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Comparison of GAO Independence Standards Proposal to AICPA and IFAC Independence Standards
	Topic
	GAO Proposal
	AICPA Standard
	IFAC Standard
	Comments

	Independence definition
	Independence of Mind 

The state of mind that permits the expression of a conclusion without being affected by influences that compromise professional judgment, thereby allowing an individual to act with integrity and exercise objectivity and professional skepticism.

Independence in Appearance 

The avoidance of facts and circumstances that are so significant that a reasonable and informed third party would be likely to conclude, weighing all the specific facts and circumstances, that an audit organization’s, or a member of the audit team’s, integrity, objectivity or professional skepticism has been compromised. [3.03]
	Independence of mind
The state of mind that permits the performance of an attest service without being affected by influences that compromise professional judgment, thereby allowing an individual to act with integrity and exercise objectivity and professional skepticism. 

Independence in appearance
The avoidance of circumstances that would cause a reasonable and informed third party, having knowledge of all relevant information, including safeguards applied, to reasonably conclude that the integrity, objectivity, or professional skepticism of a firm or a member of the attest engagement team had been compromised. [ET 100-1.06]
	Independence of Mind

The state of mind that permits the expression of a conclusion without being affected by

influences that compromise professional judgment, thereby allowing an individual to

act with integrity and exercise objectivity and professional skepticism.

Independence in Appearance

The avoidance of facts and circumstances that are so significant that a  reasonable and informed third party would be likely to conclude, weighing all the specific facts and

circumstances, that a firm’s, or a member of the audit team’s, integrity, objectivity or professional skepticism has been compromised. [290.6]
	While minor wording differences exist, the GAO, AICPA and IFAC definitions are substantially the same.

	Conceptual Framework
	Establishes a conceptual framework that requires auditors to identify, evaluate, and apply safeguards to appropriately address threats to independence. [3.06]
Auditors should apply the conceptual framework at the audit organization, engagement, and individual auditor level to: 

a. identify threats to independence; 

b. evaluate the significance of the threats identified; and 

c. apply safeguards as necessary to eliminate the threats or reduce them to an acceptable level. [3.07]

	Same as GAO conceptual framework approach
	Same as GAO conceptual framework approach
	The GAO, AICPA and IFAC standards all incorporate the same conceptual framework approach.

	Threats to independence
	Self-review threat 

Bias threat 

Familiarity threat

Undue influence threat - Self-interest threat 
Management participation threat
Structural threat 
[3.10]
	Self-review threat
Advocacy threat 

Adverse interest threat 

Familiarity threat 

Undue influence threat
Financial self-interest threat 

Management participation threat  
[ET 100-1.13-.19]
	Self-review threat 

Advocacy threat

Familiarity threat
Intimidation threat

Self-interest threat [100.12]
	With the exception of the GAO’s “structural threat” the GAO, AICPA and IFAC frameworks cover the same threats with minor differences in the name or description of the threats. The GAO “structural threat” is unique in that it addresses the threat associated with an audit organization’s placement within a government entity.
The GAO’s “bias threat” comprises both the AICPA’s “advocacy threat” and “adverse interest threat.”  The GAO and AICPA’s “undue influence threat” is referred to as the “intimidation threat” under the IFAC Code.

The IFAC Code does not include an “adverse interest threat” or “management participation threat” but the “management participation threat” is covered under its “self-review threat.”

	Safeguards
	Safeguards fall into two general categories: 

a. Safeguards in the work environment; and 

b. Safeguards created by the profession, legislation or regulation. [3.13]
Depending on the nature of the audit, an auditor may also be able to place limited reliance on safeguards that the audited entity has implemented. It is not possible to rely solely on such safeguards to reduce threats to an acceptable level. [3.17]
	There are three broad categories of safeguards. The relative importance of a safeguard depends on its appropriateness in light of the facts and circumstances. 

a) Safeguards created by the profession, legislation, or regulation 
b) Safeguards implemented by the attest client
c) Safeguards implemented by the firm, including policies and procedures to implement professional and regulatory requirements  [ET 100-1.22]
	Safeguards that may eliminate or reduce threats to an acceptable level fall into two broad categories:

(a) Safeguards created by the profession, legislation or regulation; and

(b) Safeguards in the work environment. [200.9]
Depending on the nature of the engagement, a professional accountant in public practice may also be able to rely on safeguards that the client has implemented. However it is not possible to rely solely on such safeguards to reduce threats to an acceptable level. [200.14] 
	The GAO, AICPA and IFAC frameworks all recognize substantially the same safeguards except the GAO and IFAC standards do not permit the auditor to solely rely on safeguards implemented by the audited entity/client.

	Engagement Period
	Auditors should be independent from an audited entity during the audit and professional engagement period. This includes 

a. any period of time that falls within the scope of the audit, and 

b. the audit engagement period, which starts when the audit team begins to perform audit procedures or when the auditors formally agree to accept the engagement, whichever is earlier, and lasts through the issuance of the report. [3.24]
Auditors who previously performed non-audit services for an entity that is a prospective subject of an audit should evaluate the impact of those non-audit services on independence before accepting an audit engagement. If the non-audit services were performed in the period covered by the audit, the auditor should evaluate whether a threat to independence exists and address any threat noted in accordance with the framework. For recurring audits, these threats may in some cases be eliminated or reduced to an acceptable level if audits are performed by another independent auditor. Having another independent audit organization audit the areas affected by the nonaudit service may provide a safeguard that could allow the audit organization that provided the nonaudit service to mitigate the threat to their independence. Auditors use professional judgment to determine whether the safeguards adequately mitigate the threats. [3.40]
Auditors may also need to consider the impact of nonaudit services they provide on independence of mind and in appearance in periods beyond the period in which they provided the nonaudit service or first subsequent period. For example, if auditors have designed and implemented an accounting and financial reporting system that is expected to be in place for many years, a threat to independence in appearance for future financial audits performed by those auditors may exist in future periods. [3.41]
	The period of the professional engagement begins when a member either signs an initial engagement letter or other agreement to perform attest services or begins to perform an attest engagement for a client, whichever is earlier. The period lasts for the entire duration of the professional relationship (which could cover many periods) and ends with the formal or informal notification, either by the member or the client, of the termination of the professional relationship or by the issuance of a report, whichever is later. Accordingly, the period does not end with the issuance of a report and recommence with the beginning of the following year's attest engagement. [ET 92.26]
Under certain circumstances (e.g., when performing nonaudit services) the AICPA requires that the member also be independent during the period covered by the financial statements. 

	Independence from the audit client is required both during the engagement period and the period covered by the financial statements. The engagement period starts when the audit team begins to perform audit services. The engagement period ends when the audit report is issued. When the engagement is of a recurring nature, it ends at the later of the notification by either party that the professional relationship has terminated or the issuance of the final audit report.

When an entity becomes an audit client during or after the period covered by the financial statements on which the firm will express an opinion, the firm shall determine whether any threats to independence are created by: 

• Financial or business relationships with the audit client during or after the period covered by the financial statements but before accepting the audit engagement; or

• Previous services provided to the audit client.

If a non-assurance service was provided to the audit client during or after the period covered by the financial statements but before the audit team begins to perform audit

services and the service would not be permitted during the period of the audit engagement, the firm shall evaluate any threat to independence created by the service. If a threat is not at an acceptable level, the audit engagement shall only be accepted if safeguards are applied to eliminate any threats or reduce them to an acceptable level.

 [290.30-.32]
	The GAO, AICPA and IFAC standards all require independence during the period of the professional engagement. The AICPA would generally consider independence to be impaired if a member were to perform nonaudit services to a prospective audit client during the period covered by the financial statements. The GAO and IFAC standards would require a threats and safeguards analysis in such situations.

The GAO proposal also requires auditors to consider the impact of nonaudit services on independence in periods beyond the period in which they provided the nonaudit service or first subsequent period.


	Specialists
	Auditors should assess the independence of consultants and specialists who contribute to audits and apply any necessary safeguards in the same manner as they would for auditors contributing to those audits. Specialists to whom this section applies include, but are not limited to, actuaries, appraisers, attorneys, engineers, environmental consultants, medical professionals, statisticians, and geologists. [3.26]
	The AICPA definition of “attest engagement team” excludes specialists. 
	The IFAC definition of “engagement team” 

excludes external experts engaged by the firm or a

network firm.
	Under the AICPA and IFAC standards, external experts/ specialists that are engaged by the auditor are not required to be independent.  However, the relevant auditing standards require that the auditor assess the individual’s objectivity and competence. 



	Nonaudit services – management responsibilities
	If a member were to assume a management responsibility for an audited entity, the management participation threats created would be so significant that no safeguards could reduce the threats to an acceptable level. 
It is not possible to specify every activity that is a management responsibility. However, management responsibilities involve leading and directing an entity, including making significant decisions regarding the acquisition, deployment and control of human, financial, physical and intangible resources.  [3.35]
Examples of activities that would be considered a management responsibility and therefore, impair independence if performed for an audited entity include: 

a. Setting policies and strategic direction for the audited entity; 

b. Directing and accepting responsibility for the actions of the audited entity’s employees in the performance of their normal recurring activities; 

c. Authorizing, executing or consummating transactions, or otherwise exercising authority on behalf of an audited entity or having the authority to do so; 

d. Preparing source documents, in electronic or other form, evidencing the occurrence of a transaction; 

e. Having custody of an audited entity’s assets; 

f. Reporting to those charged with governance on behalf of management; 

g. Deciding which recommendations of the auditors’ or other third parties to implement; 

h. Accepting responsibility for the management of an audited entity’s project; 

i. Accepting responsibility for the preparation and fair presentation of an audited entity’s financial statements in accordance with the applicable financial reporting framework; and 

j. Accepting responsibility for designing, implementing or maintaining internal control. [3.36]
	The member should not perform management functions or make management decisions for the attest client. The following are some general activities that would impair a member's independence:

· Authorizing, executing or consummating a transaction, or otherwise exercising authority on behalf of a client or having the authority to do so 

· Preparing source documents, in electronic or other form, evidencing the occurrence of a transaction 

· Having custody of client assets 

· Supervising client employees in the performance of their normal recurring activities 

· Determining which recommendations of the member should be implemented 

· Reporting to the board of directors on behalf of management 

· Serving as a client's stock transfer or escrow agent, registrar, general counsel or its equivalent 

· Establishing or maintaining internal controls, including performing ongoing monitoring activities for a client 

· Determining which recommendations of the member should be implemented 

· Reporting to the board of directors on behalf of management 

· Serving as a client's stock transfer or escrow agent, registrar, general counsel or its equivalent 

· Establishing or maintaining internal controls, including performing ongoing monitoring activities for a client  [ET 101.05]


	If a firm were to assume a management responsibility for an audit client, the threats created would be so significant that no safeguards could reduce the threats to an acceptable level. [290.165]

It is not possible to specify every activity that is a management responsibility. However, management  responsibilities involve leading and directing an entity, including making significant decisions regarding the acquisition,

deployment and control of human, financial, physical and intangible resources. [290.162]
Examples of activities that would generally be considered a management responsibility include:

• Setting policies and strategic direction;

• Directing and taking responsibility for the actions of the entity’s employees;

• Authorizing transactions;

• Deciding which recommendations of the firm or other third parties to implement;

• Taking responsibility for the preparation and fair presentation of the financial statements in accordance with the applicable financial reporting framework; and

• Taking responsibility for designing, implementing and maintaining internal

control. [290.163]
	The management responsibilities listed under the GAO proposal and IFAC standard would also impair independence under AICPA rules.  
AICPA is considering incorporating language into Interpretation 101-3, Performance of Nonattest Services, consistent with that proposed by GAO.

	Nonaudit services – General requirements
	Auditors and audit organizations performing nonaudit services at entities they audit should obtain assurance that audited entity management performs the following functions in connection with the engagement to perform nonaudit services: 

a. assumes all management    responsibilities; 

b. oversees the services by designating an individual, preferably within senior management, who possesses suitable skill, knowledge, and/or experience; 

c. evaluates the adequacy and results of the services performed; and 

d. accepts responsibility for the results of the services. [3.37]

In cases where the audited entity is unable or unwilling to assume these responsibilities (for example, the audited entity does not have an individual with suitable skill, knowledge, and/or experience to oversee the nonaudit services provided, or is unwilling to perform such functions due to lack of time or desire), auditors' provision of these services would impair independence. 

[3.38]

In connection with nonaudit services, auditors should establish and document in writing their understanding with the audited entity regarding the following: 

a. objectives of the engagement; 

b. services to be performed; 

c. audited entity's acceptance of its responsibilities; 

d. auditors’ responsibilities; and 

e. any limitations of the engagement.
[3.39]
	The client must agree to perform the following  functions in connection with the engagement to perform nonattest services:
a. Make all management decisions and perform all management functions; 

b. Designate an individual who possesses suitable skill, knowledge, and/or experience, preferably  within senior management, to oversee the services; 

c. Evaluate the adequacy and results of the services performed; and 

d. Accept responsibility for the results of the services; 

The member should be satisfied that the client will be able to meet all of these criteria and make an informed judgment on the results of the member's nonattest services. In assessing whether the designated individual possesses suitable skill, knowledge, and/or experience, the member should be satisfied that such individual understands the services to be performed sufficiently to oversee them. However, the individual is not required to possess the expertise to perform or re-perform the services.

In cases where the client is unable or unwilling to assume these responsibilities (for example, the client does not have an individual with suitable skill, knowledge, and/or experience to oversee the nonattest services provided, or is unwilling to perform such functions due to lack of time or desire), the member's provision of these services would impair independence.

Before performing nonattest services, the member should establish and document in writing his or her understanding with the client (board of directors, audit committee, or management, as appropriate in the circumstances) regarding the following: 

a. Objectives of the engagement 

b. Services to be performed 

c. Client's acceptance of its responsibilities 

d. Member's responsibilities 

e. Any limitations of the engagement [ET 101.05]
	To avoid the risk of assuming a management responsibility when providing nonassurance

services to an audit client, the firm shall be satisfied that a member of management is responsible for making the significant judgments and decisions that are the proper responsibility of management, evaluating the results of the service and accepting responsibility for the actions to be taken arising from the results of the service. This reduces the risk of the firm inadvertently making any significant judgments or decisions on behalf of management. [290.166]
	The GAO proposal is consistent with the AICPA and IFAC standards.


	Nonaudit services - Bookkeeping and preparing accounting records
	Bookkeeping services that would impair an auditor’s independence include: 

a. determining or changing journal entries, account codings or classifications for transactions, or other accounting records for an entity without obtaining the entity’s approval, 

b. authorizing or approving transactions, 

c. preparing source documents, and 

d. making changes to source documents without client approval. [3.45]
In addition, all general requirements (see above) must be met.
	The following would impair independence:

· Determine or change journal entries, account codings or classification for transactions, or other accounting records without obtaining client approval.

· Authorize or approve transactions.

· Prepare source documents.

· Make changes to source documents without client approval. [ET  101.05]
In addition, all general requirements (see above) must be met.
	Management is responsible for the preparation and fair presentation of the financial statements in accordance with the applicable financial reporting framework. These responsibilities include:

• Originating or changing journal entries, or determining the account classifications of transactions; and

• Preparing or changing source documents or originating data, in electronic or other form, evidencing the occurrence of a transaction (for example, purchase orders, payroll time records, and customer orders). 
[290.167]
	GAO, AICPA and IFAC standards are consistent.  However, AICPA and IFAC provide specific examples of permitted services as well.

	Nonaudit services – Preparing financial statements
	Management is responsible for the preparation and fair presentation of the financial statements in accordance with the applicable financial reporting framework. 

Consequently an auditor’s acceptance of responsibility for the preparation and fair presentation of financial statements that the auditor will subsequently audit would impair the auditor’s independence. Auditors should determine that audited entity management taking responsibility for the preparation and fair presentation of the financial statements possesses suitable skill, knowledge, and/or experience to evaluate the adequacy of any services in this area provided by the auditor. [3.46]
	The client must agree to… accept responsibility for the results of the services.

…The member should be satisfied that the client will be able to meet all of these criteria and make an informed judgment on the results of the member's nonattest services. In assessing whether the designated individual possesses suitable skill, knowledge, and/or experience, the member should be satisfied that such individual understands the services to be performed sufficiently to oversee them. [ET 101.05]


	Management is responsible for the preparation and fair presentation of the financial statements in accordance with the applicable financial reporting framework. [290.167]

Examples of activities that would generally be

considered a management responsibility include:

• Taking responsibility for the preparation and fair presentation of the financial statements in accordance with the applicable financial reporting framework
[290.163]
	GAO, AICPA and IFAC standards are consistent in that all would consider accepting responsibility for the preparation and fair presentation of the financial statements to impair independence.  However, AICPA and IFAC provide specific examples of permitted services as well.

	Nonaudit services – Internal audit assistance
	Internal audit services involve assisting an entity in the performance of its internal audit activities. Performing a significant part of the audited entity’s internal audit activities, when performed by external auditors, increases the possibility that external audit organization personnel providing internal audit services will assume a management responsibility.  [3.47]

Examples of internal audit services that involve assuming management responsibilities and consequently would impair independence: 

a. setting internal audit policies or the strategic direction of internal audit activities; 

b. directing and taking responsibility for the actions of the entity’s internal audit employees; 

c. deciding which recommendations resulting from internal audit activities to implement; 

d. reporting the results of the internal audit activities to those charged with governance on behalf of management;
e. performing procedures that form part of the internal control, such as reviewing and approving changes to employee data access privileges; 

f. taking responsibility for designing, implementing, monitoring, or maintaining internal control; and 

g. determining the scope of the internal audit function and resulting work. [3.48]
	…The following are examples of activities (in addition to those listed in the "General Activities" section of this interpretation) that, if performed as part of an internal audit assistance engagement, would impair independence:

· Performing ongoing monitoring activities or control activities (for example, reviewing loan originations as part of the client's approval process or reviewing customer credit information as part of the customer's sales authorization process) that affect the execution of transactions or ensure that transactions are properly executed, accounted for, or both, and performing routine activities in connection with the client's operating or production processes that are equivalent to those of an ongoing compliance or quality control function 

· Determining which, if any, recommendations for improving the internal control system should be implemented 

· Reporting to the board of directors or audit committee on behalf of management or the individual responsible for the internal audit function 

· Approving or being responsible for the overall internal audit work plan including the determination of the internal audit risk and scope, project priorities, and frequency of performance of audit procedures … [ET 101.05]
	Internal audit services involve assisting the audit client in the performance of its internal audit activities… Performing a significant part of the client’s internal audit activities increases the possibility that firm personnel providing internal audit services will assume a management responsibility… [290.196]

Examples of internal audit services that involve assuming management responsibilities include:

(a) Setting internal audit policies or the strategic direction of internal audit activities;

(b) Directing and taking responsibility for the actions of the entity’s internal audit employees;

(c) Deciding which recommendations resulting from internal audit activities shall be implemented;

(d) Reporting the results of the internal audit activities to those charged with

governance on behalf of management;

(e) Performing procedures that form part of the internal control, such as reviewing and approving changes to employee data access privileges;

(f) Taking responsibility for designing, implementing and maintaining internal

control; and

(g) Performing outsourced internal audit services, comprising all or a substantial portion of the internal audit function, where the firm is  responsible for

determining the scope of the internal audit work and may have responsibility for

one or more of the matters noted in (a)–(f). [290.197]
	GAO, AICPA and IFAC standards are consistent.  
In addition, among other clarifying edits to Interpretation 101-3, AICPA is considering deleting the general activity, “Establishing or maintaining internal controls, including performing ongoing monitoring activities for a client” and replacing it with “Accepting responsibility for designing, implementing or maintaining internal control. “ which is consistent with the GAO and IFAC language.


	Nonaudit services – Internal control monitoring and assessments
	Accepting responsibility for designing, implementing or maintaining internal control including accepting responsibility for designing, implementing or maintaining monitoring procedures would impair independence…

… the management participation threat created by an auditor performing ongoing monitoring procedures is so significant that no safeguards could reduce the threat to an acceptable level. On the other hand…it is possible for an auditor to provide an objective analysis of control effectiveness by performing separate evaluations without creating a significant threat of management participation that would impair independence. However, in all such cases, the significance of the threat created by performing separate evaluations should be evaluated and safeguards applied when necessary to eliminate the threat or reduce it to an acceptable level… [3.49]
	The following are some general activities that would impair a member's independence: …Establishing or maintaining internal controls, including performing ongoing monitoring activitiesfn 18 for a client  
fn 18 Monitoring can be accomplished through ongoing activities, separate evaluations, or a combination of both. Ongoing monitoring activities are the procedures designed to assess the quality of internal control performance over time, and is built into the normal recurring activities of an entity; these activities include regular management and supervisory activities. Separate evaluations focus on the continued effectiveness of a client's internal control. A member's independence would not be impaired by the performance of separate evaluations of the effectiveness of a client's internal control, including separate evaluations of the client's ongoing monitoring activities. [ET 101.05]
	Examples of internal audit services that involve assuming management responsibilities include:

… (f) Taking responsibility for designing, implementing and maintaining internal

control;….

 [290.197]
	The GAO, AICPA and IFAC standards are consistent in that all would consider the performance of ongoing monitoring activities to impair independence.  The GAO proposal could be considered more restrictive than the existing AICPA standard with respect to the performance of separate evaluations since the auditor must consider the significance of any threats created by performing separate evaluations. However, the AICPA is currently considering adding a provision to Interpretation 101-3 consistent with the GAO provision.


	Nonaudit services –

IT systems services
	Services related to information technology (IT) systems include the design or implementation of hardware or software systems. The systems may aggregate source data, form part of the internal control over the subject matter of the audit, or generate information that affects the subject matter of the audit. IT services that would impair independence if provided by an audit organization to an audited entity include: 

a. design or development of a financial or other IT system that would play a significant role in the management of an area of operations that is or will be an audit’s subject matter; 

b. services that entail making other than insignificant modifications to the source code underlying such a system; and 

c. operating or supervising the operation of such a system. [3.50]
	The following would impair independence:

· Design or develop a client's financial information system.

· Make other than insignificant modifications to source code underlying a client's existing financial information system.

· Supervise client personnel in the daily operation of a client's information system.

· Operate a client's local area network (LAN) system.  [ET 101.05]


	Services related to information technology (“IT”) systems include the design or implementation of hardware or software systems. The systems may aggregate source data, form part of the internal control over financial reporting or generate information that affects the accounting records or financial statements, or the systems may be unrelated to the audit client’s accounting records, the internal control over financial reporting or financial statements… [290.201] 

Providing services to an audit client that is not a public interest entity involving the design or implementation of IT systems that (a) form a significant part of the internal control over financial reporting or (b) generate information that is significant to the client’s accounting records or financial statements on which the firm will express an opinion creates a self-review threat. [290.203]

The self-review threat is too significant to permit such services unless appropriate safeguards are put in place ensuring that:

a) The client acknowledges its responsibility for establishing and monitoring a system of internal controls;

b) The client assigns the responsibility to make all management decisions with respect to the design and implementation of the hardware or software system to a competent employee, preferably within senior management;

c) The client makes all management decisions with respect to the design and implementation process;

d) The client evaluates the adequacy and results of the design and implementation of the system; and

e) The client is responsible for operating the system (hardware or software) and for the data it uses or generates. [290.204] 
	The GAO proposal is consistent with the AICPA standard.  The AICPA standard also provides examples of permitted IT services.

	Nonaudit services – Valuation services
	A valuation comprises the making of assumptions with regard to future developments, the application of appropriate methodologies and techniques, and the combination of both to compute a certain value, or range of values, for an asset, a liability, or a business as a whole. 
If an audit organization provides valuation services to an audited entity and the valuations would have a material effect, separately or in the aggregate, on the financial statements or other information on which it is reporting, and the valuation involves a significant degree of subjectivity, the audit organization’s independence would be impaired. [3.51]

	Independence would be impaired if a member performs an appraisal, valuation, or actuarial service for an attest client where the results of the service, individually or in the aggregate, would be material to the financial statements and the appraisal, valuation, or actuarial service involves a significant degree of subjectivity.

Valuations performed in connection with, for example, employee stock ownership plans, business combinations, or appraisals of assets or liabilities generally involve a significant degree of subjectivity. Accordingly, if these services produce results that are material to the financial statements, independence would be impaired.

An actuarial valuation of a client's pension or postemployment benefit liabilities generally produces reasonably consistent results because the valuation does not require a significant degree of subjectivity.  Therefore, such services would not impair independence. In addition, appraisal, valuation, and actuarial services performed for nonfinancial statement purposes would not impair independence. However, in performing such services, all other requirements of this interpretation should be met, including that all significant assumptions and matters of judgment are determined or approved by the client and the client is in a position to have an informed judgment on, and accepts responsibility for, the results of the service.  [ET 101.05]


	A valuation comprises the making of assumptions with regard to future developments, the application of appropriate methodologies and techniques, and the combination of both to compute a certain value, or range of values, for an asset, a liability or for a business as a whole. [290.175]
Performing valuation services for an audit client may create a self-review threat. The existence and significance of any threat will depend on factors such as:

· Whether the valuation will have a material effect on the financial statements.

· The extent of the client’s involvement in determining and approving the valuation methodology and other significant matters of judgment.

· The availability of established methodologies and professional guidelines.

· For valuations involving standard or established methodologies, the degree of subjectivity inherent in the item.

· The reliability and extent of the underlying data.

· The degree of dependence on future events of a nature that could create significant volatility inherent in the amounts involved.

· The extent and clarity of the disclosures in the financial statements.

The significance of any threat created shall be evaluated and safeguards applied when necessary to eliminate the threat or reduce it to an acceptable level….[290.176]
Certain valuations do not involve a significant degree of subjectivity. This is likely the case where the underlying assumptions are either established by law or regulation, or are widely accepted and when the techniques and methodologies to be used are based on generally accepted standards or prescribed by law or regulation… [290.177]
In the case of an audit client that is not a public interest entity, if the valuation service has a material effect on the financial statements on which the firm will  express an opinion and the valuation involves a significant degree of subjectivity, no safeguards could reduce the self-review threat to an acceptable level. [290.179]
	The GAO, AICPA and IFAC standards are consistent in that all would consider valuations that are material to the financial statements and involve a significant degree of subjectivity to impair independence.
However, AICPA and IFAC provide specific examples of permitted services as well.

	Nonaudit Services - Other
	Auditors should use the conceptual framework to assess independence given the facts and circumstances of individual engagements for services not specifically prohibited in this section. [3.43]
	The AICPA Code includes examples of additional nonaudit services not addressed in the GAO proposal.

When specific guidance on a particular nonaudit service is not included, the conceptual framework should be applied when evaluating the particular circumstances.
	The IFAC Code includes examples of additional nonaudit services not addressed in the GAO proposal.
When specific guidance on a particular nonaudit service is not included, the conceptual framework should be applied when evaluating the particular circumstances. 
	While the AICPA and IFAC Codes provide additional examples of nonaudit services and their impact on independence, auditors applying the conceptual framework under the GAO standard should presumably reach the same conclusions.

	Documentation
	The auditor should document conclusions regarding compliance with independence requirements, and the substance of any relevant discussions that support those conclusions. Documentation provides evidence of the auditor’s judgments in forming conclusions regarding compliance with independence requirements. Accordingly: 

a. When safeguards are required to eliminate a threat or reduce a threat to an acceptable level, the auditor should document the nature of the threat and the safeguards in place or applied that eliminated the threat or reduced it to an acceptable level. 

b. When a threat requires significant analysis to determine whether safeguards were necessary and the auditor concluded that the safeguards were not necessary because the threat was already at an acceptable level, the auditor should document the nature of the threat and the rationale for the conclusion. 

c. When a threat requires significant analysis to determine whether the threat was eliminated or reduced to an acceptable level and the auditor concluded that the threat was eliminated or reduced to an acceptable level, the auditor should document the nature of the threat and the rationale for the conclusion. 

d. When the auditor determines that a threat cannot be eliminated or reduced to an acceptable level, the auditor should document the nature of the threat and its effect on the overall performance and outcome of the audit. [3.52]
	If the threats to independence are not at an acceptable level, safeguards should be applied to eliminate the threats or reduce them to an acceptable level. In cases where threats to independence are not at an acceptable level, thereby requiring the application of safeguards, the threats identified and the safeguards applied to eliminate the threats or reduce them to an acceptable level should be documented. fn 12
fn 12 A failure to prepare the required documentation would be considered a violation of Rule 202, Compliance With Standards [ET section 202.01], of the AICPA Code of Professional Conduct. Independence would not be considered to be impaired provided the member can demonstrate that he or she did apply safeguards to eliminate unacceptable threats or reduce them to an acceptable level.

[ET 101.02]
	Documentation provides evidence of the professional accountant’s judgments in forming conclusions regarding compliance with independence requirements. The absence of documentation is not a determinant of whether a firm considered a particular matter nor whether it is independent.  The professional accountant shall document conclusions regarding compliance with

independence requirements, and the substance of any relevant discussions that support those conclusions. Accordingly:

(a) When safeguards are required to reduce a threat to an acceptable level, the

professional accountant shall document the nature of the threat and the safeguards in place or applied that reduce the threat to an acceptable level; and

(b) When a threat required significant analysis to determine whether safeguards were necessary and the professional accountant concluded that they were not because the threat was already at an acceptable level, the professional accountant shall document the nature of the threat and the rationale for the conclusion. [290.129]
	The GAO documentation requirements go beyond that required by the AICPA and IFAC standards.  In addition, the AICPA and IFAC standards specifically indicate that a failure to document would not necessarily result in an independence impairment.
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