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Ju n e  10 , 1993 F i l e  R e f . No. 1120 
4568

To t h e  A u d i t in g  S ta n d a rd s  B oard :

Re: Exposure D r a ft  o f  proposed  SOP, U sin g  th e  Work o f  a
S p e c i a l i s t

H ere  a r e  comment l e t t e r s  r e c e iv e d  t o  d a te  on t h e  p ro p o se d  SOP, 
U sin g  t h e  Work o f  a  S p e c i a l i s t . We sh o u ld  b e  r e c e i v i n g  f u t u r e  
comment l e t t e r s  s in c e  t h e  d e a d l in e  i s  Ju n e  30 , 1993.

N a m e /A f f i l ia t io n  L o c a tio n

1 . T im othy  D u rb in , CPA
A rth u r  A n d e rse n  & Co.

D e t r o i t ,  MI

2 . Don M. P a l l a i s ,  CPA
Own A cco u n t

Richm ond, VA

3 . Jo s e p h  F . Y ospe, CPA R o se la n d , NJ
A u d i t in g  & A c c o u n tin g  S ta n d a rd s  

C om m ittee o f  t h e  NJ S o c ie ty  o f  
CPAs

S in c e r e ly ,

Je a n n ie  M. Summo
T e c h n ic a l  M anager 
A u d i t in g  S ta n d a rd s  D iv is io n

JM S /ls
E n c lo s u re s



A rthur
A ndersen

Arthur Andersen & Co. SC

O ne D etroit Center 
500 W oodward Avenue 
D etroit MI 48226-3424 
313 596 9000

May 5 , 1993 Arthur Andersen & Co.

Ms. Jeannie Mebus, Technical Manager 
Auditing Standards Division 
American Institute of Certified Public Accountants 
1211 Avenue of the Americas 
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.

• 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.

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

• Paragraph 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?
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A rthur A ndersen & 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.

• 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?

• 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."

• 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."



A rthur
A ndersen

A rthur A ndersen & 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.

By
Timothy E. Durbin

Enclosure



 

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.15 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

significant, the internal and external costs directly associated with administering the postre­
tirement benefit plan also should be accrued as a component of assumed per capita claims cost.

14



DON M. PALLAIS, CPA.
11127 Sithean Way Richmond, Virginia 23233

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:

I appreciate the opportunity to comment on the proposed SAS, Using the Work of a 
Specialist. I 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.

I find footnote 3 confusing. As written, paragraph 1b suggests that if a member of my 
staff provides advisory services to a client the results of that service fall under the 
standard, but if I 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 I hire falls 
under the SAS but a similar individual in my employ doesn’t. I 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? Is there a difference between work done by 
someone on the auditor’s payroll and someone who contracts on in the manner of 
paragraph 1c?

I presume paragraph 4 is intended to require the auditor to consider the matters listed, 
however the opening sentence is indefinite. I 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, I suggest deleting this footnote.

If the Board intends to adopt the requirement in SOP 92-4 (footnote 8) it should do so 
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,



NJSCPA4
New Jersey Society of Certified Public Accountants

425 Eagle Rock Avenue 
Roseland, New Jersey 07068 

(201) 226-4494
Fax(201)226-7425

Officers
P resident
Z . T haddeus Z awacki 
H olmdel 
P resident-Elect 
T homas J . C arey 
Colts N eck

Immediate Past P resident 
J ames P. H annon 
W oodbridge

V ice P residents 
R ichard P. D iamond 
Edison

Kenneth W . M oore 
M armora

L inda J . Schaeffer 
P rinceton

A llan D. W eingarten 
S hort H ills

E dmund C . W eiss, J r. 
Parsippany

S ecretary
J effrey P. B olson 
W oodcliff Lake

T reasurer
Lynn A . Lagomarsino 
Roseland

Executive D irector 
R obert L. G arrity 
C hatham

A sst. Executive D irector 
M erryl A . B auer 
L ittle Falls

June 1, 1993

Ms. Jeanne Mebus, Technical Manager 
Auditing Standards Division 
File Reference No. 4568 
AICPA
1211 Avenue of the Americas 
New York, New York 10036-8775

 

RE: Proposed Statement on Auditing Standards entitled "Using the Work o f a
Specialist"

Dear Ms. Mebus:

Trustees
A nthony J . A ceti 
P ine B rook

H ugo J . B artell 
N utley

F rank D. B enick 
W hitehouse S tation

H oward J . B ookbinder 
G len Rock

R aymond J . B roek 
O akland

J ames R. D ’A rcy, J r. 
U nion

J ohn F. Dailey. J r. 
V oorhees

R obert A. D eF ilippis 
C olonia

C harles J . D eM eola 
W ayne

G ilbert P. D orfman 
G len R ock

S haron L. Lamont 
P rinceton

J oseph J . L eonhard 
S uccasunna

M argaret A . Loscalzo 
R ed B ank

 

J oseph P. Lowrey 
Nutley

Saul L ustbader 
M orristown

S uzanne P. Rosenblum 
H ightstown

Elaine G . R utman 
O cean

The Auditing and Accounting Standards Committee (the "Committee") o f the New 
Jersey Society of Certified Public Accountants ("NJSCPA") is pleased to submit its 
comments on the AICPA’s proposed Statement on Auditing Standards entitled 
"Using the Work o f  a Specialist” (the "Statement" or the "exposure draft"). The 
views expressed in this letter represent the majority o f the members o f the 
Committee and are not necessarily indicative of the full membership o f the 
NJSCPA.

 The Committee is generally supportive of the issuance o f a final standard based on 
the exposure draft. However, as noted in the remainder o f this letter, we are 
concerned about one aspect of how a specialist is defined in the exposure draft.

The Committee believes that paragraph one of the proposed Statement should not 
include a specific reference to actuaries as an example o f a specialist. That 
reference is too general since many auditors have the necessary skills concerning 
the disclosures and the actuarial assumptions inherent in FASB Statement Nos. 87, 
88, 106, and 112. If the language in the exposure draft was adopted in the final 
Statement, auditors would be required to ascertain that actuaries possess the 
necessary skills and knowledge before the auditor could rely on a confirmation or

J ohn E. S trydesky 
L inden

G erald N. T uch 
N orth C aldwell

B enjamin Y azersky 
H oboken



NJSCPA Comment Letter, Cont.

an actuarial valuation report. This may be unnecessary based upon the skills and 
training o f 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 o f Auditing 
Standards No. 11 perspective.

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

Sincerely,

Joseph F. Yospe 
Chairman, Auditing and 

Accounting Standards

2



For Reference 
Do Not Take 

From the Library

Ju n e  2 3 , 1993 F i l e  R e f. No. 1120 
4568

To t h e  A u d i t in g  S ta n d a rd s  B oard :

Re: Exposure D r a ft  o f  proposed  SOP, U sin g  th e  Work o f  a 
S p e c i a l i s t

 

H ere  a r e  a d d i t i o n a l  comment l e t t e r s  r e c e iv e d  t o  d a te  on th e  
p ro p o se d  SAS, U sing  t h e  Work o f  a  S p e c i a l i s t .

N a m e /A ff i l ia t io n  L o ca tio n

4 . D oug las R. N o r to n , CPA P h o e n ix , A riz o n a
S t a t e  o f  A riz o n a
O f f ic e  o f  t h e  A u d i to r  G e n e ra l

5 . Edward J .  L e o n a rd , CPA 
A c c o u n tin g  P r i n c i p l e s  and  
A u d i t in g  C om m ittee  o f  th e  
F lo r id a  I n s t i t u t e  o f  CPAs

6 . Thomas H. M cT avish , CPA 
S t a t e  o f  M ich ig an
O f f ic e  o f  t h e  A u d i to r  G e n e ra l

7 . M a rg a re t  K e l ly ,  CPA 
S t a t e  A u d i to r  o f  M is s o u r i

8 . P e t e r  L . M c C lin to c k , CPA 
U .S . S m all B u s in e s s  Admin. 
O f f ic e  o f  I n s p e c t o r  G e n e ra l

T a l la h a s s e e ,  F lo r id a

L a n s in g , M ich igan

J e f f e r s o n  C i ty ,  M ich ig an

W ash in g to n , DC

S in c e r e ly ,

J e a n n ie  M. Summo
T e c h n ic a l  M anager
A u d it in g  S ta n d a rd s  D iv i s io n

JM S /ls
A ttac h m e n t



D O U G L A S  R . N O R T O N , C P A
A U D ITO R  G E N E R A L

S T A T E  O F  A R IZ O N A  
O F F IC E  O F  T H E D E B R A  K . D A V E N P O R T , C P A

A U D IT O R  G E N E R A L  
June 8, 1993

Ms. Jeanne Mebus, Technical Manager 
Auditing Standards D iv is ion  
File-4568
American In s t itu te  o f C e rtif ie d  Public Accountants 
1211 Avenue of the Americas 
New York, New York 10036-8775

Re: Exposure D ra ft -  Proposed Statement on Auditing Standards -  Using the 
Work of a S p e c ia lis t

Dear Ms. Mebus:

We have reviewed subject exposure d ra ft and o ffe r  the fo llow ing  comment 
fo r your consideration .

Paragraph 4 l is t s  background inform ation that the aud ito r should consider 
  in evaluating the professional q u a lif ic a tio n s  of the s p e c ia lis t .  We 
 suggest also advising the aud ito r to consider inqu iry  o f the licensing 

board, i f  re levant, as to whether any unresolved complaints have been
lodged against the s p e c ia lis t.

I f  you have any questions concerning th is  response, please contact David
I .  W illiams or Mina Van Dyne of the Professional P ractice  Group o f my 
O ffice  at (602) 255-4385.

S incere ly,

Dougla s  R. Norton 
Auditor General

DRN/gf

cc: Cindy Upton, NSAA

2 7 0 0  N O R T H  C E N T R A L  A V E N U E  ■ S U I T E  7 0 0  ■ P H O E N I X ,  A R I Z O N A  8 5 0 0 4  ■ ( 6 0 2 )  2 5 5 - 4 3 8 5   F A X



F L O R ID A  IN S T IT U T E  O F  C E R T IF IE D  P U B L IC  A C C O U N T A N T S   

325 W EST 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 o f a Proposed Statement on Auditing Standards entitled "Using the Work 
o f a Specialist".

General Comment

The Committee generally agrees with the content o f 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 o f 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 o f the specialist to the 
client. Footnote 6 indicates that the documentation of the matters discussed could take the form 
o f a letter or could be covered in the specialist’s report. The Committee suggests that a form 
o f 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. 
W e 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\minutes.mtg



State of M ichigan

O ffice of the A uditor General 
201 N. W ashington Square 

Lansing, M ichigan 48913 
(517) 334-8050 

Fax (517) 334-8079
T homas H . McTavish, C.P.A. 

A uditor 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,

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



S t a t e  A u d i t o r  o f  M i s s o u r i
J e f f e r s o n  C i t y , M i s s o u r i  6 5 1 0 2

M a r g a r e t  K e l l y , C P A  
STATE AUDITOR June 10, 1993 (314) 7 5 l- 4 8 2 4

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,

f t

Margaret Kelly, CPA 
State Auditor



 

U.S. SMALL BUSINESS ADMINISTRATION 
OFFICE OF INSPECTOR GENERAL 

AUDITING DIVISION 
Washington, D.C. 20416-4112

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 
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,

 

Peter L. McClintock
Assistant Inspector General for Auditing
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Ju n e  21 , 1993 nysscpa
Ms. J e a n n e  Mebus
T e c h n ic a l  M anager
A u d i t in g  S ta n d a rd s  D iv is io n
F i l e  4568
AICPA
1211 Avenue o f  t h e  A m ericas
New Y ork , NY 10036-8775

Re: Proposed S ta tem en t on A u d itin g  Standards -  U sin g  th e
Work o f  a S p e c i a l i s t  (S u p ersed es SAS No. 1 1 , U sing
th e  Work o f  a S p e c i a l i s t )

D ear Ms. M ebus:

We a r e  e n c lo s in g  t h e  comm ents o f  t h e  New York S t a t e  S o c ie ty  o f  
C e r t i f i e d  P u b l i c  A c c o u n ta n ts  i n  r e s p o n s e  t o  t h e  above P ro p o sed  
S ta te m e n t  on A u d i t in g  S ta n d a r d s .  T h ese  comm ents w ere  p r e p a r e d  by 
t h e  S o c i e t y 's  A u d i t in g  S ta n d a rd s  and  P ro c e d u re s  C om m ittee .

I f  you  h a v e  any  q u e s t io n s  r e g a r d in g  t h e  com m ents, p l e a s e  c a l l  
me and  I  w i l l  a r r a n g e  f o r  som eone from  t h e  co m m ittee  t o  c o n ta c t  
y o u .

Thank you  f o r  y o u r  c o n s i d e r a t i o n .

V ery  t r u l y  y o u r s ,

W a lte r  M. P r im o f f ,C P A  
D i r e c t o r ,  P r o f e s s io n a l  P rogram s

WMP:jz 
E n c lo s u re

c c :  A c c o u n tin g  & A u d it in g  C om m ittee C hairm en
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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 com m ents o f  t h e  A u d i t in g  S ta n d a rd s  and P ro c e d u re s  C om m ittee on 
t h e  s u b j e c t  E x p o su re  D r a f t  d e a l  w ith  s p e c i f i c  m a t t e r s  d i s c u s s e d  in  
t h e  D r a f t  and  a r e  seq u en c ed  i n  t h e  o r d e r  fo u n d  t h e r e i n .

Paragraph 1 , F o o tn o te  1

The r e f e r e n c e  i n  t h e  f o o tn o te  t o  th e  a u d i t o r ' s  know ledge c o n c e rn in g  
incom e t a x  -m a tte rs  w hich  p e r m i ts  him  t o  b e  deem ed a  s p e c i a l i s t  i s  
c o n s id e r e d  a  u s e f u l  and  a p p r o p r i a t e  c l a r i f i c a t i o n .  H ow ever, t o  
d i s t i n g u i s h  be tw een  t h e  know ledge an  a u d i t o r  em ploys when h e /s h e  i s  
p r i m a r i l y  an  incom e t a x  s p e c i a l i s t  a s  c o n t r a s t e d  t o  t h a t  w hich  an  
a u d i t o r  em ploys i n  t h e  c o u rs e  o f  a  t y p i c a l  a u d i t  o f  t h e  e n t i r e  
f i n a n c i a l  s t a te m e n t s ,  t h e  C om m ittee f e e l s  t h a t  a  d e f i n i t i o n  o f  an  
" incom e t a x  s p e c i a l i s t "  w ould b e  u s e f u l .

Paragraph 1b , F o o tn o te  4

The r e f e r e n c e  in  p a ra g ra p h  1b  t o  a  f i r m 's  s p e c i a l i s t s  p r o v id in g  
a d v is o r y  s e r v i c e s  and  th e  r e l a t e d  im p a c t on in d e p e n d e n c e  in  
f o o t n o te  4 s h o u ld  be  c l a r i f i e d ,  p e rh a p s  th r o u g h  t h e  a d d i t i o n  o f  
e x a m p le s . I n  t h a t  c o n n e c t io n ,  t h e  C om m ittee s u g g e s t s  t h a t  t h e  
in f o r m a t io n  p ro v id e d  i n  A u d i t in g  I n t e r p r e t a t i o n  No. 2 o f  S ec . 336 
(q u o te d  on p a g e s  9 and  10 o f  t h e  D r a f t ) , r a t h e r  th a n  b e in g  d e le t e d  
a s  p ro p o s e d , sh o u ld  be  e d i t e d  and  in c o r p o r a te d  i n  f o o tn o te  4 .

P aragraphs 6 through 8

T h ese  p a ra g r a p h s  a r e  h e lp f u l  in  t h e i r  a p p ro a c h  t o  c l a r i f y i n g  w hat 
a n  a u d i t o r  sh o u ld  do when t h e  s p e c i a l i s t  h a s  a  r e l a t i o n s h i p  t o  t h e  
c l i e n t  and  t h e  a u d i t o r  b e l i e v e s  t h a t  t h e  r e l a t i o n s h i p  m ig h t im p a ir  
t h e  s p e c i a l i s t ' s  o b j e c t i v i t y .  H ow ever, on m ore s p e c i f i c  a s p e c t s  o f  
t h e s e  p a r a g r a p h s ,  t h e  fo l lo w in g  comments a r e  r e l e v a n t .

Paragraph 6 , F o o tn o te  7

I t  i s  t h e  v iew  o f  t h e  C om m ittee t h a t  t h e  f o o t n o te  s h o u ld  in c lu d e  
t h e  s i t u a t i o n s  d i s c u s s e d  in  f o o tn o te  1 o f  SAS No. 45 , r a t h e r  th a n  
s o l e l y  m aking  r e f e r e n c e  t o  t h a t  SAS. In  t h i s  p a r t i c u l a r  c a s e ,  
a v o id in g  a  n eed  f o r  t h e  r e a d e r  t o  r e f e r  t o  a n o th e r  docum ent m akes 
t h e  p ro p o se d  s ta te m e n t  m ore " u s e r  f r i e n d l y . "
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P a ra g ra p h  7 , Second S e n te n c e

T he a p p l i c a t i o n  o f  t h i s  s e n te n c e  t o  p r a c t i c e  w ou ld  be en h an ced  i f  
a n  ex am p le , o r  e x am p le s , w ere  p ro v id e d  d e s c r i b i n g  t h e  c ir c u m s ta n c e s  
when t h e  w ork o f  a  s p e c i a l i s t ,  who h a s  a  r e l a t i o n s h i p  w ith  t h e  
c l i e n t ,  w ould  be a c c e p ta b le .

P a ra g ra p h  8 , Second S e n te n c e

The re q u ir e m e n t  f o r  t h e  a u d i t o r  t o  p e rfo rm  a d d i t i o n a l  p r o c e d u re s  i 
,w i th  r e s p e c t  t o  some o r  a l l  o f  a  s p e c i a l i s t ' s  a s s u m p t io n s ,  m eth o d s, 
o r  f i n d in g s  i s  c o n s id e r e d  by t h e  C om m ittee t o  b e g  t h e  q u e s t io n  a s  
t o  w ha t some o f  th o s e  p ro c e d u re s  m ig h t b e .  An ex am p le , o r  
e x a m p le s , s h o u ld  be p r o v id e d .

F u r t h e r ,  i f  t h e  a u d i t o r  b e l i e v e s  t h a t  t h e  r e l a t i o n s h i p  b e tw een  th e  
c l i e n t  and  t h e  s p e c i a l i s t  m ig h t im p a ir  t h e  s p e c i a l i s t ' s  o b j e c t i v i t y  
an d  t h e  a u d i t o r  h a s  a s s e s s e d  t h e  i n h e r e n t  r i s k  a s s o c i a t e d  w ith  t h e  
m a t t e r  a t  i s s u e  a s  s i g n i f i c a n t ,  t h e  C om m ittee  s u g g e s t s  t h a t  th e  
a u d i t o r  s h o u ld  be  r e qu i r e d  t o  engage an  in d e p e n d e n t  s p e c i a l i s t  t o  
p e rfo rm  any  a d d i t i o n a l  p ro c e d u re s  w i th  r e s p e c t  t o  some o r  a l l  o f  
t h e  s p e c i a l i s t ' s  a s s u m p tio n s , m eth o d s, o r  f i n d i n g s  t o  d e te rm in e  
t h a t  t h e  f i n d in g s  a r e  n o t  u n re a s o n a b le .

P a ra g ra p h  9 , F o u r th  S e n te n c e

The r e f e r e n c e d  s e n te n c e  r e a d s  a s  f o l lo w s :  " O r d i n a r i l y ,  t h e  a u d i t o r  
w ould  u s e  t h e  w ork o f  t h e  s p e c i a l i s t  u n l e s s  t h e  a u d i t o r 's  
p r o c e d u r e s  l e a d  him  o r  h e r  t o  b e l i e v e  t h a t  t h e  f i n d in g s  a r e  
u n r e a s o n a b le  i n  t h e  c i r c u m s ta n c e s ."  T h is  s e n te n c e  p re su m e s , among 
o t h e r  c o n s i d e r a t i o n s ,  t h a t  t h e  a u d i t o r  h a s  a d e q u a te  know ledge  o f  
t h e  a p p r o p r i a t e n e s s  and c o m p le te n e s s  o f  t h e  a c c o u n t in g  d a ta  
p r o v id e d  by t h e  c l i e n t  t o  t h e  s p e c i a l i s t  and  a l s o  h a s  a  d e g re e  o f  
e x p e r t i s e  s u f f i c i e n t  t o  o b ta in  an  u n d e r s ta n d in g  o f  t h e  m ethods and 
a s s u m p tio n s  u se d  by th e  s p e c i a l i s t  f o r  t h e  a u d i t o r  t o  f e e l  
c o m f o r ta b le ,  a f t e r  a p p ly in g  th o s e  p r o c e d u r e s ,  i n  a s s e s s in g  th e  
r e a s o n a b le n e s s  o r  u n re a s o n a b le n e s s  o f  t h e  f i n d i n g s .  The r e f e r e n c e d  
s e n te n c e  c o n n o te s  a  d e g re e  o f  e x p e r t i s e  w h ich  seem s t o  go beyond 
t h a t  e x p e c te d  o f  t h e  t y p i c a l  a u d i t o r ,  a s  e x p r e s s e d  i n  p a ra g ra p h  2 -  
n am ely , know ledge  o f  b u s in e s s  m a t t e r s  i n  g e n e r a l  b u t  n o t  e x p e c te d  
t o  h av e  t h e  e x p e r t i s e  o f  a  s p e c i a l i s t .  M ig h t i t  n o t  be  q u i t e  
p o s s i b l e  t h a t  t h e  a u d i t o r  f e e l s  t h a t  t h e  a r e a  o f  a  s p e c i a l i s t ' s  
e x p e r t i s e  i s  so  e s o t e r i c  t h a t  h e  o r  sh e  p r e f e r s  t o  o b t a in  th e  
o p in io n  o f  a n o th e r  s p e c i a l i s t  o r  s p e c i a l i s t s  w i th o u t  m aking an 
i n i t i a l  e v a l u a t i o n  o f  r e a s o n a b le n e s s ?  The l a s t  s e n te n c e  o f  
p a ra g r a p h  9 seem s t o  s u g g e s t  t h a t  o n ly  i f  t h e  a u d i t o r  deem s t h a t  
h i s  o r  h e r  f i n d in g s  r e s u l t  i n  an  u n re a s o n a b le  d e te r m in a t io n  w ould 
h e  o r  sh e  c o n s id e r  o b ta in in g  t h e  o p in io n  o f  a n o th e r  s p e c i a l i s t .



AICPA A u d itin g  Standards D iv is io n ,  F i l e  4568

Page 3

Paragraph 13

T h is  p a ra g r a p h  p e r m i ts  r e f e r e n c e  t o  and i d e n t i f i c a t i o n  o f  th e  
s p e c i a l i s t  i n  t h e  a u d i t o r 's  r e p o r t  u n d e r  c e r t a i n  c i r c u m s ta n c e s .  
The C om m ittee  s u g g e s t s  t h a t  t h e  a u d i t o r  b e  c a u t io n e d  t h a t ,  p r i o r  t o  

 m aking  su c h  r e f e r e n c e  t o  and  i d e n t i f i c a t i o n  o f  t h e  s p e c i a l i s t ,  he  
o r  sh e  s h o u ld  o b ta in  t h e  s p e c i a l i s t ' s  s p e c i f i c  p e rm is s io n  t o  make
su ch  r e f e r e n c e  and  i d e n t i f i c a t i o n .
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J UN 23 1993
O F F IC E  OF

THE IN SPEC TO R  G E N E R A L

Ms. Jeanne Mebus, Technical Manager
Auditing Standards D ivision, F ile  4568
American I n s t i tu te  o f C ertified  Public Accountants
1211 Avenue o f th e  Americas
New York, N.Y. 10036-8775

Dear Ms. Mebus:

In  response to  Mr. S u lliv an 's  l e t t e r  dated A pril 7, 1993, we have 
reviewed th e  AICPA Exposure D raft: Proposed Statement on Auditing Standards -  
Using th e  Work o f a S p e c ia lis t . Based on our review, we have no comments.

Should you o r  your s ta f f  have any questions concerning th i s  m atter, 
p lease  con tac t Frank P i t t s ,  of my s ta f f ,  on (202) 260-6265.

Sincerely

John C. Jones
A ssistan t Inspector General fo r  Management

Printed on Recycled Paper
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American I n s t i tu t e  o f C e rtif ie d  Public Accountants 
Auditing Standards D ivision, F ile  4568 
1211 Avenue o f  th e  Americas 
New York, NY 10036-8775

Dear Ms. Mebus,

The Defense C ontract Audit Agency (DCAA) has reviewed th e  Exposure 
D raft on Proposed Statement on Auditing Standards — Using th e  Work o f  a  
S p e c ia lis t  and submits th e  following comments and suggestions t o  enhance 
th e  preposed Statement on Auditing Standards.

The suggested changes and/or additions to  th e  exposure d r a f t  a re  a s  
follow s:

1. In  th e  sec tio n  t i t l e d  DECISION TO USE THE WORK OF A SPECIALIST, 
we suggest th a t  th e  following example to  s itu a tio n s  th a t  might req u ire  
sp e c ia l s k i l l s  o r  knowledge be added as paragraph 3 e .

e . Determ ination of sa le s  fo r long term c o n tra c ts  using  th e  
percentage o f c o n tra c t completion method.

2. A new sec tio n  t i t l e d  REQUESTING THE ASSISTANCE OF A SPECIALIST 
be added to  th e  Statement. We suggest th a t  th i s  new sec tio n  be added 
a f te r  th e  d ec is io n  to  use th e  work o f a s p e c ia l is t  sec tio n . The follow ing 
i s  th e  suggested added wording:

The a u d ito r  must obtain  s p e c ia l is t  a ss is ta n ce  on those  m atters  
req u irin g  sp ec ia lized  knowledge o r q u a lify  th e  a u d it re p o r t . The 
requests  should be sp e c if ic  and describe th e  e v id e n tia l m atter to  be 
obtained and evaluated by the  s p e c ia lis t  and th e  na tu re  o f th e  work to  
be performed by th e  s p e c ia lis t .  The aud ito r should coordinate  w ith  
o ther e x te rn a l o r in te rn a l aud ito rs th a t  have an a u d it in te r e s t  in  th e  
sp e c ia l m atter to  determine i f  s p e c ia l i s t 's  a ss is ta n ce  has a lready  
been obtained and i f  re lian ce  can be placed on th e  o th er a u d ito r 's
review o f th e  work o f th e  sp e c ia lis t .

We ap p rec ia te  th e  opportunity to  con tribu te  comments on th e  preposed 
Statement. P lease  d ir e c t  any questions concerning th i s  m atter to  
Mr. David Eck, Chief, Policy  Formulation Division a t  (703) 274-7314.

Sincerely,

Michael J .  Thibault 
A ssistan t D irector 
Policy and Plans
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June 2 4 , 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 o f 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.

DeloitteTouche
Tohmatsu
International
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It is unclear in footnote 2 as to the applicability of the standard to attorneys. We recommend 
that footnote 2 be clarified to read as follows:

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 o f  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 5 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 5 (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,



Coopers
&Lybrand

certified public accountants 1251 Avenue of the Americas 
New York, New York 10020-1157

telephone (212) 536-2000 

facsimile (212)536-3035

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- 
insurance loss reserves."

P aragraph 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 &  Lybrand ( lnte rnational)



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,
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Office of Inspector General 
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JUN 2 8 1993

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
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1-3  I n t r o d u c t i o n  -  No comment.

4 N o t c l e a r  a s  t o  how we can  e v a l u a t e  t h e  q u a l i f i c a t i o n s  and work o f  
a  s p e c i a l i s t .  SAS 11 was m ore s p e c i f i c  by  s u g g e s t in g  " in q u i r y  o r  
o t h e r  p r o c e d u r e s  a s  a p p r o p r i a t e " .  AU S e c t io n  5 4 3 .1 0 -1 3  was more 
s p e c i f i c  a s  t o  t h e  o th e r  a u d i t o r s  when u s in g  h i s  o r  h e r  w ork. A t 
a  minimum, we sh o u ld  r e t a i n  t h e  w o rd in g  "b y  i n q u i r y  o r  o th e r  
p r o c e d u r e s ;  a s  a p p r o p r i a t e " .  O th e rw is e  e l a b o r a t e  f u r t h e r .  
O th e rw is e ,  good g u id a n c e .

5 We b e l i e v e  t h i s  u n d e rs ta n d in g  s h o u ld  b e  d o c u m e n te d . We do n o t  s e e  
w h e re  we m e n tio n  th e  d o c u m e n ta tio n  o f  t h i s  f a c t .  O th e rw is e , good 
g u id a n c e .

6-8  I f  t h e  s p e c i a l i s t  i s  a s s o c i a t e d  w i th  t h e  c l i e n t  th r o u g h  employm ent 
 o r  o w n e rsh ip  i t  w ould seem t h a t  o b j e c t i v i t y  may b e  im p a ire d . I t  
w ou ld  seem  a p p r o p r i a t e  t o  r e q u i r e  t h e  u s e  o f  a  s p e c i a l i s t  t h a t  i s
n o t  a n  em ployee  o r  a s s o c i a t e d  th ro u g h  o w n e rs h ip .

I t  i s  s u g g e s te d  t h a t  th e  a u d i t o r  p e rfo rm  a d d i t i o n a l  p ro c e d u re s  i f  
t h e  a u d i t o r  b e l i e v e s  th e  r e l a t i o n s h i p  may b e  im p a ire d . The 
a d d i t i o n a l  p ro c e d u re s  s u g g e s te d  w ere  r e l a t e d  t o  t h e  s p e c i a l i s t ’ s 
a s s u m p t io n s  and m eth o d s. The r e a s o n  t h e  a u d i t o r  i s  u t i l i z i n g  th e  
s p e c i a l i s t  i s  t h a t  th e  a u d i t o r  l a c k s  t h e  e x p e r t i s e  i n  t h e  s p e c i f i c  
a r e a .  I f  t h e  s p e c i a l i s t s  o b j e c t i v i t y  i s  im p a ire d  t h e r e  would be  a 
g r e a t  r i s k  t h a t  a d d i t i o n a l  p r o c e d u r e s  w ould  n o t  d e t e c t  u n re a s o n a b le  
f i n d i n g s .

9 -11  Good g u id a n c e .

12-13 Good g u id a n c e .

14 Effective date - No comment.
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Comments and Recommendations on the E x posu re  D raft 
SRPFP No. 2 -  "Working With Other Advisers"

AICPA, PFP Division, File 1093 
by j. ben vernazza, cpa, pfs — July 1, 1993

The exposure draft does not address the issue of objectivity of a 
specialist being used by a CPA in a PFP engagement.

There currently is a exposure draft revision proposed by the AICPA 
Auditing Standards Board entitled "Using the Work of a Specialist" 
(superseding SAS No. 11, Using the Work of a Specialist). This is attached. 
One of the major proposed revisions concerns itself with the "Relationship 
of the Specialist to the [Audit] Client." (See attached Exhibit A)

In auditing, a CPA is concerned about the objectivity and 
independence of a specialist since third parties rely on the auditors 
opinions. You might say the CPA's responsibility is to third parties more 
than their client. This is entirely reversed when a CPA does PFP work for 
their client — in this instance the CPA's responsibility is to their client 
rather than third parties.

I have used the Auditing Standards revision as shown in Exhibit A to 
provide a proposed new section in the PFP Division's "Working With Other 
Adviser" draft following paragraph #9 as follows:

RELATIONSHIP OF THE SPECIALIST TO THIRD PARTIES

10. The CPA should evaluate the financial interest, if  any, that the 
specialist has in any transactions recommended, including circumstances 
that might impair the objectivity o f the specialist. Such circumstances 
include situations in which the specialist, either directly, or indirectly 
receives renumeration, commissions, kickbacks, etc. from third party 
vendors or their representatives that could significantly influence 
recommendations made by the specialist.

11. When a specialist does not have a financial relationship with a 
product vendor, the specialist's work will usually provide the CPA with 
greater assurance of objectivity. However, the work of a specialist who has 
a relationship with a product vendor may be acceptable under 
circumstances where the specialist fully discloses to the CPA, and the CPA  
to their client, the specialist's financial interest in their recommendation(s).

12. I f  the specialist has a relationship with a product vendor, the 
CPA should assess the risk that the specialist's objectivity might be 
impaired. I f  the CPA believes the relationship might impair the specialist's 
objectivity, the CPA should suggest additional alternatives to determine 
that the recommendations are not unreasonable or should engage another 
specialist for that purpose.Exhibit B takes Exhibit A and shows the changes made in order to come up with the above recommended insertion.



Exhibit A
Relationship of the Specialist to the Client

6. The auditor should evaluate the relationship of the specialist to the 
client, including circumstances that might impair the objectivity of the 
specialist. Such circumstances include situations in which the client has 
the ability — through employment, ownership, contractural right, family 
relationship, or otherwise -- to directly, or indirectly control or 
significantly influence the specialist.

7. When a specialist does not have a relationship with the client, the 
specialist's work will usually provide the auditor with greater assurance of 
reliability. However, the work of a specialist who has a relationship with 
the client may be acceptable under certain circumstances.

8. If the specialist has a relationship to the client, the auditor should 
assess the risk that the specialist’s objectivity might be impaired. If the 
auditor believes the relationship might impair the specialist's objectivity, 
the auditor should perform additional procedures with respect to some or 
all of the specialist's assumptions, methods, or findings to determine that 
the findings are not unreasonable or should engage another specialist for 
that purpose.



Exhibit B

Relationship of the Specialist to the Client Third  Parties

6. The-auditor CPA should evaluate the relationship of-the f in a n c ia l  
interest, i f  any, that the specialist has to the client in any 
transactions recommended, including circumstances that might impair 
the objectivity of the specialist. Such circumstances include situations in
which the client specialist has the -ability------ through employment,
ownership, contractural rights family—relationship, or otherwise------to
either directly, or indirectly control..-or receives renumeration,
commissions, kickbacks, etc. from third party vendors or their 
representatives that could significantly influence recom m enda tions  
made by the specialist.

7. When a specialist does not have a financia l relationship with  the 
client a product vendor, the specialist's work will usually provide the 
aud ito r CPA with greater assurance of reliability objectivity. However, 
the work of a specialist who has a relationship with the client a p ro d u c t  
vendor may be acceptable under -certain circumstances where the 
specialist fully discloses to the CPA, and the CPA to their client, 
the specialist's financial interest in their recommendation(s).

8. If the specialist has a relationship -to the -client with a product 
vendor, the auditor CPA should assess the risk that the specialist's 
objectivity might be impaired. If the auditor CPA believes the 
relationship might impair the specialist's objectivity, the -auditor CPA 
should perform suggest additional -procedures a lternatives  with—respect 
to some or all of-the specialist's assumptions,—methods, or findings—to
determine that the f indings recom m endations are not unreasonable or 
should engage another specialist for that purpose.



PROPOSED STATEMENT ON AUDITING STANDARDS 

USING THE WORK OF A SPECIALIST

INTRODUCTION  
A N D  APPLICABILITY

I. The purpose of this Statement 
is to provide guidance to the auditor 
who uses the work of a specialist 
in perform ing an audit of financial 
s ta te m e n ts  in a c c o rd a n c e  w ith 
generally accepted auditing stand­
ards. For purposes o f this Statement, 
a specialist is a person (or firm) 
possessing spec ial skill or knowledge 
in a p a r tic u la r  field  o th e r than 
accounting or auditing.1 Examples of 
such specialists include, b ut are 
not lim ited to, actuaries, appraisers, 
attorneys,2 engineers, environm ental 
c o n su lta n ts  and geologists. T he 
guidance in this Statem ent is ap­
plicable w h e n 3

a. M anagement engages or employs 
a specialist to prepare, or assist 
in the preparation of, amounts 

o r  disclosures in the financ ial 
s ta te m e n ts , and  the  a u d ito r  
intends to use that specialist’s
work as evidential matter. 

h. M anagement engages a specialist
dup lexed  by the auditor's firm to 
provide advisory services4 and the 
auditor intends to use that special­
ist’s work as evide n tial matter.

1 In  gen e ra l. th e  a u d ito r ' s e d u ca tio n , t ra in in g.
a n d  e x p e r ie n c e  e n a b le  h im  o r  h e r  to be 
k n o w le d g e a b le  c o n c e rn in g  in c o m e  tax 
m a tte rs  and  c o m p e te n t to asse ss th e ir  
p resen ta tio n  in  th e fin a n c ia l s ta te m e n ts

2 A tto rn e ys m ay be engaged as specia lis ts  
in  a va r ie ty o f c ir c u m s ta n c e s, such as 
in te rp re tin g  th e  p rov is ions  o f a c o n t r actua l
ag re e m e n t; h ow ever, th is  S ta tem ent does 
not a p p ly to the  fo rm  o f co n te n t o f standard  
le tte rs  o f a ud it in q u iry  c o n c e rn in g  lit ig a ­
t io n  c la im s, o r assessments and law yers 
re s p o n s e s  th e re to . (S ee S ta te m e n t on  
A u d it in g  S tandards |SAS| No. 12. In q u iry  o f a 
C lie n t 's  L a w y e r C o n ce rn in g  L it ig a t io n .  
C la im s. a nd  Assessments [ A IC PA. Profes­
s ion a l S tan d a rds, vo l. 1, A U sec. 3 3 7 ] .)

3 Th is S ta tem ent does no t a p p ly to  s itu a tio n s  
in  w h ic h  the  spec ia lis t is e m p lo yed by the  
a u d ito r  s f irm  and p a rt ic ip a te s  in  th e  a ud it. 
(See SAS No. 22, P lan n ing  a nd  Supervision  
[ A IC P A. Professional S tandards, vo l 1, A U 
see 311] .)

4 The  a u d ito r  s h o u ld  co n sider th e  e f f ect  of any, 
th a t us ing  the  w o rk  ot a spec ia lis t e m p lo yed 
b y the a u d ito r 's f irm  has o n in d e p e n d e n c e

c. The auditor engages a specialist 
and intends to use that specialist’s 
work as evidential matter.

DECISION TO USE 
THE WORK OF A  SPECIALIST

2. The auditors education and 
experience enable him or her to be 
k n o w led g eab le  ab o u t b u s in e ss  
matters in general, b u t the auditor is 
not expected to have the expertise 
of a person trained for or qualified 
to engage in the practice of another 
profession or occupation. D uring 
th e  a u d it, how ever, an a u d ito r  
may encounter m atters potentially 
material to the lair presentation of 
financial statem ents in conformity 
with generally accepted accounting 
p r in c ip le s5 that re q u ire  specia l 
knowledge and that in the auditors 
judgm ent require using the work 
ol a specialist to obtain com petent 
evidential matter.

3. Examples o f situations that 
might require special skill or knowl­
edge include, but are not lim ited to, 
the following:

a. Valuation (lor example, special- 
purpose inventories, high tech­
nology materials or equipm ent, 
pharmaceutical products, complex 
financ ial instrum ents, real estate, 
restricted securities, and works 
of art)

h. Determ ination of physical char­
acteristics relating to quantity  on 
hand or condition (lor example, 
quantity or condition of minerals, 
mineral reserves, or m aterials 
stored in stockpiles)

5 T h e  gu idance  p ro v id e d  in th is  S ta tem ent 
app lies  to a ud its  o f f in a n c ia l s ta tem ents  
p repa red  e ith e r  in  accordance  w ith  gener­
ally accep ted  a c c o u n tin g  p r in c ip le s  o r  in 
accordance  w ith  a c o m p re he ns ive basis of 
a cco u n tin g  o th e r  than  g e n e ra lly  accep ted  
a ccou n tin g  p rin c ip le s . Refe re n ces in  th is  
S ta tem ent to g e n e ra lly accep ted  acc o u n tin g  
p r in c ip les are in te n d e d  to in c lu d e  a c o m p re ­
h e n s ive basis of a c c o u n tin g  o th e r  than  
genera lly accep ted  ac c o u n tin g  p r in c ip le s .

c. Determination of amounts derived 
by using specialized techniques 
or methods (for example, actuar­
ial determinations for employee 
benefits obligations and dis­
closure's, and determinations for 
insurance loss reserves)

d . In te rp re ta tio n  of technical 
requirem ents, regulations, or 
agreem ents (for example, the 
potential significance of con­
tracts or other legal documents, 
or legal title to property)

QUALIFICATIONS AND WORK  
OF A SPECIALIST

4. To determine that the special­
ist possesses the necessary skill 
or knowledge in the particular field, 
the auditor should evaluate the 
professional qualifications of the 
specia list. The aud ito r should 
consider the following:

a. T he professional certification, 
license, or o th e r  recognition of 
the competence of the specialist 
in his or her field, as appropriate

b. The reputation and standing 
of the specialist in the views of 
peers and others familiar with 
the sp ec ia lis ts  capability  or 
performance

c. The specialist's experience in the 
type of work under consideration

5. An understanding should exist 
among the auditor, the client, and the 
specialist as to the nature of the work 
performed or to be performed by the 
spec ia list. This u n d erstan d in g 6 
should cover the following:

a. The objectives and scope of the 
specialist’s work

b. The specialist’s representations 
as to his or her relationship to the 
client (see paragraphs 6-8)

c. The methods or assumptions used

6 T his unde rstanding may be documented in 
various ways, including in a letter or in the 
specialist's report.



E X P O S U R E  D R A F T

4. In p e rform ing an audit of 
financial statem ents in accordance 
with gen e r ally accep ted  auditing 
standards, the auditor may use the 
w o rk  o f a specia lis t as an audit 
p ro c e d u re  to o b ta in  c o m p e ten t 
evidential m atter. The circum stances 
surrounding the use of a specialist 
d iffer. Although the familiarity o f 
individual auditors with the work 
p e rfo rm e d  by c e r ta in  ty p es of 
specialists may differ, the auditing 
p ro ced u res  necessary to com ply 
with generally accep ted  auditing 
standards need not vary as a result of 
the extent of the auditor's knowledge.

SELECTING QUALIFICATIONS 
A N D  WORK O F A  SPECIALIST

5.  4. The To determine that the 
specialist possesses the necessary 
skill or knowledge in the particular 
f ie ld , the auditor should evaluate 
satisfy himself concern ing  the profes­
sional qualifications and reputation 
of the specialist by inquiry or other 
p ro ced u res , as ap p ro p ria te . T he 
auditor should consider the following:

a. The professional certification , 
license, or o ther recognition of 
the com petence of the specialist 
in his or her field , as appropriate

b. The reputation and standing of 
the specialist in the views of his 
p ee rs and others familiar with 
his the  specia list's  capability 
o r perform ance

c. The relationship, if any, of the 
specialist to the client

c. The specialist's experience in the 
type of  work under consideration

6. Ordinarily, the auditor should 
attem pt to obtain a specialist who is 
unrelated to the client. However, 
when the circum stances so warrant, 
work of a specialist having a relation­
ship to th e  client may be acceptable 
(see paragraph 8 ). Work of a special­
ist un re lated to the client will usually 
provide the aud ito r with g rea ter 
assurance of reliability because of the 
absence of a relationship that might 
impair objectivity.

7. 5. An u n d e rs ta n d in g  shou ld
exist am ong the  au d ito r, the  c lie n t, 
and th e  spec ia lis t as to the  na tu re  
of the  w o rk  p erfo rm ed  or to be

perform ed by the specialist. Prefer­
ably, the This understanding6 should 
be docum ented and should cover 
the following:

a. The objectives and scope of the 
specialist's work

b. T he specialist’s representations 
as to his or her relationship, if any, 
to the client (see paragraphs 6—8)

c. The m ethods or assum ptions to 
be used

d. A comparison of the methods or 
assum ptions to be used with 
those used in the preceding period

c. The specialist’s understanding of 
the auditor’s corroborative use 
of the specialist’s findings in rela­
tion to the representations in the 
financial statem ents

f. The form and conten t of the 
specialist’s report find ings  that 
would enable the auditor to make 
the evaluation described in para­
graph 8 9

RELATIONSHIP OF THE 
SPECIALIST TO THE CLIENT

6. The auditor should evaluate 
the relationship7 o f  the specialist to 
the clients including circumstances 
that might im pair the objectivity o f  
the specialist. Such circumstances 
include situations in which the client 
has the ability  — through em ploy­
m ent ownership, contractual right, 
fam ily relationship, or otherwise — 
to directly or indirectly control or 
significantly influence the specialist.

7. When a specialist does not have 
a relationship with the client, the 
specialist's work will usually provide 
the auditor with greater assurance o f  
reliability. However, the work o f  a 
specialist who has a relationship  
with the client may be acceptable 
under certain circumstances.

6 This understanding may be documented in 
various ways, including in a letter or in the 
specialist's report.

7 The term "relationship" includes, but is not 
limited to, those situations discussed in foot­
note 1 of  SAS No. 45, Omnibus Statement on 
Auditing Standards —1983 (AICPA, Prof es­
sional Standards, vol. 1, AU sec. 334).

  8. I f  the specialist has a relation­
ship to the client, the auditor should 

 assess the risk that the specialists 
objectivity might be impaired. I f  the 
auditor believes the relationship 
might impair the specialists objec­
tivity, the auditor should perform 
additional procedures with respect 
to some or all o f  the specialists 
assumptions, methods, or findings to 
determine that the findings are not 
unreasonable or should  engage 
another specialist fo r that purpose.8

USING THE FINDINGS 
OF THE SPECIALIST

 8. 9. Although the The appro­
priate ness and reasonableness of 
methods or an d  assumptions used and 
their application are the responsibility 
of the specialist, the The auditor 
should obtain an understanding of 
the methods or and assumptious 
used by the specialist to determine 
w hether the findings are suitable for 
corroborating the representations in 
the financial statements. The auditor 
should consider whether the special­
ist’s findings support the rel ated 
rep resen ta tio n s in the financial 
statements and, depending on the 
auditors assessment o f control risk, 
make appropriate tests of accounting 
data provided by the client to the 
specialist. Ordinarily, the auditor 
would use the work of the specialist 
unless his the auditor's procedures 
head him or her to believe that the 
findings are unreasonable in the 
circumstances. I f  the auditor believes 
the findings are unreasonable, he or 
she should apply additional proce­
dures, which may include obtaining 
the opinion o f  another specialist. If 
the specialist is related to the client 
(see paragraph 6 ), the auditor should 
co n sid e r perform ing additional 
p ro ce d u re s  w ith respec t to som e or 
all of the related specialist’s assump­
tions, m eth ods, o r findings to  d e te r­
m ine that the findings are not 
unreasonable o r engage an outside 
specialist for that purpose.

8 In the specific situation involving the audit 
o f  insurance entities' loss reserves. Statement 
of  Position 92-4 requires the use o f an outside 
loss reserve specialist, that is, one who is not 
an employee or officer o f the company.
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EFFECT OF THE SPECIALIST'S 
WORK O N  THE 

AUDITOR'S REPORT

9. 10. If the  au d ito r d e te rm in es
that the specialist’s findings support 
the related representations in the 
financial statem ents, he or she may 
reasonably conclude  that he has 
o b ta in e d  su ff ic ie n t c o m p e te n t 
evidential m atter has been obtained. 
if th e re  is a m aterial d ifference 
betw een the specialist’s findings and 
the representations in the financial 
statem ents, or if the auditor lielieves 
that the determ inations m ade by the 
specialist are unreasonable, he or she 
should apply additional p rocedures. 
I f a fte r app ly ing  any ad d itio n a l 
procedures that might be appropri­
ate he the auditor is unable to resolve 
the matter, the auditor should obtain 
the opinion of ano ther specialist, 
unless it appears to the auditor that 
the m atter cannot be resolved. A 
m atter that has not been resolved w ill 
o rd in arily  c au se  th e  a u d ito r  to 
co n c lu d e  that he or she  should  
qualify his the  opinion or disclaim 
an opinion because the inability to 
obtain sufficient com petent eviden­
tial m atter as to an assertion of 
m aterial significance in the financial 
s ta te m e n ts  c o n s t i tu te s  a scope- 
limitation. ([S]ee section 508.40 - .4 1

SAS .No. 58, Reports on Audited 
Financial Statements [AICPA, Profes­
sional Standards, vol. 1, AU sec. 
508.4 0 - .41] .)

10. .11. The auditor may con­
clude after perform ing additional 
p ro ced u res , in c lu d in g  possib ly  
obtaining the opinion of another 
specialist, that the representations in 
the financial s ta tem ents are not 
in conform ity w ith  generally accepted 
accounting principles. In that event, 
he the auditor should express a quali­
fied or adverse opinion. ([S]ee section 
50 8 .49-.59 and .55 SAS No. 58, 
Reports on Audited Financial State­
ments [AICPA, Professional Standards, 
vol. 1, AU secs. 508.49-.50, .55] .)

REFERENCE TO THE SPECIALIST
IN THE AUDITOR'S REPORT

11. 12. W hen expressing an 
unqualified opinion. Except as dis­
cussed in paragraph 13, the auditor 
should not refer to the work or findings 
of the specialist. Such a reference in 
an unqualified opinion might be 
misunderstood to be a qualification 
of the auditor’s opinion or a division 
of responsib ility, neither of which is 
intended. Further, th e re may be an 
inference that the auditor making 
such reference perform ed a more

thorough audit than an auditor not 
making such reference.

12. 13. If  the The auditor may, 
as a result of the report or findings of 
the specialist (see paragraphs 9 and 
10), decides decide to add explana­
tory language to his or her standard 
report (1) add an explanato ry para­
graph describing an uncertainty,
(2) add an explanatory paragraph 
describing his or her substantial 
doubt about t he  entity’s  ability to  
continue as a going concern, (3) add 
an explanatory paragraph to empha­
size a m atter regarding t he financial 
statements, or (4) 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. [Paragraph—am ended to 
reflect th e  conform ing changes 
necessary due to  th e  issuance of SAS 
Nos. 53 through 62.)

EFFECTIVE DATE

14. This Statement is effective for 
audits o f  financial statements for  
periods ending on or after June 15,
1994. Early application o f the provi­
sions o f  this Statement is encouraged.

USING THE WORK OF A SPECIALIST: AUDITING INTERPRETATIONS O F SECTION 336

1. APPLICABILITY OF  
GUIDANCE O N  THE USE 

OF SPECIALISTS

.91. Question  — M anagement may 
engage- or em ploy a specialist to 
prepare, or assist in the prepara­
tion of, am ounts or disclosures in 
the  financial s ta tem en ts . If that 
amount or disclosure is material to 
t he fin an c ia l s ta te m e n ts , is t he 
guidance in section 33(5, “Using the 
Work of a Specialist," applicable when 
performing an audit of the financial 
statem ents in accordance with gener­
ally accepted auditing standards?

.92. Interpretation—Yes. Section 
336 states, "D uring his aud it. . .an 
a u d ito r  may e n c o u n te r  m a tte rs

p o ten tia lly  m ateria l to th e  fair 
presentation of financial statem ents 
in co n fo rm ity  w ith  g en era lly  
accepted accounting principles that 
require special knowledge and that 
in his judgm ent require using the 
work of a specialist." W hen a special­
ist has prepared, or assisted in the 
p repara tion  of, a m atte r that is 
potentially material to the financial 
statements, if the auditor intends to 
use that specialist' s work as evidential 
matter, he should follow the guidance 
in section 336.

.93. Thus, as with any specialist 
whose work the auditor uses, the 
auditor should satisfy himself as to 
the professional qualifications and 
reputation of the spe c ialist, obtain an

understanding of the specialist’s 
m ethods and assum ptions, test 
accounting data provided to the 
specialist, and consider whether 
the spec ia lis t’s findings support 
the related representations in the 
financial statements.

[Issue D ate: O ctober 1979.)

2. EXCLUSION OF SPECIALISTS 
ON THE AUDIT STAFF

.94. Q uestion  S ec tio n  33(5, 
“Using th e  Work: o f a Specialist,” in 
footnote 1 states, “This statement 
does not apply to using th e  work of a 
specialist w ho is a m em ber o f  the 
auditor’s staff. . ."  Does this mean
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that section 336 does not apply when 
a specialist w ith  an -auditor's firm pro­
vides advisory services to a client?

.65. Interpretation— No. The exclu­
sion in sectio  n 3 3 6  only relates t o 
specialists serving as m em bers of  
the audit staff, that is, those who 
participate in the audit. For exam ple,

statisticians may assist in the execu­
tio n  of aud i t  sa m p ling p lans o r  
com puter specialists may assist in 
the  au d its  of financial state m ent s 
of clients with complex EDP opera­
tions. However, some CPA firms have 
specialists w ho provide advisory  
services in addition to participating 
i n  an audit. The exc lusion  applies

only to a specialist's participation

the auditor’s firm provides advisory 
services to a  client and the auditor 
decides t o use that specialists work 
as evidential matter, he should follow

[Is s u e  Da te :  O cto ber 1979.]
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Dear Ms. Mebus:

On behalf of the National State Auditors Association (NSAA), I am pleased to 
provide you these comments regarding the exposure draft of the proposed 
statement on auditing standards, Using the Work o f a Specialist. The 
following comments are not intended to represent a single response for each 
NSAA member individually. The views of some members may not be fully in 
concert with all comments presented here. Individual state auditors may 
wish to comment on this proposed statement separately.

NSAA generally supports the issuance of the proposed statement, and we have 
no significant modifications to suggest. However, during our review, we
noted a few instances in which we believe the statement’s guidance could be 
clarified or expanded to provide more helpful guidance to auditors. As 
requested, our responses refer to specific paragraph numbers.

Paragraphs 1 and 2

The guidance on applicability of the statement provided in paragraph 1 and 
footnote 5 to paragraph 2 could be reorganized and clarified.

Paragraph 3

Additional examples of situations that might require special skill or 
knowledge could be provided.

Paragraph 4

The guidance on evaluating the professional qualifications of the specialist 
could be expanded to include considering inquiry of the licensing board, if 
relevant, as to whether any unresolved complaints have been lodged against 
the specialist.

Relmond P. Van Daniker, Executive Director for NASACT 
2401 Regency Road, Suite 302, Lexington, Kentucky 40503, Telephone (606) 276-1147, 

Fax (606) 278-0507 and 444 N. Capitol Street, NW, Washington, DC 20001 
Telephone (202) 624-5451. Fax (202) 624-5473
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Paragraph 5.d.

Because an auditor may use the work of some specialists less than annually, 
the guidance on establishing an understanding between the auditor, the client, 
and the specialist could refer to the previous period or the previous 
engagement, whichever is applicable.

Paragraphs 6 - 8

The guidance on procedures to be performed by the auditor regarding the 
specialist’s relationship to the client could be clarified.

Paragraph 13

To provide the auditor with more specific guidance, this paragraph could 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.

Paragraph 14

Based on the nature and scope of the changes in the proposed statement, the 
implementation date appears to be reasonable.

NSAA appreciates the opportunity to provide these comments to the AICPA. If 
you have any questions, feel free to call me at (518) 474-5598 or Cindy 
Upton at NSAA at (606) 276-1147.

Sincerely,

Robert H. Attmore 
President
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J e a n n e  Mebus
T e c h n ic a l  M anager
A m erican  I n s t i t u t e  o f  C e r t i f i e d  

P u b l ic  A c c o u n ta n ts
1211 Avenue o f  t h e  A m ericas
New Y ork, NY 10036-8775

D ear Ms. M ebus:

In  r e s p o n s e  t o  t h e  E x p o su re  D r a f t  -  P ro p o sed  S ta te m e n t  on 
A u d i t in g  S ta n d a r d s ,  "U sing  th e  Work o f  a S p e c i a l i s t " ,  d a te d  
A p r i l  7 , 1993 , we h ave  a q u e s t io n  on th e  r o l e  o f  s t a t i s t i c i a n s ,  
and  w h e th e r  t h e i r  r o l e  sh o u ld  be d i r e c t l y  a d d re s s e d  i n  t h e  
E x p o su re  D r a f t .

We w ould  l i k e  t o  h ave  c l a r i f i c a t i o n  a s  t o  w h e th e r  
s t a t i s t i c i a n s  a r e  c o n s id e re d  " s p e c i a l i s t s " ,  ev en  when th e y  may a t  
t im e s  p e rfo rm  s i m i l a r  work t o  t h a t  o f  an  a u d i t o r  ( i . e .  sam p le  
s e l e c t i o n ) , a l b e i t  on a more com plex  l e v e l .

A c c o rd in g  t o  t h e  d e f i n i t i o n  o f  a  s p e c i a l i s t ,  u n d e r  t h e  
p ro p o se d  s t a te m e n t ,  t h e  p e rs o n  m ust be k n o w le d g e a b le  i n  a f i e l d  
o th e r  th a n  a u d i t i n g  o r  a c c o u n t in g .  How ever, u n d e r  AU 350 , A u d it  
S am p lin g , t h e  a u d i t o r  i s  r e s p o n s i b l e  f o r  p e r fo rm in g  sa m p lin g  
p r o c e d u r e s .  Our q u e s t io n ,  t h e r e f o r e ,  i s :  i f  an  a u d i t o r  u s e s  a  
s t a t i s t i c i a n  f o r  t h e  p u rp o se  o f  s e l e c t i n g  and  e v a l u a t i n g  a 
s t a t i s t i c a l  sa m p le , i s  t h e  s t a t i s t i c i a n  c o n s id e r e d  a  s p e c i a l i s t  
u n d e r  t h e  p ro p o s e d  s ta n d a r d ?  T h is  q u e s t io n  assum es t h a t  th e  
s t a t i s t i c i a n  em ploys m ethods t h a t  r e q u i r e  s k i l l s  beyond  th o s e  
a c q u ir e d  by a C e r t i f i e d  P u b l ic  A c c o u n ta n t.

We c o n s id e r  t h i s  i s s u e  im p o r ta n t  b e c a u se  t h e  s e n s i t i v e  
n a tu r e  o f  i n v e n t o r i e s  t h a t  we a u d i t  r e q u i r e s  t h e  h i g h e s t  l e v e l  o f  
s t a t i s t i c a l  p r e c i s i o n ,  w hich  som etim es e n t a i l s  u s e  o f  an  o u t s id e  
s t a t i s t i c i a n .

S h o u ld  you h av e  any q u e s t io n s  o r ,  i f  we c an  be  o f  f u r t h e r  
a s s i s t a n c e ,  p l e a s e  c o n ta c t  B enjam in  H. Sussman o r  G lenn  E. 
F u n k h o u ser o f  my s t a f f  a t  (202) 9 2 7 -5 4 6 0 .

S in c e r e ly ,

R o b e r t  P . C esca  
D eputy  I n s p e c t o r  G e n e ra l
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White Plains. NY 10606-1908

Telephone 914 287 6900 
914 287 6990

Telefax 914 287 6972

July 1, 1993

Ms. Jeanne Mebus
Technical Manager
Auditing Standards Division
American Institute of Certified Public Accountants 
1211 Avenue of the Americas 
New York, New York 10036-8775

Re: File No. 4568
Exposure Draft-Proposed Statement on Auditing Standards, Using the Work o f a Specialist 

April 7 ,  1993

Dear Ms. Mebus:

  We have read the aforementioned exposure draft and support its issuance. Our comments 
are summarized below in sequential order by paragraph.

• In practice, the exclusion from the applicability o f the proposed standard 
described in footnote 3 to paragraph 1 (i.e., when the specialist is employed by 
the auditor's firm and participates in the audit) may be difficult to distinguish

  from the situation described in paragraph 1(b) in which management engages a 
  specialist employed by the auditor’s firm  to provide advisory services and the 

auditor intends to use that specialist's work as evidential matter. We suggest 
the Board consider defining what is meant by the term "participates in the audit" 
(to distinguish it from using a firm-employed specialist's work as audit
evidence).

• Paragraph 9 of the exposure draft states that "The auditor should consider 
whether the specialist's findings support the related representations in the 
financial statements and, depending on the auditor's assessment o f  control risk,

  make appropriate tests of accounting data...(emphasis added).” We believe this 
sentence should be revised as follows:

“The auditor should consider whether the specialist’s findings support 
the related representations in the financial statements and should test the 
data provided to the specialist to the extent considered necessary. 
Among the factors to consider in determining the extent of test work to 
be performed would be the auditor’s assessment of controls risk.”

We would be pleased to discuss our comments with you.

Very truly yours,    

Member Firm of
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LOWELL R. ALLEN
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June 30, 1993

AICPA
Jeanne Mebus, Technical Manager 
Auditing Standards Division, File 4568 
1211 Avenue of the Americas 
New York, NY 10036-8775

Dear Ms. Mebus:

I have the following comments regarding the Exposure Draft on Using the Work of a 
Specialist.

Attorneys as specialists

In footnote 2, the draft makes a distinction between the auditor’s use of the "standard 
letter of audit inquiry concerning litigation" and other situations where an attorney may 
be a specialist to which this statement applies. I fail to see the distinction between 
management’s use of an attorney, an actuary, an engineer, or any other professional in 
fulfilling its role to manage its business. Since management can’t be experts in all areas 
affecting business, using the expertise of professionals to assist it is a necessity. In my 
opinion, the term “specialist" is equally applicable to attorneys as well as other 
professionals and this statement should apply to attorneys used in litigation matters.

If a distinction is retained, the final statement should explain the reason for the separate 
treatment of attorneys versus other professional in the auditing literature.

Independence

Paragraph 7 - The conclusion is that a specialist that does not have a relationship with 
the client provides the auditor with greater assurance. The next sentence suggests that 
the existence of such relationships may be acceptable "under certain circumstances." The 
statement should be expanded to provide some examples where this could be acceptable. 
For example, if the specialist were a shareholder in the client or if there was a close 
family relationship, I would not consider the work as reliable corroborating evidence. 
However, I believe that the professional standards of certain professions, especially 
appraisers and actuaries, preclude the acceptance of engagements where the specialist 
has certain relationships. I think that the final statement should refer to the professional 
standards o f other professions and request that the specialist confirm that he or she has 
conformed to those standards.



How should the auditor view a report, either regarding litigation or in the role of a 
specialist, from a law firm if a member of that firm is on the Board of Directors of the 
client? I would consider this as a relationship that may influence the conclusion reached 
and accordingly the auditor may need additional evidential matter to support his or her 
opinion.

Footnote 8 refers to the requirements of SOP 92-4 that "requires" the use of an outside 
loss reserve specialist for insurance entities’ loss reserves. This statement does not appear 
to change SOP 92-4. The final statement should either revise SOP 92-4, require the use 
of outside specialists for other functions or justify why this is the only situation that 
requires an outside specialist.

Reasonableness of the Conclusion

If the appropriateness and reasonableness of the methods and assumptions used and 
their application are the responsibility of the specialist (paragraph 9), then it follows that 
the conclusion must also be the responsibility of the specialist. If the auditor is satisfied 
with the professional reputation of a specialist and has tested the data provided to the 
specialist, please clarify in the final statement why the auditor is asked to evaluate if the 
result is unreasonable. If the auditor already has a preconceived notion about what 
would be reasonable, then the role of the specialist seems less important.

If the final statement retains this reasonableness test, it should comment on how the 
auditor is to reach this conclusion. This means that the auditor must use some method 
separate from that of the specialist to make this reasonable versus unreasonable test. 
Certain data may lend itself to reasonableness testing such as the interest rate used in 
the pension accrual based on the rale used last year and the general awareness of 
interest rate changes during the year. However, the reasonableness of the ending pension 
accrual, environmental clean up cost accrual, and other financial data developed by a 
specialist may not be susceptible of reasonableness without replicating the detailed 
calculations of the specialist and concluding as the reasonableness of each element of the 
calculation. However, the statement says that this is the responsibility of the specialist 
and not the auditor. This appears to be contradictory.

Comparing Specialist Conclusions to Financial Statements

Paragraph 10 - In the case of an actuary’s report, the data within the financial statements 
are likely to have been supplied by the actuary. Accordingly, there will usually be no 
difference between the specialist’s report and the financial statement amounts. Assuming 
that the actuary has the desired professional reputation, I am assuming that the 
statement would not require any additional corroborating evidential matter. In the case 
of an appraiser, management may have used its own judgment and the appraiser’s report 
may either confirm or contradict the values used.

Reporting on the use of a Specialist



Paragraphs 12 and 13 - If a portion of an audit is performed by another audit firm, the 
auditor has the option of accepting responsibility for the work of the other firm and 
performing certain procedures, or modifying the auditor’s report to indicate that portion 
audited by the other firm or firms. I fail to see why the auditor is not permitted to make 
a similar determination regarding portions of the audit where the auditor must rely on 
the expertise of a specialist. An auditor is not an actuary; therefore, he must accept the 
work of this specialist in arriving at an overall conclusion about the financial 
presentation. The auditor is also not an attorney; therefore, the evaluation of the client’s 
exposure to product liability litigation and other litigation is based on the opinion of 
legal counsel to support or contradict management’s presentation. If, as stated in 
paragraph 9, the reasonableness of the methods and assumptions are the responsibility of 
the specialist, then I fail to see why the auditor is precluded from communicating to the 
reader that a portion of the audit process was outside of his or her areas of expertise and 
that he therefore relied on the expertise of others. Consideration should be given to 
permitting the auditor’s report to be modified when a significant portion of the opinion 
is based on the work of specialists.

It now appears that the only time that the auditor could name the specialist is if the 
auditor is giving other than an unqualified opinion or adding an explanatory paragraph. 
The addition of an explanatory paragraph to an unqualified opinion may become the 
standard for those auditors wishing to disclose that a significant portion of his report was 
based on the work of a specialist.

Sincerely,

Lowell R. Allen
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Auditing Standards Board
American Institute o f Certified Public Accountants 
1211 Avenue of the Americas 
New York, New York 10036-8775

Using the Work of a Specialist

Ernst & Young supports the efforts of the Auditing Standards Board to revise the guidance 
contained in Statement on Auditing Standards (SAS) No. 11, “Using the W ork of a Specialist.” 
While we believe the exposure draft is an improvement over SAS No. 11, we have the following 
comments for improving the exposure draft.

Paragraph

2 and 3 Because these paragraphs only provide limited guidance to auditors for 
determining when to use the work of a specialist, we believe they may increase 
the likelihood that auditors will be sued successfully when they have not used 
specialists, especially in connection with the valuation of clients’ real estate and 
special-purpose inventories. We believe the guidance in these paragraphs should

  be expanded before the final SAS is issued to describe the types of factors 
auditors should consider when deciding whether to use a specialist. The decision 
to use a specialist is affected by such factors as the auditors’ experience and 
expertise in the particular area, the risk of material error in the accounts affected, 
the significance of the audit area to the financial statements, the client’s control 
environment and control (and other) procedures in the area, and the nature, 
timing, and extent of the auditors’ other procedures performed in the particular 
area and related areas.

In addition, the expanded guidance should be helpful to the Board in addressing 
the Quality Control Inquiry Committee’s (QCIC) recommendation that auditing 
standards address auditors’ responsibilities for the qualitative aspects of certain 
inventories. We agree with the QCIC’s recommendation and believe the Board 
should form a task force to research the issue and determine whether the 
auditing literature provides auditors with the necessary guidance in this area, 
and if not, to develop that guidance.

4 This paragraph provides guidance to auditors for determining whether the
specialist possesses the necessary skill or knowledge in the particular field. We 
believe this paragraph also should indicate whether, or in what circumstances, 
auditors need to document their evaluation of the specialist’s professional 
qualifications.
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The third sentence in this paragraphs states, “The auditor should consider 
whether the specialist’s findings support the related representations in the finan­
cial statements and, depending on the auditor’s assessment of control risk, make 
appropriate tests of accounting data provided by the client to the specialist.” 
This implies that auditors may not have to test accounting data provided by the 
client to the specialist if control risk has been assessed at below the maximum. 
We believe that, if auditors use the work of a specialist, they should be required 
to test the accounting data provided to the specialist. However, the assessed 
level o f inherent and control risk should affect the extent of those tests of the 
accounting data.

* * ** *

W e would be pleased to discuss our comments and recommendations with members o f the 
Auditing Standards Board or its staff.

Sincerely,





MASSACHUSETTS SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS, Inc.
105 C hauncy Street Boston, MA 02111 (617)556-4000 FAX (617) 556-4126 Toll Free 1-800-392-6145

July 29, 1993

Ms. Jeanne Mebas
Technical Manager
Auditing Standards Division
File 4568
AICPA
1211 Avenue of the Americas
New York, N.Y. 10036-8775

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

Dear Ms. Mebas:

The Accounting Principles and Auditing Procedures Committee is the senior 
technical committee of the Massachusetts Society of Certified Public Accountants 
(MSCPA). The Committee consists of over thirty members who are affiliated with public 
accounting firms of various sizes from the sole practitioner to the international "big six" 
firms, as well as members in both industry and academia.

The Committee has reviewed and discussed the exposure draft of the proposed 
statement of position "Using the Work of a Specialist" dated April 7, 1993, and is in 
agreement with the proposed new provisions of the standard as well as the proposed 
revisions of SAS No. 11.

Very truly yours,

Accounting Principles of Auditing 
Procedures Committee of the MSCPA

BJB:slm
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