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TSA basad on the information submitted with the gpplication as set forth in § 154.17.
Information identified in 8 154.17(b) is SSI and may be disclosed to auditors only on a
need to know basis, in accordance with part 191 of this chapter. Each auditor is
considered to be employed by, contracted to, or acting for an airport operator or air
carrier, and is responsble for retricting disclosure of SSI in accordance with §191.5 of
this chapter.”

General Comments

Proposed Circular A-133 audit approach for government and non-profit applicants. As
discussed below, the Proposed Rule is not consstent with the requirements of OMB
Circular A-133 or is unclear. Further, Circular A-133 requires auditors to determine
mgor programs usng a risk-based gpproach as defined in the Circular. Under a risk-
based approach, there is no guarantee that the DOT's reimbursements would be
consdered a mgor program and be tested as such. Accordingly, we encourage the DOT
to discuss the audit requirements with OMB. Should it be determined that the DOT's
audit objectives cannot be satisfied under an A-133 approach, we would be pleased to
discuss dternative approaches, such as an agreed-upon procedures approach under the
AICPA dtedtation standards (as has been developed for the DOT's ar carier
compensation program) as further discussed below.

Section 154.23(f) states that the auditor is "not responsible for expressng an opinion on
whether a particular cdlamed cost was incurred to comply with an eigible requirement”
and that certain underlying information may be disclosed to the auditor only on a "need to
know bass" These limitations and redrictions are inconsgent with Circular A-133,
which requires auditors to provide an opinion on compliance for each "mgor program.”
In order to provide such an opinion, auditors must be able to determine the gpplicable
compliance requirements that would have a direct and materid effect on each mgor
program and perform related tests. An auditor would not be able to opine on compliance
on a reimbursement request without having access to and full understanding of dl related
compliance requirements.

We ae unclear as to whether the new DOT reimbursement program will have a separate
Catadog of Federad Domedtic Assigtance (CFDA) number assigned to it and whether it
will be included as a new program in the OMB's Compliance Supplement. Auditors
determine the direct and materid compliance requirements related to federd programs by
reviewing the Compliance Supplement and/or the underlying grant agreements or
contracts. If there is to be no Compliance Supplement guidance and the auditor's access to
the underlying documentation describing the compliance requirements is limited, the
auditor will not be able to provide an opinion on compliance under Circular A-133.

Proposed audit approach for for-profit gpplicants. The Proposed Rule states that the
amount of reimbursement request must be subject to annua audit and the amount for the
period under audit must be "commented upon and cetified by the auditor.” The
Proposed Rule dlows the gpplicant, as an dternative, to submit a dngle "certified audit
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report that specificaly addresses the amount for requested for reimbursement [emphasis
added]." We ae not clear on the DOT's intent with regard to these requirements. As
currently drafted, these audit "cerification” requirements cannot be sdisfied under
AICPA professond dandards. Auditors do not "certify” financid datements or financid
information.  Rather, professond sandards provide for audits (resulting in opinion-leve
assurance) and attestation engagements (which include examinations, reviews, or agreed-
upon procedures engagements).  Without clarification, auditors will likely be confused as
to type of engagement to be performed and the desired leved of testing and assurances
sought by DOT. This could rewult in differing interpretations and ultimady an
incongstency in the performance of procedures across al applicants.

Without a better undersanding of the nature of the rembursements and the DOT's
assurance needs with regard to the reimbursement requedts, it is difficult for us to offer an
dternative recommendation. Based on smilar work that the AICPA has been doing with
DOT rdated to arlines, it may be that an agreed-upon procedures engagement under
AICPA Statements on Standards for Attestation Engagements would be an dternative
that could be consdered. The standards for an agreed-upon procedures engagement are
contaned in Statement on Standards for Attestation Engagements (SSAE) No. 10,
Chapter 2 (copy enclosed). Under an agreed-upon procedures engagement, the
practitioner is engaged to issue a report of findings based on specific procedures
performed on subject matter. Specified parties, in this Stuation the DOT and the airport
or other entity, together with the practitioner, agree upon the procedures to be performed
by the practitioner that the specified parties believe are gppropriate. The specified parties
assume responghility for the sufficiency of the procedures since they best understand
their own needs. Such approach could provide condgency in the peformance of
procedures across dl entities and result in the reporting of findings of specific interest to
the DOT.

Auditor's responshilities for redricting disclosure of SSI.  Section 154.23 aso states that
the auditor is "consdered to be employed by, contracted to, or acting for an arport
operator or air carier, and is responsble for restricting disclosure of SSI in accordance
with § 1915 of this chapter.” We are not clear as to what respongbility this places on the
auditor and exactly what information is being redtricted. We are dso not clear how this
requirement relates to the overdl requirement in paragraph 4.38 of Government Auditing
Sandards, and a smilar requirement in the Single Audit Act, that arangements be made
by auditors so that working papers will be made avallable to other auditors (for example,
federd and dae oversght officias). Further, audit firms are required to undergo various
qudity control reviews (for example, the AICPA Peer Review Progran or Qudity
Control Reviews performed by federd Inspectors Generd). Would the limitation on
disclosure in the Proposed Rule affect the information that the auditor could provide in
such reviews? This should be darified.

AICPA representatives would welcome the opportunity to meet with DOT
representatives regarding their assurance needs with regard to the reimbursement requests
and posshble dternatives. Such a discusson would help ensure that the DOT's needs are
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met and sisfy professond dandards, and that there is a condgstency in practice with
regard to the auditor's involvement with the rembursement requests. We would dso
encourage OMB participation is these discusson because of the Circular A133 issues, as
well as representation from both the General Accounting Office and the DOT Ingpector
Generd's Office because of thelr stated audit authority in connection with this program.

Specific Comments

Additiond specific comments are presented below.

Section-by-Section Andyss

Section 154.5, paragraph 1 and paragraph 2. Paragraph 1 states that “the amount
authorized to be appropriated under Section 121 is not considered AIP funds.” However,
paragraph 2 states that the "reimbursement provided under Section 121 of the Act would
qualify as federal assistance.” The Proposed Rule is unclear as to the nature of the
reimbursement funds. Section 154.23 further confuses the nature of the reimbursements
by dtating that the reimbursement requests should be treated " as though the amount had
been afedera award" and that they are "smilar to federd arport grantsin that they
condtitute reimbursement for funds.” The nature of these funds should be clearly

explained inthe Find Rule.

Section 154.7, Heading: " How much of an eligible Applicant's Estimated Reimbursement
Will Be Digtributed.” This heading implies that the airport operator or other entity will be
estimating their rembursement request. Thisis never explained in the Proposed Rule.

Section 154.9, paragraph 1. This paragraph states that "initid gpplications would be
limited to dlowable costs” The identification of unalowable costs could be quite
subjective resulting in auditability issues. The paragraph dso Satesthat direct costs are
those that can be demondtrated to be "unique to the new, additiond, or revised security
requirements.” The use of the term "unique” is not clear. Consider using "attributed” or
"directly related" instead. See the generd comment above for our overdl concerns about
the proposed audit requirements.

Section 154.17, paragraph 1 (and Proposed Rule, Section 154.17). This section Sates
that "audited financid statements are adequate support provided they show the specific
costs submitted for reimbursement.” We are not clear as to the meaning of this provison.
In what schedule format would financiad statements show these costs? Further, this could
result in ingppropriate reliance by the DOT on the audited financid statements. Thisis
because in anormd financiad statement audit, the auditor would not be separately
expressing an opinion on the cogts submitted for reimbursement. The leve of audit
procedures performed on the cogtsin afinancia statement audit would depend on many
factors, induding meteridity.
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Section 154.21, paragraph 1 and 2 (and Proposed Rule, Section 154.21). Thissection
dates that the "requirement includes, but is not limited to...retaining al reports, working
papers, and supporting documentation pertaining to audits or review conducted by
independent auditors under the requirements of this part.” In accordance with AICPA
auditing stlandards, independent auditors retain the right to the working papers pertaining

to audits and other attest services performed. Access to such working papers can be
provided to the airport or other entity and other appropriate parties (including the DOT)
upon request. Clarify that access to such working papers can be provided versus the
arport or other entity actudly obtaining and retaining such working papers.  This section
aso requires the gpplicant to retain the documentation for five years. The Find Rule
should darify whether it would be five years from the fiscd year end, the clam date, or

the completion of the work by the auditor. Suggested languageis asfollows ™Y ou must
agree to have your independent accountant retain al reports, working papers, and
supporting documentation pertaining to the (name the type of engagement ultimately
decided on by DOT) conducted by your independent accountant under the requirements
of this part for a period of five years (from what--to be completed by DOT)." Last, DOT
should congder extending the one-week timeframe at the end of paragraph 2 (perhapsto
30 days) to dlow the entities and their auditors enough time to gather the information
requested.

Pro Rule

Section 154.3, Allowable Cost. This section States that "alowable cost means the direct
codsincurred by an digible applicant to comply with digible security requirements on or
after September 11, 2001." For entities on thet are not on an accrua basis of accounting,
how is the term "incurred” defined?

Section 154.3, Capital Cost. This section states that "entities that are on a cash
accounting basi's should gpply accrua accounting principles to determine whether a
transaction is a current year expenditure or a capita expenditure.” Many governmentd
entities follow the modified accrud basis of accounting. Ingtructions for those entities
should be addressed in this section. Another issue with this definition is thet entities use
various thresholds for their capitaization policies. For example, one entity might use a
very low threshold and another might use a much higher threshold. Depending on the
threshold used, some items referred to as"minor™ in the definition (which meansthey
should not be capital costs) would be capitalized by some entities. An explanation should
be provided with regard to this potentid conflict.

Section 154.3, Capital Cost. This section states that "indirect management costs are
those costsincurred from the corporate division, and loca officers and supervisors that
were reasonable for implementing the new, additional, or revised security requirements,
but who aso continued to have their norma managerid or supervisory requirements.”
We are not clear on the DOT's intent with regard to the discussion of supervisory
personnel and are concerned that it is open to differing interpretations. For example,
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what if the supervisor in the example provided in this section received additiond
compensation for the incremental service time? Would that be consdered a direct cost?

Section 154.5(b), Capital Cost. This section sates that "the rembursement under this
part to an airport is Federa assstance within the meaning of 49 USC 47133, and Federd
financid ass stance within the meaning of the FAA Policy and Procedures Concerning

the Use of Airport Revenue published on February 16, 1999...." Neither this section nor
the smilar discussion in the Sectionby-Section Analysisis clear regarding the
applicability of airport revenue rules and related revenue diverson issues. We are avare
that thisis an important concept to DOT and believe that additiond discussion is needed
to ensure that entities and auditors are fully informed.

Section 154.3, Costs Otherwise Recovered. While we understand this concept, it may be
difficult to audit (for purposes of providing an opinion). What audit evidence would an
auditor look for? Seethe genera comments above regarding our overdl concernswith

the proposed audit approach.

Section 154.3, Direct Costs. We are concerned thet it will be difficult for auditorsto
identify and audit direct costs asthey are defined. Based on the schedule in Appendix A,
it gppears that the amount of the rembursement will not list direct costsincurred, but
rather the differences between actual and budgeted amounts for certain expense line
items. Further, we are unclear about the meaning of latter part of the definition that states
that costs "may not be alocable from or to other cost pools or cost objectives.” A more
detailed explanation or example would help here.

Section 154.9(c). This section indicates that both unallowable costs and lost revenue are
not eigible for reimbursement. Lost revenue should not be broken out separately here as
it isdready included in the definition of Undlowable Cogtsin Section 154.3.

Section 154.23, paragraph 3. This paragraph states that . ..requests for reimbursements
must be treated as thought the amount had been a Federal award and audited in
accordance with OMB Circular A-133." Further, it statesthat . ..the amount must be
subject to annud audit and the amount for the period under audit must be commented
upon and certified by the auditor." See the generad comments above for our concerns
with these proposed audit requirements.

Appendix A. For those entities that the Proposed Rule would have fdl under Circular A-
133, we are not clear how this schedule would relate to the Schedule of Expenditures of
Federd Awards. Also, many entities change their budgets during the year. Does the
DOT want the entities to include their origina budget amount in the first column, or

would it be more appropriate to include the most recent budgeted amounts prior to
September 117 This should be darified. We may have other comments on this Appendix
once we have a better understanding of the DOT's assurance needs with regard to the
schedule.
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Paperwork Reduction Act

Burden Estimate. The average burden estimate of 4 hours per application seems on the
low sde. Further, the rate per hour being used in the calculation (gpproximately
$28.00/hour) seems low aswell. We would be pleased to review these revised estimates
based on the final audit approach taken.

* * * * *

The AICPA isthe national professiona association which represents more than 330,000
CPAsin public practice, industry, government, and education. The AICPA, through the
efforts of volunteer members, is devoted to developing standards for audits and other
services provided by CPAS, providing educationa guidance materias to its members,
adminigtering the uniform CPA examination, and monitoring and enforcing compliance
with the professon'stechnicd and ethica sandards. All of these ctivitiesare
undertaken with the objective of asssting our membersin their efforts to serve the public
interest.

Sncerdy,

M. Shebiter

Mary M. ster, CPA
Senior Manager
AICPA Professona Standards and Services - Washington

Enclosure
cC: AICPA Airport Security Reimbursement Procedures Ad Hoc Task Force

Terry Ramsey, OMB
Linda Cdbom, GAO
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ENCLOSURE

AT Section 201

Agreed- Upon Procedures Engagements

Sour ce: SSAE No. 10.

Effective when the subject matter or assertion isasof or for a period ending on or
after June 1, 2001. Earlier application is permitted.

| ntroduction and Applicability

Introduction and Applicability
.01

.01 This section sets forth attestation standards and provides guidance to a practitioner
concerning performance and reporting in al agreed- upon procedures engagements,
except as noted in paragraph .02. A practitioner dso should refer to the following
sections of this Statement on Standards for Attestation Engagements (SSAE), which
provide additiona guidance for certain types of agreed-upon procedures engagements.
a. Section 301, Financial Forecasts and Projections

b. Section 601, Compliance Attestation

.02

.02 This section does not apply to the following: fn 1

a. Situations in which an auditor reports on specified compliance requirements based

soldy on an audit of financia statements, as addressed in AU section 623, Special

Reports, paragraphs .19-.21

b. Engagements for which the objectiveisto report in accordance with AU section 801,
Compliance Auditing Considerations in Audits of Governmental Entities and Recipients
of Governmental Financial Assistance, unlessthe terms of the engagement specify that
the engagement be performed pursuant to SSAES

c. Circumstances covered by AU section 324, Service Organizations, paragraph .58,
when the service auditor is requested to apply substantive procedures to user transactions
or assets at the service organization, and he or she makes specific reference in his or her
service auditor's report to having carried out designated procedures (However, this

section applies when the service auditor provides a separate report on the performance of
agreed- upon procedures in an attestation engagement.)

d. Engagements covered by AU section 634, Letters for Underwriters and Certain Other
Requesting Parties

e. Certain professond services that would not be consdered as faling under this section

as described in section 101, Attest Engagements, paragraph .04.

Agreed-Upon Procedures Engagements
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Agreed- Upon Procedures Engagements
.03

.03 An agreed-upon procedures engagement is one in which a practitioner is engaged by
aclient to issue areport of findings based on specific procedures performed on subject
matter. The client engages the practitioner to assst pecified parties in evauating subject
matter or an assertion as aresult of aneed or needs of the specified parties. fn 2 Because
the specified parties require that findings be independently derived, the services of a
practitioner are obtained to perform procedures and report his or her findings. The
specified parties and the practitioner agree upon the procedures to be performed by the
practitioner that the specified parties believe are appropriate. Because the needs of the
specified parties may vary widely, the nature, timing, and extent of the agreed-upon
procedures may vary as well; consequently, the specified parties assume respongbility

for the sufficiency of the procedures since they best understand their own needs. Inan
engagement performed under this section, the practitioner does not perform an
examination or areview, as discussed in section 101, and does not provide an opinion or
negative assurance. fn 3 (See paragraph .24.) Instead, the practitioner's report on agreed-
upon procedures should be in the form of procedures and findings. (See paragraph .31.)
.04

.04 As a consequence of therole of the specified parties in agreeing upon the procedures
performed or to be performed, a practitioner's report on such engagements should clearly
indicate that its use is restricted to those specified parties. fn 4 Those specified parties,
including the client, are hereinafter referred to as specified parties.

Standards

Standards

.05

.05 The generd, fidldwork, and reporting standards for attestation engagements as set
forthin section 101, together with interpretive guidance regarding their gpplication as
addressed throughout this section, should be followed by the practitioner in performing
and reporting on agreed- upon procedures engagements.

Conditions for Engagement Performance

Conditions for Engagement Performance
.06

.06 The practitioner may perform an agreed-upon procedures attest engagement provided
that-

a. The practitioner is independent.

b. One of the following conditionsis met.
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(1) The party wishing to engage the practitioner is responsible for the subject matter, or
has a reasonable basis for providing a written assertion about the subject matter when the
nature of the subject matter is such that aresponsible party does not otherwise exist.

(2) The party wishing to engage the practitioner is not responsible for the subject matter
but is able to provide the practitioner, or have athird party who is responsible for the
subject matter provide the practitioner with evidence of the third party's responsibility for
the subject matter.

c. The practitioner and the specified parties agree upon the procedures performed or to be
performed by the practitioner.

d. The specified parties take responshility for the sufficiency of the agreed-upon
procedures for their purposes.

e. The specific subject matter to which the procedures are to be applied is subject to
reasonably cong stent measuremen.

f. Criteriato be used in the determination of findings are agreed upon between the
practitioner and the specified parties.

0. The procedures to be applied to the specific subject matter are expected to result in
reasonably congstent findings using the criteria.

h. Evidentia matter related to the specific subject matter to which the procedures are
applied is expected to exist to provide a reasonable basis for expressing the findingsin
the practitioner's report.

i. Where gpplicable, the practitioner and the specified parties agree on any materidity
limits for reporting purposes. (See paragraph .25.)

J. Use of the report is restricted to the specified parties.

k. For agreed-upon procedures engagements on prospective financid information, the
progpective financid statements include a summary of significant assumptions. (See
section 301.52.)

Agreement on and Sufficiency of Procedures

Agreement on and Sufficiency of Procedures
.07

.07 To satisfy the requirements that the practitioner and the specified parties agree upon
the procedures performed or to be performed and that the specified partiestake
responsibility for the sufficiency of the agreed- upon procedures for their purposes,
ordinarily the practitioner should communicate directly with and obtain affirmative
acknowledgment from each of the specified parties. For example, this may be
accomplished by meeting with the specified parties or by digtributing adraft of the
anticipated report or acopy of an engagement letter to the specified parties and obtaining
thelr agreement. If the practitioner is not able to communicate directly with al of the
specified parties, the practitioner may satisfy these requirements by applying any one or
more of the following or Smilar procedures.

» Compare the procedures to be applied to written requirements of the specified parties.
* Discuss the procedures to be applied with appropriate representatives of the specified
parties involved.
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* Review relevant contracts with or correspondence from the specified parties.

The practitioner should not report on an engagement when specified parties do not agree
upon the procedures performed or to be performed and do not take respongbility for the
aufficiency of the procedures for their purposes. (See paragraph .36 for guidance on
satisfying these requirements when the practitioner is requested to add other parties as
specified parties after the date of completion of the agreed- upon procedures.)

Subject Matter and Related Assertions

Subject Matter and Related Assertions
.08

.08 The subject matter of an agreed-upon procedures engagement may take many
different forms and may be a a point in time or covering a period of time. In an agreed-
upon procedures engagement, it is the specific subject matter to which the agreed-upon
procedures are to be applied using the criteria selected. Even though the procedures are
agreed upon between the practitioner and the specified parties, the subject matter and the
criteriamust meet the conditions set forth in the third generd standard. (See section
101.23 and .24.) The criteria against which the specific subject matter needsto be
measured may be recited within the procedures enumerated or referred to in the
practitioner's report.

.09

.09 An assartion is any declaration or set of declarations about whether the subject matter
is based on or in conformity with the criteria sdlected. A written assertion is generaly not
required in an agreed- upon procedures engagement unless specifically required by

another attest standard (for example, see section 601.11). If, however, the practitioner
requests the responsible party to provide an assertion, the assertion may be presented ina
representation letter or another written communication from the responsible party, such
asin a datement, narrative description, or schedule gppropriately identifying what is

being presented and the point in time or the period of time covered.

Egtablishing an Under standing With the Client

Establishing an Understanding With the Client
10

.10 The practitioner should establish an understanding with the client regarding the
sarvices to be performed. When the practitioner documents the understanding through a
written communication with the client (an engagement |etter), such communication
should be addressed to the client, and in some circumstances also to al specified parties.
Matters that might be included in such an understanding include the following:

* The nature of the engagement
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* |dentification of the subject matter (or the assertion related thereto), the responsible
party, and the criteria to be used

* |dentification of specified parties (See paragraph .36.)

* Specified parties acknowledgment of their responsbility for the sufficiency of the
procedures

* Responghilities of the practitioner (See paragraphs .12 to .14 and .40.)

* Reference to attestation standards established by the American Indtitute of Certified
Public Accountants (AICPA)

» Agreement on procedures by enumerating (or referring to) the procedures (See
paragraphs .15 t0 .18.)

* Disclaimers expected to be included in the practitioner's report

» Useredtrictions

» Assistance to be provided to the practitioner (See paragraphs .22 and .23.)

* Involvement of a specidist (See paragraphs .19to0 .21.)

* Agreed-upon maeridity limits (See paragraph .25.)

Nature, Timing, and Extent of Procedures
Nature, Timing, and Extent of Procedures

Responsibility of the Specified Parties

Responsibility of the Specified Parties

11

.11 Specified parties are respongble for the sufficiency (nature, timing, and extent) of the
agreed- upon procedures because they best understand their own needs. The specified
parties assume the risk that such procedures might be insufficient for their purposes. In

addition, the specified parties assume therisk that they might misunderstand or otherwise
ingppropriately use findings properly reported by the practitioner.

Practitioner's Responsibility

Practitioner's Responsibility

12

.12 The responsibility of the practitioner isto carry out the procedures and report the
findings in accordance with the generd, fieldwork, and reporting standards as discussed
and interpreted in this section. The practitioner assumes the risk that misapplication of the
procedures may result in inappropriate findings being reported. Furthermore, the
practitioner assumes the risk that gppropriate findings may not be reported or may be
reported inaccurately. The practitioner's risks can be reduced through adequate planning
and supervison and due professona care in performing the procedures, determining the

findings, and preparing the report.
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13

.13 The practitioner should have adequate knowledge in the specific subject matter to
which the agreed- upon procedures are to be applied. He or she may obtain such
knowledge through forma or continuing education, practica experience, or consultation
with others. fn 5

14

.14 The practitioner has no respongbility to determine the differences between the
agreed-upon procedures to be performed and the procedures that the practitioner would
have determined to be necessary had he or she been engaged to perform another form of
attest engagement. The procedures that the practitioner agrees to perform pursuant to an
agreed- upon procedures engagement may be more or less extensive than the procedures
that the practitioner would determine to be necessary had he or she been engaged to
perform another form of engagement.

Proceduresto Be Performed

Procedures to Be Performed
.15

.15 The procedures that the practitioner and specified parties agree upon may be as
limited or as extendve as the specified parties desire. However, mere reading of an
assertion or specified information about the subject matter does not congtitute a procedure
sufficient to permit a practitioner to report on the results of gpplying agreed-upon
procedures. In some circumstances, the procedures agreed upon evolve or are modified
over the course of the engagement. In generd, there isflexibility in determining the
procedures as long as the pecified parties acknowledge responsbility for the sufficiency
of such procedures for their purposes. Matters that should be agreed upon include the
nature, timing, and extent of the procedures.

.16

.16 The practitioner should not agree to perform procedures that are overly subjective and
thus possibly open to varying interpretations. Terms of uncertain meaning (such as

generd review, limited review, check, or test) should not be used in describing the
procedures unless such terms are defined within the agreed-upon procedures. The
practitioner should obtain evidentid matter from applying the agreed- upon procedures to
provide areasonable basis for the finding or findings expressed in his or her report, but
need not perform additiona procedures outside the scope of the engagement to gather
additiond evidentia maiter.

A7

.17 Examples of gppropriate procedures include the following:
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* Execution of a sampling application after agreeing on relevant parameters

* Ingpection of specified documents evidencing certain types of transactions or detailed
attributes thereof

* Confirmation of specific information with third parties

» Comparison of documents, schedules, or andyses with certain specified attributes

* Performance of specific procedures on work performed by others (including the work of
interna auditors-see paragraphs .22 and .23)

* Performance of mathematical computations

.18

.18 Examples of ingppropriate procedures include the following:

» Merereading of the work performed by others solely to describe their findings

» Evauating the competency or objectivity of another party

* Obtaining an understanding about a particular subject

* Interpreting documents outside the scope of the practitioner's professond expertise

I nvolvement of a Specialist

I nvolvement of a Specialist fn6
19

.19 The practitioner's education and experience enable him or her to be knowledgeable
about business mattersin genera, but he or sheis not expected to have the expertise of a
person trained for or qualified to engage in the practice of another profession or
occupation. In certain circumstances, it may be gppropriate to involve a specidist to
assg the practitioner in the performance of one or more procedures. The following are
examples.

* An attorney might provide ass stance concerning the interpretation of legal terminology
involving laws, regulations, rules, contracts, or grants.

» A medicd specidist might provide assstance in understanding the characterigtics of
diagnosis codes documented in patient medical records.

* An environmenta engineer might provide assstance in interpreting environmentd
remedid action regulatory directives that may affect the agreed-upon procedures applied
to an environmentd liabilities account in afinancial statement.

* A geologist might provide assistance in distinguishing between varying physicd
characterigtics of a generic minerds group related to information to which the agreed-
upon procedures are applied.

.20

.20 The prectitioner and the specified parties should explicitly agree to the involvement
of the specidigt in assgting a practitioner in the performance of an agreed- upon
procedures engagement. This agreement may be reached when obtaining agreement on
the procedures performed or to be performed and acknowledgment of responsibility for
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the sufficiency of the procedures, as discussed in paragraph .07. The practitioner's report
should describe the nature of the assistance provided by the specididt.
.21

.21 A practitioner may agree to apply procedures to the report or work product of a
pecidist that does not condtitute assistance by the speciaist to the practitioner in an
agreed- upon procedures engagement. For example, the practitioner may make reference
to information contained in areport of a specidist in describing an agreed-upon
procedure. However, it is ingppropriate for the practitioner to agree to merely read the
speciaigt's report solely to describe or repeat the findings, or to take responsbility for dl
or aportion of any procedures performed by a specialist or the specidist's work product.

Internal Auditorsand Other Personne

Interna Auditors and Other Personnd
22

.22 The agreed-upon procedures to be enumerated or referred to in the practitioner's
report are to be performed entirely by the practitioner except as discussed in paragraphs
.19t0.21. fn 7 However, interna auditors or other personnel may prepare schedules and
accumulate data or provide other information for the practitioner's use in performing the
agreed-upon procedures. Also, internd auditors may perform and report separately on
procedures that they have carried out. Such procedures may be smilar to those that a
practitioner may perform under this section.

.23

.23 A practitioner may agree to perform procedures on information documented in the
working papers of internd auditors. For example, the practitioner may agree to-

* Repest all or some of the procedures.

* Determine whether the interna auditors working papers contain documentation of
procedures performed and whether the findings documented in the working papers are
presented in areport by the internal auditors.

However, it isinappropriate for the practitioner to-

* Agree to merely read the internal auditors report solely to describe or repest their
findings.

* Take responsihility for dl or aportion of any procedures performed by interna auditors
by reporting those findings as the practitioner's own.

* Report in any manner that implies shared respongibility for the procedures with the
internal auditors,

Findings

Findings
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.24

.24 A practitioner should present the results of gpplying agreed-upon procedures to
specific subject matter in the form of findings. The practitioner should not provide
negative assurance about whether the subject matter or the assertion isfairly stated based
on the criteria. For example, the practitioner should not include a statement in his or her
report that "nothing came to my attention that caused me to believe that the [identify
subject matter] isnot presented based on [or the assertion is not fairly stated based on]
[identify criteria)."

.25

.25 The practitioner should report dl findings from application of the agreed-upon
procedures. The concept of materidity does not goply to findings to be reported in an
agreed- upon procedures engagement unless the definition of materidity is agreed to by
the specified parties. Any agreed-upon materidity limits should be described in the
practitioner's report.

26

.26 The practitioner should avoid vague or ambiguous language in reporting findings.
Examples of gppropriate and ingppropriate descriptions of findings resulting from the
gpplication of certain agreed- upon procedures follow.

Procedures Appropriate I nappropriate
Agreed Upon Description of Description of
Findings Findings
Inspect the shipment dates for a No shipment dates shown on Nothing cameto my attention
sample (agreed-upon) of specified  tha sampje of shipping as aresult of applying that

shipping documents, and determine
whether any such dates were documents were subsequent to  procedure.

subsequent to December 31, 20X X. December 31, 20XX.

Cdculate the number of The number of blocks of The number of blocks of
blocks of streetspaved during  Streets paved in the chart of Streets paved approximated
the year ended September 30,  performance statisticswas Y the number of blocks included
20X X, shown on contractors ~ blocks more than the number in the chart of performance

certificates of project cdculated from the datistics.
completion; compare the contractors certificates of
resultant number to the project completion.

number in an identified chart
of performance gatidtics.
Cdculatetherateof returnon  No exceptionswerefound asa  The resultant percentage

agecified investment result of applying the approximated the
(according to an agreed-upon  procedure. predetermined percentagein
formula) and verify that the the identified schedule.
resultant percentage agreesto

the percentage in an identified

schedule.

Ingpect the quality standards All classfication codes All classfication codes
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classification codesin
identified performance test
documents for products
produced during a specified
period; compare such codes to
those shown in an identified
computer printout.

Trace dl outstanding checks
appearing on a bank
reconciliation as of acertain
date to checks cleared in the
bank statement of the
subsequent month.

Compare the amounts of the
invoices included in the “over
ninety days’ column shown in
an identified schedule of aged
accounts recelvable of a
specific customer as of a
certain date to the amount and
invoice date shown on the
outstanding invoice and
determine whether or not the
invoice dates precede the date
indicated on the schedule by
more than ninety days.

Working Papers

Working Papers

.27

ingpected in the identified
documents were the same as
those shown in the computer
printout except for the
falowing:

[List all exceptions,]

All outstanding checks
appearing on the bank
reconciliation were cleared in
the subsequent month's bank
satement except for the
following:

[List all exceptions)]

All outdanding invoice
amounts agreed with the
amounts shown on the
schedule in the “over ninety
days’ column, and the dates
shown on such invoices
preceded the date indicated on
the schedule by more than

ninety days.

gppeared to comply with such
performance documents.

Nothing came to my attention
asaresult of gpplying the
procedure.

The outstanding invoice
amounts agreed within
gpproximation of the amounts
shown on the schedule in the
“over ningty days’ column,
and nothing came to our
attention that the dates shown
on such invoices preceded the
date indicated on the schedule
by more than ninety days.

.27 The practitioner should prepare and maintain working papers in connection with an
agreed- upon procedures engagement under the attestation standards; such working papers
should be appropriate to the circumstances and the practitioner's needs on the

engagement to which they apply. fn 8 Although the quantity, type, and content of

working papers vary with the circumstances, ordinarily they should indicate that-

a. The work was adequately planned and supervised.
b. Evidentid matter was obtained to provide areasonable basis for the finding or findings
expressed in the practitioner's report.

.28
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.28 Working papers are the property of the practitioner, and some states have statutes or
regulations that designate the practitioner as the owner of the working papers. The
practitioner's rights of ownership, however, are subject to ethicad limitations relating to
confidentidity. fn 9

29

.29 Certain of the practitioner's working papers may sometimes serve as a ussful
reference source for his or her client, but the working papers should not be regarded as a
part of or a subgtitute for the client's records.

.30

.30 The practitioner should adopt reasonable procedures for safe custody of his or her
working papers and should retain them for aperiod of time sufficient to meet the needs of
his or her practice and satisfy any pertinent lega requirements of records retention.

Reporting

Reporting

Required Elements

Required Elements
31

.31 The practitioner's report on agreed- upon procedures should be in the form of
procedures and findings. The practitioner's report should contain the following e ements:

a. A title that includes the word independent

b. Identification of the specified parties (See paragraph .36.)

c. [dentification of the subject matter fn 10 (or the written assertion related thereto) and

the character of the engagement

d. Identification of the responsible party

e. A datement that the subject matter is the responsibility of the responsible party

f. A stlatement that the procedures performed were those agreed to by the specified parties
identified in the report

g. A statement that the agreed- upon procedures engagement was conducted in accordance
with attestation standards established by the AICPA

h. A statement that the sufficiency of the proceduresis soldly the responsibility of the
specified parties and a disclaimer of respongbility for the sufficiency of those procedures

i. A list of the procedures performed (or reference thereto) and related findings (The
practitioner should not provide negative assurance- see paragraph .24.)

J. Where applicable, a description of any agreed- upon materidity limits (See paragraph
25.)

k. A statement that the practitioner was not engaged to and did not conduct an

examination fn 11’ fn 12 of the subject matter, the objective of which would be the
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expresson of an opinion, adisclamer of opinion on the subject matter, and a Satement
that if the practitioner had performed additional procedures, other matters might have
cometo hisor her attention that would have been reported fn 13

I. A statement of restrictions on the use of the report because it is intended to be used
solely by the specified partiesfn 14

m. Where gpplicable, reservations or restrictions concerning procedures or findings as
discussed in paragraphs .33, .35, .39, and .40

n. For an agreed-upon procedures engagement on prospective financid information, al
itemsincluded in section 301.55

0. Where gpplicable, a description of the nature of the assistance provided by a specidist
asdiscussed in paragraphs .19 through .21

p. The manud or printed Sgnature of the practitioner's firm

g. The date of the report

[Hlustrative Report

[llugtrative Report
.32

.32 Thefallowing is an illugtration of an agreed-upon procedures report.

Independent Accountant's Report

on Applying Agreed-Upon Procedures

To the Audit Committees and Managements of ABC Inc. and XY Z Fund:

We have performed the procedures enumerated below, which were agreed to by the audit
committees and managements of ABC Inc. and XY Z Fund, soldly to assst you in

eva uating the accompanying Statement of Investment Performance Statigtics of XYZ
Fund (prepared in accordance with the criteria specified therein) for the year ended
December 31, 20X 1. XY Z Fund's management is responsible for the statement of
investment performance saigtics. This agreed-upon procedures engagement was
conducted in accordance with attestation standards established by the American Ingtitute
of Certified Public Accountants. The sufficiency of these proceduresis soldly the
responsibility of those parties specified in this report. Consequently, we make no
representation regarding the sufficiency of the procedures described below ether for the
purpose for which this report has been requested or for any other purpose.

[Include paragraphs to enumerate procedures and findings.]

We were not engaged to and did not conduct an examination, the objective of which
would be the expression of an opinion on the accompanying Statement of Investment
Performance Statistics of XY Z Fund. Accordingly, we do not express such an opinion.
Had we performed additiona procedures, other matters might have come to our attention
that would have been reported to you.

This report isintended solely for the information and use of the audit committees and
managements of ABC Inc. and XY Z Fund, fn 15 and is not intended to be and should not
be used by anyone other than these specified parties.

[Sgnature]

[Date]
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Explanatory Language

Explanatory Language

.33

.33 The practitioner dso may include explanatory language about matters such asthe
following:

* Disclosure of stipulated facts, assumptions, or interpretations (including the source
thereof) used in the application of agreed-upon procedures (For example, see section
601.26.)

» Description of the condition of records, controls, or data to which the procedures were
applied

* Explanation that the practitioner has no responghbility to update his or her report

* Explanation of sampling risk

Dating of Report

Dating of Report
34

.34 The date of completion of the agreed- upon procedures should be used as the date of
the practitioner's report.

Restrictions on the Perfor mance of Procedures

Redtrictions on the Performance of Procedures
35

.35 When circumstances impose restrictions on the performance of the agreed-upon
procedures, the practitioner should attempt to obtain agreement from the specified parties
for modification of the agreed- upon procedures. When such agreement cannot be
obtained (for example, when the agreed- upon procedures are published by aregulatory
agency that will not modify the procedures), the practitioner should describe any
restrictions on the performance of proceduresin hisor her report or withdraw from the
engagement.

Adding Specified Parties (Nonparticipant Parties)

Adding Specified Parties (Nonparticipant Parties)
36

.36 Subsequent to the completion of the agreed-upon procedures engagement, a
practitioner may be requested to consider the addition of another party as a specified
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party (a nonparticipant party). The practitioner may agree to add a nonparticipant party
as a pecified party, based on consideration of such factors as the identity of the
nonparticipant party and the intended use of the report. fn 16 If the practitioner does
agree to add the nonparticipant party, he or she should obtain affirmative
acknowledgment, normdly in writing, from the nonparticipant party agreeing to the
procedures performed and of its taking respongbility for the sufficiency of the

procedures. If the nonparticipant party is added after the practitioner has issued his or her
report, the report may be reissued or the practitioner may provide other written
acknowledgment that the nonparticipant party has been added as a specified party. If the
report is reissued, the report date should not be changed. If the practitioner provides
written acknowledgment that the nonparticipant party has been added as a specified
party, such written acknowledgment ordinarily should state that no procedures have been
performed subsequent to the date of the report.

Written Representations

Written Representations
.37

.37 A practitioner may find a representation letter to be auseful and practica means of
obtaining representations from the responsible party. The need for such aletter may
depend on the nature of the engagement and the specified parties. For example, section
601.68 requires a practitioner to obtain written representations from the responsible party
in an agreed-upon procedures engagement related to compliance with specified
requirements.

.38

.38 Examples of matters that might gppear in arepresentation letter from the responsible
party include the fallowing:

a. A stlatement acknowledging respongbility for the subject matter and, when applicable,
the assertion

b. A statement acknowledging responsibility for selecting the criteriaand for determining
that such criteria are appropriate for their purposes

c. The assertion about the subject matter based on the criteria selected

d. A statement that adl known matters contradicting the subject matter or the assertion and
any communication from regulatory agencies affecting the subject matter or the assertion
has been disclosed to the practitioner

e. Avalability of al records rlevant to the subject matter and the agreed-upon
procedures

f. Other matters as the practitioner deems appropriate

.39

.39 The respongble party's refusa to furnish written representations determined by the
practitioner to be appropriate for the engagement congtitutes alimitation on the
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performance of the engagement. In such circumstances, the practitioner should do one of
the following.

a. Disclosein his or her report the inability to obtain representations from the responsible
party.

b. Withdraw from the engagement. fn 17

¢. Change the engagement to another form of engagemen.

Knowledge of Matters Outside Agreed-Upon Procedures

Knowledge of Matters Outside Agreed- Upon Procedures
.40

.40 The practitioner need not perform procedures beyond the agreed-upon procedures.
However, in connection with the application of agreed-upon procedures, if matters come
to the practitioner's attention by other means that significantly contradict the subject
matter (or written assertion related thereto) referred to in the practitioner's report, the
practitioner should include this matter in his or her report. fn 18 For example, if, during
the course of applying agreed- upon procedures regarding an entity'sinternd control, the
practitioner becomes aware of a materia weakness by means other than performance of
the agreed- upon procedure, the practitioner should include this matter in his or her report.

Changeto an Agreed-Upon Procedures Engagement From Another
Form of Engagement

Change to an Agreed-Upon Procedures Engagement From Another Form of Engagement
41

41 A practitioner who has been engaged to perform another form of attest engagement or
anonattest service engagement may, before the engagement's completion, be requested to
change the engagement to an agreed- upon procedures engagement under this section. A
request to change the engagement may result from a change in circumstances affecting

the client's requirements, a misunderstanding about the nature of the original services or
the dternative services origindly avallable, or aredtriction on the performance of the
origind engagement, whether imposed by the client or caused by circumstances.

42

.42 Before a practitioner who was engaged to perform another form of engagement
agrees to change the engagement to an agreed- upon procedures engagement, he or she
should congder the following:

a. The possibility that certain procedures performed as part of another type of
engagement are not appropriate for incluson in an agreed-upon procedures engagement
b. The reason given for the request, particularly the implications of aredtriction on the
scope of the original engagement or the matters to be reported

c. The additiond effort required to complete the origind engagement
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d. If gpplicable, the reasons for changing from a genera- use report to a restricted-use

report
43

.43 If the specified parties acknowledge agreement to the procedures performed or to be
performed and assume respongbility for the sufficiency of the procedures to be included
in the agreed- upon procedures engagement, either of the following would be considered a
reasonable basis for requesting a change in the engagement-

a. A changein circumstances that requires another form of engagement

b. A misunderstanding concerning the nature of the originad engagement or the avalable
dternatives

44

44 Indl circumstances, if the origind engagement procedures are substantialy complete
or the effort to complete such procedures is rdatively indggnificant, the practitioner
should consider the propriety of accepting a change in the engagement.

.45

45 If the practitioner concludes, based on his or her professiona judgment, that there is
reasonable judtification to change the engagement, and provided he or she complieswith
the standards applicable to agreed-upon procedures engagements, the practitioner should
issue an appropriate agreed- upon procedures report. The report should not include
reference to ether the originad engagement or performance limitations that resulted in the

changed engagement. (See paragraph .40.)

Combined Reports Covering Both Restricted-Use and General-Use
Subject Matter or Presentations

Combined Reports Covering Both Restricted-Use and Generd-Use Subject Matter or
Presentations
.46

.46 hen a practitioner performs services pursuant to an engagement to gpply agreed-upon
procedures to specific subject matter as part of or in addition to another form of service,
this section applies only to those services described herein; other Standards would apply
to the other sarvices. Other services may include an audit, review, or compilation of a
financal statement, another attest service performed pursuant to the SSAEs, or a
nonattest service. fn 19 Reports on gpplying agreed- upon procedures to specific subject
matter may be combined with reports on such other services, provided the types of
services can be clearly distinguished and the gpplicable Standards for each service are
followed. See section 101.82 and .83, regarding restricting the use of the combined

report.
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Effective Date

Effective Date
47

A7 This section is effective when the subject matter or assertion isas of or for aperiod
ending on or after June 1, 2001. Early gpplication is permitted.

Appendix-Additional Illustrative Reports

Appendix
Additional lllustrative Reports

Additiond Illugtrative Reports
.48

48

The following are additiond illustrations of reporting on applying agreed- upon
procedures to ements, accounts, or items of afinancid statement.

1. Report in Connection With a Proposed Acquisition

Independent Accountant's Report

on Applying Agreed-Upon Procedures

To the Board of Directors and Management of X Company:

We have performed the procedures enumerated below, which were agreed to by the
Board of Directors and Management of X Company, solely to assst you in connection
with the proposed acquisition of Y Company as of December 31, 20XX. Y Company is
responsible for its cash and accounts receivable records. This agreed-upon procedures
engagement was conducted in accordance with attestation standards established by the
American Inditute of Certified Public Accountants. The sufficiency of these procedures
is solely the responghility of the parties specified in this report. Consequently, we make
Nno representation regarding the sufficiency of the procedures described below ether for
the purpose for which this report has been requested or for any other purpose.

The procedures and the associated findings are as follows:

Cash

1. We obtained confirmation of the cash on deposit from the following banks, and we
agreed the confirmed balance to the amount shown on the bank reconciliations
maintained by Y Company. We mathematicaly checked the bank reconciliations and
compared the resultant cash balances per book to the respective genera ledger account
balances.

General Ledger
Account Balances as of
Bank December 31, 20XX
ABC Nationa Bank $5,000
DEF State Bank 3,776
XYZ Trust Company regular account 86,912

XYZ Trugt Company payroll account 5,000
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$110,688

We found no exceptions as aresult of the procedures.
Accounts Receivable
2. We added the individua customer account balances shown in an aged trid baance of
accounts recaivable (identified as Exhibit A) and compared the resultant totd with the
balance in the generd ledger account.
We found no difference.
3. We compared the individua customer account baances shown in the aged trid balance
of accounts receivable (Exhibit A) as of December 31, 19X X, to the bdances shown in
the accounts receivable subsdiary ledger.
We found no exceptions as aresult of the comparisons.
4. We traced the aging (according to invoice dates) for 50 customer account balances
shown in Exhibit A to the detalls of outstanding invoicesin the accounts receivable
subsidiary ledger. The balances selected for tracing were determined by starting at the
eghth item and sdlecting every fifteenth item theredfter.
We found no exceptionsin the aging of the amounts of the 50 customer account balances
selected. The sample size traced was 9.8 percent of the aggregate amount of the customer
account balances.
5. We mailed confirmations directly to the customers representing the 150 largest
customer account balances sdected from the accounts receivable tria balance, and we
received responses as indicated below. We aso traced the items congtituting the
outstanding customer account baance to invoices and supporting shipping documents for
customers from which there was no reply. As agreed, any individua differencesin a
customer account balance of |ess than $300 were to be considered minor, and no further
procedures were performed.
Of the 150 customer balances confirmed, we received responses from 140 customers; 10
customers did not reply. No exceptions were identified in 120 of the confirmations
received. The differences disclosed in the remaining 20 confirmation replies were elther
minor in amount (as defined above) or were reconciled to the customer account balance
without proposed adjustment thereto. A summary of the confirmation results according to
the respective aging categoriesis asfollows.

Accounts Receivable

December 31, 20XX

Aging Categories Customer Account Confirmations Confirmations
Balances Requested Received

Current $156,000 $ 76,000 $ 65,000

Past due:

L ess than one month: 60,000 30,000 19,000

One to three months 36,000 18,000 10,000

Over three months 48,0n00 48,000 8,000
$300,000 $172,000 $102,000

We were not engaged to and did not conduct an audit, the objective of which would be
the expresson of an opinion on cash and accounts receivable. Accordingly, we do not
express such an opinion. Had we performed additiona procedures, other matters might
have come to our attention that would have been reported to you.



U.S. Department of Trangportation
January 29, 2002

Page 26

This report isintended solely for the information and use of the board of directors and
management of X Company and is not intended to be and should not be used by anyone
other than these specified parties.

[Sgnature]

[Date]

2. Report in Connection With Claims of Creditors

Independent A ccountant's Report

on Applying Agreed-Upon Procedures

To the Trugtee of XY Z Company:

We have performed the procedures described below, which were agreed to by the Trustee
of XYZ Company, with repect to the claims of creditors solely to assgt you in
determining the validity of clams of XYZ Company asof May 31, 20X X, asst forthin
the accompanying Schedule A. XY Z Company is responsible for maintaining records of
claims submitted by creditors of X'YZ Company. This agreed-upon procedures
engagement was conducted in accordance with attestation standards established by the
American Ingtitute of Certified Public Accountants. The sufficiency of these procedures
is soley the respongbility of the party specified in this report. Consequently, we make no
representation regarding the sufficiency of the procedures described below ether for the
purpose for which this report has been requested or for any other purpose.

The procedures and associated findings are as follows:

1. Compare the total of thetrial balance of accounts payable at May 31, 20X X, prepared
by XY Z Company, to the balance in the related generd ledger account.

Thetota of the accounts payable trid balance agreed with the balance in the related
genera ledger account.

2. Compare the amounts for clams recelved from creditors (as shown in clam documents
provided by XY Z Company) to the respective amounts shown in the trid balance of
accounts payable. Using the data included in the dlaims documents and in XY Z
Company's accounts payable detail records, reconcile any differences found to the
accounts payable trid balance.

All differences noted are presented in column 3 of Schedule A. Except for those amounts
shown in column 4 of Schedule A, dl such differences were reconciled.

3. Obtain the documentation submitted by creditors in support of the amounts claimed
and compare it to the following documentation in XY Z Company'sfiles: invoices,
receiving reports, and other evidence of receipt of goods or services.

No exceptions were found as a result of these comparisons.

We were not engaged to and did not conduct an audit, the objective of which would be
the expression of an opinion on the clams of creditors set forth in the accompanying
Schedule A. Accordingly, we do not express such an opinion. Had we performed
additional procedures, other matters might have come to our attention that would have
been reported to you.

Thisreport isintended solely for the information and use of the Trustee of XYZ
Company and is not intended to be and should not be used by anyone other than this
Specified party.

[Sgnature]

[Date]




