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.01 At the conclusion of the audit, the auditor must draft reports, which include the auditor’s conclusions on 

· the financial statements (see FAM 580.10-.31);

· internal control (see FAM 580.32-.63);

· for CFO Act agencies, whether the financial management systems substantially comply with the requirements of FFMIA:  federal financial management systems requirements, federal accounting standards (U.S. GAAP), and the SGL at the transaction level (see FAM 580.64-.68);
 

· compliance with laws and regulations (see FAM 580.69-.77); and

· other unaudited information including the MD&A required by SFFAS No. 15; required supplementary information, (RSI) including any required supplementary stewardship information (RSSI); and other accompanying information (see FAM 580.78-.85).

.02 The auditor’s report should clearly identify the entity audited, the annual financial statement(s) on which the auditor is reporting, and the period covered by the annual financial statement(s), usually the current year with comparative prior year.

.03 The auditor should date the report as of the completion of the audit. If the auditor identifies a material subsequent event for disclosure in the report, the auditor should follow guidance in AU 530 with respect to report dating.

Report Format

.04 An example of an unqualified auditor's report is presented in FAM 595 A. The auditor may use another reporting format, such as issuing separate reports on the financial statements (see AU 508), and on internal control and compliance (see AICPA Audit and Accounting Guide: Audits of State and Local Governmental Units) and should document the reasons for deviations from the language required by the professional standards. GAO auditors also should document the reasons for deviations from the example reporting format or language in FAM 595 A and/or B. The example report in FAM 595 A includes:
· Auditor’s report on

· financial statements;
· internal control;
· financial management systems’ substantial compliance with FFMIA requirements (for CFO Act agencies);
· compliance with laws and regulations; and
· consistency of other information;

· objective, scope, and methodology; and

· agency comments and auditor evaluation.

.05 The auditor may prepare a highlights page or executive summary to provide a high level presentation of the audit report and significant matters of interest to the users of federal financial reports. The auditor generally should present matters in nontechnical language so that report users can readily grasp their significance. A transmittal letter may also include significant matters. 
.06 The auditor should disclose in auditor’s reports situations where there are
· significant limitations on the scope of the audit (FAM 580.14-.18, .41-.43, and .75-.77);

· uncertainties for which the auditor has disclaimed an opinion (FAM 580.19);

· inconsistencies of comparability between the financial statements for all periods presented, including changes in accounting principles (FAM 580.20-.21);
· material departures from U.S. GAAP (FAM 580.22);

· important explanations or departures from an unqualified opinion (FAM 580.23-25) such as an explanatory paragraph (FAM 580.26-.27), qualified opinion (FAM 580.28-.29), adverse opinion (FAM 580.30), or disclaimer of opinion (FAM 580.31);
· material weaknesses and significant deficiencies in a report or opinion on internal control or other control deficiencies that the auditor has decided to describe in the audit report (FAM 580.32-.62);

· material inconsistencies between the Summary of Management’s Report on Internal Controls prepared under FMFIA and the results of the auditor’s evaluation of internal control (FAM 580.63);

· instances of lack of entity systems’ compliance with the three requirements of FFMIA for CFO Act agencies (FAM 580.64-.68);
· instances of noncompliance with laws and regulations that are reportable under GAGAS (which incorporates U.S. GAAS) or OMB audit guidance, which are not clearly inconsequential (FAM 580.69-.74);
· material inconsistencies between other information (MD&A, required supplementary information (RSI), including any required supplementary stewardship information (RSSI), and other accompanying information) and the financial statements, or material nonconformity of the other information with U.S. GAAP or OMB guidance for such information (FAM 580.78-.82); or

· any other significant matters coming to the auditor's attention that in the auditor’s judgment should be communicated to the entity head, OMB, the Congress, and those charged with governance.

.07 The objectives, scope, and methodology includes a discussion of management’s and the auditor’s responsibilities, what the auditor did to fulfill the responsibilities, the scope of the auditor’s work on internal control, and a statement that the audit was performed in accordance with GAGAS and OMB audit guidance.

.08 The agency comments and (auditor) evaluation discusses the extent the entity agrees with the facts and conclusions presented by the auditor and the reasons for any disagreements. The auditor should evaluate any disagreements expressed by the entity and present the auditor’s view. The entity may also present efforts it is taking to correct or mitigate matters in the report. The auditor should disclaim an opinion on this information. (FAM 580.83-.85).
.09 FAM 580 provides guidance to the auditor in forming conclusions on the financial statements, internal control, financial management systems’ substantial compliance with the three requirements of FFMIA for CFO Act agencies, compliance with laws and regulations, and other information. Additionally:
· FAM 595 A provides example wording for an unqualified auditor’s report.

· FAM 595 B provides guidance and example wording for modifying the unqualified report in FAM 595 A based on the auditor’s conclusions. When findings are extensive, the auditor may modify the report format.

Financial Statements

.010 Under U.S. GAAS, the fourth standard of reporting on financial statements is

“The auditor must either express an opinion regarding the financial statements, taken as a whole, or state that an opinion cannot be expressed in the auditor’s report. When the auditor cannot express an overall opinion, the auditor should state the reasons therefore in the auditor’s report. In all cases where an auditor’s name is associated with financial statements, the auditor should clearly indicate the character of the auditor’s work, if any, and the degree of responsibility the auditor is taking, in the auditor’s report.”
.011 When reporting on financial statements, the auditor should evaluate         (1) audit scope, (2) uncertainties, (3) consistency, and (4) departures from U.S. GAAP. Each of these areas and their effects on the report are discussed below.

.012 The auditor should evaluate the four areas in FAM 580.11 and the results of all audit procedures performed to determine if an opinion can be expressed on the financial statements and, if so, the type of opinion. If an opinion cannot be expressed, the auditor should issue a disclaimer of opinion report. If the auditor can express an opinion, the auditor may issue one of the following opinion types: (1) unqualified, (2) unqualified with an explanatory paragraph, (3) qualified, or (4) adverse.

.013 The auditor should formulate the type of report on the financial statements following the guidance provided below and in FAM 595 A and FAM 595 B.

Audit Scope

.014 To express an opinion, first the auditor must determine if the audit has been conducted in accordance with GAGAS and OMB audit guidance. If the auditor is not able to perform all procedures considered necessary, the scope of the audit is restricted, and the auditor should modify the GAGAS compliance statement in the report as discussed in GAGAS paragraph 1.12b.

.015 Restrictions on the scope of the auditor’s work may be imposed by the entity or may be caused by circumstances beyond the entity’s control. Scope limitations may result from the timing of the audit work; the inability to obtain sufficient, appropriate audit evidence; or inadequate accounting records. If the audit scope has been limited, the auditor should determine whether to qualify or disclaim an opinion (see AU 508.22-.28).
.016 The auditor should conclude whether sufficient, appropriate audit evidence has been obtained to reduce the risk of material misstatement to an appropriately low level in the financial statements. When making this determination, the auditor should evaluate all relevant audit evidence regardless of whether it appears to corroborate or to contradict the relevant assertions in the financial statements. AU 318.75 presents factors that may influence this conclusion on the sufficiency and appropriateness of audit evidence. The auditor should determine the impact of any misstatements on the audit scope from a qualitative standpoint. The auditor should also determine whether the audit scope is adequate in light of any misstatements or other findings that indicate noncompliance with laws and regulations. If the auditor has not obtained sufficient appropriate audit evidence as to a material financial statement assertion, the auditor should attempt to obtain further audit evidence. If the auditor is unable to obtain sufficient appropriate audit evidence, the auditor should express a qualified opinion or disclaimer of opinion.
.017 Whether to qualify or disclaim an opinion because of a scope limitation is a matter of the auditor’s professional judgment. The auditor should assess how important the omitted procedures were to the auditor’s ability to form an opinion on the financial statements. This assessment is influenced by the nature, significance, and magnitude of the items to which the omitted procedures relate. For example, the potential effect of a scope limitation on a material account is likely to be greater than on an immaterial account.
.018 If the audit scope is adequate for expressing an opinion, the auditor must determine the appropriate type of opinion. Three areas that the auditor should evaluate when forming an opinion are uncertainties, consistency, and departures from U.S. GAAP.

Uncertainties

.019 Uncertainties are matters affecting the financial statements whose outcome is expected to be resolved at a future date when conclusive evidence becomes available. Uncertainties may be related to the resolution of litigation or the valuation of assets, such as real estate owned, and include the contingencies discussed in SFFAS No. 5, as amended by SFFAS No. 12, as well as other matters. Guidance on evaluating uncertainties and their effects on the auditor’s report is provided in AU 508.29-.32. Depending on the nature of the uncertainty, the auditor may need to add an explanatory paragraph or disclaim an opinion, as discussed in AU 508. Because of the nature of uncertainties, conclusive evidence cannot be expected to exist at the time of the audit. Management is responsible for estimating the effect of future events on the financial statements or determining that a reasonable estimate cannot be made and making required disclosures. 
The auditor should give an unqualified opinion if, in the judgment of the auditor, evidence is sufficient to support management’s analysis of the nature of the uncertainty and its presentation or disclosure in the financial statements. The auditor may also add a matter of emphasis paragraph (see AU 508.19). Additionally, if the uncertainty involves a scope limitation due to unavailable or insufficient evidence to support recorded amounts or disclosure relating to the uncertainty, a qualification or disclaimer may be appropriate as discussed in FAM 580.28-.29 and .31 (see AU 508.29-.32). If the uncertainty involves a departure from accounting principles such as  inadequate disclosure, inappropriate accounting principles, or unreasonable accounting estimates, the auditor should express either a qualified opinion as discussed in FAM 580.28-.29, or an adverse opinion as discussed in FAM 580.30 (see AU 508.45-.49).

Consistency

.020 The auditor is concerned with comparability between the financial statements for all periods presented or with the prior period if only 1 year is presented. A lack of comparability may be caused by an inconsistency in the accounting principles used; the method of applying these principles; changes in the classification of accounts, or changes in the nature of transactions. Guidance on the auditor’s evaluation of accounting and other changes that may affect the consistency of the financial statements is contained in AU 420.06-.21. If the auditor finds inconsistencies that are not changes in accounting principles, the auditor may describe them in an explanatory paragraph (see FAM 580.26). If the auditor finds departures from U.S. GAAP, the auditor should issue a qualified or adverse opinion. Guidance on reporting a lack of consistency is provided in AU 508.16-.18. 
For first-year audits, the auditor should determine if accounting principles are consistent with the prior period, following the guidance in AU 420.22 -.25. If the entity has a change in accounting principles, the auditor should include a paragraph on consistency in the auditor’s report, regardless of whether or not the financial statements of the previous period are presented. For example, the paragraph may state that the entity adopted SFFAS No. X, as discussed in note XX. The FASAB standards generally specify the accounting treatment and what disclosures are required upon adoption.

Departure from U.S. GAAP

.021 The auditor must consider whether the financial statements are materially affected by a departure from U.S. GAAP. If such a departure exists, the auditor should determine the effects of the departure on the financial statements, considering both quantitative and qualitative factors, as discussed in AU 508.35-.36. Additionally, the auditor should determine whether the departure involves risks and uncertainty, including estimates as discussed in AU 508.45-.49. The auditor also should determine whether adequate disclosures have been made in the financial statements and related notes (see AU 431 and AU 508.41-.44) and should evaluate whether any changes in accounting principles used by the entity are appropriate (see AU 508.50-.57). 
Depending on the extent of the departure, the auditor should express either a qualified or adverse opinion. Guidance on reporting these departures is included in AU 508.37-.40 for qualified opinions and AU 508.58-.60 for adverse opinions (see FAM 595 B for modifications to be made to the auditor's report). In rare cases when the auditor can demonstrate that compliance with U.S. GAAP would result in misleading financial statements, the auditor may issue an unqualified opinion (see AU 508.14 -.15) that includes a description of the nature of the departure, the effects, if practicable, and why compliance with US GAAP would result in misleading financial statements. The reviewer should approve the auditor’s conclusion in these circumstances.
Types of reports

.022 The auditor may express various types of opinions or may disclaim an opinion. Guidance on reporting is included in AU 411, 420, 431, 504, 508, and 558. Additionally, FAM 595 A includes an example of an unqualified report. FAM 595 B includes example wording for changes to the unqualified report under various circumstances. Each type of report is discussed in FAM 580.24-.31.

Unqualified Opinion

.023 In an unqualified opinion on the financial statements, the auditor concludes that the financial statements and accompanying notes
 present fairly, in all material respects, the assets, liabilities, and net position of the entity at the end of the period, and the net costs, changes in net position, budgetary resources,
 custodial activity (if applicable) for the period then ended, and the financial condition of the entity’s social insurance programs (if applicable), as of the specified date in conformity with U.S. GAAP.

.024 If the auditor does not reach the conclusion in FAM 580.23 (for reasons discussed in FAM 580.14-.22), the auditor should modify the report on the financial statements. This report modification may take the form of an explanatory paragraph and the opinion expressed in the report may be qualified or adverse. Additionally, if the auditor expresses an opinion only on the balance sheet, the auditor should follow AU 508.33-.34.

Explanatory Paragraphs

.025 An auditor may express an unqualified opinion and also include explanatory paragraphs in the report. As discussed in AU 508.11,the auditor should add an explanatory paragraph or other explanatory language when conditions exist as follows:
· The auditor’s opinion refers to another auditor’s report.

· The predecessor auditor’s report is not presented for comparative financial statements and the successor auditor is not reporting on the prior year’s financial statements (see AU 508.74).
· The accounting principles or their method of application changes between periods and the effect on the financial statements is material. For a discussion of consistency see FAM 580.20.

· Certain circumstances exist relating to reports on comparative financial statements (see AU 508.68-.69 and .72-.74).
· Supplementary information required by FASAB or OMB has been omitted; the presentation of such information departs materially from FASAB or OMB guidance or is materially inconsistent with information in the financial statements; the auditor is unable to complete prescribed procedures concerning such information; or the auditor is unable to remove substantial doubts about whether the supplementary information conforms to FASAB or OMB guidance. For guidance on required supplementary information (see AU 558).

· The auditor has substantial doubt about the entity’s ability to continue to carry out its mission without substantial additional resources or changes in operations (see AU 341).

· Other information in a document containing audited financial statements is materially inconsistent with information appearing in the financial statements (see AU 550).

· There is the unusual circumstance of a departure from U.S. GAAP that has a material effect on the financial statements for which the auditor can demonstrate that the financial statements would be misleading without this departure (see Rule 203 of the Code of Professional Conduct of the AICPA and AU 508.14 and .15).
.026 Additionally, the auditor may add an explanatory paragraph to emphasize a matter, such as significant transactions with related parties, as discussed in AU 508.19. Further, the auditor may add an explanatory paragraph when the financial statements are affected by uncertainties concerning future events whose outcome cannot be reasonably estimated as of the report date. For a discussion of uncertainties see FAM 580.19.

Qualified Opinion

.027 A qualified opinion states that except for the effects of the matter to which the qualification relates, the financial statements present fairly, in all material respects, the assets, liabilities, net position, net costs, changes in net position, budgetary resources, reconciliation of net costs with budgetary obligations,
 custodial activities (if applicable), and the financial condition of the entity’s social insurance programs, (if applicable), in conformity with U.S. GAAP. Guidance on qualified opinions is provided in various paragraphs of AU 508.

.028 The auditor should issue a qualified opinion as discussed in AU 508.20 when conditions exist as follows
· the audit scope is limited or there is insufficient, appropriate audit evidence but the auditor has decided it is not appropriate to issue a disclaimer (see FAM 580.14-.18); or
· based on the audit results, the auditor believes that a departure from U.S. GAAP had a material effect on the financial statements but has decided not to express an adverse opinion (see FAM 580.22).

AU 508.21 provides guidance on qualified opinions. FAM 595 B provides examples of report modifications for a qualified opinion.

Adverse Opinion

.029 An adverse opinion states that the financial statements do not present fairly the assets, liabilities, net position, net costs, changes in net position, budgetary resources, reconciliation of net costs with budgetary obligations,
 custodial activities, (if applicable), or the financial condition of the entity’s social insurance programs, (if applicable), in conformity with U.S. GAAP. This type of opinion is expressed on the financial statements taken as a whole when there are material departures from U.S. GAAP as discussed in FAM 580.22. The auditor should add an explanatory paragraph that includes all the substantive reasons for the adverse opinion and, if practicable, the principal effects on the financial statements of the matter giving rise to the adverse opinion. If the effects are not reasonably determinable, the auditor should state this in the report. Guidance on adverse opinions is provided in AU 508.58-.60. FAM 595 B provides example report modifications for an adverse opinion.

Disclaimer of Opinion

.030 In a disclaimer of opinion, the auditor does not express an opinion on the financial statements. A disclaimer of opinion is appropriate when the audit scope is not sufficient to enable the auditor to express such an opinion, as discussed in FAM 580.14-.18, or when there are material uncertainties involving a scope limitation, as discussed in FAM 580.19. AU 508.61-.63 provides guidance on issuing a disclaimer of opinion. The auditor should describe the reasons that caused the auditor to disclaim an opinion following the guidance in AU 508.25. Example wording for a disclaimer of opinion is included in FAM 595 B.

Internal Control

.031 Federal financial auditors may take one of two different approaches to reporting on internal control: (1) management provides an assertion about the effectiveness of its internal control and the auditor expresses an opinion on internal control or on management’s assertion following the guidance in AT 501 (see FAM 580.40-.50),
 or (2) the auditor reports material weaknesses and significant deficiencies found but does not give an opinion on internal control (see FAM 580.51-.52). OMB reporting guidance requires management to include representations about internal control in the management representation letter, and requires CFO Act agencies to include these representations in the MD&A in the annual financial statement. OMB audit guidance does not require auditors to express an opinion on control; however, GAO auditors generally should express an opinion on internal control. In either case, the auditor should evaluate whether the design and implementation of internal control is sufficient to meet the control objectives insofar as those objectives pertain to preventing or detecting misstatements, losses, or noncompliance that would be material in relation to the financial statements. These control objectives are:
· Reliability of financial reporting—transactions are properly recorded, processed, and summarized to permit the preparation of the financial statements in accordance with U.S. GAAP, and assets are safeguarded against loss from unauthorized acquisition, use, or disposition.

· Compliance with applicable laws and regulations—transactions are executed in accordance with laws governing the use of budget authority and other laws and regulations that could have a direct and material effect on the financial statements and any other laws, regulations, and governmentwide policies identified by OMB in its audit guidance that could have a direct and material effect on the basic financial statements.

If the auditor finds that management’s representations about internal control in the MD&A are inappropriate, the auditor should ask management to correct the MD&A. If management does not do so, the auditor should describe the issue in the consistency of other information section of the auditor’s report.

Classifying Control Weaknesses

.032 A control deficiency exists when the design or operation of a control does not allow management or employees in the normal course of performing their assigned functions to prevent or detect misstatements on a timely basis. The auditor should classify internal control deficiencies following AU 325 as:
· A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or report financial data reliably in accordance with U.S. GAAP such that there is more than a remote likelihood that a misstatement of the entity’s financial statements that is more than inconsequential
 will not be prevented or detected.

· A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a remote likelihood that a material misstatement of the financial statements will not be prevented or detected.

To avoid confusion, the auditor generally should include the definitions of these terms in the auditor’s report as these definitions differ from those in other auditing standards, such as standards issued by the Public Company Accounting Oversight Board (PCAOB).
.033 A misstatement is inconsequential if a reasonable person would conclude, after considering the possibility of further undetected misstatements, that the misstatement, either individually or when aggregated with other misstatements, would clearly be immaterial to the financial statements. If a reasonable person would not reach such a conclusion regarding a particular misstatement, that misstatement is more than inconsequential. In determining whether a potential misstatement would be more than inconsequential, the auditor should consider qualitative and quantitative factors.
 The auditor must determine whether each control deficiency or combination of control deficiencies is a significant deficiency or material weakness. The significance of a control deficiency depends on the potential for a misstatement, not on whether a misstatement has actually occurred. When making this determination, the auditor should evaluate:
· The likelihood and magnitude of potential misstatement that would not be prevented or detected because of the control deficiencies. AU 325.11-.12 provide examples of factors for evaluating the likelihood and magnitude of misstatement.
· If individual control deficiencies that affect the same account balance, disclosure, relevant assertion, or component of internal control collectively result in an internal control deficiency. 

· Possible mitigating effects of effective compensating controls
 that have been tested and evaluated as part of the financial statement audit.

The auditor also should conclude whether prudent officials, having knowledge of the same facts and circumstances, would agree with the auditor’s classification of the deficiency. 
.034 Additional guidance on classification of internal control weaknesses is provided in AU 325.18. -.19. AU 325.18 includes a list of areas in which control deficiencies are typically at least significant deficiencies, such as deficiencies in controls over non-routine and nonsystemic transactions or controls over the year-end financial reporting process. AU 325.19 includes indicators of control deficiencies that the auditor should regard as at least a significant deficiency and a strong indicator of a material weakness such as the auditor’s identification of a material misstatement of the financial statements under audit that was not initially identified by the entity’s internal control. Additionally, circumstances that may be considered control deficiencies, significant deficiencies, or material weaknesses are described in the appendix to AU 325. Guidance on concluding on the effectiveness of internal control and reporting findings is provided in FAM 580.44-.50 and FAM 580.53-60.

.035 OMB Circular No. A-123 provides guidance on materiality for management to report control weaknesses under FMFIA. The term “material weakness” as used by OMB (FMFIA material weakness) is different from the above definition and includes matters of an operational nature. Management and the auditor should evaluate the material weaknesses reported under FMFIA to determine whether they meet the auditor’s definitions of material weakness and significant deficiency for reporting as part of management’s assertion about the effectiveness of internal control (see FAM 580.31).

.036 For management reporting under FMFIA following OMB Circular No.        A-123, the term “reportable condition” is to be used by management when classifying financial reporting control weaknesses. This term has the same definition as “significant deficiency” used by financial statement auditors. The term “material weakness” in OMB Circular No. A-123 is defined essentially the same as that used by financial statement auditors; however, it encompasses other significant financial reports in addition to the financial statements. For controls other than financial reporting controls, a weakness is an FMFIA material weakness if it is significant enough to be reported outside the agency, as determined by the agency head. That is, it was included in the annual FMFIA report to the President and the Congress. Agency reporting of system noncompliance identified under OMB Circular No. A-127 is governed by the criteria for FMFIA reporting in OMB Circular No.A-123.
.037 FISMA requires agency management to report any “significant deficiency” in policy, procedure, or practice as a material weakness when reporting under FMFIA and also as an instance of a lack of substantial compliance under FFMIA if related to financial management systems. The auditor should determine how these FISMA significant deficiencies relate to the control deficiencies identified during the financial statement audit. 
.038 As discussed in OMB FISMA reporting guidance, a significant deficiency for FISMA reporting is a weakness in an agency’s overall information systems security program or management control structure, or within one or more information systems that significantly restricts the capability of the agency to carry out its mission or compromises the security of its information, information systems, personnel, or other resources, operations, or assets. In this context, the risk is great enough that the agency head and outside agencies must be notified and immediate or near-immediate corrective action must be taken.
Opinion on Internal Control

.039 Although not required by OMB audit guidance, if the auditor plans to express an opinion on internal control, the auditor’s evaluation of the entity’s internal control and the results of other audit procedures form the basis for this opinion. The opinion may be (1) unqualified, (2) unqualified with reference to significant deficiencies, (3) qualified, or (4) adverse. Additionally, there may be restrictions on the scope of the procedures that result in a qualified opinion or a disclaimer of opinion (see FAM 580.40-.43). The auditor should communicate any identified internal control deficiencies (including weaknesses in operations controls), as discussed in FAM 580.53-.60, and consider the effects of these deficiencies on other reports prepared by the entity (see FAM 580.61).
Scope of Procedures

.040 To express an unqualified opinion on internal control, the auditor must have a written assertion from management about the effectiveness of internal control and must perform all necessary procedures, as described in FAM 300 and FAM 450. The auditor should evaluate whether management has a reasonable basis for its assertion. For example, the assertion may be based on management’s monitoring procedures. The audit results alone cannot be the basis for management’s assertion.

.041 If there is a restriction on the scope of the audit, such that not all of these procedures can be performed, the auditor may need to qualify or disclaim the opinion on internal control and modify the GAGAS compliance statement in the report as discussed in GAGAS paragraph 1.12b. Scope restrictions may be imposed by the entity or may be due to other circumstances. The decision of whether to qualify or disclaim an opinion is a matter of the auditor’s professional judgment regarding the importance of the omitted procedures to forming an opinion on internal control. However, if a significant scope restriction is imposed by the entity, the auditor should disclaim an opinion.

When determining the severity of a scope limitation on internal control, the auditor should use the control objectives listed in the report for financial reporting, including safeguarding assets, and compliance with laws and regulations. If the scope of work on internal control relevant to one of these objectives is limited, the auditor may need to qualify or disclaim the opinion on internal control regarding that objective. Also, the auditor should determine whether that limitation affects the ability to express an opinion regarding the other objectives. If a scope limitation is encountered for a control objective, the auditor uses professional judgment in determining if it is appropriate to give an unqualified opinion on internal control over either objective.

.042 In the case of a scope limitation, the auditor should consult with the reviewer to determine the appropriate type of opinion (see AT 501.59-.62). FAM 595 B contains example language for situations in which (1) the auditor is satisfied that the scope limitation affects only one control objective and that the auditor has determined that it is appropriate to give an opinion on internal control over the other objective, and (2) the auditor believes a disclaimer report on internal control, as a whole, is appropriate due to a scope limitation.

.043 If the auditor determines that an opinion can be expressed on one or both of the control objectives, the type of opinion to be given depends on whether any internal control deficiencies are identified and the significance of such deficiencies. In identifying and evaluating deficiencies, the auditor should consider deficiencies in each of the five components of internal control (control environment, entity risk assessment, information and communications, control activities, and monitoring). In concluding as to the effectiveness of internal control, the auditor should categorize control deficiencies in order of decreasing significance, as (1) material weaknesses, (2) significant deficiencies that are not considered to be material weaknesses (other significant deficiencies), and (3) other deficiencies that are less significant than significant deficiencies (other deficiencies). Each of these types of weaknesses and its effects on the auditor's conclusion on internal control is discussed below. If no material weaknesses are identified, the auditor generally should conclude that internal control is effective in meeting the control objectives.

Effects of Control Deficiencies on the Auditor's Conclusion as to the Effectiveness of Internal Control

.044 Based on the types of deficiencies noted, the auditor should conclude as to the effectiveness of internal control as of the end of the audit period, as discussed in FAM.45-.49. Management also should conclude as to the effectiveness of internal control in deciding what assertion to make.

Material Weaknesses

.045 If one or more material weaknesses exist at the end of the audit period, the auditor should conclude that the entity’s internal control is ineffective for the control objective(s) that the weakness affects. The existence of a material weakness precludes a conclusion that internal control is effective for that objective. If a material weakness relates only to one control objective, the auditor should determine whether internal control is effective in achieving the other control objective. The auditor should exercise professional judgment when concluding that the effects of a material weakness are limited to one control objective.

.046 The auditor generally should not conclude that “except for” a material weakness, internal control is effective for the objective. Management should exercise judgment in deciding what assertion to make about the effectiveness of internal control. If, after careful consideration, the auditor, the director, and the reviewer determine that although a material weakness, the deficiency does not indicate that internal control for that objective is ineffective, the auditor may conclude that internal control for that objective is effective “except for” the material weakness. 
However, if in the auditor’s professional judgment, the material weakness(es) is(are) significant enough that the auditor cannot judge internal control to be effective for that objective, even “except for” the material weakness(es), the auditor should conclude that internal control is ineffective for that objective. Factors the auditor should evaluate in deciding whether an “except for” conclusion is appropriate include whether
· there is a single material weakness related to the objective or several;
· the material weakness relates to ancillary areas that are less significant or to one of the more significant aspects of the entity; and
· the material weakness is limited to one or a few assertions that are not generally considered the most significant ones related to the line item or the assertions are quite significant.
.047 If a material weakness is presented in a report that also includes an unqualified opinion on the financial statements, the auditor should add a statement to the unqualified opinion to indicate that as a result of a material weakness, material misstatements may nevertheless occur in other financial information reported by the entity. Example report modifications for material weaknesses are provided in FAM 595 B.

Significant Deficiencies Other than Material Weaknesses
.048 If significant deficiencies existed at the end of the audit period, other than those determined to be either individually or in combination material weaknesses, the auditor generally should conclude that the controls are effective in achieving the control objectives. However, to conform with GAGAS, the auditor should indicate in the report (see FAM 595 B) that the work performed identified significant deficiencies and should describe the deficiencies.

Control Deficiencies that Do Not Meet the Criteria for Significant Deficiencies
.049 Control deficiencies that do not meet the criteria for significant deficiencies in FAM 580.32 do not affect the auditor’s conclusion as to the effectiveness of internal control. The auditor may communicate these matters in a separate management letter or orally. The auditor should document any oral communication of these deficiencies.

Type of Opinion

.050 As described in FAM 580.39-.43, if the auditor is unable to apply all the audit procedures considered necessary in the circumstances, a scope limitation exists and the auditor should issue a qualified opinion or a disclaimer of opinion on internal control. If all the procedures considered necessary were performed, the auditor should issue one of the opinions as follows:
· If the auditor and management agree as to the effectiveness of internal control and there are no material weaknesses, the auditor should issue an unqualified opinion on internal control or on the assertion (see FAM 595 A).

· If the auditor and management agree as to the effectiveness of internal control and there are no material weaknesses in internal control, but there are other significant deficiencies, the auditor should issue an unqualified opinion and then modify the report on internal control to state that internal control is effective, but could be improved, and make reference to the other significant deficiencies (see FAM 595 B).

· If the auditor and management agree as to the effectiveness of internal control and there are material weaknesses in internal control, the auditor should modify the opinion on internal control by (1) referring to the material weakness(es) noted in management’s assertion (which states that internal control with respect to one or both of the internal control objectives for financial reporting, including safeguarding, or compliance, is either effective “except for” the material weakness (qualified opinion), or ineffective (adverse opinion), and (2) describing the material weakness(es) (see FAM 595 B). Although OMB Circular No. A-123 allows management to provide a qualified assertion on internal control effectiveness even if material weaknesses exist, the auditor should consult with the reviewer on the opinion on internal control if the auditor concludes that a material weakness is isolated to one control objective.

· If the auditor and management disagree as to the effectiveness of internal control, either because (1) management does not agree that material weakness(es) exist, or (2) management does not appropriately modify its assertion about the effectiveness of internal control in light of the material weakness(es), the auditor should issue an adverse opinion. The existence of a material weakness precludes management from asserting that its internal control is effective for that objective.  Thus, an adverse opinion is appropriate if management states that internal control is effective “except for” the material weakness when, in the auditor’s professional judgment, the material weakness indicates that internal control is ineffective (see FAM 580.46 and FAM 595 B).

Nonopinion Report

.051 If the purpose of the audit is not to express an opinion on internal control, the auditor should report material weaknesses and other significant deficiencies in internal control, or state that no material weaknesses were found (see FAM 595 A and/or B). The auditor should not issue a written communication stating that no significant deficiencies were identified during the audit because of the potential for misinterpretation of the limited amount of assurance provided by such communication. If, in the auditor’s professional judgment, material weaknesses were so significant that the auditor concludes internal control was ineffective for one or more objectives, the auditor may state that conclusion in the report (see FAM 595 B). Further, the auditor should conclude whether the scope of the work and the related audit evidence are sufficient to meet the audit objectives described in the OMB audit guidance. If the work is not sufficient, the auditor should report a scope limitation.
.052 Under AU 532.07, a report on internal control in which no opinion is issued is considered a by-product report. When no opinion is issued, the report provides only a limited degree of assurance about internal control as internal control is not the primary objective of the engagement. The auditor should indicate the intended use of the internal control report because of the potential for misunderstanding related to a by-product report’s limited degree of assurance. Because the distribution of government audit reports is not restricted, the reports should explain their limitations. See FAM 595 A, example 2, for a report for when the auditor does not provide an opinion on internal control and cautions the reader that the internal control testing performed may not be sufficient for other purposes.

Where and When to Report Control Deficiencies

.053 The means of communicating deficiencies in internal control depends on the type of weakness, as discussed in FAM 580.32. The auditor must communicate in writing material weaknesses and other significant deficiencies to entity management and those charged with governance. Under GAGAS, this communication is part of the auditor’s report on financial statements. For other deficiencies, the auditor should communicate no later than 60 days following the report release date. For most federal audits, OMB requires the auditor’s reports on the financial statements and internal control to be combined. However, the auditor may issue other written communication containing further details on the deficiencies. The auditor must include any material weaknesses or other significant deficiencies that were communicated in previous financial statement audits that have not yet been corrected. The auditor may do this by referring to the previously issued written communication and the date of the communication. Communicating each type of weakness is discussed in FAM 580.54-.57.

Significant Deficiencies (Including Material Weaknesses)

.054 The auditor should report material weaknesses and other significant deficiencies in the internal control section of the auditor’s report. The auditor may report these deficiencies in a separate report that is referenced to in the auditor’s report on the financial statements. If management’s assertion about the effectiveness of internal control is printed with the audit report, the auditor’s report should refer to the discussion of the material weakness (or other significant deficiency) in management’s assertion.

.055 The auditor generally should limit the internal control section of the auditor’s report to summarized information. As such, the auditor may limit the discussion of control deficiencies included in this section to providing the reader with an understanding of the nature and extent of the deficiency. The auditor may combine related control deficiencies. To the extent that any such control deficiencies contribute to a significant deficiency, the auditor generally should describe them in conjunction with the related significant deficiency.

.056 If more complete information concerning control deficiencies is provided in other reports issued prior to or at the same time as the auditor’s report, the auditor generally should include a reference to such other reports (such as date and title or report number). The auditor may also subsequently report significant deficiencies in more detail in a separate management report or other written communication that includes other elements of the findings as discussed in FAM 580.59

Other Control Deficiencies
.057 The auditor may orally communicate other control deficiencies that are not significant deficiencies to an appropriate level of entity management or determine that no further consideration is necessary. The auditor should document any oral communication or the basis for the decision not to communicate the deficiency.
What to Report About Control Deficiencies

.058 Control deficiencies identified by the auditor are findings. GAGAS paragraphs 4.15-4.18 describe the four elements of a finding:
· Criteria (what should be).
· Condition (what is).
· Cause (why the condition occurred).
· Effect (the nature of the possible past or future impact).

.059 The auditor should decide whether to fully develop each of the four elements of a finding. The auditor uses professional judgment in determining whether to apply resources to investigate a control deficiency, based on the elements that the auditor decides to report. For each significant deficiency, the minimum extent to which the auditor should develop the elements of a finding depends on how it is communicated as follows:
· Significant deficiencies (including material weaknesses) reported in the auditor’s report: The auditor generally should identify at least the criteria, condition, cause, and possible asserted effect (as to nature, not necessarily amount) to permit entity management to determine the effect and to take prompt and proper corrective action. The auditor generally should provide recommendations to improve internal control and obtain management’s response as part of agency comments on the auditor’s report.
· Significant deficiencies described briefly in the auditor’s report and detailed in a separate management report: The auditor should identify at least the condition and the criteria and generally should identify the possible asserted effect. to bring them to management’s attention, particularly if there are sensitive or information technology issues. The auditor may also evaluate the benefits of identifying the cause. The auditor generally should provide recommendations or suggestions to improve reported findings and obtain management’s response as part of agency comments on the auditor’s report. 
In discussing each material weakness that meets FMFIA reporting criteria, the auditor should determine whether the material weakness was identified in the entity's FMFIA report or in the FMFIA report of the organization of which the entity is a part (see FAM 580.63). 
.060 For control deficiencies that do not meet the criteria for significant deficiencies, the auditor need not develop all of the elements of a finding if the auditor decides to report these control deficiencies.
Other Considerations

.061 To communicate findings promptly, the auditor may issue reports during the audit. For example, GAO issued a report to a federal entity where some installations on an interim basis were reporting in millions of dollars and others in billions of dollars causing materially inaccurate consolidations of amounts. GAO did this so the agency could improve the consistency and accuracy of amounts in time for year end reporting. In such instances, the auditor may describe the control deficiency and refer to the reports as discussed in FAM 580.56. 
.062 The auditor should determine whether internal control deficiencies, particularly material weaknesses, could affect information in other reports generated by the entity for external distribution or internal decision-making. The auditor generally should make inquiries and evaluate other knowledge obtained during the audit concerning use of reports affected by these deficiencies. The auditor uses professional judgment to determine whether such reports might contain inaccuracies as a result of control deficiencies that would likely influence the judgment of report users. If so, the auditor generally should describe, in the auditor’s report, the nature of such reports and the effect of control deficiencies on them. In determining if such reports are significant, the auditor should evaluate whether user judgments or management decisions based on such reports could affect the entity in amounts that would be material in relation to the financial statements.

Reporting on Management’s FMFIA Reports

.063 In the internal control section of the auditor’s report, the auditor should disclose whether material weaknesses or financial management systems’ nonconformance identified during the audit were identified in management’s FMFIA report. 
If the auditor found material weaknesses or systems’ nonconformance that should have been reported under FMFIA (see FAM 580.35-.39), the auditor should refer to them as indicated at FAM 580.59, and determine whether management’s FMFIA process has deficiencies that the auditor should report. Such deficiencies might result from a problem where entity management: 

· Did not initially recognize internal control deficiencies or systems’ nonconformance, perhaps due to a lack of training, understanding, or limitations in the scope of the FMFIA process. For example, certain areas were not reviewed annually or certain types of controls or systems were not reviewed.

· Did not recognize that identified deficiencies were FMFIA material weaknesses or systems’ nonconformance.

· Relied upon controls that the auditor concluded were ineffective.

· Failed to report identified deficiencies due to inappropriate report preparation. This was perhaps due to errors in aggregating the internal control deficiencies or systems’ nonconformance of individual components or locations.

The auditor may refer to the assessment of management’s FMFIA process performed during planning, as discussed at FAM 260.58-FAM 260.63, when concluding as to how to report these matters.

Financial Management Systems

.064 FFMIA requires the auditor to report whether the financial management systems of CFO Act agencies or the components designated by OMB comply substantially with three federal financial management systems requirements. These requirements, also required by OMB Circular No.       A-127, are:
· Federal financial management systems requirements, including those found in the JFMIP/OFFM functional requirements documents.
· Applicable federal accounting standards, which are now recognized as U.S. GAAP (see FAM 560).
· The SGL at the transaction level.

As discussed in FAM 540.25, the auditor should conclude on whether the agency’s systems complied with FFMIA, following the guidance provided in FAM 701 and by OMB.

Reporting on Systems’ Substantial Compliance with FFMIA Requirements 

.065 Specific guidance for FFMIA reporting when the auditor determines that the financial management systems are in substantial compliance with the three FFMIA requirements is provided in FAM 595 A for GAO auditors and others expressing an opinion on systems’ compliance. OMB audit guidance provides information for reporting on FFMIA compliance without expressing an opinion. 
.066 If the auditor finds the entity’s financial management systems lack  substantial compliance with any of the three requirements, the auditor should summarize the lack of substantial compliance in the auditor’s report. Additionally, as discussed in FAM 580.38, the auditor should report significant deficiencies identified for FISMA purposes as an instance of a lack of substantial compliance with FFMIA if the deficiency relates to financial reporting systems. For further reporting guidance see FAM 595 B. Frequently, the system’s lack of substantial compliance is related to significant deficiencies in internal control. If so, the auditor may combine the discussion.

.067 If the auditor finds that the entity’s systems did not substantially comply with the requirements, the auditor is required by FFMIA to identify the entity or organization responsible for the systems found not to comply. The auditor should include pertinent facts such as the nature and extent of noncompliance; areas in which there is substantial but not full compliance; primary reason or cause; and any relevant comments from management or responsible employees. The auditor may make recommendations for corrective actions and obtain management’s response as part of agency comments on the auditor’s report. 
Scope of Procedures

.068 If the auditor is unable to perform all the procedures considered necessary, as discussed in FAM 350, the scope of the audit is restricted. Generally, if the scope of the audit is restricted, such as due to unavailability of needed information from the system, the auditor should report that the financial management systems are not in substantial compliance with FFMIA requirements. Also, if the auditor concluded the systems were not in substantial compliance with FFMIA based on limited testing, the auditor should report that the work on FFMIA would not necessarily disclose all instances of noncompliance with FFMIA requirements (see FAM 595 B).

Compliance with Laws and Regulations

.069 The auditor should report on the results of compliance testing and on compliance matters (including fraud as discussed in FAM 540) that come to the auditor’s attention during procedures other than compliance tests. The manner in which noncompliance is reported depends on the significance of the noncompliance that has occurred or is likely to have occurred and whether such noncompliance is material to the financial statements, as described below. The auditor should consult with OGC regarding conclusions on the entity’s compliance with laws and regulations.

.070 The auditor generally should classify noncompliance using the following guidelines:
· Reportable noncompliance includes all matters coming to the auditor’s attention except those that in the auditor’s professional judgment are clearly inconsequential.

· Material noncompliance is reportable noncompliance in which a failure to comply with laws or regulations results in misstatements that are material to the financial statements.

.071 The auditor should present material and reportable noncompliance in the auditor’s report to communicate to the entity head, those charged with governance, OMB, and the Congress. The auditor may combine related instances of noncompliance. The auditor may also report noncompliance in detail in another report and refer to that report in the auditor’s report. To the extent that any such noncompliance contributes to a significant deficiency, the auditor should generally describe it in conjunction with the related significant deficiency.

.072 The auditor may communicate orally or in writing any noncompliance that does not meet the criteria for reportable noncompliance to an appropriate level of entity management, or the auditor may determine that no further communication is necessary. The auditor should document any oral communication or the reason not to communicate in the audit documentation.

Reporting on Compliance Tests

.073 The auditor should state directly whether any reportable noncompliance was detected during compliance tests. This type of direct statement is illustrated in FAM 595 A for a situation in which the compliance tests disclosed no reportable noncompliance. If the auditor identifies any reportable noncompliance, the auditor should modify the statement as shown in FAM 595 B, and the auditor should discuss the reportable noncompliance in the auditor's report according to the guidance in FAM 580.69-.71.

.074 Under AU 532, a report on compliance with laws and regulations in which no opinion is issued is a by-product of a financial statement audit that provides a limited degree of assurance about compliance. When no opinion is issued, the report on compliance is not the primary objective of the engagement. The auditor should indicate the intended use of the compliance report because of the potential for misunderstanding related to a by-product report’s limited degree of assurance. Because the distribution of government audit reports is not restricted, the auditor’s report should explain this limitation as follows: “However, the objective of our audit was not to provide an opinion on overall compliance with laws and regulations. Accordingly, we do not express such an opinion.”
Scope of Procedures

.075 The auditor should perform all of the procedures that the auditor determines necessary for obtaining sufficient appropriate evidence to report on compliance with laws and regulations. If the auditor is unable to perform all of the procedures for each of the significant provisions of laws and regulations, the auditor may be able to report on the laws and regulations tested. However, the auditor should modify the report to alert the reader that not all of the laws that the auditor believed were necessary were tested. See FAM 595 B for report modifications.

.076 If the scope limitation is so significant that the auditor believes that any statement could be misleading, the auditor should omit it. The auditor should describe significant scope limitations in the auditor’s report, and auditor should modify the auditor’s report as described in FAM 595 B. The auditor also should determine the effect of such a scope limitation on the opinion on the financial statements.

.077 If deficiencies in compliance controls are identified but no instances of noncompliance are found during compliance testing, the auditor should determine whether controls or other mitigating factors prevented or detected instances of noncompliance. If sufficient additional controls or other mitigating factors are not identified, the auditor should consult with the reviewer and OGC concerning the appropriate reporting of such deficiencies and compliance tests.

Other Information in the Annual Financial Statement
.078 As discussed in OMB financial reporting guidance, certain other information is to be included in the annual financial statement. This information consists of an MD&A, required supplementary information (RSI) including any stewardship information (RSSI), and other accompanying information.

.079 U.S. GAAP requires the entity to report certain RSSI, primarily stewardship investments (including nonfederal physical property, such as highways; human capital, such as expenditures for training and education; and research and development) and risk-assumed information (such as pension and deposit insurance projections). The entity should mark RSSI “unaudited.”
.080 As RSSI is required by U.S. GAAP, the auditor should apply procedures consistent with AU 558. The auditor should compare the consistency of RSSI with the financial statements and should discuss the methods of measurement and presentation with entity officials.

.081 If there are no material inconsistencies or nonconformance with U.S. GAAP or OMB guidance that come to the auditor’s attention during these or other audit procedures, the auditor should state this as shown in FAM 595 A. Although AU 558.08 requires reporting on the other information only if material inconsistencies or nonconformance with U.S. GAAP or OMB guidance are found, OMB audit guidance requires the auditor to report based on AU 551.15. If material inconsistencies or instances of nonconformance are noted and are not remedied by the entity, the auditor should describe these situations in the auditor’s report and refer to the discussion in this section as illustrated in FAM 595 B.

.082 The auditor should also determine whether circumstances that resulted in modification of the auditor’s report, such as a scope limitation or departure from U.S. GAAP, also affect this other information. If so, the auditor should discuss these effects in the auditor’s report as described in FAM 595 B.

Agency Comments

.083 The auditor should obtain and report the views of responsible entity officials concerning the findings, conclusions, recommendations, and planned corrective actions, if included. The auditor should allow the audited entity to review a draft of the report prior to issuance and provide either written or oral comments. This is to identify any errors in fact, avoid surprises in the message, and strive for fairness, balance, objectivity, accuracy, and completeness. Written comments are generally preferred, especially when the report is sensitive or controversial, when significant disagreements exist, or when the report makes wide-ranging recommendations. When the entity provides written comments, the auditor should include a copy of these comments or summarize the comments in the auditor’s report.  

Oral comments may be appropriate when (1) there is a reporting date critical to meeting a user’s needs, (2) the auditor has worked closely with the entity so that it is familiar with the findings and issues addressed in the draft report, or (3) the auditor does not expect major disagreements with the findings, conclusions, or recommendations in the draft report or major controversies with regard to the issues discussed in the draft report. If the entity provides only oral comments, the auditor should prepare a summary of these comments and provide a copy of the summary to the responsible officials to verify that the comments are accurately stated and may report the entity’s views. If the report is unqualified and does not include any material weaknesses or material noncompliance, the entity may decide not to comment. 
.084 The auditor generally should include an agency comments and (auditor’s) evaluation section in the auditor’s report. The auditor generally should briefly characterize the overall response to the draft regarding facts and conclusions such as: the entity generally agrees, partially agrees, or disagrees with the report. The auditor generally should summarize the major points made in the comments, whether written or oral, usually in the last section of the auditor’s report and should include an evaluation of the comments, as appropriate. If agency officials concurred with all the findings, conclusions, and recommendations, the auditor should state that they concurred, mention any actions the agency has agreed to take, and provide the auditor’s response to those actions. If agency officials disagree with or have concerns regarding portions of the report, the auditor should discuss these concerns in the auditor’s report and provide the auditor’s evaluation of them. 
.085 The auditor generally should include the agency’s written comments as an appendix to the report. These comments may include matters such as a description of corrective actions taken by the entity, the entity’s plans to implement new controls, or a statement indicating that management believes the cost of correcting a significant deficiency or material weakness would exceed the benefits to be derived from doing so. If these types of comments are included in the document containing the auditor’s written communication regarding material weaknesses or other significant deficiencies, the auditor should disclaim an opinion on such information as described in FAM 595 A. 
Dating the Auditor’s Report
.086 The auditor should date the report not earlier than the date on which the auditor has obtained sufficient appropriate audit evidence to support the opinion as discussed in AU 339.27. Among other things, sufficient appropriate audit evidence includes evidence that supervisors, first partners, and the reviewer have completed their reviews, that the entity’s financial statements, including disclosures, have been prepared, that management has asserted that it has taken responsibility for them by signing the representation letter, and that any significant issues have been resolved. The engagement quality control reviewer (second partner) may complete the review between the audit completion date and the report release date.  
However, if additional evidence is needed, the auditor should determine whether to change the date of the auditor’s report. This will ordinarily result in a report date that is close to the date the auditor grants the entity permission to use the auditor's report in connection with the financial statements (report release date). If there are delays in releasing the report, the auditor should perform additional procedures to comply with AU 530 and AU 560. There are three important dates to consider as follows:
· Auditor’s report date. This is the date on which the auditor has obtained sufficient appropriate audit evidence to support the opinion. 
· Report release date. This is the date that the auditor grants the entity permission to use the auditor’s report in connection with the financial statements. Often, the report release date will be the date that the auditor delivers the audit report to the entity. The auditor’s report date will ordinarily be a date that is close to the report release date. The report release date is important because it starts the period when the auditor must complete the audit documentation. 
· Documentation completion date. This is the date that the auditor determines that the audit documentation is assembled, final, and complete. The auditor should complete final audit documentation within 60 days following the report release date. 
Further guidance can be obtained from the AICPA’s Practice Alert 2007-1, Dating of the Auditor’s Report and Related Practical Guidance.
Restatement of Audited Financial Statements
.087 If the auditor becomes aware of information that relates to financial statements on which the auditor previously reported that could have affected that report, the auditor should follow AU 561 and GAGAS paragraphs 5.26-5.31. These standards address the subsequent discovery of facts existing at the date of the auditor’s report. SFFAS No. 21, Reporting Corrections of Errors and Changes in Accounting Principles, addresses restatement of prior year federal entity financial statements. AU 420 on consistency of application of U.S. GAAP and AU 508 on auditor’s reports, provide guidance on when to reissue auditors’ reports on restated financial statements. Additionally, OMB financial reporting guidance requires entity management to notify their auditor when material errors are found in published financial statements and provides guidance regarding footnote disclosure of restatements. 
.088 Under AU 561, if auditors become aware of new information that might have affected their opinion on previously-issued financial statement(s), then the auditors should advise entity management to determine the potential effect(s)of the new information on the previously-issued financial statement(s) as soon as reasonably possible. Such new information may lead management to conclude that previously-issued financial statements were materially misstated and to restate and reissue the misstated financial statements. In such circumstances, auditors should advise management to make appropriate disclosure of the newly discovered facts and their impact on the financial statements to those who are likely to rely on the financial statements.

.089 Under GAGAS, auditors should advise management to make appropriate disclosures when the auditors believe that (1) it is likely that previously-issued financial statements are misstated, and (2) the misstatement is or reasonably could be material. Under GAGAS, auditors also should perform the following procedures related to restated financial statements:

 a.  Evaluate the timeliness and appropriateness of management’s disclosure and actions to determine and correct misstatements in previously-issued financial statements (see GAGAS paragraph 5.28 for specific procedures to perform). 

b.  Report on restated financial statements (see GAGAS paragraphs 5.29-5.30). 

c.  Report directly to appropriate officials if the audited entity does not take the necessary corrective steps (see GAGAS paragraph 5.31). 
Other Reporting Matters
.090 OMB has encouraged federal entities to prepare a Performance and Accountability Report (PAR) highlights document based upon its PAR for the same year. Entity management may determine the content following OMB financial reporting guidance. Management may choose to include condensed financial statements and may ask the auditor to report on the condensed financial statements. Auditors should follow AU 552 for reporting on condensed financial statements or selected financial data. Additional guidance is provided in OMB reporting guidance.
� Non-GAO auditors may combine bullets 3 and 4.


� These are usually comparative statements for the current and prior years unless it is the entity’s initial audit.


� If the statement of financing is presented as a basic statement rather than as a note disclosure, insert “reconciliation of net costs to budgetary obligations.”


� See note 3.


� See note 3.


� If the auditor finds no material weaknesses in internal control, the auditor may express an opinion on management’s assertion or directly on internal control.


� The phrase “more than inconsequential” as used in the definition of significant deficiency describes the magnitude of potential misstatement that could occur as a result of a significant deficiency and serves as a threshold for evaluating whether a control deficiency or combination of control deficiencies is a significant deficiency.


� This definition is used to determine whether a material weakness exists. The auditor may use abbreviated language in the report (see FAM 595 A).


� Inconsequential in this context is not the same concept as the threshold amount the auditor establishes in an audit of financial statements below which known and likely misstatements need not be accumulated.


� A compensating control is a control that limits the severity of a control deficiency and prevents it from rising to the level of a significant deficiency or, in some cases, a material weakness. Compensating controls operate at a level of precision, considering the possibility of further undetected misstatements that would result in the prevention or detection of a misstatement that is more than inconsequential or material to the financial statements. Although compensating controls mitigate the effects of a control deficiency, they do not eliminate the control deficiency.





� In GAGAS audits, those likely to rely on the financial statements include those charged with governance, appropriate oversight bodies, and funding agencies. 
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