including how and when the discussion occurred, the subject matter discussed, the audit team members who participated, and significant decisions reached concerning planned responses at the financial statement and relevant assertion levels.
h. Assessment of overall inherent risk and the risk factors considered in the assessment, including any significant risks requiring special audit consideration (FAM 260). 
i. Understanding of the design of each component of internal control- control environment, entity’s risk assessment, information and communication, and monitoring to assess the risks of material misstatement of the financial statements, including whether an ineffective control environment precludes the effectiveness of specific control activities (FAM 260): The auditor should document any inherent risks or control risks identified at the financial statement level and the auditor’s overall responses as discussed in FAM 260.19. The auditor should also document inherent and control risks assessed at the relevant assertion level arising from the auditor’s understanding of the design of control environment, entity’s risk assessment, communication and information, and monitoring components of internal control and should link them with significant financial statement line items and assertions. For each risk identified, the auditor should document the (1) nature and extent of the risk, (2) condition(s) that gave rise to that risk, and (3) specific cycles, accounts, line items, and related assertions affected (if not pervasive). The auditor should also document the understanding of the design of the control environment, entity’s risk assessment, communication and information, and monitoring to assess the risks of material misstatement. In addition, the auditor should document procedures performed and conclusions reached on whether the design was implemented. For CFO Act agencies, the auditor generally should document the entity’s basis for its determination of substantial compliance of its systems with FFMIA requirements. (FAM 390 discusses documentation of the auditor’s understanding of the design of control activities for assessing the risks of material misstatement.  FAM 490 discusses documentation of substantive audit procedures to respond to the risks of material misstatement.)
j. Fraud risks (FAM 260). The auditor should document (also see FAM 290.08)

· specific fraud risks (categorized by type of misstatement and by incentive/pressure, opportunity, and attitude/rationalization) that were identified and the assessment of those risks;

· if the auditor did not consider improper revenue recognition to represent a fraud risk, the reasons supporting that conclusion; 

· consideration of the risk of management override of controls; and 

· the auditor’s response to the assessed fraud risks. (See FAM 590.)

k. Effects of information systems (IS) (FAM 270): The auditor should document, either separately or as part of the assessments above 

· a basic understanding of the design of the information system aspects of the entity’s financial management, including the significance to the entity (FAM 220);

· whether the design has been implemented;

· the inherent risks arising from information systems (FAM 260.22);

· the impact of information systems on the design of the control environment, entity’s risk assessment, communication and information, and monitoring (FAM 260.56-.57); and

· tentative conclusions on the likelihood that information controls and any compensating controls such as manual controls, reviews, or reconciliations are operating effectively (FAM 270).

When the auditor prepares documentation of the above information, the IS controls specialist generally should review and agree with the content. The director and assistant director, as part of their reviews of the audit strategy, should concur with the tentative conclusions on the likelihood that IS controls are operating effectively. If the auditor determines that IS controls are not likely to be effective, the auditor should document supporting evidence and generally should report these findings as discussed in FAM 580. Due to the sensitive nature of security issues related to information systems, the auditor may include the details of these issues in a nonpublic report.

l. Operations controls to be tested, if any (FAM 275).

m. Other planned audit procedures (FAM 280).

n. Locations to be visited (FAM 285): This information includes 

· the locations selected;
· the basis for selections;
· the nature and timing of procedures planned for each location;
· the determination of the number of items for testing and the allocation of those items among the selected locations (this may be initially discussed and estimated and later refined when the sample is selected, particularly for a statistical sample);
· the multiyear rotation plan, including how the plan was developed and meets auditing standards for a rotation plan; and

· other procedures applied.

o. Staffing requirements.

p. Audit timing, including milestones and the estimated date of the auditor’s report.
q. Extent of assistance from entity personnel.
.06 The cycle matrix or equivalent links each of the entity’s accounts in the trial balance to a cycle, an accounting application, and a financial statement line item or RSSI (FAM 240.06). The auditor may include this information in the ARA or equivalent in lieu of a separate document.

.07 The ARA or equivalent contains the audit plan for each significant line item and account and identifies significant line items, assertions, and cycles/accounting applications (FAM 235 and FAM 240, respectively) and the related risks of material misstatement at the assertion level as discussed in AU 314.102 and AU 314.117. The auditor should also summarize and document the specific risks of material misstatement, other than pervasive risks, including the inherent, fraud, and control risk factors, for use in determining the nature, extent, and timing of audit procedures. The auditor may also include insignificant accounts in each line item ARA or equivalent, indicating their insignificance and the consequent lack of audit procedures applied to them. In these instances, the cycle matrix or equivalent need not be prepared.  
.08 Fraud risk assessments (FAM 260): This information includes
· the brainstorming meeting(s) about potential fraud risks, including how and when the discussion(s) occurred, the audit team members who participated, and the general matters discussed;

· the procedures performed to obtain information about, identify, and assess fraud risks;

· any other significant procedures performed or other significant matters related to the auditor’s consideration of fraud (and any significant abuse);

· the effect of fraud risk on the audit strategy; and

· changes to fraud risk assessment during the audit.

.09 As discussed in AU 311.19, the auditor must develop an audit plan in which the auditor documents the audit procedures to be used, that when performed, are expected to reduce audit risk to an acceptably low level.  The following summarizes what the audit plan should include with the related FAM documentation in parentheses.
· The nature, extent, and timing of planned risk assessment procedures sufficient to assess the risks of material misstatement (included in portions of the audit strategy, ARA, and Specific Control Evaluation (SCE) worksheets or equivalent documents prepared following the FAM).
· A description of the nature, extent, and timing of planned further audit procedures at the relevant assertion level for each material class of transactions, account balances, and disclosure. The plan for further audit procedures reflects the auditor’s decision of whether to test the operating effectiveness of controls, and the nature, extent, and timing of planned substantive procedures (included in the ARA and related specific audit plans for each specific area of the audit prepared following the FAM).
· A description of other audit procedures to be carried out for the engagement to comply with U.S. GAGAS, including U.S. GAAS for these audits. For example, including an overview in the audit strategy with details in related audit plans for specific areas of the audit.  
The audit completion checklist (see FAM 1003) also summarizes documentation of auditor compliance with GAGAS and the FAM.
.010 Other auditor considerations may arise where other auditors plan to use the work being performed as discussed in FAM 650, especially in areas where the auditor makes decisions using significant auditor judgment. In these cases, the auditor should consider the needs of, and consult with, other auditors in a timely manner. If the auditors plan to deviate from a policy or procedure expressed by use of “should” in the FAM, they should provide an opportunity for the other auditors to review the documentation of the reasons explaining these deviation decisions and the alternative procedures performed to achieve the requirement.

.011 As audit work is performed, the auditor may become aware of possible control deficiencies, significant deficiencies, material weaknesses, noncompliance with laws and regulations, misstatements, or other matters that should be communicated to the federal entity under audit, to the IG if the auditor is a contractor, and to those charged with governance. A structured method to document these issues aids in communicating them to the audit team, entity management, and others soon after their discovery. 
The auditor may document elements of potential findings, such as the nature of the condition and, if appropriate, the applicable criteria, cause, potential effect, and any recommendations for improvement throughout the audit. These elements and related reporting are discussed in GAGAS paragraphs 4.14-4.18 and in FAM 580. The auditor may discuss these matters with entity management as the conditions are identified to timely inform them and to provide assurance that information is accurate and complete, rather than waiting until the exit conference. 
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