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Policy 3510 — Use of External CPA Firms’ Work

BACKGROUND

The interest of the public is well-served if the State Auditor’s Office can utilize audit work by external
certified public accountants that contract directly with state agencies or local governments to audit the
entities’ financial statements. This helps avoid the potential for duplication of effort and controls audit
costs.

Local government entities that contract directly with external CPA firms for financial statement audits
generally are limited to proprietary operations such as ports, public utility districts and public hospital
districts because those entities most closely resemble private sector businesses of the type CPA firms are
familiar with. Component units are often audited by a CPA firm (for example, a tax credit partnership at
a housing authority).

State law prescribes the powers and duties of the State Auditor’s Office, which primarily include
examining the financial affairs of every state and local government and its officers and employees. As
such, the State Auditor’s Office is the principal auditor of all state and local governments.

REQUIREMENTS

v 1. If an external CPA firm conducts the entire financial statement audit of a state
agency or local government:

a. Our Office will not re-issue the entire financial statement audit report unless
the work of CPAs is found to be deficient or for other reasons approved by
the Director of State and Local Audits. However, if the CPA firm conducted
a financial audit in accordance with GAAS instead of Generally Accepted
Government Auditing Standards (GAGAS) and a single audit is required,
audit managers will request entities to obtain a GAGAS audit by the CPA
firm. If the CPA firm is unable to conduct a GAGAS audit which meets the
single audit deadline, our Office may re-issue the financial report and
perform audit procedures to issue an Independent Auditors Report on
Compliance and Internal Control over Financial Reporting.

Refer to the Audit Report Standards Manual for language that must be added to
the accountability report when we don’t re-issue the financial report.

b. Auditors will evaluate the professional reputation of external CPA firms and
obtain representation that CPA firms are independent in accordance with
GAGAS. Auditors will also ensure that CPA firms understand the intended
use of the financial statements by our Office.

In evaluating a CPA firm’s independence, the auditor will determine whether
CPA firms performed non-audit services in addition to a financial statement audit.
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If so, the auditor will obtain the CPA firm’s documentation explaining its
rationale for concluding independence was not impaired and forward it to the
Director of Quality Assurance for review. In addition, as part of evaluating a
CPA firm’s professional reputation, the Director of State and Local Audits or his
designee will obtain a copy of the firm’s latest peer review report and any letter of
comment.

Audit managers will consider periodically attending meetings between CPA
firms and auditees, such as entrance and exit conferences and other interim
audit status meetings that normally take place during the course of an audit.
Frequency of attendance should be based on the risk of the entity being
audited. Approval must be obtained from the Director of State and Local
Audits or his designee if an audit manager does not plan to attend any such
meetings.

Our Office will review the audit documentation and report of external CPA
firms to determine if they meet professional standards (see requirement #3).

To ensure that only adequately experienced auditors will be assigned, the Director
of State and Local Audits will assign staff to perform the review, and our Office’s
CPA Review Checklist will be used to conduct and document such reviews (the
CPA Review Checklist is available in TeamMate and on our Intranet).

A copy of the completed CPA Review Checklist will be included in the audit
documentation and e-mailed to the Director of State and Local Audits or designee
immediately after completing each review to ensure any indications of concerns
were timely resolved. A final copy of the CPA Review Checklist will be e-mailed
to the TAS Manager.

Audit managers and the Directors of State and Local Audits and Quality
Assurance will consider, based on risk assessed as a result of conducting the
above steps, whether our Office should conduct the audit for one or more
years.

If an external CPA firm conducts only a portion of the financial statement audit of a
state agency or local government:

a.

Auditors will reference the CPA firm’s report in our financial statement
audit reports, if the portion of the financial statements audited by the
external CPA firm is material. The CPA firm report will also be mentioned
in the accountability audit report.

Refer to the Audit Report Standards Manuals for language that must be added to
our reports.
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Regardless of materiality, auditors will evaluate the professional reputation
of external CPA firms and obtain representation that CPA firms are
independent in accordance with Generally Accepted Government Auditing
Standards (GAGAS). Auditors will also ensure that CPA firms understand
the intended use of the financial statements by our Office.

In evaluating the independence of CPA firms, the auditor will determine whether
they performed non-audit services in addition to a financial statement audit. If so,
the auditor will obtain documentation from CPA firms explaining their rationale
for concluding independence was not impaired and forward it to the Director of
Quality Assurance for review. In addition, as part of evaluating a CPA firm’s
professional reputation, the Director of State and Local Audits or his designee
will obtain a copy of the firm’s latest peer review report and any letter of
comment.

If the portion of the financial statements audited by the external CPA firm is
material to the financial statements, audit managers will consider
periodically attending meetings such as the exit conference between CPA
firms and the auditees to determine if there are any issues that affect the
audit of the primary government or our report on the financial statements.

Auditors will review the CPA firm’s audit documentation and report to
determine if they meet professional standards (see requirement #3).
However, upon approval of the Director of State and Local Audits,
exceptions can be granted not to review a CPA firm’s audit work in those
situations that are impracticable. For example, it may not be practicable to
review numerous tax credit partnerships at a housing authority. Alternative
procedures approved by the Director of State and Local Audits will be
performed in those situations.

To ensure that only adequately experienced auditors will be assigned, the Director
of State and Local Audits will assign staff to perform the review, and our Office’s
CPA Review Checklist will be used to conduct and document such reviews (the
CPA Review Checklist is available in TeamMate and on our Intranet).

A copy of the completed CPA Review Checklist will be included in the audit
documentation and e-mailed to the Director of State and Local Audits or designee
immediately after completing each review to ensure any indications of concerns
were timely resolved. A final copy of the CPA Review Checklist will be e-mailed
to the TAS Manager.

Audit managers and the Directors of State and Local Audits and Quality
Assurance will consider, based on risk assessed as a result of conducting the
above steps, whether our Office should conduct the audit for one or more
years.

APPROVED BY
SAOQO Directors

EFFECTIVE SUPERSEDES POLICY PAGE
4/8/08 11/2/05 3510 Jof4



[image: image4.png]Washington State Auditor’s Office
Audit Policy Manual

v 3. The Director of State and Local Audits or the Director of Legal Affairs or their
designee will review and sign all agreement letters from CPA firms, who require it
in order to allow access to their audit documentation.

REFERENCES

AU §543 — Part of Audit Performed by Other Independent Auditors
Government Auditing Standards (Yellow Book) 93.63; 94.23; 97.41-.42
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