
GUIDANCE FOR THE PREPARATION OF RESPONSES TO  
LETTERS OF AUDIT INQUIRY 

 
 
The following excerpts provide guidance, in accordance with Management Directive 325.2, 
Audit Inquiry Relative to Agency Litigation, Claims, and Assessments, relative to the nature 
of counsel's responses to the auditors' letter of audit inquiry. 
  
EXCERPT FROM THE AMERICAN BAR ASSOCIATION STATEMENT OF POLICY 
REGARDING LAWYERS' RESPONSES TO AUDITORS' REQUESTS FOR INFORMATION: 
 
"In view of the inherent uncertainties, the lawyer should normally refrain from expressing 
judgments as to outcome except in those relatively few clear cases where it appears to the 
lawyer that an unfavorable outcome is either "probable" or "remote;" for purposes of any 
such judgment it is appropriate to use the following meanings: 
 
 (i) probable - an unfavorable outcome for the client is probable if the prospects of the 

claimant not succeeding are judged to be extremely doubtful and the prospects for 
success by the client in its defense are judged to be slight. 

 
 (ii) remote - an unfavorable outcome is remote if the prospects for the client not 

succeeding in its defense are judged to be extremely doubtful and the prospects of 
success by the claimant are judged to be slight. 

 
If, in the opinion of the lawyer, considerations within the province of his professional 
judgment bear on a particular loss contingency to the degree necessary to make an 
informed judgment, he may in appropriate circumstances communicate to the auditor his 
view that an unfavorable outcome is "probable" or "remote," applying the above meanings.  
No inference should be drawn, from the absence of such a judgment, that the client will not 
prevail. 
 
The lawyer also may be asked to estimate, in dollar terms, the potential amount of loss or 
range of loss in the event that an unfavorable outcome is not viewed to be "remote."  In 
such a case, the amount or range of potential loss will normally be as inherently impossible 
to ascertain, with any degree of certainty, as the outcome of the litigation.  Therefore, it is 
appropriate for the lawyer to provide an estimate of the amount or range of potential loss (if 
the outcome should be unfavorable) only if he believes that the probability of inaccuracy of 
the estimate of the amount or range of potential loss is slight. 
 
The considerations bearing upon the difficulty in estimating loss (or range of loss) where 
pending litigation is concerned are obviously even more compelling in the case of 
unasserted possible claims.  In most cases, the lawyer will not be able to provide any such 
estimate to the auditor." 
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EXCERPT FROM GOVERNMENTAL ACCOUNTING STANDARDS BOARD  
STATEMENT NO. 62: 
 
"When a loss contingency exists, the likelihood that the future event or events will confirm 
the loss or impairment of an asset or the incurrence of a liability can range from probable to 
remote.  Paragraphs 96 – 113 use the terms probable, reasonably possible, and remote to 
identify three areas within that range, as follows: 
 
 a. Probable.  The future event or events are likely to occur. 
 
 b. Reasonably possible.  The chance of the future event or events occurring is more 

than remote but less than likely. 
 
 c. Remote.  The chance of the future event or events occurring is slight." 
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