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Yellow Book Revision Process

« Exposure draft issued for public comment on April 5, 2017

« Draft incorporates input from the Comptroller General’s Advisory
Council on Government Auditing Standards

* Public comment period ended July 6, 2017

* Projected final issuance in 2018
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Summary of Key Changes

 New format and organization of GAGAS

* Independence threats related to preparing financial statements
*  GAGAS Qualification CPE requirement

* Guidance for CPE requirements

* Peer review requirements

* Internal control: financial audits and examination engagements
* Internal control: performance audits

* New requirements for addressing waste

« Management assertions
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New Format and Organization of GAGAS

« Chapters are presented in a revised format that differentiates
requirements from application guidance

« Chapters are reorganized and realigned

« Supplemental guidance from the appendix of the 2011 revision
IS either removed or incorporated into individual chapters




New Format and Organization of GAGAS

Chapter 5: Quality Control and Peer Review

5.01 This chapter I the GAGAS i and gui for quality control and

and for inis planning, ing, and reporting on peer reviews of audit
organizations that conduct engagements in accordance with GAGAS. The requirements of this
chapter are intended to be followed in conjunction with those of all other applicable GAGAS
requirements.

Quality Control and Assurance

Requirement: Quality Control and Assurance

5.02 An audit izati i in with GAGAS must establish
and maintain a system of quality control that is designed to provide the audit organization with
reasonable that the ization and its comply with applicable

professional standards and legal and regulatory requirements, and that the reports issued by
the audit organization are appropriate in the circumstances.

Application Guidance: Quality Control and Assurance

5.03 An audlt organlzahon s system of quality control the audit ization's
p on high-quality work and policies and procedures designed to
provide of ing with and legal

and regulatory requirements. The nature, extent, and lormallty of an audit organization’s quality
control system will vary based on the audit organization’s circumstances, such as size, number
of offices and ige and i of its nature and
complexity of its audit work, and cost-benefit considerations.

System of Quality Control

Requirement: System of Quality Control

5.04 An audit organization should document rts quallty control policies and procedures and
communicate those policies and p The audit should
document compliance with its quallty control pollcles and procedures and maintain such
documentation for a period of time sufficient to enable those performing monitoring procedures
and peer reviews to evaluate the extent of the audit organization’s compliance with its quality
control policies and procedures.

quil L ip F ibilities for Quality within the Audit Organization

5.05 Audit organizations should establish policies and p! on
for quality within the audn organlzauon that include the desrgnahon of responsil for quality of
with GAGAS and communication of policies and

procedures relating to qualltyr

5.06 Audit izati should establish policies and p i to prowde
reasonable that those assil i ibility for the audit ion’s
system of quality control have sufficient and appropriate experience and ability, and the
necessary authority, to assume that responsibility.
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Independence Threats related to Preparing
Financial Statements

* Any services performed by auditors related to financial statements,

other than those defined as impairments, create significant threats to
auditors’ independence

* Presumes that financial statement preparation is always a
significant threat

e Auditors should:

» Document the threats and safeguards applied to eliminate and
reduce threats to an acceptable level

OR

» Decline to perform the service
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GAGAS Qualification CPE Requirement

GAGAS Qualification Requirement
=4 hours CPE in GAGAS Topics

» Supervisors and partners or directors: requirement should be met
before completing work on their first GAGAS engagement

> Entry-level staff: requirement should be met by the end of their first
full 2-year CPE period

> After initial GAGAS qualification requirement is met, auditors
should complete at least 4 hours of CPE in GAGAS topics each
time the Comptroller General issues a revision of GAGAS
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GAGAS Qualification CPE Requirement
(continued)

GAGAS topics include:

» Standards for ethics, independence, professional judgment, competence and CPE,
quality control, and peer review as established in GAGAS

The types of GAGAS engagements

The relationship between GAGAS and other standards

Stating compliance with GAGAS in the auditor’s report

Additive GAGAS requirements for financial audits and examination engagements

YV V V V VY

Additive GAGAS requirements for review and agreed-upon procedures
engagements

Y

GAGAS fieldwork standards for performance audits

Y

GAGAS reporting standards for performance audits
» Internal control as addressed in GAGAS
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Guidance for CPE Requirements (continued)

80 hours

Subject matter or topics that directly enhance
auditors’ professional expertise to conduct
GAGAS engagements

24 hours (minimum)

Standards, statutory requirements, regulations,
criteria, and guidance applicable to auditing or
the objectives for the GAGAS engagement(s)
being conducted

‘ 4 hours (minimum)

GAGAS topics for GAGAS Qualification when
new to GAGAS auditing and each time the

Comptroller General issues a revision of
GAGAS
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Guidance for CPE Requirements (continued)

. . - ) United States A tability Office
GAO IBI;:"?;% gg?gmuer General (;f the GAO LBJ¥| iig?j g;)ar?epstroller General of the
i GOVERNMENT =
AUDITING e GOVERNMENT
STANDARDS AUDITING
Guidance on GAGAS S TAN DAR D S
Requirements for Continuing

Professional Education

2017 Exposure Draft

GAO-17-313SP

11



G4AO

Peer Review Requirements

Peer review section differentiates requirements for those audit
organizations affiliated with a recognized organization

a

.

Audit organization

N

affiliated with a
recognized
organization?

4
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Peer Review Requirements (continued)

Audit organizations affiliated
with a recognized organization

Audit organizations NOT
affiliated with a recognized
organization

= =

= =

» Comply with the respective
organization’s peer review
requirements

 Additional GAGAS peer review
requirements in areas such as:
> selection of GAGAS
engagements,
» peer review report ratings, and
> availability of peer review report
to the public

Comply with GAGAS peer review
requirements in areas such as:

Peer review scope

Peer review intervals

Written agreement for peer review
Peer review team

Follow-up on prior peer review
Assessment of peer review risk
Report content

Peer review report ratings

Audit organization’s response to the
peer review report

Availability of the peer review report to
the public

VVVVVVYVYVYY

Y
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Internal Control: Financial Audits and Examination
Engagements

Considering a comprehensive internal
control framework such as Standards for

United States

Internal Control in the Federal wew@  Standards for

Internal Control

Government or Internal Control — in the Federal

Government

Integrated Framework can help auditors
identify the cause of findings and
develop recommendations

14
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Internal Control: Performance Audits

Auditors should document the significance of internal control to
performance audit objectives

a

o

significant to
audit
objectives?

N

Internal control

4

c.

Document and
Proceed

W

Reassess, as applicable, for new or refined objectives
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Internal Control: Performance Audits (continued)

Internal control significant to audit objectives =

» Obtain and document an understanding of internal control that is
significant to the audit objectives

» Assess and document internal control to the extent that it is significant
to the audit objectives

» Evaluate and document the significance of identified internal control
deficiencies to the audit objectives

» Consider potential internal control deficiencies when evaluating the
cause element of findings

» Indicate in the audit report that the audit did not consider all internal
control components, when applicable

16
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New Requirements for Addressing Waste

« Waste is the act of using or expending resources carelessly,
extravagantly, or to no purpose

« Waste involves the taxpayers not receiving reasonable value for
money in connection with any government-funded activities
because of an inappropriate act or omission by parties with
control over or access to government resources

 Waste can include activities that do not include fraud and abuse
and does not necessarily involve a violation of law

* Waste relates primarily to mismanagement, inappropriate
actions, and inadequate oversight

17
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New Requirements for Addressing Waste
(continued)

Auditor responsibilities related to waste

» Auditor responsibilities are intended to be consistent with
responsibilities related to abuse

» Auditors are not required to perform procedures to detect
abuse or waste

18
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Management Assertions

Guidance is revised to further explain that management assertions
are not required when conducting a GAGAS performance audit

19
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Where to Find the Yellow Book

e The Yellow Book is available on GAO’ s website at:

www.gao.gov/yellowbook B
Decomber 2011 Government
Auditing
. . Standards
* For technical assistance, contact us at:

vellowbook@gao.qgov
or call (202) 512-9535

20
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