Reviewer Focus

Welcome to the first edition of Reviewer Focus.  This is a new communication designed to focus your attention on current issues to assist you in more effectively performing your peer reviews and assisting you in enhancing the quality of the work performed by your peer review clients.  The information contained herein has not been approved by the AICPA Peer Review Board and thus does not constitute “other guidance” as defined in the AICPA Standards for Performing and Reporting on Peer Reviews.
AUDIT RISK AREAS AFFECTED BY THE ECONOMIC CRISIS
Recently the Public Company Oversight Board (PCAOB) released a report (http://pcaobus.org/Inspections/Documents/4010_Report_Economic_Crisis.pdf) to “inform the public concerning the audit risks and challenges that it has identified through its inspection program as a result of the…economic downturn.”  Though its inspection program is limited to registered public accounting firms who audit issuers of publicly-traded securities, the PCAOB’s observations are relevant to auditors of private companies.  

The PCAOB identification of areas as being of increased risk of material misstatement included:

· Fair value measurements

· Asset impairments

· Allowance for loan losses

· Inventory valuation

· Revenue recognition

· Going concern considerations

The PCAOB also noted that “as a result of the economic crisis and other factors, auditors might be pressured to significantly reduce their audit fees.  Confronted with reduced revenues, some auditors might make inappropriate reductions in the extent of audit procedures in order to achieve cost savings.”  PCAOB inspectors, as a part of their risk analysis, are using fee pressure as a consideration when performing their review of engagements.  As you are aware, your peer review clients are facing similar pressures.  Though, as a part of the peer review process, we cannot request fee information from firms, we do obtain engagement hours.  We encourage you to pay particular attention to this data when performing reviews.
We also encourage you to read the PCAOB report and pass it on to your peer review clients. 
A-133 CONSIDERATIONS
Submission of Engagement Profile and PRP Checklist 22,100 Part A
As you are aware, effective for reviews commencing on or after June 1, 2010, the team captain is required to submit the engagement profile and Part A of the A-133 checklist for all A-133 engagements reviewed.  We have become aware that, in some instances, firms are not completely filling out the engagement profile.  Specifically, these firms are not providing sufficient information to support major program determination.  In these instances, rather than completing the matrix provided in the engagement profile, the firms are submitting the major program determination worksheet from their engagement files and such worksheets do not provide sufficient information for the reviewer to recalculate major program determination.  Generally what is missing is the two-year look back information.  Remember that the engagement profile (including major program determination) and Part A of the A-133 checklist are now part of the report acceptance process and will be reviewed by the technical reviewer and peer review committee. You will be requested to submit the required engagement profile and/or Part A of the A-133 checklist if complete information is not provided to the technical reviewer and peer review committee. In addition, you may be required by the peer review committee to re-perform procedures, thus delaying report acceptance.  
Revision of PRP Checklist 22,100 Part A
The current version of the Supplemental Checklist for Review of Single Audit Act/A-133 Engagements is version 002-2010.  This checklist was updated to include an “Explanation of No Answer and Other Comments” section for both Part A and Part B at the end of the Part A checklist. The checklist can be found on the web at http://www.aicpa.org/InterestAreas/PeerReview/Resources/PeerReviewProgramManual/2010/DownloadableDocuments/22100A.pdf.  Please make sure that you are using the most current version of this checklist.  

You should  explain and resolve no answers in  Part A and Part B of the checklist  by completing the “Explanation of No Answer and Other Comments” at the end of the Part A checklist. Evaluation of No Answers in Part A of the Checklist should include, in most cases, preparation of a Matter for Further Consideration Form (MFC) to document the firm’s response to the matter and expansion of scope to evaluate the matter in the firm’s other A-133 engagements. The requirements covered in Part A of the checklist are significant aspects of an A-133 engagement, therefore, the firm’s failure to comply with any of these requirements should be thoroughly evaluated  when assessing the effectiveness of the firm’s system of quality control.
Feedback on Problems Found in A-133 Reviews by Technical Reviewers and Report Acceptance Body (RAB) Members
We have begun receiving feedback from technical reviewers and RAB members on the technical review of peer reviews with A-133 engagements.  Through the new enhanced report acceptance process, the technical reviewer or the RAB have discovered significant issues that the peer reviewer missed when performing his/her procedures, including:
1) Missed major programs due to failure to consider two-year look back requirements
2) Failing to back out loan programs in calculating the Type A threshold

3) Missed major programs due to not including a program in a cluster (With the CFDA # properly included in the cluster, the cluster should have been a Type A program and was not audited in the prior two years.)

4) Failing to audit a program that should have been included in the cluster.  The auditor audited the cluster as a major program but did not properly include a program in the cluster.  

Reviewers are reminded that auditor judgment cannot override the requirement that major programs include every Type A program that was not audited in one of the two prior years.  The fact that a Type A program is new or was a Type B program in the previous two years is not relevant.  If a Type A program was not audited when required by OMB A-133, materiality cannot be an excuse for not auditing the program as major.  Materiality also does not apply to the percentage of coverage requirement.  If the auditee meets the low risk auditee criteria, at least 25% of federal awards expended must be audited as major programs.  “At least” means 25% or more - 24.99% does not meet the requirement.  
HUD Not-for-profit Audit Issues
Reviewers are reminded that the HUD Consolidated Audit Guide is intended to be used by auditors of for-profit HUD program participants.  Audits of not-for-profit HUD program participants are to be conducted in accordance with OMB Circular A-133.  This guidance is found in Chapter 1 of the HUD Consolidated Audit Guide located on the HUD website at http://www.hud.gov/offices/oig/reports/auditguide/.  The Consolidated Audit Guide is the authoritative guidance for audits of for-profit HUD programs only.  It should not be used by auditors of not-for-profit HUD programs.  The authoritative guidance for not-for-profit HUD programs is OMB Circular A-133.  

A-133 Resources

The AICPA’s Governmental Audit Quality Center (GAQC) recently issued GAQC Alert No. 153 which describes various resources available to help firms improve audit quality.  Many of these resources are available to non-GAQC member firms at either no cost or for a minimal fee.  We encourage you to view the alert which can be found at: http://www.aicpa.org/Publications/Newsletters/GAQCAlert/2010/Pages/GAQCAlertNo153.aspx  

We also encourage you to pass this Alert on to your peer review clients who perform or are considering performing A-133 audits. 
American Recover and Reinvestment Act of 2009 (ARRA) Considerations

Although the Recovery Act has had some impact on 2009 single audits, it is expected to have a much more significant impact for 2010.  However, we would like to remind you that the 2010 Compliance Supplement contains critical changes to major program determination and other guidance where an auditee has expended ARRA funds.  Auditors and reviewers should be familiar with Appendix VII, Other OMB Circular A133 Advisories containing these significant changes.  When performing risk assessment during the planning stage of a review, we encourage you to make inquiries of firms regarding the number and extent of engagements with ARRA funds, not only for the engagements subject to review but for those they are currently (or will be) performing.  If your peer review clients expect to be auditing entities that received ARRA funding, please make them aware of the increased requirements.
