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215 A – Sample Audit Engagement Letter to a Federal Entity

215 A – Sample Audit Engagement Letter to a Federal Entity
.01 As discussed in FAM 215.06, the engagement letter documents the objectives and limitations of the audit and the roles and responsibilities of both federal entity management and the auditor. Example 1 presents a sample audit engagement letter when the auditor plans to provide an opinion on the effectiveness of an entity’s internal control. Example 2 presents a sample audit engagement letter when the auditor plans to report on the entity’s internal control and will not provide an opinion. These sample letters are prepared on auditor letterhead and modified for the specific circumstances of each individual audit, as needed.

Example 1 -- Auditor Provides an Opinion on Effectiveness of Entity’s Internal Control  

Auditor letterhead

Date

[Address to the chief executive of the federal entity whose financial statements are to be audited or the Inspector General if the audit has been contracted out to a CPA firm or the client as determined by the auditor.]

Dear ____________:

Pursuant to [cite legal or contract authority for audit], [name of auditor] will audit, for fiscal year 20xx, the financial statements of the [name of federal entity]. The job code for this audit is XXXXXX.
 The objectives of our audit are as follows:
1. Express an opinion on whether the [entity’s] fiscal year 20xx financial statements are fairly presented, in all material respects, in conformity with U.S. generally accepted accounting principles.

2. Express an opinion on whether the [entity’s] internal control over financial reporting (including safeguarding assets) and compliance in place as of [end of fiscal year] are suitably designed and operated effectively to provide reasonable assurance that misstatements, losses, or noncompliance material in relation to the financial statements would be prevented or detected on a timely basis.

3. Report whether the [entity’s] financial management systems substantially comply with the requirements of the Federal Financial Management Improvement Act (FFMIA) as of [end of fiscal year 20XX]. [If the entity is subject to the act].

4. Report on our tests of the [entity’s] compliance with selected provisions of laws and regulations.

[Entity] management is responsible for preparing the financial statements and appropriate disclosures in conformity with U.S. generally accepted accounting principles. This includes maintaining adequate accounting records, developing accounting systems that comply with the requirements of FFMIA [if applicable], selecting and applying appropriate accounting policies, and safeguarding U.S. government assets related to [entity] operations. Management is also responsible for designing and implementing programs and controls to prevent and detect fraud, establishing and maintaining effective internal control over financial reporting and compliance, and identifying and ensuring compliance with applicable laws and regulations.  

[Entity] management is responsible for establishing and maintaining effective internal control to provide reasonable assurance that the following objectives are met for financial reporting and compliance.
· Financial reporting: Transactions are properly recorded, processed, and summarized to permit the preparation of financial statements in conformity with U.S. generally accepted accounting principles, and assets are safeguarded against loss from unauthorized acquisition, use, or disposition.

· Compliance with laws and regulations: Transactions are executed in accordance with laws governing the use of budget authority and with 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 in OMB audit guidance.
[Entity] management is responsible for making all financial records and related information available to us to conduct the audit. [Entity] management is also responsible for adjusting the financial statements to correct material misstatements and to represent to us that any uncorrected misstatements are immaterial, both individually and in the aggregate, to the financial statements taken as a whole. Further, [entity] management agrees to communicate to us the discovery of any material misstatement that would affect the fair presentation of its fiscal year 20xx or prior fiscal year’s financial statements. 

We are responsible for conducting our audit in accordance with U.S. generally accepted government auditing standards. Those standards require that we obtain reasonable, rather than absolute, assurance about whether the financial statements are free of material misstatement, whether caused by error or fraud. Accordingly, a material misstatement may remain undetected. Also, an audit is not designed to detect error or fraud that is immaterial to the financial statements. We are responsible for obtaining reasonable assurance about whether management maintained effective internal control, the objectives of which are stated above. If, for any reason, we are unable to complete the audit or are unable to form an opinion on the financial statements or internal control, we may decline to express these opinions.
We are also responsible for (1) testing whether [entity’s] financial management systems substantially comply with the three FFMIA requirements [if applicable], (2) testing compliance with selected provisions of laws and regulations that have a direct and material effect on the financial statements and laws for which OMB audit guidance requires testing, and (3) performing limited procedures with respect to certain other information in the Annual Financial Statement. 
In fulfilling our responsibilities and as part of our overall audit strategy, we will: obtain an understanding of the [entity] and its environment, including its internal control; assess the risks of material misstatement; design the nature, timing, and extent of further audit procedures; test relevant internal controls over financial reporting (including safeguarding of assets) and compliance; test whether the [entity’s] financial management systems substantially comply with the requirements of FFMIA as of [fiscal year end]  [if applicable]; test compliance with selected provisions of laws and regulations
; and examine, on a test basis, evidence supporting the amounts and disclosures in the [entity’s] financial statements. 

Our internal control testing will be limited to controls over financial reporting and compliance. This audit does not include evaluating all internal controls relevant to operating objectives as broadly defined by the Federal Managers’ Financial Integrity Act, such as those controls relevant to preparing statistical reports and ensuring efficient operations. Because of inherent limitations in internal control, misstatements due to error or fraud, losses, or noncompliance may nevertheless occur and not be detected.  
We will not test compliance with all laws and regulations applicable to [entity]. We will limit our tests of compliance to those laws and regulations required by OMB audit guidance that we deem applicable to the financial statements for the fiscal year ended [date]. We caution that noncompliance may occur and not be detected by these tests and that such testing may not be sufficient for other purposes.
We are also responsible for communicating in writing to those charged with governance any significant deficiencies and material weaknesses in internal control that come to our attention as a result of the audit. In addition, we will communicate any suggestions for improving [entity] operations and other control deficiencies identified during our audit in a separate letter to management [as applicable].

To assist us in the audit, we will use specialists in [information technology, statistical sampling, actuarial methods, or other areas as applicable]. At the conclusion of the audit, we will require certain written representations from [entity] management about the financial statements, internal control, and related matters. These representations include a representation that the effects of any uncorrected misstatements are not material, both individually and in the aggregate, to the financial statements taken as a whole. The representations on internal control include management’s assertion that internal control over financial reporting and compliance with laws and regulations is suitably designed and operating effectively, and the internal control criteria used to make this assertion. 
To make efficient use of audit resources and expedite audit completion, we will request assistance from [entity] staff. This assistance may include preparing schedules or analyses; locating, copying, and providing selected documents; and participating in meetings. We will discuss this assistance with [entity] staff as the need arises. Throughout the audit, we will work with [entity] staff to obtain information needed for the completion of the audit and to arrive at mutually acceptable time frames for the delivery of requested data.

We will conduct an entrance conference with [entity] staff on [or by] [date]. We will also provide periodic status reports on our work upon your request. We look forward to working with the [entity] and appreciate its cooperation in working with us to complete the audit in a timely manner. We are required by [cite legal or contract authority, as applicable] to issue our report by [date].

This assignment will be conducted under the management of [name and title], who can be reached at [phone number] or by e-mail at [address], and [name and title of site auditor, as applicable], who can be reached at [phone number] or by e-mail at [address]. Should this letter not represent your understanding of the nature of this engagement, or should you have any questions or need further information, please contact me on [phone number] or by e-mail at [address].

We look forward to a successful engagement.

Sincerely yours,

[Auditor’s name and title]

cc: CFO of federal entity 
     Others as applicable
Example 2 -- Auditor Does Not Provide an Opinion on Entity’s Internal Control  

Auditor letterhead

Date

[Address to the chief executive of the federal entity whose financial statements are to be audited or the Inspector General if the audit has been contracted out to a CPA firm or the client as determined by the auditor.]

Dear ____________:

Pursuant to [cite legal or contract authority for audit], [name of auditor] will audit, for fiscal year 20xx, the financial statements of the [name of federal entity]. The job code for this audit is XXXXXX.
 The objectives of our audit are as follows:
1. Express an opinion on whether the {entity’s} fiscal year 20xx financial statements are fairly presented, in all material respects, in conformity with U.S. generally accepted accounting principles.

2. Report any significant deficiencies and material weaknesses in internal control that come to our attention as a result of the audit.
3. Report whether the [entity’s] financial management systems substantially comply with the requirements of the Federal Financial Management Improvement Act (FFMIA) as of [end of fiscal year 20XX]. [If the entity is subject to the act].

4. Report on our tests of the [entity’s] compliance with selected provisions of laws and regulations.

[Entity] management is responsible for preparing the financial statements and appropriate disclosures in conformity with U.S. generally accepted accounting principles. This includes maintaining adequate accounting records, developing accounting systems that comply with the requirements of FFMIA [if applicable], selecting and applying appropriate accounting policies, and safeguarding U.S. government assets related to [entity] operations. Management is also responsible for designing and implementing programs and controls to prevent and detect fraud, establishing and maintaining effective internal control over financial reporting and compliance, and identifying and ensuring compliance with applicable laws and regulations. 
[Entity] management is responsible for establishing and maintaining effective internal control to provide reasonable assurance that the following objectives are met for financial reporting and compliance.

· Financial reporting: Transactions are properly recorded, processed, and summarized to permit the preparation of financial statements in conformity with U.S. generally accepted accounting principles, and assets are safeguarded against loss from unauthorized acquisition, use, or disposition.

· Compliance with laws and regulations: Transactions are executed in accordance with laws governing the use of budget authority and with 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 in OMB audit guidance.
[Entity] management is responsible for making all financial records and related information available to us to conduct the audit. [Entity] management is also responsible for adjusting the financial statements to correct material misstatements and to represent to us that any uncorrected misstatements are immaterial, both individually and in the aggregate, to the financial statements taken as a whole. Further, [entity] management agrees to communicate to us the discovery of any material misstatement that would affect the fair presentation of its fiscal year 20xx or prior fiscal year’s financial statements. 

We are responsible for conducting our audit in accordance with U.S. generally accepted government auditing standards [and, if applicable, OMB audit guidance]. Those standards require that we obtain reasonable, rather than absolute, assurance about whether the financial statements are free of material misstatement, whether caused by error or fraud. Accordingly, a material misstatement may remain undetected. Also, an audit is not designed to detect error or fraud that is immaterial to the financial statements. If, for any reason, we are unable to complete the audit or are unable to form an opinion, we may decline to express an opinion.

We are also responsible for (1) obtaining an understanding of internal control sufficient to plan and perform the audit and to determine the nature, extent, and timing of audit procedures to be performed and to comply with OMB audit guidance, (2) testing whether [entity’s] financial management systems substantially comply with the three FFMIA requirements [if applicable], (3) testing compliance with selected provisions of laws and regulations that have a direct and material effect on the financial statements and laws for which OMB audit guidance requires testing, and (4) performing limited procedures with respect to certain other information in the Annual Financial Statement. The audit is not designed to express an opinion on the effectiveness of internal control or on management’s assertion on the effectiveness of internal control included in the [entity’s] annual financial statement [if applicable]
  

In fulfilling our responsibilities and as part of our overall audit strategy, we will: obtain an understanding of the [entity] and its environment, including its internal control; assess the risks of material misstatement; design the nature, timing, and extent of further audit procedures; test relevant internal controls over financial reporting (including safeguarding of assets) and compliance
; test whether the [entity’s] financial management systems substantially comply with the requirements of FFMIA as of [fiscal year end]  [if applicable]; test compliance with selected provisions of laws and regulations; and examine, on a test basis, evidence supporting the amounts and disclosures in the [entity’s] financial statements. 

Any internal control testing will be limited to controls over financial reporting and compliance. This audit does not include evaluating all internal controls relevant to operating objectives broadly defined by the Federal Managers’ Financial Integrity Act, such as those controls relevant to preparing statistical reports and ensuring efficient operations. Because of inherent limitations in internal control, misstatements due to error or fraud, losses, or noncompliance may nevertheless occur and not be detected. 
We will not test compliance with all laws and regulations applicable to [entity]. We will limit our tests of compliance to those laws and regulations required by OMB audit guidance that we deem applicable to the financial statements for the fiscal year ended [date]. We caution that noncompliance may occur and not be detected by these tests and that such testing may not be sufficient for other purposes. 
We are also responsible for communicating in writing to those charged with governance any significant deficiencies and material weaknesses in internal control that come to our attention as a result of the audit. In addition, we will communicate any suggestions for improving [entity] operations and other control deficiencies identified during our audit in a separate letter to management [as applicable].

To assist us in the audit, we will use specialists in [information technology, statistical sampling, actuarial methods, or other areas as applicable]. At the conclusion of the audit, we will require certain written representations from [entity] management about the financial statements and related matters. These representations include a representation that the effects of any uncorrected misstatements are not material, both individually and in the aggregate, to the financial statements taken as a whole.

To make efficient use of audit resources and expedite audit completion, we will request assistance from [entity] staff. This assistance may include preparing schedules or analyses; locating, copying, and providing selected documents; and participating in meetings. We will discuss this assistance with [entity] staff as the need arises. Throughout the audit, we will work with [entity] staff to obtain information needed for the completion of the audit and to arrive at mutually acceptable time frames for the delivery of requested data.

We will conduct an entrance conference with [entity] staff on [or by] [date]. We will also provide periodic status reports on our work upon your request. We look forward to working with the [entity] and appreciate its cooperation in working with us to complete the audit in a timely manner. We are required by [cite legal or contract authority, as applicable] to issue our report by [date].

This assignment will be conducted under the management of [name and title], who can be reached at [phone number] or by e-mail at [address], and [name and title of site auditor, as applicable], who can be reached at [phone number] or by e-mail at [address]. Should this letter not represent your understanding of the nature of this engagement, or should you have any questions or need further information, please contact me on [phone number] or by e-mail at [address].

We look forward to a successful engagement.

Sincerely yours,

[Auditor’s name and title]

cc: 
CFO of federal entity

Others as applicable
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� Optional: However, some numerical code is normally used by organizations for tracking purposes.


� If applicable, add “and contracts and grant agreements” as discussed in GAGAS.


� Optional: However, some numerical code is normally used by organizations for tracking purposes.


� If the audit is not designed to comply with OMB audit guidance related to internal control testing, omit this phrase and revise audit scope description related to internal control following AU 310.06. 


� If applicable, add “and contracts and grant agreements” as discussed in GAGAS.





July 2008
GAO/PCIE Financial Audit Manual
Page 215 A-2

