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American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200

File Ref. No. 2210

April 3, 1975

To the Commission on Auditors’ 
Responsibilities

Enclosed are background materials on the operations of 
the AICPA’s Auditing Standards Division. One paper 
describes the objectives, responsibilities, functions, 
and authority of the Division and presents factual 
information on its present composition. The other paper 
lists the projects of the executive committee in the last 
ten years and identifies the inception, objectives, and 
disposition of those projects. The ten-year period is 
longer than the experience of present staff and committee 
members and the files on projects undertaken in earlier 
years are not complete. Consequently, the details 
concerning the inception of early projects may not be 
precise in every case.

D.R. CARMICH AEL

DRC:cys
Encls.





AUDITING STANDARDS DIVISION 

RESPONSIBILITIES, AUTHORITY AND STRUCTURE

INTRODUCTION
The Auditing Standards Division is the Institute’s 

policy-setting body on auditing and reporting matters. 
The Division’s auditing standards executive committee is 
the Institute’s oldest standing technical committee, created 
on January 30, 1939, when the Institute authorized the ap
pointment of a committee ”to examine into auditing procedure 
and other related questions....” (The name of the committee 

was changed from the committee on auditing procedure in 
1972.) In its 36 years of existence, 58 auditing statements 

and numerous audit guides and auditing interpretations have 
been issued.

The Division’s general sphere of activity is the 
independent auditor’s function of examining and reporting 
on financial statements, but its sphere of influence is 
much broader. No matter how carefully the Division adheres 
to the bounds of auditing, it inevitably affects the direc
tion of accounting principles. Of obvious effect are the 

numerous matters of disclosure covered in auditing pro
nouncements. Less obvious are the accounting ramifications 
of those pronouncements. For example, until the FASB promul
gates a pronouncement on the topic, the criteria for record
ing in financial statements the effects of events occurring 
after the balance sheet date are to be found in a Statement
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on Auditing Standards — not an APB Opinion.
At any given time, the Division has a wide variety 

of problems under consideration. Those problems range 
from questions of audit administration to those of public 
reporting. Currently, they include reporting on forecasts, 

reporting on price-level information, auditing related 
party transactions, using nonaccounting specialists, and 
the concept of "present fairly." The committee’s agenda 

also includes topics, such as the auditor’s responsibility 
for detecting irregularities and developing standards for 
auditor involvement in interim financial reporting, that go 
to the heart of the present debate on the CPA’s proper role 
in the financial community. 
STRUCTURE OF DIVISION

The Division consists of an executive committee, 
subcommittees, task forces, and staff having responsibility 
for the Institute’s activities in the area of auditing and 
reporting.

Auditing Standards Executive Committee. The executive 
committee as a senior technical committee is authorized to 
publish its views on its own authority without clearance from 
the AICPA’s Council or the Board of Directors. Pronouncements 
of other AICPA committees that include reference to auditing 
and reporting matters must be cleared with the chairman of 
the Division.
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The Division’s executive committee consists of 21 members, 
all of whom are members of the AICPA. At the present time, 19 
members are in public practice, one is an academician, and one 

is with the government. Traditionally, eight of the public 
practice seats are occupied by partners of the eight largest 
firms in the profession.

Members of the executive committee are appointed an

nually by the Chairman of the Board of the Institute, with the 
approval of the Board of Directors. Each member serves at 
the pleasure of the Chairman of the Board during his term in 

office and normally would not be reappointed more than twice. 
Terms of members are arranged so that normally no more than one- 
third would be new on the committee each year.

All committee members, including the chairman, serve on 
a part-time basis. Members are told on appointment that they 
should expect to devote about one-third of their time to the 
committee’s work. Many committee members are supported by an 
advisor, who usually attends committee meetings, and other 
support is provided by their respective firms. None of the 
work is compensated by the AICPA. Out-of-pocket expenses of 
members are reimbursed by the Institute if requested. Usually 
reimbursement is not requested.

Planning Subcommittee. The planning subcommittee is 
appointed by the chairman, consisting of the Division’s chair
man and other executive committee members, to act as a planning 
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and steering committee for the Division and to deal with 
administrative matters as appropriate. The subcommittee 
sets priorities and monitors the Division’s efforts.

Task Forces. Constituent task forces are appointed 
by the Division chairman as needed to develop and draft recom
mendations for consideration by the executive committee. Such 
groups usually include at least one executive committee mem
ber to act as chairman but may also include non-executive com
mittee members and non-Institute members, acting in a consul
ting capacity, whose expertise or views would be useful.

Subcommittees. Standing subcommittees that have a con
tinuing function, such as statistical sampling and stockbrok
erage, are appointed annually by the Institute’s Chairman 
of the Board. Subcommittee members serve at the pleasure of 
the Chairman of the Board during his term in office and usual
ly would not be reappointed more than twice. Terms of members 
are arranged so that normally no more than one-third would be 
new to the subcommittee each year. Most members are drawn from 
AICPA members in practice.

Other Task Forces. Other task force, such as insurance 
auditing, are appointed by the chairman of the Division to 
deal with auditing problems of a particular industry or type 
of practice. Frequently an industry task force is charged 
with preparing an audit guide. Task force members serve at 
the pleasure of the chairman during his term in office and 



- 5 -

they continue to serve until their charge is completed. 
Normally, members of industry task forces are not members 
of the executive committee. Most members are drawn from 
AICPA members in practice and they are usually specialists 
in the area relevant to the task force’s charge.

Staff. The staff is responsible for providing adminis

trative and technical assistance to the Division’s executive com
mittee, subcommittees, and task forces. The staff of the Auditing 

Standards Division, provided by the AICPA, is headed by a 
director. In addition, the present staff includes five mana
gers, one assistant manager, one consultant, and four clerical 

assistants. 
RESPONSIBILITIES AND AUTHORITY OF THE DIVISION

The Division has the authority to establish Institute 
technical policies in the areas of auditing and reporting 
standards which includes matters relating to generally accep
ted auditing standards, auditing procedures, practices and 
methods, and the form and content of auditors’ reports. The 

Division usually undertakes projects on its own initiative, 
with the direction of the planning subcommittee. The Division 
determines how to complete assigned tasks. The Division issues 
various forms of pronouncements in the areas of auditing and 
reporting. The more common forms are Statements on Auditing 
Standards, Auditing Interpretations, and Audit Guides.
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Statements on Auditing Standards. Statements on Aud
iting Standards establish enforceable standards to be adhered 
to by AICPA members. That authority is described as follows 
in Rule 202 of the Code of Professional Ethics:

A member shall not permit his name to be 
associated with financial statements in such a 
manner as to imply that he is acting as an 
independent public accountant unless he has 
complied with the applicable generally accepted 
auditing standards promulgated by the Institute. 
Statements on Auditing [Standards] issued 
by the Institute’s [auditing standards executive 

committee] are, for purposes of this rule, con

sidered to be interpretations of the generally 
accepted auditing standards, and departures from 
such statements must be justified by those who 
do not follow them.

Statements on Auditing Standards are the only authoritative 
auditing pronouncements comprehended by Rule 202. Other 
Division pronouncements are authoritative insofar as they ex
press what is considered the best professional thought on 
the particular subject, but they are not covered by Rule 202. 
Members that depart from the other pronouncements, however, 
may be called on to justify their departures should they be 
involved in litigation.
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A draft of a Statement on Auditing Standards is usually 
prepared for committee consideration by a task force created 

for that specific topic. If the executive committee approves 
public exposure of the draft, an exposure period of 60 days 

normally is allowed. Approximately 25,000 exposure drafts 
are mailed to various individuals and groups including all 

practice offices of firms that have Institute members and 
other interested parties, such as state societies, the SEC, 
and stock exchanges. Any individual will be placed on the in
terested parties list to receive exposure drafts of statements 
on request. After the 60 day exposure period, the task force, 

after considering the comments received, usually prepares a 
final draft for the executive committee's approval.

A two-thirds vote is required to publicly expose a 
draft Statement on Auditing Standards and to approve a Statement 
on Auditing Standards. For approval of a Statement, dissents 
are tallied for each paragraph separately. Thus eight dissents 
to a proposed Statement would not necessarily prevent issuing 
the Statement. Only if the eight dissenting votes pertain to 
the same paragraph or are dissents to the entire document would 
the Statement not be approved. Traditionally, however, very 

few Statements have been issued with more than a few dissents.
Auditing Interpretations. Auditing Interpretations deal 

only with matters on which the committee has previously pro
nounced and which seem to require some clarification.
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They are prepared by the staff and are published in 
the Journal of Accountancy. Before publication, they must 
be approved by the president of the AICPA, the chairman of 
the Division, and the director of the Division. Frequently, 
the chairman seeks the advice of selected members of the ex

ecutive committee or the entire committee.
Audit Guides. The Division prepares and issues guides 

that deal with auditing and reporting for particular circum
stances or industries that have unique characteristics that 
require special attention and consideration. Guides have 
been issued on various types of enterprises, such as saving 
and loan associations, investment companies, colleges and 
universities, and voluntary health and welfare organizations.

Audit Guides require the approval of two-thirds of the 
committee, subcommittees,or task forces that prepare the guide 
before submitting an exposure draft of a guide to the respec
tive senior technical committee. Clearance by the chairman 
of the auditing standards executive committee is required. 
He may seek the advice of a task force of the executive com
mittee before clearing a document. Clearance is based on a 
review of the proposed guide to determine whether it is con
sistent with public statements previously made or under con
sideration by the auditing standards executive committee. 
If the guide includes a description of accounting practices 
in the industry, it must also be cleared with the chairman 
of the accounting standards executive committee.
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Other Division Responsibilities, In addition to tech
nical policies on auditing and reporting, the Division is re
sponsible for the following:

1. Preparing comment letters to groups outside 
the AICPA, such as the SEC or other agen
cies or groups, concerning generally 
accepted auditing standards; auditing 
procedures, practices and methods; and 
the form and content of auditors' reports.

2. Clearance by the Division’s chairman of 

references to auditing and reporting matters 
included in pronouncements or statements to 

be issued by other AICPA divisions.
3. Maintaining liaison with other AICPA 

divisions concerning activities relating 

to auditing and reporting.
a. Commenting when requested on pronounce

ments of other divisions that may affect 
the work of the auditing standards ex
ecutive committee including: 

Accounting Standards 
Federal Taxation 
Federal Technical Liaison 
Management Advisory Services 
Professional Ethics



-10-

b. Initiating proposals to other divisions 
to develop pronouncements on matters that 
the Division believes need attention.

c. Requesting research projects to be 
carried out by the Technical Research 
Division.

FUNCTIONS OF STAFF
The staffs in fulfilling their responsibility of pro

viding technical and administrative assistance to the Divi
sion, is responsible for the following:

1. Provide direct support to the executive commit
tee, subcommittees, and task forces, including:
a. Gathering information relevant to Division's 

work and disseminating it.

b. Analyzing information relevant for committees, 
subcommittees and task forces.

c. Assisting in developing authoritative pronounce
ments by assisting in (1) planning the develop
ment of the pronouncement, (2) identifying the 
issues, (3) identifying alternative solutions, 
(4) assessing the need for research, (5) per
forming research, and (6) evaluating the ef
fect of specific recommendations on the profes
sion.
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d. Technical writing in preparing drafts of au
thoritative pronouncements and comment letters.

2. Coordinate, plan and administer the activities of 
the Division.

3. Establish and maintain effective communication with 
other divisions of the Institute.

4. Draft auditing interpretations.

Alert planning subcommittee and provide technical 
analysis when possible of developments that might 
affect the profession.

DIVISION SUBCOMMITTEES AND TASK FORCES
The Division’s executive committee is charged with 

continuing the development and interpretation of auditing 
standards. Subcommittees and task forces have been delegated 
responsibility for specific aspects of that charge.

The Division’s subcommittees are:
1. Planning
2. Relations with Actuaries
3. State and Local Government Auditing
4. Statistical Sampling
5. Stockbrokerage Auditing

The Division's task forces include:
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1. Defense Contract Agencies
2. Guide for Preparing Audit Programs
3. Health Care Institutions
4. Insurance Auditing

5. Program for Single Audit of Mortgage 
Bankers

In addition to those subcommittees and task forces, 
approximately two dozen executive committee task forces 
normally are working on projects, most of which are ex
pected to result in Statements on Auditing Standards. Pres
ent task forces are:

1. Common Trust Funds
2. Communications with Predecessor Auditors

3. Forecasts
4. Going Concern

5. Guide for Preparing Audit Programs
6. International Reporting

7. Interim Financial Information
8. Lawyers’ Letters
9. Nonaccounting Specialists

10. Noncompliance with Laws and Regulations
11. Operational and Management Auditing
12. Other Information
13. Present Fairly
14. Price-Level
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15. Prior Year’s Financial Statements
16. Proforma Financial Information

17. Purport to Present
18. Real Estate Investment Trusts

19. Related Parties
20. Responsibility to Detect Irregularities
21. Supervision—Field
22. Using the Work of Internal Auditors
23. Using the Work of Other Auditors 

AUTHORITATIVE PRONOUNCEMENTS
Below is a listing of the authoritative auditing pro

nouncements issued by the Division. Included in this listing 
are Statements on Auditing Standards, Audit Guides, and Audit

ing Interpretations. 
Statements on Auditing Standards 

No. 1 Codification of Auditing Standards and Procedures 
(November 1972).

No. 2 Reports on Audited Financial Statements (October 1974). 

No. 3 The Effects of EDP on the Auditor’s Study and Evaluation 
of Internal Control (December 1974).

No. 4 Quality Control Considerations for a Firm of Indepen
dent Auditors (December 1974).
The following proposed Statements on Auditing Standards 

are presently in the exposure stage:
1. Communication Between Predecessor and Successor 

Auditors (February 1, 1975)
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2. Other Information in Documents Containing 
Audited Financial Statements (March 15, 1975).

3. Related Party Transactions (March 15, 1975).

4. The Meaning of "Present Fairly in Conformity 
with Generally Accepted Accounting Principles” 
in the independent Auditor’s Report (March 1, 1975).

Other executive committee task forces are at various

stages of completion
Audit Guides

Seventeen guides have been issued by the Division.

They are as follows:
1. Audits of Banks, Including Supplement, Commit

tee on Bank Accounting and Auditing, 1969.
2. Audits of Brokers and Dealers in Securities, 

Committee on Stockbrokerage Auditing, 1973.
3. Audits of Colleges and Universities, Committee 

on College and University Accounting and Audit

ing, 1973.
4. Audits of Construction Contractors, Committee on 

Contractor Accounting and Auditing and the Com
mittee on Cooperation with Surety Companies, 
1965.

5. Audits of Employee Health and Welfare Benefit 
Funds, Committee on Health, Welfare and Pension 
Funds, 1972.
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6. Audits of Finance Companies, Committee on 

Finance Companies, 1973.
7. Audits of Fire and Casualty Insurance Com

panies, Committee on Insurance Accounting 
and Auditing, 1966; Statement of Position, 

Revision of Form of Auditor’s Report, Audit
ing Standards Division, July 1974.

8. Audits of Investment Companies, Committee on 

Investment Companies, 1973.
9. Audits of Personal Financial Statements, Com

mittee on Personal Financial Statements, 1968.

10. Audits of Savings and Loan Associations, Com
mittee on Savings and Loan Accounting and Aud

iting, 1973.
11. Audits of Service-Center-Produced Records, Com

mittee on Computer Auditing, 1974.

12. Audits of State and Local Governmental Units, 
Committee on Governmental Accounting and Aud
iting, 1974.

13. Audits of Stock Life Insurance Companies, Com
mittee on Insurance Accounting and Auditing, 
1972.

14. Audits of Voluntary Health and Welfare Organiza
tions, Committee on Voluntary Health and Welfare 
Organizations, 1974.
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15. Guide for Engagements of CPAs to Prepare 
Unaudited Financial Statements, Task Force on 
Unaudited Financial Statements, 1975.

16. Hospital Audit Guide, Committee on Health Care 

Institutions, 1972.

17. Medicare Audit Guide, Committee on Health Care 
Institutions, 1969.

The following audit guides are presently in process:
1. Government Contracting
2. Property and Casualty Insurance Companies 

(Revision)
3. Pension Funds
4. Philanthropic Organization

5. Stockbrokerage Auditing (Revision)
Auditing Interpretations

The following auditing interpretations were prepared 
by the staff and appeared in the Journal of Accountancy on 
the dates indicated:

1. Adherence to Generally Accepted Accounting 
Principles
a. Accounting Principles Recommended by 

Trade Associations (November, 1974)
b. Effect on the Auditor’s Opinion of FASB 

Statement on Research and Development 
Costs (December, 1974)
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2. Consistency of Application of Generally Ac
cepted Accounting Principles
a. Reporting on Consistency and Extraordinary 

Items (January, 1974)

b. Consistency of Interim and Annual Informa
tion (February, 1974)

c. Impact on Auditor’s Report of FIFO to LIFO 
Change in the Earliest Year Reported on 
(December, 1974)

3. Evidential Matter
a. Evidential Matter for Interim Information . 

(February, 1974)

4. Evidential Matter for Long-Term Investments
a. Evidential Matter for the Carrying Amount 

of Marketable Securities (January, 1975)
5. Evidential Matter for Receivables and Inventories

a. Evidence for Inventories at Interim Dates 
(February, 1974)

6, Reports on Internal Control
a. Scope of Special Study (January, 1973)
b. Explanatory Paragraph (January, 1973)

7. Reports on Internal Control Based on Criteria 
Established by Governmental Agencies
a. Pre-Award Surveys (January, 1973)
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b. Post-Award Surveys (January, 1973)
c. Audit Engagements (January, 1973)
d. Knowledge of Other Weaknesses (January, 

1973)
e. Limited Scope (January, 1973)
f. Statutory Reporting Requirements (January, 

1973)
8.Subsequent Events

a. Lawyers’ Letters (January, 1975)
9. Unaudited Financial Statements

a. Disclosure in Internal Use Unaudited State
ments (May, 1972)

b. Annual Report Disclosure of Interim Data 
(February, 1974)

c. Unaudited Financial Statements in Listing 
Applications (July, 1974)

The staff is currently preparing the following inter
pretations:

1. Alternative Procedures for Observation of 
Physical Inventories

2. Auditor’s Reports for Filing with Insurance 
Regulatory Agencies

3. Reports on Internal Control on Forms Prescribed 
by Municipal Agencies
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4. Subsequent Discovery of Misapplication of 

Generally Accepted Accounting Principles 
or Generally Accepted Auditing Standards
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