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Monitoring the Auditor: An Overview of the 

Peer Review Process 

Purpose of This Tool. This tool is intended to educate government audit committee members about how CPA firms and government audit organizations are monitored to ensure that they comply with professional auditing standards in the work they do. This monitoring process is known as the Peer Review Process.

Generally Accepted Government Auditing Standards (GAGAS) requires any CPA firm or government audit organization that performs audits and attestation engagements in accordance with those standards to undergo an external peer review. In fact, CPA firms and government audit organizations must undergo a peer review at least once every three years. This tool will help audit committee members understand the requirements for a peer review, how to interact with the independent auditor concerning peer review results, and why the independent auditor’s peer review should be important to an audit committee member.

Peer Review of a CPA Firm and Government Audit Organization

A peer review of a CPA firm/government audit organization can be used by an audit committee as a tool to assess whether the government organization’s independent auditor:

1. Has a system of quality control that has been designed to meet the requirements of the AICPA’s Statements on Quality Control Standards (SQCS) and the U.S. Government Accountability Office’s (GAO) Generally Accepted Government Auditing Standards (GAGAS) for the audit and attestation engagements it performs.
2. Is complying with that system of quality control during the peer review year to provide the firm or organization with reasonable assurance of complying with professional standards.

The AICPA’s standards regarding quality control provide requirements in the quality control areas of auditor independence, integrity, and objectivity; audit personnel management; acceptance and continuance of audit clients and engagements; audit engagement performance; and firm quality control monitoring. Professional standards include generally accepted auditing standards (GAAS), generally accepted accounting principles (GAAP), GAGAS, and the standards on auditor independence.

A peer review team will be engaged by the CPA firm or government audit organization to perform the review. Each member of the peer review team is required to be independent of the CPA firm or government audit organization and must be qualified to perform the review. The AICPA SQCS and the GAGAS establish the requirements for the peer review team and the conduct of the review. The peer review team will evaluate the firm’s or organization’s internal quality control policies and procedures and select audits and attestation engagements to evaluate whether the firm or organization followed its internal quality control policies and procedures when performing those engagements. The results of the peer review team’s evaluation are submitted in a peer review report.

Peer Review Reports

There are three types of peer review reports: unmodified, modified, and adverse: 

1. An unmodified report means the reviewed CPA firm’s or government audit organization’s system of quality control has been designed to meet the requirements of the quality control standards for an auditing practice and the system was being complied with during the peer review year to provide the firm or organization with reasonable assurance of complying with professional standards. 

2. A modified report means the design of the firm’s or organization’s system of quality control created a condition in which the firm or organization did not have reasonable assurance of complying with certain professional standards or that the firm’s or organization’s degree of compliance with its quality control policies and procedures did not provide it with reasonable assurance of complying with all professional standards.

3. An adverse report means there are significant deficiencies in the design of the firm’s or organization’s system of quality control, pervasive instances of noncompliance with the system as a whole, or both, resulting in several material failures to adhere to professional standards on engagements.

Typically, unmodified and modified reports are accompanied by a letter of comments. A letter of comments describes matters that the peer review team believes resulted in conditions in which there was more than a remote possibility that the CPA firm or government audit organization would not comply with professional standards and sets forth recommendations regarding those matters. A letter of comments might not be prepared when an adverse report is issued if all deficiencies, comments, and recommendations are contained in the report itself. 

The reviewed CPA firm or government audit organization responds in writing to the peer review team’s comments on matters in the peer review report and/or in the letter of comments (called the letter of response). The response describes the actions taken or planned with respect to each matter in the report and/or the letter. 

We recommend that audit committees request a copy of the auditor’s latest peer review report, and any letter of comments and letter of response, if the CPA firm or government audit organization has not already submitted them to the committee. The audit committee should discuss both the report and the letters of comment and response with the auditor. If a report is modified or adverse, the audit committee should discuss the reasons as part of its evaluation of the independent auditor, and to assist in its assessment, where applicable, of whether it should engage or continue to engage the auditor. 

Common Misconceptions About Peer Review

1. Fiction: A peer review team evaluates every engagement audited by a CPA firm or government audit organization. 

Fact: A peer review is performed using a risk-based approach. A peer review team must review enough engagements to obtain reasonable assurance that the reviewed firm or organization is complying with its quality control policies and procedures. Therefore, it is possible that the review would not disclose all weaknesses in the system of quality control or all instances of lack of compliance with it.

2. Fiction: An unmodified report provides assurance with respect to every engagement conducted by the firm or organization. 

Fact: Every engagement conducted by a firm or organization is not included in the scope of a peer review, nor is every aspect of each engagement reviewed. The peer review includes reviewing all key areas of engagements selected.

3. Fiction: If a firm or organization receives a letter of comments, its system of quality control is inadequate. 

Fact: The criterion for including an item in the letter of comments is whether the item resulted in the creation of more than a remote possibility that the firm or organization would not comply with professional standards on auditing engagements. Because this is a very low threshold, most peer reviews result in the issuance of a letter of comments.

Questions for the Auditor Regarding Peer Review

The audit committee should consider asking the following questions of its independent auditors to gain a better understanding of the auditor’s peer review experience.

	Question
	Yes
	No
	Comments

	1. Has the CPA firm or government audit organization undergone a peer review within the last three years? If not, please explain.


	□
	□
	

	
	
	
	

	2. What do the findings and recommendations in the letter of comments mean?
	
	
	

	
	
	
	

	3. Is the firm’s or organization’s letter of response evidence that it is committed to making the changes necessary to improve its practice? If not, please explain.


	□
	□
	

	
	
	
	

	4. If the peer review report was modified, explain why.


	
	
	

	
	
	
	

	5. Did the firm or organization correct the deficiencies noted in either the peer report or the letter of comments, or both? If not, please explain.


	□
	□
	

	
	
	
	

	6. Was our government organization selected for review during the peer review? If so, were any negative responses noted?

	□
	□
	

	
	
	
	

	7. Was the engagement partner (and other key engagement team members) selected for review during the peer review? If so, were any negative responses noted on audits performed by them? 
	□
	□
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	





























� The term peer review is commonly used to describe the formal process for monitoring CPA firms and government audit organizations. The process is also known as a quality control review or quality assessment review. In addition to the AICPA, organizations such as the National Association of Local Government Auditors, National State Auditors Association, and the Institute of Internal Auditors have established review programs for monitoring government audit organizations. 
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