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For Reference
Do Not Take
From the Library

June 10, 1993 : File Ref. No. 1120
4568

To the Auditing Standards Board:

Re: Exposure Draft 6f proposed SOP, Using the Work of a
Specialist :

Here are comment letters received to date on the proposed SOP,
Using the Work of a Specialist. We should be receiving future
comment letters since the deadline is June 30, 1993.

Name/Affiliation : _ Location
1. Timothy Durbin, CPA . Detroit, MI

Arthur Andersen & Co.

2. Don M. Pallais, CPA Richmond, VA
Own Account

3. Joseph F. Yospe, CPA Roseland, NJ
Auditing & Accounting Standards
Committee of the NJ Society of
CPAs

—

Sincerely,

ans

€annie M. Summo
Technical Manager
Auditing Standards Division

JMS/1s
Enclosures



ARTHUR
ANDERSEN

ARTHUR ANDERSEN & CO SC

May 5, 1993 ) Arthur Andersen & Co.

Ms. Jeannie Mebus, Technical Manager

Auditing Standards Division One Detroit Center

American Institute of Certified Public Accountants 500 Woodward Avenue
N Detroit MI 48226-3424
1211 Avenue of the Americas 313 596 9000

New York, New York 10036-8775

Re: File 4568

Dear Jeannie:

This letter is in response to the proposed Statement on Auditing Standards, "Using the Work of a
Specialist.”

We support the proposed standard for using the work of specialists, and believe it is a considerable
improvement over the original pronouncement. We do have a number of suggestions to improve and
clarify the guidance contained in the proposal. Many of these represent a collection of ideas or notes
from other meetings, in which questions have arisen that should probably be addressed by the task
force. These suggestions are set forth in the remainder of this letter.

¢ Footnote 1 acknowledges the auditor's capabilities concerning income tax matters. In view of
the auditor's knowledge of, and the increasing importance of, taxes other than income taxes
such as sales and use, property, payroll (perhaps even value added?), should the footnote be
revised so that it's not limited to income taxes? '

¢ During an April meeting with representatives of the American Bar Association, I understand an
issue was raised concerning the interaction of SAS No. 54 and SAS No. 11. Specifically, when an
auditor consults with a client's legal counsel regarding a possible illegal act pursuant to
paragraph 10a of SAS No. 54, the guidance in.SAS No. 12 does not apply. Does footnote 2
satisfactorily address their concern?

¢ Footnote 5 could be expanded to encompass audits of special presentations such as elements or
accounts of financial statements.

e Paragraph 3a cites valuation of restricted securities as an example of a situation requiring
special skill or knowledge. I understand that the guidance in the audit guide for investment
companies appears to exempt applying SAS No. 11 to audits of these entities. If this is an issue,
perhaps either the audit guide should be amended, or a footnote added to the SAS.

e In paragraph 3, consider adding an example of environmental cleanup costs, to highlight the
growing importance of, and difficulty of auditing, such costs.

* DParagraph 6 discusses circumstances where a client can influence the specialist. Don't we have a
similar issue if the specialist owns stock in the client, and can therefore “influence" the client?
Do we need to provide guidance?



ARTHUR
ANDERSEN

ARTHUR ANDERSEN & CO, SC

Ms. Jeannie Mebus, Technical Manager
Page 2
May 5, 1993

¢ In paragraph 9:

¢ The third sentence states "The auditor should consider whether the specialist's findings
support the related representations in the financial statements and, depending on the
auditor's assessment of control risk, make appropriate tests of accounting data provided by
the client to the specialist (emphasis added). What about data used by the specialist that is
not provided by the client? Is an auditor only responsible for testing accounting data when
the client provides it? Paragraph 38 of FASB Statement No. 106 (copy attached) provides
that an actuary may use actual claims experience of other employers in the absence of
sufficiently reliable experience at the auditor's client. It further acknowledges that such
claims experience may be developed and maintained by insurance companies or actuarial
firms. I understand that some actuarial firms do maintain such data bases, and use these in
the FAS 106 calculations for certain of their clients. It seems that an auditor may have some
responsibility to test such information, just as he or she would if that data were provided by
the client. It also seems that the best place to provide guidance on this issue is in this
Statement, and not SAS No. 70 or somewhere else.

e Further, in the above underscored phrase from paragraph 9, should "accounting data" be
changed to "data"? Is the word "accounting” too restrictive in this context?

e Finally, and also in paragraph 9, the addition of the phrase "depending on the auditor's
assessment of control risk” seems to imply that the auditor would not have to test the
accounting data if control risk was assessed below the maximum. Perhaps the guidance
would be clearer if this sentence read, "The auditor should consider whether the specialist's
findings support the related representations in the financial statements and make
appropriate tests of accounting data provided by the client to the specialist, the extent of
which will depend on the auditor's assessment of control risk."

e At the April 1993 meeting of the Board, Jerry Sullivan mentioned practice problems with SAS
No. 11 encountered by the Public Oversight Board. Specifically, he said that, in their view,
auditors generally do not have the ability (training or expertise) to obtain an understanding of
methods and assumptions used, and to assess the comparability of methods between years.
Many may not fully understand the requirement that the “auditor should obtain an
understanding of the methods and assumptions used by the specialist to determine whether the
findings are suitable for corroborating the representations in the financial statements." If the
Board believes that this wording creates an unacceptable risk that the auditor would be held
responsible for the reasonableness of the specialist's methods and assumptions, perhaps the
second sentence in paragraph 9 could be revised to read, "The auditor should obtain an
understanding of the methods and assumptions used by the specialist, and based on that
understanding, consider whether they appear to be obviously inappropriate in the
circumstances.”



ARTHUR
ANDERSEN

ARTHUR ANDERSEN & CO SC

Ms. Jeannie Mebus, Technical Manager
Page 3
May 5, 1993

¢ When the Board gets closer to finalizing this SAS, it should consider whether the proposed
effective date needs to be changed. Certain aspects of this standard apply to the planning stage
of the audit; therefore, we should not impose an effective date for audits relating to financial
statement periods for which the planning phase may have already been performed.

We would be pleased to discuss our comments and suggestions in more detail at your convenience.

Very truly yours,

ARTHUR ANDERSEN & CO.

Ao

Timothy E. Durbin

By

Enclosure
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36. The assumed per capita claims cost by age is the annual per capita cost, for
periods after the measurement date, of providing the postretirement health care
benefits covered by the plan from the earliest age at which an individual could be-
gin to receive benefits under the plan through the remainder of the individual’s life

- or the covered period, if shorter. The assumed per capita claims cost shall be the

best estimate of the expected future cost of the benefits covered by the plan.!5 It
may be appropriate to consider other factors in addition to age, such as sex and
geographical location, in developing the assumed per capita claims cost.

37. Past and present claims data for the plan, such as a historical pattern of gross
claims by age (claims curve), should be used in developing the current per capita
claims cost to the extent that those data are considered to be indicative of the cur-
rent cost of providing the benefits covered by the plan. Those current claims data
shall be adjusted by the assumed health care cost trend rate. The resulting assumed
per capita claims cost by age, together with the plan demographics, determines the
amount and timing of expected future gross eligible charges.

38. In the absence of sufficiently reliable plan data about the current cost of the
benefits covered by the plan, the current per capita claims cost should be based,
entirely or in part, on the claims information of other employers to the extent those
costs are indicative of the current cost of providing the benefits covered by the
plan. For example, the current per capita claims cost may be based on the claims
experience of other employers derived from information in data files developed by
insurance companies, actuarial firms, or employee benefits consulting firms. The
current per capita claims cost developed on those bases shall be adjusted to best
reflect the terms of the employer’s plan and the plan demographics. For example,
the information should be adjusted, as necessary, for differing demographics, such
as the age and sex of plan participants, health care utilization patterns by men and
women at various ages, and the expected geographical location of retirees and their
dependents, and for significant differences between the nature and types of bene-
fits covered by the employer’s plan and those encompassed by the underlying data.

39. The assumption about health care cost trend rates represents the expected an-
nual rates of change in the cost of health care benefits currently provided by the
postretirement benefit plan, due to factors other than changes in the demographics
of the plan participants, for each year from the measurement date until the end of
the period in which benefits are expected to be paid. Past and current health care

151¢ significant, the internal and external costs directly associated with administering the postre-
tirement benefit plan alsq should be accrued as a component of assumed per capita claims cost.
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11127 Sithean Way Richmond, Virginia 23233C

. DON M. PALLAIS, CPA

Telephone: (804) 360-4279
Telecopier: (804) 360-5963

May 10, 1993

Ms. Jeanne Mebus
Technical Manager

Auditing Standards Division
File 4568

AICPA

1211 Avenue of the Americas
New York, NY 10036-8775

Dear Jeanne:

| appreciate the opportunity to comment on the proposed SAS, Using the Work of a

" Specialist. | question the need to issue a new SAS to address what seems to be fairly
minor adjustments to SAS No. 11. However, if the Board chooses to complete this
project it should consider the following suggestions.

| find footnote 3 confusing. As written, paragraph 1b suggests that it a member of my

/ staff provides advisory services to a client the results of that service fall under the
standard, but if | also put that person on my staff for the audit engagement, the results
of that service no longer fall under the SAS. Similarly, under 1c a stranger | hire falls
under the SAS but a similar individual in my employ doesn’t. | recognize that this
attempts to replace the 1979 interpretation on the matter, but it doesn’t clarify the
matte; if anything it confuses it more. What's missing is a rationale: Is there a
difference between evidential matter supplied apart from an audit and the evidence
the auditor develops during the audit? |s there a difference between work done by
someone on the auditor’s payroll and someone who contracts on in the manner of
paragraph 1c? ‘

| presume paragraph 4 is intended to require the auditor to consider the matters listed,
however the opening sentence is indefinite. | suggest changing that sentence to read:
/ The auditor should evaluate the professional qualifications of the specialist to
determine that the specialist possesses the necessary skill and knowledge in the
particular field.

/ Footnote 6 implies that documentation of this understanding is required. Since there
is no requirement to document the understanding about the nature of the audit
engagement itself, | suggest deleting this footnote.

If the Board intends to adopt the requirement in SOP 92-4 (footnote 8) it should do so
v in a straightforward manner. The SOP cannot overrule the requirements of an SAS,



as this footnote implies. Rather, the footnote should read:
In the specific situation involving insurance entities loss reserves an outside loss
reserve specialist, that is, one who is not an employee or officer of the client, should
be used. For more information see Statement of Position 92-4.

Sincerely,
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NISCPA%

New Jersey Society of Certified Public Accountants

OFFICERS

PResIDENT
Z. THADDEUS ZAWACK!

HouwoeL June 1, 1993

Presioent-ELecT
Tromas J. CaReY
Cotts Neck

ImmeniaTE PasT PRESIDENT
James P. Hannon

Wo00BRIDGE

Vics Pacsioenrs Ms. Jeanne Mebus, Technical Manager
Eoison Auditing Standards Division
Vbl File Reference No. 4568

Looy ) Soueren AICPA

ALLan D. WEINGARTEN 1211 Avenue of the Americas

Sroar Hus New York, New York 10036-8775

Eomuno C. WEiss, Jr.
PaRsipPANY

3)

425 Eagle Rock Avenue
Roseland, New Jersey 07068
(201) 226-4494

Fax (201) 226-7425

SECRETARY

JerFrey P. BoLson

me,,':: b RE: Proposed Statement on Auditing Standards entitled "Using the Work of a
}li?s: lﬁN L;Aeowmsmo Sp e cialist“

Executive DirecTor
Rosert L. GARRTY

CHATHAM

Mo & Baen =" Dear Ms. Mebus:

Lrrrie Faus

TRUSTEES

AnTHONY J. Acemi . . . .

:'L‘ZOBJ“"S"MM The Auditing and Accounting Standards Committee (the "Committee") of the New
Nuriey Jersey Society of Certified Public Accountants ("NJSCPA") is pleased to submit its
VoD, B comments on the AICPA’s proposed Statement on Auditing Standards entitled
e "Using the Work of a Specialist" (the "Statement" or the "exposure draft"). The
Ravmonp J. Broex views expressed in this letter represent the majority of the members of the

Onamo Committee and are not necessarily indicative of the full membership of the

James R. D’Arcy, Jr.

LT NISCPA.

Jonn F. DaiLey, Jr.
VOORHEES

el \/The Committee is generally supportive of the issuance of a final standard based on
Crances J. DeMeota the exposure draft. However, as noted in the remainder of this letter, we are

WAavNe

Gieert P. DorFMaAN
GLen Rock

SHaroN L. LamonT

concerned about one aspect of how a specialist is defined in the exposure draft.

PrinceTon The Committee believes that paragraph one of the proposed Statement should not

it include a specific reference to actuaries as an example of a specialist. That

Moo A-Losenzo 7 reference is too general since many auditors have the necessary skills concerning

Joseen P. Lownev the disclosures and the actuarial assumptions inherent in FASB Statement Nos. 87,
LEY . .

Son Lustonoen 88, 106, and 112. If the language in the exposure draft was adopted in the final

Morarown Statement, auditors would be required to ascertain that actuaries possess the

Suzanne P. RosensLum

HicHTsTown necessary skills and knowledge before the auditor could rely on a confirmation or

Eramne G. Rutman
Ocean

Joun E. Strypesky
LINDEN

GeraLo N. TucH
NortH CALDwWELL

Benuamin YAZERSKY
Hosoken
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NISCPA Comment Letter, Cont.

an actuarial valuation report. This may be unnecessary based upon the skills and
training of the individual auditor. '

We believe that the final Statement should state that based upon an individual

auditor’s training and experience, an actuary performing standard actuarial

calculations related to FASB postretirement and postemployment benefits should not
always be considered a "specialist.” This could be referred to in the same way as
the reference to the scope exclusion of attorneys responding to standard letters of
audit inquiries. Naturally, if an auditor does not have the appropriate skills or
training regarding specific actuarial calculations, the actuary should then be
considered a specialist.

In summary, the final Statement should specify that there are situations when an
actuary would not be considered a specialist from an Statement of Auditing
Standards No. 11 perspective.

We appreciate your consideration of our comments. If you would like clarification
on any of the points addressed in this comment letter, please do not hesitate to call.

Sincerely,

ol

Joseph F. Yospe
Chairman, Auditing and
Accounting Standards



June 23, 1993

To the Auditing Standards Board:

For Reference
Do Not Take
From the Library

File Ref. No. 1120
4568

Re: Exposure Draft of proposed SOP, Using the Work of a

Specialist

Here are additional comment 1letters received to date on the
proposed SAS, Using the Work of a Specialist.

Name/Affiliation

4. Douglas R. Norton, CPA
State of Arizona
Office of the Auditor General

5. Edward J. Leonard, CPA
Accounting Principles and
Auditing Committee of the
Florida Institute of CPAs

6. Thomas H. McTavish, CPA
State of Michigan
Office of the Auditor General

7. Margaret Kelly, CPA
State Auditor of Missouri

8. Peter L. McClintock, CPA

U.S. Small Business Admin.
Office of Inspector General

Sincerely,

annie M. Summo
Technical Manager
Auditing Standards Division

JMS/1s
Attachment

Location

Phoenix, Arizona

Tallahassee, Florida

Lansing, Michigan

Jefferson City, Michigan

Washington, DC



STATE OF ARIZONA
DOUGLAS R. NORTON, CPA OFFICE OF THE DEBRA K. DAVENPORT, CPA

AUDITOR GENERAL OEPUTY AUDITOR GENERAL

AUDITOR GENERAL
June 8, 1993

Ms. Jeanne Mebus, Technical Manager

Auditing Standards Division

File-4568

American Institute of Certified Public Accountants
1211 Avenue of the Americas

New York, New York 10036-8775

Re: Exposure Draft - Proposed Statement on Auditing Standards - Using the
Work of a Specialist

Dear Ms. Mebus:

We have reviewed subject exposure draft and offer the following comment
for your consideration.

Paragraph 4 lists background information that the auditor should consider

in evaluating the professional qualifications of the specialist. We
v//’suggest also advising the auditor to consider inquiry of the licensing
board, if relevant, as to whether any unresolved complaints have been
lodged against the specialist.

If you have any questions concerning this response, please contact David
I. Williams or Mina Van Dyne of the Professional Practice Group of my
Office at (602) 255-4385.

Sincerely,

D @ R. Norton
Auditor General

DRN/gf
cc: Cindy Upton, NSAA

2700 NORTH CENTRAL AVENUE +» SUITE 700 « PHOENIX, ARIZONA 85004 « (602) 255-4385 « FAX (602) 2&&.12&1



FLORIDA INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTSQ

325 WEST COLLEGE AVENUE @ P.O. BOX 5437 « TALLAHASSEE, FLORIDA 32314
TELEPHONE (904) 224-2727 ® FAX (904) 222-8190

June 7, 1993

Jeanne Mebus, Technical Manager
~ Auditing Standards Division

File 4568

AICPA

1211 Avenue of the Americas

New York, NY 10036-8775

The Accounting Principles and Auditing Standards Committee of the Florida Institute of
Certified Public Accountants (the "Committee") has reviewed and discussed the Exposure Draft
dated April 7, 1993 of a Proposed Statement on Auditing Standards entitled "Using the Work
of a Specialist".

General Comment

The Committee generally agrees with the content of the exposure draft and the editorial
/ corrections made to the existing literature. In addition, the inclusion of the interpretations in the
text of the document was favored as raising the level of importance of the material contained

therein.

Specific Comment

Paragraph 5 indicates that there should be an understanding among the auditor, the client and
the specialist which delineates, among other matters, the relationship of the specialist to the
/ client. Footnote 6 indicates that the documentation of the matters discussed could take the form
of a letter or could be covered in the specialist’s report. The Committee suggests that a form
of representation letter be included in the final statement that incorporates the requirements of
paragraph 5.



Jeanne Mebus, Technical Manager
Auditing Standards Division

June 7, 1993

Page Two

The members of the Committee appreciate the opportunity to comment on this Exposure Draft.
We are prepared to discuss any questions you may have concerning our response.

COMMITTEE ON ACCOUNTING PRINCIPLES
AND AUDITING STANDARDS

Edward J. Leonard, Chairman
(813) 748-1040

Members Coordinating Response:
Michael O’Rourke (305) 379-7000
Daniel Spivak (305) 667-3500

EJL\FICPA-dm\minuics.mtg



STATE OF MICHIGAN
OFFICE OF THE AUDITOR GENERAL

201 N. WASHINGTON SQUARE
LansING, MicHiGaAN 48913

(517) 334-8050 THomas H. McTAvisH, C.PA.
Fax (517) 334-8079 AupiTor GENERAL
June 11, 1993

Ms. Jeanne Mebus

Technical Manager

Auditing Standards Division (File 4568)

American Institute of Certified Public Accountants
1211 Avenue of the Americas

New York, New York 10036-8775

Dear Ms. Mebus:

We have reviewed the Exposure Draft of the proposed Statement on Auditing
Standards, entitled Using the Work of a Specialist. We generally agree with the
proposed guidance in the Exposure Draft; however, we do have two specific
comments for consideration by the Auditing Standards Board. We have presented
these comments in paragraph sequence to simplify your review process.

1. Paragraph 5 lists six items that should be covered in the understanding
between the auditor, the client, and the specialist regarding the nature of the
work. Item d. specifically states that the understanding should cover "A
comparison of the methods or assumptions used with those used in the
preceding period." In theory, this proposed guidance appears sound.
However, in practice, the auditor may use the work of some specialists (such
as appraisers) only occasionally and the work of other specialists (such as
actuaries) periodically but less than annually. Therefore, for consistency with
the actual practice of using some specialists infrequently, we suggest that
Paragraph 5, Item d. be revised to read "A comparison of the methods or
assumptions used with those used in the preceding period or preceding
engagement, if appropriate.”

2. . Paragraph 13 states that "The auditor may, as a result of the report or

- findings of the specialist, decide to add explanatory language to her or her
standard report or depart from an unqualified opinion. Reference to and
identification of the specialist may be made in the auditor’s report if the
auditor believes such reference will facilitate an understanding of the reason
for the explanatory paragraph or the departure from the unqualified opinion."
To provide the auditor with more specific guidance, we suggest that
Paragraph 13 be expanded to include examples of the explanatory language,
the departure from an unqualified opinion, and the reference to and
identification of the specialist in the auditor’s report.

@



Ms. Jeanne Mebus
Page 2
June 11, 1993

We appreciate the opportunity to comment on this Exposure Draft. Should you
have any questions, or desire further details on our comments, please contact me
or Jon A. Wise, C.P.A., Director of Professional Practice.

Sincerely,
T aian W AT

Thomas H. McTavish, C.P.A.
Auditor General




MARGARET KELLY, GPAV June 10, 1993

AN

~N

STATE AUDITOR OF MISSOURI

JEFFERSON CITY, MISSOURI 65102

STATE AUDITOR (314) 751-4824

Ms. Jeanne Mebus

Technical Manager

Auditing Standards Division, File 4568

American Institute of Certified Public Accountants
1211 Avenue of the Americas

New York, New York 10036-8775

Dear Ms. Mebus:

We have reviewed the proposed Statement on Auditing Standards (SAS) entitled Using the
Work of a Specialist, which would supersede SAS No. 11 of the same name.

We support the issuance of the proposed Statement and have no significant modifications to
suggest. Among the Statement’s changes that should be particularly helpful to auditors are:

1. Reorganization and clarification of the guidance on applicability of the Statement (paragraph 1
and footnote 5 to paragraph 2).

2. Expanded examples of audit situations that may require special skill or knowledge (paragraph
3).
3. Clarification of procedures to be performed by the auditor regarding the specialist’s

relationship to the client (paragraphs 6-8).

Based on the nature and scope of the changes in the proposed Statement, we also believe the
implementation date indicated in paragraph 14 to be reasonable.

We appreciate the opportunity to comment on the proposed Statement. If you have any
questions regarding our comments, please contact Myrana Gibler, Audit Manager, of my staff at (314)
751-4213.

Sincerely,

Margaret Kelly, CPA
State Auditor

MK :sb



U.S. SMALL BUSINESS ADMINISTRATION
OFFICE OF INSPECTOR GENERAL
AUDITING DIVISION
Washington, D.C. 20416-4112

JON 17

Ms. Jeanne Mebus, Technical Manager

Auditing Standards Division, File 4568

American Institute of Certified Public Accountants
1211 Avenue of the Americas

New York, N.Y. 10036-8775

Dear Ms. Mebus:

We reviewed the proposed statement on auditing standards (SAS) regarding the use of
the work of a specialist. We agree with the proposed revised statement, and would like to
v/ suggest that you include an additional example under the "valuation” skill/knowledge.

In paragraph 3a of the proposed revised SAS, we suggest that you include: "portfolio
securities whose values are determined in good faith by the company's board of directors. "
\/ The addition of this phrase would incorporate the investment companies' industry, which
frequently value their investments based on good faith estimates by the board of directors in
the absence of readily ascertainable market values.

If you have any questions, or would like additional information, please call
Mr. John E. Dye, CPA, Deputy Assistant Inspector General for Operational Support Services
(Auditing) on (202) 376-6620.

Sincerely,

e 1 (oot

Peter L. McClintock
Assistant Inspector General for Auditing



For Reference
Do Not Take
From the Library

June 30, 1993 File Ref. No. 1120
4568

To the Auditing Standards Board:

Re: Exposure Draft of proposed SAS, Using the Work of a
Specialist

Here are additional comment 1letters received to date on the
proposed SAS, Using the Work of a Specialist.

Name/Affiliation Location
9. Walter M. Primoff, CPA New York, NY

New York State Society of CPAs

10. John C. Jones, CPA Washington, DC:
U.S. Environmental Protection
Agency

11. Michael J. Thibault, CPA Alexandria, VA
Defense Contract Audit Agency

12. Deloitte & Touche : Wilton, CT

13. Coopers & Lybrand New York, NY

Sincerely,

annie M. Summo
echnical Manager
Auditing Standards Division

JMS/1s
Attachment



AURLL GORDON, CPA PRESIDENT

ARILYN A. PENDERGAST, cPa PRESIDENT-ELECT
ALLEN L. FETTERMAN, cpA VICE-PRESIDENT
GEORGE T. FOUNDOTOS, cpA VICE-PRESIDENT _
NEIL A. GIBGOT, cpa - VICE-PRESIDENT
MARY B. MOLLOY, cpa VICE-PRESIDENT
EDWARD J. HALAS, cra SECRETARY
LAURENCE KEISER, cpa TREASURER
ROBERT L. GRAY, cra EXECUTIVE DIRECTOR

Ms. Jeanne Mebus
Technical Manager

- Auditing Standards Division
File 4568
AICPA

- 1211 Avenue of the Americas
New York, NY 10036-8775

NEW YORK STATE SOCIETY. s

OF {7
CERTIFIED PUBLIC ACCOUNTANTS
200 PARK AVENUE

NEW YORK, NY 10166-0096

212 973-8300

TELECOPIER 212 972-5710

Re: grogosed Statement on Auditlng standards - Using the
Work of a Specialist (Supersedes SAS No. 11, Usin

B ‘ ' the Work of a Specialist)

Dear Ms. Mebus:

We are enclosing the comments of the New York State Society of
Certified Public Accountants in response to the above Proposed

Statement on Auditing Standards.

These comments were. prepared by

the Society’s Auditing Standards and Procedures Committee.

If you have any questions regarding the comments, please call
me and I will arrange for someone from the committee to contact

you.

Thank you‘for your consideration.

WMP:j2
Enclosure

| Very truly yours,

Walter M. Prlmoff CPA
Director, Profess:.onal Programs

cc: Accounting & Auditing Committee Chairmen
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AICPA Auditing Standards Division, File 4568

COMMENTS OF THE AUDITING STANDARDS AND PROCEDURES COMMITTEE OF THE
NEW YORK STATE SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS ON THE
EXPOSURE DRAFT DATED APRIL 7, 1993, OF A PROPOSED STATEMENT ON
AUDITING STANDARDS TITLED '"USING THE WORK OF A SPECIALIST"

The comments of the Auditing Standards and Procedures Committee on
the subject Exposure Draft deal with specific matters discussed in
the Draft and are sequenced in the order found therein.

Paragraph 1, Footnote 1

The reference in the footnote to the auditor’s knowledge concerning
income tax matters which permits him to be deemed a specialist is
considered a useful and appropriate clarification. However, to
distinguish between the knowledge an auditor employs when he/she is
primarily an income tax specialist as contrasted to that which an
auditor employs in the course of a typical audit of the entire
financial statements, the Committee feels that a definition of an
“"income tax specialist" would be useful.

Paragraph 1b, Footnote 4

The reference in paragraph 1b to a firm’s specialists providing
advisory services and the related impact on independence in
footnote 4 should be clarified, perhaps through the addition of
examples. In that connectlon, the Committee suggests that the
information provided in Auditing Interpretation No. 2 of Sec. 336
(quoted on pages 9 and 10 of the Draft), rather than being deleted
as proposed, should be edited and incorporated in footnote 4.

Paragraphs 6 through 8

These paragraphs are helpful in their approach to clarifying what
an auditor should do when the specialist has a relationship to the
client and the auditor believes that the relationship might impair
the specialist’s objectivity. However, on more specific aspects of
these paragraphs, the following comments are relevant.

Paragraph 6, Footnote 7

It is the view of the Committee that the footnote should include
the situations discussed in footnote 1 of SAS No. 45, rather than
solely making reference to that SAS. In this particular case,
avoiding a need for the reader to refer to another document makes
the proposed statement more "user friendly."
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Paragraph 7, Second Sentence

The application of this sentence to practice would be enhanced if
an example, or examples, were provided describing the circumstances
when the work of a specialist, who has a relationship with the

V/’client, would be acceptable.

Paragraph 8, Second Sentence

The requirement for the auditor to perform'additional procedures
_with respect to some or all of a specialist’s assumptions, methods,

v~ or findings is considered by the Committee to beg the question as

to what some of those procedures might be. An example, or
examples, should be provided.

Further, if the auditor believes that the relationship between the
" client and the specialist might impair the specialist’s objectivity
and the auditor has assessed the inherent risk associated with the

v//'matter at issue as significant, the Committee suggests that the

v

auditor should be required to engage an independent specialist to
perform any additional procedures with respect to some or all of
the specialist’s assumptions, methods, or findings to determine
that the findings are not unreasonable.

Paragraph 9, Fourth Sentence

The referenced sentence reads as follows: "Ordinarily, the auditor
would use the work of the specialist wunless the auditor’s
procedures lead him or her to believe that the findings are
unreasonable in the circumstances." This sentence presumes, among
other considerations, that the auditor has adequate knowledge of
the appropriateness and completeness of the accounting data
provided by the client to the specialist and also has a degree of
expertise sufficient to obtain an understanding of the methods and
assumptions used by the specialist for the auditor to feel
comfortable, after applying those procedures, in assessing the
reasonableness or unreasonableness of the findings. The referenced
sentence connotes a degree of expertise which seems to go beyond
that expected of the typical auditor, as expressed in paragraph 2 -
namely, knowledge of business matters in general but not expected
to have the expertise of a specialist. Might it not be quite
possible that the auditor feels that the area of a specialist’s
expertise is so esoteric that he or she prefers to obtain the
opinion of another specialist or specialists without making an
initial evaluation of reasonableness? The last sentence of
paragraph 9 seems to suggest that only if the auditor deems that
his or her findings result in an unreasonable determination would
he or she consider obtaining the opinion of another specialist.
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Paragraph 13

This paragraph permits reference to and identification of the
specialist in the auditor’s report under certain circumstances.
The Committee suggests that the auditor be cautioned that, prior to

v//-making such reference to and identification of the specialist, he
or she should obtain the specialist’s specific permission to make
such reference and identification.
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THE INSPECTOR GENERAL

Ms. Jeanne Mebus, Technical Manager

Auditing Standards Division, File 4568

American Institute of Certified Public Accountants
1211 Avenue of the Americas

New York, N.Y. 10036-8775

Dear Ms. Mebus:
In response to Mr. Sullivan’s letter dated April 7, 1993, we have

reviewed the ATICPA Exposure Draft: Statement on Auditing Standards -
Using the Work of a Specialist. Based on our review, we have no comments.

‘Should you or your staff have any questions concerning this matter,
please contact Frank Pitts, of my staff, on (202) 260-6265.

Sincerely,

oA 77,////41

chn C. Jones
Assistant Inspector General for Management

@ Printed on Recycled Paper



DEFENSE CONTRACT AUDIT AGENCY
CAMERON STATION
ALEXANDRIA, VA 22304-6178

24 JUN 1993

IN REPLY REFER TO

PFD 3-301

American Institute of Certified Public Accountants
Auditing Standards Division, File 4568

1211 Avenue of the Americas

New York, NY 10036-8775

Dear Ms. Mehlus,

The Defense Contract Audit Agency (DCAA) has reviewed the Exposure
Draft on Proposed Statement on Auditing Standards — Using the Work of a
Specialist and submits the following comwents and suggestions to enhance
the proposed Statement on Auditing Standards.

The suggested changes and/or additions to the exposure draft are as
follows:

) 1. In the section titled DECISION TO USE THE WORK OF A SPECIALIST,
v we suggest that the following example to situations that might require
special skills or knowledge be added as paragraph 3 e.

e. Determination of sales for 1long term contracts using the
/ percentage of contract completion method.

2. A new section titled RBQUESTING THE ASSISTANCE OF A SPECIALIST

be added to the Statement. We suggest that this new section be added

/ after the decision to use the work of a specialist section. The following
is the suggested added wording:

The auditor must obtain specialist assistance on those matters
requiring specialized knowledge or qualify the audit report. The
requests should be specific and describe the evidential matter to be
obtained and evaluated by the specialist and the nature of the work to
be performed by the specialist. The auditor should coordinate with

Vv’ other external or internal auditors that have an audit interest in the
special matter to determine if specialist’s assistance has already
been obtained and if reliance can be placed on the other auditor’s
review of the work of the specialist.

We appreciate the opportunity to contribute comments on the proposed
Statement. Please direct any questions concerning this matter to
Mr. David Eck, Chief, Policy Formulation Division at (703) 274-7314.

Sincerely,

WW

Michael J. Thibault
Assistant Director
Policy and Plans
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Wilton, Connecticut 06897-0820  Facsimile: (203) 834-2200

June 24, 1993

Ms. Jeanne Mebus

Technical Manager

AICPA Auditing Standards Division

American Institute of Certified Public Accountants
1211 Avenue of the Americas

New York, New York 10036-8775

Re: File No. 4568
Dear Ms. Mebus:

We are pleased to comment on the Proposed Statement on Auditing Standards, Using the
Work of a Specialist. We support the issuance of the proposed standard and offer the
following comments for consideration.

SPECIFIC COMMENTS

Our comments with respect to specific issues are as follows:

Paragraph 1

Applicability of the proposed statement could be clarified if much of the information
contained in the footnotes concerning applicability is moved into the body of the statement.
We recommend that paragraph 1 be split into two paragraphs, introduction and applicability,
and that the following revisions be made:

Introduction

The purpose of placing a statement concerning tax matters as a footnote is unclear. We
recommend that the content of footnote 1 be added to the text of the introduction.
Additionally, we believe that the text of footnote 1 should read: “In general, the auditor’s
education, training, and experience enable him or her to be knowledgeable concerning
income tax matters and to be competent to assess their presentation in the financial
statements.”

Applicability

The second part of paragraph 1 concerning applicability of the standard should be covered in
a separate paragraph along with situations in which the standard is not applicable; we believe
it would be more concise to have situations in which the standard is not applicable in one
place rather than scattered through the footnotes.

Deloitte Touche
Tohmatsu
/ International
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It is unclear in footnote 2 as to the applicability of the standard to attorneys. We recommend
o~ that footnote 2 be clarified to read as follows:
v
This statement applies to attorneys engaged as specialists in situations other
than to provide services concerning litigation, claims, or assessments to which
Statement on Auditing Standards [SAS] No. 12, Inquiry of a Client’s Lawyer
Concerning Litigation, Claims, and Assessments [AICPA, Professional
Standards, vol. 1, AU sec. 337] applies. For example, attorneys may be
.~ engaged as specialists in a variety of other circumstances, including
interpreting the provisions of a contractual agreement, such as might be
necessary for determining the accrual for royalties.

In addition, the concept of audits of financial statements prepared either in accordance with
generally accepted accounting principles or in accordance with a comprehensive basis of
accounting other than generally accepted accounting principles should be moved from
footnote S to the applicability section. Guidance should also be added as to the applicability
of this statement to special-purpose presentations under SAS No. 62 that are neither GAAP

nor OCBOA.
-Paragraph S (Footnote 6)

It is unclear as to what the documentation requirements are for the understanding between
\/ the auditor, the client and the specialist as to the nature of the work performed. We believe
that either paragraph 5 should be revised to include guidance as to the documentation
requirements or, if the statement is merely suggesting that it is best to document the
understanding, that footnote 6 be expanded.

EDITORIAL COMMENTS

‘Our comments of an editorial nature are as follows:

Paragraph 1 (Footnote 4)

Consideration should be given to adding an example or a cross reference to the applicable
guidance concerning consideration of the effect of using the work of a specialist employed by
the auditor’s firm on the independence of that firm.

Paragraph 4

Evaluation of the professional qualifications of the specialist may in rare situations determine
that the specialist does not possess the necessary skill. Accordingly, the first sentence of
paragraph 4 should be revised to read “to determine whether that the specialist possesses the
necessary skill or knowledge in the particular field .. ..”

‘Paragraph 7

The second sentence of paragraph 7 states, “However, the work of a specialist who has a
/ relationship with the client may be acceptable [emphasis added] under certain
circumstances.” As it is unclear in paragraph 7 as to what acceptable means and to whom, we
recommend that paragraphs 7 and 8 be combined.
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Paragraph 8 (Footnote 8)

We believe the intention of footnote 8 was to make a statement that the auditor may be
required to use the services of an independent specialist in certain situations and that
- Statement of Position No. 92-4 was intended to be an example of such a situation.
\// Accordingly, we recommend that footnote 8 be revised to read as follows:

In certain situations the auditor may be required to use the services of an
independent specialist; for example, in auditing an insurance entity’s loss
reserves, Statement of Position No. 92-4 requires the use of an outside loss
reserve specialist, that is, one who is not an employee or officer of the company.

* ¥ ¥ * %

Please contact John B. Sullivan (203/761-3209) if you have any questions or if there is any
other way in which we might be helpful.

Sincerely,

[ Gp A T ol



certified public accountants 1251 Avenue of the Americas telephone (212) 536-2000

l COOBerS New York, New York 10020-1157
&Ly ’ facsimile (212) 536-3035
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June 30, 1993

Ms. Jeanne Summo

Technical Manager

American Institute of Certified
Public Accountants

Auditing Standards Division

1211 Avenue of the Americas

New York, NY 10036-8775

Dear Ms. Summo:

We are pleased to submit the following comments on the proposed Statement on Auditing
Standard, Using the Work of a Specialist:

Paragraph 3c

Due to the increasing utilization of self-insurance in various forms by non-insurance entities,

/We recommend that the example be expanded to "determinations for insurance or self-
i

v

%

nsurance loss reserves."

Paragraph 5

We recommend that the paragraph be clarified as to whether documentation of the
understanding is required. The deletion of the directive to document, and the addition of
footnote 6 with conditional language, makes it unclear. '

Paragraph 6

To cover situations involving engagements with outside consultants, we recommend that "fee
arrangement" be added to the list of circumstances.

We recommend that the auditor be alerted to the fact that actuaries have different
independence rules than auditors. The auditor may want to inquire about, and assess the
implications of, certain relationships which may be allowed under the actuaries' independence
rules but not under the auditor's.

Coopers & Lybrand is a member firm of Coopers & | vbrand (Internatinnall



Footnote 8
The guidance in this footnote is incomplete. For example, readers may incorrectly assume

that SOP 92-4 does not allow the auditor to act as an outside loss reserve specialist. We
recommend that the footnote recognize that the auditor may be a loss reserve specialist.

If you have any questions regarding our comments, please contact A.J. Lorie (212-536-2119)
in our National office.

Very truly yours,

(oo ¥- MM
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July 7, 1993 File Ref. No. 1120

4568

To the Auditing Standards Board:

Re: Exposure Draft of proposed SAS, Using the Work of a
Specialist

Here are additﬁonal comment letters received to date on the

proposed SAS, Using the Work of a Specialist.

Name/Affiliation Location

14.

15.

16.

17.

18.

19.

William R. Barton, CPA Washington, DC
General Services Administration

Glenn J. Vice Metairie, LA
Jon Flair :

William D. McCaskill

Deborah R. Zundel

Joseph A. Akanji

Lindsay J. Calub

(Accounting and Auditing

Standards Committee of

Louisiana Society of CPAs)

J. Ben Vernazza, CPA Aptos, CA
IMS/CPAs & Associates

Robert H. Attmore, CPA Lexington, KY
National State Auditors
Association

Robert P. Cesca, CPA Washington, DC
Department of the Treasury

KPMG Peat Marwick White Plains, NY

Sincerely,

Jos

Jeannie M. Summo
Technical Manager
Auditing Standards Division



General Services Administration
Office of Inspector General
Washington, DC 20405

Jeanne Mebus, Technical Manager
Auditing Standards Division
File 4568 AICPA

1211 Avenue of the Americas

New York, N.Y. 10036-8775

Dear Ms. Mebus:

Thank you for the opportunity to review and comment on the
Exposure Draft, Proposed Statement on Auditing Standards, Using
the Work of a Specialist, dated April 7, 1993.

After a careful review of this exposure draft, we concur with the
proposed revisions. The exposure draft adequately clarifies the
existing guidance for auditors who use the work of a specialist
in performing an audit of financial statements in accordance with
generally accepted auditing standards.

Sincerely,

William R. Barton
Inspector General

~
Federal Recycling Program k; Printed on Recycled Paper
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Comments:

Paragraph
- %

- General

EXPOSURE DRAFT <Z§§>
PROPOSED STATEMENT ON AUDITING STANDARDS

USING THE WORK OF A SPECIALIST

April 7, 1993
Comment Date: June 30, 1993

Name and affiliation: Glenn J. Vice, Chairman
: Jon Flair, Member
William D. McCaskill, Member
Deborah R. Zundel, Member
Joseph A. Akanji, Member
Lindsay J. Calub, Member

Accounting and Auditing
Standards Committee
Louisiana Society of CPA's

The exposure draft appears complete and well written.

Introduction - No comment.

Not clear as to how we can evaluate the qualifications and work of
a specialist. SAS 11 was more specific by suggesting "inquiry or
other procedures as appropriate". AU Section 543.10-13 was more
specific as to the other auditors when using his or her work. At
a minimum, we should retain the wording "by inquiry or other
procedures; as appropriate". Otherwise elaborate further.

Otherwise, good guidance.

We believe this understanding should be documented. We do not see
where we mention the documentation of this fact. Otherwise, good

guidance.

If the specialist is associated with the client through employment
or ownership it would seem that objectivity may be impaired. It
would seem appropriate to require the use of a specialist that is
not an employee or associated through ownership.

It is suggested that the auditor perform additional procedures if

the auditor believes the relationship may be impaired. The
additional procedures suggested were related to the specialist's
assumptions and methods. The reason the auditor is utilizing the
specialist is that the auditor lacks the exp<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>