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New Auditing Standards – Who cares?

Most people do not care how auditors do their work until there is an audit failure, and then everyone wants to know where the auditors were and what they did.  Enron and other audit failures led to everyone reviewing what auditors do and why.  

Auditors of publicly traded companies now follow the federal government’s Public Company Accounting Oversight Board, while all other auditors use the American Institute of Certified Public Accountants’ (AICPA) Statements on Auditing Standards.  And, when we say all other auditors, we mean auditors who audit all other entities from your civic association to the Federal Government.
Therefore, when the Auditing Standards Board issues nine new Statements on Auditing Standards (SASs) that become effective at one time, everyone who does an audit or pays for an audit should care.  Although reading auditing standards has the appeal of watching paint dry and the effect of sleeping pills, these new standards are drastically changing the auditing environment. 

The drastic changes that most people will see will not occur on audits done by this Office.  While we will be making a number of changes, most will be procedural changes on how we do our work.  This lack of change is not because we are not following the standards, but because most of the changes were already part of the Government Auditing Standards issued by the Government Accountability Office (GAO).
GAO adds auditing standards for government auditors to follow because the AICPA has not addressed some issue or concern.  The last update of Government Auditing Standards issued after these new AICPA standards resulted in the GAO dropping requirements, because the AICPA standards had finally caught up to government standards.

However, there will be changes on how, when, and where we do our audit work.  We will be asking more questions and taking more notes than ever before.  The really big changes will come with the auditor’s increased use of ARMICS (i.e. Department of Accounts’ Agency Risk Management and Internal Control Standards) information and discussions with all levels of management, especially if the agency has a supervisory board.
The new standards clearly focus the auditor’s attention on risk and not just internal accounting control matters, but the effects that all matters can have on the agency.  This approach will have the auditors looking at risk management issues identified as part of the strategic plan, the continuity of operations plan, and ARMICS.
The other big change is assessing management’s oversight and involvement in the agency.  The standards use the term “those responsible for governance.”  Historically, in private industry, auditors have dealt with management and not the Board of Directors and, to some degree; the same was true in government.  Enron and other business frauds have shown that the Board of Directors would probably have acted differently, if the auditors had told them of problems.
The new standards now require that the auditor meet with supervisory boards at least twice, once as the audit starts, and then to present the findings.  This standard also sets out some of the discussion items.  The auditor must use this information to determine the level of involvement of the Board and management in evaluating risks and appropriately dealing with them.
For those of you who use audits for federal grant and contract oversight or monitoring, you will also see a change the standards will have on how auditors report findings.  The auditors must discuss any and all findings with the governing bodies and consider their response in issuing the report.

Finally, while these new standards will have little effect on government auditors and audits, the effect on everyone else will be profound.  Some accounting professors see these new standards as resulting in complete rewrites of existing auditing textbooks.

The paint is dry and the writer is dozy, therefore goodbye.  Should you want to become more familiar with these standards and others previously issued, the following link has been provided:  Auditing Standards
Previous topics are available at our website at http://www.apa.virginia.gov/articles.cfm

Contact information can be updated through e-mail to heather.barnes@apa.virginia.gov
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