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(300)-30
Responsibilities

30.1   Management Responsibilities.

The responsibilities in this section are high-level expectations of the various management positions in the Office of Audit (OA).  Specific responsibilities such as approval of audit plans, approval of audit reports, assignment of audits, etc. are located in the appropriate section of Chapter (300) dealing with that particular issue. 

30.1.1   Deputy Inspector General for Audit (DIGA).   The DIGA reports to the Treasury Inspector General for Tax Administration (TIGTA) and is responsible for:

· Planning and overseeing an audit program that provides for independent reviews and appraisals of the operations of the Internal Revenue Service (IRS) and related entities. 

· Planning and executing a continuous quality assurance program.


· Formulating and maintaining audit policies, procedures, and program guidelines; developing and maintaining the audit management information system; and producing management information reports for use by TIGTA managers.


· Developing and maintaining the professional skills of audit personnel.


· Supervising the Assistant Inspectors General for Audit (AIGA).

30.1.2   AIGAs.   The AIGAs report to the DIGA and are responsible for providing executive leadership and direction for evaluating the vulnerability of IRS and related entity activities and for conducting reviews that are sufficient in scope to provide a basis for constructive management action by responsible officials.  They supervise Directors.  The four AIGAs are responsible for reviews in the following IRS organizational program areas:

· Information Systems Programs
-
Systems Modernization and Operations.

-
Systems Security.

· Headquarters Operations and Exempt Organizations Programs 

· Tax Administration (Appeals, Counsel, Taxpayer Advocate, IRS Oversight Board, Planning Evaluation and Risk Assessment, Criminal Investigation).

· Agency-Wide Shared Services (Contract Oversight, Procurement, Human Resources, Facilities Management, and Communications).

· Government Performance and Results Act of 1993.

· Tax Exempt and Government Entities/Taxpayer Bill of Rights.

· Financial Management/ Criminal Investigations.

· Wage and Investment Income Programs
· Customer Service.

· Compliance.

· Submission Processing and Earned Income Tax Credit.

· Small Business and Corporate Programs
· Small Business Compliance.

· Corporate and Customer Service.

· Submission Processing.

30.1.3   Directors.   Directors report to the AIGAs and are responsible for planning and executing the audit program within the four organizational program areas.  They supervise Audit Managers.

30.1.4   Audit Managers.   Audit Managers report to the Directors and are the front-line managers responsible for the day-to-day supervision of individual audit assignments and the development of their subordinates.

30.2   Policy on Independence and Scope Impairments.

If the TIGTA is to be effective, it must be independent and its opinions, conclusions, judgments, and recommendations must be viewed as being impartial by knowledgeable third parties.  This document sets forth policies and procedures relative to independence and scope impairments.

The policies and procedures on independence and scope impairments are based on the following standards:

· Government Auditing Standards (GAS) (the Yellow Book), paragraphs 3.03 through 3.32 (See Exhibit (300)-30.1).
· The Quality Standards for Inspections (QSI), President’s Council on Integrity and Efficiency (PCIE), March 1993, Section B
(See Exhibit (300)-30.2).
30.2.1   Policy on Independence.   In accordance with the GAS and QSI, all auditors, Audit Managers, Directors, AIGAs, and the DIGA involved in performing or supervising any audit assignment must: 

· Be free from personal, external, or organizational impairments to their independence.

· Consistently maintain an independent attitude and appearance.

· Strive to avoid situations that lead outsiders to doubt their independence.  (See Exhibit (300)-30.1, GAS paragraphs 3.03 through 3.06, and 
Exhibit (300)-30.2, QSI section B.)

Three classes of impairments to independence are personal, external, and organizational.  These impairments must be considered by auditors in deciding whether their ability to perform impartially is adversely affected.

30.2.1.1   Personal Impairments.   Personal impairments to independence are circumstances in which auditors may not be impartial or may not be perceived to be impartial.  TIGTA management personnel responsible for scheduling audits must avoid the assignment of staff members to audits where there is an indication that the individuals have a personal impairment.  Also, supervisors need to be alert to personal impairments to independence of their staff members.  (See Exhibit (300)-30.1, 
GAS paragraphs 3.07 through 3.18, and Exhibit (300)-30.2, QSI section B1 for examples of personal impairments.)

Annually, each professional staff member, GM-15 and below, must acknowledge understanding his or her obligation to be free from personal impairment to his or her auditor independence.  Each professional staff member must document his or her acknowledgement to report a current or future independence impediment by completing the Auditor Personal Impairment Certification form (See the template located in File/New/Audit Forms/Auditor Personal Impairment Certification.dot).  A new form is to be completed at the same time the auditor signs his or her annual TIGTA Performance Appraisal-Auditor (Form 430 Aud) acknowledgement form.  The employee’s supervisor will ensure that the annual Auditor Personal Impairment Certification form is placed in the auditor’s Employee Personnel File (EPF).  This form should be maintained in the auditor’s EPF for 3 fiscal years for documentation and external peer review purposes.

For financial statement audits, the AIGA (Headquarters Operations and Exempt Organizations Programs) must also complete the Auditor Personal Impairment Certification form.

Staff members are responsible for notifying their Audit Manager of any personal impairment to independence that develops during the year.  Audit Managers are responsible for taking appropriate corrective action when there is impairment to auditor independence on an audit.  Appropriate corrective action includes, but is not limited to, the following:

· If the circumstances indicate that the impairment is of recent development and not foreseeable, the staff member should be reassigned.

· If the circumstances indicate that the impairment was preexisting and not revealed, or developed subsequent to the assignment and was not brought to the attention of the Audit Manager, the staff member should be reassigned and appropriate disciplinary action considered.

· In either case, any audit work completed by the staff member up to the time of the reassignment should be thoroughly reviewed for evidence of bias or other improprieties.  If these are found, another staff member should repeat the audit work, if possible.  If repeating the work is not possible, the impairment should be disclosed in the final report.

30.2.1.2   External Impairments.   External impairments to independence are factors that may restrict the audit or limit a staff member’s ability to form independent and objective opinions and conclusions.  (Refer to Exhibit (300)-30.1, GAS paragraph 3.19 and 3.20, and Exhibit (300)-30.2, QSI section B2, for examples of external impairments.)  The DIGA should be notified immediately by the respective AIGA of any external impairment.

30.2.1.3   Organizational Impairments.   Organizational impairments to independence involve the location of the audit/function within the organizational structure of the government entity.  Organizational independence, as described in Exhibit (300)-30.1, GAS paragraph 3.21 though 3.32, is provided for the TIGTA by the Inspector General Act of 1978, as amended by the IRS Restructuring and Reform Act of 1998 (RRA 98).

30.2.2   Policy on Scope Impairments.   Scope impairments are factors external to the organization that can restrict a staff member’s ability to render objective opinions and conclusions.  (Refer to Exhibit (300)-30.2, QSI section B3, for examples of scope impairments.)  When these factors are present, staff members should attempt to remove the restrictions or, failing that, report the limitation to the DIGA through the respective AIGA.

30.3   Confidentiality.

The OA must also ensure privileged or confidential information gathered by the TIGTA will be protected from disclosure, unless the TIGTA determines that such disclosure is necessary to further the purpose of an audit, investigation, or other inquiry as required by law.  In addition, confidential sources who make complaints or provide information to the TIGTA will not have their identities disclosed without their consent, unless the TIGTA determines that such disclosure is unavoidable for the purposes of an investigation.  The PCIE has adopted the following general standard on confidentiality:

Confidentiality – Each Inspector General shall establish and follow procedures for safeguarding the identity of confidential sources and for protecting privileged and confidential information.
The TIGTA will ensure that confidential sources who make complaints or provide information will not have their identities disclosed without their consent, unless the TIGTA determines that such disclosure is unavoidable for the purposes of an investigation.  


The TIGTA will ensure that all confidential information will be protected from disclosure, unless the TIGTA determines that such disclosure is necessary to further the purposes of an audit, investigation, inspection, or other inquiry as required by law.  Tax returns and tax return information must be kept on a need to know basis.  Such information should not be shared outside of the TIGTA or with other TIGTA employees unless a need is present. 

Many of the facts gathered by the TIGTA come from employees or other individuals who may be harassed if it was known they were cooperating.  Much of the information may be personal or of a proprietary nature.  Therefore, it is essential that the identities of confidential sources and all information gathered during an audit, investigation, or other work be safeguarded from disclosure.

The Congress has provided specific authority for withholding the identities of employees who make complaints to the TIGTA.  Under the Inspector General Act of 1978, the identities of such employees may not be released without their consent, unless the TIGTA determines disclosure is unavoidable during the course of an investigation.  See Chief Counsel’s Chapter (700)-40.
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GENERAL STANDARD

Independence
3.03. – The general standard related to independence is:  In all matters relating to the audit work, the audit organization and the individual auditor, whether government or public, should be free both in fact and appearance from personal, external, and organizational impairments to independence.

3.04 - Auditors and audit organizations have a responsibility to maintain independence so that opinions, conclusions, judgments, and recommendations will be impartial and will be viewed as impartial by knowledgeable third parties.  Auditors should avoid situations that could lead reasonable third parties with knowledge of the relevant facts and circumstances to conclude that the auditors are not able to maintain independence and, thus, are not capable of exercising objective and impartial judgment on all issues associated with conducting and reporting the audit work.

3.05 - Auditors need to consider three general classes of impairments to independence--personal, external, and organizational.  If one or more of these impairments affects an individual auditor’s ability to do the work and report results impartially, that auditor should either decline to perform the work or, in those situations in which the government auditor, because of a legislative requirement or for other reasons, cannot decline to perform the work, the impairment or impairments should be reported in the scope section of the audit report.   

3.06 – In using the work of a specialist, auditors need to consider the specialist as a member of the audit team and, accordingly, assess the specialist’s ability to perform the work and report results impartially.  In conducting this assessment, auditors should provide the specialist with the GAGAS independence requirements and obtain representations from the specialist regarding the specialist’s independence from the activity or program under audit.  If the specialist has an impairment to independence, auditors should not use the work of that specialist.  
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Personal Impairments

3.07 - The audit organization should have an internal quality control system to help determine whether auditors have any personal impairments to independence that could affect their impartiality or the appearance of impartiality.  The audit organization needs to be alert for personal impairments to independence of its staff members.  Personal impairments of staff members result from relationships and beliefs that might cause auditors to limit the extent of the inquiry, limit disclosure, or weaken or slant audit findings in any way.  Auditors are responsible for notifying the appropriate officials within their audit organizations if they have any personal impairments to independence.  Examples of personal impairments of individual auditors include, but are not limited to, the following:

· Immediate family or close family member who is a director or officer of the audited entity, or as an employee of the audited entity, is in a position to exert direct and significant influence over the entity or the program under audit. 

· Financial interest that is direct, or is significant/material though indirect, in the audited entity or program.

· Responsibility managing an entity or decision making that could affect operations of the entity or program being audited; for example, as a director, officer, or other senior position of the entity, activity or program being audited, or as a member of management in any decision-making, supervisory, or ongoing monitoring function for the entity, activity, or pram under audit.

· Concurrent or subsequent performance of an audit by the same individual who maintained the official accounting records when such services involved preparing source documents or originating data, in electronic or other form; posting transactions (whether coded by management or not codes); authorizing, executing, or consummating transactions (for example, approving invoices, payrolls, claims, and other payments of the entity or program being audited); maintaining an entity’s bank accounts or otherwise having custody of the audited entity’s funds; or otherwise exercising authority on behalf of the entity, or having authority to do so. 

· Preconceived ideas toward individuals, groups, organizations, or objectives of a particular program that could bias the audit. 

· Biases, including those induced by political or social convictions, that result from employment in, or loyalty to, a particular type of policy, group, organization, or level of government. 

· Seeking employment with an audited organization during the conduct of the audit.
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3.08 – Audit organizations and auditors may encounter many different circumstances or combination of circumstances that could create a personal impairment.  Therefore, it is impossible to identify every situation that cold result in a personal impairment.  Accordingly, audit organizations should include as part of their internal quality control system requirements to identify personal impairments and assure compliance with GAGAS independence requirements.  At a minimum, audit organizations should:

a. Establish policies and procedures that will enable the identification of personal impairments to independence, including whether performing nonaudit services affects the subject matter of audits and applying safeguards to appropriately reduce that risk.

b. Communication the audit organization’s policies and procedures to all auditors in the organization and assure understanding of requirements through training or other means such as auditors periodically acknowledging their understanding.

c. Establish internal policies and procedures to monitor compliance with the audit organization’s policies and procedures.

d. Establish a disciplinary mechanism to promote compliance with the audit organization’s policies and procedures.

e. Stress the importance of independence and the expectation that auditors will always act in the public interest.

3.09 – When the audit organization identifies a personal impairment to independence, the impairment needs to be resolved in a timely manner.  In situations in which the personal impairment is applicable only to an individual auditor on a particular assignment, the audit organization may be able to mitigate the personal impairment by requiring the auditor to eliminate the personal impairment.  For example, the auditor could sell a financial interest that crated the personal impairment, or the audit organization could remove the auditor from any work on that audit assignment.  If the personal impairment cannot be mitigated through these means, the audit organization should withdraw from the audit.  In situations in which government auditors cannot withdraw from the audit, they should follow the requirements in paragraph 3.05.

3.10 – Audit organizations that provide other professional services (nonaudit services) should consider whether providing these services creates a personal impairment either in fact or appearance that adversely affects their independence for conducting audits.
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3.11 – Nonaudit services generally differ from financial audits, attestation engagements, and performance audits described in chapter 2 in that auditors may (1) perform tasks requested by management that directly support the entity’s operations, such as developing or implementing accounting systems; determining account balances; developing internal control systems; establishing capitalization criteria; processing payroll; posting transactions; evaluating assets; designing or implementing information technology or other systems; or performing actuarial studies, or (2) provide information or data to a requesting party without providing verification, analysis, or evaluation of the information or data, circumstances in which the work does not usually provide a basis for conclusions, recommendations, or opinions on the information or data.  These other services may or may not result in a report.  In the case of nongovernment auditors who perform audits of government entities under GAGAS, the term “nonaudit services” is synonymous with consulting services.

3.12 – Audit organizations have the capability of performing a range of services for their clients.  However, in certain circumstances, it is not appropriate for the audit organization to perform both audit and certain nonaudit services for the same client.  In these circumstances, auditors and/or the audited entity will have to make a choice as to which of these services the audit organization will provide.  GAGAS recognize that nonaudit services are provided by audit organizations and that care needs to be taken to avoid situations that can impair auditor independence, either in fact or appearance, when performing financial audits, attestation engagements, or performance audits in accordance with GAGAS.

3.13 – Before an audit organization agrees to perform nonaudit services, it should carefully consider the requirements of paragraph 3.04 that auditors should avoid situations that could lead reasonable third parties with knowledge of the relevant facts and circumstances to conclude that auditors are not able to maintain independence in conducting audits.  In conducting the assessment, the audit organization should apply two overarching principles:  (1) audit organizations should not provide nonaudit services that involve performing management functions or making management decisions, and (2) audit organizations should not audit their own work or provide nonaudit services in situations where the nonaudit services are significant/material to the subject matter of audits.  If the audit organization makes the determination that the nonaudit service does not violate these principles, it should comply with all the safeguards stated in paragraph 3.17.
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3.14 – Audit organizations should not perform management functions or make management decisions.  Performing management functions or making management decisions creates a situation that impairs the audit organization’s independence, both in fact and in appearance, to perform audits of that subject matter and may affect the audit organization’s independence to conduct audits of related subject matter.  For example, auditors should not serve as members of an entity’s management committee or board of directors, make policy decisions that affect future direction and operation of an entity’s programs, supervise entity employees, develop programmatic policy, authorize an entity’s transactions, or maintain custody of an entity’s assets.

3.15 – Auditors may participate on committees or task forces in a purely advisory capacity to advise entity management on issues related to the knowledge and skills of the auditors without impairing their independence.  However, auditors should not make management decisions or perform management functions.  For example, auditors can provide routine advice to the audited entity and management to assist them in activities such as established internal controls or implementing audit recommendations and can answer technical questions and/or provide training.  The decision to follow the auditor’s advice remains with management of the audited entity.  These types of interactions are normal between auditors and officials of the audited entity given the auditors’ technical expertise and the knowledge auditors gain of the audited entity’s operations.  Auditors may also provide tools and methodologies, such as best practice guides, benchmarking studies, and internal control assessment methodologies that can be used by management.  By their very nature, these are routine activities that would not require the audit organization to apply the safeguards described in paragraph 3.17.

3.16 – Audit organizations should not audit their own work or provide nonaudit services if the services are significant/material to the subject matter of audits.  In considering whether the nonaudit service can have a significant or material affect on the subject matter of audits, audit organizations should consider (1) ongoing audits; (2) planned audits; (3) requirements and commitments for providing audits, which includes laws, regulations, rules, contracts, and other agreements; and (4) policies placing responsibilities on the audit organization for providing audit services.  Government auditors generally have broad audit responsibilities that may extend to a level of government or a particular entity within a level of government.  Given their broad area of audit responsibility, government auditors need to be especially careful in providing nonaudit services to the entity so that their independence is not impaired for fulfilling their full range of audit responsibilities.  Nongovernment audit organizations may provide audit and nonaudit services (commonly referred to as consulting) under contractual commitments to an entity and need to consider whether nonaudit service they have provided or are committed to provide have a significant or material effect on the subject matter of audits.
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3.17 – Audit organizations may perform nonaudit services that do not violate the principles stated in paragraph 3.13 only if the audit organization and the audited entity comply with the following safeguards.  These safeguards would not apply in connection with the type of routine activities described in paragraph 3.15.  The intent in this paragraph is not for the audit organization to apply these safeguards to every interaction it has with management.

a. The audit organization should document its consideration of the nonaudit services as discussed in paragraph 3.13, including documentation for its rationale that providing the nonaudit services does not violate the two overarching principles.

b. Before performing nonaudit services, the audit organization should establish and document an understanding with the audited entity regarding the objectives, scope of work, and product or deliverables of the nonaudit service.  The audit organization should also establish and document an understanding with management that (1) management is responsible for the substantive outcomes of the work and, therefore, has a responsibility to be in a position in fact and appearance to make an informed judgment on the results of the nonaudit service and, (2) the audited entity complies with the following:

1. Designates a management-level individual to be responsible and accountable for overseeing the nonaudit service.

2. Established and monitors the performance of the nonaudit service to ensure that it meets management’s objectives.

3. Makes any decisions that involve management functions related to the nonaudit service and accepts full responsibility for such decisions.

4. Evaluates the adequacy of the services performed and any findings that result.

c. The audit organization should preclude personnel who provided the nonaudit services from planning, conducting, or reviewing audit work of subject matter involving the nonaudit service under the overarching principle that auditors cannot audit their own work.

d. The audit organization is precluded from reducing the scope and extent of the audit work below the level that would be appropriate if the nonaudit work were performed by an unrelated party.
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e. The audit organization’s quality control systems for compliance with independence requirements should include:  (1) policies and procedures to assure consideration of the effect on the ongoing, planned, and future audits when deciding whether the provide nonaudit services, and (2) a requirement to have the understanding with management of the audited entity documented.  The understanding should be communicated to management in writing and can be included in the engagement letter.  In addition, the documentation should specifically identify management’s compliance with the elements discussed in paragraph 3.17b, including evidence of the management-level individual responsible for overseeing the nonaudit service’s qualifications to conduct the required oversight and that the tasks required of management were performed.

f. By their nature, certain nonaudit services impair the audit organization’s ability to meet either or both of the overarching principles in paragraph 3.13 for certain types of audit work.  In these cases, the audit organization should communicate to management of the audited entity that the audit organization will not be able to perform subsequent audit work related to the subject matter of the nonaudit service.  It should be clear to management up front that the audit organization would be in violation of the independence standard if it were to perform such audit work and that another audit organization that meets the independence standard will have to be engaged to perform the audit.  For example, if the audit organization has been responsible for designing, developing, and/or installing the entity’s accounting system or is operating the system and then performs a financial statement audit of the entity, the audit organization would clearly be in violation of the two overarching principles of the GAGAS independence standard discussed in paragraph 3.13.  Likewise, if the audit organization developed an entity’s performance measurement system, the audit organization would not be deemed independent in conducting a performance audit a performance audit to evaluate whether the system was adequate.  In both of these examples, the audit organization could decide to perform the nonaudit service but would then not be independent under GAGAS with regard to the subsequent audit because it would be in violation of one or both of the two overarching principles.  It becomes a matter of choice for the audit organization and the audited entity.  But the audit organization cannot maintain independence under GAGAS while providing both the nonaudit service and performing the audit if either of the two overarching principles would be violated.
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g. For individual audits selected for inspection during a peer review, all related nonaudit services should be disclosed to the audit organization’s peer reviewer, and the audit documentation required by paragraphs 3.17a through 3.17e should be made available for inclusion in the audit organization’s peer review.

3.18 – Audit organizations and auditors may encounter many different circumstances or combinations of circumstances; therefore, it is impossible to define every situation that could result in an impairment, as discussed in paragraph 3.12.  The following are examples of nonaudit services performed by an audit organization that typically would not create an impairment to the audit organization’s independence as long as (1) auditors avoid situations that would conflict with the two overarching principles listed in paragraph 3.13, and (2) the audit organization complies with the safeguards in paragraph 3.17.

a. Providing basic accounting assistance limited to services such as preparing draft financial statements that are based on management’s chart of accounts and trial balance and any adjusting, correcting, and closing entries that have been approved by management; preparing draft notes to the financial statements based on information determined and approved by management; preparing a trial balance based on management’s chart of accounts; maintaining depreciation schedules for which management has determined the method of depreciation, rate of depreciation, and salvage value of the asset.  The audit organization, however, cannot maintain or take responsibility for basic financial or other records that the audit organization will audit.  As part of this prohibition, auditors should not post transactions (whether coded or not coded) to the entity’s financial records or to other records that subsequently provide data to the entity’s financial records.

b. Providing payroll services limited to services such as computing pay amounts for the entity’s employees based on entity-maintained and approved time records, salaries or pay rates, and deductions from pay; generating unsigned payroll checks; transmitting client-approved payroll data to a financial institution provided management has approved the transmission and limited the financial institution to making payments only to previously approved individuals.  In cases in which the audit organization was processing the entity’s entire payroll and payroll was a material amount to the subject matter of the audit, this would be a violation of one of the overarching principles in paragraph 3.13, and auditors would not be deemed independent under GAGAS.
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c. Providing appraisal or valuation services limited to services such as reviewing the work of the entity or a specialist employed by the entity where the entity or specialist provides the primary evidence for the balances recorded in financial statements or other information that will be audited; valuing an entity’s pension, other post-employment benefit, or similar liabilities provided management has determined and taken responsibility for all significant assumptions and data.

d. Preparing an entity’s indirect cost proposal or cost allocation plan provided management assumes responsibility for all significant assumptions and data.

e. Providing advisory services on information technology limited to services such as advising on system design, system installation, and system security if management, in additional to the safeguards in paragraph 3.17, acknowledges responsibility for the design, installation, and internal control over the entity’s system and does not rely on the auditors’ work as the primary basis for determining (1) whether to implement a new system, (2) the adequacy of the new system design, (3) the adequacy of major design changes to an existing system, and (4) the adequacy of the system to comply with regulatory or other requirements.  However, the audit organization should not operate or supervise the operation of the entity’s information technology system.

f. Providing human resource services to assist management in its evaluation of potential candidates when the services are limited to activities such as serving on an evaluation panel to review applications or interviewing candidates to provide input to management in arriving at a listing of best qualified applicants to be provided to management.  The auditors should not recommend a single individual for a specific position, nor should the auditors conduct an executive search or a recruiting program for the audited entity.

g. Preparing routine tax filings in accordance with federal tax laws, rules, and regulations of the Internal Revenue Service, and state and local tax authorities, and any other applicable laws.

h. Gathering and reporting on unverified external or third-party data to aid legislative and administrative decision making.

i. Advising an entity regarding its performance of internal control self-assessments.
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j. Assisting a legislative body by developing questions for use at a hearing.

External Impairments

3.19 - Factors external to the audit organization may restrict the work or interfere with auditors’ ability to form independent and objective opinions and conclusions.  External impairments to independence occur when auditors are deterred from acting objectively and exercising professional skepticism by pressures, actual or perceived, from management and employees of the audited entity or oversight organizations.  For example, under the following conditions, auditors may not have complete freedom to make an independent and objective judgment and an audit may be adversely affected:

a.
External interference or influence that could improperly or imprudently limit or modify the scope of an audit, or threaten to do so, including pressure to reduce inappropriately the extent of work performed in order to reduce costs or fees. 

b. External interference with the selection or application of audit procedures or in the selection of transactions to be examined. 

c.
Unreasonable restrictions on the time allowed to complete an audit or issue the report. 

d.
Interference external to the audit organization in the assignment, appointment, and promotion of audit personnel. 

e.
Restrictions on funds or other resources provided to the audit organization that would adversely affect the audit organization’s ability to carry out its responsibilities. 

f.
Authority to overrule or to inappropriately influence the auditors’ judgment as to the appropriate content of an audit report.

g.
Threat of replacement over a disagreement with the contents of an audit report, the auditors’ conclusions, or the application of an accounting principle or other criteria.

h. Influences that jeopardize the auditors’ continued employment for reasons other than incompetence, misconduct, or the need for audit services. 
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3.20 – An audit organization’s internal quality control system for compliance with GAGAS independence requirements, as stated in paragraph 3.08, should include internal policies and procedures for reporting and resolving external impairments.

Organizational Impairments

3.21 – In addition to the preceding paragraphs that address personal and external impairments, a government audit organization’s ability to perform the work and report the results impartially can be affected by its place within government and the structure of the government entity that the audit organization is assigned to audit.  Whether performing work to report externally to third parties outside the audited entity or internally to top management with the audited entity, audit organizations need to be free from organizational impairments to independence. 

Organizational Impairment Considerations When Reporting Externally to Third Parties

3.22 – Government auditors can be presumed to be free from organizational impairments to independence when reporting externally to third parties if their audit organization is organizationally independent from the audited entity.  Government audit organizations can meet the requirement for organizational independence in a number of ways.

3.23 – First, a government audit organization may be presumed to be free from organizational impairments to independence from the audited entity to report externally, if the audit organization is

a. Assigned to a level of government other than the one to which the audited entity is assigned (federal, state, or local), for example, a federal auditor auditing a state government program, or

b. Assigned to a different branch of government within the same level of government as the audited entity; for example, a legislative auditor auditing an executive branch program.

3.24 – Second, a government audit organization may also be presumed to be free from organizational impairments for external reporting if the audit organization’s head meets any of the following criteria:
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a. Directly elected by voters of the jurisdiction being audited.

b. Elected or appointed by a legislative body subject to removal by a legislative body, and reports the results of audits to and is accountable to a legislative body.

c. Appointed by someone other than a legislative body, so long as the appointment is confirmed by a legislative body and removal from the position is subject to oversight or approval by a legislative body, and reports the results of audits to and is accountable to a legislative body.

d. Appointed by, accountable to, reports to, and can only be removed by a statutorily created governing body, the majority of whose members are independently elected or appointed and come from outside the organization being audited.

3.25 – In addition to the presumptive criteria in paragraphs 3.23 and 3.24, GAGAS recognize that there may be other organizational structures under which a government audit organization could be considered to be free from organizational impairments and thereby be considered organizationally independent for reporting externally.  These other structures should provide sufficient safeguards to prevent the audited entity from interfering with the audit organization’s ability to perform the work and report the results impartially.  For an audit organization to be considered free from organizational impairments for reporting externally under a structure different from the ones listed in paragraph 3.23 and 3.24, the audit organization should have all of the following safeguards:

a. Statutory protections that prevent the abolishment of the audit organization by the audited entity.

b. Statutory protections that require that if the head of the audit organization is removed from office, the head of the agency should report this fact and the reasons for the removal to the legislative body.

c. Statutory protections that prevent the audited entity from interfering with the initiation, scope, timing, and completion of any audit.

d. Statutory protections that prevent the audited entity from interfering with the reporting on any audit, including the findings, conclusions, and recommendations, or the manner, means, or timing of the audit organization’s reports.

e. Statutory protections that require the audit organization to report to a legislative body or other independent governing body on a recurring basis.
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f. Statutory protections that give the audit organization sole authority over the selection, retention, advancement, and dismissal of its staff.

g. Statutory access to records and documents that relate to the agency, program, or function being audited.

3.26 – If the head of the audit organization concludes that the organization meets all the safeguards listed in paragraph 3.25, the audit organization should be considered free from organizational impairments to independence when reporting the results of its audits externally to third parties.  The audit organization should document the statutory provisions in place that allow it to meet these safeguards.  Those provisions should be reviewed during an external peer review to ensure that all the necessary safeguards have been met.

Organizational Impairment Considerations When Reporting Internally to Management

3.27 – Certain federal, state, or local government audit organizations or audit organizations within other government entities, such as public colleges, universities, and hospitals, employ auditors to work for management of the audited entities.  These auditors may be subject to administrative direction from persons involved in the government management process.  Such audit organizations are internal audit organizations.  A government internal audit organization can be presumed to be free from organizational impairments to independence when reporting internally to management if the head of the audit organization meets all of the following criteria:

a. Accountable to the head or deputy head of the government entity.

b. Required to report the results of the audit organization’s work to the head or deputy head of the government entity.

c. Located organizationally outside the staff or line management function of the unit under audit.

3.28 - If the conditions of paragraph 3.27 are met, the audit organization should be considered free of organizational impairments to independence to audit internally and report objectively to the entity’s management.  Further distribution of reports outside the organization should only be made in accordance with applicable law, rule, regulation, or policy.  In these situations, the fact that the auditors are auditing in their employing organizations should be clearly reflected I the auditors’ reports.
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3.29 - Auditors need to be sufficiently removed from political pressures to ensure that they can conduct their audits objectively and report their findings, opinions, and conclusions objectively without fear of political repercussions.  Whenever feasible, auditors within internal audit organizations should be under a personnel system in which compensation, training, job tenure, and advancement are based on merit. 

3.30 – The audit organization’s independence is enhanced when it also reports regularly to the entity’s independent audit committee and/or the appropriate government oversight body.

3.31 – When internal audit organizations that are free of organizational impairments to independence, under the criteria in paragraph 3.27, perform audits external to the government entities to which they are directly assigned, such as auditing contractors or outside party agreements, and no personal or external impairments exist, they may be considered independent of the audited entities and free to report objectively to the heads or deputy heads of the government entities to which they are assigned and to parties outside the organizations in accordance with applicable law, rule, regulation, or policy.

3.32 – The audit organization should document the conditions that allow it to be considered free of organizational impairments to independence to report internally.  Those conditions should be reviewed during the peer review to ensure that all the necessary safeguards have been met.
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SECTION B--INDEPENDENCE

The independence standard for inspection work is:

Individuals performing inspection work must be free from impairments that hinder objectivity.  Inspectors must consistently maintain an independent, objective attitude and appearance and shall be subject to supervisory guidance and review to preclude actual or perceived impairments or bias in conducting inspection work and presenting results.

The inspection organization is responsible for ensuring thorough, impartial inspection findings, conclusions, judgments, and recommendations.  In selecting and assigning individuals to perform an inspection, consideration should be given to the individual’s independence, attitudes, beliefs, general situation, and any other items that might cause actual or perceived inspection impairment or bias.  The guidelines listed below relate to personal, external, and scope impairments: 

Personal Impairments
In some circumstances the inspectors cannot be impartial because of their personal situations.  Inspectors affected by such circumstances should be fully aware of the potential for conflict of interest, and if they believe that such a conflict may exist they should immediately notify their supervisor.  If it is determined that the potential for a conflict of interest exists, the supervisor should take appropriate action to ensure that the personal impairment does not compromise the inspection.  Personal impairments may include, but are not limited to, the following: 

· Personal and financial relationships that might cause the Office of Inspector General (OIG) to limit the extent of the work, to limit disclosure, or to alter the outcome of the work in any way. 

· Recent and direct involvement in a decision-making or management capacity in the organization being reviewed. 

External Impairments 

Factors external to the OIG can restrict efforts or interfere with the inspector’s ability to form independent and objective opinions and conclusions.  For example, if any of the following conditions exist, the OIG would not have complete freedom to make an independent and objective judgment and the work could be adversely affected:
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· Interference in the selection, appointment, and/or employment of OIG personnel, technical experts, or consultants. 

· Restrictions on funds or other resources dedicated to the OIG that could prevent the office from performing essential work, e.g., inability to obtain timely or independent legal counsel.

· Interference with access to records, reports, audits, reviews, documents, papers, recommendations, or other material or denial of opportunity to obtain explanations from officials and employees. 

Scope Impairments 

When factors external to the organization restrict the inspection or interfere with the inspectors’ ability to form objective opinions and conclusions, inspectors should attempt to remove the limitation or, failing that, report the limitation to the head of the inspection organization.  The following are examples of when an inspection would be adversely affected and inspectors would not have complete freedom to make an objective judgment: 

· Interference or influence that compels those performing or managing inspections, against their better judgment, to alter or restrict the scope of an inspection. 

· Interference that affects the ability of those performing or managing inspections to approve the selection of issues to be examined.
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