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TO AUDIT OFFICIALS AND OTHERSINTERESTED IN 
GO??lD?N”ENT iWDZTZ.NG STANDARDS 

GAO invites your comments on the accompanying proposed changes to 
Government Auditing Standards (GAGAS), commonly known as the vdlow 
book.” These changes add a field work standard for financial statement audits 
to require additional documentation when control risk for computer-related 
controls is assessed at maxim&n. This letter describes the process followed in 
revising the standards, discusses~the proposed changes, outlines the format of 
this exposure draft, and requests comments from interested parties on these 
proposed revisions. (I 

To help ensure that the standards continue to meet the needs of the audit 
comiturnity:‘and the public it serves, the Comptroller General of the United 
States’ appointed the Advisory Cotmcil on Government Auditing Standardsto 
review the standards and recommend necessary chtiges. The Council includes 
eiperWir~financial ,and performance auditing drawn from’all levels of 
government, private enterprise, public accounting, and acaden& 3x1 February 
1997, the Advisory Council on Government Auditing Standards endorsed a 
revised approach of issuing individual standards issue-by-issue as the Council 
reaches consensus on a particular issue, w@h periodic codification of the 
staudards. ‘This revised approach was adopted to provide more timely revision 
of the standards for emerging audit issues. The approach will continue the’ 
practice of seeking public comment on all draft revisions. ‘Ihe Couna will 
consider those comments in making recommendations to the Comptroller 
General of the United States in fina@ing revisions to the standards. 

This exposure draft reflects the Council’s recommendations to the Comptroller 
General regarding a new field work standard for Gnancial statement audits 
prescribing additional docuuientation req&ements for (1) the assessment of 
control risk at maximum for assertions signi&ntly dependent on computer 
applications and (2) the basis for concluding that resulting audit procedures are 
designed to effectively achieve audit objectives and appropriately limit audit 
risk. The American Institute of Certified Public Accountants (AICPA), in issuing 
Statement on Auditing Standards (SAS) No. 78, Consideration of Internal 
Control in a Financial Statement Audit:. An Amendment to Statement on 
Auditing Standards No. 55, requires auditors to document their basis for 
conclusions when control risk is assessed below maximum. However, SAS No. 
78 does not impose a similar requirement for assessments of control risk at 
maximum. This proposed standard will help ensure that auditors conducting 



linancial statement audits in accordance with Government Auditing Standurds 
carefully considercontrols related to assertions which are signi&antly 
dependent on computer applicationsand appropriately limit audit risk related to 
such ii!mrtions. 

This exposure draft also presents conform&g changes to GAGAS held work 
standards for financial statement audits to recognize, where applicable, the 
effect of SAS No; 78 on GAGAS for internal control. These changes principally 
affect sections 4.21 through 4.33 and consist of updating terminology to 
conform with SAS No. 78 and deleting guidance that is addressed in SAS No. 78, 
yhich was issued after the 1994 revision of the yellow book. 

I.u the exposure dra& the proposed changes, are indicated by highhghting 
proposed language and striking outthe proposed deleted la&rage. The 
revision will be effective for financial statement audits of periods ending on or 
afterSeptember16,1999. ‘_ 

The exposure dqft is being sent to financial management and audit officials at 
all levels of government, the public accounting profession, academia, 
professional, orga&ations, and public interest groups. your comments on $he 
proposed changes are encouraged.. To facilitate review of the exposure draft, it 
is located on the Internet on GAO’s E&me Page (www.@uo.goc). Additional 
copies. of these proposed strdndards can be obtained from the U. S. General 
Accounting ,Office, Room 1100, 700 4th Street, NW, Washington, D.C. 20648, or 
by calling (202) 6l2-6000. 

TO facihtate a&ysis of your comments, it would be helpful if you sent. them 
both in writing and on diskette (in ASciI format) To ensure that your 
comments tie. considered in preparing the final revised standard, please submit 
them by September 30, 1098, to: 

Government Auditing Standards Comments 
Computer-Related Controls 

U.S. General Accou$@g Gf6ce 
Room 6039 (AJMD) 
,441GStreetJW 

Washington DC 20643 

, 



LD WORK STANDARDS FOR FINANCIAL AIJDITS 

PURPOSE 
I 

*  4.1 This chapter prescribes standards of field work for financial audits, which include 
.I* financial statement audits and financial related audits. 

/. ,)I 
RELATION TO AICPA STANDARDS 

, .( 

4.2 For financial statement audits, generally accepted government auditing standards 
(GAGAS) incorporate the American Institute of Certified Public Accountants’ (AICPA) 
three generally accepted standards of field work, which are: 

a. The work is to be adequately planned and assistants, if any, are to be properly 
supervised. 

b. A sufficient understanding of the internal control .s is to be obtained, to plan 
the audit and, to determine the nature, timing, and extent of tests to be performed. 

P ,.. c. I-. Sufficient competent evidential matter is to be obtained .through inspection, 
,.. .x ,., - observation, ‘inquiries, and Confirmations:.to afford a reasonable basis for an opinion 

” _.I_. %egarding ,the financial statements under audit; .I . .‘W. _, _, 
, ./ . ,.I 4.3 “’ The AICPA %has issued statements on auditing standards (SAS) that interpret .its standards 
I of field work (including a ,S’AS on compliance auditing).’ This, chapter incorporates these 

SASS and .prescribes additional.standards on ,’ 

,? a. audit follow-up (see paragraphs 4.7, 4.10, and 4.11). ‘_ ‘*. ..: 
.’ :i.. 

b. noncompliance other than .illegal acts (see paragraphs 4.13 and 4.18 through, 4.20), 
,_ am+ /’ :. ., : ,, .’ :,, 

._ ,. .i ;../ ‘, ,, ,,, 

:, ),. .I ,.,, ,. ,I, ,., .’ ‘_‘., ,; (. ,-, ,.> .(,. ,). :., .\: /., 3,. :, . :, ,. ,’ I,‘,,. 

w&orking papers. (See paragraphs 4.3~‘through 4.38:) 

.,,‘,. ;., 

; “’ ” 

‘ 

4.4 This chapter also presents guidance on three other key,-aspects of finaucial statement 
audits: 

. 

0 ‘GAGAS incorporate any new @CPA standards relevant to financial statement audits unless 
the General Accounting Office (GAO) excludes them by, formallhouncement. . . 
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a. materiality,+ paragraphs 4.8 and 4.9), 
I‘ 

b* e and illegal acts (see paragraphs 4.14 through 4.17), and 

c. internal controls. (See paragraphs 4.H# through 4.33.) 

4.5 ‘&is chapter concludes by explaining which standards auditors should follow in 
performing financial ,ielated audits. 

INTERNAL ‘, .’ ,, 

4.21 AICPA Standards and ‘GAGAS require the following: 

Auditors should obtain a sufficient understanding of inteinal controls to plan 
the audit and determine the nature, timing, and extent of tests to be performed. 

. 
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4;25 temal controls over safeguarding of assets 
effected by an entity’s governing body, 

management, and other personnel, designed to provide reasonable assurance regarding 
prevention or timely detection of unauthorized acquisitiou, use, or disposition of the 
entity’s assets that could’have a material effect on the financial statements. 

I 
/ 4.26 relate to the prevention or timely 
I’ access to assets that could result 
“r in losses that are material to the financial statements, for example, when unauthorized 
/ expenditures or investments are made, unauthorized liabilities ,are incurred, inventory is 
1 stolen, or assets are converted to personal use. Such control- mesigned to help 

enskthat use of and access to assets are in accordance, with management’s authorization. 
Authorization includes approval of transactions in accordance with policies and procedures 
established by- management to safeguard assets, such as establishing and complying with 
requirements for extend credit or making inv 

T related documentation. guarding m 
to protect against. loss of assets arising from inefficiency or from management’s operating 
decisions, such as incurring expenditures for equipment or material that proves to be 
unnecessary or unsatisfactory. 

4.27 AICPA standards and GAGAS require auditors to obtain a sufficient understanding of 
internal controls to plan the audit. They a s to plan the audit to’ provide ’ 

‘, 

c 
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appropriate action with respect to any differences. Finally, control4 over tksafeguarding 
of assets against unauthorized ac.quisition, use, or disposition also relata. to .making 
available to management information it needs to carry out its responsibilities related to 
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prevention or timely detection of such unauthorized activities, as well as mechanisms to 
enable management to monitor the continued effective operation of such,controls. 

‘4.29 Understanding 
assess the risk 
understanding of an auditee’s M control 
help auditors recognize risk factors such as I , 

a. failure to adequately monitor decentralized operations; 

.: b. lack of controls over activities, such as lack of documentation for major 
transactions; .’ 

_t 

c. lack of controls over computer processing, such as a lack of controls over access to 
applications that’ initiate or control the movement of assets; 

‘. d. failure to develop or communicate adequate’ policies ‘and procedures for security of 
data or assets, such as allowing unauthorized personnel to have ready access to data I 
or assetk; and ,, ~ ,, 

e. failure’ to investigate significant unreconciled differences between reconciliations of 
a control account and subsidiary records. 

ditors she&# design the audit to provide 
reasonable”assurance that the financial statements are free of material misstatements 
resulting from violations of laws and regulations that have a direct and material’ effect on 



I  

/  

the determination of financial statement amounts. To meet that requirement, auditors 
should have an understanding of internal controls relevant to financial statement assertions 
affected by those laws and regulations. Auditors should use that understanding to identify 
types of potential misstatements, consider factors that affect the risk of material 
misstatement, ‘and design substantive tests. For example, the following ee&rol ac 
m factors may influence the auditors’ assessment of control riski : 

*d a. management’s awareness or lack of awareness of applicable laws and regulations, 

b. auditee policy regarding such matters as acceptable operating practices and codes of 
conduct, and 

[,” ;,. ,“a 
c. . assignment of responsibility and delegation of authority to deal with such matters as 

organizational goals and objectives, operating functions, and regulatory 
requirements. 
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re Ordering Information 

The first copy of each GAO report and testimony is tie. 
Additional copies are $2 each. Orders shonld 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 26 percent. 

Orders by mail: ’ 

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

or visit: 

Room 1100 
700 4th St. NW (comer of 4th and G Sts. NW) 
U.S. General Accounting Office 
Washington, DC 

Orders may also be placed by calling (202) 612-6000 
or by using fax number (202) 612.6061, or TDD (202) 612-2637. 

Each day, GAO issues a Iist of newly available reports and 
testimony. To receive facsimile copies of the dalIy list or any 
list from the past 30 days, please call (202) 512-6000 using a 
touchtone phone. A recorded menu wiR 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: 

or visit GAO’s World Wide Web Home Page at: 

httpd-.gao.gov 
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