
 

YB ED Comment Letter (Draft 06.09.2017) 

 
 
June 30, 2017 
 
Mr. James Dalkin, CPA 
Director, Financial Management and Assurance 
United States Government Accountability Office 
441 G Street, NW 
Washington, DC 20548 
 
Re: Government Auditing Standards, 2017 Exposure Draft (GAO-17-313SP) 
 
Dear Mr. Dalkin:  
 
Cotton & Company LLP appreciates the opportunity to comment on the 2017 Exposure Draft (ED) of the 
Government Accountability Office’s (GAO’s) Government Auditing Standards (the Yellow Book). The 
Yellow Book is an invaluable standard that is vital to the successful conduct of any government audit. 
We support GAO’s efforts to update the Yellow Book to ensure its continued relevance.  
 
We are pleased with the draft overall, but have recommendations to strengthen the Yellow Book. Below 
we present our overall observations. In Appendix A, we include responses to the questions in Enclosure 
II of the Yellow Book ED. We include additional comments in Appendix B. Appendix C includes a 
comment letter regarding recommended requirements for representation letters that Cotton & 
Company’s Chairman, David L. Cotton, CPA, CFE, CGFM, submitted to GAO in April 2017.  
 

OVERALL OBSERVATIONS  
 
1. Revised Format for Requirements 
 
Cotton & Company is pleased with the revisions to the format of the requirements. Using text boxes to 
highlight the requirements is a considerable improvement over the format of the 2011 Yellow Book, as 
the text boxes enable the auditor to identify the requirements quickly and to easily distinguish 
requirements from application guidance. We also support placing the application guidance immediately 
after the relevant requirement text box. 
 
2. Quality Control Standards 
 
We recommend that GAO expand the quality control (QC) standards to harmonize with the American 
Institute of Certified Public Accountants (AICPA) QC Section 10, A Firm’s System of Quality Control (QC-
10). This would promote consistency in practice among auditors subject to Generally Accepted 
Government Auditing Standards (GAGAS). We believe that most of the principles and requirements of 
QC-10 would apply to all GAGAS auditors, even those that conduct only performance audits. We 
therefore recommend that the Yellow Book incorporate QC-10 by reference. 

As an alternative to incorporating QC-10 by reference, we recommend that GAO provide more 
comprehensive QC requirements and guidance in the Yellow Book. Although the ED touches on each 
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element of a QC system and includes many of the key requirements discussed in QC-10, it does not 
include several key requirements. If GAO does not incorporate QC-10 by reference, below are areas in 
which GAO could strengthen the Yellow Book QC requirements. 
 
Paragraphs QC-10.23 and QC-10.24 address required policies and procedures to help ensure that threats 
to independence are quickly identified, communicated, and resolved. Accordingly, we recommend that 
these requirements be added to the Yellow Book.  
 
In addition, the ED does not include a key human resources requirement to establish policies and 
procedures for assigning appropriate personnel with the necessary competence and capabilities to 
perform engagements in accordance with professional standards.1 We therefore recommend that the 
Yellow Book include the requirements of QC-10.34. 
 
We also recommend that GAO move the competence requirements and guidance in chapter 4 to 
chapter 5. This would further converge the Yellow Book with QC-10, which includes requirements similar 
to those in chapter 4 of the ED. In addition, we recommend that GAO move the professional judgment 
requirements and guidance from chapter 3 to chapter 5, as professional judgment relates more to 
competence than it does to ethics and independence.  
  
In addition, we recommend that GAO include aspects of QC-10 in other areas of audit performance, 
such as requirements for remedial action,2 complaints and allegations,3 and documentation of the 
system of quality control.4 In particular, QC-10.56 provides several remedial actions that an audit 
organization should take as part of monitoring its QC system, such as communicating findings to those 
responsible for training and changing its QC policies and procedures.  
 
GAO should also strengthen the requirements related to audit performance by requiring an engagement 
quality review (EQR); an EQR is an important safeguard against erroneous or insufficiently supported 
audit opinions or other audit results and thus contributes to audit quality. The U.S. Congress considered 
EQRs so important that its landmark reform law, the Sarbanes-Oxley Act, directed the Public Company 
Accounting Oversight Board (PCAOB) to develop an EQR requirement.5 As such, we recommend that 
GAO require an EQR for all GAGAS audits. If GAO does not require EQRs, we recommend that GAO 
require audit organizations to implement policies indicating circumstances in which an EQR is needed, 
similar to those found in QC-10.37 – .48. 
 
3. Peer Review Requirement for All Audit Organizations 
 
Peer review provides assurance that an audit organization’s QC system is suitably designed and 
operating effectively. We strongly agree with GAO’s continued approach requiring audit organizations 
that are affiliated with one of the five recognized organizations,6 such as the AICPA or the Council of the 

 
1 See QC-10.34. 

2 See QC-10.56. 

3 See QC-10.60 - .61. 

4 See QC-10.62 - .64. 

5 See PCAOB Release No. 2009-004, Auditing Standard No. 7, Engagement Quality Review and Conforming 
Amendment to the Board’s Interim Quality Control Standards, page 1. 

6 See paragraph 5.64 of the ED for the five recognized organizations. 
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Inspectors General on Integrity and Efficiency (CIGIE), to undergo peer review at least once every 3 
years. The peer review requirements and guidance of the five recognized organizations help peer 
reviewers determine whether audit organizations adhere to professional standards in conducting Yellow 
Book engagements. However, the Yellow Book’s requirements and guidance for audit organizations that 
are not affiliated with the five recognized organizations are not similarly stringent. Specifically: 

• The AICPA peer review standards contain detailed requirements for performing the work, 
evaluating findings, and reporting the results, including example reports for all three possible 
ratings (i.e., pass, pass with deficiencies, and fail). The AICPA peer review guidance also includes 
example responses by reviewed firms that received a rating of fail, as well as example 
representation letters. In addition, the AICPA peer review standards include reviewer training 
information, a peer review manual, and peer review checklists. 

• Unlike the peer review standards of recognized organizations, the Yellow Book peer review 
standards and guidance do not include a process in which a recognized organization reviews the 
peer review team’s draft reports. The Yellow Book’s peer review standards also do not include a 
disciplinary process if a reviewed organization refuses to cooperate, fails to correct deficiencies, 
or is found to be so deficient in its performance that education and remedial corrective actions 
are not adequate. 

• Unlike guidance from recognized organizations, the Yellow Book does not include a process for 
reviewing the performance of peer review teams. 

 
We recommend that GAO: 

• Require that audit organizations join a recognized organization, if they are eligible to do so, and 
comply with the peer review standards and guidance of that organization. 

• Develop revised peer review standards and guidance that are consistent with those of 
recognized organizations for those audit organizations that are not eligible to join a recognized 
organization. The revised standards should include detailed requirements for performing the 
work, evaluating findings, and reporting the results, similar to the AICPA peer review 
requirements. 

• Consider a process for reviewing draft peer review reports of audit organizations not otherwise 
subject to a recognized organization. 

 
4. Management Representation Letters for Performance Audits 
 
As discussed in Mr. Cotton’s April 2017 comment letter, Cotton & Company strongly believes that that 
the Yellow Book should require auditors to obtain representation letters for performance audits. Below 
we include some of the main points from the April 2017 comment letter. 

• Obtaining written representations from management is an important requirement for financial 
audit and attestation engagements, as representation letters could indicate a number of 
potential issues and provide valuable assurances. For example, audit standards cite omissions of 
or modifications to written representations as possible indicators that significant issues may 
exist. In addition, written representations provide assurance that oral representations are 
complete and accurate and that they have not been misunderstood or misinterpreted. Finally, 
management’s refusal to provide written representations may signal to the auditor the 
existence of a scope limitation that may not otherwise be discovered.  
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These notifications and assurances are equally beneficial to performance audits as they are to 
financial audits and attestation engagements. Indeed, given that performance audit objectives, 
scopes, and methodologies vary widely and therefore provide greater opportunities for 
misunderstandings between engaging parties, management, and the auditors, representation 
letters may be more important for performance audits than they are for financial audit and 
attestation engagements. 

• Paragraph 8.95 of the ED states that auditors may request that management provide written 
representations, but follows this guidance with the admonition, “This step is not a requirement 
for GAGAS...” This phrasing undermines auditors who request written representations and 
allows auditees an “out” by enabling them to point to the statement that it is not a requirement 
for GAGAS.  

• We believe that GAO should conform with other standard-setters regarding written 
management representations. Several standard-setters have recognized the importance of 
obtaining written representations from management when performing assurance services other 
than financial statement audits or reviews of historical financial information.7 These other 
assurance services, sometimes referred to as “direct engagements,” are similar to performance 
audits in that the practitioner evaluates underlying subject matter against criteria.  

 
We recommend that GAO adopt the language in International Standard on Assurance Engagements 
(ISAE) 3000 (revised), Australian Standard on Assurance Engagements (ASAE) 3000, and Canadian 
Standard on Assurance Engagements (CSAE) 3000 and require auditors and audit organizations to obtain 
written representations for performance audits. If GAO does not require this procedure, we believe that 
GAO should include it as a “should consider” procedure. At a minimum, GAO should delete the language 
in paragraph 8.95 stating that representation letters are not required by GAGAS and should provide 
guidance regarding the benefits of written representations and when the auditor should consider 
obtaining them. 
 
We have included Mr. Cotton’s full comment letter in Appendix C. 
 
5. Engagement Letters for Performance Audits 
 
Cotton & Company strongly believes that auditors conducting a performance audit should communicate 
the objectives, scope, responsibilities, and methodology in writing to the engaging party. The purpose of 
an engagement letter in a performance audit is to establish a mutual understanding between the 
engaging party and the auditor. A written engagement letter reduces the possibility that either party will 
misconstrue the objectives or responsibilities of the parties. We believe that the Yellow Book should 
require a written engagement letter or other suitable form of written agreement for performance 
audits, similar to the requirements found in AT-C Section 205, Examination Engagements.8 As such, we 
recommend that GAO modify paragraph 8.20 to:  

 
7 See International Auditing and Assurance Standards Board, ISAE 3000 (Revised), Assurance Engagements Other 
than Audits or Reviews of Historical Financial Information, paragraphs 38, 56 – 60, A136; Australian Government’s 
Auditing and Assurance Standards Board, ASAE 3000, Assurance Engagements Other than Audits or Reviews of 
Historical Financial Information, paragraphs 56 – 60; and Canadian Standard on Assurance Engagements, CSAE 
3000, Assurance Engagements Other than Audits or Reviews of Historical Financial Information, paragraphs 61 – 
65. 

8 See AT-C 205.07. 



  Page 5 

• Incorporate a requirement that auditors communicate the objectives, scope, methodology, and 
timing of the audit to the engaging party through a written engagement letter or other suitable 
form of written agreement.  

• Remove the phrase indicating that an engagement letter is not required when obtaining it 
would impair the auditor’s ability to conduct the performance audit.  

 
6. Requirements Related to Waste 
 
Cotton & Company supports adding guidance related to waste to accompany the guidance on fraud and 
abuse that was included in the 2011 Yellow Book. However, it is important to note that the 
determination that waste exists is subjective in nature, and furthermore, that waste does not affect the 
financial statements if the actual cost is fairly stated in the financial statements. We recommend that 
GAO:  

• Clarify that the auditor is not responsible for performing procedures to detect waste, unless the 
auditor is conducting a performance audit and the objective is to detect waste. Requiring 
auditors to perform additional procedures when they believe they have identified waste will 
change the nature, timing, and extent of testing, which could result in missed deliverable 
deadlines and scope limitations. 

• State that, if auditors identify what they believe to be waste, the only requirement is to 
document the matter and communicate it to management and those charged with governance. 

• Clarify the guidance to differentiate between waste and inefficiency and add examples of what 
might be considered waste under the proposed definition, as well as what would not be 
considered waste. 

• Modify the guidance on waste to recognize that the determination of what constitutes waste is 
inherently subjective, similar to the language for the guidance on abuse. 

• Add language to the guidance in chapters 6, 7, and 8 related to the elements of a finding to 
discuss waste (as well as fraud and abuse) and include a discussion of fraud, waste, and abuse as 
examples of the “Effect or Potential Effect” element of a finding. Citing instances of potential 
fraud, abuse, or waste can demonstrate why corrective action is needed. 

 
7. Continuing Professional Education Standards 
 
We agree with many of the revisions in chapter 4 that provide necessary clarification to the 
requirements and guidance regarding the auditor’s competence in GAGAS. We also appreciate GAO’s 
incorporation of its Guidance on GAGAS Requirements for Continuing Professional Education (April 2005) 
(2005 CPE Guidance) into the ED. Incorporating the requirements and related guidance in one document 
facilitates the implementation of these requirements and reduces confusion. However, we have 
concerns regarding the new requirements, as detailed below.  

• We do not agree with the GAGAS qualification requirement in paragraph 4.15. It is not 
necessary for supervisors, partners, and directors to obtain 4 hours of CPE in GAGAS-related 
topics before completing work on their first GAGAS engagement, because other professional 
standards already require those personnel to be qualified to perform the work. Auditors who 
are licensed and certified and who perform GAGAS engagements as stated in paragraph 3.75 of 
the 2011 Yellow Book must already exhibit the professional competence, technical skills, and 
knowledge necessary to conduct financial statement audits and attestation engagements in 
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accordance with applicable standards.9 There does not need to be a requirement for entry-level 
staff to obtain GAGAS qualification by the end of their first full 2-year CPE period because it is 
redundant of the requirement in paragraph 4.18. Due to the effort involved in tracking hours, 
the GAGAS qualification requirement would create an administrative burden without providing 
any additional benefits. 

We also do not agree with the 4-hour CPE requirement in paragraph 4.17 that requires auditors 
to update their GAGAS qualification each time GAO issues a Yellow Book revision. This 
requirement implies that the standards are so unclear that training is required; it does not give 
auditors credit for reading and understanding the standards without training. It also assumes 
that auditors perform all of the types of engagements in the Yellow Book, which is not usually 
the case. An auditor who conducts only performance audits might not require 4 hours of general 
GAGAS training.  

We recommend that GAO:   

o Delete the requirement in paragraph 4.15 that supervisors, partners, and directors 
should take 4 hours of GAGAS CPE before completing work on their first GAGAS 
engagement. 

o Delete the requirement in paragraph 4.17 that auditors should complete at least 4 hours 
of GAGAS CPE each time GAO revises the Yellow Book. 

• If paragraphs 4.15 and 4.17 remain in the Yellow Book, we recommend that a sufficient grace 
period be available for the 4 hours required by each paragraph. 

• We noted that the ED does not incorporate several key areas from the 2005 CPE Guidance. We 
encourage GAO to include this guidance to provide the same level of clarification as is included 
in the 2005 CPE Guidance. Specifically:  

o Paragraph 8 of the 2005 CPE Guidance afforded specific exemptions and exceptions to 
individuals meeting one of several identified criteria, including external consultants and 
internal specialists whose work is of a consultative nature, as well as support staff who 
assist with budgeting, personnel, and other administrative and writing or editing 
functions. Paragraph 9 of the 2005 CPE Guidance also affords certain exceptions for 
those auditors with extended absences and extenuating circumstances. Paragraphs 4.26 
– 4.30 of the ED also provide exemptions, including exceptions to individuals with 
extenuating circumstances. However, it does not specifically reference external 
consultants and internal specialists whose work is of a consultative nature, and staff 
performing support services and administrative functions. This omission may create 
confusion as to whether these personnel are still exempt from the GAGAS CPE 
requirements.  

To maintain the same level of clarity as in the 2005 CPE Guidance, we recommend that 
GAO consider adding guidance stating that external consultants and internal specialists 
whose work is of a consultative nature and those performing support services and 
administrative functions are exempted from GAGAS CPE requirements. 

o Paragraph 9 of the 2005 CPE Guidance included a requirement that audit organizations 
“should document the reasons for specific exceptions granted and retain that 

 
9 See paragraph 4.02 of the ED and related guidance. 
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documentation for an appropriate period of time.”10 Paragraph 4.17 of the ED states 
that the “audit organization should maintain documentation of each auditor’s CPE.” 
However, paragraph 4.48 indicates that documenting exceptions is guidance rather than 
a requirement, as the paragraph states that CPE documentation “may include… any 
reasons for specific exceptions granted to the CPE requirement.”  

Given the importance of professional education, audit organizations should document 
any deviations from CPE requirements. We therefore recommend that GAO modify 
paragraph 4.17 to require that the audit organization document the reason for any 
exceptions to CPE requirements for personnel performing GAGAS engagements.11  

o Paragraph 3 of the 2005 CPE Guidance states that “[a]uditors may not carry over CPE 
hours earned in excess of the 80- and 24-hour requirements from one period to the 
next.”12 However, the ED does not specify whether auditors may carry forward CPE 
hours in excess of the 80-hour requirement to the next reportable period. 

We recommend that GAO revise paragraphs 4.17 through 4.19 of the ED to incorporate 
the requirement prohibiting carrying excess CPE hours into the next period. 

 
8. Limited Use Reports and Classified Reports 
 
The Yellow Book should clarify reporting requirements related to limited use reports and classified 
reports. For example, paragraph 7.61 states, “When audit organizations are subject to public records 
laws, auditors should determine whether public records laws could affect the availability of classified or 
limited use reports and determine whether other means of communication with management and those 
charged with governance would be more appropriate…” It is not clear how public records laws could 
affect the availability of classified or limited use reports, or what other means of reporting are available. 
 
In addition, we suggest that GAO provide more guidance regarding report language to be used when the 
auditor issues a limited use report. We recommend that the Yellow Book incorporate or refer to 
language from AU-C 905, Alert That Restricts the Use of the Auditor’s Written Communication. AU-C 
905.06 provides that the auditor’s written communication should include an alert in certain 
circumstances, while AU-C 905.07 provides that the alert should: 

a. State that the auditor’s written communication is intended solely for the information and use 
of the specified parties.  

b. Identify the specified parties for whom use is intended.  

c. State that the auditor’s written communication is not intended to be and should not be used 
by anyone other than the specified parties.  

 
We believe that language from AU-C 905 would clarify the auditor’s responsibilities when he or she 
issues a limited use report. This language could also apply when the auditor issues a report that has 
been classified. 
 

 
10 See GAO’s 2005 CPE Guidance, paragraph 9. 

11 GAO would also need to delete paragraph 4.48d to avoid conflicting with the requirement. 

12 See GAO’s 2005 CPE Guidance, paragraph 3. 
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We recommend that GAO incorporate the following clarifications related to omitted information and 
limited use reports: 

• Paragraphs 7.60 and 9.58: “When circumstances call for omission of If the report omits certain 
information, auditors should…” The requirement to evaluate the omission should apply in every 
case. 

• Paragraphs 7.63, 7.64, and 9.62: Clarify that the auditor may also issue a publicly available 
report with the information omitted rather than issuing a limited use report and distributing the 
report only to parties responsible for acting on the auditor’s recommendations. 

 
9. Reviews of Financial Statements 
 
We question whether it is necessary to discuss reviews of financial statements in the Yellow Book. 
Cotton & Company is not aware of any Yellow Book engagements to review financial statements. We 
therefore recommend that GAO not include reviews of financial statements in the Yellow Book unless it 
can demonstrate that there is a need to do so. 
 
If GAO decides to discuss reviewed financial statements in the Yellow Book, we recommend that GAO 
provide examples of when reviews would be appropriate in government. In addition, GAO should avoid 
audit terminology when discussing reviews. For example, GAO should not call the reviewer an auditor 
and should require the report to state that, “although our work meets the standards for a review, it 
does not constitute an audit in accordance with GAGAS.” We also recommend that GAO rename the 
Yellow Book Government Auditing and Review Standards. 
 
Chapter 7 should not combine the requirements and application guidance for reviews of financial 
statements with the requirements and application guidance for review engagements under the 
attestation standards. Instead, we recommend that GAO move the requirements and application 
guidance for reviews of financial statements into a separate chapter following the chapter on financial 
audits. These types of review engagements differ with respect to the engagement objective, scope, and 
procedures, as well as the applicable standards regulating each. Because the two types of work are not 
the same, combining the requirements and application guidance may cause confusion.   

 
******************** 

 
Cotton & Company appreciates the opportunity to provide our comments on GAO’s Yellow Book ED. We 
would be pleased to discuss our comments with GAO or answer any questions that GAO may have. 
Please contact me (arosenthal@cottoncpa.com) or David Cotton (dcotton@cottoncpa.com) if you 
require any additional information. 
 
Sincerely,  
 
 
Alan Rosenthal, CPA, CFE 
Partner 
Cotton & Company LLP 
Alexandria, VA 
 

mailto:arosenthal@cottoncpa.com
mailto:dcotton@cottoncpa.com
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Appendices: 
Appendix A – Responses to Questions in Enclosure II 
Appendix B – Other Observations 
Appendix C – April 2017 Comment Letter Submitted by David L. Cotton, CPA, CFE, CGFM 
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APPENDIX A 
RESPONSES TO QUESTIONS IN ENCLOSURE II 

 
Below are Cotton & Company’s responses to the questions in Enclosure II of the Yellow Book ED. 
 
Question 1 
 
1. Generally accepted government auditing standards (GAGAS) is presented in a revised format. This is 

intended to allow auditors to quickly identify requirements and application guidance related to those 
requirements. In addition, certain topics are regrouped within the chapters.  

Please comment on how the revised format of GAGAS affects the organization and readability of the 
standards. 

 
Cotton & Company Response to Question 1: Please see observation 1 in the above letter.  

 
Question 2 
 
2. In chapter 3 (“Ethics, Independence, and Professional Judgment”), additional requirements and 

guidance are provided concerning the provision of nonaudit services to audited entities, including 
further explanation of the responsibility to ensure that management of the audited entity possesses 
the appropriate skills, knowledge, and experience to oversee the nonaudit service and expanding 
discussion of nonaudit services that should be considered threats or impairments to an external 
auditor’s independence. (various paras. 3.67 through 3.101) 

Please comment on whether the revisions related to the nonaudit services sufficiently and clearly 
explain what is required and prohibited under GAGAS.  

 
Cotton & Company Response to Question 2: In general, we believe that the ED explains what is 
required and prohibited under GAGAS. However, it would be more cost-effective for accounting firms 
that are subject to the AICPA Code of Professional Conduct (Code) if the ED aligned more closely with 
the Code’s requirements related to nonattest services (sections 1.295.040 through 1.295.160).  
 
Below are some areas in which the Code provides requirements, guidance, or background information 
that is not included in the ED. We recommend that GAO incorporate these requirements, guidance, and 
background information into the Yellow Book. 

• General requirements for performing nonattest services – Code Section 1.295.040.01b provides 
a key safeguard that auditors must meet. 

• Documentation requirements when providing nonattest services – Code Section 1.295.050 
provides a key documentation requirement that auditors should meet before performing 
nonattest services. 

• Appraisal, valuation, and actuarial services – Although the ED includes the primary prohibition 
related to appraisals, valuation, and actuarial services, it does not include important guidance 
contained in Code Section 1.295.110. 

• Internal audit – The ED does not include the key requirement that threats to independence 
could not be reduced to an acceptable level and that independence would be impaired if the 
attest client outsources the internal audit function to the audit organization (see Code Section 
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1.295.150.02). In addition, Code Section 1.295.150.06 provides additional examples of instances 
in which an independence threat could not be reduced to an acceptable level. 
 

Question 3 
 
3. In chapter 4 (“Competence and Continuing Professional Education”), GAGAS discusses the levels of 

proficiency required for the roles on an engagement as well as a description of the tasks generally 
expected to be performed by auditors in these roles. (paras. 4.09 through 4.10). 

Do these roles and descriptions clarify the competence required of auditors conducting engagements 
in accordance with GAGAS? Is the level of proficiency expected for each of these roles clear?  

 
Cotton & Company Response to Question 3: We believe that the roles and descriptions generally clarify 
the competence required of auditors conducting engagements in accordance with GAGAS, and that the 
level of proficiency expected for each of these roles is clear. 
 
Question 4 
 
4. Chapter 4 (“Competence and Continuing Professional Education”) includes a requirement for 

auditors to complete at least 4 hours of continuing professional education (CPE) in GAGAS topics 
(“GAGAS Qualification”). This 4-hour requirement is a subset of the 24-hour CPE requirement and 
needs to be completed each time a GAGAS revision is issued. Application guidance provides examples 
of the types of topics that would qualify as GAGAS topics. (paras. 4.15 and 4.23) 

Please comment on any additional topics that could be included in the 4-hour GAGAS CPE 
requirement or other requirements that would enhance auditor proficiency in GAGAS.  

 
Cotton & Company Response to Question 4: Please see observation 7 in the above letter, as well as our 
observations on chapter 4 in Appendix B. 
 
Question 5 
 
5. The content from the GAGAS guidance document on CPE (GAO-05-568G) is largely incorporated into 

chapter 4. We plan to retire the guidance document when the new GAGAS is issued. (paras. 4.26 
through 4.50) 

Is there any additional application guidance that should be included in the GAGAS revision to enable 
auditors and audit organizations to effectively implement the CPE requirements given the planned 
retirement of the CPE guidance document?  

 
Cotton & Company Response to Question 5: Please see observation 7 in the above letter, as well as our 
observations on chapter 4 in Appendix B. 

 
Question 6 
 
6. In chapter 5 (“Quality Control and Peer Review”), the sections on quality control and external peer 

review are expanded to harmonize with other standards and promote consistency in practice across 
the range of GAGAS auditors.  
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Are the changes to the quality control and external peer review sections appropriate and 
reasonable?  

 
Cotton & Company Response to Question 6: Please see observations 2 and 3 in the above letter. 

 
Question 7 
 
7. In chapter 5 (“Quality Control and Peer Review”), peer review requirements are categorized by 

requirements for (1) audit organizations affiliated with recognized organizations and (2) other audit 
organizations. (paras. 5.63 through 5.113) 

Are the peer review requirements for each category of audit organizations clear?  
 

Cotton & Company Response to Question 7: Please see observation 3 in the above letter.  
 

Question 8 
 
8. In chapter 7 (“Standards for Attestation Engagements and Reviews of Financial Statements”) is 

expanded to incorporate by reference Statement on Standards for Accounting and Review Services 
No. 21, section 90, Review of Financial Statements, and includes additional requirements and 
guidance for reviews of financial statements conducted in accordance with GAGAS. (paras. 7.68 
through 7.80) 

Please comment on the expanded requirements and application guidance.  
 

Cotton & Company Response to Question 8: Please see observation 9 in the above letter.  
 

Question 9 
 
9. In chapter 8 (“Fieldwork Standards for Performance Audits”), internal control considerations are 

expanded to reference the 2014 Standards for Internal Control in the Federal Government and 
Internal Control – Integrated Framework. (paras. 8.37 through 8.65) 

Do these sections clearly describe ways auditors assess internal control on performance.  
 

Cotton & Company Response to Question 9: The cited paragraphs appear to be consistent with related 
language in GAO’s Green Book. More descriptive guidance on ways in which auditors assess internal 
control in performance audits would be useful; however, it would not be appropriate for Yellow Book 
guidance on this topic to extend beyond the related guidance in the Green Book. We suggest that 
auditors have not yet had sufficient time to identify best practices for assessing internal controls in 
performance audits using the 2014 Green Book. We suggest that GAO establish a mechanism to 
incorporate by reference any additional guidance on methods of assessing internal control in 
performance audits developed as a result of auditors’ experiences in implementing the recent significant 
changes to the Green Book.  
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APPENDIX B 
OTHER OBSERVATIONS 

 
Below are other observations that GAO should consider, but that did not rise to the same level as the 
observations identified previously.  
 
Transparency  
 
Although GAO has a due process, further enhancements in this area would be beneficial. Our 
suggestions consider the practices of other standard-setters, such as the International Auditing and 
Assurance Standards Board, the Auditing Standards Board of the AICPA, and the PCAOB. 
 
We support GAO’s use of the Advisory Council on Government Auditing Standards (advisory council) to 
provide input into its decision-making; however, we suggest that GAO prominently disclose on its 
website key information about the advisory council, such as how members are nominated, members’ 
terms, dates of open meetings, and how to attend open meetings. We also suggest that GAO publish 
meeting highlights. Access to discussions held at the advisory council meetings can help constituents 
understand GAO’s thought process in responding to comments. 
 
We also suggest that GAO post on its website all comment letters or emails that it receives. By 
publishing these letters or emails on its public website, GAO would enable its constituents to better 
understand the comments and concerns of responders. 
 
In addition, GAO could further improve its transparency by including a basis for conclusions section 
(basis) in the final version of the revised Yellow Book. The basis should summarize key comments 
received on the ED and explain (1) the revisions to the ED, (2) GAO’s reasoning for the revisions, and (3) 
GAO’s reasoning for not implementing key comments. This will enable constituents to better apply the 
Yellow Book by giving them a more comprehensive understanding of the reasoning behind GAO’s 
decisions. 
 
Finally, GAO should update the Yellow Book more frequently, based on practitioner input and questions 
answered. GAO could also convene less-formal task forces of practitioners and other constituents to 
obtain their views regarding additional requirements or guidance needed.    
 
Chapter 1 – Government Auditing: Foundation and Principles for the Use and Application of Generally 
Accepted Government Auditing Standards 
 
 Paragraph 1.17 
Although chapter 6 of the Yellow Book indicates that the Yellow Book incorporates the AICPA auditing 
standards by reference, we suggest that GAO also consider including a footnote to that effect in 
paragraph 1.17 to provide context for the paragraph. 
 
 Paragraph 1.18 
Although chapter 7 of the Yellow Book indicates that the Yellow Book incorporates the AICPA attestation 
standards by reference, we suggest that GAO also consider including a footnote to that effect in 
paragraph 1.18 to provide context for the paragraph. In addition, the descriptions of the three types of 
attestation engagements and of financial statement review engagements are not consistent with the 
definitions of the engagements and the descriptions of their objectives found in the attestation and 
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review standards.13 To avoid the possibility of inaccurate and potentially misleading descriptions, we 
suggest that GAO: (1) simplify the descriptions, (2) align the descriptions more closely with the 
attestation and review standards, and (3) add footnote references to the standards. 
 

Paragraph 1.20 
This paragraph does not include a definition of a performance audit or indicate how a performance audit 
differs from a consulting engagement. A definition is required to provide context for the discussion of 
performance audits. We suggest that GAO include the definition of a performance audit that was 
included in paragraph 2.10 of the 2011 Yellow Book.  
 

Paragraph 1.22 
The definition of nonaudit services is not clear. Based on the definition in the ED, professional services 
provided on behalf of management could include attestation services, performance audits, and financial 
audits. In addition, nonaudit services may be performed for entities that are not audited. We suggest 
that GAO use the definition of nonaudit services from the 2011 Yellow Book, as this definition clearly 
states that nonaudit services are “professional services other than audits or attestation engagements.” 
 
Chapter 3 – Ethics, Independence, and Professional Judgment 
 

Paragraph 3.33 
Paragraph 3.33 includes a requirement that auditors should evaluate certain broad categories of threats 
to independence when applying the GAGAS conceptual framework. We suggest that this description of 
threats should be guidance rather than a requirement, to be consistent with the AICPA Code. 
 

Paragraphs 3.28 – 3.38  
We suggest that most of the material in the “Requirements: GAGAS Conceptual Framework Approach to 
Independence” section be moved to guidance rather than requirements, to be consistent with the 
AICPA Code. 
  

Paragraph 3.22 
We suggest that GAO add a comma after the first use of the word “impartial” so that the word 
“reasonable” refers to the informed third parties and not to the recommendations.  
 

Paragraphs 3.62 and 3.64 
To be consistent with the AICPA Code, we suggest that GAO consider the following edits to paragraphs 
3.62 and 3.64: 

• 3.62 – Safeguards are actions or other measures, individually or in combination, that 
auditors and audit organizations take that effectively eliminate threats to independence or 
reduce them to an acceptable level. 

 

 

 
13 See AU-C 105, Concepts Common to All Attestation Engagements, paragraph .10; AU-C 205, Examination 
Standards, paragraph .03; AU-C 210, Review Engagements, paragraph .03; AU-C 215, Agreed-Upon Procedures 
Engagements, paragraph .06; and AR-C 60, Framework for Performing and Reporting on Compilation and Review 
Engagements, paragraph .07. 
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• 3.64 – In addition to the safeguards applied by the auditors, there may be controls actions or 
other measures in place within the audited entity that serve to mitigate threats to auditor 
independence. 
 

Chapter 4 – Competence and Continuing Professional Education 
 

Paragraph 4.24 
Paragraph 18 of the 2005 CPE Guidance provided a list of subjects and topics that would qualify for the 
24-hour GAGAS requirement. Cotton & Company uses this list extensively in determining CPE for 
professional staff. In addition, paragraph 19 of the 2005 CPE Guidance included clarification regarding 
when taxation-related CPE would satisfy GAGAS requirements.14 Paragraph 4.24 of the ED does not 
specifically address these issues. We suggest that GAO update the list of subjects and topics and add the 
list and the clarification regarding taxation-related CPE to the ED. 
 

Paragraph 4.32 
In its explanation of qualified CPE programs and activities, paragraph 16b of GAO’s 2005 CPE Guidance 
described individual study programs as “web-based courses, correspondence courses, individual-study 
guides and workbooks, and courses given through Internet webcasts, televised presentations, DVD, CD-
ROM, audio cassette tapes, videotapes, and computer programs ….” Paragraph 4.32 of the ED does not 
explicitly include the webcasts, televised presentations, and other types of courses previously noted. 
This may cause confusion regarding whether these types of programs constitute qualified programs. We 
suggest that GAO consider revising paragraph 4.32 to specifically include all CPE formats permitted by 
paragraph 16b of the 2005 CPE Guidance or by organizations that regulate CPE, such as the National 
Association of State Boards of Accountancy. 
 
Chapter 8 – Fieldwork Standards for Performance Audits 
 
 Paragraph 8.30 
We suggest that GAO strengthen its requirements related to using the work of specialists on 
performance audits. Specialists can perform a critical role in obtaining and evaluating audit evidence for 
performance audits as well as for financial audits. For financial audits, auditors must comply with AU-C 
620, Using the Work of an Auditor’s Specialist. Among other requirements, AU-C 620 states that the 
auditor should evaluate whether the auditor’s specialist has the necessary competence, capabilities, and 
objectivity for the auditor’s purposes, and it provides specific requirements for evaluating the adequacy 
of the specialist’s work.15 The ED does not include such requirements for the use of specialists in 
performance audits, however. In addition, the ED does not clarify whether the auditor’s employed 
specialist is required to be independent.16 
 
Because of the importance of the auditor’s specialist, we suggest that GAO evaluate AU-C 620 and 
incorporate relevant requirements into chapter 8. At a minimum, we suggest incorporating the 
requirements in AU-C 620.09 – .13. We also suggest that GAO clarify that an auditor’s employed 
specialist is required to be independent. 

 
14 See GAO’s 2005 CPE Guidance, paragraph 23. 

15 See AU-C 620.09 and AU-C 620.11. 

16 See ED, paragraphs 1.23o and 3.18. 
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