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.01 The auditor may decide to perform significant substantive tests of balance sheet line items/accounts as of a date before the balance sheet date. If the auditor performs interim tests, the auditor should also apply further substantive procedures or substantive procedures combined with tests of controls that cover the period between the interim testing date and the year end balance sheet date, often referred to as the “roll-forward period,” and provide a reasonable basis for extending audit conclusions from the interim date to period end.
 
.02 Because evidence obtained as of the year-end about an asset or liability balance provides more assurance than evidence obtained as of a prior or subsequent date, risk of material misstatement generally increases as the length of the roll forward period increases. The auditor should evaluate the risk of material misstatement (inherent, control, and fraud risk) in determining whether substantive or control tests of the roll forward period can be designed to provide a reasonable basis for extending the audit conclusions from the interim testing date to year-end. 
Although it is not necessary to obtain audit evidence about the operating effectiveness of controls to have a reasonable basis for extending audit conclusions from an interim date to year-end, the auditor should evaluate whether performing only substantive procedures to cover the remaining period is sufficient. If the auditor concludes that substantive procedures alone would not be sufficient to cover the remaining period, tests of the operating effectiveness of relevant controls should be performed or the substantive tests should be performed as of year-end. 
.03 The additional audit procedures performed for the roll forward period ordinarily increase the overall audit costs. However, by performing interim tests before year-end, the auditor may be able to

· more quickly identify and address significant risks of material misstatements, including audit and accounting issues, such as problem areas and complex or unusual transactions, enabling the entity to either correct misstatements or the auditor to modify the audit strategy and audit plan/procedures;

· complete the audit and issue the audit report earlier; and

· improve staff utilization and enable a smaller number of staff members to perform the audit by allocating the total audit hours over a longer period before the report issuance date.

.04 Interim testing of a balance sheet line item/account or an assertion with a high risk of material misstatement typically involves greater detection risk than performing all substantive testing of balance sheet line items/accounts/assertions as of year-end. However, in some cases, the auditor may be able to perform interim tests depending on the auditor’s assessment of the factors in FAM 295 D.06. 
.05 If the auditor finds control deviations in the tests of controls during interim tests, the auditor uses professional judgment, considering the nature, cause, and estimated effects of the deviations, to determine whether to revise the preliminary risk assessments, audit strategy, and the audit plan/procedures, including decisions regarding the nature, extent and timing of substantive procedures.

.06 In determining whether to apply interim testing, the auditor should consider the following factors.

· The assessment of risk of material misstatements: The auditor should evaluate the risk of material misstatement during the roll forward period including relevant factors, such as business conditions that may make management more susceptible to pressures, providing a rationale for them to misstate the financial statements. As the risk of material misstatement increases, the auditor generally increases the extent of the procedures applied to the roll forward period or year-end, possibly making interim testing much more costly than only testing the year-end balances.  
· The anticipated comparability of risk of material misstatement and the nature of the line item/account balances from the interim testing date to year end: The auditor may more easily extend the audit conclusions from the interim date to the year-end date if the risk of material misstatement does not increase from the interim date to the year-end date and if the line item/account balances consist of similar types of items at both dates.

· The amount of the line item/account balance at the interim testing date in relation to the expected year-end balance: A significant increase in the amount of the line item/account balance between interim and year-end dates would diminish the auditor’s ability to extend the audit conclusions to the year end. In addition, applying substantive interim tests to a large line item/account balance may be inefficient if the year-end balance is much lower than the balance at the interim date.

· The length of the roll forward period: The longer the roll forward period, the more difficult it is to control the increased risk of material misstatement. The auditor generally should not use a roll forward period longer than 3 months for assertions in account balances with significant activity during the roll forward period. However, the auditor may use a longer roll forward period in certain situations depending on the auditor’s assessment of the anticipated activity during the roll forward period discussed below.
· The anticipated level of transaction activity during the roll forward period: Interim testing generally decreases in effectiveness and efficiency as the level of transaction activity during the roll forward period increases, particularly if there are large or unusual transactions during this period.
· The ease with which audit procedures can be applied to test the transactions or controls during the roll forward period: As the difficulty of such procedures increases, the efficiency of interim testing generally decreases.

· The availability of information to test roll forward period activity using substantive analytical procedures, detail tests, tests of controls, or a combination of procedures: If sufficient information is not available, interim testing is not appropriate.

· The timing of the audit, staffing and scheduling requirements, and reporting deadlines: Tight deadlines or staff availability for performing audit procedures at the year’s end may necessitate interim testing.

.07 In determining the timing of audit tests, the auditor should consider the relationships between line items/accounts that are affected by the same transactions. For example, if the auditor applies interim testing to inventory, the auditor should evaluate the risk of material misstatement associated with inventory-related accounts payable, including cutoff matters. The auditor may apply substantive procedures to each of the related line items/accounts as of the same interim testing date or may apply other procedures to obtain sufficient appropriate audit evidence.

.08 The auditor should document in the ARA, or equivalent, the line items/accounts (and assertions, where applicable) to which interim substantive testing is applied. The auditor should document the basis for concluding that the use of interim testing is appropriate in the audit strategy.
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� The auditor may also perform audit procedures on September 30 interim amounts to be included in the consolidated financial statements of the U.S. government for federal entities with different year-ends. 






July 2001
GAO/PCIE Financial Audit Manual
Page 295 D-1

July 2001
GAO/PCIE Financial Audit Manual
Page 295 D-2
July 2008
GAO/PCIE Financial Audit Manual
Page 295 D-1

