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AU-C Section 9620

Using the Work of an Auditor’s Specialist:
Auditing Interpretations of Section 620

Interpretation No. 1, "The Use of Legal Interpretations as Audit Evidence
to Support Management's Assertion That a Transfer of Financial Assets Has
Met the Isolation Criterion in Paragraphs 7–14 of Financial Accounting Stan-
dards Board Accounting Standards Codification 860-10-40," has not been up-
dated to reflect the issuance of Financial Accounting Standards Board (FASB)
Statement No. 166, Accounting for Transfers of Financial Assets. FASB State-
ment No. 166 was incorporated into FASB Accounting Standards Codifica-
tion (ASC) by FASB Accounting Standards Update No. 2009-16, Transfers
and Servicing (Topic 860): Accounting for Transfers of Financial Assets, and
is discussed in FASB ASC 860, Transfers and Servicing.

In addition, this interpretation has not been updated for changes to the
Federal Deposit Insurance Corporation's (FDIC's) safe harbor for finan-
cial assets transferred in connection with securitizations and participa-
tions. The FDIC's final amendments to the safe harbor, Treatment by the
Federal Deposit Insurance Corporation as Conservator or Receiver of Fi-
nancial Assets Transferred by an Insured Depository Institution in Con-
nection With a Securitization or Participation After September 30, 2010
(www.fdic.gov/news/news/press/2010/pr10216.html), were issued in Septem-
ber 2010. The safe harbor provides important protections for securitizations
and participations by confirming that in the event of a bank failure, the FDIC
would not try to reclaim loans transferred into such transactions.

In light of the issuance of FASB Statement No. 166 and the FDIC's changes
to the safe harbor, the AICPA's Auditing Standards Board is currently in the
process of revising this interpretation. Auditors should be alert for such revi-
sions; however, the guidance in this interpretation continues to be relevant.

1. The Use of Legal Interpretations as Audit Evidence to
Support Management’s Assertion That a Transfer of
Financial Assets Has Met the Isolation Criterion in
Paragraphs 7–14 of Financial Accounting Standards
Board Accounting Standards Codification 860-10-40

.01 Introduction—Financial Accounting Standards Board (FASB) Ac-
counting Standards Codification (ASC) 860,[1] Transfers and Servicing, re-
quires that a transferor of financial assets must surrender control over the
financial assets to account for the transfer as a sale. According to FASB ASC
860-10-40-5(a), one of several conditions that must be met to provide evidence

[1] [Footnote deleted, June 2009, to reflect conforming changes necessary due to the issuance of
FASB ASC.]
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982 Using the Work of Others

of surrender of control is that the transferred assets have been isolated from
the transferor—put presumptively beyond the reach of the transferor and its
creditors, even in bankruptcy or other receivership.

Paragraphs 8–10 of FASB ASC 860-10-40 describe in greater detail the evi-
dence required to support management's assertion that transferred financial
assets have been isolated:

Derecognition of transferred assets is appropriate only if the available evidence
provides reasonable assurance that the transferred assets would be beyond the
reach of the powers of a bankruptcy trustee or other receiver for the transferor
or any consolidated affiliate of the transferor 2 that is not a special-purpose cor-
poration or other entity designed to make remote the possibility that it would
enter bankruptcy or other receivership (see FASB ASC 860-10-55-23[c]).The
nature and extent of supporting evidence required for an assertion in financial
statements that transferred financial assets have been isolated—put presump-
tively beyond the reach of the transferor and its creditors, either by a single
transaction or a series of transactions taken as a whole—depend on the facts
and circumstances. FASB ASC 860 does not provide guidance as to the type and
amount of evidence that must be obtained to conclude that transferred financial
assets have been isolated from the transferor. All available evidence that either
supports or questions an assertion shall be considered. That consideration in-
cludes making judgments about whether the contract or circumstances permit
the transferor to revoke the transfer. It also may include making judgments
about the kind of bankruptcy or other receivership into which a transferor or
SPE might be placed, whether a transfer of financial assets would likely be
deemed a true sale at law, whether the transferor is affiliated with the trans-
feree, and other factors pertinent under applicable law.

A determination about whether the isolation criterion has been met to support a
conclusion regarding surrender of control is largely a matter of law. This aspect
of surrender of control, therefore, is assessed primarily from a legal perspective.

.02 Effective Date and Applicability—This interpretation is effective for
auditing procedures related to transfers of financial assets that are required to
be accounted for under FASB ASC 860.[3]

.03 Question—What are the auditor's responsibilities in determining
whether to use the work of a legal specialist 4 to obtain persuasive evidence
to support management's assertion that a transfer of financial assets meets
the isolation criterion of FASB ASC 860-10-40-5(a)?

.04 Interpretation—Section 500A, Audit Evidence, states that the "prepa-
ration of an entity's financial statements may require expertise in a field other
than accounting or auditing, such as actuarial calculations, valuations, or engi-
neering data. The entity uses a management's specialist in these fields to obtain
the needed expertise to prepare the financial statements." 5

.05 Use of a management's specialist may not be necessary to obtain ap-
propriate audit evidence to support management's assertion that the isolation

2 The Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC)
glossary defines consolidated affiliate of the transferor as "an entity whose assets and liabilities are
included with those of the transferor in the consolidated, combined, or other financial statements being
presented." [Footnote added, June 2009, to reflect conforming changes necessary due to the issuance
of FASB ASC.]

[3] [Footnote renumbered and deleted, June 2009, to reflect conforming changes necessary due to
the issuance of FASB ASC.]

4 Client's internal or external attorney who is knowledgeable about relevant sections of the U.S.
Bankruptcy Code and other federal, state, or foreign laws, as applicable. [Footnote renumbered, June
2009, to reflect conforming changes necessary due to the issuance of FASB ASC.]

5 Paragraph .A35 of section 500A, Audit Evidence.
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criterion is met in certain situations, such as when there is a routine transfer
of financial assets that does not result in any continuing involvement by the
transferor. 6

.06 Many transfers of financial assets involve complex legal structures,
continuing involvement by the transferor, or other legal issues that, in the au-
ditor's judgment, make it difficult to determine whether the isolation criterion
is met. In these situations, use of a legal specialist usually is necessary. A legal
specialist formulating an opinion about whether a transfer isolates the trans-
ferred assets beyond the reach of the transferor and its creditors may consider,
among other things, the structure of the transaction taken as a whole, the na-
ture of any continuing involvement, the type of insolvency or other receivership
proceedings to which the transferor might become subject, and other factors
pertinent under applicable law.

.07 If a legal opinion is used as evidence to support the accounting conclu-
sion related to multiple transfers under a single structure, and such transfers
occur over an extended period of time under that structure, the auditor is re-
quired to evaluate the appropriateness of the legal opinion, 7 which includes
evaluating the need for management to obtain periodic updates of that opinion
to confirm that there have been no subsequent changes in relevant law or ap-
plicable regulations that may change the applicability of the previous opinion
to such transfers. The auditor also is required to evaluate the need for manage-
ment to obtain periodic updates of an opinion to confirm that there have been no
subsequent changes in relevant law or applicable regulations that may affect
the conclusions reached in the previous opinion in the case of other transfers
(see FASB ASC 860-10-40-41 and FASB ASC 860-20-25).

.08 If management's assertion with respect to a new transaction is that
the transaction structure is the same as a prior structure for which a legal
opinion that complies with this interpretation was used as evidence to support
an assertion that the transfer of assets met the isolation criterion, the auditor
is required 8 to determine whether management needs to obtain an update of
that opinion to confirm that there have been no changes in relevant law, appli-
cable regulations, or in the pertinent facts of the transaction that may affect
the applicability of the previous opinion to the new transaction.

.09 Question—If the auditor determines that the use of a management's
legal specialist is required, what should he or she consider in assessing the
adequacy of the legal opinion?

.10 Interpretation—In assessing the adequacy of the legal opinion, the au-
ditor is required to evaluate the competence and capabilities 9 of the legal spe-
cialist to determine whether the legal specialist has experience with relevant
matters, including knowledge of the U.S. Bankruptcy Code, and other federal,
state, or foreign law, as applicable, as well as knowledge of the transaction upon

6 FASB ASC 860-10-55-28 characterizes no continuing involvement with the transferred assets
as "no servicing responsibilities, no participation in future cash flows, no recourse obligations other
than standard representations and warranties that the financial assets transferred met the delivery
requirements under the arrangement, no further involvement of any kind. The transferee is signifi-
cantly limited in its ability to pledge or exchange the transferred assets."

If a contractual provision (such as a call or removal of accounts provision) gives the transferor
the unilateral ability to require the return of specific financial assets, the auditor should consider the
effect of FASB ASC 860-10-40-5(c). [Footnote renumbered and revised, June 2009, to reflect conform-
ing changes necessary due to the issuance of FASB ASC.]

7 Paragraph .08c of section 500A.
8 Paragraph .10 of section 315, Understanding the Entity and Its Environment and Assessing the

Risks of Material Misstatement.
9 Paragraph .08a of section 500A.
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984 Using the Work of Others

which management's assertion is based. For transactions that may be affected
by provisions of the Federal Deposit Insurance Act (FDIA), it is important to
consider whether the legal specialist has experience with the rights and powers
of receivers, conservators, and liquidating agents under that act. The auditor
is required to obtain an understanding of the work of the specialist, 10 which
includes obtaining an understanding of the assumptions that are used by the
legal specialist, and make appropriate tests of any information that manage-
ment provides to the legal specialist and upon which the specialist indicates it
relied. For example, testing management's information underlying a legal spe-
cialist's assumption regarding the adequacy of consideration received may de-
pend on the nature of the transaction and the relationship of the parties. When
the legal specialist's opinion has assumed the adequacy of consideration for
transfers from a particular legal entity to its wholly owned subsidiary, changes
in the subsidiary's capital accounts plus other consideration generally would
be sufficient audit evidence about the adequacy of consideration. In the case of
other transfers, such as those that are not to a wholly owned subsidiary of a par-
ticular legal entity that is the transferor, obtaining additional audit evidence
may be necessary to evaluate management's assertion with regard to the ade-
quacy of consideration upon which the legal specialist relied, because changes
in the transferee's capital accounts do not solely benefit the transferring
entity.

.11 The auditor also is required to evaluate the appropriateness of that
specialist work as audit evidence for the relevant assertion, 11 which includes
considering the form and content of the documentation that the legal specialist
provides and evaluating whether the legal specialist's findings support man-
agement's assertions with respect to the isolation criterion. The requirement
in FASB ASC 860 regarding reasonable assurance that the transferred assets
would be isolated provides the basis for what the auditor is required to consider
in evaluating the work of a legal specialist.

.12 Findings of a legal specialist that relate to the isolation of transferred
financial assets are often in the form of a reasoned legal opinion that is re-
stricted to particular facts and circumstances relevant to the specific transac-
tion. The reasoning of such opinion may rely upon analogy to legal precedents
that may not involve facts and circumstances that are comparable to that spe-
cific transaction. It is important to consider the effect of any limitations or dis-
claimers of opinion in assessing the adequacy of any legal opinion.

.13 An example of the conclusions in a legal opinion for an entity that is
subject to the U.S. Bankruptcy Code that provides persuasive evidence, in the
absence of contradictory evidence, to support management's assertion that the
transferred financial assets have been put presumptively beyond the reach of
the entity and its creditors, even in bankruptcy or other receivership, follows:

We believe (or it is our opinion) that in a properly presented and argued case,
as a legal matter, in the event the Seller were to become a Debtor, the transfer
of the Financial Assets from the Seller to the Purchaser would be considered
to be a sale (or a true sale) of the Financial Assets from the Seller to the Pur-
chaser and not a loan and, accordingly, the Financial Assets and the proceeds
thereof transferred to the Purchaser by the Seller in accordance with the Pur-
chase Agreement would not be deemed to be property of the Seller's estate for
purposes of [the relevant sections] of the U.S. Bankruptcy Code.

10 Paragraph .08b of section 500A.
11 Paragraph .08c of section 500A.
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The following additional paragraph addressing substantive consolidation ap-
plies when the entity to which the assets are sold (as described in the opinion)
is an affiliate of the selling entity and may also apply in other situations as
noted by the legal specialist. For example, if a so-called two-step structure has
been used to achieve isolation, this paragraph usually will be required with re-
spect to the transferee in the first step of such structure (see paragraph .15 [and
related footnotes] of this interpretation for additional guidance on the second
step of a two-step structure as described in paragraphs 22–23 of FASB ASC
860-10-55). When the transferor has entered into transactions with an affili-
ate that could affect the issue of substantive consolidation, the opinion should
address the effect of that involvement on the opinion.

Based upon the assumptions of fact and the discussion set forth previously,
and on a reasoned analysis of analogous case law, we are of the opinion that in
a properly presented and argued case, as a legal matter, in a proceeding under
the U.S. Bankruptcy Code, 12 in which the Seller is a Debtor, a court would not
grant an order consolidating the assets and liabilities of the Purchaser with
those of the Seller in a case involving the insolvency of the Seller under the
doctrine of substantive consolidation.

In the case of a transferor that is not entitled to become a debtor under the
U.S. Bankruptcy Code, a legal opinion regarding whether the isolation criterion
is met would consider whether isolation is satisfactorily achieved under the
insolvency or receivership laws that apply to the transferor.

.14 Following are two examples of the conclusions in a legal opinion for
an entity that is subject to receivership or conservatorship under provisions of
the Federal Deposit Insurance Corporation (FDIC). The conclusions in these
two examples provide persuasive evidence, in the absence of contradictory evi-
dence, to support management's assertion that the transferred financial assets
have been put presumptively beyond the reach of the entity and its creditors,
even in conservatorship or receivership. Insolvency and receivership laws ap-
plicable to depository institutions, and how those laws affect the legal isola-
tion criterion, differ depending upon the nature of the depository institution
and its chartering authority. Accordingly, legal opinions addressing the legal
isolation criterion may be formulated in different ways to accommodate those
differences.13

Example 1. We believe (or it is our opinion) that in a properly presented and
argued case, as a legal matter, in the event the Seller were to become subject
to receivership or conservatorship, the transfer of the Financial Assets from
the Seller to the Purchaser would be considered to be a sale (or a true sale)
of the Financial Assets from the Seller to the Purchaser and not a loan and,
accordingly, the Financial Assets and the proceeds thereof transferred to the
Purchaser by the Seller in accordance with the Purchase Agreement would not
be deemed to be property of, or subject to repudiation, reclamation, recovery, or

12 For an entity subject to additional regulation (for example, a broker-dealer subject to the Se-
curities Investor Protection Act), the legal opinion also generally should address the effect of such
regulation and the policies of the regulators implementing such regulations (for example, the Securi-
ties Investor Protection Corporation). [Footnote renumbered, June 2009, to reflect conforming changes
necessary due to the issuance of FASB ASC.]

13 For an entity subject to conservatorship or liquidation under the National Credit Union Act,
the examples and discussion in this paragraph would be modified to make appropriate references to
"liquidation" and "liquidating agent" and additional information relating to rights and regulations of
the National Credit Union Administration. [Footnote renumbered, June 2009, to reflect conforming
changes necessary due to the issuance of FASB ASC.]
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986 Using the Work of Others

recharacterization by, the receiver or conservator appointed with respect to the
Seller. 14

Example 2. The Federal Deposit Insurance Corporation (FDIC) has issued a
regulation, 'Treatment by the Federal Deposit Insurance Corporation as Con-
servator or Receiver of Financial Assets Transferred by an Insured Depository
Institution in Connection with a Securitization or Participation,' 12 CFR sec-
tion 360.6 (the Rule). Based on and subject to the discussion, assumptions, and
qualifications herein, it is our opinion that:

A. Following the appointment of the FDIC as the conservator
or receiver for the Bank:

(i) The Rule will apply to the Transfers,
(ii) Under the Rule, the FDIC acting as conservator

or receiver for the Bank could not, by exercise of
its authority to disaffirm or repudiate contracts
under 12 U.S.C. §1821(e), reclaim or recover the
Transferred Assets from the Issuer or recharac-
terize the Transferred Assets as property of the
Bank or of the conservatorship or receivership for
the Bank,

(iii) Neither the FDIC (acting for itself as a creditor or
as representative of the Bank or its shareholders
or creditors) nor any creditor of the Bank would
have the right, under any bankruptcy or insol-
vency law applicable in the conservatorship or re-
ceivership of the Bank, to avoid the Transfers, to
recover the Transferred Assets, or to require the
Transferred Assets to be turned over to the FDIC
or such creditor, and

(iv) There is no other power exercisable by the FDIC
as conservator or receiver for the Bank that would
permit the FDIC as such conservator or receiver
to reclaim or recover the Transferred Assets from
the Issuer, or to recharacterize the Transferred
Assets as property of the Bank or of the conser-
vatorship or receivership for the Bank; provided,
however, that we offer no opinion as to whether,
in receivership, the FDIC or any creditor of the
Bank may take any such actions if the Holders
[holders of beneficial interests in the transferred
assets] receive payment of the principal amount of
the Interests and the interest earned thereon (at
the contractual yield) through the date the Hold-
ers are so paid; and

B. Prior to the appointment of the FDIC as conservator or re-
ceiver for the Bank, the Bank and its other creditors would
not have the right to reclaim or recover the Transferred
Assets from the Issuer, except by the exercise of a contrac-
tual provision [insert appropriate citation] to require the

14 When the opinion indicates that isolation is achieved without reference to a true sale, the
opinion also should provide reasonable assurance that the transferred assets are beyond the reach
of the transferor and its creditors other than the transferee to the same extent that is provided in
paragraph B of example 2. [Footnote renumbered, June 2009, to reflect conforming changes necessary
due to the issuance of FASB ASC.]
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transfer, or return, of the Transferred Assets that exists
solely as a result of the contract between the Bank and
the Issuer. 15

The following additional paragraph addressing substantive consolidation ap-
plies when the entity to which the assets are sold or transferred (as described
in the opinion) is an affiliate of the selling entity and may also apply in other
situations as noted by the legal specialist. 16 For example, if a so-called two-step
structure has been used to achieve isolation, the following paragraph usually
will be required with respect to the transferee in the first step of the structure
(see paragraph .15 [and related footnotes] of this interpretation for additional
guidance on the second step of a two-step structure as described in paragraphs
22–23 of FASB ASC 860-10-55). When the transferor has entered into transac-
tions with an affiliate that could affect the issue of substantive consolidation,
the opinion should address the effect of that involvement on the opinion:

Based upon the assumptions of fact and the discussion set forth previously,
and on a reasoned analysis of analogous case law, we are of the opinion that
in a properly presented and argued case, as a legal matter, in a receivership,
conservatorship, or liquidation proceeding in respect of the Seller, a court would
not grant an order consolidating the assets and liabilities of the Purchaser with
those of the Seller.

Certain powers to repudiate contracts, recover, reclaim, or recharacterize trans-
ferred assets as property of a transferor that are exercisable by the FDIC under
the FDIA may, as of the date of the transfer, be limited by a regulation that may
be repealed or amended only in respect of transfers occurring on or after the
effective date of such repeal or amendment. 17 With respect to the powers of
a receiver or conservator that may not be exercised under that regulation, it
is acceptable for attorneys to rely upon the effectiveness of the limitation on
such powers set forth in the applicable regulation, provided that the attorney
states, based on reasonable assumptions, that (a) the affected transfer of finan-
cial assets meets all qualification requirements of the regulation, and (b) the
regulation had not, as of the date of the opinion, been amended, repealed, or
held inapplicable by a court with jurisdiction with respect to such transfer. The
opinion should separately address any powers of repudiation, recovery, recla-
mation, or recharacterization exercisable by a receiver or conservator notwith-
standing that regulation (for example, rights, powers, or remedies regarding
transfers specifically excluded from the regulation) in a manner that provides
the same level of assurance as would be provided in the case of opinions that
conform with requirements of paragraph .13 of this interpretation, except that
such opinion shall address powers arising under the FDIA. The considerations
in the immediately preceding three sentences are adequately addressed either
by the example 1 opinion or the example 2 opinion described in this paragraph

15 See the second paragraph of footnote 6.
Paragraph B is not required if the opinion includes both a conclusion, as set forth in example

1, that the transfer constitutes a "true sale" and the conclusions set forth in paragraph A of example
2. It is not necessary to include any provision of example 2 if the opinion is as set forth in example
1. [Footnote renumbered and revised, June 2009, to reflect conforming changes necessary due to the
issuance of FASB ASC.]

16 An additional substantive consolidation opinion is not required if the opinion states that its
conclusion includes the inability to recover the transferred financial assets or recharacterize the trans-
fer by application of the doctrine of "substantive consolidation." [Footnote renumbered, June 2009, to
reflect conforming changes necessary due to the issuance of FASB ASC.]

17 The applicable regulation is 12 U.S. Code of Federal Regulations 360.6, effective September 11,
2000. [Footnote renumbered, June 2009, to reflect conforming changes necessary due to the issuance
of FASB ASC.]
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or by the variations described in the second paragraph of footnote 15 and in
footnote 16 of this interpretation.

.15 A legal letter that includes an inadequate opinion, inappropriate lim-
itations, or a disclaimer of opinion, or that effectively limits the scope of the
opinion to facts and circumstances that are not applicable to the transaction,
does not provide persuasive evidence to support the entity's assertion that the
transferred assets have been put presumptively beyond the reach of the trans-
feror and its creditors, even in bankruptcy or other receivership. Likewise, a
legal letter that includes conclusions that are expressed using some of the fol-
lowing language would not provide persuasive evidence that a transfer of fi-
nancial assets has met the isolation criterion of FASB ASC 860-10-40-5(a) (see
paragraphs .20–.21 of this interpretation):

• "We are unable to express an opinion..."

• "It is our opinion, based upon limited facts..."

• "We are of the view..." or "it appears..."

• "There is a reasonable basis to conclude that..."

• "In our opinion, the transfer would either be a sale or a grant of a
perfected security interest..." 18

• "In our opinion, there is a reasonable possibility..."

• "In our opinion, the transfer should be considered a sale..."

• "It is our opinion that the company will be able to assert merito-
rious arguments..."

• "In our opinion, it is more likely than not ..."

• "In our opinion, the transfer would presumptively be..."

• "In our opinion, it is probable that..."

Furthermore, conclusions about hypothetical transactions may not be relevant
to the transaction that is the subject of management's assertions. Section 500A
states that the "auditor should design and perform audit procedures that are
appropriate in the circumstances for the purpose of obtaining sufficient appro-
priate audit evidence." 19 Additionally, conclusions about hypothetical transac-
tions may not contemplate all of the facts and circumstances or the provisions
in the agreements of the transaction that is the subject of management's asser-
tions, and generally would not provide persuasive evidence. 20

18 Certain transferors are subject only to receivership (and not to proceedings under the U.S.
Bankruptcy Code or the Federal Deposit Insurance Act) under laws that do not allow a receiver to
reach assets in which a security interest has been granted. In such circumstances, an opinion that
concludes that the transfer would either be a sale or a grant of a security interest that puts the
transferred assets beyond the reach of such receiver and other creditors would provide persuasive
evidence that the isolation criterion is met.

In certain circumstances, a legal specialist may provide an opinion on both steps of a two-step
structure. Such language would be acceptable in an opinion for a transfer of assets in the second step
of a two-step structure as described in paragraphs 22–23 of FASB ASC 860-10-55 provided that the
opinion on the transfer in the first step is consistent with paragraphs .13 or .14 of this interpretation.
[Footnote renumbered and revised, June 2009, to reflect conforming changes necessary due to the
issuance of FASB ASC.]

19 Paragraph .06 of section 500A.
20 For example, a memorandum of law from a legal specialist usually analyzes (and may make

conclusions about) a transaction that may be completed subsequently. Such memorandum generally
would not provide persuasive evidence unless the conclusions conform with this interpretation and
a legal specialist opines that such conclusions apply to a completed transaction that is the subject of
management's assertion. [Footnote renumbered, June 2009, to reflect conforming changes necessary
due to the issuance of FASB ASC.]
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.16 Question—Are legal opinions that restrict the use of the opinion to the
client, or to third parties other than the auditor, acceptable audit evidence?

.17 Interpretation—No. In some cases, the auditor may decide it is nec-
essary to contact the specialist to determine that the specialist is aware that
his or her work will be used for evaluating the assertions in the financial state-
ments. 21 Given the importance of the legal opinion to the assertion in this case,
and the precision that legal specialists use in drafting such opinions, an auditor
should not use as evidence a legal opinion that he or she deems otherwise ad-
equate if the letter restricts use of the findings expressed therein to the client
or to third parties other than the auditor. In that event, the auditor requests
that the client obtain the legal specialist's written permission for the auditor
to use the opinion for the purpose of evaluating management's assertion that a
transfer of financial assets meets the isolation criterion of FASB ASC 860-10-
40-5(a).

.18 An example of a letter from a legal specialist to a client that adequately
communicates permission for the auditor to use the legal specialist's opinion for
the purpose of evaluating management's assertion that a transfer of financial
assets meets the isolation criterion of FASB ASC 860-10-40-5(a) is as follows:

Notwithstanding any language to the contrary in our opinions of even date
with respect to certain bankruptcy issues relating to the previously referenced
transaction, you are authorized to make available to your auditors such opin-
ions solely as audit evidence in support of their evaluation of management's
assertion that the transfer of the receivables meets the isolation criterion of Fi-
nancial Accounting Standards Board Accounting Standards Codification 860-
10-40-5(a), provided a copy of this letter is furnished to them in connection
therewith. In authorizing you to make copies of such opinions available to your
auditors for such purpose, we are not undertaking or assuming any duty or
obligation to your auditors or establishing any lawyer-client relationship with
them. Further, we do not undertake or assume any responsibility with respect
to financial statements of you or your affiliates. 22

.19 A letter from a legal specialist to a client might authorize the client to
make copies of the legal opinion available to the auditor to use in his or her
evaluation of management's assertion that a transfer of financial assets meets
the isolation criterion of FASB ASC 860-10-40-5(a) but then state that the au-
ditor is not authorized to rely thereon. Such "use but not rely on" language, or
other language that similarly restricts the auditor's use of the legal specialist's
opinion, does not adequately communicate permission for the auditor to use the
legal specialist's opinion as audit evidence. The auditor may consider consult-
ing with his or her legal counsel in circumstances in which it is not clear that
the auditor may use the legal specialist's opinion.

.20 Question—If the auditor determines that it is appropriate to use the
work of a legal specialist, and either the resulting legal response does not pro-
vide persuasive evidence that a transfer of assets has met the isolation criterion
or the legal specialist does not grant permission for the auditor to use a legal
opinion that is restricted to the client or to third parties other than the auditor,
what other steps might an auditor consider?

.21 Interpretation—When other relevant audit evidence exists, the audi-
tor should consider it before reaching a conclusion about the appropriateness

21 Paragraph .A39 of section 500A.
22 This language may appear in the legal specialist's opinion rather than in a separate letter. In

that case, the wording would be modified slightly to indicate the context. [Footnote renumbered, June
2009, to reflect conforming changes necessary due to the issuance of FASB ASC.]
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of management's accounting for a transfer. 23 However, because the isolation
aspect of surrender of control is assessed primarily from a legal perspective,
the auditor usually will not be able to obtain persuasive evidence in a form
other than a legal opinion. In the absence of persuasive evidence that a transfer
has met the isolation criterion, derecognition of the transferred assets is not in
conformity with generally accepted accounting principles and the auditor may
need to express a qualified or adverse opinion in accordance with section 705,
Modifications to the Opinion in the Independent Auditor's Report. 24 However,
if permission for the auditor to use a legal opinion that he or she deems other-
wise adequate is not granted, this would be a scope limitation and the auditor
should consider the need to express a qualified opinion or to disclaim an opinion
in accordance with section 705. 25

[Issue Date: December 2001; Revised: March 2006; Revised: June 2009;
Revised: October 2011, effective for audits of financial statements for periods

ending on or after December 15, 2012.]

23 See paragraph .13 of section 620, Using the Work of an Auditor's Specialist, regarding ad-
ditional procedures that may be applied. [Footnote renumbered, June 2009, to reflect conforming
changes necessary due to the issuance of FASB ASC.]

24 Paragraphs .07–.09 of section 705, Modifications to the Opinion in the Independent Auditor's
Report.

25 Paragraphs .11–.14 of section 705.
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