











llinois CPA Society

Martin H. Rosenberg Ernest R. Wish
Executive Director President

February 1, 1991

Mr. Douglas P. Sauter

Technical Manager

AICPA Auditing Standards Division
AICPA

1211 Avenue of the Americas

New York, NY 10036-8775

Exposure Draft - Proposed Statement on Auditing Standards
"The Confirmation Process"
File Reference #2371

Dear Mr. Sauter:

The Auditing Procedures and Accounting and Review Services
Committee of the Illinois CPA Society is pleased to submit its
response to the request for comments on the above Exposure Draft.

In certain sections of the proposed statement, references are made
to procedures which are required under generally accepted auditing
standards (e.g., the example presented in paragraph 8 regarding
confirmation of inventories held at public warehouses). We believe
that, where appropriate, reference should be made to the
appropriate section within the AICPA Professional Standards which
mandates the use of that procedure.

In discussing the conditions under which negative confirmation
requests may be used, a reference is made to a "low" assessed level
of control risk. SAS #55 does not introduce the term "low" in
describing the assessed level of control risk. The statement does
refer to "maximum" and "below maximum", and Appendix B of the
statement refers to the assessed level of control risk varying
along a range from "maximum to minimum". We believe that the
proposed statement should use terms consistent with those used in
SAS #55 or, alternatively, the term "low" should be defined within
the proposed statement.

Paragraph 25 of the proposed statement discusses factors associated
with the respondent to a confirmation which impacts the
effectiveness of the confirmation process. This paragraph states
that "Normally, the auditor is not obligated to search for
information relative to these factors." oOur committee believes
that the use of the word "normally" implies that under certain
circumstances the auditor is obligated to search for such
information. Prior auditing standards do not require any such
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procedure. If it is the AICPA’s intention to add this requirement
to the current standards, then additional guidance should be
included within the proposed statement. It is our opinion that
such a requirement should not be spelled out. Given the difficulty
of such a procedure, the word "normally" should be eliminated so
as to express the positive statement that such a search is not
required.

In many situations where the auditor requests positive
confirmations, sampling may result in the mailing of requests to
confirm relatively immaterial balances. The requirement in
paragraph 28 that "...the auditor should generally follow up with
a second and sometimes a third request..." may result in the
inefficient application of audit procedures. We believe that this
paragraph should be modified by the use of terminology such as "in
light of the availability and effectiveness of alternative
procedures, and the assessed level of audit risk..." This would
permit the auditor to deal with immaterial amounts according to his
or her judgement as to their implications to the assertion being
tested.

The above represents the views of the Illinois CPA Society rather
than that of any of the individual members of the Committee or any
of the firms or organizations with which they are associated.

Please do not hesitate to contact me at 708/291-9600 should you
need any additional information.

Very truly yours,
STEVEN F. SAWATSKI, Chairman

Auditing Procedures and Accounting
and Review Services Comnittee
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February 4, 1991

Douglas P. Sauter, CPA

AICPA Auditing Standards Division
File 2371

American Institute of CPAs

1211 Avenue of the Americas

New York, NY 10036-8775

Dear Mr. Sauter:

Re: Proposed Statement on Auditing Standards, The Confirmation
Process

One of the objectives that Council established for the Private Companies
Practice Section (PCPS) is to "provide a better means for member firms
to make known their views on professional matters, including the
establishment of technical standards." We are submitting these comments
in accordance with that objective.

Good, Practical Guidance

We commend the Auditing Standards Board for developing this practical
guidance which should be very useful to local practitioners, especially
the portions dealing with confirmation of single transactions and the
establishment of a rebuttable presumption regarding a requirement for
confirmation of accounts receivable. We believe, however, that some
clarification would be helpful in the following areas.

Negative Confirmations

Our discussions with Board and staff members indicated that the intent
of paragraph 20 1is to discourage reliance solely upon negative
confirmations except under very restrictive conditions. The (a)
condition requires an assessment of control risk at a "low" 1level, a
term currently not defined in SAS 55. We believe that the proposed SAS
could be clarified through the use of terminology which more closely
follows the guidance in SAS 55. Also, it would be beneficial to state
that the use of negative confirmations as a supplement to positive
confirmations may be an inexpensive means of providing additional audit
evidence.



Information About the Respondent

Paragraph 25 describes the characteristics of respondents which may
impact the effectiveness of the confirmation process, including the
respondent’s objectivity and freedom from bias with respect to the
audited entity. While it states that the auditor is not normally
obligated to search for such information, the proposed SAS offers no
guidance for auditors who become aware that such characteristics exist.
It would be helpful if the SAS were to include guidance for such
situations and when an auditor becomes aware oOf collusion between the
client and the respondent. A reference to SAS 53 might also be
appropriate.

A similar but far more common scenario for small firms relates to the
confirmation of related party transactions. We believe the SAS could be
significantly improved by including <guidance on increasing the
effectiveness of confirmations from related parties.

Confirmation of Accounts Receivable

As previously stated, we appreciate the establishment of a rebuttable
presumption that the confirmation of accounts receivable is a required
audit procedure. However, paragraph 32 does not make it clear that any
one of the three conditions 1listed would be sufficient to negate the
requirement to confirm. We suggest adding the underscored passage to
the sentence introducing the three conditions:

"...the auditor will request the confirmation of accounts
receivable during an audit unless any of the following conditions
exist --"

Also, paragraph 32 1is unclear as to when an auditor should apply
alternative procedures if any of the conditions described in the three
bullets exist. The conditions in the first and third bullets (i.e.
accounts receivable are immaterial, and the combination of low risk and
other procedures 1is sufficient) apparently do not require additional
audit procedures, while they may be needed when the condition in the
second bullet (the use of confirmations would be ineffective) 1is met.
We believe this section should make clear when alternative procedures
should be considered and perhaps refer the reader to paragraphs 29-30.

Effective Date

It appears customary for auditing standards to be made effective for
audits of financial statements for periods beginning on or after a
specified date. Local practitioners, for a variety of reasons, -are
often requested to audit short period financial statements.
Consequently, we are sometimes forced to implement new auditing
standards before we have an opportunity to become properly prepared to
do so. We would appreciate the Board’s consideration of making this and



all future pronouncements effective for audits of financial statements
for periods ending on or after a specified date.

* %* *

We appreciate this opportunity to present these comments on behalf of
the PCPS. Members of our Committee would be glad to discuss any aspect
of them with you or any Board representatives.

Sincerely,

Judith H. O’Dell, CPA
Chair
PCPS Technical Issues Committee

JHD:dt
File 2221

cc: Dan Guy
PCPS Executive and Technical Issues Committees
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SEC Practice Section

February 5, 1991

American Institute of
Certified Public Accountants

BOARD:

CPACC.

Auditing Standards Division
American Institute of CPAs

1211 Avenue of the Americas
New York, NY 10036

Re: Proposed Statement on Auditing Standards--The Confirmation
Process--File 2371

Gentlemen:

The staff of the Public Oversight Board supports the issuance
of a statement of auditing standards providing additional guidance
to practitioners on the use of confirmations. We have two
recommendations directed to clarifying the guidance included in the
exposure draft.

The exposure draft specifically addresses the confirmation of
accounts receivables in Paragraphs 32 and 33. However, guidance in
all other paragraphs of the exposure draft could be intended as
equally applicable to both the confirmation of accounts receivables
as well as confirmation of other accounts and transactions. This
is particularly true of Paragraphs 10-30. However, arguably the
broad guidance about the assessment of inherent risk and control
risk in Paragraphs 7-9 could be intended as relating only to
confirmations other than accounts receivable; since guidance about
the auditor's combined assessment of inherent risk and control
risk, as well as his consideration of other factors, when reaching
a decision whether to confirm accounts receivables is specific in
Paragraph 32. In any event, if the guidance in Paragraphs 7-9 was
intended to apply to accounts receivable confirmations, it is
redundant and furthermore, ncne of the examples in those paragraphs
involves accounts receivables. Therefore, we suggest Paragraph 32
and 33 be relocated in the document immediately after Paragraph 6
with the same heading "“Confirmation of Accounts Receivable."
Immediately after those two relocated paragraphs we suggest a
heading "Confirmation of Other Account Balances and Transactions,"
to be followed by Paragraphs 7-9. Paragraphs 10-30 would then be
clearly applicable to the entire confirmation process.

Paragraph 20 includes the sentence "In such cases, when the
auditor sends a large number of negative confirmation requests, the
auditor normally expects to receive some responses indicating
misstatements if such misstatements are widespread." We question
the placement of that sentence. Does the phrase "in such cases"
refer to the auditor giving consideration to performing other
substantive procedures as discussed in the preceding sentence or

A.A. SOMMER, JR., Chairman ~ ROBERT K. MAUTZ, Vice Chairman ~ ROBERT £, FROEHLKE ~ MELVIN R. LAIRD ~ PAUL W. McCRACKEN
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conditions (a), (b) and (c¢) as discussed in an earlier sentence?
The sentence in question does not appear to relate to any of the
foregoing discussion. Furthermore, the example sentence that
follows had no relationship to the sentence in question.

Sincerely,

E?QM?}‘£>‘4lbﬂiada1</mﬁl

Jerry D. Sullivan
Executive Director

JDS/mb
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February 12, 1991

Mr. Douglas P. Sauter

Technical Manager

AICPA Auditing Standards Division, File 2371
1211 Avenue of the Americas

New York, New York 10036-8775

RE: PROPOSED STATEMENT ON AUDITING STANDARDS -
THE CONFIRMATION PROCESS

Dear Mr. Sauter:

We are enclosing the comments of the New York State Society
of Certified Public Accountants in response to the above AICPA
exposure. draft. These comments were prepared by the Society's
Auditing Standards & Procedures Committee.

Thank you for your consideration.
Very truly yours,

et D WM

Walter M. Primoff, CPA
Director of Professional
Programs

WMP/er
enc.

cc: Accounting & Auditing Chairmen



We appreciate this opportunity to provide our
observations and recommendations on the exposure draft
entitled Proposed Statement on Auditing Standards - The
Confirmation Process.

Paragraph 7.

The next to last sentence that begins with the word
“"Furthermore, " addresses unusual and complex transactions.
This appears to be redundant. The first two sentences of the
paragraph addressed inherent and control risk. It would seem
that unusual and complex transactions are transactions that
have high inherent risk. Since the statement already says
that when there is increased inherent risk, the auditor
should consider using confirmations, it would seem that
saying the auditor should consider using confirmations for
complex and unusual transactions is saying the same thing
again.

Paragraph 10.

The paragraph addresses the assertions in SAS No. 31.
It has been the opinion of many auditors that the assertions
of cut off and accuracy are missing from that SAS. Mentioning
these assertions creates yet another standard that will need
to be corrected when SAS No. 31 is revised. The statement
should just make general allusion to those assertions and not
mention them by name.

Paragraph 14.

SAS No. 53, paragraph 21 attempts to define professional
skepticism. It does not address a questioning attitude
directly, instead it states that if the results of a test
vary from expectations, the auditor should re-assess risk.
This paragraph should indicate that confirmations should be
designed in such a way that respondents will be easily able
to express and explain exceptions. This would give the
auditor opportunity to exercise professional skepticism by
eliciting exceptions.

Paragraph 20.

The last sentence ends with the phase, "past experience
indicates that the recipients consider the reguest."” This
appears to be at odds with point (¢) which states, " the
recipients of the requests are unlikely to give them adequate
consideration.” The last sentence needs to be changed to be
consistent or made more clear.

Faracraph 28.

Sending second reguests has been procedure used by most
zuditors. This paragraph should contain an explanation as to
why; for example, it is cheaper to send another confirmation
to increase the probability of a response than to perform

alternative procedures. This guidance would be helpful in the
decision to send second or more requests.



Paragraph 33.

This paragraprh ends with the phrase "this presumption.”
Because of the amount of verbiage between this word and the
the word "presumed,” it refers to in paragraph 32, it would
be better to say "this presumption that the evidence obtained
from third parties will provide higher-quality audit evidence
than that which is typically available from within the
entity.

Paragraph 34.

“"Permissible” should be changed to "encouraged” to give
a more positive reinforcement of the guidance provided in
this standard.
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February 21, 1991

Donald L. Neebes, CPA
Chairman

Auditing Standards Board
American Institute of CPAs
1211 Avenue of the Americas
New York, NY 10036-8775

Subject: Exposure Draft Proposed Statement on Auditing Standards
The Confirmation Process (November 13, 1990)

Dear Mr. Neebes:

The SEC Practice Section of the AiCPA Division for CPA Firms

established the Quality Control Inquiry Committee ("QCIC") to assist

in the section's efforts to improve the quality of practice before

the Securities and Exchange Commission. One objective of the QCIC's

investigative procedures is to determine if a reconsideration ofb
relevanf professional standards is warranted. In that connection,

the QCIC has reviewed the above mentioned Exposure Draft (the

"Draft"), proposed by the Auditing Sfaﬁdards Board ("ASB"). The QCIC
believes thé Draft represents a significant improvement over present
standards. Moreover, the QCiC has s&me further observations on this

subject that the ASB may wish to consider. The following comments

are based on the QCIC's consideration of litigation matters that have

been on its agenda and supplement the discussions we have previously

had on this subject.






