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FOREWORD

The mission of the Office of Audit in the Depaertment of the Treasury’s Office of
Inspector General is to prevent and detect waste, fraud, and abuse by conducting
independent, objective audits and evaluations. The results of these reviews help ensure
the effectiveness, efficiency, and integrity of Treasury programs and operations.
Accordingly, it is essential that the Office of Audit ostablish standard operating
procedures for indopendent, objective reviews of Troasury programs and operations.

The application of those policies and procedures, slong with sound judgment and
supervisory direction, are key to the Office of Audit’s ability to produce reliable,
informative of T Yy programs and operations.

This policy and procedures manual was revised in October 2014 to address a change

tc our policy regarding independence threat assessments for all audits. This revision This page intentionally left blank.
supersedes all pravicus revisions of the manual. This rovision is effective for all Office

of Audit work, including audits, attestations, evaluaticns, and inspections effective

immediately. An olectronic version of this d 1t can be d on the office’s

intranat, TIGNet.

October 2014
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CHAPTER 1.0 —OVERYIEW OF THE QFFICE OF AuDIT

This chapter identifies the standards and federal guidance applicable to the operations
of 1the Ofiice of Audit 1OA) in the Department of the Treasury (Treasuryt Othice of
Inspector General (O1G). In addition, this chapter descnbes roles and responsibilities
within OA, Treasury OIG conducts or supervises audits of Treasury programs and
operaugns except for those programs and operations under the jurisdictions of the
Treasury Inspector General for Tax Administration and the Special Inspecrar General
far the Troubled Assets Reliol Program,

1.2 Policy. Authorities. and
Standards

Tne Inspector General Act o 1878 requires {ederd! Inspectors General (o camply with
suda standards established by the Comptroller General of the United States for audits
ot lederal establishments, organizations, programs, aclivibes, and functions. These
standards, referred to as generally accepted govarnment auditing standards, are issued
by the Government Accountability Office {GAD) in Government Auditingy Standards
CA conducts audits in accardonce with generally accepted government auditing
standards.” The law also roquires that audits performed by contractors monitored by
04 also conform to generally accepted government auditing standards. The fallowing
QA wark is covered by the Yollow Book:

+ Financial audits include francial statement and linancial-related audits

« Performance audits, include economy and elficiency audits and program
audits

* Artestation gngagoments, which examine, review, or perlorm agroed-upon
pracedures on o subject matter or an assertion about a subjoct matter and
report on the results

' GAD, Government Auditing Standards, GAD-12-331G, (2011 Fevimon. Throughout thes manyal,
the larm ~Yellow Book™ 15 used when refernmg 10 Gavernrment Auditing Standards

¥ The tarm “audt” 25 it 15 used throughout this manual refers to financial audits, artestation
engagoments, and pertoemance audits conducied in accordance with Yellow Book

- T S T IR TR A O (O U T TR A B
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CHAPTER 1.0 — OVERVIEW OF THE OFFICE OF AUDIT

In limited instances as approved by the Assistamt lnspector General lor Audit or as
authgrized by legislation, QA performs independent evatuations o nspections of
Treasury pregrams and operations that are not audits,” It is OA palicy 1o conduct this
work in accordance with Ouality Standards for inspection and Evaluation, established
by the Council of the Inspeetors General on Inteqnty and EHiciency {CIGIE).

OA responsibiilies are established or guided by the following:

* The Inspector General Agy of 1978, Tho Inspectar General Act establishes
federal OIGs as independent and abjective units to (1) conduct and supervise
audits and investigations relating to the programs and operations of an agency;
12) provide Jeadership and coordination and recommend policies for agtivities
designated to promote cconomy, efficiency, and effectiveness m the
administration of, and to prevent and dotoct fraud and abwsc in, such as
programs and eperations; and |3} provide 3 means for keeping Lhe head of the
agency and Congress fully and currently informed about problems and
deficiencies in tho administration of agency programs and operanons and the
necessity for correchive action,®

* Congressional mandates, Congressionally mandated rgspansibiities include, for
example, financial audits, annual independont evaluations of Treasury
information security policies and practices, ond reviews of failed frnangial
institutions regulated by Troasury.

s Council of the inspectors General on Integrty and Efficiency. In addition to
inspection standards, CIGIE® Tssued standards and detailed guidance for federal
OlGs. which ara contained in Quality Standards for Federal Offices of inspectar

T An MSPECUIGN IS 8 process that evaluates, revigws, Sludies, or analyzes the programs and activihios
ot 2 department or agency lor the purposes of providing nformanon to managers for making
doosons; making recommendations 10r iMprovements ta programs, polcies, o procedures; amd
wdenitying where administrative aclion may be fIECEsSary

* Council of the Inspectors Guneral on Integnty and Lthowency, Ouality Standards for Inspection and
Evaiuaron lJan. 2012).

"Pub L No 95162 (Oc1 12, 1578), as amended by Pub L No. 100-504 (Dt 18, 19841

* The Inspector General Relorm Act of 2002, Pub L No 110-308 {Oer. 14, 2008], combined PCIE
and the Execitive Councit on Integuty and Efficiency 1g create the Councd of the Inspectors General
on Integrty and Efhgiancy Documents referred 1o o this manual were created teiore That change
oecured.









CHAPTER 1.0 —OVERVIEW OF THE OFFICE OF AUDIT

consultaticn with the Assistant Inspector General tor Audit, that is consistent
with the annual audit plen and emerging events

Assigning individual audits, in consultaticn with the Assistant Inspector General
for Audit, to audit directors

Holding audit directors accountable for parforming audit work in accordance
with the Yellow Book or other applicable standards and with OA pelicy
informing the Assistant Inspector General for Audit promptly of significant
isgues affecting audits under his or her area of responsibility

Providing the Assistant Inspector General for Audit input on the results of
monitoring activities performed and systemic issues identified for the annual
summaery required by tho Yellow Book'?

Audit directors are responsible for the following:

Directing and supervising the work of audit managers in their directorate 10
ensure that audits are conducted in conformity with the Yellow Bock or other
applicable standards and with OA policy

Approving all audit programs, resource needs, and project milestones and
ensuring that resources and milestones are consistent with deadlines for
mandated audits and timely completion of other audits

Adviging their cognizant Deputy Assistant Inspector General for Audit promptly
of significant issues atfecting assigned audits, including matters affecting
independence; congressional or media interest; the audited entity’s refusal to
provide or delay in providing information; indicators of fraud: significant changes
in project scope, resource needs, and estimated milestone dates

Ensuring coordination with GAO and other audit organizations to minimize
scheduling conflicts and duplication of effort

Advising their cognizant Deputy Assistant Inspector General for Audit in
advance of all meetings with senior Treasury officials and ell conferences that,
in their judgment, would bo of immediate interest to the Deputy Assistant
Inspector General for Audit, the Assistent Inspector General for Audit, or the
Inspector General

Leading audit entrance and exit conferences, inviting the Assistant Inspector
Gonera for Audit and cognizant Deputy Assistant Inspector General for Audit to

2 yellow Book paragraph 3.95.

TRtASURY 001G
OA POLICY aAaND PROCEDURES MANUAL
OCTOBER 2014

Page 7

CHAPTER 1.0 —OVERVIEW OF THE OFFICE OF AUDIT

heduled confer , and informing them in advance of significant issues
expected to arise in the conlerences
Discussing with the cognizant Doputy Assistant Inspactor General for Audit any
significant “passed” comments made by referencers and any disagreement by
an audit team member about the conduct of or conclusions reached on an
assigned audit
Providing the cognizant Deputy Assistant Inspector General for Audit input on
the resutts ol monitoring activities performed and systemic issues identified for
the annual summary required by the Yellow Book

Audit menagars are responsible for the following:

Directing and supervising the work of the audit team on assigned audits to
engure adherence to the Yellow Book or other applicablo standards and with OA
policy

Raviewing audit programs, project staffing rescurce needs, and project
milestones developed by the auditor-in-charge for soundness and adherence to
the Yellow Book or other applicable standards and with OA policy

Perticipating in ontrance and exit conferences

Ensuring that other OIG components, principally the Otfices of Investigations
and Counsel, are consulted about audits as appropriate

Ensuring that audit status reports are created or updated and posted to the
shared folder monthly

Coordinating the work of the referencer and ensuring that review comments are
either addressed or referred to the audit director for resotution

Advising the audit director promptly of any significant issues affecting assigned
audits

Auditors-in-charge are responsible for the lollowing:

Ensuring thet planning for their audits—including preparation of the audit
program, identification of staffing and other needs, and development of project
milestones —is consistent with the Yellow Book or other applicable standards
and with OA policy

Assigning work to audit team bers and r ing their work for adherence
to the audit program, the Yeflow Book or other applicable standards, and OA
policy
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CHAPTER 1.0 —OVERVIEW OF THE OFFICE OF AUuDIT

+« Coordinating the sudit effort with onsite auditors, auditars in other offices, and
other CIG components

*  Performing fieldwork, as nocessary

* Participating in entrance and exit conferences

= Ensunng that draft reports asdhere to the Yellow Book or ather applicabla
standards and DA policy and that draft reporns are accurate, complete, clear,
and concise

»  Advising the audit manager promptly of any signilicant issues affecting assigned
audits

Team members |auditors, spocialists, support stafl, and othersl are responsible for the
{ollowing:

+  Asgsisting in planning audits

s Preparing audit documentation for assigred segments af aodit fieldwaerk in

accordance with the audit program, the Yellow Book or other apphcable

standards, and QA policy

Drafling audit findings and sections of audit reports that conform with the

Yollow Book or other applicable standards and QA policy

+ Participating, as directed, in job progress briafings with OA management and
audit entrance and oxil conferences

» Advising the auditor-in-charge promptly of any significant issues affecting
assigned zudit work

1.5.2 Team Concept

04 work is generally done by teams of auditors. Teams are formed at the beginning of
audits and include all participating staff auditors, supporl staff, senior auditors, augit
managers, audit directors, and audit executives.

Team megtings should be held at appropriate junctures throughout the audit. Usually
the team should mes with tho Assistant Inspector General Tor Audit and the cogmzant
Deputy Assistant Inspector General lor Audit at the {ollpwang three critical paints:

« At the beginning o audit planning

« At the end af audit planning
»  Alter substantial complouon of audit fieldwork

— AW e

CHAPTER 1.0 —OVERVIEW OF THE OFFICE OF AUDIT

The purpose af the mestings during 1he pianning phase is to reach agreement on audil
objectives and methodology. The purpose of the meeting at end of fieldwork is to
reach agreement on the report message.

Roles assigned to staff members may vary from audit to audit and are determinod by
the staff member's availability and by the experience or spegialty required for the
assignment. In seme instances, stalf members may fill more than cne role on an audit
and may serve on soveral sudits ef ono time. Staff members may alsg sometimes
Fepart 10 a stall member whose grade is the same as their own.

1.6 Auditing in a TeamMate
Environment

TeamMate®, OA‘s automated work poper and reporting system, coniains libraries with
slandard sudit pohcies and procedures that implement this policy and procedures
manual by praviding basic templates for audits, attestation engagements, and other
assignments. The OA TeamMata? administrator will ensure that TeamMate? is
premptly updated to incorparate changos in audit policies and guidance and is
responsible for updating the office’s TeamMate® Protocol. TeamMate® is to be used for
all A work unless

* the audit work is designated “classiticd”, as outlined in Chapter 10 of this
manual, or

* the Assistant Inspector General for Audit has specilically granted a sequest fos
an exceplion (the request must contain a justification for the exception from the
tequestar, and if the request for an exception is granted, evidence of the
Assistant Inspector General for Audit’'s response must be included in the audit
documentatian).

Manual work papers aro to adhere to the Yellow Book or oiher applicatlle standards
and should ba properly assembled and numbered.

1.7 Campliance with Section 508

of the Rehahilitation Act

Section 508 of the Rehabilitation Act ol 1973, as amended, redquires that federal
agencies develop, maintain, procure, and use electronic and infermation technology
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CHAPTER 1.0 —OVERVIEW OF THE OFFICE OF AUDIT

that is accessible 10 paople with disabilities, including employecs and members of the
pubilie.'? OA will comply with these requiraments for all work gonorated within OA,

1.8 Maintaining the Pelicy and

Procedures Manual

The policy and procedures manual will be updated ceguiarly. The Office of Audit
Operations has primary responsibility for updating the manual. At the end of avery year
the Director of Audit Operations will review the manual 1o ensure that it 15 current and
refevant and that the hnks included are active and current and will prepara a2

memorandum to the Assistant Inspector General for Audit indicating that the annual
raview has been accomplished and summarizing any signiticant changes made.

O stalf membars are encouraged to propese revisions to the manual through their
supervisory management chain to the Dirgctor of Audit Operations. The staff member
is ancouraged to provide the proposed rew language and reasons lor the proposnd
change. The Assistant Inspoctor General lor Audit and cognizamt Deputy Assistant
Inspector General far Audit will review and approve any revisions. The Assistant
Inspector Genoral for Audil will announce significant interim changes of the manual to
04 i memoranda and these changes will be inserted into tho manual a1 the next
regular update.

" Sacuon 508 of the Rehatulination AcT (29 U 5 ¢ 7944). as amended by the Workforce
Investrrent ACL ol 1898 [Pub. L. Mo, 105-220, Aug 7, 1998).
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CHAPTER 2.0 —TYPES OF WORK PERFORMED BY OA

2.1 Purpose

This chapter describes the types of audils, attestation engagements, and other work
performed by OA. This work alfects gavernment programs and operations, and federal
awards administered by nongovernment entitins.

2.2 Policy

Mout OA work consists of finangial sudits, sttestation engagements, and performance
audits. This work is perlormed in accordance wath the Yellow Book. OA staff members
will follow all Yellow Book uncenditional requirements. ™ In rare curcumstances where
stalf members determine 1t is necessary to depart fram a Yellow Book presumptively
mandalory requirement, ™ staff members will perform alternative procedures to achieve
the intent of the requiroment and document the justification for the depariure and how
the alternative procaduras perlormed were sulficient to achiove the intent of the
requiroment in the work papers. The need to depart from a presumplivaly mandatory
reguirement should be discussed with the cognizant Deputy Assistant Inspector
General 1or Audit.

2.3 Financial Audits

Financial audits are primarily concerned with prowviding reasonable assurance as 1o
whether tinancial statomants are presented fairly in all material respects in conformity
with U.5. generaliy accepied accounting principles or with another comprehensive
basis ol accounting.

Chapter 4 of this manual contains a more detailed deseription of financial audits.

Z.4 Attestation Engagements

Attestalion engagements concern examining, reviewing, or perfarming agreed-upon
procedures on a subject matier or an assertion about a subject matter, and reporting

" Yellow Boak uses the torm "must” to identily uncondinonal requirements
" Yallovs Boak uses the term “should” to identily presumptively mandatory recuetements.
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CHAPTER 2.0 —TYPES OF WORK PERFORMED BY THE
OFFICE OF AUDIT

on tho results. Attestation cngagements can cover a broad range of fingncial or
nenfinancial objectives and may provide different levels of assurance about the subject
matter or assertion, depending on user needs.

Chapter 6 of this menual contains a more detailed description of attestation
engagements.

2.5 Performance Audits

Performance audits are audits that provide findings or conclusions based on an
eveluation of sufficient, appropriate evidence against criteria.

Chapter 7 of this manual contains a more detailed description of performance audits.

OA may perform a variety of other work, including the folowing:

e Serving as a Contracting Officer’s Representative for financial statement audits,
attestation engagements, information technology audits, and performance audits
performed by independent public accounting firms under contract with OIG

* Participating in an advisory capacity on committees or task forcos to edvise
Treasury management
Coordinating contract audits performed by the Defense Contract Audit Agency
Performing quality control reviews of audits conducted in accordance with the
Single Audit Act

« Preparing congressional testimony

* Responding to internal and extemnel information requests
Conducting peer reviews of other OIG audit organizations

Work for such services should follow the procedures specified in applicable chapters of
this manual.

SURY G
OA POLICY AND PROCEODURES MANUAL
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2.7 Inspections and Evaluations

In certain instances, OA can perform independent evaluations, inspections, or progrem
reviews conducted in accordance with Quality Standards for inspection and Evaluation.
CIGIE esteblished these standards to guide the conduct of all inspection work
performed by the Inspector General community and it reviews these standards
periodically to ensure their continuing relevancy and sulficioncy. The use of inspection
standards for en engagement must be approved by the Assistant Inspector General for
Audit.

2.8 Nanaudit Services

The Yellow Book delines nonaudit services as professional services other thaen audits
or attestation engagements. OA does not anticipate providing nonaudit services but the
policy in Section 3.3.3 of this menuat should be followed if a nonaudit service is
contemplated. The section provides OA stalf members guidence on how to assess the
impact that performing a nonaudit service may have on auditor and audit organization
independence and how to mitigate threats to independenco in accordance with the
Yellow Book independence stendard.

TrReasurRy 011G
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CHAPTER 3.0 - GENERAL STANDARDS

This chapter specifios the general auditing standards that OA is to follow i managing and
performing audits of Troasury progeams and operatians.,

3.2 Policy

QA follpws the general Yellow Book standards concerning the fundamental requirements for
cnsuring the credibility af auditors” results.

These goneral standards concern the following:

a  The independence of the audit organization and i1s individual auditors

= The exercise of professional judgment in the performance of work and the preparation
of related reports

« The competence ol audit stall members, including the need for their continuing
professional education

+  Quality contro! systems and pear roviews of other federal OIGs

As OA policy, these general standards also apply to evaluations and inspections performed by
0A.

3.3 Independence

OA staff members myst maintain both independence of mind and independence in
appearance so that their opinions, findings, conclusions, judgments, and
tecommendanons will be impartial and viewed as impartial by reasonable and informed
third parties. Independence of mind and in appearance permits individual auditors to
act with integrity, and oxercise objectvity and prefessional skepticism while
performing their work, Engagement stalt members should be independent from an
audited entity for any period of time that falls within the pcrniod covered by the subjoct
matter of the audn and for the period of tho professional engagement, which bagins
when the ¢ngagement letter is issued or the audit s1af{ member hegins to perform
work, whichever is carlier.

Page 15
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The Yellow Book provides four pracucal considerations lor determining independence
for OA stalt members performing audits and atiestanon engagements.

* A conceptual fromewaork approach based on tho circumstances of the audit or
individual auditor

+  GCrganizational structure
= Nonaudit services
* Documentation

OA guidance for applying these considerations is provided in three sections of this
manual, Section 3.3.1 Yellew Book Conceptual Framework Appraach 1o Independence,
Section 3.3.2 Organizational Structure, and Section 3,3 3 Nonaudit Services. Optional
guidance tor documenting independence is lpcated within oach of these sections.

OA determined that the following work are not nonaudit services:

¢ Inspecuons and evaluations performed in accardance with the CIGIE Duality
Standards for Inspection and Evaluation.

= Monitanng tho work of indepondont public accounting firms undet caniract with
QIG. In thosa cases, OA stall members monitoring the work of others will
determine sheir independence based on the guidance provided in Section 3.3.1
of this manual.

3.3.1 Yellow Book Conceptual

Framework Approach to
Independence

The Yellow Book provides a conceptual framewotk for indopendence delerminations
based on facts and circumstances unique to specific environments. The framework
requires auditors 1o identify and evaluate threats to independence and apply sateguards
10 address these threats. This conceptual framework assists auditors 1n mamtaining
both independence ol mind and independence in appearanca.

To apply this conceptual framework, all staff membars, including the Assistant
Inspector tor Audil, the cognizant Dopuly Assistant inspector General for Audit, and

I
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speciglists'® assigned to the engagement, need to continuously be cognizant of any
circumstances that could be indicative of a threat to independence. Staff members
must promptly notify their audit menager for the engagement if they believe their
independence or cbjectivity is or may be threatened at the time they suspect a threat
to their independence. The audit manager for the engagement will promptly discuss the
identified threat and the proposed safeguard or resolution with the audit director. The
audit director will notify the cognizant Deputy Assistant Inspector General for Audit
who will notify the Assistant Inspector General for Audit. If safeguards are not
availgble to eliminate an ungcceptable threat or reduce it to an acceptable lovel,
independence would be impaired. Staff members must be removed from an
engagement if they become affected by influences that compromise thaeir
independence or provide an appearance that causes a reasonable and informed third
party to cenclude that the staff member’s independence has been compromised. The
audit ger for the engag: 1t should document threats, saefeguards appliod to
eliminate threats or reduce them to an acceptable level, end the rasoluticn of
impairments in the engagement work papers.

The audit manager for the engagement should obtain a threat assessment frem each
staff member, including the Assistant Inspector General for Audit, the cognizant
Deputy Agsistant Inspector General for Audit, and specialists” assigned to the
engagement, to identify threats to each staff member’s independence, evaluate the
significence of the threats identified, both individually and in the aggregate; and apply

feguards as r v to oliminate the threats or reduce them to an acceptable level.
The audit menager for the engagement is responsible for initiating the threat
assessment. These threat assessments should be cbtzined at the following points
during the performance of the ongagement.

* Baginning of the staff member's assignment to the engagement {Initial Threat

Assessment)

% The sal k {or ind dence applias to both i | spacialists and oxtemal
speciali h fting on the eng 1t or diracting, perionming audit procedures, or

porting on the
7 Tho audit ger for tha ong, should obtain threst assessments from individuals
assigned to an engagement from Troasury O1G's Office of Counsel, Gtfica of Investigations, or
Offico of Manag and f speciafists undor contract with our offica. The documentation
and f y of threat for | spacialists is ined by the

TREASURY 016
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* Assignment of referencer to the engegement (Referencer Threat Assessment)
* Between receipt of tho official written comments to the formal draft and
issuance of the final raport (Final Threat Assessment}

The gudit meanager for the engagement should document the threat assessment and
any meetings held tc address threats, and safeguards established in the engagoment
work papers.

The audit manager for the engagement is responsible for adequately conducting the
threat assessment with sudit staff members who are assigned to the engagement.
Throat assessments may be initiated through an email request, discussion with staff
members, or by using the Independence Threat Assessment Instructions.

Tho audit manager for tha engagement should decumont in the engsgement work
papers when staff members are no longer assigned to the engagement. Documentation
should include the staff member’s names and the date they left the engagement.

If a threat to indepondence is identified after the engagement report is issued, auditors
should evaluate the threat’s impact on the engagement and on Yellow Book
compliance. If the auditors determine that the nowly identified threat had an impact on
the engagement that would have resulted in the report being dilferent from the repont
issued had the auditors beon aware of it, they should,

 Communicate the impact to the appropriate officials of the engaged entity and
appropriate officiels of the organizations requiring or arranging for the
engagement, and other known users, 50 that they do not continue to rely on
findings or conclusicns that were impacted by the threat to independence.

e Remove the report on OIG’s public facing website and post a public notification
that the report was removed.

o Determine whether to conduct additional audit work necessary to reissue the
report, including any revised findings or conclusions or repost tho original report
if the additionel work does not resuit in a change in findings or conclusions.

The Yellow Book provides broad categories of threats that can impair independence in
paragraphs 3.14 and 3.15 and examples of safeguards that can be used to efiminate or
reduce threats to an acceptable level in paragraphs 3.17 and 3.19.

TREASUR 011G
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CHAPTER 3.0 —GENERAL STANDARDS

3.3.2 Organizationa) Structure

wWhethar reporting to exiernal third parties or to top management within the audited
entity, audit organizations must be free from impairments to independence with
respect to the entities thay audit. Structural impairments to independence rasult when
the audit function is organizationally focated within the reporting line of the areas under
audit. Treasury QIG's audit organization is localed outside Treasury’s reporting line for
the areas it audils and is thoraefore free from threats and impairments to ndependence
with raspect to the entities it audits, This determination is not included in the audit
documentation of specific engagements.

3.3.2 Nonaudit Services

As mentioned in Section 2.8 of this manual, the Yellow Book delines nonaudit services
as professionat services other than audits or attestation engagements. The Yellow
Book provides examples of nonaudit services in paragraphs 3.49 through 3.57 that
may not impair independence when saleguards arg applhed. The Yellow Book also
pravides oxamaples of nonaudit services in paragraph 3.58 that always impar an
external auditor's independence with respect to on audiled entity. OA doas nat
anticipate providing nonaudit services but the following policy should be followad if a
nonaudit service is contemplated.

Before apreeing to pravide a nonaudit secvice for an audited entity, OA stall members
should

+ determine whether by providing the nonaudit service, OA could be assuming a
management responsibility as described in the Yellow Book, paragraphs 3.35
and 3.36, and theretfore the nonaudit service should not be provided;

+ il by providing the nonaudit service OA is nol assuming a managemant
rasponsibility, dotorming whether providing such s service will atherwise create
a threat to independance, either by itself or in aggregate with other nonaudit
sorvices provided;

= respond to any identified threats to auditor and audit organization independence
in accordance with the Yellow Baok,
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* determine whether management is capable of oversesing and has agreed 1o
overses the nonaudi service,

*  commurkicate wilh roquestors and those charged with governance to clarify that
the work performed does nat constitute an audit condusted in accordance with
the Yellow Baok, and

*  ensure management accepts responsibilily {or the results of the nonaudit
service,

To assist with conducting the threat assessment, DA stalf members must complets
tho Checkhst far Performing Nonaudit Services. The checklist must be documented and
signed by the Director, and concurred with and signed by the cogrizant Deputy
Assistant Inspector Genaral for Audit and the Assistant Inspector General for Audit.

A momorandurn af understanding between OIG and the requesting entity should he
gxecuted to describe the nonaudit services to be pravided and document an
understanding that the requesting official will assume all management responsibilities
lor the nonaudit service,

Copies of the completed chechiist and memorandum of undersianding should be
ratained by staff members performing the nonaudi service and the Qffice of Audit
Operations,

3.4 Standards of Ethical Conduct
and Disclosure Requirements

Standards of Ethical Conduct lur Emplayees ol the Executive Branch pravides the following

general principles that apply to every government employee:

*  Emplaoyees shall not held financial interasts that conflict with the conscientious
perlarmance of duty.

* Employees shall not engage in financiat transactions using nonpublic government
information or slow the improper use of such information to further any private
interest.

* Employees shall not use public office 1or private gain.

* Employees shall not engage in outside emplgyment or activities that conflict with
official government duties and responsibires,
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= Employees shall endeavor to avoid any actions creating tho appearance that they are
violating the law or ethical standards.'

All OA staff members are to adhere to these principles.

To help ensure that statf members are free from financial impairments to indepandence, OA
staff members between tha GS-12 and GS-15 lovels are required to complete an annual
Confidential Financial Disclosure Report {U.S. Oftice of Government Ethics Form 450), and
OA staff members in the Senior Executive Service are required to complete an annual Public

Financial Disclogure Report (SF-278]).

Aithough restrictions exdst, federal employees generally may obtein outside employment that
doas not conflict with their government duties. Policy Directive 810-01, Outside Emp!

and Other Qutside Activities, requires that all OIG employees seeking outside employment
submit to their supervisor the Qutside Employment and Other Qutside Activity Request Form
for Teoasury Olfice of Inspector General Employoes. In reviewing such requests, supervisers
are to consider the effect of the autside employmont or activity to the employea’s
independence.

These filings are maintained in OIG administrativo records and should not be included in
engagement documentation.

3.5 Professional Judgment

OA staff mombers must exercisa reasonable caro end prolessional skepticism in all aspects of
carrying out their professional responsibilities, including the following:

Following independenco standards and related conceptual framework

Mgintaining objectivity and credibility

Assigning competent stoff members to perform work

Defining scope of work

Evaluating, documenting, and reporting tho results of work

Maintaining appropriate quality control over the assignment process

Diligently perfarming, in good faith and with integrity, the gathering of information and
objectively evaluating the sufficiency and appropriatenass of evidence

“* 5 CFR Part 2635.
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Statf members shoutd be mindful that professional skepticism is an attitude that includes a
questioning mind and a critical assessment of evidence. Professional skepticism includes a
mindset in which auditors neither that management is dishonest nor of unguestioned
honosty.

When suditors do not comply with applicable requirement(s), they should {1} assess the
significance of the nencomplianceo to the audit objectives, {2) document the assessment,
slong with their reasons for not fallowing the requirement{s), and (3) determine the type of
Yellow Book compliance statement to use in the report. The auditors’ determination is o
matter of professional judgment, which is affected by the significance of the requirementis)
not followed in relation to the audit objectives.

3.6 Competence

To domonstrate professional competence, OA stalf mombers assigned to an audit or
attestation engagement must, collectively, pc the ary knowledge, skills, and
experience for that assignment. Accordingly, it is incumbent on OA 10 have processes for and
each OA senior executive and supervisor 10 perform adequate recruitment, hiring, professional
devealopment, and evaluaticn of staff members to help ensure that the organization maintaing
a competent workforce. The professional davelopment of OA staff members is discussed in
Chapter 15 of this manual.

To ensure assignoed staff members collectively possess the necassary knowledge,
skills, and experience for an assignment, the supervisor will evaluate each team
member’'s knowledge and qualifications required for the engagement as described in
sections 3.6.1 and 3.6.2, respectively, and review each stalf members’ continuing
professional education records for the current and previcus 2-yesr continuing
professional education measurement periods at the start and at the end of the
assignment to dotermine if the Yellow Book requirements in Section 3.6.3 of this
manual aro met. The supervisor will include a statement in the work papers, attasting
that each team member's continuing professional education record summary was
raviowed, and that the team collectively possesses the necessary skifl sets needed to
complete the assignment. The supervisor should determine whather there are any
specific training needs for each assignment, and take action to eddress those training
neads. For example, an audit of a system development may require training in project
management and il no ono on the assignment has knowledge of project managemeant
concepts and application, it may bo eppropriate to obtain training in that specizity area.

TReasury 001G
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3.7 Quality Control and Assurance

0415 required 1o establish and maintain a system ol qualay contral [o ensure that
work performed adheres to established policies and procedures and meets Yellow Book
reguirements. The Oflice of Audit Operations documents QA's quality cantrd! policies
and procedures and communicatas those policies and procedures to audit stafl
members. The Office of Audit Operations also documents DA's compliance with OA
quality control policies and procedures and maintains such documentation for a period
of ume sufhicient to enable those performing momtonng procedures and peer roviews
to avaluate the extent of OA's compliance with its gualty contrel pohcies and
procedurgs, OA's guality contral system consists of the fallowing general eleamants:

+ Orgamnization and planning, to provide a logical and orderly flow of work with few or no
interruplions

» Independence, 10 provide reasunabln assurance that auditors’ opinions, conclusions,
judgments, and recommendations will be impartal and viewed as impartial by
knowledgeabie third parues

= Staff member assignment, to provido reasonable assurance that work will be
performed by persons with the necessary technical training, proficiency, and
independence

« Recruiting, to provide reasonable assuranee that stafl members are hired with the
appropriate skills to perform their duties competently

+ Prolessionzl development, to provide reasonable assurance that stall members wili
have adaquate knawledge 1o fullill their assigned responsibilitios

+  Suparyision, to provide roascnablo assurance that work produced by all levels of QA
stalf members will be adoguately supervised and reviewed

+ Policies and procedures, o ensure quality contro! and maintenance of professional
standards

» Muonitoring procedures, to ensure results of monitoring will be documented on an
annual basis, commuricate to appropriate personngl any deficiencies noted dunng the
monitoring process, and make racommendations for appropriate remedial action

in addition, DA's quality contro! system incorporates the tollowing roview elements:

* indepgndent report referencing, 1o provide OA with assurance that audit reparls are
acecurate, logical, and adequately supported

¢ Headquarters desk reviews, conducted by the Deputy Assistant Inspectors General for
Audit, of audit reports, and sudit correspondence signed by the Assistant Inspector
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General Tor Audit or the Inspector Genaral, to verify that such reports and
correspendence are complete and consistent with QA polecy and that the reports meet
established professional standards

» Internal quality conwrol reviews, performed by the Qffice of Audit Operations on
selecied acdits, attestations, evaluations, and inspections to provide OA with
reasonable assurance that all work performed is in accordance with professional
standards and OA policy

s External peor reviews, required by Yellow Book to be conducted at [oast onco every 3
years by lederal auditors outside OIG, 1o determme, for the period under review,
whether OA's quality contral system was suitably designed and whether QA comphed
with the system

Collectively, the policies and procedures in OA’s systemn of quality control desaribed in
this manual address leadarship responsibilities for quality within OA; independence,
legal, and ethical requirements; initiation, accoptance, and continuance of audit,
attestation, evaluation, and inspecuon engagements; human ressurces; audit and
attestation engagament performance, documentation, and reporting; and monitoring of
quality.

3.8 Internal Quality Contral
Reviews

OA maintains an internal quality control review process for all audits and sttestation
engagements performed in accordance with the Yellow Book and evaluations parfarmed in
accordance with Ouality Standards far inspection and Evaluation. The OA internal quality
contro! roview process helps the Assistant Inspector General Tor Audit

= achieve and maintain a3n acceptable leve! of gualily and etficiency,;

+ onsure that audits and evaluations meot applicable profossional standards and OA
podicies and procedures; and

* provide a means for continuous impravement within OA.

The Olice af Audit Operations is responsible Tor aversgeing the quality control program and
quality controf reviews. it is also responsible for performing the ollowing reguired functions
of OA's internal quality contro! review process:

» Salecting in consultation with the Assistant inspector Genera! for Audit an appropriate
crass-cut of OA audits and other waork praducts Tor review
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Conducting the entrance conierence

Establishing the reviow start date

Esteblishing the raview completion date

Supervising the perf of the revi

Conducting the exit conference

Preparing and issuing the draft report

Addrassing and incorporating management’s comments
Issuing the final report

® & & & 0 & 0 o

Both draft and final quality control review reports are to be addressed to the Deputy Assistant
Inspector General for Audit of the directorate reviowed.

Any staff member at grode 13 or above, from any audit directorate, may be asked by the
Director of Audit Operations, in consultation with the cognizant Deputy Assistant Inspector
General for Audit regarding timing of the assignment, to assist on a quality control raview.
Assisting suditors must be independont of both the directorate end the audit or evalvation
under review and have no impairments with respect to the subject of the audit, attestation,
evaluation, or inspection under review.
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This chapter establishes OA policy related to performing financigl audits of Treasury and its
component entities.

4.2 Policy

It is OA policy that financial audits be conducted in accordance with Yellow Book and OMB
Builetin No. 07-04, Audit Roquirements for Federal Financial Statements (and successor
issuances). The methodology lor performing these gudits is provided in the GAQ/PCIE
Financiol Audit Manual. OA will ensure that methodologies used by contracted independent
public accounting firms conform to GAO/PCIE Financial Audit Manua! requirements.

4.3 Scope of Financial Audit Waork

Financial audits are primarily concerned with providing reasoneable assurance about whather
financia! statements are presented fairly in all material respects in conformity with U.S,
generelly accepted accounting principles or with another comprehensive basis of accounting.
Specific financial audits may require different levels of assurance, entail different scopes of
work, or have other objectives, including the following:

* Providing special reports for specified elements, accounts, or items of a financial
staternent

* Reviewing interim finoncial information

* Issuing letters for underwriters and certain other requeasting partias

* Auditing compliance with reguiatians relating to federal award expenditures and other
government financial assistance in conjunction with or as a byproduct of a financial
statement audit

Financial audits at Treasury include annual audits of the Department’s consclidated financial
statements, as required by the Chief Financial Officer’s Act and the Government Management
Reform Act, and audits of component entitias that are subject to stand-atone audit
requirements. These comp entities include the Bureau of Engraving end Printing,
Exchange Stabilization Fund, Federal Financing Bank, Office of the Comptreller of the
Currency, Mint, Treasury Forfeiture Fund, Office of the District of Columbia Pensions,
Community Development Financial Institutions Fund, the Internal Revenue Service ({IRS), and
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the Offica of Financial Statulity. Financial audits are also performed of the Financial Crimes
Enfarcement Metwork and alcohol and Tabacee Tax and Trade Bureau as a managament
initiative. In addition, certain linancial audit work must be performed at the Department 10
support the financial statement audits of othor federal agencies—in particular, audit work
related 10 the government trust funds managed by the Bureau of the Fiscal Service.

The audit report on the consolidated financial statements is included 1n the Treasury's annual
perfarmance and accountability report or agency financial report. In addition, the Federnl
Financial Management Improvement Act requires that agencies identify and report, instances
in which their financial management systems are not in substantial compliance with federal
financial management systems requircments, applicable federal accounting standards, and the
standard general ledger at the ransaction leve!. The Federal Financisl Management
mprovemont Act also requires that O1G include int its semuannual reporis to Congress
instancas in which the Dopartment has not met targets for making it accounting systoms
gompliont with the Act’s requirements.

4.4 Statutory Authority for
Financial Audits
In accordance with the Inspector General Act of 1978, as amended, and the Chief Finanmia)

Qificers Act of 1880, financial audit work performed at the Department 1s performed by OA
ar an independent public accountant determined by OA, except as follows:

s+  GAD has the discretion 1o perfarm financiat audit work required by the Chief Financiol
Dfficers Act ot 1990, in lieu of 1he Inspoctaor General of the agency. GAD has
exarcised its discretion to audit thae financial statements of the RS ang the Schedule of
Fedoral Debt reparted by the Bureau of the Fiscal Service.

« |n accordance with the Emergency Economic Stabilization Act of 2008, GAQ s
required to audit the financial statements of the Office of Financial Stability.

4.5 Independence Beguirements

0A must onsure not only that centracted indapendent public accountants adhere to the
independence requitements referenced in Chapter 3 of this manual but also that they do not
provide nhonaudit services that would create an impairment in fact or appearance that would
advetsely alfect therr independence. All audit contracts with independent public accéountants
must contam notification provisions regarding actual or contemplated nonaudit services, and
0A must contur that such services would not impair independence.

CHAPTER 4.0 —FINANCIAL AUDITS

4.6 Financial Audit Staff Member
Rezsponsibilities

The Assistamt inspecter General {or Audit, in consultation with the Inspectar General, is
responsible for approving performance of financiat audits and determining whether the audit
should be performed by QA& of by a contracted independent pubhe accountant,

The Doputy Assistant Inspectar General for Financial Management and Information
Technology Audit is responsible for the execution of financial audits,

The Direcior of Financial Audit is responsible for perfarming, or momitoring the performance of
contracted independent public accountants that pedarm financial audits of Treasury and its
component entitias. The Director of Financial Audit is also respoensible for coordinating with
GAO on its financial audits of the IRS, the Ollice of Financial Stability, and the Bureau of the
Fisgal Service's Schedule of Fedaral Debt.

The Deputy Assistant Inspector General for Financial Management and Information
Technology Audit has signatory authority for financial statement audit reports. Signatory
authority may be delegated 1o the Director of Financial Audit.

4.7 Procurement of Contracted

Financial Audits

Policies regarding pracurement and technical oversight of independent public accountants for
contracted financial audits are addressed in Chapter 5 of this manual.

4.8 Funding faor Financial Audits

Contracted financial audits that suppoer financial statement audil requirements are funded as
follows:

=  Monappropriated entities directly fund ther own audits.

+ Audits of appropriated entities, including the audit of the Depaniment’s consolidated
finangial statements, are funded centrally by the Department. OIG provides the
Depariment with estimates ol audit costs for appropriated entities for inclusion in
annual budgot submissions.
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Most contracted financial audits are procured by OIG. In these instances, OIG enters into an
interagency reimbursable services agreement with the audited entity to fund the audit.

0IG funds financial audit work performed directly by OA staff members but may request
reimbursement from an audited entity for out-of-pocket costs, such as travet costs, incurred
in connection with the performance of the audit work.

4.9 Quatlity Control

In addition to complying with the reporting requirements set forth in Chapter 9 of this manual
for audits performed by OA, auditors should complete the Financial Statement Audit
Completion Checklist from Section 1003 of the GAQ/PCIE Financial Audit Manual belore
issuing the final audit report.

4.10 Supervision

Financial audits are to be properly supervised in accordance with the Yeflow Book.
Evidence of supervision must be doct d. D ation of supervigion can
include, but is not limited to, the following:

¢ Records of team meetings conducted during the audit including conferences
with the cognizant Deputy Assistant Inspector General for Audit and Assistant
Inspector General for Audit

« Supervisory sign-off on individual work papers

The nature of the review of the work may vary depending on the significance of the
work or the experience of team members. Supervisors should use their judgment in
determining the timing and extent of review.

Although supervisery authority rests with the maneager, review tasks can be performed
by both senicr auditors and staff auditors, depending on the makeup of the audit teem
and the nature of the work performed. For example, managers can assign supervisory
raview responsibifity for individual work papers to the auditor-in-charge. Staff auditors
can also contribute to the review process by reviewing each other’s work before
submitted to the manager or auditor-in-charge.

Managors are responsible for reviewing and signing-off on individuel work papers
prepared by the auditor-in-charge and sll ry raview anda and for
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raviewing other work papers to the extent nacessary to ansure the sufficiency and
appropriateness of the audit evidence cbtained. Similarly, directors are responsiblo for
reviewing and signing work papers preparcd by 8 manager, and roviewing other work
papers to the extent necessary to ensure the sufficiency and appropriateness of the
audit evidence obtained. It is anticipated that the director’s roviow will be focused
primarily on manager-prepared work papers and the high-level summary memoranda,
but the director’s review may be as extensive as deemed necossary and appropriate in
the circumstances.

Reviewers should prepare review {coaching} notes on items in audit documentation
that need to be addressed. The staff member who prepared the work paper is
responsible for answering all review notes in an appropriate manner. The preparer of
the review note should cloar the note only when he or she is satisfied that the content
of the note has been adequately addressed. Review notes are to be retained as part of
the sudit dccumentation until the documentation is finatizoed at which time the review
notes are to be deleted (for documentation maintained in TeamMate®} or removed and
destroyed (for documentation maintained outside of TeamMato®}. The director is
responsible for ensuring the finalization of the sudit documentation and removal of
review notes.

To ensure that audit objectives are addressed in a timely and appropriate manner,
supervisors should continuously monitor progress and review documentation at
intervals commensurate with the experience of assigned staff members, comploxity of
the audit, and timeframes necessary to moet any statutory or other pre-established
reporting deadlines. Work that is complox or that has been performed by an
inexperienced staff member will require more frequent review than other work.
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CHAPTER 5.0 —CONTRACTOR ACQUISITION AND OVERSIGHT

This chapter establishes guidelines for acguiring and oversesing audit, snestation, and
evaluation work performed by contractors for QA, as required by the Inspector General
Act ol 1978, the Yaellow Book, and pursuant 1o Treasury Directive 40-D1,
Responsibilities of ang 1o the Inspector General.

tt is QA policy that, when OA deems it necessary to meel (s rosponsibitities, i can
contract with non-federal auditors to perform aodit services, Audil services can be
contractually acquired 1or [1) financial audits and anestation engagements,

{2} perfarmance sudis, and {3) informanan technology sudits and evaluations.

Requasts for proposals from non-federal auditors to perform audit services for OA are
to contain fully developed statements of work that include a clearly and fully datined
seape, objectives, and methodology and a requirement that work be performed in
accordance with applicable standargs (Yellow Book for audits and attesiation
engagements; Quality Standards for inspection and Evatuation {ur evaluations). In
addition, QA requires the submission of the non-federal auditor’s most current external
pear review repart, including separate communications referenced in the peer review
repott or filed with the peer review agministrative agency, and representations of
independance 1o perfarm the requested work based on the applicable standards.

If audit services ara contractually acquired, QA is responsible (or monitarning the
contractor's periormance 10 ensure timely and satisfactory perlormance. Manitaring
should be performed throughout all phases of the engagement.

5.3 Contractar Acquisition and
Oversight Definitlons, Roles, and
Responsibilities

Only the contracting officer has authority 1o onter into, terminate, or change a
contractual commitment on behall of the government,
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OA staft members serving as contracting officer’s representatives Support the
contracting officer during the contract administration process. The principal rote of the
contracting officer’s representative is to furnish technical guidance and monitor

contract performance. Specific contracting officer's representative responsibilitics
inciude the following:

* Coogrdinating with the contractor on all technical matters that may arise in the
performance of the contract

Providing technical clarification of the meaning of the statement of work,
including inspaction, testing, and accoptance proceduras

Monitoring and inspecting the contracior's progress and perlormance 10 assure
compliance wilh contract terms and conditions

Receiving, reviewing, and accepling deliverables on OA's behat

Verifying satisfactory delivery ol contract tems or perlormaence and appIoving
invoices for payment

Natifying 1he contracuing officer of any deficiencies in the guality or delivery of
work

The Counsel to the Inspector General is responsible for providing guidance and advice

an all aspects of the pro-award, performance, and closeout phases of the contract, as
requested.

The Deputy Assistant Inspectars General for Audit, in consultalion with the Assistant
Inspector General for Audit, are responsible for approving procurement requisitions and
contracts within their respective areas of responsibility. Directors are responsible Tor
designating stalf membors to serve as contracting officer's representatives.

OA stalf members serving as the contracting offices’s representatives are responsible
for tho following:

«  Completing and maintaming required contracting officer’s representative training
and experience as required by OME Memorandum, Revisions to the Federat
Acquisttion Certification for Contracting Officer’s Repraspntatives (FAC-COR}
1Sep. & 2011} and implemented in Acguisition Proccduras Update (APU} No.
2012-06, Memgprandum For Buroau Chief Procurament Officers 1Sep. 13, 2012}
Ensuring that acquisition and oversight of services for specialists and non-
federat auditors meet the minimum requirements of this chapter
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» Completing ali assigned contracting officer’s representative responsibilities
related 1o monnonng contractors in agcordance with this policy and s
references

+ Keeping both OA management and the contracting officer informed of any
problems related to the contracter's performance

+ Providing the necessary support to the contracting officer for any potential
adverse actions required aganst a contractor Tor failing to meet the 1erms and
canditipns of a cantract

Contract administration is the process ol ensuring that all aspects of a contract are
lulited, beginning after the award of the contract and contnuing through contract
closeout. The contracting officer’s representative and the contrasting oflicer function
as a team in performing contract administration, The contracting officer administers
the cantract, including maintaining the othcial contract tile, for each gontract until the
time of contract cioseout. The contracting officer’s representative ensures that
acceptable goods ot serwices are delivered by perfarming oversight of the coniragtor's
perfarmance of the technical requirements of the cantract.

Oversight managemont consists ol all activities and steps performed by the program
olfice to ensure that the contractor delivers the goods or porfarms the work reguiret!
under the contract. For the purpose of this manual, OA is designated as the program
office and DA oversight stalf members are the contracting officer’s representatives.

5.4 Decisian to Procure
Contractor Services

Contractor services can be procured through an OlG-identified procurement vehicle or
through the audited entity’s procurament office. QIG, the audited entity's
manapement, and the designated procurement office may consider executing a
memorandum of understanding detailing the duties and responsibilities of each pary in
the procurement process.

The audited entity should typically be asked 1o:
» HReview and comment on the statement of work, government astimate, and

technical evaluation plan inote that OIG is responsible for these producis)
« Participate on the technical evaluation panel
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* Assist in the resolution of problems on matiers such as providing documents

and information requested by tho non-tederal audilor
« Prowiding funding for the contract and all modifications

The procurement office is usually responsible for the fallowing:

* Preparing the request for quotations

Preparing and issuing the award and any O1G-approved conuact modifications

* Administering the conwract {including assisting in resolving problems and
processing invoices and paymeants)

+ {losing out contracts

5.4.1 Statement of Work
Preparation

All contract actions reguire a clear and concise descnption ol the senvices to ha
procured. This description s documented in 2 statement of work. At a minimum,

statements of work for the services of an expent or non-Tederal auditor should include
the following:

= General information, such as requirements related to labor categores, suitability
clearances, preparation of audit documentation, substitution of key personnel,
subcontracting, submission of invoices, and paymem schedule

» Specific work requirements, such as purpose, scope, and objectivas of wark

+  Background infermation on the audited entity

s« Deliverables and related due dates

Compliance of work with Yellow Book or Quality Stangards for inspection and

Evaluation, and as applicable, the GAQ/PCIE Financial Audit Manust,

« Compliance of deliverables with Section 508 ol the Rehahilitation Act, as
amended

Instructions on proposal content requirements, evaluation factors, and award
procedures

5.4.2 Determination of Meed for
Pre-Award Bidders’ Conference

For complex contracts, oversight stall members should consider holding a pre-award
bidders’ conference with potential bidders 10 ensure that potential bidders {ully
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undarstand all provisions and requirements of the contract. Tho contracting officer is
tesponsible for chairing the conference and supporting the centracting officer’s
representative 1n the presentstion of contract requirements. The contracting olficer’s
representative should provide potential bidders with any OiG or Treasury procedures,
policies, and other information needed to petform the engagement. The conference
agenda should include 3 discussion of the waork specitications in the statement of
work; required deliverables; and contractual provisions {such as key personnel,
invaicing procedures, deliverable acceptance and rejection procedures, and technical
instructions).

5.4.3 Evaluation nof Proposals

After gl tochnical and price proposals are recetved, a panet will be assembled 10
evaluale bidders’ proposals. This panel should consist of QNG staft members and may
also contain representation from the audited entity. However, an O1G stalf member
must chair the panel. and 01G staff members must constitute the majority ol panel
membeors. Factors to consider in evaluating bid propesals include the following:

« Quality of proposed audit, attestation, or evaluation approach in the contoxt of
the engagement regquiromants

s Pasl performance of the bidder

s Experience and gualifications of key personnd

» Management plan proposed 10 meet requirements

» Prico of work

In addition, the evatuation should include a review of the bidder’s most current peor
review roport and related materials and the bidder's independence representations.

5.4,.4 Awarding the Cantract

After the panet has completed its evaluation of the technical and price propaosals, tho
panel may submit questinns about the proposals 1o respective bidders. Once tha
questions have been addressed to the satisfaction of the panel, the contracting officer
will request final bid ofiers. The pane! will consider the final bidders’ offers, and subrnit
10 the contracting officer its recammendation for selection. OIG and the contracting
oHicer consult on the selection, after which the contracting officer makes the contract
award.
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5.4.5 Gver

ht of the Contract

OA oversight staff members should consider the following in determming the degree of
monitoring and oversight needed for a parucular contract:

= Contract type —time and matenals contracts require more momtanng than firm
fixed-price contracts.

= Contract characteristics —high-doliar contracts, contracts with a complex scope
of work, and contracts with many doliverables requira more monitaring and
oversight than contracts withoutl those characteristics.
Contractor's past performance on similar audits.
For financial statement audits, tha auditor should comply with Section 650
Using the Work of Orhers ot the GAQ/PCIE Financial Audit Manual.

¢ For contracted material loss and in-deplh reviews ol (aifed banks, QA oversight
staff members should use the monitoring program in the TeamMate?® lbrary.

5.4.6 Review of Contract
Requirements

Owvarsight stofl mombers should review and be knowledgeable of the requirements and
specific obligations of both the contractor and OI5 as detailed in the contract.

5.4.7 Creatian of Contracting

Qfficer's Bepresentative File

Thraughout the term of the contract, the contracting officer’s repitasentative is
rgsponsible tor maintaining a complete file record of the status and results of contract
pversight in TeamMate®,

5.4.8 Conducting Post-Award
Conference

Quersight stalf members should consider requesting & post-award conference with the
contractor (o ensure that the contractor fully understands all provisions and
requirements of the contract. The contracting officer chairs the post-award conference
and supports the contracting officer’s representative in Lhe presentation of contract
requirements. The contracting officer’s representative should provide the contractar
with any OIG or Treasury procedures, policies, or other information noeded to perform
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the angagement. The conierence agenda should include a discussion ot the work
specifications in the statement of work; required deliverables: and contractual
provisions, such as key personnel, invoicing procedures, detiverable
acceptancefrejection procedures, and technizal instructions.

5.4.9 Monitoring Cantractor
Performance

Contractor perfarmance monitoring acuvites should include the following:

s« Providing the contractors with 1echnical guidance and clarification of provisions
within the statement of waork

« Providing guidance on the applicability of relevant auditing, attestation, or
evaluation standards

» Participating in entrance and exit conferences, status meetings, and meetings on
significant audi, accounting, and adminisirative issucs

+ Panicipaung, as deemed necessary, in inventory observations or other audit
activities

» Conducting periodic site visis, f appropriate

» Roviewing contractor progress foports against contract umetables

* Reviewing audht documentation, completed assignment pragrams, and draft and
final reports

Oversight stall members should always be conscious ol possible fraudulent or abusive
contractor practices, including unauthorized substitution of key personnel, false
statements, ang false claims, and should document and report any such activities to
the contracting ofticer and the Office of Investigations through the Assistant Inspector
General for Audit.

5.4.10 Reviewing, Testing. and
Acceptance of Deliverables

Throughout the course of a contract, OA stall members should review the contracter's
audit documentation and contract deliverables to delermine whether they conform o
contract requirements. Contract deliverables may consist of planning documents, work
programs, draft and final reports, and management letters.
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Before acceptance of cantract deliverables, oversight stafl members must ensure that
the engagement dogumentation and deliverables are complote, comgly with all
applicable standards and reguirements, and conform o the applicable terms and
conditions of the contract. ™ To avoid an implied accepiance and ensura that
contractors are paid in a tmely manngr, the conracting officer' s representativa should
accept or reject deliverables in a timely manner.

5.4.11 Monitoring

Contract avel sight is not considered an audit and therefore the Yellow Bogk does rot
apply. However, contract oversight is subject 1o peer review and evidence of
marnitoring should be documented i the contract oversight files. Documentation of
manitoring is vsually in the form of sign-off on individual work papers 1a the contract
ovarsight file. The nature of the review of contract oversight work may vary depending
on the degree of responsibility that the auditor sccepts which is based on the
significance of the work or the experionce of team members. Staff members assigned
1o monitor contractors should use their judgment in determining the timing and extent
of review.

Az soon as practicable, but not later than 60 days after tho transmittal of the non-
federal auditor's repart, the sudit dvector and audit managor should ensure that the
final contract monitoring documentanion is assembled and complete. If any additions
are made to the audit documentation during the 60-day periad, audit staif members
must appropnately document and the supervisor sign-ofl on the reason for such
additions. After the 60-day peniod has elapsed, (1] none of the existing audit
documentation is to be deleted or discarded and {2) the contract manitonng file in
TeamMate® should be finalized.

If the audit manager determines additional documentation is necessary 1o support the
results of the contract menitoring alter the documentation is finalized, the audit
manager should consull with the audit director, cognizant Deputy Assistamt Inspector
General for Audid, and Assistant inspecior General for Audit to obtain approval to
wnchude additiona! contract monitanng documentation n the work papers. The
approvals should he documented in the work papers ang the contract monitoring file

* peoegrance relers 10 the passing ol ownership of the dahivarables from the conractor to QIG and
15 usually inal, absent fraud or gross neghgence.
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should be re-hinahzed as soon as practical after the additional documentaton is -

> the contractor 1ssues ils 508-compliant final report to QA after commaents have
included in the wotk papers.

been addressed.

G.5 Requirements for Contracting
Sarvices for Financial Avdits and
Attestation Engagements

QA will then issua the report with a transmittal memorandum signed by the cogrizant
director or Deputy Assistant Inspector General for Audit.

Auditars engaged 10 perform financisl audits or atiestation engagaments should be
licensed certificd public sccountants or persons working for a licensed certified public
accounting firm or gavernment auditing organization. Public accountants and
accounting firms meeting licensing requirements should also comply with the
spplicable provisions of the public sccountancy law and rules of the jurisdiction(s)
where the audit is being performed and the jurisdictionts) in which tha public
accountants and thoir firms are licensed.

6.6 Requirements for Contracting

Services for a Speclalist

When acquiring the services of a specialist other than a non-federal auditor 1o work on
an assignment performed by OA, the procedures in this chapter are to be followed as
applicable. External and internal specialists assisling on an assignment subject 1o the
Yellow Book should be qualified in their areas of specialization and should be able to
provide documentatian of their qualifications. Howover, external specialists are not
required to meet the Yellow Book continuing protfessional education requirements.

5.7 Report Deliverables Prepared
by a Contractar

As pan of their contract, contractors are required to preduce a report deliverablo for
O f. When roceiving a report deliverable, the contracting officer’s representative should
egnsure that

» ihe contractor's unsigned draft report is shared with OA for preliminary
comments before its issuance to the audited entity;

+ the contractor's final report 15 shared with OA prior to signature 1o ensure that
commanis on the dratt, from both OA and the audited entity, have bean
addressed in an appropriate manner; and
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6.1 Purpose

This chapter establishes guidelines for planning, perfarming, documenting, and
reporling on altestation engagements conducted or contracted for by DA,

§.2 Deafinition

Attestation engagements resull in an examination, a review, or an agreed.upon
procedures report on a subject martar of on an asseriion about a subject matter that is
the responsibility of another pary. Atiestation engagements can cover a brosd range
ot tinancial or nonhinancial abjectives and may provide diflerent levels of assurance
about the subject matter or asseriton depending on users' needs.

Attostation engagements are to be performed in accordance with the Yellow Bogk. For
atzestation engagements, the Yellow Book incorporates tha AICPA general stondard on
criteria, fieldwerk and reporting standards, and related Stotements on Standards for
Atlestation Engagements, unless spocifically excluded or madified. The Yellow Book
also prescribes fieldwork and reporung requirements for attestation engagements
beyond those provided by AICPA, OA stall members should be knowledgeable of and
competent in applymg all applicable standards and requirements for atlestation
engagements 1o the task assigned.

6.4 Types of Attestation
Engagements

Thete are three levels of altestation engagements:

» Examinaben. This level requires sufficiert work for auditors to express an
opinion on whather the subject matter is basad on lor in conformity with) the
criteria in all material respects or the assertion is presented {or fairly stated) in
all material respects, based on the criteria.

+ HReview. This level requires sufficient work Tor auditors to express a conclusion
about whether any information come to the team’s attention on the basis ot the
work perlormed that indicates that the subject matter is not based on {or not in
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eonformity withl the critena or the assenion is not presented {or not Tafrly
stated} in all material respects, based on the cntena.

»  Aqreed-upan procedures. This lavel consists of specitic procedures performed
on & subject matter.

Fassible subjects of atiestation engagemonts include tho lollowing:

* An entity's internal control over financial reparting

+ Reporting on controls at a service organization

= An enlity’s compliance with requirements of specified laws, regulations, rules,
contracts, or grants

* The effectiveness of an entity’s internal contral over compliance with sposified
requiremonts, such as thase governing bidding for, accounting for, and reparting
an grants and contracts

* Management's discussion and analysis presentation

* Prospective hnancial statements or pro forma financisl information

« The reliability of perlormance maasures

* Final contract cost

*  Allowability and reascnableness of proposed contract amounts

£.5 Procurement of Contracted
Attestation Engagements
Pohey and procedures regarding procurement, technical oversight, and monitonng of

non-federal auditors for contracted altestation engagements are addressed m
Chapter & of this manual,

6.6 Funding for Certain

Attestation Engagements

Contracterd attestation engagements that support financal statement audt
requirements are funded as follows:

«  Contracted attostation engagements for nonappropriated entities are funded
dirertly by tho antity.

+ Contracted altostation engagements for appropriated entities, including
attestation engagements related 10 Treasury’s consolidated financial siatements,
are funded centrally by Treasury.
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OIG will provide the Department with estimates af contracted attestation engagement
costs for appropriated entitias for inclusion in annuel budget submissions.

01G will fund attestation engagements performad directly by OA but may reguest
reimbursement from the audited entity for out-of-packet costs, such as travel costs,
incurred in connection with periormance of the work.

6.7 Quatity Control

n addition to ensuring that contracted attestotion engegements adhere to the reporting
requirements in Chapter 9 of this manual, OA auditors should complete applicable
sections of the Financial Statement Audit Complotion Checklist from Secticn 1003 of
the GAO/PCIE Fingncial Audit Manual.

As so0n as gracticable, but not later than 60 days after the attestation report date, the
audit director and audit manager should ensure that the final attostation is assemblod
and complete. If any additions aro made to the attestation documentation duting the
60-day peried, stalf membars must appropriately document and the supervisor sign-off
on the reason for such additions. After the 60-day period has elapsed, (1) none of the
axisting attestation documentation is to be deleted or discarded and (2] the
attestation’s TeamMate® fite should be finalized.

1t the audit manager determines sdditicnal documentation is necessary to support the
results of the attestation after the documentation is finalized, the audit manager should
consult with the audit director, cognizant Deputy Assistant Inspector General for Audit,
and Assistant Inspector General for Audit to cbtain approval to inctude additional
attestation documentation in the work papers. The approvals should be documented in
the work papers and the attestation file should be ro-finzlized as soon as practical after
the additiona! documentation is included in the work papers.

6.8 Supervision

Attestation engagements are to ba properly supervised in accordance with the Yellow
Book. Evidence of supervision must be documented. Documentation of supervision can
include, but is not limited to, the following:
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* Recards of team meetings conducted during the altestation engagement
including conferences with the cognizant Deputy Assistant Inspector General for
Audit and Assistant inspector General for Audit

* Supervisory sign-off on individual work papers

The nature of the review of the work may vary depending on the significance of tho
work or the experionce of team members. Supervisors should use their judgment in
dotermining the timing and extent of roview.

Although supervisory authority rests with the manager, review tasks can be performed
by both senior auditors and stoff auditors, depending on the makeup of the attestation
engagement team and the nature of the work performed. For example, menagers can
assign supervisory review responsibility for individual work papers to the auditor-in-
charge. Staff auditors can also contribute to the roviow p by reviewing each
other’s werk before submitted to the manager or auditor-in-charge.

Managers are responsible for reviawing and signing-off on individual work papers
prepared by the auditor-in-charge end all summary review memoranda and for
reviewing other work papers to the axtent necessary 10 ensure the sulficiency and
appropriateness of the attestation evidence cbtained. Similarly, directors are
rosponsible for reviawing and signing work papers prepared by a manager, and
roviewing other work papers, to the axtent necessary 10 ensure the sufficiency and
appropriateness of the attestation evidence obtained, It is anticipated that the
director’s review may be as extensive as deemed nacossary and appropriate in the
circumstances.

Reviewers should prepare review {coaching) notes on items in attestation
documantation that need to be addressed. The staff member who prepared the work
paper is responsible for answering all review notas in gn appropriate manner. The
preparer of the review note should clear the note only when he or sho is satisfied thet
the content of tho note has been adequately addressed. Review notes are to be
rotained as part of the attestation documentation until the documentation is finalized at
which timo the raview notes are to be deleted (for documentaticn mginwsined in
TeamMate®) or removed and destroyed (for documentation maintained outside of
TeamMate?). The director is rasponsible for ensuring the finalization of the attestation
documentation and removal of review notes.
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CHAPTER 6.0 —ATTESTATION ENGAGEMENTS

Ta ensure that attestation objectives arc addressed in a tmely and appropnate manner,

suparvisors should continuousiy mon:tor pregress and review documentation at
intervats commensurate with the experience of assigned staff members, comptexity of
the attestation cngagement, and timelrames nocessary 1o meet any statutory of other
pre-established reporting deadlines. VWork that is complex or that has been performed
by an inexperienced stafl member will require more frequent review than other work.
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CHAPTER 7.0 —PERFORMANCE AUDITS

7.1 Purpeose

This chapter idenufies QA policy and guidance related to parformance audits
conductod according to the Yellow Book. Performance auditing is used 1o objectivoly
obtain and evalualo evidence to determine how well Treasury programs are achieving
their goals end mission objectives.

Although this chapter highlights, for emphasis, certain aspects of government
performance audit standards, it does not repeat all applicable Yellow Book
requirements and guidance. Accordingly, QA auditors conducung perlormance audits
should reler to the Yellow Book as necessary 1o ensure that their work conforms with
applicable standargs.

7.2 Policy

OA policy reguires that 2il perfarmanca audits bo conducled in accordance with Yellow
Book. Chapier & of the Yellow Book addresses fieldwork standards. including
standards for planming the audit: supervising staff members; ohtaining sulficient.
appropriate evidence; and prepanng and maintamng audit documentation. Chapter 7 of
the Yellow Book addraossos reporting standards (or performance audits.

7.2.1 Yellow Book General

Standards for Performance Audits

Porformance audit waork should be conducted in a manner censistent with the Yellow
Book as it relates 10 independence, professional judgment, competence. quality

control, and assursnce. Chapter 3 of this manual prowvidas OA staff members with
guidance for meeting Yellow Book general standards.

7.3 Planning-Phase Considerations

During the planning phase, the audit teom shoutd assess audit risk and significance by
gaining an understanding of the following:

« The nature and profile of the programs and the necds of potential users of the
audit report
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CHAPTER 7.0 —PERFORMANCE AUDITS

¢ Tho month and year during swhich lieldwork i1s planned to begin

« A stotement that staff members will be contacting the offico or bureau 10
arrange the entrance conference

= A closing paragraph that contains the Assistant Inspector General for Audit’s
general phone number and the principol point of contact {usually the audit
director) and his or her direct-dial number

As appropriate, the audit team's imlial data requost may be included as an attachmont
to the engagement memorandum.

Once the Assistant Inspector General for Audit has signed the engagement
memarandom, the avudit director or audit managor should forwarg on electronic copy 10
the audit liaisan official of the office or bureau and promptly cantact that officsal to sot
up tha entrance conference and discuss the initial data request.

7.3.2 Entrance Conference

For all performance audits, an entrance conference should ba conducted with the
appropriate managemaent officials of the refevant olfice or bureau. Absent unusual
circumstances, the Assistant Inspector General for Audit or the cognizant Deputy
Assistant Inspecior General for Audit, or both, should antend all entrance conferences.
Audit tcams must prepare and distribute an agenda for all entrance conferences. The
agenda should include tho following information:

Qverall audit objective

Relevant background {e.g., reason lor tho audit)

A general description of audit scope and methedalogy to tho extent known
Anticipated milestona dates, to tho oxtent known

OA stall members assigned to the audit, and theit contact tnformation [phone
numbers and emaii addsesses}

The agenda should be no lenger than ona to twao pages. I it was not submitted with
the engagement memarandum, the initial data request should be attached to the
agenda.

During the conference, management officiads should be encouragod to identify any
problam aroas, concerns, and ideas they may have regarding the audit. Audit teams
should also estabhsh a protocol at the entrance conference or separately with the audit
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haisan offrcial fer providing management with regular updates on the status and results
al the avdn work. Teams should consider scheduling update meetings at fixed intervals
le.q., weekly, biwoaokly, monthly) appropriate to the audit.

7.3.3 Establishing Audit
Objectives

As pan of the planning process, OA staif members should define audit objectuves far
all QA performance audits, Audit aebjectives identify the subjects and performance
aspects 10 be audited, as well as the potental linding and reporting elements that tha
auditors oxpedt 1o develop based on planning.

OA audit work is to focus on objectives throughout the courso of the audit, from
planning through reparting. This focus allows more elfective use of OA resources and
helps ensure objectivity and perspective in reporling.

A sustained focus on objectives requires that auditors

ostabhish overall audit objectives;

establish specific subobjectives, as necessary;

commun;cate audit objectives to the audited entity’s management;

retine objectives during the planning phase and, as appropriata, dunng the
fieldwork phase; and

s structure individual audits steps and procedures to address the audit objectives

. & 8 @

OA pudits may encompass a wide variety of obfectives, including the following:

* Program effoctivennss and results. This type ot objective addresses program
effectivenoss and 1ypically measuros 1the extent to which a program is achieving
its goals and objectives.

* Economy and afficiancy. This type ol objective addresses whather an ontity is
acquiring, protecting, and using its resources most productively 10 achieve
program objectives.

» Internal control. This typa of objective relates to the plans, methods, and
procedures on entity’s management uses to meet its mission, goals, and
objectives.

+* Complianca. This typa of objective relates to comphance critona established by
laws, regulations, contract provisions, grant ogreements, and olher requirements
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CHAPTER 7.0 —PERFORMANCE AUDITS

that could aifect the acquisition, protection, and use of the entity’s resources
and the quantity, quality, timeliness, and cost of services the entity produces
and delivers. Compliance objectives also concern the purpose of the program,
thi mannes 1n which it is 1o be conductaed and services are to be delivered, and
the population it serves.

Other types of objectives encompass audits with a prospective focus or that seek
to provide quidance or best pracuce information on issues already studied or under
study.

7.3.4 Audit Pragram

An audit program should be prepared for each audit assignment.** The program should
include the specilic procedures to be performed. Supervisory involvement is crucial to
ensure that the program appropriately reflects tho objectives, scope, and methodology
of the audit and that tho resources assigned are commensurale with the scope of the
work 10 be performed. The auditor-in-charge, audit manager, and audit diregtor must
be active parlicipants in drafting the audit program and are responsible for approving it
during the ptanning phase of the audit. After consultation and approval with the
cognizant Deputy Assistant Inspector General for Audit, tho audit program becomes a
historical document to be included in the audit documentaton.

Significant changes to the objectives, scope, and procedures in the audit program must
be approved by the audit director after consultation with the cognizant Deputy
Assistant inspector Gencral for Audit. Major decisions about the audit, including
direction provided by the Assistant Inspector Goneral for Audit and the Deputy
Assistant Inspector General for Audit, changes 1o the audit program, and their effoct
on the time estimale and timeline for completing the work, are 1o be documented.

7.3.56 Sampling Considerations

For all performance audits, audit teams shou'd consider whethor statistical sampling is
needed 1o obtain sufficient, appropriate evidence to address audit objectves. Statistical

2 Far audils where a standard audit program is used, a permanent 1lg or 3 memoarandum should be
created 10 document bow the sudil program was created The file or memgrandum should address
the development of the audit obieclives, scope, and audit procedures
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oxpertise must be obtained cither from qualitied personnol in QA or from outside
exparts.

Use of statstical sampling in performance audits requires the following:

» Belore the sample is sceiected, tho audit team should ensure that appropnate
tests are performed to determine the completeness of the uriverse from which
the sample is to be sclected. I at any time an audd team has concems about
thg completeness of the sample universe, it should discuss these conceins
immediately with supervisors and the statistical expert. An inability 1o determine
the completeness ol a universe o! traonsactions may indicate e scrigus deficiency
in the audned entity’s internal control that should be pursued dunng the audit.

* When carrying out the sampling plan, an audit toam should discuss with the
staustical experl any instances in which the team s unable to execute the plan.
The audit team must not deviata Irom the samphng plan belore such
consultation.

¢  The audit documentation and tepofl should contan clear descrptions of the
universe from which the sample was selected. the sample selection
methodology. and tho sample results {projections).

When using nonstatistical sampling methods as part of their audit methodology, audit
tcams should conduct appropriate tests 1o ensure the completeness of the universe o
be tested. In no instance should an audit team project the results ol a nonstatisticat
sample ta the universe of items sampled. The audit team should document in the work
papers how thoy selacted the nonstatistical sample, things like the setection critona
appliod and why the criteria was considored appropriate.

Ali statistical sampling results and projections on audits should be reviewed by @
statistical samphng spocialist. Evidence of the specialist’s review and appreval of
resulls and projections (s 1o ba maintained in the audnt documaniation.

7.3.6 Eastablishing and Tracking

Audit Resqgurce Requ

A gritica! part of audit planning is establishment of resource requirements for
completing the audit. It is OA policy for pudit tearns 1o track budgeted and actunl
hours spent on sach audit {from the start of work through completion, establish an
estimated timeling for completing the various audit phases, and track audit progress
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