

SAS 103 and 112 Client Talking Points 
The AICPA Employee Benefit Plan Audit Quality Center (www.aicpa.org/ebpaqc) has prepared these talking points to assist Center member firms in communicating with their clients about the effects on EBP audit engagements of recently issued auditing standards, Statement on Auditing Standard (SAS) No. 103, Audit Documentation, and SAS No. 112, Communicating Internal Control Related Matters Identified in an Audit.  As the new standards will affect several aspects of your EBP audit engagements, the Center encourages you to communicate early—preferably prior to commencement of the audit engagement—with your EBP clients about how they will impact the audits you perform.  Following is a list of points you may wish to discuss with your EBP clients: 
Changing Environment
As you prepare for your EBP audits, you should make your plan clients aware of two new auditing standards that your firm is required to implement this year.  Statement on Auditing Standards (SAS) Nos. 112, Communicating Internal Control Related Matters Identified in an Audit, and 103, Audit Documentation, went into effect for all financial statement audits for periods ending on or after December 15, 2006.  It may be helpful to provide your clients with some background on why these new standards were issued.
· The business environment is constantly changing and evolving, which creates new challenges and risks in the audit environment.  In response to those changes, the CPA profession has undertaken an ongoing effort to develop stronger and more definitive auditing standards that are intended to enhance auditor performance and thereby improve audit effectiveness.  
· As part of this effort, the AICPA has issued two new auditing standards that our firm is required to implement this year, which will change certain aspects of our employee benefit plan audits.  Some of those changes may be significant.
Increased Emphasis on Communicating Internal Control Matters  
SAS No. 112 requires that you evaluate identified internal control deficiencies that arise out of the financial statement audit as to whether those deficiencies, individually or in combination, are significant deficiencies or material weaknesses.  You also are required to communicate, in writing, to management and those charged with governance any significant deficiencies and material weaknesses identified in the audit.  In the plan environment, management and those charged with governance may be the plan sponsor, trustee, audit committee, or another individual or group.  In addition to the items mentioned below, you may wish to discuss with your client to whom within their organization the communications should be made. 
· We believe this new standard, as well as the new Risk Assessment Standards being implemented in 2007, will help improve your awareness of the importance of internal control over financial reporting and will enable you to assess the costs and benefits of implementing adequate controls that minimize the risk for misstatement in your financial reporting process.

· One important change now requires us to communicate to you (the client) significant internal control deficiencies and material weaknesses in your internal control system that we identify during the course of our audit.  

· Those communications must be in writing, and they must be made every year in which the significant deficiency or material weakness exists, even if we’ve already communicated it to you in the past.  

· Written communication will clarify identified control deficiencies determined to be significant deficiencies or material weaknesses so you (the client) can weigh the risks of each and determine if and how to address them.

· Essentially, the nature and severity of the deficiency will dictate whether it is a significant deficiency or a material weakness.  Following are examples of circumstances that may be significant deficiencies or material weaknesses:

· The plan lacks sufficient segregation of accounting duties

· The plan lacks internal expertise in the areas of financial accounting, reporting, and internal control
· The plan does not effectively monitor the activities of third party administrators or custodians

· The plan audit identifies material misstatements in accounting records, which were not identified by the plan’s internal control  
· As a result of this increased emphasis on evaluating and communicating control deficiencies, additional time may be required to evaluate identified control deficiencies and prepare the communications than was necessary in prior years. 
· While these are private communications between our firm and you (the client), you should be aware that in situations where the DOL is performing a compliance audit of your plan, they may request to see any such communications from the auditor. 
More Workpaper Documentation  
SAS No. 103 may require you to make changes in the way you document your audit work, including the form, content, and extent of audit documentation.  

· Issues and explanations that in the past I may have supported through oral explanations and inclusion of schedules or documents without detailed descriptions may no longer be acceptable under new SAS No. 103.  Our firm is now required to document our work and conclusions in enough detail to allow an experienced auditor to understand the work.  
· The new and enhanced documentation requirements likely will require that my engagement team spend additional time to fully describe the procedures they perform and how the information supports their conclusions, which could affect the timing of the completion of the engagement.
· We may need to ask you for more documentation to be included in the schedules and other information you prepare for use by our engagement team.
· In the unlikely event of litigation, the increased documentation should provide increased support for the amounts reported in the financial statements, ultimately, you are responsible for.  

Change in the Report Date
SAS No. 103 also may affect the date of your auditor’s report and the extent of work you are required to perform once you leave the field, as well as the documentation completion date.

· The new standards state that auditors should not date their reports until they have sufficient, appropriate evidence to support the opinion.  This means that documentation should have been reviewed, financial statements should have been prepared, and a management representation letter should have been signed by the client before the audit report can be dated.  
· The change in report date may be significant for EBP audits. If the report is dated later than in the past, it extends my responsibility with respect to subsequent events, perhaps by several months.   

· This extended report date will help ensure that amounts reported in the plan’s financial statements are fairly stated and that all required financial statement disclosures are made.

· The change in the report date will require additional hours on the part of my engagement team and, most likely, additional work on your part (the client). 

Other
· We are committed to work with you in addressing any questions you may have related to these new standards, your internal controls, or your upcoming audit.  If you would like to schedule a meeting to discuss any questions you may have, please feel free to contact me at [insert contact information].

*     *     *     *     *

For more information and Center tools, visit the EBPAQC website at www.aicpa.org/ebpaqc.
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