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Office of the State Auditor

Dianne E. Ray, CPA
State Auditor

June 26, 2017

Mr. James R. Dalkin

Director, Financial Management and Assurance
U.S. Government Accountability Office

441 G Street NW

Washington, D.C. 20548

Mr. Dalkin:

We appreciate GAO’s ongoing efforts to revise the Yellow Book and provide further clarity,
context, and explanation. In particular, separating the requirements from the application
guidance is a valuable improvement for the Yellow Book’s users. We hope that our comments

will provide value as GAO moves toward finalization and issuance of the new Yellow Book.

1. Para. 2.06. Since auditors are required to have an understanding of interpretations issued
by GAQO, and which have the same authority as the application guidance in GAGAS, how

will GAO give notice that any such interpretations have been issued?

2. Para. 2.17. It would be helpful also to make reference to the specific sections of the
standards concerning reporting on compliance with GAGAS on financial audits,
attestation engagements, and performance audits. We suggest the following alternative
language: “When auditors are required to conduct an engagement in accordance with
GAGAS or are representing to others that they did so, they should cite compliance with
GAGAS in the audit report as set forth in paragraphs 2.16 through 2.17 and, as applicable,
paragraph 6.32 for financial audits, paragraphs 7.36, 7.77, and 7.88 for attestation
engagements, and paragraphs 9.02 through 9.04 for performance audits.”

3. Paras. 3.35 through 3.37. As written, the requirements in these paragraphs do not
acknowledge the auditor’s consideration of significance as described in Para. 3.28b or as

depicted in Figure 1 at the end of Chapter 3. Threats to independence must first be assessed
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for significance before moving on with determining whether identified threats are at an
acceptable level or identifying and applying safeguards. Based on the Independence
Framework depicted in Figure 1 at the end of Chapter 3, the auditor is only required to
identify and apply safeguards to eliminate or reduce the threat to an acceptable level when
a threat to independence is first determined to be significant either individually or in the

aggregate.

Paras. 5.77 and 5.111. These requirements specifically reference obtaining a peer review
report when seeking to enter into a contract to conduct a performance audit in accordance
with GAGAS. We believe this requirement should also include financial audits and
attestation engagements since audit organizations may also seek to enter into a contract to
conduct a financial audit or attestation engagement in accordance with GAGAS. We
suggest the following alternative language: “Because information in peer review reports
may be relevant to decisions on procuring audit services, an audit organization seeking to
enter into a contract to conduct an audit or attestation engagement in accordance with
GAGAS should provide the following to the party contracting for such services when
requested...”

Page 59, External Peer Review Section. It was not clear upon first read that there are three
parts to the External Peer Review section. It may be helpful to have lead-in language that
provides this orientation for the reader along with the specific paragraph references. We
suggest the following alternative language to appear right after the External Peer Review
section header: “This section provides requirements and application guidance for external
peer reviews and is divided into three subsections, as follows: (1) general requirements and
guidance applicable to all audit organizations (paragraphs 5.63 through 5.67), (2)
requirements and guidance applicable to those audit organizations that affiliate with a
recognized peer review organization or program (paragraphs 5.68 through 5.79), and (3)
requirements and guidance applicable to those audit organizations that do not affiliate

with a recognized peer review organization or program (paragraphs 5.80 through 5.113).”

Paras. 5.70-5.74 and 5.98-5.102. The requirements and application guidance related to
“Peer Review Report Ratings” are identical for audit organizations that affiliate with a
recognized organization and those that do not. To minimize duplication, would it be more
appropriate to consolidate these common peer review requirements under the External

Peer Review: General Requirements section?
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7.

10.

11.

Paras. 5.75-5.79 and 5.109-5.113. The requirements and application guidance related to
“Availability of the Peer Review Report to the Public” are identical for audit organizations
that affiliate with a recognized organization and those that do not. To minimize
duplication, would it be more appropriate to consolidate these common peer review

requirements under the “General Requirements” section?

Para. 9.24. Suggest eliminating the last sentence: “If the written communication is separate
from the audit report, auditors should refer to that written communication in the audit
report.” This is similar to the use of a management letter on financial audits; however, the
requirement that financial audit reports make reference to this separate written
communication was eliminated in the 2011 revision to the Yellow Book and it remains
absent in the 2017 Yellow Book Exposure Draft. It’s unclear why this requirement should

remain for performance audits.

Para. 9.28. As written, this requirement implies that this written communication should
be in the form of a finding in the audit report. However, Para. 9.24 allows for matters that
are not significant to the audit objectives but warrant the attention of those charged with
governance to be communicated in the report or via separate written communication. It is
unclear why separate written communication is not an option in Para. 9.28. It would be
helpful to have a more consistent approach between Paras. 9.24 and 9.28 (and also 9.33,
see Item #11). Practically speaking, for those matters that are not significant to the audit
objectives but warrant the attention of those charged with governance, auditors should
have the ability to choose whether to communicate the matters in writing in the audit
report or via separate written communication (e.g., a management letter). If GAO’s intent
is for auditors to take a different approach for Para. 9.28 than Para. 9.24, then some

explanation for the difference would be appropriate in the application guidance.

Para. 9.32. The language in this paragraph makes use of the word “material,” which is
not a concept used in the performance auditing standards. We suggest the following
alternative language: “Auditors should report a matter as a finding when they conclude,
based on sufficient, appropriate evidence—which may include a legal determination by a
court—that instances of fraud, waste, or abuse have occurred and are significant within

the context of the audit objectives.”

Para. 9.33. As written, this requirement implies that this written communication should
be in the form of a finding in the audit report. However, Para. 9.24 allows for matters that

are not significant to the audit objectives but warrant the attention of those charged with
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governance to be communicated in the report or via separate written communication. It is
unclear why separate written communication is not an option in Para. 9.33. It would be
helpful to have a more consistent approach between Paras. 9.24 and 9.33 (and also 9.28,
see Item #9). Practically speaking, for those matters that are not significant to the audit
objectives but warrant the attention of those charged with governance, auditors should
have the ability to choose whether to communicate the matters in writing in the audit
report or via separate written communication (e.g., a management letter). If GAO’s intent
is for auditors to take a different approach for Para. 9.33 than Para. 9.24, then some

explanation for the difference would be appropriate in the application guidance.

We appreciate the opportunity to review and comment on the 2017 Exposure Draft of
Government Auditing Standards.

Sincerely,

@Féla@@ &DEC/

Dianne E. Ray, CPA
Colorado State Auditor




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.7
  /CompressObjects /All
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


