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.01 The auditor generally should plan for performing procedures in the following areas during other phases of the audit.

Inquiries of Legal Counsel
.02 As discussed in AU 337, FAM 550, and FAM 1002, the auditor should make inquiries of the entity’s legal counsel and perform other audit procedures regarding litigation, claims, and assessments. This is necessary to assess potential liabilities and contingencies. Entity management and legal counsel may need significant time to gather and report necessary information, including the potential need for inquiries of Department of Justice legal counsel on a case-specific basis. Additionally, for initial audits and changes in personnel, the auditor may discuss with management why a legal representation letter is needed as part of a financial statement audit.  The auditor should plan the following procedures, which are described in more detail in AU 337, for an appropriate time during the audit

· making inquiries of entity management regarding their policies and procedures for identifying, evaluating, and accounting for litigation, claims, and assessments;

· obtaining a description and evaluation of all such matters existing as of the balance sheet date and through the date of management’s response, which should be near the completion of the audit;

· obtaining evidence regarding internal and external legal counsel used by the entity and matters handled; and

· sending letters of audit inquiry to legal counsel. The auditor may limit the inquiry to matters that are considered individually or collectively material to the financial statements, provided the entity and the auditor have reached an understanding and agreement on the materiality level.

Management Representations
.03 As discussed in FAM 550, the auditor must obtain a representation letter from entity management on specific matters at the completion of the audit. Particularly for first year audits, when standards change, and when management changes, the auditor should discuss representations with management early in the audit to identify and resolve any difficulties related to obtaining these representations at the end of the audit. Note that for federal government audits, these representations include (1) the effectiveness of internal control, (2) compliance with laws and regulations, and (3) for CFO Act agencies, financial management systems’ substantial compliance with FFMIA requirements. Additional guidance on management representations is provided in AU 333, AU 801, AT 101, AT 201, AT 501, AT 601, and FAM 1001.  
Additionally, a summary of uncorrected misstatements (including prior period misstatements that affect the current financial statements) aggregated by the auditor should be attached to the letter. FAM 595 C provides an example summary of uncorrected misstatements. The representation letter should state management’s belief that the effects of the misstatements are immaterial to the financial statements taken as a whole, both individually and in the aggregate.  

Related Party Transactions
.04 AU 334, FAM 550, and FAM 902 provide guidance on audit procedures that the auditor may perform to identify related parties and related party transactions as well as examining these transactions for appropriate disclosure in the financial statements. During the planning phase, the auditor should perform procedures to identify and document related parties and the nature of related party transactions that may need disclosure in the financial statements and related notes. Such information should be distributed to all members of the audit team for use in testing related party transactions and identifying any additional related parties.

Sensitive Payments
.05 In the planning phase, the auditor should determine whether to apply audit procedures to sensitive payments. Sensitive payments encompass a wide range of functions, including executive compensation, travel, official entertainment funds, unvouchered expenditures, consulting services, speaking honoraria and gifts, and executive perquisites. For further information, see GAO’s Guide for Evaluating and Testing Controls Over Sensitive Payments, GAO/AFMD-8.1.2, Washington, D.C.: May 1993.

Other Planning Issues
.06 As stated in GAGAS 4.09, auditors should evaluate whether the audited entity has taken appropriate corrective action to address findings and recommendations from previous engagements that could have a material effect on the financial statements. When planning the audit, auditors should ask entity management to identify previous audits, attestation engagements, and other studies that directly relate to the objectives of the audit, including whether related recommendations have been implemented. Auditors should use this information in assessing risk of material misstatement and determining the nature, timing, and extent of further audit procedures, including determining the extent to which testing the implementation of the corrective actions is applicable to the current audit objectives.

The auditor should determine whether any findings and recommendations from the prior year financial audit need follow-up that would not otherwise be evaluated in the current year procedures, such as findings at locations that would not otherwise be visited. The auditor should determine whether to test the implementation of the recommendation or to repeat the finding.

.07 During planning, the auditor also should apply the additional requirements in OMB financial reporting guidance for legal letters, management representation letters, and certain agreed-upon procedures. OMB audit guidance has specific dates by which interim and updated legal letters for specified agencies are to be requested and received, specific formats for summarizing the information in the letters, and a list of specific officials to whom copies of the letters and summaries are to be forwarded. In addition, the guidance indicates that certain agreed-upon procedures are to be applied to agency payroll offices and that reports are to be submitted to OPM by a specific date.
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