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.01 The auditor should perform procedures to 
· obtain legal representations (see FAM 550.02.-.03);
· identify material subsequent events (see FAM 550.04.-.06);
· obtain management representations (see FAM 550.07-.11); 

· assess related party transactions (see FAM 550.12); and
· communicate with those charged with governance (see FAM 550.13).
Obtain Legal Representations
.02 In considering any liabilities, contingencies, or uncertainties that may affect the federal entity or its financial statements, the auditor should obtain representations from the entity’s legal counsel regarding litigation, claims, and assessments. This would include existing internal legal counsel and external legal counsel who have devoted substantive attention to a matter.  Further guidance on these inquiries, as well as on interpreting and using responses received from legal counsel, is provided in AU 337, AU 9337, OMB audit guidance, and FAM 280.02 and FAM 1002.

.03 The inquiries and responses should cover the entire period under audit and the subsequent period through audit completion (the date of the auditor’s report). The auditor should obtain a legal representation letter from legal counsel at the completion of the audit. If a long period elapses from audit completion to report issuance, the auditor should obtain an update, either written or oral (and include in audit documentation), to identify whether there have been any significant changes in legal representation matters occurring up to the audit completion date.

Identify Material Subsequent Events
.04 Events or transactions may occur after the balance sheet date but before the audit report is issued. Such events or transactions that have a material effect on the financial statements and therefore require adjustment to or disclosure in the financial statements are referred to as subsequent events.  AU 560 and FAM 1005 provide further guidance on determining whether a particular subsequent event requires adjustment to or disclosure in the financial statements.

.05 The auditor should perform procedures near the completion of the audit. If a long period elapses from audit completion to report issuance, the auditor should update the procedures through the issuance of the auditor’s report. The auditor should follow the guidance in AU 530 on dating the auditor’s report if any subsequent events are identified that affect the report.
.06 The auditor has no obligation to perform procedures to identify subsequent events after the report is issued. However, if the auditor becomes aware of facts that might have affected the report if the auditor had known about them before issuance, the auditor should follow the guidance in AU 561.

Obtain Management Representations
.07 The auditor must obtain written representations from entity management as part of the audit. These representations supplement the other audit procedures performed by the auditor but are not a substitute for them.  Written representations help avoid any misunderstandings that could arise if only oral representations were received from management. In some circumstances, corroborating evidence for representations may not be readily available, such as for those involving management’s intent concerning a future transaction or business decision. Additionally, the auditor may request representations on other matters unique to the entity under audit. Examples of the written representations usually obtained from management are provided in AU 333.06, AT 501.52, and AU 801.07. Additional guidance for these representations is provided in FAM 280.03 and FAM 1001, with an example representation letter provided at FAM 1001 A. The auditor may use these examples as guidance and tailor them based on entity circumstances.  
.08 Auditors should obtain further representations from federal entity management in addition to those required by U.S. GAAS. These management representations concern management assertions about the effectiveness of internal control and assumptions regarding the statement of social insurance, as applicable. For CFO Act agencies, auditors also should obtain management representation about substantial compliance of the entity’s financial management systems with the 3 requirements of FFMIA. Additionally, OMB audit guidance includes representations regarding the consistency of budget data in the statement of budgetary resources and specific budget data submitted for preparing the annual budget of the U.S. government.
.09 If management refuses to provide the requested written representations, this a limitation on the audit scope, and the auditor must modify the report (see FAM 580.14-.18). In these situations, the auditor should consider the reliability of other representations received from management during the audit. The auditor generally should discuss representations with management early in the audit to identify and resolve any difficulties related to obtaining these representations at the completion of the audit. This is particularly true for first year audits, when standards change, and when management changes (see FAM 280.03).
.010 The auditor should request members of management who, in the auditor’s view, are responsible for and knowledgeable, directly or through others, about the matters in the representation letter, to sign the letter (see         AU 333.09). As discussed in OMB audit guidance, the signers should be officials at the highest levels of the audited entity and generally should be the head of the entity, the CFO, and any others deemed responsible for matters presented in this letter. 
.011 Entity management should date the representation letter as of the date of audit completion contained in the auditor’s report. The auditor should encourage senior management to review the final financial statements and disclosures to take responsibility for them, before signing the representation letter. If there is a significant delay between audit completion and the issuance of the report, the auditor should obtain updated management representations.

Assess Related Party Transactions
.012 The auditor should identify and evaluate relationships with related parties and material related party transactions that could affect the financial statements. AU 334 and FAM 902 provide further guidance on identifying related parties, examining related party transactions, and evaluating financial statement disclosures. 
Communicate With Those Charged With Governance

.013 The auditor must communicate with those charged with governance significant audit matters relevant to the responsibilities of those charged with governance in overseeing the financial reporting process (AU 380). Those charged with governance are those responsible for overseeing the strategic direction of the entity and obligations related to the accountability of the entity, including overseeing the entity’s financial reporting process. At the start of the audit, as part of gaining an understanding of the entity, the auditor should have identified those charged with governance for the entity (see FAM 215). The auditor should communicate significant findings from the audit to those charged with governance, such as:
· The auditor’s views regarding the qualitative aspects of significant accounting practices, including accounting policies, accounting estimates, and financial statement disclosures. If the auditor determines a significant accounting practice is not appropriate, the auditor should explain the reasons for this conclusion and, when considered necessary, the auditor should request changes. If the requested changes are not made, the auditor should inform those charged with governance that the auditor will evaluate the effect of this on both the financial statements and the auditor’s report. 
· Significant difficulties related to performing the audit, if any, that the auditor encountered with management. See AU 380.39 for examples of difficulties that include significant delays in receiving required information, extensive unexpected effort necessary to obtain sufficient appropriate audit evidence, and an unnecessarily brief time within which to complete the audit.
· Uncorrected misstatements, other than those the auditor believes are trivial, if any, including the effect they may have on the auditor’s opinion on the financial statements (see FAM 595 C, example 2). The auditor should request correction of these misstatements and should communicate the effect of material uncorrected misstatements individually. The auditor should discuss the implications of failing to correct known and likely misstatements, if any, and qualitative as well as quantitative considerations, including the possible implications in relation to future financial statements. The auditor should also communicate the effect of uncorrected misstatements related to prior periods on the relevant classes of transactions, account balances or disclosures, and the financial statements taken as a whole.
· Any disagreements with management, whether or not satisfactorily resolved, about matters that individually or in the aggregate could be significant to the entity’s financial statements or the auditor’s report.
· Other findings or issues, if any, arising from the audit that are, in the auditor’s professional judgment, significant and relevant to those charged with governance regarding their oversight of the financial reporting process.
· Material corrected misstatements identified by the auditor (see FAM 595 C, example 3).
· Management representations requested by the auditor. The auditor may provide those charged with governance a copy of management’s written representations.
· Management’s consultation with other accountants, if any, regarding accounting and auditing matters of which the auditor is aware. The auditor should discuss with those charged with governance the auditor’s views about significant matters that were the subject of consultation. AU 625.09 describes circumstances when the accountant should communicate with the auditor.
· Any significant issues arising from the audit that were discussed with management or that were the subject of correspondence with management. AU 380.44 includes examples of significant matters that the auditor may communicate. 
AU 380 provides further guidance on the communication of each of these matters.

.014 The auditor should determine the form, expected content, and timing of communications, which may be oral or written, and should document all required communications. The auditor should communicate significant findings in writing if oral communication would not be adequate. Effective communication may involve formal presentations and written reports as well as less formal communications, including discussions. 
Written communications may include an engagement letter which may be provided to those charged with governance (see FAM 215). AU 380 provides guidance on deciding whether to communicate matters in writing or orally and the formality of the communication. The auditor should communicate on a sufficiently timely basis to enable those charged with governance to take appropriate action. 
.015 The auditor should evaluate the adequacy of the two-way communication between the auditor and those charged with governance for purposes of the audit. Adequate communication is necessary to obtain all the audit evidence required for the auditor to form an opinion on the financial statements. Inadequate two-way communication may indicate an unsatisfactory control environment, which could influence the auditor’s assessment of the risk of material misstatement. The auditor does not need to design specific procedures to evaluate the adequacy of this communication. Instead, the auditor may base the evaluation on observations resulting from other audit procedures. Such observations may include:
· The appropriateness and timeliness of actions taken by those charged with governance in response to matters communicated by the auditor. 

· The apparent openness of those charged with governance in their communications with the auditor.

· The willingness and capacity of those charged with governance to meet with the auditor without management present.

· The apparent ability of those charged with governance to fully comprehend matters communicated by the auditor, such as the extent to which those charged with governance probe issues and question recommendations made.

· Difficulty in establishing with those charged with governance a mutual understanding of the form, timing, and expected general content of communications.

· Where all or some of those charged with governance are involved in managing the entity, their apparent awareness of how matters discussed with the auditor affect their broader governance responsibilities, as well as their management responsibilities.
.016 If, in the auditor’s judgment, the two-way communication between the auditor and those charged with governance is not adequate, the auditor should determine the effect, if any, on the auditor’s assessment of the risk of material misstatement. AU 380 provides additional considerations for addressing situations in which the two-way communication is not adequate, which include possible modification of the auditor’s report for a limitation on the scope of the audit.
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