




























 

 

 
 

 
 

 

 

 
 

 

 

 

OPINION AUDITS - APPENDIX 5A 


Reviewing 
Financial 
Statement or 
Balance 
Sheet Only 
Opinion 
Audits 

Peer Review 

An “opinion audit” expresses an opinion on the fair presentation of the 
financial statements in all material respects in accordance with 
generally accepted accounting principles (GAAP). These audits 
include the following: 

x A financial statement audit - the auditor will audit the balance 
sheet, income statement, statement of equity and other 
comprehensive income, and statement of cash flows, and will 
present an opinion on all the statements, taken as a whole; or 

x A balance sheet only audit - the auditor will audit the balance sheet 
and render an opinion. That means the auditor will not audit the 
income statement accounts, statement of equity and other 
comprehensive income, and statement of cash flow information. 

The objective of an independent, licensed CPA conducting an audit 
differs from the objectives of an internal audit or an NCUA 
examination. In unusual situations, the examiner may conduct an in-
depth review of the thoroughness and independence of the CPA or the 
adequacy of the CPA's audit. 

The American Institute of Certified Public Accountants (AICPA) 
establishes standards for thoroughness and independence of CPAs, the 
auditing standards CPAs must follow in connection with their audits of 
financial statements, and standards governing CPAs’ reports. Not all 
CPAs are members of the AICPA; however, all must follow 
professional standards adopted, whether by their respective state 
societies or the state agency issuing their licenses. 

Accounting firms receive a peer review (a quality control-type review) 
performed by another (external) certified public accounting firm on a 
regular basis (every two to three years). Examiners should request and 
review a copy of the most recent peer review report. They should note 
any areas that may trigger expansion of procedures or reduced reliance 
on the audit and verification. 
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Professional 
Standards 

Review of 
Independence 

Generally accepted auditing standards1 (GAAS) are the standards an 
independent accountant’s opinion audit must meet. GAAS falls into 
three categories: general standards, standards of fieldwork, and 
standards of reporting. 

The general standards require that the person performing the audit: 

x Have adequate technical training and proficiency; 
x Maintain an independence in mental attitude; and  
x Exercise due professional care in the performance of the audit and 

the preparation of the report. 

CPAs must remain independent of those they serve. Independence is 
defined as the ability to act with integrity and objectivity. Ordinarily, 
the examiner will not need to test for independence. However, the 
examiner may occasionally have sufficient reason to question a CPA's 
independence or the quality of the work. 

The examiner should investigate a recent change in CPAs by a credit 
union, particularly if the change occurred after an audit began. 

The examiner should also investigate if the CPA: 

x Has a direct financial interest in the credit union; 
x Is connected with the credit union in a capacity equivalent to that 

of a member of management or was a director of the credit union; 
x	 Maintains, completely or in part, the books and records of the 

credit union and did not perform audit tests with respect to such 
books and records; or, 

x	 Has received from the credit union an unsecured loan considered 
material in amount relative to the net worth of the borrower. 

In such instances (the above list is not inclusive), the CPA would not 
have complied with professional standards. Accordingly, the examiner 
should not rely on any work performed by the CPA without reviewing 

1 Auditing standards, as distinct from auditing procedures, are concerned not only 
with the auditor's professional qualifications, but with the judgment exercised in the 
performance of an audit and with the resulting reports. 
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OPINION AUDITS - APPENDIX 5A 


Review of 
Compliance 
with Fieldwork 
Standards 

Review of 
Audit 
Procedures 

the procedures followed in the audit. The examiner should perform a 
review of the CPA's working papers. If the procedures satisfy the Part 
715 requirements, the examiner can rely on the work performed. 

If an examiner remains concerned that the auditor has not complied 
with independence standards, the examiner should document these 
concerns and follow the guidance detailed in the Supervisory 
Committee chapter. Examiners should not state, either orally or in 
examination reports or working papers, that they question the CPA's 
independence. 

Fieldwork standards require the following: 

x Adequately planned work; 
x Properly supervised assistants, if any; 
x Proper study and evaluation of existing internal controls as a basis 

for reliance thereon for determining the audit scope and 
procedures, including the extent of testing; and 

x Sufficient evidence to afford a reasonable basis for an opinion 
regarding the financial statements under audit. 

The examiner may occasionally have sufficient reason to question a 
CPA's thoroughness. If the examiner questions thoroughness, the 
examiner should not rely on any work performed by the CPA without 
reviewing the procedures followed in the audit. If the procedures 
satisfy the Part 715 requirements, the examiner should rely on the 
work performed. 

The examiner should review the last report issued by the CPA. If an 
audit is currently in progress, the examiner may review the 
engagement letter, the auditors’ risk assessment, and their conclusions 
and resulting modifications to the audit program. 

The examiner should obtain and review any adjusting journal entries 
suggested by the CPA to determine if such entries are normal recurring 
accruals or if the entries indicate inadequate accounting records. 
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Audit 
Documen-
tation 
Standards for 
Financial 
Statement 
Audits 

Audit documentation (work papers) provides the principal support for 
the auditor’s report and may serve as a resource for the examiner when 
developing the preliminary examination scope and risk assessment. 
Documentation includes, but is not limited to audit programs, 
analyses, memoranda, letters of confirmation, and schedules prepared 
or obtained by the auditor. Paper, electronic forms, or other media are 
acceptable. 

Audit documentation illustrates the auditor’s: 

x Extent of planning for the fieldwork; 
x Understanding of internal controls; and 
x Collection of sufficient information to express an opinion. 

The audit documentation supporting a balance sheet audit or an audit 
of the financial statements should show the examiner that the external 
auditor met the audit standards required by GAAS.  

Audit documentation must sufficiently: 

x Identify the audit team and specify who performed and reviewed 
the work; 

x Disclose the nature, timing, extent, and results of auditing 
procedures performed, and the evidence obtained; and 

x Establish that the accounting records reconcile with the financial 
statements. 

The auditors consider the following when determining the 
documentation for an audit area: 

x Risk of material misstatement (RMM) associated with financial 
statement assertions2 or with the account or class of transactions; 

x Extent of judgment involved in performing the work and 
evaluating the results; 

x Basis for the auditing procedure; 
x Significance of the evidence obtained to the assertion being tested; 
x Nature and extent of exceptions identified; and 

2 Declaration, contention, statement. 

Page 5A-4 



 

 

 
 

 

 

 

 
 
 

 
 

 

 

 

 
 

                                                      

OPINION AUDITS - APPENDIX 5A 


x	 Need to document a conclusion, or the basis for a conclusion, not 
readily determinable from the documentation of the work 
performed. 

The audit documentation must include: 

x	 Abstracts or copies of significant credit union contracts or 
agreements that the auditor examined; 

x	 Details of document inspection or confirmation, including testing 
of controls and substantive tests3; and 

x	 Significant findings or issues, the action taken to address them, and 
the basis for the conclusions reached. Such significant issues may 
include accounting for complex or unusual transactions, 
modifications of audit procedures, and significant difficulties in 
applying audit procedures (e.g., problems with management during 
the audit). 

Additional audit standards require the auditors to document: 

x	 The auditor’s understanding with the client; 
x	 That the client has made the auditor aware of all the attorney’s 

claims required for disclosure; 
x	 That the auditor prepared a written audit program for every audit; 
x	 The reasons for aggregate misstatements and the auditor’s 

conclusions as to whether they cause material misstatement of the 
financial statement; 

x	 Management’s written response as to the purposes and uses of 
financial statements prepared in conformity with another country’s 
accounting standards, if applicable; 

x	 Oral communications with management regarding illegal acts that 
come to the auditor’s attention; 

x	 The auditor’s understanding of the credit union’s internal controls 
components (for purposes of planning the audit), and the auditor’s 
conclusion about the assessed level of risk; 

x	 Reportable conditions and other internal control related matters; 
x	 Oral confirmations and if confirmations were not requested, 

reasons for failure to do so; 

3 Independent tests that are quantitative in nature to support a financial statement 
assertion or contention. 
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x	 Audit requirements for governmental entities that are not included 
in the terms of the engagement; 

x	 Risk of material misstatement due to fraud and the auditor’s 
response to risk factors; and 

x	 Written representations from management. 

Additionally, before reissuing reports on prior period financial 
statements, the original auditor must obtain representation letters from 
management and any successor auditors. 

Audits may also contain: 

x	 The nature and effect of cumulative misstatements and whether 
these misstatements cause the financial statements to be materially 
misstated. (SAS 47, Audit Risk and Materiality). A misstatement 
may consist of any of the following: 

-	 Difference between the amount, classification, or presentation 
of a reported financial statement element, account, or item; 

- Omission of a financial statement element, account, or item; 
- Financial statement disclosure not presented in accordance 

with GAAP; and 
- Omission of information required to be disclosed in accordance 

with GAAP. 

x	 The analytical procedure used to support a significant financial 
statement contention. They must include: 

-	 The factors considered in developing the expectation, if they 
can not be determined from the documentation;  

-	 The comparison results of the expectation to the credit union 
records; and 

-	 Any additional auditing procedures performed in response to 
significant unexpected differences arising from the analytical 
procedure and the results of each additional procedure. 

x	 A statement (when an auditor doubts the ability of a credit union to 
continue as a going concern) that complies with (SAS 59, The 
Auditor’s Consideration of an Entity’s Ability to Continue as a 
Going Concern) discussing: 
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Standards 
Governing 
Reporting 

-	 The condition or events that led to the belief that substantial 
doubt exists about the credit union’s ability to continue as a 
going concern and the auditor’s conclusions regarding the 
credit union’s ability to continue as a going concern, including 
the effect on the financials; 

-	 The significant elements of management’s plan in overcoming 
the adverse effects of the condition or events; 

-	 The procedures performed and evidence obtained to evaluate 
the significant elements of management’s plans; and 

-	 Whether to include an explanatory paragraph in the audit 
report or a qualified or adverse opinion. 

The reporting standards deserve particular attention because examiners 
must understand CPAs and their functions. Reporting standards 
require that CPAs: 

x	 Conduct their audits in accordance with generally accepted 
auditing standards (GAAS); 

x State whether they presented the financial statements in conformity 
with generally accepted accounting principles (GAAP); and 

x State whether such principles have been consistently applied in the 
current period in relation to the preceding period. 

In addition, the CPA must provide reasonably adequate informative 
disclosures in the financial statements or otherwise in the report. The 
report must contain an expression of opinion regarding the financial 
statements taken as a whole, or an assertion that the CPA cannot 
express an opinion. The CPA must state in the report any reasons for 
the inability to express an overall opinion on the financial statements. 

When no material exception exists, the CPA will issue an unqualified 
(clean) opinion. When a material exception exists, but not so material 
as to negate an opinion on the financial statements taken as a whole, a 
qualified opinion is appropriate. Judgment in the circumstances 
determines what is sufficiently material. If the matter relates to the 
scope of the procedures or the fairness of presentation of the financial 
statements, the phrase, "except for" normally appears. Only in 
situations where an uncertainty exists should the auditor use the phrase 
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"subject to". The following circumstances may require departure from 
the auditor's standard report: 

x The credit union has restricted the scope of the audit, or conditions 
exist that do not permit the application of auditing procedures 
considered necessary in the circumstances; 

x Inadequate disclosure or lack of conformity with GAAP affect the 
financial statements in that they do not fairly present financial 
conditions, results of operations, or changes in financial position; 

x Consistent application of accounting principles has not occurred; 
or 

x Unusual uncertainties exist as to the outcome of future events, and 
the auditor cannot reasonably estimate their effect on the financial 
statements. 

CPAs issue an adverse opinion when the matter to which they have 
taken exception is so pervasive that the financial statements do not 
present fairly the financial position, results of operations, or change in 
financial position, or do not conform to GAAP. 

CPAs issue a disclaimer of opinion when either the credit union or 
circumstances restricted the scope of their examination in important 
respects, or when uncertainties affect the financial statements. 

In the case of a qualified, adverse or disclaimer of opinion, the auditor 
should set forth all material reasons for issuing the particular report 
form. As to limitations of scope, the report would specify the omission 
of any generally accepted auditing procedures and the reasons for the 
omission. If the credit union requested the omission, the report should 
so specify. 

If examiners remain concerned that the CPA did not comply with 
general standards, the standards of fieldwork or the reporting 
standards, they should document the concerns and refer to the section 
of the Supervisory Committee chapter entitled, “If Compensated 
Auditor’s Audit Appears Lacking” for guidance on how to proceed. 
Examiners should not state, either orally or in examination reports or 
working papers, that they question the CPA's competence. 
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References 	 x Supervisory Committee Guide 
x AICPA Audit and Accounting Guide, Audits of Credit Unions 
x AU Section 339, Audit Documentation 
x Statement of Auditing Standard (SAS) No. 96 
x Statement of Auditing Standards (SAS) No. 59, The Auditor’s 

consideration of an Entity’s Ability to Continue as a Going 
Concern 

x Statement of Auditing Standards (SAS) No. 47, Audit Risk and 
Materiality 
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