Running head: EXTERNAL AUDIT		 1

EXTERNAL AUDIT		 4








[bookmark: _GoBack]










External Audit
Name: 
University: 


External Audit
	Even though it is not clear whether Payroll Inc. is hiring Johnson and Young, LLP as internal or external auditors, their requirement for independence from the entities serviced by the company is paramount. As such, Johnson and Young, LLP should not have qualms about their requirement to be independent of other entities serviced by Payroll Inc. but should rather be happy about it. As it stands, they do not have to negotiate for independence, their employer already offers them independence. It is important for auditors to have programming, investigative, and reporting independence. With programming independence, the auditors will have the liberty to choose the methods of auditing that they will consider best without the interference of the body that employs them (Romero, 2010). Investigative independence gives them the liberty to access all the parts of an organization and all forms of information available in the organization. Finally, reporting independence allows auditors to share the findings of their audit with the individuals or groups that they find necessary; for instance, the management of an organization cannot stop auditors from sharing audit information with the shareholders before discussing it with the management (Romero, 2010). 
	Furthermore, Johnson and Young, LLP have a right to demand both real and perceived independence. Real independence gives the partners the right to act as they will in the various situations that they face. This kind of independence does not depend on what the employer understands of an auditor’s situation. Perceived independence is outward independence; it gives the auditors the peace of mind. 
	According to the Financial Accounting Standards Board (FASB), any auditors deserve independence. The FASB categorically states that auditors do not only have this right but it’s their responsibility to act out of their autonomy and not driven by any parties who could have an interest in the audit results. Also importantly, the FASB provides that the independence of auditors should extend to the process of reporting (FASB, 2018). The auditors can choose to report their findings to parties whom they feel need to have that knowledge even without the knowledge of the firm’s management. The FASB also provides for other standards of practice. For instance, auditors should be individuals who have been trained adequately, must conduct their work in a professional way, and adhere to basic standards while reporting their findings. 
	As such, Johnson and Young, LLP should welcome the move by Payroll Inc. to make them independent of the other parties within the firm. In the American culture, auditing firms should not accept job offers where they would seemingly have an infringement of their right to be independent. In fact, part of the advantage of external over internal auditors is the fact that internal auditors have seemingly less freedom as they are subject to remuneration from the company that they work for and report directly to the top management of a firm. As such, Johnson and Young would have a responsibility to negotiate for extra freedom. However, in the case of a client who already guarantees them the freedom, they should take the offer. As an option, if they were to select between being internal versus external auditors, they should rather choose to assist Payroll Inc. as external auditors. 
	Being external auditors affords the firm some leverage on reporting. While following the normal reporting standards, external auditors can present their findings to the public. In the case of Johnson and Young, LLP, accepting the offer mean that they have the responsibility of protecting both clients of Payroll Inc. and the shareholders of the firm against any form of fraud; the professional code of conduct for accountants demands this of them (Staubus, 2005). As such, in case they detect any fraud or financial impropriety in their audit, then they should report the findings to the clients and shareholders before the management. Ethical principles demand this level of honestly from auditors; they cannot collude with the management or any other person to hide fraud or any other form of injustice against unsuspecting persons (Staubus, 2005). 
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