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AU Section 801

Compliance Audits

(Supersedes SAS No. 74.)

Source: SAS No. 117.

Effective for compliance audits for fiscal periods ending on or after June 15, 2010.
Earlier application is permitted.

Introduction and Applicability
.01 Governments frequently establish governmental audit requirements

for entities to undergo an audit of their compliance with applicable compliance
requirements. This section is applicable when an auditor is engaged, or required
by law or regulation, to perform a compliance audit in accordance with all of
the following:

• Generally accepted auditing standards (GAAS)

• The standards for financial audits under Government Auditing
Standards

• A governmental audit requirement that requires an auditor to
express an opinion on compliance (Ref: par. .A1–.A2)

.02 This section addresses the application of GAAS to a compliance au-
dit. Compliance audits usually are performed in conjunction with a financial
statement audit. This section does not apply to the financial statement audit
component of such engagements. Although certain AU sections are not appli-
cable to a compliance audit, as identified in the appendix of this section, all AU
sections other than section 801 are applicable to the audit of financial state-
ments performed in conjunction with a compliance audit.

.03 This section is not applicable when the governmental audit require-
ment calls for an examination, in accordance with Statements on Standards
for Attestation Engagements, of an entity's compliance with specified require-
ments or an examination of an entity's internal control over compliance. AT
section 601, Compliance Attestation, is applicable to these engagements. If the
entity is required to undergo a compliance audit and an examination of internal
control over compliance, this section is applicable to performing and reporting
on the compliance audit, and AT section 601 is applicable to performing and
reporting on the examination of internal control over compliance. (Ref: par. .A2)

.04 Sections 100–700 and 900 address audits of financial statements, as
well as other kinds of engagements. Sections 100–300 and 500 generally can
be adapted to the objectives of a compliance audit. However, with certain ex-
ceptions, sections 400, 600, 700, and 900 generally cannot be adapted to a com-
pliance audit because they address the auditor's report on an audit of financial
statements and other topics that are not applicable to a compliance audit.

.05 The AU sections that are not applicable to a compliance audit are listed
in the appendix of this section. All of the other AU sections are applicable to
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2464 Compliance Auditing

a compliance audit. However, the auditor is not required, in planning and per-
forming a compliance audit, to make a literal translation of each procedure
that might be performed in a financial statement audit, but rather to obtain
sufficient appropriate audit evidence to support the auditor's opinion on com-
pliance.

.06 Some AU sections can be adapted and applied to a compliance audit
with relative ease, for example, by simply replacing the word misstatement with
the word noncompliance. Other AU sections are more difficult to adapt and
apply and entail additional modification. For that reason, this section provides
more specific guidance on how to adapt and apply certain AU sections to a
compliance audit.

.07 Government Auditing Standards and governmental audit require-
ments contain certain standards and requirements that are supplementary
to those in GAAS, as well as guidance on how to apply those standards and
requirements.

Management’s Responsibilities
.08 A compliance audit is based on the premise that management is re-

sponsible for the entity's compliance with compliance requirements. Manage-
ment's responsibility for the entity's compliance with compliance requirements
includes the following:

a. Identifying the entity's government programs and understanding
and complying with the compliance requirements

b. Establishing and maintaining effective controls that provide rea-
sonable assurance that the entity administers government pro-
grams in compliance with the compliance requirements

c. Evaluating and monitoring the entity's compliance with the com-
pliance requirements

d. Taking corrective action when instances of noncompliance are
identified, including corrective action on audit findings of the com-
pliance audit

Effective Date
.09 The provisions of this section are effective for compliance audits for

fiscal periods ending on or after June 15, 2010. Earlier application is permitted.

Objectives (Ref: par. .A3)
.10 The auditor's objectives in a compliance audit are to

a. obtain sufficient appropriate audit evidence to form an opinion
and report at the level specified in the governmental audit re-
quirement on whether the entity complied in all material respects
with the applicable compliance requirements; and

b. identify audit and reporting requirements specified in the govern-
mental audit requirement that are supplementary to GAAS and
Government Auditing Standards, if any, and perform procedures
to address those requirements.
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Compliance Audits 2465

Definitions
.11 For the purpose of adapting GAAS to a compliance audit, the following

terms have the meanings attributed as follows:

Applicable compliance requirements. Compliance requirements that are
subject to the compliance audit.

Audit findings. The matters that are required to be reported by the auditor
in accordance with the governmental audit requirement.

Audit risk of noncompliance. The risk that the auditor expresses an in-
appropriate audit opinion on the entity's compliance when material non-
compliance exists. Audit risk of noncompliance is a function of the risks of
material noncompliance and detection risk of noncompliance.

Compliance audit. A program-specific audit or an organization-wide audit of
an entity's compliance with applicable compliance requirements.

Compliance requirements. Laws, regulations, rules, and provisions of con-
tracts or grant agreements applicable to government programs with which
the entity is required to comply.

Deficiency in internal control over compliance. A deficiency in internal
control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal
course of performing their assigned functions, to prevent, or detect and
correct, noncompliance on a timely basis.

A deficiency in design exists when a control necessary to meet the control ob-
jective is missing or an existing control is not properly designed so that, even
if the control operates as designed, the control objective would not be met.

A deficiency in operation exists when a properly designed control does not op-
erate as designed or the person performing the control does not possess the
necessary authority or competence to perform the control effectively.

Detection risk of noncompliance. The risk that the procedures performed by
the auditor to reduce audit risk of noncompliance to an acceptably low level
will not detect noncompliance that exists and that could be material, either
individually or when aggregated with other instances of noncompliance.

Governmental audit requirement. A government requirement established
by law, regulation, rule, or provision of contracts or grant agreements re-
quiring that an entity undergo an audit of its compliance with applicable
compliance requirements related to one or more government programs that
the entity administers. (Ref: par. .A4)

Government Auditing Standards. Standards and guidance issued by the
Comptroller General of the United States, U.S. Government Accountability
Office for financial audits, attestation engagements, and performance au-
dits. Government Auditing Standards also is known as generally accepted
government auditing standards (GAGAS) or the Yellow Book.

Government program. The means by which governmental entities achieve
their objectives. For example, one of the objectives of the U.S. Department
of Agriculture is to provide nutrition to individuals in need. Examples of
government programs designed to achieve that objective are the Supple-
mental Nutrition Assistance Program and the National School Lunch Pro-
gram. Government programs that are relevant to this section are those in
which a grantor or pass-through entity provides an award to another entity,
usually in the form of a grant, contract, or other agreement. Not all gov-
ernment programs provide cash assistance; sometimes noncash assistance
is provided (for example, a loan guarantee, commodities, or property).
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2466 Compliance Auditing

Grantor. A government agency from which funding for the government pro-
gram originates.

Known questioned costs. Questioned costs specifically identified by the au-
ditor. Known questioned costs are a subset of likely questioned costs.

Likely questioned costs. The auditor's best estimate of total questioned costs,
not just the known questioned costs. Likely questioned costs are developed
by extrapolating from audit evidence obtained, for example, by projecting
known questioned costs identified in an audit sample to the entire popula-
tion from which the sample was drawn.

Material noncompliance. In the absence of a definition of material noncom-
pliance in the governmental audit requirement, a failure to follow compli-
ance requirements or a violation of prohibitions included in the applicable
compliance requirements that results in noncompliance that is quantita-
tively or qualitatively material, either individually or when aggregated
with other noncompliance, to the affected government program.

Material weakness in internal control over compliance. A deficiency,
or combination of deficiencies, in internal control over compliance, such
that there is a reasonable possibility that material noncompliance with a
compliance requirement will not be prevented, or detected and corrected,
on a timely basis. In this section, a reasonable possibility exists when the
likelihood of the event is either reasonably possible or probable as defined
as follows:

Reasonably possible. The chance of the future event or events occurring is
more than remote but less than likely.

Remote. The chance of the future event or events occurring is slight.

Probable. The future event or events are likely to occur.

Organization-wide audit. An audit of an entity's financial statements and an
audit of its compliance with the applicable compliance requirements as they
relate to one or more government programs that the entity administers.

Pass-through entity. An entity that receives an award from a grantor or other
entity and distributes all or part of it to another entity to administer a
government program.

Program-specific audit. An audit of an entity's compliance with applicable
compliance requirements as they relate to one government program that
the entity administers. The compliance audit portion of a program-specific
audit is performed in conjunction with either an audit of the entity's or the
program's financial statements.

Questioned costs. Costs that are questioned by the auditor because (1) of a vi-
olation or possible violation of the applicable compliance requirements, (2)
the costs are not supported by adequate documentation, or (3) the incurred
costs appear unreasonable and do not reflect the actions that a prudent
person would take in the circumstances.

Risk of material noncompliance. The risk that material noncompliance ex-
ists prior to the audit. This consists of two components, described as follows:

Inherent risk of noncompliance. The susceptibility of a compliance require-
ment to noncompliance that could be material, either individually or when ag-
gregated with other instances of noncompliance, before consideration of any
related controls over compliance.

Control risk of noncompliance. The risk that noncompliance with a com-
pliance requirement that could occur and that could be material, either indi-
vidually or when aggregated with other instances of noncompliance, will not be
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Compliance Audits 2467

prevented, or detected and corrected, on a timely basis by the entity's internal
control over compliance.

Significant deficiency in internal control over compliance. A deficiency,
or a combination of deficiencies, in internal control over compliance that is
less severe than a material weakness in internal control over compliance,
yet important enough to merit attention by those charged with governance.

Requirements

Adapting and Applying the AU Sections to a Compliance
Audit (Ref: par. .A5 and .A38)

.12 When performing a compliance audit, the auditor, using professional
judgment, should adapt and apply the AU sections to the objectives of a com-
pliance audit, except for the AU sections listed in the appendix of this section.

Establishing Materiality Levels (Ref: par. .A6–.A8)
.13 The auditor should establish and apply materiality levels for the com-

pliance audit based on the governmental audit requirement.

Identifying Government Programs and Applicable Compliance
Requirements (Ref: par. .A9–.A11)

.14 As discussed in paragraph .08, a compliance audit is based on the
premise that management is responsible for identifying the entity's government
programs and understanding and complying with the compliance requirements.
The auditor should determine which of those government programs and com-
pliance requirements to test (that is, the applicable compliance requirements)
in accordance with the governmental audit requirement.

Performing Risk Assessment Procedures (Ref: par. .A12–.A15)
.15 For each of the government programs and applicable compliance re-

quirements selected for testing, the auditor should perform risk assessment
procedures to obtain a sufficient understanding of the applicable compliance
requirements and the entity's internal control over compliance with the appli-
cable compliance requirements. 1

.16 In performing risk assessment procedures, the auditor should inquire
of management about whether there are findings and recommendations in re-
ports or other written communications resulting from previous audits, attesta-
tion engagements, and internal or external monitoring that directly relate to
the objectives of the compliance audit. The auditor should gain an understand-
ing of management's response to findings and recommendations that could have
a material effect on the entity's compliance with the applicable compliance re-
quirements (for example, taking corrective action). The auditor should use this
information to assess risk and determine the nature, timing, and extent of the
audit procedures for the compliance audit, including determining the extent to
which testing the implementation of any corrective actions is applicable to the
audit objectives.

1 See paragraphs .01–.08, .10–.43, .46–.82, and .87–.101 of section 314, Understanding the Entity
and Its Environment and Assessing the Risks of Material Misstatement.
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2468 Compliance Auditing

Assessing the Risks of Material Noncompliance
(Ref: par. .A16–.A18)

.17 The auditor should assess the risks of material noncompliance whether
due to fraud or error for each applicable compliance requirement and should
consider whether any of those risks are pervasive to the entity's compliance
because they may affect the entity's compliance with many compliance require-
ments. 2

Performing Further Audit Procedures in Response
to Assessed Risks

.18 If the auditor identifies risks of material noncompliance that are perva-
sive to the entity's compliance, the auditor should develop an overall response
to such risks. (Ref: par. .A19)

.19 The auditor should design and perform further audit procedures, in-
cluding tests of details (which may include tests of transactions) to obtain suf-
ficient appropriate audit evidence about the entity's compliance with each of
the applicable compliance requirements in response to the assessed risks of
material noncompliance. Risk assessment procedures, tests of controls, and
analytical procedures alone are not sufficient to address a risk of material non-
compliance. (Ref: par. .A20–.A23)

.20 The auditor should design and perform further audit procedures in
response to the assessed risks of material noncompliance. These procedures
should include performing tests of controls over compliance if

• the auditor's risk assessment includes an expectation of the op-
erating effectiveness of controls over compliance related to the
applicable compliance requirements;

• substantive procedures alone do not provide sufficient appropriate
audit evidence; or

• such tests of controls over compliance are required by the govern-
mental audit requirement.

If any of the conditions in this paragraph are met, the auditor should test the
operating effectiveness of controls over each applicable compliance requirement
to which the conditions apply in each compliance audit. (Ref: par. .A24–.A25)

Supplementary Audit Requirements
.21 The auditor should determine whether audit requirements are speci-

fied in the governmental audit requirement that are supplementary to GAAS
and Government Auditing Standards and perform procedures to address those
requirements, if any. (Ref: par. .A26)

.22 In instances where audit guidance provided by a governmental agency
for the performance of compliance audits has not been updated for, or otherwise
conflicts with, current GAAS or Government Auditing Standards, the auditor
should comply with the most current applicable GAAS and Government Audit-
ing Standards instead of the outdated or conflicting guidance. (Ref: par. .A27)

2 See paragraphs .103–.121 of section 314.
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Compliance Audits 2469

Written Representations
.23 The auditor should request from management written representa-

tions 3 that are tailored to the entity and the governmental audit requirement:
(Ref: par. .A28)

a. acknowledging management's responsibility for understanding
and complying with the compliance requirements;

b. acknowledging management's responsibility for establishing and
maintaining controls that provide reasonable assurance that the
entity administers government programs in accordance with the
compliance requirements;

c. stating that management has identified and disclosed to the au-
ditor all of its government programs and related activities subject
to the governmental audit requirement;

d. stating that management has made available to the auditor all
contracts and grant agreements, including amendments, if any,
and any other correspondence relevant to the programs and re-
lated activities subject to the governmental audit requirement;

e. stating that management has disclosed to the auditor all known
noncompliance with the applicable compliance requirements or
stating that there was no such noncompliance;

f. stating whether management believes that the entity has com-
plied with the applicable compliance requirements (except for
noncompliance it has disclosed to the auditor);

g. stating that management has made available to the auditor all
documentation related to compliance with the applicable compli-
ance requirements;

h. identifying management's interpretation of any applicable com-
pliance requirements that are subject to varying interpretations;

i. stating that management has disclosed to the auditor any com-
munications from grantors and pass-through entities concerning
possible noncompliance with the applicable compliance require-
ments, including communications received from the end of the
period covered by the compliance audit to the date of the audi-
tor's report;

j. stating that management has disclosed to the auditor the find-
ings received and related corrective actions taken for previous
audits, attestation engagements, and internal or external moni-
toring that directly relate to the objectives of the compliance audit,
including findings received and corrective actions taken from the
end of the period covered by the compliance audit to the date of
the auditor's report;

k. stating that management has disclosed to the auditor all known
noncompliance with the applicable compliance requirements sub-
sequent to the period covered by the auditor's report or stating
that there were no such known instances; and

l. stating that management is responsible for taking corrective ac-
tion on audit findings of the compliance audit.

3 See section 333, Management Representations.
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2470 Compliance Auditing

.24 If the auditor determines that it is necessary to obtain additional rep-
resentations related to the entity's compliance with the applicable compliance
requirements, the auditor should request such additional representations.

Subsequent Events
.25 The auditor should perform audit procedures up to the date of the

auditor's report to obtain sufficient appropriate audit evidence that all subse-
quent events related to the entity's compliance during the period covered by
the auditor's report on compliance have been identified. (Ref: par. .A29)

.26 The auditor should take into account the auditor's risk assessment
in determining the nature and extent of such audit procedures, which should
include, but are not limited to, inquiring of management about and considering

• relevant internal auditors' reports issued during the subsequent
period.

• other auditors' reports identifying noncompliance that were issued
during the subsequent period.

• reports from grantors and pass-through entities on the entity's
noncompliance that were issued during the subsequent period.

• information about the entity's noncompliance obtained through
other professional engagements performed for that entity.

.27 The auditor has no obligation to perform any audit procedures related
to the entity's compliance during the period subsequent to the period covered
by the auditor's report. However, if before the report release date, the auditor
becomes aware of noncompliance in the period subsequent to the period covered
by the auditor's report that is of such a nature and significance that its disclo-
sure is needed to prevent report users from being misled, the auditor should
discuss the matter with management and, if appropriate, those charged with
governance, and should include an explanatory paragraph in his or her report
describing the nature of the noncompliance. (Ref: par. .A30)

Evaluating the Sufficiency and Appropriateness of the Audit
Evidence and Forming an Opinion (Ref: par. .A31–.A32)

.28 The auditor should evaluate the sufficiency and appropriateness of the
audit evidence obtained.4

.29 The auditor should form an opinion, at the level specified by the gov-
ernmental audit requirement, on whether the entity complied in all material re-
spects with the applicable compliance requirements, and report appropriately.
In forming an opinion, the auditor should evaluate likely questioned costs, not
just known questioned costs, as well as other material noncompliance that, by
its nature, may not result in questioned costs.

Reporting
Report on Compliance Only

.30 The auditor's report on compliance should include the following ele-
ments:

a. A title that includes the word independent

4 See paragraphs .70–.76 of section 318, Performing Audit Procedures in Response to Assessed
Risks and Evaluating the Audit Evidence Obtained.
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Compliance Audits 2471

b. Identification of the one or more government programs covered
by the compliance audit or reference to a separate schedule con-
taining that information

c. Identification of the applicable compliance requirements or a ref-
erence to where they can be found

d. Identification of the period covered by the report
e. A statement that compliance with the applicable compliance re-

quirements is the responsibility of the entity's management
f. A statement that the auditor's responsibility is to express an opin-

ion on the entity's compliance with the applicable compliance re-
quirements based on the compliance audit

g. A statement that the compliance audit was conducted in accor-
dance with auditing standards generally accepted in the United
States of America, the standards applicable to financial audits
contained in Government Auditing Standards, and the govern-
mental audit requirement

h. A statement that the compliance audit included examining, on a
test basis, evidence about the entity's compliance with those re-
quirements and performing such other procedures as the auditor
considered necessary in the circumstances

i. A statement that the auditor believes the compliance audit pro-
vides a reasonable basis for his or her opinion

j. A statement that the compliance audit does not provide a legal
determination of the entity's compliance

k. The auditor's opinion, at the level specified by the governmental
audit requirement, on whether the entity complied, in all material
respects, with the applicable compliance requirements

l. If noncompliance that results in an opinion modification is iden-
tified, a description of such noncompliance, or a reference to a
description of such noncompliance in an accompanying schedule
(Ref: par. .A34)

m. If other noncompliance that is required to be reported by the gov-
ernmental audit requirement is identified (that is, noncompliance
that does not result in an opinion modification), a description of
such noncompliance or a reference to a description of such non-
compliance in an accompanying schedule (Ref: par. .A34)

n. If the criteria used to evaluate compliance are
i. established or determined by contractual agreement or

regulatory provisions that are developed solely for the par-
ties to the agreement or regulatory agency responsible for
the provisions or

ii. available only to the specified parties,

a separate paragraph at the end of the report that includes (1)
a statement indicating that the report is intended solely for the
information and use of the specified parties (2) an identification of
the specified parties to whom use is restricted, and (3) a statement
that the report is not intended to be and should not be used by
anyone other than the specified parties (Ref: par. .A33)

o. The manual or printed signature of the auditor's firm
p. The date of the auditor's report

AU §801.30
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2472 Compliance Auditing

Combined Report on Compliance and Internal Control Over Compliance
.31 If the governmental audit requirement requires the auditor to report on

internal control over compliance and the auditor combines the auditor's report
on compliance with a report on internal control over compliance, the following
should be added to the report elements listed in paragraph .30:

a. A statement that management is responsible for establishing and
maintaining effective internal control over compliance with the
requirements of laws, regulations, rules, and provisions of con-
tracts or grant agreements applicable to government programs.

b. A statement that in planning and performing the compliance au-
dit, the auditor considered the entity's internal control over com-
pliance with the applicable compliance requirements to determine
the auditing procedures for the purpose of expressing an opinion
on compliance, but not for the purpose of expressing an opinion
on the effectiveness of internal control over compliance.

c. A statement that the auditor is not expressing an opinion on in-
ternal control over compliance.

d. A statement that the auditor's consideration of the entity's inter-
nal control over compliance was not designed to identify all defi-
ciencies in internal control that might be significant deficiencies
or material weaknesses in internal control over compliance.

e. The definition of deficiency in internal control over compliance and
material weakness in internal control over compliance.

f. A description of any identified material weaknesses in internal
control over compliance or a reference to an accompanying sched-
ule containing such a description.

g. If significant deficiencies in internal control over compliance were
identified, the definition of significant deficiency in internal con-
trol over compliance and a description of the deficiencies or a refer-
ence to an accompanying schedule containing such a description.

h. If no material weaknesses in internal control over compliance
were identified, a statement to that effect.

i. The restricted use paragraph described in paragraph .30(n). The
restricted use paragraph should be included in all combined re-
ports on the entity's compliance and internal control over compli-
ance.

A combined report on compliance and internal control over compliance is pre-
sented in the exhibit of this section.

Separate Report on Internal Control Over Compliance
.32 If the governmental audit requirement requires the auditor to report

on internal control over compliance and the auditor chooses to issue a sepa-
rate report on internal control over compliance, the auditor should include in
that separate report the elements in paragraph .31(a)–(i) and the following
additional elements:

a. A title that includes the word independent

b. A statement that the auditor audited the entity's compliance with
applicable compliance requirements pertaining to [identify the
government program(s) and the period audited] and a reference
to the auditor's report on compliance
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Compliance Audits 2473

c. A statement that the compliance audit was conducted in accor-
dance with auditing standards generally accepted in the United
States of America, the standards applicable to financial audits
contained in Government Auditing Standards, and the govern-
mental audit requirement

d. The manual or printed signature of the auditor's firm
e. The date of the auditor's report

.33 The auditor should report noncompliance as well as other matters that
are required to be reported by the governmental audit requirement in the man-
ner specified by the governmental audit requirement. If the other matters re-
quired to be reported by the governmental audit requirement are not appropri-
ate for the auditor to report on, the auditor should follow paragraph .38. (Ref:
par. .A34)

.34 The auditor should modify his or her opinion on compliance in accor-
dance with section 508, Reports on Audited Financial Statements, if any of the
following conditions exist:

a. The compliance audit identifies noncompliance with the appli-
cable compliance requirements that the auditor believes has a
material effect on the entity's compliance.

b. A restriction on the scope of the compliance audit.
.35 The auditor should modify the report described in paragraphs .30 and

.32 when the auditor makes reference to the report of another auditor as the
basis, in part, for the auditor's report.

.36 In the absence of a governmental audit requirement to report on inter-
nal control over compliance, the auditor should, nevertheless, communicate in
writing to management and those charged with governance identified signifi-
cant deficiencies and material weakness in internal control over compliance.5
(Ref: par. .A35–.A36)

.37 The auditor also should communicate to those charged with gover-
nance of the entity the auditor's responsibilities under GAAS, Government Au-
diting Standards, and the governmental audit requirement, an overview of the
planned scope and timing of the compliance audit, and significant findings from
the compliance audit.6

.38 Printed forms, schedules, or reports designed or adopted by govern-
ment agencies with which they are to be filed sometimes contain prescribed
wording. If a printed form, schedule, or report requires the auditor to make a
statement that he or she has no basis to make, the auditor should accordingly
reword the form, schedule, or report or attach an appropriately worded separate
report. (Ref: par. .A37)

Documentation (Ref: par. .A38)
.39 The auditor should document the risk assessment procedures per-

formed, including those related to gaining an understanding of internal control
over compliance.7

.40 The auditor should document his or her responses to the assessed risks
of material noncompliance, the procedures performed to test compliance with

5 See section 325, Communicating Internal Control Related Matters Identified in an Audit.
6 See section 380, The Auditor's Communication With Those Charged With Governance.
7 See paragraphs .122–.123 of section 314.
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2474 Compliance Auditing

the applicable compliance requirements, and the results of those procedures,
including any tests of controls over compliance. 8

.41 The auditor should document materiality levels and the basis on which
they were determined.

.42 The auditor should document how he or she complied with the spe-
cific governmental audit requirements that are supplementary to GAAS and
Government Auditing Standards.

Reissuance of the Compliance Report (Ref: par. .A39–.A40)
.43 If an auditor reissues his or her report, the reissued report should in-

clude an explanatory paragraph stating that the report is replacing a previously
issued report and describing the reasons why the report is being reissued, and
any changes from the previously issued report. If additional procedures are
performed to obtain sufficient appropriate audit evidence for all of the govern-
ment programs being reported on, the auditor's report date should be updated
to reflect the date the auditor obtained sufficient appropriate audit evidence
regarding the events that caused the auditor to perform the new procedures. If,
however, additional procedures are performed to obtain sufficient appropriate
audit evidence for only some of the government programs being reported on, the
auditor should dual date the report with the updated report date reflecting
the date the auditor obtained sufficient appropriate audit evidence regarding
the government programs affected by the circumstances and referencing the
government programs for which additional audit procedures have been per-
formed. Reissuance of an auditor-prepared document required by the govern-
mental audit requirement that is incorporated by reference into the auditor's
report is considered to be a reissuance of the report.

8 See paragraph .77 of section 318.
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Application Guidance and Explanatory Material

Introduction and Applicability
.A1 An example of an engagement to which this section is applicable is

an audit performed in accordance with the provisions of Office of Management
and Budget (OMB) Circular A-133, Audits of States, Local Governments and
Non-Profit Organizations. This section is applicable because OMB Circular A-
133 is a governmental audit requirement that requires the auditor to perform
a compliance audit in accordance with both GAAS and Government Auditing
Standards and to express an opinion on compliance. Another example is a de-
partment specific requirement such as the U.S. Department of Housing and Ur-
ban Development Audit Requirements Related to Entities Such As Public Hous-
ing Agencies, Nonprofit and For-Profit Housing Projects, and Certain Lenders.
An example of an engagement to which this section is not applicable is an en-
gagement performed to satisfy a law or regulation requiring the entity to have
an auditor determine whether the entity has spent transportation excise tax
monies in accordance with the specific purposes outlined in the law or regu-
lation, but not requiring that the audit be performed in accordance with both
GAAS and Government Auditing Standards. Such an engagement could be per-
formed under AT section 601; AT section 101, Attest Engagements; or AT section
201, Agreed-Upon Procedures Engagements, depending on the requirements of
the government. Law or regulation will not always indicate which standards to
follow. In such cases, auditor judgment will be needed to determine, based on
the circumstances, the appropriate standards to follow. (Ref: par. .01)

.A2 An example of a governmental audit requirement that calls for an ex-
amination of an entity's compliance with specified requirements in accordance
with AT section 601 is the U.S. Department of Education's audit guide Audits
of Federal Student Financial Assistance Programs at Participating Institutions
and Institution Servicers. (Ref: par. .01 and .03)

Objectives and Definitions
.A3 Most governmental audit requirements specify that the auditor's opin-

ion on compliance is at the program level. However, some governmental audit
requirements may specify a different level (for example, at the applicable com-
pliance requirement level). (Ref: par. .10)

.A4 Governmental audit requirements also may set forth specific supple-
mentary requirements of the compliance audit (for example, procedures to be
performed by the auditor, documentation requirements, the form of report-
ing, and continuing professional education requirements with which the au-
ditor is required to comply. (Ref: par. .11, definition of governmental audit
requirement)

Adapting and Applying the AU Sections to a Compliance
Audit (Ref: par. .12)

.A5 AU sections often identify audit procedures and contain examples that
are specific to a financial statement audit. The auditor is not expected to adapt
or apply all such procedures to the compliance audit, only those that, in the au-
ditor's professional judgment, are relevant and necessary to meet the objectives
of the compliance audit.

AU §801.A5

Direct Testimony of William D. Yates, CPA, Case 17-E-0459, 17-G-0460 - Exhibit ___(WDY-05) 
Page 13 of 63



2476 Compliance Auditing

Establishing Materiality Levels (Ref: par. .13)
.A6 In a compliance audit, the auditor's purpose for establishing materi-

ality levels is to

a. determine the nature and extent of risk assessment procedures.

b. identify and assess the risks of material noncompliance.

c. determine the nature, timing, and extent of further audit proce-
dures.

d. evaluate whether the entity complied with the applicable compli-
ance requirements.

e. report findings of noncompliance and other matters required to
be reported by the governmental audit requirement.

.A7 Generally, for all of the purposes identified in paragraph .A6, the au-
ditor's consideration of materiality is in relation to the government program
taken as a whole. However, the governmental audit requirement may specify
a different level of materiality for one or more of these purposes. For example,
for purposes of reporting findings of noncompliance, OMB Circular A-133 re-
quires that noncompliance that is material in relation to one of the 14 types of
compliance requirements identified in the OMB Compliance Supplement (Com-
pliance Supplement) be reported. (See paragraph .A10 for further information
about the Compliance Supplement.)

.A8 Because the governmental audit requirement usually is established
by the grantors and the auditor's report on compliance is primarily for their
use, the auditor's determination of materiality usually is influenced by the
needs of the grantors. However, in a compliance audit, the auditor's judgment
about matters that are material to users of the auditor's report also is based on
consideration of the needs of users as a group, including grantors.

Identifying Government Programs and Applicable Compliance
Requirements (Ref: par. .14)

.A9 Some governmental audit requirements specifically identify the appli-
cable compliance requirements. Other governmental audit requirements pro-
vide a framework for the auditor to determine the applicable compliance re-
quirements. For example, the Compliance Supplement provides such a frame-
work for OMB Circular A-133 audits.

.A10 The following are some of the sources an auditor may consult when
identifying and obtaining an understanding of the applicable compliance re-
quirements:

a. The Compliance Supplement, which is issued by OMB, and used
in OMB Circular A-133 audits, contains the compliance require-
ments that typically are applicable to federal government pro-
grams, as well as suggested audit procedures when compliance
requirements are applicable and have a direct and material ef-
fect on the entity's compliance. Part 7 of the Compliance Supple-
ment provides guidance for identifying compliance requirements
for programs not included therein.

b. The applicable program-specific audit guide issued by the grantor
agency, which contains the compliance requirements pertaining
to the government program and suggested audit procedures to
test for compliance with the applicable compliance requirements.

AU §801.A6
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.A11 The following are procedures the auditor may perform to identify
and obtain an understanding of the applicable compliance requirements if the
Compliance Supplement or a program-specific audit guide is not applicable:

a. Reading laws, regulations, rules, and provisions of contracts or
grant agreements that pertain to the government program

b. Making inquiries of management and other knowledgeable en-
tity personnel (for example, the chief financial officer, internal
auditors, legal counsel, compliance officers, or grant or contract
administrators)

c. Making inquiries of appropriate individuals outside the entity,
such as

i. the office of the federal, state, or local program official or
auditor, or other appropriate audit oversight organizations
or regulators, about the laws and regulations applicable to
entities within their jurisdiction, including statutes and
uniform reporting requirements

ii. a third-party specialist, such as an attorney

d. Reading the minutes of meetings of the governing board of the
entity being audited

e. Reading audit documentation about the applicable compliance re-
quirements prepared during prior years' audits or other engage-
ments

f. Discussing the applicable compliance requirements with auditors
who performed prior years' audits or other engagements

The procedures listed in this paragraph also may assist the auditor in obtaining
a further understanding of the applicable compliance requirements even when
the Compliance Supplement or program-specific audit guide is applicable.

Performing Risk Assessment Procedures (Ref: par. .15–.16)
.A12 Obtaining an understanding of the government program, the applica-

ble compliance requirements, and the entity's internal control over compliance
establishes a frame of reference within which the auditor plans the compliance
audit and exercises professional judgment about assessing risks of material
noncompliance and responding to those risks throughout the compliance audit.

.A13 The nature and extent of the risk assessment procedures the auditor
performs may vary from entity to entity and are influenced by factors such as
the following:

• The newness and complexity of the applicable compliance require-
ments

• The auditor's knowledge of the entity's internal control over com-
pliance with the applicable compliance requirements obtained in
previous audits or other professional engagements

• The nature of the applicable compliance requirements

• The services provided by the entity and how they are affected by
external factors

• The level of oversight by the grantor or pass-through entity

• How management addresses findings

AU §801.A13
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.A14 Performing risk assessment procedures to obtain an understand-
ing of the entity's internal control over compliance includes an evaluation of
the design of controls and whether the controls have been implemented. In-
ternal control consists of the following five interrelated components: the con-
trol environment, the entity's risk assessment, information and communication
systems, control activities, and monitoring.9 Paragraphs .14, .67–.101, and ap-
pendix B of section 314, Understanding the Entity and Its Environment and
Assessing the Risks of Material Misstatement, contain a detailed discussion of
these components.

.A15 The auditor's procedures described in paragraph .16, related to un-
derstanding how management has responded to findings and recommendations
that could have a material effect on the entity's compliance with the applicable
compliance requirements, are performed to assist the auditor in understand-
ing whether management responded appropriately to such findings. Examples
of external monitoring include regulatory reviews, program reviews by gov-
ernment agencies or pass-through entities, and grantor reviews. Examples of
internal monitoring include reports prepared by the internal audit function and
internal quality assessments.

Assessing the Risks of Material Noncompliance (Ref: par. .17)
.A16 Factors the auditor may consider in assessing the risks of material

noncompliance are as follows:

• The complexity of the applicable compliance requirements

• The susceptibility of the applicable compliance requirements to
noncompliance

• The length of time the entity has been subject to the applicable
compliance requirements

• The auditor's observations about how the entity has complied with
the applicable compliance requirements in prior years

• The potential effect on the entity of noncompliance with the ap-
plicable compliance requirements

• The degree of judgment involved in adhering to the compliance
requirements

• The auditor's assessment of the risks of material misstatement in
the financial statement audit

.A17 In assessing the risks of material noncompliance, the auditor may
evaluate inherent risk of noncompliance and control risk of noncompliance in-
dividually or in combination.

.A18 Examples of situations in which there may be a risk of material non-
compliance that is pervasive to the entity's noncompliance are as follows:

• An entity that is experiencing financial difficulty and for which
there is an increased risk that grant funds will be diverted for
unauthorized purposes

• An entity that has a history of poor recordkeeping for its govern-
ment programs

9 See paragraph .41 of section 314.
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Performing Further Audit Procedures in Response
to Assessed Risks

.A19 Paragraphs .04–.06 of section 318, Performing Audit Procedures in
Response to Assessed Risks and Evaluating the Audit Evidence Obtained, pro-
vide guidance that may be adapted when developing an overall response to the
risks of material noncompliance. (Ref: par. .18)

.A20 A compliance audit includes designing procedures to detect both in-
tentional and unintentional material noncompliance. The auditor can obtain
reasonable, but not absolute, assurance about the entity's compliance because
of factors such as the need for judgment, the use of sampling, the inherent
limitations of internal control over compliance with applicable compliance re-
quirements, and the fact that much of the evidence available to the auditor is
persuasive rather than conclusive in nature. Also, procedures that are effective
for detecting noncompliance that is unintentional may be ineffective for detect-
ing noncompliance that is intentional and concealed through collusion between
entity personnel and a third party or among management or employees of the
entity. Therefore, the subsequent discovery that material noncompliance with
applicable compliance requirements exists does not, in and of itself, evidence
inadequate planning, performance, or judgment on the part of the auditor. (Ref:
par. .19)

.A21 An auditor may decide to use audit sampling to obtain sufficient ap-
propriate audit evidence in a compliance audit. Section 350, Audit Sampling,
discusses the factors to be considered in planning, designing, and evaluating
audit samples, including sampling for tests of controls. In addition, the AICPA
Audit Guide Government Auditing Standards and Circular A-133 Audits con-
tains guidance on sampling in the context of a compliance audit. (Ref: par. .19)

.A22 To test for compliance with applicable laws and regulations, tests
of details (including tests of transactions) may be performed in the following
areas:

• Grant disbursements or expenditures

• Eligibility files

• Cost allocation plans

• Periodic reports filed with grantor agencies (Ref: par. .19)

.A23 The use of analytical procedures to gather substantive evidence is
generally less effective in a compliance audit than it is in a financial statement
audit. However, substantive analytical procedures may contribute some evi-
dence when performed in addition to tests of transactions and other auditing
procedures necessary to provide the auditor with sufficient appropriate audit
evidence. (Ref: par. .19)

.A24 Paragraphs .07–.39 and .46–.67 of section 318 provide guidance re-
lated to designing and performing further audit procedures in response to the
assessed risks of material noncompliance. Paragraphs .40–.45 of section 318,
which address the use of audit evidence about the operating effectiveness of
controls obtained in prior audits, are not applicable to a compliance audit.
(Ref: par. .20)

.A25 Some governmental audit requirements, for example, OMB Circular
A-133, require tests of the operating effectiveness of controls identified as likely
to be effective, even if the auditor believes that such testing would be inefficient.
(Ref: par. .20)
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Supplementary Audit Requirements
.A26 Examples of supplementary audit requirements are the require-

ments in OMB Circular A-133 for the auditor to

• perform specified procedures to identify major programs.

• follow up on prior audit findings and perform procedures to as-
sess the reasonableness of the summary schedule of prior audit
findings. (Ref: par. .21)

.A27 When there is conflicting guidance, the auditor may decide to consult
with the government agency responsible for establishing audit guidance or that
provides the funding. (Ref: par. .22)

Written Representations
.A28 In some cases, management may include qualifying language in the

written representations to the effect that representations are made to the best
of management's knowledge and belief. However, such qualifying language is
not appropriate for the representations in paragraphs .23(a), .23(b), and .23(l).
(Ref: par. .23)

Subsequent Events
.A29 Two types of subsequent events may occur. The first type consists of

events that provide additional evidence with respect to conditions that existed
at the end of the reporting period that affect the entity's compliance during
the reporting period. The second type consists of events of noncompliance that
did not exist at the end of the reporting period but arose subsequent to the
reporting period. (Ref: par. .25)

.A30 An example of a matter of noncompliance that may occur subsequent
to the period being audited but before the report release date that may war-
rant disclosure to prevent report users from being misled is the discovery of
noncompliance in the subsequent period of such magnitude that it caused the
grantor to stop funding the program. (Ref: par. .27)

Evaluating the Sufficiency and Appropriateness of the Audit
Evidence and Forming an Opinion (Ref: par. .28–.29)

.A31 In determining whether an entity has materially complied with the
applicable compliance requirements, the auditor may consider the following
factors:

a. The frequency of noncompliance with the applicable compliance
requirements identified during the compliance audit

b. The nature of the noncompliance with the applicable compliance
requirements identified

c. The adequacy of the entity's system for monitoring compliance
with the applicable compliance requirements and the possible ef-
fect of any noncompliance on the entity

d. Whether any identified noncompliance with the applicable com-
pliance requirements resulted in likely questioned costs that are
material to the government program
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.A32 The auditor's evaluation of whether the entity materially complied
with applicable compliance requirements includes consideration of noncompli-
ance identified by the auditor, regardless of whether the entity corrected the
noncompliance after the auditor brought it to management's attention.

Reporting
.A33 Nothing precludes the auditor from restricting the use of any report

to intended users.10 (Ref: par. .30(n))

.A34 If the report is a matter of public record or available for public in-
spection, removing personally identifiable information in the compliance audit
report and findings of noncompliance will reduce the likelihood of sensitive
information being disclosed. (Ref: par. .30(l)–(m) and .33)

.A35 When the auditor communicates significant deficiencies or material
weaknesses in internal control over compliance to management and those
charged with governance, Government Auditing Standards also requires the
auditor to obtain a response from the responsible officials, preferably in writ-
ing, concerning their views on the findings, conclusions, and recommendations
included in the auditor's report on internal control over compliance and include
a copy of any written response in the auditor's report.11 (Ref: par. .36)

.A36 If such a written response is included in a document containing the
auditor's written communication to management and those charged with gover-
nance concerning identified significant deficiencies or material weaknesses in
internal control over compliance, the auditor may add a paragraph to his or her
written communication disclaiming an opinion on such information. Following
is an example of such a paragraph:

ABC Agency's written response to the significant deficiencies [and material
weaknesses] in internal control over compliance identified in our compliance
audit was not subjected to the auditing procedures applied in the compliance
audit of ABC Agency's compliance and, accordingly, we express no opinion on
it. (Ref: par. .36)

.A37 If the auditor is submitting a reworded form, schedule, or report
or appropriately worded separate report, the auditor may include a separate
communication to the agency explaining why the auditor's report was modified.
(Ref: par. .38)

Documentation (Ref: par. .12 and .39–.42)
.A38 The auditor is not expected to prepare specific documentation of how

the auditor adapted and applied each of the applicable AU sections to the ob-
jectives of a compliance audit. The documentation of the audit strategy, audit
plan, and work performed cumulatively demonstrate whether the auditor has
complied with the requirement in paragraph .12.

Reissuance of the Compliance Report (Ref: par. .43)
.A39 The following are examples of situations in which the auditor might

reissue the compliance report:

10 Footnote 4 of section 532, Restricting the Use of an Auditor's Report.
11 Paragraphs 5.32–.38 of Government Auditing Standards.
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• A quality control review performed by a governmental agency in-
dicates that the auditor did not test an applicable compliance re-
quirement.

• The discovery subsequent to the date of the compliance report that
the entity had another government program that was required to
be tested.

.A40 An example of an auditor-prepared document required by a govern-
mental audit requirement that is incorporated by reference in the auditor's
report is the schedule of findings and questioned costs in a compliance audit
under OMB Circular A-133.
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.A41

Appendix: AU Sections That Are Not Applicable
to Compliance Audits1

The following sections are not applicable to a compliance audit performed un-
der section 801 either because (a) they are not relevant to a compliance audit
environment, (b) the procedures and guidance would not contribute to meeting
the objectives of a compliance audit, or (c) the subject matter is specifically cov-
ered in section 801. However, nothing precludes an auditor from applying these
sections if the auditor believes they will provide appropriate audit evidence in
the specific circumstances to support the auditor's opinion on compliance.

AU Sections That Do Not Apply to Compliance Audits
Paragraph .01 of section 110, Responsibilities and Functions of the
Independent Auditor
Standards of reporting in paragraph .02 of section 150, Generally Accepted
Auditing Standards
Paragraphs .09, .44–.45, .83–.86, and .102 of section 314, Understanding
the Entity and Its Environment and Assessing the Risks of Material
Misstatement
Paragraphs .12–.13 and .21–.22 of section 315, Communications Between
Predecessor and Successor Auditors
Section 317, Illegal Acts by Clients
Paragraphs .40–.45, .52, .68–.69, and the appendix of section 318,
Performing Audit Procedures in Response to Assessed Risks and Evaluating
the Audit Evidence Obtained
Paragraphs .22–.62 of section 324, Service Organizations
Paragraphs .14–.19 of section 326, Audit Evidence
Section 328, Auditing Fair Value Measurements and Disclosures
Section 330, The Confirmation Process
Section 331, Inventories
Section 332, Auditing Derivative Instruments, Hedging Activities, and
Investments in Securities
Paragraph .12 of section 333, Management Representations
Section 334, Related Parties
Section 337, Inquiry of a Client's Lawyer Concerning Litigation, Claims,
and Assessments
Section 341, The Auditor's Consideration of an Entity's Ability to Continue
as a Going Concern
Section 342, Auditing Accounting Estimates
Section 410, Adherence to Generally Accepted Accounting Principles
Section 420, Consistency of Application of Generally Accepted Accounting
Principles
Section 431, Adequacy of Disclosure in Financial Statements
Section 504, Association With Financial Statements

1 As part of its clarity project, the Auditing Standards Board is revising Statements on Auditing
Standards, which will result in conforming changes to the affected references to AU sections in this
appendix.
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AU Sections That Do Not Apply to Compliance Audits
Paragraphs .05, .08–.09, .11(b)–(h), .14–.18, .27–.28, .33–.34, .38, .41–.57,
and .64–.76 of section 508, Reports on Audited Financial Statements
Section 534, Reporting on Financial Statements Prepared for Use in Other
Countries
Paragraphs .14 and .16 of section 543, Part of Audit Performed by Other
Independent Auditors
Section 544, Lack of Conformity With Generally Accepted Accounting
Principles
Section 550, Other Information in Documents Containing Audited
Financial Statements
Section 551, Supplementary Information in Relation to the Financial
Statements as a Whole
Section 552, Reporting on Condensed Financial Statements and Selected
Financial Data
Section 558, Required Supplementary Information
Section 560, Subsequent Events
Section 623, Special Reports
Section 625, Reports on the Application of Accounting Principles
Section 634, Letters for Underwriters and Certain Other Requesting Parties
Section 711, Filings Under Federal Securities Statutes
Section 722, Interim Financial Information
Section 901, Public Warehouses—Controls and Auditing Procedures for
Goods Held

[Revised, August 2011, to reflect conforming changes necessary due to the is-
suance of SSAE No. 16.]
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.A42

Exhibit: Illustrative Combined Report on Compliance
With Applicable Requirements and Internal Control
Over Compliance—(Unqualified Opinion on
Compliance; No Material Weaknesses or Significant
Deficiencies in Internal Control Over Compliance
Identified)
The following is an illustrative combined report on compliance with applicable
requirements and internal control over compliance that contains the elements
in paragraphs .30–.31. This illustrative report contains an unqualified opinion
on compliance with no material weaknesses or significant deficiencies in inter-
nal control over compliance identified. The AICPA Audit Guide Government
Auditing Standards and Circular A-133 Audits contains illustrative language
for other types of reports, including reports containing qualified or adverse
opinions on compliance with either material weaknesses in internal control
over compliance, significant deficiencies in internal control over compliance, or
both identified.

Independent Auditor's Report

[Addressee]

Compliance

We have audited Example Entity's compliance with the [identify the applicable
compliance requirements or refer to the document that describes the applicable
compliance requirements] applicable to Example Entity's [identify the govern-
ment program(s) audited or refer to a separate schedule that identifies the pro-
gram(s)] for the year ended June 30, 20X1. Compliance with the requirements
referred to above is the responsibility of Example Entity's management. Our
responsibility is to express an opinion on Example Entity's compliance based
on our audit.

We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable
to financial audits contained in Government Auditing Standards 1 issued by
the Comptroller General of the United States; and [insert the name of the gov-
ernmental audit requirement or program-specific audit guide]. Those standards
and [insert the name of the governmental audit requirement or program-specific
audit guide] require that we plan and perform the audit to obtain reasonable
assurance about whether noncompliance with the compliance requirements
referred to above that could have a material effect on [identify the government
program(s) audited or refer to a separate schedule that identifies the program(s)]
occurred. An audit includes examining, on a test basis, evidence about Example
Entity's compliance with those requirements and performing such other pro-
cedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion. Our audit does not provide a
legal determination of Example Entity's compliance with those requirements.

In our opinion, Example Entity complied, in all material respects, with the
compliance requirements referred to above that are applicable to [identify the
government program(s) audited] for the year ended June 30, 20X1.

1 The standards applicable to financial audits are in chapters 1–5 of Government Auditing Stan-
dards.
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Internal Control Over Compliance

Management of Example Entity is responsible for establishing and maintain-
ing effective internal control over compliance with the compliance requirements
referred to above. In planning and performing our audit, we considered Exam-
ple Entity's internal control over compliance to determine the auditing proce-
dures for the purpose of expressing our opinion on compliance, but not for the
purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of
Example Entity's internal control over compliance.

A deficiency in internal control over compliance exists when the design or op-
eration of a control does not allow management or employees, in the normal
course of performing their assigned functions, to prevent, or detect and correct,
noncompliance on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies in internal control over
compliance, such that there is a reasonable possibility that material noncom-
pliance with a compliance requirement will not be prevented, or detected and
corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited pur-
pose described in the first paragraph of this section and was not designed to
identify all deficiencies in internal control that might be deficiencies, signifi-
cant deficiencies, or material weaknesses in internal control over compliance.
We did not identify any deficiencies in internal control over compliance that we
consider to be material weaknesses, as defined above.

This report is intended solely for the information and use of management, [iden-
tify the body or individuals charged with governance], others within the entity,
[identify the legislative or regulatory body], and [identify the grantor agency(ies)]
and is not intended to be and should not be used by anyone other than these
specified parties.

[Signature]

[Date]
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AT Section 601

Compliance Attestation

Source: SSAE No. 10.

Effective when the subject matter or assertion is as of or for a period ending on or
after June 1, 2001. Earlier application is permitted.

Introduction and Applicability
.01 This section provides guidance for engagements related to either (a)

an entity's compliance with requirements of specified laws, regulations, rules,
contracts, or grants or (b) the effectiveness of an entity's internal control over
compliance with specified requirements.1 Compliance requirements may be ei-
ther financial or nonfinancial in nature. An attest engagement conducted in
accordance with this section should comply with the general, fieldwork, and re-
porting standards established in section 50, SSAE Hierarchy, and the specific
standards set forth in this section. [Revised, November 2006, to reflect conform-
ing changes necessary due to the issuance of SSAE No. 14.]

.02 This section does not—

a. Affect the auditor's responsibility in an audit of financial statements
performed in accordance with generally accepted auditing standards
(GAAS).

b. Apply to situations in which an auditor reports on specified compli-
ance requirements based solely on an audit of financial statements, as
addressed in AU-C section 806, Reporting on Compliance With Aspects
of Contractual Agreements or Regulatory Requirements in Connection
With Audited Financial Statements.

c. Apply to engagements for which the objective is to report in accordance
with AU-C section 935, Compliance Audits, unless the terms of the
engagement specify an attest report under this section.

d. Apply to engagements covered by AU-C section 920, Letters for Under-
writers and Certain Other Requesting Parties.

e. Apply to the report that encompasses internal control over compliance
for a broker or dealer in securities as required by rule 17a-5 of the
Securities Exchange Act of 1934 (the 1934 Act).2

[Revised, December 2010, to reflect conforming changes necessary due to the
issuance of SAS No. 117. Revised, December 2012, to reflect conforming changes
necessary due to the issuance of SAS Nos. 122–126.]

1 Throughout this section—
a. An entity's compliance with requirements of specified laws, regulations, rules, contracts, or

grants is referred to as compliance with specified requirements.
b. An entity's internal control over compliance with specified requirements is referred to as its

internal control over compliance. The internal control addressed in this section may include
parts of but is not the same as internal control over financial reporting.

2 An example of this report is contained in AICPA Audit and Accounting Guide Brokers and
Dealers in Securities.
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.03 A report issued in accordance with the provisions of this section does
not provide a legal determination of an entity's compliance with specified re-
quirements. However, such a report may be useful to legal counsel or others in
making such determinations.

Scope of Services
.04 The practitioner may be engaged to perform agreed-upon procedures

to assist users in evaluating the following subject matter (or assertions related
thereto)—

a. The entity's compliance with specified requirements
b. The effectiveness of the entity's internal control over compliance3

c. Both the entity's compliance with specified requirements and the ef-
fectiveness of the entity's internal control over compliance

The practitioner also may be engaged to examine the entity's compliance with
specified requirements or a written assertion thereon.

.05 An important consideration in determining the type of engagement
to be performed is expectations by users of the practitioner's report. Since the
users decide the procedures to be performed in an agreed-upon procedures en-
gagement, it often will be in the best interests of the practitioner and users (in-
cluding the client) to have an agreed-upon procedures engagement rather than
an examination engagement. When deciding whether to accept an examination
engagement, the practitioner should consider the risks discussed in paragraphs
.31–.35.

.06 A practitioner may be engaged to examine the effectiveness of the
entity's internal control over compliance or an assertion thereon. However, in
accordance with section 50, the practitioner cannot accept an engagement un-
less he or she has reason to believe that the subject matter is capable of rea-
sonably consistent evaluation against criteria that are suitable and available
to users.4 If a practitioner determines that such criteria do exist for internal

3 An entity's internal control over compliance is the process by which management obtains rea-
sonable assurance of compliance with specified requirements. Although the comprehensive internal
control may include a wide variety of objectives and related policies and procedures, only some of
these may be relevant to an entity's compliance with specified requirements. (See footnote 1b.) The
components of internal control over compliance vary based on the nature of the compliance require-
ments. For example, internal control over compliance with a capital requirement would generally in-
clude accounting procedures, whereas internal control over compliance with a requirement to practice
nondiscriminatory hiring may not include accounting procedures.

4 Criteria issued by regulatory agencies and other groups composed of experts that follow due-
process procedures, including exposure of the proposed criteria for public comment, ordinarily should
be considered suitable criteria for this purpose. For example, the Committee of Sponsoring Orga-
nizations (COSO) of the Treadway Commission's Report, Internal Control—Integrated Framework,
provides suitable criteria against which management may evaluate and report on the effectiveness of
the entity's internal control. However, more detailed criteria relative to specific compliance require-
ments may have to be developed and an appropriate threshold for measuring the severity of control
deficiencies needs to be developed in order to apply the concepts of the COSO report to internal control
over compliance.

Criteria established by a regulatory agency that does not follow such due-process procedures
also may be considered suitable criteria for use by the regulatory agency. The practitioner should
determine whether such criteria are suitable for general use reporting by evaluating them against
the attributes in paragraph .24 of section 101. If the practitioner determines that such criteria are
suitable for general use reporting, those criteria should also be available to users as discussed in
paragraph .33 of section 101.

If the practitioner concludes that the criteria are appropriate only for a limited number of parties
or are available only to specified parties, the practitioner's report shall state that the use of the report
is restricted to those parties specified in the report. (See paragraphs .30, .34, and .78–.83 of section
101.)
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control over compliance, he or she should perform the engagement in accor-
dance with section 101, Attest Engagements. Additionally, section 501, An Ex-
amination of an Entity's Internal Control Over Financial Reporting That Is
Integrated With an Audit of Its Financial Statements, may be helpful to a prac-
titioner in such an engagement. [Revised, November 2006, to reflect conforming
changes necessary due to the issuance of SSAE No. 14.]

.07 A practitioner should not accept an engagement to perform a review,
as defined in paragraph .55 of section 101, of an entity's compliance with speci-
fied requirements or about the effectiveness of an entity's internal control over
compliance or an assertion thereon.

.08 The practitioner may be engaged to provide other types of services in
connection with the entity's compliance with specified requirements or the en-
tity's internal control over compliance. For example, management may engage
the practitioner to provide recommendations on how to improve the entity's
compliance or related internal control. A practitioner engaged to provide such
nonattest services should refer to the guidance in CS section 100, Consulting
Services: Definitions and Standards.

Conditions for Engagement Performance
.09 A practitioner may perform an agreed-upon procedures engagement

related to an entity's compliance with specified requirements or the effective-
ness of internal control over compliance if the following conditions are met.

a. The responsible party accepts responsibility for the entity's compli-
ance with specified requirements and the effectiveness of the entity's
internal control over compliance.

b. The responsible party evaluates the entity's compliance with specified
requirements or the effectiveness of the entity's internal control over
compliance.

See also section 201, Agreed-Upon Procedures Engagements.

.10 A practitioner may perform an examination engagement related to an
entity's compliance with specified requirements if the following conditions are
met.

a. The responsible party accepts responsibility for the entity's compli-
ance with specified requirements and the effectiveness of the entity's
internal control over compliance.

b. The responsible party evaluates the entity's compliance with specified
requirements.

c. Sufficient evidential matter exists or could be developed to support
management's evaluation.

.11 As part of engagement performance, the practitioner should obtain
from the responsible party a written assertion about compliance with specified
requirements or internal control over compliance. The responsible party may
present its written assertion in either of the following:

a. A separate report that will accompany the practitioner's report

b. A representation letter to the practitioner
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.12 The responsible party's written assertion about compliance with spec-
ified requirements or internal control over compliance may take many forms.
Throughout this section, for example, the phrase "responsible party's assertion
that W Company complied with [specify compliance requirement] as of [date],"
illustrates such an assertion. Other phrases may also be used. However, a prac-
titioner should not accept an assertion that is so subjective (for example, "very
effective" internal control over compliance) that people having competence in
and using the same or similar criteria would not ordinarily be able to arrive at
similar conclusions.

.13 Regardless of whether the practitioner's client is the responsible party,
the responsible party's refusal to furnish a written assertion as part of an ex-
amination engagement should cause the practitioner to withdraw from the en-
gagement. However, an exception is provided if an examination of an entity's
compliance with specified requirements is required by law or regulation. In that
instance, the practitioner should disclaim an opinion on compliance unless he
or she obtains evidential matter that warrants expressing an adverse opinion.
If the practitioner expresses an adverse opinion and the responsible party does
not provide an assertion, the practitioner's report should be restricted as to use.
(See paragraphs .78–.81 of section 101.) If, as part of an agreed-upon procedures
engagement, the practitioner's client is the responsible party, a refusal by that
party to provide an assertion requires the practitioner to withdraw from the en-
gagement. However, withdrawal is not required if the engagement is required
by law or regulation. If, in an agreed-upon procedures engagement, the prac-
titioner's client is not the responsible party, the practitioner is not required to
withdraw but should consider the effects of the responsible party's refusal on
the engagement and his or her report.

.14 Additionally, at the beginning of the engagement, the practitioner may
want to consider discussing with the client and the responsible party the need
for the responsible party to provide the practitioner with a written representa-
tion letter at the conclusion of the examination engagement or an agreed-upon
procedures engagement in which the client is the responsible party. In that let-
ter, the responsible party will be asked to provide, among other possible items,
an acknowledgment of their responsibility for establishing and maintaining ef-
fective internal control over compliance and their assertion stating their eval-
uation of the entity's compliance with specified requirements. The responsible
party's refusal to furnish these representations (see paragraphs .68–.70) will
constitute a limitation on the scope of the engagement.

Responsible Party
.15 The responsible party is responsible for ensuring that the entity com-

plies with the requirements applicable to its activities. That responsibility en-
compasses the following.

a. Identify applicable compliance requirements.

b. Establish and maintain internal control to provide reasonable assur-
ance that the entity complies with those requirements.

c. Evaluate and monitor the entity's compliance.

d. Specify reports that satisfy legal, regulatory, or contractual re-
quirements.
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The responsible party's evaluation may include documentation such as account-
ing or statistical data, entity policy manuals, accounting manuals, narrative
memoranda, procedural write-ups, flowcharts, completed questionnaires, or in-
ternal auditors' reports. The form and extent of documentation will vary de-
pending on the nature of the compliance requirements and the size and com-
plexity of the entity. The responsible party may engage the practitioner to
gather information to assist it in evaluating the entity's compliance. Regardless
of the procedures performed by the practitioner, the responsible party must ac-
cept responsibility for its assertion and must not base such assertion solely on
the practitioner's procedures.

Agreed-Upon Procedures Engagement
.16 The objective of the practitioner's agreed-upon procedures is to present

specific findings to assist users in evaluating an entity's compliance with spec-
ified requirements or the effectiveness of an entity's internal control over com-
pliance based on procedures agreed upon by the users of the report. A practi-
tioner engaged to perform agreed-upon procedures on an entity's compliance
with specified requirements or about the effectiveness of an entity's internal
control over compliance should follow the guidance set forth herein and in
section 201.

.17 The practitioner's procedures generally may be as limited or as exten-
sive as the specified users desire, as long as the specified users (a) agree upon
the procedures performed or to be performed and (b) take responsibility for the
sufficiency of the agreed-upon procedures for their purposes. (See paragraph
.15 of section 201.)

.18 To satisfy the requirements that the practitioner and the specified
users agree upon the procedures performed or to be performed and that the
specified users take responsibility for the sufficiency of the agreed-upon pro-
cedures for their purposes, ordinarily the practitioner should communicate di-
rectly with and obtain affirmative acknowledgment from each of the specified
users. For example, this may be accomplished by meeting with the specified
users or by distributing a draft of the anticipated report or a copy of an en-
gagement letter to the specified users and obtaining their agreement. If the
practitioner is not able to communicate directly with all of the specified users,
the practitioner may satisfy these requirements by applying any one or more
of the following or similar procedures.

• Compare the procedures to be applied to written requirements of the
specified users.

• Discuss the procedures to be applied with appropriate representatives
of the specified users involved.

• Review relevant contracts with or correspondence from the specified
users.

The practitioner should not report on an engagement when specified users do
not agree upon the procedures performed or to be performed and do not take
responsibility for the sufficiency of the procedures for their purposes. See para-
graph .36 of section 201 for guidance on satisfying these requirements when
the practitioner is requested to add other parties as specified parties after the
date of completion of the agreed-upon procedures.

.19 In an engagement to perform agreed-upon procedures on an entity's
compliance with specified requirements or about the effectiveness of an entity's
internal control over compliance, the practitioner is required to perform only
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the procedures that have been agreed to by users.5 However, prior to perform-
ing such procedures, the practitioner should obtain an understanding of the
specified compliance requirements, as discussed in paragraph .20. (See section
201.)

.20 To obtain an understanding of the specified compliance requirements,
a practitioner should consider the following:

a. Laws, regulations, rules, contracts, and grants that pertain to the spec-
ified compliance requirements, including published requirements

b. Knowledge about the specified compliance requirements obtained
through prior engagements and regulatory reports

c. Knowledge about the specified compliance requirements obtained
through discussions with appropriate individuals within the entity
(for example, the chief financial officer, internal auditors, legal counsel,
compliance officer, or grant or contract administrators)

d. Knowledge about the specified compliance requirements obtained
through discussions with appropriate individuals outside the entity
(for example, a regulator or a third-party specialist)

.21 When circumstances impose restrictions on the scope of an agreed-
upon procedures engagement, the practitioner should attempt to obtain agree-
ment from the users for modification of the agreed-upon procedures. When such
agreement cannot be obtained (for example, when the agreed-upon procedures
are published by a regulatory agency that will not modify the procedures), the
practitioner should describe such restrictions in his or her report or withdraw
from the engagement.

.22 The practitioner has no obligation to perform procedures beyond the
agreed-upon procedures. However, if noncompliance comes to the practitioner's
attention by other means, such information ordinarily should be included in his
or her report.

.23 The practitioner may become aware of noncompliance that occurs sub-
sequent to the period addressed by the practitioner's report but before the date
of the practitioner's report. The practitioner should consider including infor-
mation regarding such noncompliance in his or her report. However, the practi-
tioner has no responsibility to perform procedures to detect such noncompliance
other than obtaining the responsible party's representation about noncompli-
ance in the subsequent period, as described in paragraph .68.

.24 The practitioner's report on agreed-upon procedures on an entity's
compliance with specified requirements (or the effectiveness of an entity's inter-
nal control over compliance) should be in the form of procedures and findings.
The practitioner's report should contain the following elements:

a. A title that includes the word independent

b. Identification of the specified parties
c. Identification of the subject matter of the engagement (or manage-

ment's assertion thereon), including the period or point in time ad-
dressed and a reference to the character of the engagement6

5 AU-C section 610, The Auditor's Consideration of the Internal Audit Function in an Audit of
Financial Statements, does not apply to agreed-upon procedures engagements. [Footnote revised, De-
cember 2012, to reflect conforming changes necessary due to the issuance of SAS Nos. 122–126.]

6 Generally, management's assertion about compliance with specified requirements will address
a period of time, whereas an assertion about internal control over compliance will address a point in
time.
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d. An identification of the responsible party

e. A statement that the subject matter is the responsibility of the respon-
sible party

f. A statement that the procedures, which were agreed to by the specified
parties identified in the report, were performed to assist the specified
parties in evaluating the entity's compliance with specified require-
ments or the effectiveness of its internal control over compliance

g. A statement that the agreed-upon procedures engagement was con-
ducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants

h. A statement that the sufficiency of the procedures is solely the respon-
sibility of the specified parties and a disclaimer of responsibility for
the sufficiency of those procedures

i. A list of the procedures performed (or reference thereto) and related
findings (The practitioner should not provide negative assurance. See
paragraph .24 of section 201.)

j. Where applicable, a description of any agreed-upon materiality limits
(See paragraph .25 of section 201.)

k. A statement that the practitioner was not engaged to and did not
conduct an examination of the entity's compliance with specified re-
quirements (or the effectiveness of an entity's internal control over
compliance), a disclaimer of opinion thereon, and a statement that
if the practitioner had performed additional procedures, other mat-
ters might have come to his or her attention that would have been
reported

l. A statement restricting the use of the report to the specified parties

m. Where applicable, reservations or restrictions concerning procedures
or findings as discussed in paragraphs .33, .35, and .39–.40 of section
201

n. Where applicable, a description of the nature of the assistance pro-
vided by the specialist as discussed in paragraphs .19–.21 of section
201

o. The manual or printed signature of the practitioner's firm

p. The date of the report

.25 The following is an illustration of an agreed-upon procedures report
on an entity's compliance with specified requirements in which the procedures
and findings are enumerated rather than referenced.

Independent Accountant's Report on Applying Agreed-Upon Procedures

We have performed the procedures enumerated below, which were agreed to
by [list specified parties], solely to assist the specified parties in evaluating
[name of entity]'s compliance with [list specified requirements] during the [pe-
riod] ended [date].7 Management is responsible for [name of entity]'s com-
pliance with those requirements. This agreed-upon procedures engagement

7 If the agreed-upon procedures have been published by a third-party user (for example, a reg-
ulator in regulatory policies or a lender in a debt agreement), this sentence might begin, "We have
performed the procedures included in [title of publication or other document] and enumerated below,
which were agreed to by [list specified parties], solely to assist the specified parties in evaluating ...."
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was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants. The sufficiency of these
procedures is solely the responsibility of those parties specified in this report.
Consequently, we make no representation regarding the sufficiency of the pro-
cedures described below either for the purpose for which this report has been
requested or for any other purpose.

[Include paragraphs to enumerate procedures and findings.]

We were not engaged to and did not conduct an examination, the objective of
which would be the expression of an opinion on compliance. Accordingly, we do
not express such an opinion. Had we performed additional procedures, other
matters might have come to our attention that would have been reported to
you.

This report is intended solely for the information and use of [list or refer to
specified parties] and is not intended to be and should not be used by anyone
other than these specified parties.

[Signature]

[Date]

.26 Evaluating compliance with certain requirements may require inter-
pretation of the laws, regulations, rules, contracts, or grants that establish those
requirements. In such situations, the practitioner should consider whether he
or she is provided with the suitable criteria required to evaluate an assertion
under the third general attestation standard. If these interpretations are sig-
nificant, the practitioner may include a paragraph stating the description and
the source of interpretations made by the entity's management. An example
of such a paragraph, which should precede the procedures and findings para-
graph(s), follows.

We have been informed that, under [name of entity]'s interpretation of [iden-
tify the compliance requirement], [explain the nature and source of the relevant
interpretation].

.27 The following is an illustration of an agreed-upon procedures report
on the effectiveness of an entity's internal control over compliance in which the
procedures and findings are enumerated rather than referenced.

Independent Accountant's Report on Applying Agreed-Upon Procedures

We have performed the procedures enumerated below, which were agreed to by
[list specified parties], solely to assist the specified parties in evaluating the ef-
fectiveness of [name of entity]'s internal control over compliance with [list speci-
fied requirements] as of [date].8 Management is responsible for [name of entity]'s
internal control over compliance with those requirements. This agreed-upon
procedures engagement was conducted in accordance with attestation stan-
dards established by the American Institute of Certified Public Accountants.
The sufficiency of these procedures is solely the responsibility of those parties
specified in this report. Consequently, we make no representation regarding the
sufficiency of the procedures described below either for the purpose for which
this report has been requested or for any other purpose.

8 If the agreed-upon procedures have been published by a third-party user (for example, a reg-
ulator in regulatory policies or a lender in a debt agreement), this sentence might begin, "We have
performed the procedures included in [title of publication or other document] and enumerated below,
which were agreed to by [list specified parties], solely to assist the specified parties in evaluating the
effectiveness of [name of entity]'s internal control over compliance ...."
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[Include paragraphs to enumerate procedures and findings.]

We were not engaged to and did not conduct an examination, the objective of
which would be the expression of an opinion on the effectiveness of internal
control over compliance. Accordingly, we do not express such an opinion. Had
we performed additional procedures, other matters might have come to our at-
tention that would have been reported to you.

This report is intended solely for the information and use of [list or refer to
specified parties] and is not intended to be and should not be used by anyone
other than these specified parties.

[Signature]

[Date]

.28 In some agreed-upon procedures engagements, procedures may relate
to both compliance with specified requirements and the effectiveness of internal
control over compliance. In these engagements, the practitioner may issue one
report that addresses both. For example, the first sentence of the introductory
paragraph would state the following.

We have performed the procedures enumerated below, which were agreed to by
[list users of report], solely to assist the users in evaluating [name of entity]'s
compliance with [list specified requirements] during the [period] ended [date]
and the effectiveness of [name of entity]'s internal control over compliance with
the aforementioned compliance requirements as of [date].

.29 The date of completion of the agreed-upon procedures should be used
as the date of the practitioner's report.

Examination Engagement
.30 The objective of the practitioner's examination procedures applied to

an entity's compliance with specified requirements is to express an opinion on
an entity's compliance (or assertion related thereto), based on the specified cri-
teria. To express such an opinion, the practitioner accumulates sufficient ev-
idence about the entity's compliance with specified requirements, thereby re-
stricting attestation risk to an appropriately low level.

Attestation Risk
.31 In an engagement to examine compliance with specified requirements,

the practitioner seeks to obtain reasonable assurance that the entity complied,
in all material respects, based on the specified criteria. This includes designing
the examination to detect both intentional and unintentional material noncom-
pliance. Absolute assurance is not attainable because of factors such as the need
for judgment, the use of sampling, and the inherent limitations of internal con-
trol over compliance and because much of the evidence available to the practi-
tioner is persuasive rather than conclusive in nature. Also, procedures that are
effective for detecting noncompliance that is unintentional may be ineffective
for detecting noncompliance that is intentional and concealed through collu-
sion between personnel of the entity and a third party or among management
or employees of the entity. Therefore, the subsequent discovery that material
noncompliance exists does not, in and of itself, evidence inadequate planning,
performance, or judgment on the part of the practitioner.

.32 Attestation risk is the risk that the practitioner may unknowingly
fail to modify appropriately his or her opinion. It is composed of inherent risk,
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control risk, and detection risk. For purposes of a compliance examination,
these components are defined as follows:

a. Inherent risk—The risk that material noncompliance with specified
requirements could occur, assuming there are no related controls

b. Control risk—The risk that material noncompliance that could occur
will not be prevented or detected on a timely basis by the entity's con-
trols

c. Detection risk—The risk that the practitioner's procedures will lead
him or her to conclude that material noncompliance does not exist
when, in fact, such noncompliance does exist

Inherent Risk
.33 In assessing inherent risk, the practitioner should consider factors af-

fecting risk similar to those an auditor would consider when planning an audit
of financial statements. Such factors are discussed in paragraph .A75 of AU-C
section 240, Consideration of Fraud in a Financial Statement Audit. In addition,
the practitioner should consider factors relevant to compliance engagements,
such as the following:

• The complexity of the specified compliance requirements

• The length of time the entity has been subject to the specified compli-
ance requirements

• Prior experience with the entity's compliance

• The potential impact of noncompliance

[Revised, January 2004, to reflect conforming changes necessary due to the is-
suance of SAS No. 99. Revised, December 2012, to reflect conforming changes
necessary due to the issuance of SAS Nos. 122–126.]

Control Risk
.34 The practitioner should assess control risk as discussed in paragraphs

.45–.46. Assessing control risk contributes to the practitioner's evaluation of the
risk that material noncompliance exists. The process of assessing control risk
(together with assessing inherent risk) provides evidential matter about the
risk that such noncompliance may exist. The practitioner uses this evidential
matter as part of the reasonable basis for his or her opinion.

Detection Risk
.35 In determining an acceptable level of detection risk, the practitioner

assesses inherent risk and control risk and considers the extent to which he or
she seeks to restrict attestation risk. As assessed inherent risk or control risk
decreases, the acceptable level of detection risk increases. Accordingly, the prac-
titioner may alter the nature, timing, and extent of compliance tests performed
based on the assessments of inherent risk and control risk.

Materiality
.36 In an examination of an entity's compliance with specified require-

ments, the practitioner's consideration of materiality differs from that of an
audit of financial statements in accordance with GAAS. In an examination of
an entity's compliance with specified requirements, the practitioner's consid-
eration of materiality is affected by (a) the nature of the compliance require-
ments, which may or may not be quantifiable in monetary terms, (b) the nature
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and frequency of noncompliance identified with appropriate consideration of
sampling risk, and (c) qualitative considerations, including the needs and ex-
pectations of the report's users.

.37 In a number of situations, the terms of the engagement may provide for
a supplemental report of all or certain noncompliance discovered. Such terms
should not change the practitioner's judgments about materiality in planning
and performing the engagement or in forming an opinion on an entity's compli-
ance with specified requirements or on the responsible party's assertion about
such compliance.

Performing an Examination Engagement
.38 The practitioner should exercise (a) due care in planning, performing,

and evaluating the results of his or her examination procedures and (b) the
proper degree of professional skepticism to achieve reasonable assurance that
material noncompliance will be detected.

.39 In an examination of the entity's compliance with specified require-
ments, the practitioner should—

a. Obtain an understanding of the specified compliance requirements.
(See paragraph .40.)

b. Plan the engagement. (See paragraphs .41–.44.)

c. Consider relevant portions of the entity's internal control over compli-
ance. (See paragraphs .45–.47.)

d. Obtain sufficient evidence including testing compliance with specified
requirements. (See paragraphs .48–.49.)

e. Consider subsequent events. (See paragraphs .50–.52.)

f. Form an opinion about whether the entity complied, in all material re-
spects, with specified requirements (or whether the responsible party's
assertion about such compliance is fairly stated in all material re-
spects), based on the specified criteria. (See paragraph .53.)

Obtaining an Understanding of the Specified
Compliance Requirements

.40 A practitioner should obtain an understanding of the specified com-
pliance requirements. To obtain such an understanding, a practitioner should
consider the following:

a. Laws, regulations, rules, contracts, and grants that pertain to the spec-
ified compliance requirements, including published requirements

b. Knowledge about the specified compliance requirements obtained
through prior engagements and regulatory reports

c. Knowledge about the specified compliance requirements obtained
through discussions with appropriate individuals within the entity
(for example, the chief financial officer, internal auditors, legal counsel,
compliance officer, or grant or contract administrators)

d. Knowledge about the specified compliance requirements obtained
through discussions with appropriate individuals outside the entity
(for example, a regulator or third-party specialist)
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Planning the Engagement
General Considerations

.41 Planning an engagement to examine an entity's compliance with spec-
ified requirements involves developing an overall strategy for the expected con-
duct and scope of the engagement. The practitioner should consider the plan-
ning matters discussed in paragraphs .42–.47 of section 101.

Multiple Components
.42 In an engagement to examine an entity's compliance with specified re-

quirements when the entity has operations in several components (for example,
locations, branches, subsidiaries, or programs), the practitioner may determine
that it is not necessary to test compliance with requirements at every compo-
nent. In making such a determination and in selecting the components to be
tested, the practitioner should consider factors such as the following:

a. The degree to which the specified compliance requirements apply at
the component level

b. Judgments about materiality
c. The degree of centralization of records
d. The effectiveness of the control environment, particularly manage-

ment's direct control over the exercise of authority delegated to others
and its ability to supervise activities at various locations effectively

e. The nature and extent of operations conducted at the various
components

f. The similarity of operations over compliance for different components

Using the Work of a Specialist
.43 In some compliance engagements, the nature of the specified compli-

ance requirements may require specialized skill or knowledge in a particular
field other than accounting or auditing. In such cases, the practitioner may use
the work of a specialist and should follow the relevant performance and report-
ing guidance in AU-C section 620, Using the Work of an Auditor's Specialist.
[Revised, December 2012, to reflect conforming changes necessary due to the
issuance of SAS Nos. 122–126.]

Internal Audit Function
.44 Another factor the practitioner should consider when planning the en-

gagement is whether the entity has an internal audit function and the extent to
which internal auditors are involved in monitoring compliance with the speci-
fied requirements. A practitioner should consider the guidance in AU-C section
610, The Auditor's Consideration of the Internal Audit Function in an Audit of
Financial Statements, when addressing the competence and objectivity of in-
ternal auditors, the nature, timing, and extent of work to be performed, and
other related matters. [Revised, December 2012, to reflect conforming changes
necessary due to the issuance of SAS Nos. 122–126.]

Consideration of Internal Control Over Compliance
.45 The practitioner should obtain an understanding of relevant portions

of internal control over compliance sufficient to plan the engagement and to
assess control risk for compliance with specified requirements. In planning the
examination, such knowledge should be used to identify types of potential non-
compliance, to consider factors that affect the risk of material noncompliance,
and to design appropriate tests of compliance.
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.46 A practitioner generally obtains an understanding of the design of
specific controls by performing the following:

a. Inquiries of appropriate management, supervisory, and staff personnel

b. Inspection of the entity's documents

c. Observation of the entity's activities and operations

The nature and extent of procedures a practitioner performs vary from entity
to entity and are influenced by factors such as the following:

• The newness and complexity of the specified requirements

• The practitioner's knowledge of internal control over compliance ob-
tained in previous professional engagements

• The nature of the specified compliance requirements

• An understanding of the industry in which the entity operates

• Judgments about materiality

When seeking to assess control risk below the maximum, the practitioner
should perform tests of controls to obtain evidence to support the assessed level
of control risk.

.47 During the course of an examination engagement, the practitioner
may become aware of significant deficiencies or material weaknesses in the de-
sign or operation of internal control over compliance that could adversely affect
the entity's ability to comply with specified requirements. A practitioner's re-
sponsibility to communicate these deficiencies in an examination of an entity's
compliance with specified requirements is similar to the auditor's responsibil-
ity described in AU-C section 265, Communicating Internal Control Related
Matters Identified in an Audit. If, in a multiple-party arrangement, the practi-
tioner's client is not the responsible party, the practitioner has no responsibility
to communicate significant deficiencies or material weaknesses to the respon-
sible party. For example, if the practitioner is engaged by his or her client to
examine the compliance of another entity, the practitioner has no obligation to
communicate any significant deficiencies or material weaknesses that he or she
becomes aware of to the other entity. However, the practitioner is not precluded
from making such a communication. [Revised, May 2006, to reflect conforming
changes necessary due to the issuance of SAS No. 112. Revised, January 2010,
to reflect conforming changes necessary due to the issuance of SAS No. 115.
Revised, December 2012, to reflect conforming changes necessary due to the
issuance of SAS Nos. 122–126.]

Obtaining Sufficient Evidence
.48 The practitioner should apply procedures to provide reasonable assur-

ance of detecting material noncompliance. Determining these procedures and
evaluating the sufficiency of the evidence obtained are matters of professional
judgment. When exercising such judgment, practitioners should consider the
guidance contained in paragraphs .51–.54 of section 101 and AU-C section 530,
Audit Sampling. [Revised, December 2012, to reflect conforming changes nec-
essary due to the issuance of SAS Nos. 122–126.]

.49 For engagements involving compliance with regulatory requirements,
the practitioner's procedures should include reviewing reports of significant ex-
aminations and related communications between regulatory agencies and the
entity and, when appropriate, making inquiries of the regulatory agencies, in-
cluding inquiries about examinations in progress.
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Consideration of Subsequent Events
.50 The practitioner's consideration of subsequent events in an exami-

nation of an entity's compliance with specified requirements is similar to the
auditor's consideration of subsequent events in a financial statement audit,
as outlined in AU-C section 560, Subsequent Events and Subsequently Discov-
ered Facts. The practitioner should consider information about such events that
comes to his or her attention after the end of the period addressed by the practi-
tioner's report and prior to the issuance of his or her report. [Revised, December
2012, to reflect conforming changes necessary due to the issuance of SAS Nos.
122–126.]

.51 Two types of subsequent events require consideration by the respon-
sible party and evaluation by the practitioner. The first consists of events that
provide additional information about the entity's compliance during the period
addressed by the practitioner's report and may affect the practitioner's report.
For the period from the end of the reporting period (or point in time) to the date
of the practitioner's report, the practitioner should perform procedures to iden-
tify such events that provide additional information about compliance during
the reporting period. Such procedures should include but may not be limited to
inquiring about and considering the following information:

• Relevant internal auditors' reports issued during the subsequent
period

• Other practitioners' reports identifying noncompliance, issued during
the subsequent period

• Regulatory agencies' reports on the entity's noncompliance, issued dur-
ing the subsequent period

• Information about the entity's noncompliance, obtained through other
professional engagements for that entity

.52 The second type consists of noncompliance that occurs subsequent to
the period being reported on but before the date of the practitioner's report.
The practitioner has no responsibility to detect such noncompliance. However,
should the practitioner become aware of such noncompliance, it may be of such
a nature and significance that disclosure of it is required to keep users from
being misled. In such cases, the practitioner should include in his or her report
an explanatory paragraph describing the nature of the noncompliance.

Forming an Opinion
.53 In evaluating whether the entity has complied in all material respects

(or whether the responsible party's assertion about such compliance is stated
fairly in all material respects), the practitioner should consider (a) the nature
and frequency of the noncompliance identified and (b) whether such noncom-
pliance is material relative to the nature of the compliance requirements, as
discussed in paragraph .36.

Reporting
.54 The practitioner may examine and report directly on an entity's com-

pliance (see paragraphs .55–56) or he or she may examine and report on the
responsible party's written assertion (see paragraphs .57–.58 and .61), except
as described in paragraph .64.

.55 The practitioner's examination report on compliance, which is ordi-
narily addressed to the entity, should include the following:
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a. A title that includes the word independent

b. Identification of the specified compliance requirements, including the
period covered, and of the responsible party9

c. A statement that compliance with the specified requirements is the
responsibility of the entity's management

d. A statement that the practitioner's responsibility is to express an opin-
ion on the entity's compliance with those requirements based on his or
her examination

e. A statement that the examination was conducted in accordance with
attestation standards established by the American Institute of Certi-
fied Public Accountants and, accordingly, included examining, on a test
basis, evidence about the entity's compliance with those requirements
and performing such other procedures as the practitioner considered
necessary in the circumstances

f. A statement that the practitioner believes the examination provides a
reasonable basis for his or her opinion

g. A statement that the examination does not provide a legal determina-
tion on the entity's compliance

h. The practitioner's opinion on whether the entity complied, in all ma-
terial respects, with specified requirements based on the specified
criteria10 (See paragraph .64 for reporting on material noncompli-
ance.)

i. A statement restricting the use of the report to the specified par-
ties (see the fourth reporting standard)11 under the following circum-
stances (See also paragraph .13.):

• When the criteria used to evaluate compliance are determined by
the practitioner to be appropriate only for a limited number of
parties who either participated in their establishment or can be
presumed to have an adequate understanding of the criteria.

• When the criteria used to evaluate compliance are available only
to the specified parties

j. The manual or printed signature of the practitioner's firm

k. The date of the examination report

.56 The following is the form of report a practitioner should use when he
or she is expressing an opinion on an entity's compliance with specified require-
ments during a period of time.

9 A practitioner also may be engaged to report on an entity's compliance with specified require-
ments as of point in time. In this case, the illustrative reports in this section should be adapted as
appropriate.

10 Frequently, criteria will be contained in the compliance requirements, in which case it is not
necessary to repeat the criteria in the practitioner's report; however, if the criteria are not included
in the compliance requirement, the practitioner's report should identify the criteria. For example, if a
compliance requirement is to "maintain $25,000 in capital," it would not be necessary to identify the
$25,000 in the report; however, if the requirement is to "maintain adequate capital," the practitioner
should identify the criteria used to define adequate.

11 In certain situations, however, criteria that have been specified by management and other
report users may be suitable for general use.
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Independent Accountant's Report

[Introductory paragraph]

We have examined [name of entity]'s compliance with [list specified compliance
requirements] during the [period] ended [date]. Management is responsible for
[name of entity]'s compliance with those requirements. Our responsibility is to
express an opinion on [name of entity]'s compliance based on our examination.

[Scope paragraph]

Our examination was conducted in accordance with attestation standards es-
tablished by the American Institute of Certified Public Accountants and, ac-
cordingly, included examining, on a test basis, evidence about [name of entity]'s
compliance with those requirements and performing such other procedures as
we considered necessary in the circumstances. We believe that our examina-
tion provides a reasonable basis for our opinion. Our examination does not
provide a legal determination on [name of entity]'s compliance with specified
requirements.

[Opinion paragraph]

In our opinion, [name of entity] complied, in all material respects, with the afore-
mentioned requirements for the year ended December 31, 20XX.12

[Signature]

[Date]

.57 The practitioner's examination report on an entity's assertion about
compliance with specified requirements, which is ordinarily addressed to the
entity, should include the following:

a. A title that includes the word independent

b. Identification of the responsible party's assertion about the entity's
compliance with specified requirements, including the period covered
by the responsible party's assertion, and of the responsible party
(When the responsible party's assertion does not accompany the prac-
titioner's report, the first paragraph of the report should also contain
a statement of the responsible party's assertion.)13

c. A statement that compliance with the requirements is the responsibil-
ity of the entity's management

d. A statement that the practitioner's responsibility is to express an opin-
ion on the responsible party's assertion on the entity's compliance with
those requirements based on his or her examination

e. A statement that the examination was conducted in accordance with
attestation standards established by the American Institute of Certi-
fied Public Accountants and, accordingly, included examining, on a test
basis, evidence about the entity's compliance with those requirements
and performing such other procedures as the practitioner considered
necessary in the circumstances

12 If it is necessary to identify criteria (see footnote 10), the criteria should be identified in the
opinion paragraph (for example, "... in all material respects, based on the criteria set forth in Attach-
ment 1").

13 A practitioner also may be engaged to report on the responsible party's assertion about an
entity's compliance with specified requirements as of a point in time. In this case, the illustrative
reports in this section should be adapted as appropriate.
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f. A statement that the practitioner believes the examination provides a
reasonable basis for his or her opinion

g. A statement that the examination does not provide a legal determina-
tion on the entity's compliance

h. The practitioner's opinion on whether the responsible party's assertion
about compliance with specified requirements is fairly stated in all
material respects based on the specified criteria14 (See paragraph .64
for reporting on material noncompliance.)

i. A statement restricting the use of the report to the specified parties
(see the fourth reporting standard)15,16 under the following circum-
stances:

• When the criteria used to evaluate compliance are determined by
the practitioner to be appropriate only for a limited number of
parties who either participated in their establishment or can be
presumed to have an adequate understanding of the criteria

• When the criteria used to evaluate compliance are available only
to the specified parties

j. The manual or printed signature of the practitioner's firm

k. The date of the examination report

.58 The following is the form of report that a practitioner should use when
expressing an opinion on management's assertion about compliance with spec-
ified requirements.

Independent Accountant's Report

[Introductory paragraph]

We have examined management's assertion, included in the accompanying [ti-
tle of management report], that [name of entity] complied with [list specified
compliance requirements] during the [period] ended [date].17,18 Management
is responsible for [name of entity]'s compliance with those requirements. Our
responsibility is to express an opinion on management's assertion about [name
of entity]'s compliance based on our examination.

[Standard scope paragraph]

[Opinion paragraph]

14 Frequently, criteria will be contained in the compliance requirements, in which case it is not
necessary to repeat the criteria in the practitioner's report; however, if the criteria are not included
in the compliance requirement, the practitioner's report should identify the criteria. For example, if a
compliance requirement is to "maintain $25,000 in capital," it would not be necessary to identify the
$25,000 in the report; however, if the requirement is to "maintain adequate capital," the practitioner
should identify the criteria used to define adequate.

15 Although a practitioner's report may be appropriate for general use, the practitioner is not
precluded from restricting the use of the report.

16 In certain situations, however, criteria that have been specified by management and other
report users may be suitable for general use.

17 The practitioner should identify the management report examined by reference to the report
title used by management in its report. Further, he or she should use the same description of compli-
ance requirements as management uses in its report.

18 If management's assertion is stated in the practitioner's report and does not accompany the
practitioner's report, the phrase "included in the accompanying [title of management report]" would
be omitted.
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In our opinion, management's assertion that [name of entity] complied with the
aforementioned requirements during the [period] ended [date] is fairly stated,
in all material respects.19

[Signature]

[Date]

.59 Evaluating compliance with certain requirements may require inter-
pretation of the laws, regulations, rules, contracts, or grants that establish those
requirements. In such situations, the practitioner should consider whether he
or she is provided with the suitable criteria required to evaluate compliance un-
der the third general attestation standard. If these interpretations are signifi-
cant, the practitioner may include a paragraph stating the description and the
source of interpretations made by the entity's management. The following is an
example of such a paragraph, which should directly follow the scope paragraph:

We have been informed that, under [name of entity]'s interpretation of [iden-
tify the compliance requirement], [explain the source and nature of the relevant
interpretation].

.60 The date of completion of the examination procedures should be used
as the date of the practitioner's report.

.61 Nothing precludes the practitioner from examining an assertion but
opining directly on compliance.

.62 Paragraphs .78–.83 of section 101 provide guidance on restricting the
use of an attest report. Nothing in this section precludes the practitioner from
restricting the use of the report. For example, if the practitioner is asked by
a client to examine another entity's compliance with certain regulations, he or
she may want to restrict the use of the report to the client since the practitioner
has no control over how the report may be used by the other entity.

Report Modifications
.63 The practitioner should modify the standard report described in para-

graphs .55 and .57, if any of the following conditions exist.

• There is material noncompliance with specified requirements (para-
graphs .64–.67).

• There is a restriction on the scope of the engagement.20

• The practitioner decides to refer to the report of another practitioner
as the basis, in part, for the practitioner's report.21

Material Noncompliance
.64 When an examination of an entity's compliance with specified require-

ments discloses noncompliance with the applicable requirements that the prac-
titioner believes have a material effect on the entity's compliance, the practi-
tioner should modify the report and, to most effectively communicate with the
reader of the report, should state his or her opinion on the entity's specified
compliance requirements, not on the responsible party's assertion.

19 If it is necessary to identify criteria (see footnote 10), the criteria should be identified in
the opinion paragraph (for example, "...in all material respects, based on the criteria set forth in
Attachment 1").

20 The practitioner should refer to paragraphs .73–.74 of section 101 for guidance on scope re-
strictions.

21 The practitioner should refer to paragraphs .122–.125 of section 501 for guidance on an opinion
based in part on the report of another practitioner and adapt such guidance to the standard reports
in this section.
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.65 The following is the form of report, modified with explanatory lan-
guage, that a practitioner should use when he or she has concluded that a qual-
ified opinion is appropriate under the circumstances. It has been assumed that
the practitioner has determined that the specified compliance requirements are
both suitable for general use and available to users as discussed in paragraphs
.23–.33 of section 101, and, therefore, that a restricted use paragraph is not
required.

Independent Accountant's Report

[Introductory paragraph]

We have examined [name of entity]'s compliance with [list specified compliance
requirements] for the [period] ended [date]. Management is responsible for com-
pliance with those requirements. Our responsibility is to express an opinion on
[name of entity]'s compliance based on our examination.

[Standard scope paragraph]

[Explanatory paragraph]

Our examination disclosed the following material noncompliance with [type
of compliance requirement] applicable to [name of entity] during the [period]
ended [date]. [Describe noncompliance.]

[Opinion paragraph]

In our opinion, except for the material noncompliance described in the third
paragraph, [name of entity] complied, in all material respects, with the afore-
mentioned requirements for the [period] ended [date].

[Signature]

[Date]

.66 The following is the form of report, modified with explanatory lan-
guage, that a practitioner should use when he or she concludes that an adverse
opinion is appropriate in the circumstances. The practitioner has determined
that the specified compliance requirements are both suitable for general use
and available to users as discussed in paragraphs .23–.33 of section 101.

Independent Accountant's Report

[Introductory paragraph]

We have examined [name of entity]'s compliance with [list specified compliance
requirements] for the [period] ended [date]. Management is responsible for com-
pliance with those requirements. Our responsibility is to express an opinion on
[name of entity]'s compliance based on our examination.

[Standard scope paragraph]

[Explanatory paragraph]

Our examination disclosed the following material noncompliance with [type
of compliance requirement] applicable to [name of entity] during the [period]
ended [date]. [Describe noncompliance.]

[Opinion paragraph]

In our opinion, because of the effect of the noncompliance described in the third
paragraph, [name of entity] has not complied with the aforementioned require-
ments for the [period] ended [date].

[Signature]

[Date]
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.67 If the practitioner's report on his or her examination of the entity's
compliance with specified requirements is included in a document that also in-
cludes his or her audit report on the entity's financial statements, the following
sentence should be included in the paragraph of an examination report that
describes material noncompliance.

These conditions were considered in determining the nature, timing, and ex-
tent of audit tests applied in our audit of the 20XX financial statements, and
this report does not affect our report dated [date of report] on those financial
statements.

The practitioner also may include the preceding sentence when the two reports
are not included within the same document.

Representation Letter
.68 In an examination engagement or an agreed-upon procedures engage-

ment, the practitioner should obtain written representations from the respon-
sible party—22

a. Acknowledging the responsible party's responsibility for complying
with the specified requirements.

b. Acknowledging the responsible party's responsibility for establishing
and maintaining effective internal control over compliance.

c. Stating that the responsible party has performed an evaluation of (1)
the entity's compliance with specified requirements or (2) the entity's
controls for ensuring compliance and detecting noncompliance with
requirements, as applicable.

d. Stating the responsible party's assertion about the entity's compliance
with the specified requirements or about the effectiveness of internal
control over compliance, as applicable, based on the stated or estab-
lished criteria.

e. Stating that the responsible party has disclosed to the practitioner all
known noncompliance.

f. State that the responsible party has made available all documentation
related to compliance with the specified requirements.

g. Stating the responsible party's interpretation of any compliance re-
quirements that have varying interpretations.

h. State that the responsible party has disclosed any communications
from regulatory agencies, internal auditors, and other practitioners
concerning possible noncompliance with the specified requirements,
including communications received between the end of the period ad-
dressed in the written assertion and the date of the practitioner's
report.

i. Stating that the responsible party has disclosed any known noncompli-
ance occurring subsequent to the period for which, or date as of which,
the responsible party selects to make its assertion.

22 Paragraph .21 of AU-C section 580, Written Representations, states that the written represen-
tations should be in the form of a representation letter addressed to the auditor. [Footnote revised,
December 2012, to reflect conforming changes necessary due to the issuance of SAS Nos. 122–126.]
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.69 The responsible party's refusal to furnish all appropriate written rep-
resentations in an examination engagement constitutes a limitation on the
scope of the engagement sufficient to preclude an unqualified opinion and is or-
dinarily sufficient to cause the practitioner to disclaim an opinion or withdraw
from the engagement. However, based on the nature of the representations not
obtained or the circumstances of the refusal, the practitioner may conclude in
an examination engagement that a qualified opinion is appropriate. When the
practitioner is performing agreed-upon procedures and the practitioner's client
is the responsible party, the responsible party's refusal to furnish all appropri-
ate written representations constitutes a limitation on the scope of the engage-
ment sufficient to cause the practitioner to withdraw. When the practitioner's
client is not the responsible party, the practitioner is not required to withdraw
but should consider the effects of the responsible party's refusal on his or her
report. Further, the practitioner should consider the effects of the responsible
party's refusal on his or her ability to rely on other representations of the re-
sponsible party.

.70 When the practitioner's client is not the responsible party, the prac-
titioner may also want to obtain written representations from the client. For
example, when a practitioner's client has entered into a contract with a third
party (responsible party) and the practitioner is engaged to examine the re-
sponsible party's compliance with that contract, the practitioner may want to
obtain written representations from his or her client as to their knowledge of
any noncompliance.

Other Information in a Client-Prepared Document
Containing Management’s Assertion About the Entity’s
Compliance With Specified Requirements or the
Effectiveness of the Internal Control Over Compliance

.71 An entity may publish various documents that contain information
(referred to as other information) in addition to the practitioner's attest report
on either (a) the entity's compliance with specified requirements or (b) the ef-
fectiveness of the entity's internal control over compliance or written assertion
thereon. Paragraphs .91–.94 of section 101 provide guidance to the practitioner
if the other information is contained in either of the following:

a. Annual reports to holders of securities or beneficial interests, annual
reports of organizations for charitable or philanthropic purposes dis-
tributed to the public, and annual reports filed with regulatory author-
ities under the 1934 Act

b. Other documents to which the practitioner, at the client's request, de-
votes attention

Effective Date
.72 This section is effective when the subject matter or assertion is as of

or for a period ending on or after June 1, 2001. Early application is permitted.

©2016, AICPA AT §601.72

Direct Testimony of William D. Yates, CPA, Case 17-E-0459, 17-G-0460 - Exhibit ___(WDY-05) 
Page 45 of 63



Agreed-Upon Procedures Engagements 1451

AT Section 201

Agreed-Upon Procedures Engagements

Source: SSAE No. 10; SSAE No. 11.

Effective when the subject matter or assertion is as of or for a period ending on or
after June 1, 2001, unless otherwise indicated.

Introduction and Applicability
.01 This section sets forth attestation standards and provides guidance to

a practitioner concerning performance and reporting in all agreed-upon proce-
dures engagements, except as noted in paragraph .02. A practitioner also should
refer to the following sections of this Statement on Standards for Attestation
Engagements (SSAE), which provide additional guidance for certain types of
agreed-upon procedures engagements:

a. Section 301, Financial Forecasts and Projections
b. Section 601, Compliance Attestation

.02 This section does not apply to the following:1

a. Situations in which an auditor reports on specified compliance require-
ments based solely on an audit of financial statements, as addressed in
AU-C section 806, Reporting on Compliance With Aspects of Contractual
Agreements or Regulatory Requirements in Connection With Audited Fi-
nancial Statements

b. Engagements for which the objective is to report in accordance with AU-
C section 935, Compliance Audits, unless the terms of the engagement
specify that the engagement be performed pursuant to SSAEs

c. Engagements covered by AU-C section 920, Letters for Underwriters
and Certain Other Requesting Parties

d. Certain professional services that would not be considered as falling
under this section as described in paragraph .04 of section 101, Attest
Engagements

[Revised, December 2010, to reflect conforming changes necessary due to the
issuance of SAS No. 117. Revised, August 2011, to reflect conforming changes
necessary due to the issuance of SSAE No. 16. Revised, December 2012, to re-
flect conforming changes necessary due to the issuance of SAS Nos. 122–126.]

Agreed-Upon Procedures Engagements
.03 An agreed-upon procedures engagement is one in which a practitioner

is engaged by a client to issue a report of findings based on specific procedures
performed on subject matter. The client engages the practitioner to assist spec-
ified parties in evaluating subject matter or an assertion as a result of a need

1 Interpretation No. 2, "Responding to Requests for Reports on Matters Relating to Solvency,"
of section 101, Attest Engagements (sec. 9101 par. .23–.33), prohibits the performance of any attest
engagements concerning matters of solvency or insolvency.
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or needs of the specified parties.2 Because the specified parties require that
findings be independently derived, the services of a practitioner are obtained to
perform procedures and report his or her findings. The specified parties and the
practitioner agree upon the procedures to be performed by the practitioner that
the specified parties believe are appropriate. Because the needs of the specified
parties may vary widely, the nature, timing, and extent of the agreed-upon pro-
cedures may vary as well; consequently, the specified parties assume responsi-
bility for the sufficiency of the procedures since they best understand their own
needs. In an engagement performed under this section, the practitioner does
not perform an examination or a review, as discussed in section 101, and does
not provide an opinion or negative assurance.3 (See paragraph .24.) Instead,
the practitioner's report on agreed-upon procedures should be in the form of
procedures and findings. (See paragraph .31.)

.04 As a consequence of the role of the specified parties in agreeing upon
the procedures performed or to be performed, a practitioner's report on such
engagements should clearly indicate that its use is restricted to those specified
parties.4 Those specified parties, including the client, are hereinafter referred
to as specified parties.

Standards
.05 The general, fieldwork, and reporting standards for attestation engage-

ments as established in section 50, SSAE Hierarchy, together with interpre-
tive guidance regarding their application as addressed throughout this section,
should be followed by the practitioner in performing and reporting on agreed-
upon procedures engagements. [Revised, November 2006, to reflect conforming
changes necessary due to the issuance of SSAE No. 14.]

Conditions for Engagement Performance
.06 The practitioner may perform an agreed-upon procedures attest en-

gagement provided that—

a. The practitioner is independent.

b. One of the following conditions is met.

(1) The party wishing to engage the practitioner is responsible for the
subject matter, or has a reasonable basis for providing a written
assertion about the subject matter when the nature of the sub-
ject matter is such that a responsible party does not otherwise
exist.

(2) The party wishing to engage the practitioner is not responsible for
the subject matter but is able to provide the practitioner, or have
a third party who is responsible for the subject matter provide
the practitioner with evidence of the third party's responsibility
for the subject matter.

c. The practitioner and the specified parties agree upon the procedures
performed or to be performed by the practitioner.

2 See paragraphs .08–.09 for a discussion of subject matter and assertion.
3 For guidance on expressing an opinion on specified elements, accounts, or items of a financial

statement based on an audit, see AU-C section 805, Special Considerations—Audits of Single Finan-
cial Statements and Specific Elements, Accounts, or Items of a Financial Statement. [Footnote revised,
December 2012, to reflect conforming changes necessary due to the issuance of SAS Nos. 122–126.]

4 See paragraphs .78–.83 of section 101 for additional guidance regarding restricted-use reports.
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d. The specified parties take responsibility for the sufficiency of the
agreed-upon procedures for their purposes.

e. The specific subject matter to which the procedures are to be applied
is subject to reasonably consistent measurement.

f. Criteria to be used in the determination of findings are agreed upon
between the practitioner and the specified parties.

g. The procedures to be applied to the specific subject matter are expected
to result in reasonably consistent findings using the criteria.

h. Evidential matter related to the specific subject matter to which the
procedures are applied is expected to exist to provide a reasonable ba-
sis for expressing the findings in the practitioner's report.

i. Where applicable, the practitioner and the specified parties agree on
any materiality limits for reporting purposes. (See paragraph .25.)

j. Use of the report is restricted to the specified parties.

k. For agreed-upon procedures engagements on prospective financial in-
formation, the prospective financial statements include a summary of
significant assumptions. (See paragraph .52 of section 301.)

Agreement on and Sufficiency of Procedures
.07 To satisfy the requirements that the practitioner and the specified

parties agree upon the procedures performed or to be performed and that the
specified parties take responsibility for the sufficiency of the agreed-upon pro-
cedures for their purposes, ordinarily the practitioner should communicate di-
rectly with and obtain affirmative acknowledgment from each of the specified
parties. For example, this may be accomplished by meeting with the specified
parties or by distributing a draft of the anticipated report or a copy of an en-
gagement letter to the specified parties and obtaining their agreement. If the
practitioner is not able to communicate directly with all of the specified parties,
the practitioner may satisfy these requirements by applying any one or more
of the following or similar procedures.

• Compare the procedures to be applied to written requirements of the
specified parties.

• Discuss the procedures to be applied with appropriate representatives
of the specified parties involved.

• Review relevant contracts with or correspondence from the specified
parties.

The practitioner should not report on an engagement when specified parties
do not agree upon the procedures performed or to be performed and do not
take responsibility for the sufficiency of the procedures for their purposes. (See
paragraph .36 for guidance on satisfying these requirements when the prac-
titioner is requested to add other parties as specified parties after the date of
completion of the agreed-upon procedures.)

Subject Matter and Related Assertions
.08 The subject matter of an agreed-upon procedures engagement may

take many different forms and may be at a point in time or covering a period of
time. In an agreed-upon procedures engagement, it is the specific subject mat-
ter to which the agreed-upon procedures are to be applied using the criteria
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selected. Even though the procedures are agreed upon between the practitioner
and the specified parties, the subject matter and the criteria must meet the
conditions set forth in the third general standard. (See paragraphs .23–.24 of
section 101.) The criteria against which the specific subject matter needs to be
measured may be recited within the procedures enumerated or referred to in
the practitioner's report.

.09 An assertion is any declaration or set of declarations about whether
the subject matter is based on or in conformity with the criteria selected. A
written assertion is generally not required in an agreed-upon procedures en-
gagement unless specifically required by another attest standard (for example,
see paragraph .11 of section 601). If, however, the practitioner requests the re-
sponsible party to provide an assertion, the assertion may be presented in a
representation letter or another written communication from the responsible
party, such as in a statement, narrative description, or schedule appropriately
identifying what is being presented and the point in time or the period of time
covered.

Establishing an Understanding With the Client
.10 The practitioner should establish an understanding with the client re-

garding the services to be performed. When the practitioner documents the un-
derstanding through a written communication with the client (an engagement
letter), such communication should be addressed to the client, and in some cir-
cumstances also to all specified parties. Matters that might be included in such
an understanding include the following:

• The nature of the engagement

• Identification of the subject matter (or the assertion related thereto),
the responsible party, and the criteria to be used

• Identification of specified parties (See paragraph .36.)

• Specified parties' acknowledgment of their responsibility for the suffi-
ciency of the procedures

• Responsibilities of the practitioner (See paragraphs .12–.14 and .40.)

• Reference to attestation standards established by the American Insti-
tute of Certified Public Accountants (AICPA)

• Agreement on procedures by enumerating (or referring to) the proce-
dures (See paragraphs .15–.18.)

• Disclaimers expected to be included in the practitioner's report

• Use restrictions

• Assistance to be provided to the practitioner (See paragraphs .22–.23.)

• Involvement of a specialist (See paragraphs .19–.21.)

• Agreed-upon materiality limits (See paragraph .25.)
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Nature, Timing, and Extent of Procedures

Responsibility of the Specified Parties
.11 Specified parties are responsible for the sufficiency (nature, timing,

and extent) of the agreed-upon procedures because they best understand their
own needs. The specified parties assume the risk that such procedures might
be insufficient for their purposes. In addition, the specified parties assume the
risk that they might misunderstand or otherwise inappropriately use findings
properly reported by the practitioner.

Practitioner’s Responsibility
.12 The responsibility of the practitioner is to carry out the procedures

and report the findings in accordance with the general, fieldwork, and report-
ing standards as discussed and interpreted in this section. The practitioner
assumes the risk that misapplication of the procedures may result in inappro-
priate findings being reported. Furthermore, the practitioner assumes the risk
that appropriate findings may not be reported or may be reported inaccurately.
The practitioner's risks can be reduced through adequate planning and super-
vision and due professional care in performing the procedures, determining the
findings, and preparing the report.

.13 The practitioner should have adequate knowledge in the specific sub-
ject matter to which the agreed-upon procedures are to be applied. He or she
may obtain such knowledge through formal or continuing education, practical
experience, or consultation with others.5

.14 The practitioner has no responsibility to determine the differences be-
tween the agreed-upon procedures to be performed and the procedures that the
practitioner would have determined to be necessary had he or she been engaged
to perform another form of attest engagement. The procedures that the practi-
tioner agrees to perform pursuant to an agreed-upon procedures engagement
may be more or less extensive than the procedures that the practitioner would
determine to be necessary had he or she been engaged to perform another form
of engagement.

Procedures to Be Performed
.15 The procedures that the practitioner and specified parties agree upon

may be as limited or as extensive as the specified parties desire. However, mere
reading of an assertion or specified information about the subject matter does
not constitute a procedure sufficient to permit a practitioner to report on the
results of applying agreed-upon procedures. In some circumstances, the proce-
dures agreed upon evolve or are modified over the course of the engagement. In
general, there is flexibility in determining the procedures as long as the speci-
fied parties acknowledge responsibility for the sufficiency of such procedures for
their purposes. Matters that should be agreed upon include the nature, timing,
and extent of the procedures.

5 Paragraphs .19–.20 of section 601 provide guidance about obtaining an understanding of certain
requirements in an agreed-upon procedures engagement on compliance.
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.16 The practitioner should not agree to perform procedures that are
overly subjective and thus possibly open to varying interpretations. Terms
of uncertain meaning (such as general review, limited review, check, or test)
should not be used in describing the procedures unless such terms are defined
within the agreed-upon procedures. The practitioner should obtain evidential
matter from applying the agreed-upon procedures to provide a reasonable basis
for the finding or findings expressed in his or her report, but need not perform
additional procedures outside the scope of the engagement to gather additional
evidential matter.

.17 Examples of appropriate procedures include the following:

• Execution of a sampling application after agreeing on relevant param-
eters

• Inspection of specified documents evidencing certain types of transac-
tions or detailed attributes thereof

• Confirmation of specific information with third parties

• Comparison of documents, schedules, or analyses with certain speci-
fied attributes

• Performance of specific procedures on work performed by others (in-
cluding the work of internal auditors—see paragraphs .22–.23)

• Performance of mathematical computations

.18 Examples of inappropriate procedures include the following:

• Mere reading of the work performed by others solely to describe their
findings

• Evaluating the competency or objectivity of another party

• Obtaining an understanding about a particular subject

• Interpreting documents outside the scope of the practitioner's profes-
sional expertise

Involvement of a Specialist 6

.19 The practitioner's education and experience enable him or her to be
knowledgeable about business matters in general, but he or she is not expected
to have the expertise of a person trained for or qualified to engage in the prac-
tice of another profession or occupation. In certain circumstances, it may be
appropriate to involve a specialist to assist the practitioner in the performance
of one or more procedures. The following are examples.

• An attorney might provide assistance concerning the interpretation
of legal terminology involving laws, regulations, rules, contracts, or
grants.

• A medical specialist might provide assistance in understanding the
characteristics of diagnosis codes documented in patient medical
records.

• An environmental engineer might provide assistance in interpreting
environmental remedial action regulatory directives that may affect

6 A specialist is a person (or firm) possessing skill or knowledge in a particular field other than the
attest function. As used herein, a specialist does not include a person employed by the practitioner's
firm who participates in the attest engagement.
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the agreed-upon procedures applied to an environmental liabilities ac-
count in a financial statement.

• A geologist might provide assistance in distinguishing between vary-
ing physical characteristics of a generic minerals group related to in-
formation to which the agreed-upon procedures are applied.

.20 The practitioner and the specified parties should explicitly agree to
the involvement of the specialist in assisting a practitioner in the performance
of an agreed-upon procedures engagement. This agreement may be reached
when obtaining agreement on the procedures performed or to be performed
and acknowledgment of responsibility for the sufficiency of the procedures, as
discussed in paragraph .07. The practitioner's report should describe the nature
of the assistance provided by the specialist.

.21 A practitioner may agree to apply procedures to the report or work
product of a specialist that does not constitute assistance by the specialist to
the practitioner in an agreed-upon procedures engagement. For example, the
practitioner may make reference to information contained in a report of a spe-
cialist in describing an agreed-upon procedure. However, it is inappropriate for
the practitioner to agree to merely read the specialist's report solely to describe
or repeat the findings, or to take responsibility for all or a portion of any proce-
dures performed by a specialist or the specialist's work product.

Internal Auditors and Other Personnel
.22 The agreed-upon procedures to be enumerated or referred to in the

practitioner's report are to be performed entirely by the practitioner except as
discussed in paragraphs .19–.21.7 However, internal auditors or other person-
nel may prepare schedules and accumulate data or provide other information
for the practitioner's use in performing the agreed-upon procedures. Also, inter-
nal auditors may perform and report separately on procedures that they have
carried out. Such procedures may be similar to those that a practitioner may
perform under this section.

.23 A practitioner may agree to perform procedures on information doc-
umented in the working papers of internal auditors. For example, the practi-
tioner may agree to—

• Repeat all or some of the procedures.

• Determine whether the internal auditors' working papers contain doc-
umentation of procedures performed and whether the findings docu-
mented in the working papers are presented in a report by the internal
auditors.

However, it is inappropriate for the practitioner to—

• Agree to merely read the internal auditors' report solely to describe or
repeat their findings.

• Take responsibility for all or a portion of any procedures performed by
internal auditors by reporting those findings as the practitioner's own.

• Report in any manner that implies shared responsibility for the pro-
cedures with the internal auditors.

7 AU-C section 610, The Auditor's Consideration of the Internal Audit Function in an Audit of
Financial Statements, does not apply to agreed-upon procedures engagements. [Footnote revised, De-
cember 2012, to reflect conforming changes necessary due to the issuance of SAS Nos. 122–126.]
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Findings
.24 A practitioner should present the results of applying agreed-upon

procedures to specific subject matter in the form of findings. The practitioner
should not provide negative assurance about whether the subject matter or
the assertion is fairly stated based on the criteria. For example, the practi-
tioner should not include a statement in his or her report that "nothing came
to my attention that caused me to believe that the [identify subject matter] is
not presented based on [or the assertion is not fairly stated based on] [identify
criteria]."

.25 The practitioner should report all findings from application of the
agreed-upon procedures. The concept of materiality does not apply to findings
to be reported in an agreed-upon procedures engagement unless the definition
of materiality is agreed to by the specified parties. Any agreed-upon materiality
limits should be described in the practitioner's report.

.26 The practitioner should avoid vague or ambiguous language in report-
ing findings. Examples of appropriate and inappropriate descriptions of find-
ings resulting from the application of certain agreed-upon procedures follow.

Procedures
Agreed Upon

Appropriate
Description of

Findings

Inappropriate
Description of

Findings
Inspect the shipment
dates for a sample
(agreed-upon) of
specified shipping
documents, and
determine whether any
such dates were
subsequent to
December 31, 20XX.

No shipment dates
shown on the sample of
shipping documents
were subsequent to
December 31, 20XX.

Nothing came to my
attention as a result of
applying that
procedure.

Calculate the number
of blocks of streets
paved during the year
ended September 30,
20XX, shown on
contractors' certificates
of project completion;
compare the resultant
number to the number
in an identified chart of
performance statistics.

The number of blocks of
streets paved in the
chart of performance
statistics was Y blocks
more than the number
calculated from the
contractors' certificates
of project completion.

The number of blocks of
streets paved
approximated the
number of blocks
included in the chart of
performance statistics.

Calculate the rate of
return on a specified
investment (according
to an agreed-upon
formula) and verify
that the resultant
percentage agrees to
the percentage in an
identified schedule.

No exceptions were
found as a result of
applying the procedure.

The resultant
percentage
approximated the
predetermined
percentage in the
identified schedule.
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Procedures
Agreed Upon

Appropriate
Description of

Findings

Inappropriate
Description of

Findings
Inspect the quality
standards classification
codes in identified
performance test
documents for products
produced during a
specified period;
compare such codes to
those shown in an
identified computer
printout.

All classification codes
inspected in the
identified documents
were the same as those
shown in the computer
printout except for the
following:

[List all exceptions.]

All classification codes
appeared to comply
with such performance
documents.

Trace all outstanding
checks appearing on a
bank reconciliation as
of a certain date to
checks cleared in the
bank statement of the
subsequent month.

All outstanding checks
appearing on the bank
reconciliation were
cleared in the
subsequent month's
bank statement except
for the following:

[List all exceptions.]

Nothing came to my
attention as a result of
applying the procedure.

Compare the amounts
of the invoices included
in the "over ninety
days" column shown in
an identified schedule
of aged accounts
receivable of a specific
customer as of a certain
date to the amount and
invoice date shown on
the outstanding invoice
and determine whether
or not the invoice dates
precede the date
indicated on the
schedule by more than
ninety days.

All outstanding invoice
amounts agreed with
the amounts shown on
the schedule in the
"over ninety days"
column, and the dates
shown on such invoices
preceded the date
indicated on the
schedule by more than
ninety days.

The outstanding invoice
amounts agreed within
approximation of the
amounts shown on the
schedule in the "over
ninety days" column,
and nothing came to
our attention that the
dates shown on such
invoices preceded the
date indicated on the
schedule by more than
ninety days.

Working Papers
[.27–.30] [Paragraphs deleted by the issuance of SSAE No. 11, January

2002.][8–9]

[8–9] [Footnotes deleted by the issuance of SSAE No. 11, January 2002.]
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Reporting

Required Elements
.31 The practitioner's report on agreed-upon procedures should be in the

form of procedures and findings. The practitioner's report should contain the
following elements:

a. A title that includes the word independent

b. Identification of the specified parties (See paragraph .36.)

c. Identification of the subject matter10 (or the written assertion related
thereto) and the character of the engagement

d. Identification of the responsible party

e. A statement that the subject matter is the responsibility of the respon-
sible party

f. A statement that the procedures performed were those agreed to by
the specified parties identified in the report

g. A statement that the agreed-upon procedures engagement was con-
ducted in accordance with attestation standards established by the
AICPA

h. A statement that the sufficiency of the procedures is solely the respon-
sibility of the specified parties and a disclaimer of responsibility for
the sufficiency of those procedures

i. A list of the procedures performed (or reference thereto) and related
findings (The practitioner should not provide negative assurance—see
paragraph .24.)

j. Where applicable, a description of any agreed-upon materiality limits
(See paragraph .25.)

k. A statement that the practitioner was not engaged to and did not con-
duct an examination 11,12 of the subject matter, the objective of which
would be the expression of an opinion, a disclaimer of opinion on the
subject matter, and a statement that if the practitioner had performed

10 In some agreed-upon procedures engagements, the practitioner may be asked to apply agreed-
upon procedures to more than one subject matter or assertion. In these engagements, the practitioner
may issue one report that refers to all subject matter covered or assertions presented. (For example,
see paragraph .28 of section 601.)

11 If the practitioner also wishes to refer to a review, alternate wording would be as follows.
A statement that the practitioner was not engaged to and did not conduct an examination
or a review of the subject matter, the objectives of which would be the expression of an
opinion or limited assurance, a disclaimer of opinion on the subject matter, and a statement
that if the practitioner had performed additional procedures, other matters might have
come to his or her attention that would have been reported.

12 If the subject matter consists of elements, accounts, or items of a financial statement, this
statement may be worded as follows.

We were not engaged to and did not conduct an audit [or a review], the objective of which
would be the expression of an opinion [or limited assurance] on the [identify elements,
accounts, or items of a financial statement]. Accordingly, we do not express such an opinion
[or limited assurance].

Alternatively, the wording may be the following.
These agreed-upon procedures do not constitute an audit [or a review] of financial state-
ments or any part thereof, the objective of which is the expression of opinion [or limited
assurance] on the financial statements or a part thereof.

AT §201.31 ©2016, AICPA

Direct Testimony of William D. Yates, CPA, Case 17-E-0459, 17-G-0460 - Exhibit ___(WDY-05) 
Page 55 of 63



Agreed-Upon Procedures Engagements 1461

additional procedures, other matters might have come to his or her
attention that would have been reported[13]

l. A statement of restrictions on the use of the report because it is in-
tended to be used solely by the specified parties14

m. Where applicable, reservations or restrictions concerning procedures
or findings as discussed in paragraphs .33, .35, and .39–.40

n. For an agreed-upon procedures engagement on prospective financial
information, all items included in paragraph .55 of section 301

o. Where applicable, a description of the nature of the assistance pro-
vided by a specialist as discussed in paragraphs .19–.21

p. The manual or printed signature of the practitioner's firm
q. The date of the report

Illustrative Report
.32 The following is an illustration of an agreed-upon procedures report.

Independent Accountant's Report
on Applying Agreed-Upon Procedures

To the Audit Committees and Managements of ABC Inc. and XYZ Fund:

We have performed the procedures enumerated below, which were agreed to
by the audit committees and managements of ABC Inc. and XYZ Fund, solely
to assist you in evaluating the accompanying Statement of Investment Per-
formance Statistics of XYZ Fund (prepared in accordance with the criteria
specified therein) for the year ended December 31, 20X1. XYZ Fund's man-
agement is responsible for the statement of investment performance statistics.
This agreed-upon procedures engagement was conducted in accordance with
attestation standards established by the American Institute of Certified Pub-
lic Accountants. The sufficiency of these procedures is solely the responsibility
of those parties specified in this report. Consequently, we make no representa-
tion regarding the sufficiency of the procedures described below either for the
purpose for which this report has been requested or for any other purpose.

[Include paragraphs to enumerate procedures and findings.]

We were not engaged to and did not conduct an examination, the objective of
which would be the expression of an opinion on the accompanying Statement of
Investment Performance Statistics of XYZ Fund. Accordingly, we do not express
such an opinion. Had we performed additional procedures, other matters might
have come to our attention that would have been reported to you.

This report is intended solely for the information and use of the audit commit-
tees and managements of ABC Inc. and XYZ Fund,15 and is not intended to be
and should not be used by anyone other than these specified parties.

[Signature]

[Date]

[13] [Footnote deleted, December 2012, to reflect conforming changes necessary due to the issuance
of SSARS No. 19 and SAS Nos. 122–126.]

14 The purpose of the restriction on the use of the practitioner's report on applying agreed-upon
procedures is to restrict its use to only those parties that have agreed upon the procedures performed
and taken responsibility for the sufficiency of the procedures. Paragraph .36 describes the process for
adding parties who were not originally contemplated in the agreed-upon procedures engagement.

15 The report may list the specified parties or refer the reader to the specified parties listed else-
where in the report.
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Explanatory Language
.33 The practitioner also may include explanatory language about matters

such as the following:

• Disclosure of stipulated facts, assumptions, or interpretations (includ-
ing the source thereof) used in the application of agreed-upon proce-
dures (For example, see paragraph .26 of section 601.)

• Description of the condition of records, controls, or data to which the
procedures were applied

• Explanation that the practitioner has no responsibility to update his
or her report

• Explanation of sampling risk

Dating of Report
.34 The date of completion of the agreed-upon procedures should be used

as the date of the practitioner's report.

Restrictions on the Performance of Procedures
.35 When circumstances impose restrictions on the performance of the

agreed-upon procedures, the practitioner should attempt to obtain agreement
from the specified parties for modification of the agreed-upon procedures. When
such agreement cannot be obtained (for example, when the agreed-upon proce-
dures are published by a regulatory agency that will not modify the procedures),
the practitioner should describe any restrictions on the performance of proce-
dures in his or her report or withdraw from the engagement.

Adding Specified Parties (Nonparticipant Parties)
.36 Subsequent to the completion of the agreed-upon procedures engage-

ment, a practitioner may be requested to consider the addition of another party
as a specified party (a nonparticipant party). The practitioner may agree to
add a nonparticipant party as a specified party, based on consideration of such
factors as the identity of the nonparticipant party and the intended use of
the report.16 If the practitioner does agree to add the nonparticipant party, he
or she should obtain affirmative acknowledgment, normally in writing, from
the nonparticipant party agreeing to the procedures performed and of its tak-
ing responsibility for the sufficiency of the procedures. If the nonparticipant
party is added after the practitioner has issued his or her report, the report
may be reissued or the practitioner may provide other written acknowledg-
ment that the nonparticipant party has been added as a specified party. If
the report is reissued, the report date should not be changed. If the practi-
tioner provides written acknowledgment that the nonparticipant party has
been added as a specified party, such written acknowledgment ordinarily should
state that no procedures have been performed subsequent to the date of the
report.

16 When considering whether to add a nonparticipant party, the guidance in paragraphs .A27–
.A28 of AU-C section 560, Subsequent Events and Subsequently Discovered Facts, may be helpful.
[Footnote revised, December 2012, to reflect conforming changes necessary due to the issuance of SAS
Nos. 122–126.]

AT §201.33 ©2016, AICPA

Direct Testimony of William D. Yates, CPA, Case 17-E-0459, 17-G-0460 - Exhibit ___(WDY-05) 
Page 57 of 63



Agreed-Upon Procedures Engagements 1463

Written Representations
.37 A practitioner may find a representation letter to be a useful and prac-

tical means of obtaining representations from the responsible party. The need
for such a letter may depend on the nature of the engagement and the specified
parties. For example, paragraph .68 of section 601 requires a practitioner to
obtain written representations from the responsible party in an agreed-upon
procedures engagement related to compliance with specified requirements.

.38 Examples of matters that might appear in a representation letter from
the responsible party include the following:

a. A statement acknowledging responsibility for the subject matter and,
when applicable, the assertion

b. A statement acknowledging responsibility for selecting the crite-
ria and for determining that such criteria are appropriate for their
purposes

c. The assertion about the subject matter based on the criteria selected
d. A statement that all known matters contradicting the subject matter

or the assertion and any communication from regulatory agencies af-
fecting the subject matter or the assertion has been disclosed to the
practitioner

e. Availability of all records relevant to the subject matter and the
agreed-upon procedures

f. Other matters as the practitioner deems appropriate
.39 The responsible party's refusal to furnish written representations de-

termined by the practitioner to be appropriate for the engagement constitutes
a limitation on the performance of the engagement. In such circumstances, the
practitioner should do one of the following.

a. Disclose in his or her report the inability to obtain representations
from the responsible party.

b. Withdraw from the engagement.17

c. Change the engagement to another form of engagement.

Knowledge of Matters Outside Agreed-Upon
Procedures

.40 The practitioner need not perform procedures beyond the agreed-upon
procedures. However, in connection with the application of agreed-upon proce-
dures, if matters come to the practitioner's attention by other means that sig-
nificantly contradict the subject matter (or written assertion related thereto)
referred to in the practitioner's report, the practitioner should include this
matter in his or her report.18 For example, if, during the course of applying

17 For an agreed-upon procedures engagement performed pursuant to section 601, management's
refusal to furnish all required representations also constitutes a limitation on the scope of the engage-
ment that requires the practitioner to withdraw from the engagement.

18 If the practitioner has performed (or has been engaged to perform) an audit of the entity's
financial statements to which an element, account, or item of a financial statement relates and the
auditor's report on such financial statements includes a departure from a standard report (see AU-C
section 805, Special Considerations—Audits of Single Financial Statements and Specific Elements,
Accounts, or Items of a Financial Statement), he or she should consider including a reference to the
auditor's report and the departure from the standard report in his or her agreed-upon procedures
report. [Footnote revised, December 2012, to reflect conforming changes necessary due to the issuance
of SAS Nos. 122–126.]
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agreed-upon procedures regarding an entity's internal control, the practitioner
becomes aware of a material weakness by means other than performance of
the agreed-upon procedure, the practitioner should include this matter in his
or her report.

Change to an Agreed-Upon Procedures Engagement
From Another Form of Engagement

.41 A practitioner who has been engaged to perform another form of at-
test engagement or a nonattest service engagement may, before the engage-
ment's completion, be requested to change the engagement to an agreed-upon
procedures engagement under this section. A request to change the engage-
ment may result from a change in circumstances affecting the client's re-
quirements, a misunderstanding about the nature of the original services or
the alternative services originally available, or a restriction on the perfor-
mance of the original engagement, whether imposed by the client or caused by
circumstances.

.42 Before a practitioner who was engaged to perform another form of
engagement agrees to change the engagement to an agreed-upon procedures
engagement, he or she should consider the following:

a. The possibility that certain procedures performed as part of another
type of engagement are not appropriate for inclusion in an agreed-
upon procedures engagement

b. The reason given for the request, particularly the implications of a
restriction on the scope of the original engagement or the matters to
be reported

c. The additional effort required to complete the original engagement

d. If applicable, the reasons for changing from a general-use report to a
restricted-use report

.43 If the specified parties acknowledge agreement to the procedures per-
formed or to be performed and assume responsibility for the sufficiency of the
procedures to be included in the agreed-upon procedures engagement, either of
the following would be considered a reasonable basis for requesting a change
in the engagement—

a. A change in circumstances that requires another form of engagement

b. A misunderstanding concerning the nature of the original engagement
or the available alternatives

.44 In all circumstances, if the original engagement procedures are sub-
stantially complete or the effort to complete such procedures is relatively in-
significant, the practitioner should consider the propriety of accepting a change
in the engagement.

.45 If the practitioner concludes, based on his or her professional judg-
ment, that there is reasonable justification to change the engagement, and pro-
vided he or she complies with the standards applicable to agreed-upon proce-
dures engagements, the practitioner should issue an appropriate agreed-upon
procedures report. The report should not include reference to either the original
engagement or performance limitations that resulted in the changed engage-
ment. (See paragraph .40.)
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Combined Reports Covering Both Restricted-Use and
General-Use Subject Matter or Presentations

.46 When a practitioner performs services pursuant to an engagement to
apply agreed-upon procedures to specific subject matter as part of or in addition
to another form of service, this section applies only to those services described
herein; other Standards would apply to the other services. Other services may
include an audit, review, or compilation of a financial statement, another attest
service performed pursuant to the SSAEs, or a nonattest service.19 Reports on
applying agreed-upon procedures to specific subject matter may be combined
with reports on such other services, provided the types of services can be clearly
distinguished and the applicable Standards for each service are followed. See
paragraphs .82–.83 of section 101 regarding restricting the use of the combined
report.

Effective Date
.47 This section is effective when the subject matter or assertion is as of

or for a period ending on or after June 1, 2001. Early application is permitted.

19 See paragraphs .105–.107 of section 101 for requirements relating to attest services provided
as part of a consulting service engagement.
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.48

Appendix

Additional Illustrative Reports

The following are additional illustrations of reporting on applying agreed-upon
procedures to elements, accounts, or items of a financial statement.

1. Report in Connection With a Proposed Acquisition
Independent Accountant's Report

on Applying Agreed-Upon Procedures

To the Board of Directors and Management of X Company:

We have performed the procedures enumerated below, which were agreed to
by the Board of Directors and Management of X Company, solely to assist you
in connection with the proposed acquisition of Y Company as of December 31,
20XX. Y Company is responsible for its cash and accounts receivable records.
This agreed-upon procedures engagement was conducted in accordance with
attestation standards established by the American Institute of Certified Pub-
lic Accountants. The sufficiency of these procedures is solely the responsibility
of the parties specified in this report. Consequently, we make no representa-
tion regarding the sufficiency of the procedures described below either for the
purpose for which this report has been requested or for any other purpose.

The procedures and the associated findings are as follows:

Cash

1. We obtained confirmation of the cash on deposit from the fol-
lowing banks, and we agreed the confirmed balance to the
amount shown on the bank reconciliations maintained by Y
Company. We mathematically checked the bank reconcilia-
tions and compared the resultant cash balances per book to
the respective general ledger account balances.

Bank

General Ledger
Account Balances as of

December 31, 20XX

ABC National Bank $ 5,000
DEF State Bank 3,776
XYZ Trust Company regular account 86,912
XYZ Trust Company payroll account 5,000

$110,688

We found no exceptions as a result of the procedures.

Accounts Receivable

2. We added the individual customer account balances shown
in an aged trial balance of accounts receivable (identified as
Exhibit A) and compared the resultant total with the balance
in the general ledger account.

We found no difference.
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3. We compared the individual customer account balances
shown in the aged trial balance of accounts receivable (Ex-
hibit A) as of December 31, 19XX, to the balances shown in
the accounts receivable subsidiary ledger.
We found no exceptions as a result of the comparisons.

4. We traced the aging (according to invoice dates) for 50 cus-
tomer account balances shown in Exhibit A to the details
of outstanding invoices in the accounts receivable subsidiary
ledger. The balances selected for tracing were determined by
starting at the eighth item and selecting every fifteenth item
thereafter.
We found no exceptions in the aging of the amounts of the 50 cus-
tomer account balances selected. The sample size traced was 9.8 per-
cent of the aggregate amount of the customer account balances.

5. We mailed confirmations directly to the customers represent-
ing the 150 largest customer account balances selected from
the accounts receivable trial balance, and we received respon-
ses as indicated below. We also traced the items constituting
the outstanding customer account balance to invoices and
supporting shipping documents for customers from which
there was no reply. As agreed, any individual differences
in a customer account balance of less than $300 were to be
considered minor, and no further procedures were performed.
Of the 150 customer balances confirmed, we received responses from
140 customers; 10 customers did not reply. No exceptions were identi-
fied in 120 of the confirmations received. The differences disclosed in
the remaining 20 confirmation replies were either minor in amount
(as defined above) or were reconciled to the customer account balance
without proposed adjustment thereto. A summary of the confirma-
tion results according to the respective aging categories is as follows.

Accounts Receivable
December 31, 20XX

Aging Categories

Customer
Account
Balances

Confirmations
Requested

Confirmations
Received

Current $156,000 $ 76,000 $ 65,000
Past due:
Less than one month: 60,000 30,000 19,000
One to three months 36,000 18,000 10,000
Over three months 48,000 48,000 8,000

$300,000 $172,000 $102,000

We were not engaged to and did not conduct an audit, the objective of which
would be the expression of an opinion on cash and accounts receivable. Accord-
ingly, we do not express such an opinion. Had we performed additional proce-
dures, other matters might have come to our attention that would have been
reported to you.

This report is intended solely for the information and use of the board of direc-
tors and management of X Company and is not intended to be and should not
be used by anyone other than these specified parties.

[Signature]

[Date]
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2. Report in Connection With Claims of Creditors
Independent Accountant's Report

on Applying Agreed-Upon Procedures

To the Trustee of XYZ Company:

We have performed the procedures described below, which were agreed to by
the Trustee of XYZ Company, with respect to the claims of creditors solely to
assist you in determining the validity of claims of XYZ Company as of May 31,
20XX, as set forth in the accompanying Schedule A. XYZ Company is responsi-
ble for maintaining records of claims submitted by creditors of XYZ Company.
This agreed-upon procedures engagement was conducted in accordance with
attestation standards established by the American Institute of Certified Public
Accountants. The sufficiency of these procedures is solely the responsibility of
the party specified in this report. Consequently, we make no representation re-
garding the sufficiency of the procedures described below either for the purpose
for which this report has been requested or for any other purpose.

The procedures and associated findings are as follows:

1. Compare the total of the trial balance of accounts payable at
May 31, 20XX, prepared by XYZ Company, to the balance in
the related general ledger account.

The total of the accounts payable trial balance agreed with the bal-
ance in the related general ledger account.

2. Compare the amounts for claims received from creditors (as
shown in claim documents provided by XYZ Company) to the
respective amounts shown in the trial balance of accounts
payable. Using the data included in the claims documents
and in XYZ Company's accounts payable detail records, rec-
oncile any differences found to the accounts payable trial bal-
ance.

All differences noted are presented in column 3 of Schedule A. Ex-
cept for those amounts shown in column 4 of Schedule A, all such
differences were reconciled.

3. Obtain the documentation submitted by creditors in support
of the amounts claimed and compare it to the following docu-
mentation in XYZ Company's files: invoices, receiving reports,
and other evidence of receipt of goods or services.

No exceptions were found as a result of these comparisons.

We were not engaged to and did not conduct an audit, the objective of which
would be the expression of an opinion on the claims of creditors set forth in
the accompanying Schedule A. Accordingly, we do not express such an opinion.
Had we performed additional procedures, other matters might have come to
our attention that would have been reported to you.

This report is intended solely for the information and use of the Trustee of XYZ
Company and is not intended to be and should not be used by anyone other
than this specified party.

[Signature]

[Date]
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