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November 27, 2013

Ms. Sherry Hazel

Audit and Attest Standards

American Institute of Certified Public Accountants
1211 Avenue of the Americas

New York, New York 10036-8775

Subject: American Institute of Certified Public Accountants Auditing Standards
Board’s July 2013 Exposure Draft for a Proposed Statement on Standards for
Attestation Engagements, Entitled Attestation Standards: Clarification and
Recodification

This letter provides the U.S. Government Accountability Office’s (GAO) comments on the
Auditing Standards Board’s (ASB) proposed Attestation Standards: Clarification and
Codification. We support the ASB’s efforts to apply clarity drafting conventions and to
converge its standards with those of the International Auditing and Assurance Standards
Board, which we believe will help ensure consistency of practice for those performing
attestation engagements.

The ASB asks respondents to consider whether this revised structure facilitates
understanding and implementation of the standards, and is seeking comments on changes
resulting from applying the clarity drafting conventions and the effect of these changes on
the content of the proposed revised standards. Our specific comments follow.

Requests for Specific Comments
1. Are the objectives of the practitioner in each of the chapters appropriate?

We agree with the objectives in each of the chapters and find them appropriate. We
concur with the ASB’s restructuring of the attestation standards so that the requirements
and guidance applicable to any attestation engagement are in chapter 1, with separate
chapters for examination and review engagements. Government Auditing Standards
attestation engagement requirements and guidance were similarly revised to simplify
identification of specific requirements and considerations that apply to the type of
engagement performed. We believe that these specific requirements and considerations,
tailored to the specific type of engagement, will help ensure consistency of practice.

2. Are the substantive and language changes to extant AT sections 20, 50, 101, and 201
made by the exposure draft appropriate?

We have several concerns with the proposed revisions that are noted below.

e The definition of agreed-upon procedures (AUP) engagements at 1.10 b jii does not
include reference to attestation risk, as is found in paragraph 1.10 (b)(i) and (ii) related
to examination and review engagements respectively. We believe that attestation risk
is applicable to all attestation engagements, including AUP engagements. In an AUP



engagement, application of the procedures is the responsibility of the practitioner, and
this responsibility carries with it some degree of risk. For example, the practitioner
could inadvertently apply the procedures to outdated data that is not the subject of
management’s assertion. For this reason, we believe that paragraph 1.10b should not
limit the definition of attestation risk to certain types of attestation engagements. We
also recommend that the definition of attestation risk be amended as follows, with
conforming changes to the application guidance:

Attestation risk. In an examination or review attestation engagement,
the risk that the practitioner expresses an inappropriate opinion or
conclusion, as applicable, when the subject matter or assertion is
materially misstated. In an agreed-upon procedures engagement, the
risk that the practitioner expresses an inappropriate finding based
upon the procedures applied.

(Ref: par. 1.A4—-1.A9)

e We note that the definition of risk of material misstatement at 1.10(v) is not consistent
with the definition of the same phrase in the clarified AU section 200.14. We realize
that the AU language, which refers to risk of materially misstated financial statements,
is not appropriate for attestation standards. Without clarification, the definitions may
cause inconsistencies in practice. We recommend revising the definition of risk of
material misstatement to clarify that it applies only to attestation engagements. The
following definition would address this:

Risk of material misstatement. For attestation engagements, the risk
that the subject matter is materially misstated or that the assertion is not
presented fairly in all material respects.

The ASB may also wish consider a corresponding revision to the definition of risk of
material misstatement in the auditing standards to limit its applicability to financial
audits.

o We believe that the clarified audit standards provide relevant information that is helpful
to practitioners performing attestation engagements. For example, the AU sections on
audit evidence, including those addressing analytical procedures, sampling, and
estimates, contain abundant information that, depending upon the subject matter,
could be useful to practitioners performing attestation engagements. We recommend
that the ASB include language in the new attestation standards that refers practitioners
to AU sections for guidance if, in the practitioner’s judgment, this guidance would
assist in performing an engagement in accordance with the attestation standards. In
addition, we note that the proposed standards do not provide specific references to
guidance contained in the audit standards. This would be a change in practice from the
current standards. For example, extant AT section 101.99 refers the user to AU
section 561, Subsequent Discovery of Facts EXxisting at the Date of the Auditor's
Report, for guidance if the practitioner becomes aware of conditions that existed at the
report date that might have affected the practitioner's report had the practitioner been
aware of them. We recommend that the attestation standards continue to refer to the
audit standards when applicable.

e As drafted, the documentation section of the revised standards does not provide a
threshold for sufficiency of documentation for attestation engagements. In AU-C
section 230.08, the audit standards provide such a threshold for audits: “The auditor
should prepare audit documentation that is sufficient to enable an experienced auditor,
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having no previous connection with the audit to understand” the nature timing, and
extent of audit procedures performed; the results of the procedures and evidence
obtained; and findings, conclusions, and significant professional judgments. The audit
standard and accompanying application guidance is clearly written and effective. With
some modification to the language for consistency with the needs of attestation
practitioners, we believe that the documentation threshold in the audit standards would
apply equally well to attestation engagements. We recommend that the ASB adopt the
requirements for sufficiency of documentation in the audit standards, with appropriate
modifications to meet the needs of attestation practitioners, to the revised attestation
standards.

o The extant standards state that when attestation risk has been restricted only to a
moderate level, as in a review engagement, the conclusion should be expressed in the
form of negative assurance (AT 101.68). We encourage the ASB to revise the review
engagement reporting requirements to include a clear explanation that a review
engagement provides negative assurance to the report user.

¢ In the draft review engagement report content section, the provisions for
communicating to report users the limitations of assurance provided with respect to
particular engagements are not sufficient. Without a clear delineation of the scope of a
review engagement, a report user cannot determine what assurances have been
provided. For example, in the first illustrative review report provided in the draft
standards on page 115, using the example of a conclusion on a schedule of
investment returns, the report does not include an indication of what measures were
taken by the practitioner to reach that conclusion. An indication in the report of the
steps taken to support the limited assurance provided would be invaluable to the report
user in these circumstances. For example, the report could state that the practitioner
traced a sample of the investments included on the schedule for evidence of
ownership by the reviewed entity and compared stated valuations to an independent
source. Such a statement would allow the user to make an appropriate determination
as to the limitations of the assurance provided. Consequently, we recommend that the
review engagement report content section of the revised standards include a
requirement that the report provide sufficient information on the scope of procedures
performed by the practitioner to reach a conclusion to allow a report user to
appropriately determine the limits of assurance provided. Model language for such a
requirement may be available on the clarified audit standards in AU-C section 730.07
through .09 on reporting on required supplementary information.

3. Are there considerations for less complex entities and governmental entities that
should be addressed in the exposure draft?

We appreciate the attention the ASB has given to governmental entities in the exposure
draft by alluding to the practitioner’s procedures when an engagement is required by law
or regulation. We have concerns related to the proposed requirement that a practitioner
always obtain from the responsible party a written assertion about the measurement or
evaluation of the subject matter against the applicable criteria for examination and review
engagements, as is required at paragraphs 2.8 and 3.11, respectively. In the government
environment, a practitioner may be required to perform an attestation engagement for
which the responsible party is not able or willing to provide a written assertion. For
example, a practitioner working at the state level may be mandated to perform an
attestation engagement in accordance with generally accepted government auditing
standards, including applicable AICPA attestation standards, at a municipal entity. If
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management of the municipal entity does not cooperate with the practitioner or otherwise
fails to provide the required assertions, the practitioner may not be able to comply with the
mandate. The current standards allow a practitioner to issue a restricted-use report under
these circumstances (AT 101.89). We strongly recommend that the ASB consider a
provision in the new standard that would allow practitioners in a government environment
to issue a restricted-use or intended-purpose report if it is not possible to obtain a written
assertion from management. We note that consideration of the possibility that written
representations may not be available was included in the report content sections of the
draft, in paragraphs 2.52j and 3.43h for examination and review engagements,
respectively. This consideration is not reflected in paragraphs 2.8 and 3.11. We
recommend that the ASB revise the requirements to include such consideration.

We thank you for considering our comments on these important issues as the ASB applies
the clarity drafting conventions to the attestation standards.

Sincerely yours,

James R. Dalkin
Director
Financial Management and Assurance

Page 4




<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Sheetfed Uncoated v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /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 150

  /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 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /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 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /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 <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



