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July 8 1998
‘ TO AUDIT OFFICIALS AND OTHERS INTERESTED IN

GOVERNMEN T AUDITIN G STANDARDS

GAO mv1tes your comments on the accompanymg proposed changes to
Government Auditing Standards (GAGAS), commonly known as the "yellow

Y .boolc."" ‘These changes add a field work 'standard and amend:a reporting .
* standard ‘for financial statement audits to.improve auditor communication
' concerning the auditor's work on compliance with laws.and regulations and

internal ‘control over financial reporting with the ‘auditee and users of the

- -aiditor's reports. - This letter describes the process followed in-revising the

- ‘standards; discusses the proposed changes, outlines the format of this exposure
L draft ‘and: requests comments ﬂ'om mterested parnes on these’ proposed
rev1s10ns g . | N L

by -‘1 i /

To help ensure that the standards contlnue to meet the needs of the audrt
commumty and the ‘public it serves; the Comptroller General of the United
States appointed the Advisory: Council on Government AuditingStandards to
review the standards and recommend necessary changes. The Council includes
experts in financial and performance auditing drawn from all levels of

ver ”ent, private enterprise, public accounting, and academia. :In February

- 1997,'thé Advisory Council on' Government Auditing Standards.endorsed-a

révised-approach ‘of issuing individual standards issue-by-issue'ias the Council
reaches consensus on a particular issue, with periodic codification of the:
standards. This revised approach was adopted to provide more timely revision

o of the‘standards tor emergmg audlt 1ssues’x The approach w111 conunue the

*This exposuré:draft reﬂec the: Councﬂ's recommendanons toithe Comptroller
-“'General regarding a new field:work ‘standard for financial statement :audits on

auditor communication and revisions to the reporting standard for:reporting on
compliance with laws and regulations and on internal control over financial

" reporting; *‘The’ Amencan Institute of Certified Public Accountants (AICPA), in

issuing: Statements on Auditing Standards (SAS) No. 61, Commaunication With

- Audit Committees, and SAS No. 83; ‘Establishing an Understanding With the

Client, set requirements for auditors to establish an understanding with the
client regarding the services to be performed and to determine that certain
matters related to.the conduct of an audit under generally accepted auditing
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standards are communicated to those who have responsibility for oversight of
the financial reporting process. This exposure draft requires specxﬁc
communication with the auditee, including the audit committee if applicable or
other equivalent group, regarding the scope of compliance and internal control
work to be performed under government auditing standards, and strengthens
the linkage of the auditor's report on the financial statements with the auditor's
reports on compliance with laws and regulations and internal control over
financial reporting when these reports are issued separately. This exposure
draft should reduce the risk that either the auditor or.auditee may misinterpret
the needs or expectations of the other party and should improve the usefulness
of the audltor s reports requlred under govemment audmng standards

Ttus exposure draft moves a reporhng standard on audltor commmncanon, with

some modification, to a field work standard, as communication on the scope of

work to be performed on an audit is viewed more appropriately as a field work

standard. - In addition, this exposure draft amends the reporting standard on

reporting:on compliance with laws and regulations and internal control over

" financial réporting. This exposure draft also presents:conforming changes to

GAGAS field work standards for financial statementaudits to recognize where

- applicable, the effect of SAS No. 78 on GAGAS for internal control, the effect of
SAS No. 82 on GAGAS for consideration of fraud, and the effect of OMB
Circular A-133 on GAGAS for audits of state and-local governments and

‘nonprofit organizations. These changes principally. consist:of: updating .-

~ terminology to conform with SAS Nos. 78 and.82, and to reﬂect the
»‘consohdauon of OMB Clrculars A-133- and A-128 ey SRITEAE

v I the exposure draft the proposed changes are mdlcated by highlig tmg
“proposed added language and striking-out the. proposed deleted: language The
‘. revision will be' effectlve for: ﬁnanc1a1 audits of penods endmg on.or. after.
'September15 1999 o o . i e e

The exposure draft 1s belng sent to ﬁnancral management and audlt ofﬁcla]s at
- all levels of government,: the public accounting professmn, racaderma,
professional ‘organizations, and public interest groups. Your: comments on the
proposed changes are, encouraged. To facilitate review. of the exposure draft, it
is located on the Internet on GAO's Home Page (www.gao.gov). Additional
.+~ -copies of these proposed:standards can: be:obtained from the.U. S. General
. .Accounting. Office; Room: 1100 700 4th: Street NW Washmgton, D C.. 20548 or

L 'by cal]mg (202) 512—6000

' To faahtate a.nalys1s of your comments 1t would be helpful 1f you sent them

- bothrin: ‘writing and on diskette (in ASCII format). To ensure that your -

- ‘comments.are considered in preparing the final revised. standard please submit
: them by September 30, 1998 to ‘ e
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Government Auditing Standards Comments
_ Auditor Communication Standard
U S. General Accounting Office
-Room 5089 (AIMD) -
441 G Street, NW
" Washington, DC 20548

If you need additional information, please call Robert W. Gramlmg, Dn'ector,
" Corporate Audits and Standards, at (202) 512-9406.

Gene L. Dodaro
Assistant Comptroller General




Proposed Chang‘ es to Government Auditing Standards - Chapter 4

43  The AICPA has issued statements on auditing standards (SAS) that interpret its
standards of field work (including a SAS on compliance auditing).! This chapter

incorporates these SASs and prescribes addiﬁonal standards on

a. audit follow-up (see paragraphs 4.7, 4.10, and 4.11),
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Auditors should communicate eertain information related-to-the-ecoenduet

‘,‘GAGAS ,inc_oi'porate any new AICPA standards relevant to financial statement audits
unless the General Accounting Office (GAO) excludes them by formal announcement.
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4.11.1 Auditors should communicate the following information to the audit-committee-or
inclu
internal control and compliance
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responsibilities for testmg .and 'reportih’g.:on.

with laws and regulations

b. - the nature ‘of any additional testing of internal control and compliance
_ required by laws and regulations:

a. the auditors' responsibilities in a financial statement audit,
information is communicated orally, the auditors should document the -

of the communication. The commun
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t
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1 understand the limitations of

auditors' responsibilities for testing and reporting on internal controls and

+ compliance, auditors should contrast those responsibilities with other financial
related audits of controls and compliance. . The discussion in paragraphs &:9-and
5—}9 W may be helpful to audmors in prepmang—te—efp}am—these
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4.11.4 Tests of internal control and compliance with laws and regulations in a financial
statement audit contribute to the evidence supporting thev:an’ditors'- opinion on the
financial statements. However, they do not provide a basis for opining on internal
control or compliance. To meet certain audit report users' needs, laws and

i regulatlons often prescnbe testmg and. repomng on mtemal control and

pler ,f'ent the financial ‘statement audit's coverage of these areas.’

/ ,- ef—l-984 and Ofﬁce of Management and Budget
(OMB) Circular A-328 72 The act and circular include specific audit requirements,
mainly in the ‘areas:of: mtemal controls and compliance with laws' and regulations;that -
exceed the minimum audlt reqmrements m the. standa.rds m chapters 4 and 5 of tlus
document. Audlts ’ e reer-O . -audits

G also have speclﬁ aud1t reqmrements
Z in "the ‘areas of internal controls and comphance Many state and
local govemments have ‘additional audit requirements. ' ¢ . ¢
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4.11.5 Even after auditors perform; and report the results of; additional tests of internal

control and compliance required by laws and regulations, some reasonable neegls ,

 of report users still may be unmet. . Auditors may meet these needs by performing

further tests of internal control and compliance with laws and regulations in either -~

of two ways:
a. supplemental (or agreed-upon) procedures or

b. examination, resulting in an opinion.




5.3  The AICPA has issued statements on auditing standards (SAS) that interpret its G
standards of reporting.* This chapter incorporates these SASs and prescribes
additional standards on |

‘GAGAS incorporate any new AICPA standards relevant to financial statement audits : {
unless the General Accounting Office (GAO) excludes them by formal announcement.
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REPORTING ON COMPLIANCE WITH LAWS AND r

5.15 The mmddmonalrepomng 'sté.ndard for financial ste‘t‘ément‘ audits is:

. The report on the financlal statements should elther (1) descnbe the L

o scope ‘of the audltors testmg of comphance w1th laws and regulatlons
%

and internal controls 2¢¢¢ Hingnd , 11 and present the results of
those tests or (2) refer to separate reports containing that information. -
In presenting the results of those tests, auditors should report
"ﬂ'reg-uiartﬁes % lllegal acts, other material noncompliance, and

. reportable condltlons in internal controls In some circumstances,

| auditors should report 23 ie % and illegal acts directly to

: 'partles ‘external to the audited entity. : ‘ o

5.16 Auditors may report oﬁf'comphancewith laws and regulations and internal controls

) ddition to-and ‘do not modlfy auditors' respon51b11mes i l
under AICPA standards to (1) address the effect irregularities % or illegal ‘acts may -
‘ have on the report on the financial statements and (2) determine that the audit comlmttee
or others W1th equivalent authority and responsibility are adequately informed about
meguﬂm"r&es ﬂlega.l acts, and reportable conditions.
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performed did not exceed those the auditors considered necessary for a financial
statement audit, then a statement that the auditors tested compliance w1th certain
laws and regulations, obtained an understanding of internal controls, and assessed

2%
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- - -control.risk-would be, sufficient-to ssaﬁ(sfx-ﬂtisﬁmquirememﬁ«A,uditors should also .




liance or internal controls.

nion on comp

report whether or not the tests they performed provided sufficient evidence to

support an op.
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Ordering Information

The first copy of each GAO report and testimony is free.
Additional copies are $2 each. Orders should be sent to the
following address, accompanied by a check or money order
made out to the Superintendent of Documents, when

necessary. VISA and MasterCard credit cards are accepted, also.
Orders for 100 or more copies to be mailed to a single address
are discounted 25 percent.

Orders by mail:

U.S. General Accounting Office
P.O. Box 37050
Washington, DC 20013

or visit:

Room 1100

700 4th St. NW (corner of 4th and G Sts. NW)
U.S. General Accounting Office

Washington, DC

Orders may also be placed by calling (202) 512-6000
or by using fax number (202) 512-6061, or TDD (202) 512-2537.

Each day, GAQO issues a list of newly available reports and
testimony. To receive facsimile copies of the daily list or any
list from the past 30 days, please call (202) 512-6000 using a
touchtone phone. A recorded menu will provide information on
how to obtain these lists.

For information on how to access GAO reports on the INTERNET,
send an e-mail message with "info" in the body to:

info@www.gao.gov
or visit GAO’s World Wide Web Home Page at:

httpJ//www.gao.gov
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