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Memorandum #716

May 22, 1990

To:

Certified Public Accountants

From:

K. Lee Carter, Director

Fiscal Management Section

Subject:
Qualifications Standard and Quality Control Standard for Auditors Performing Audits Under the Government Auditing Standards (Yellow Book).


The 1988 revised edition of Government Auditing Standards (Yellow Book) prescribes general standards that apply to all audit organizations.  Audit organizations include both governmental and nongovernmental entities (e.g. public accounting firms).  Paragraph three, of Chapter 3, contains a qualifications standard.  This standard states that the staff assigned to conduct the audit should collectively possess adequate professional proficiency for the tasks required.  It is the audit organization’s responsibility to ensure that the staff is qualified.  Paragraph 43, of Chapter 3, contains a quality control standard.  This standard states that audit organizations conducting government audits should have an appropriate internal quality control system in place and participate in an external quality control review program.  Audit firms performing single audits on North Carolina units of government must meet the standards established in the Yellow Book.  This memorandum addresses these two standards of the Yellow Book.

Qualifications Standard


To meet the qualifications standard for government auditing, auditors should complete the following continuing education and training (CET) requirements.  These requirements apply to non-certified staff members as well as CPAs.  Every two years, auditors responsible for planning, directing, conducting, or reporting on a government audit should complete at least 80 hours of CET.    This CET should contribute to the auditor’s professional proficiency.  At least 20 hours should be completed in any one year of the two-year period.  Additional requirements apply to individuals responsible for planning, directing, conducting substantial portions of the field work, or reporting on a government audit.  These auditors should complete at least 24 of the 80 hours of CET in subjects directly related to the government environment and to government auditing.  For example, a course on implementing SAS 55 would count towards the 24-hour requirement since it is related to government auditing; however, only the selections of a FASB update specifically related to governments would be counted.  If the audited entity operates in a specific or unique environment, auditors should receive training that is related to that environment. 


The General Accounting Office (GAO) has issued draft guidelines on the CET requirements, which are summarized below.

Applicability of the CET Requirements


The CET requirements apply to all auditors, both government and nongovernment, who work on government audits performed under the standards of the Yellow Book.  The requirements also apply to auditors who audit nongovernment entities (e.g. not-for-profit organizations) under the standards of the Yellow Book.  The requirements apply to full-time, part-time and self-employed auditors, but they do not apply to temporary employees such as summer interns.  It should be noted that the financial audits of units of government in North Carolina do not usually come under the Yellow Book standards if a single audit is not performed.  Consequently, audit firms performing only financial audits of units of government in this State would normally not be subject to the CET requirements.


The 24 hour requirement only applies if an auditor performs 20 percent or more of the field work on a given audit or if, in a given year, 20 percent of the auditor’s chargeable time is to government audits.

Exceptions From the CET Requirements


External consultants, internal experts, specialists, and auditors performing nonaudit activities within the audit organization are not required to meet the CET requirements.  Exceptions also apply to auditors performing services not considered to be audits, such as gathering information about a program without analysis, conclusions, and recommendations.  Employees who foot schedules, perform literature searches, and edit reports also are not required to meet the requirements. 


The audit organization may grant exemptions for foreign residency, health problems, military service, retirement, and other similar situations.


Auditors employed by the audit organization for less than 1 year of the two-year period do not need to meet minimum hour requirements. Twenty hours of CET are required of auditors employed by the organization for one year, but less than the full two-year period. All auditors have two years to meet the 80 and 24 hour requirements.

Effective Date of the CET Requirements


The CET requirements are to be met within two years from January 1, 1989, the effective date of the Yellow Book.  However, if an audit firm elected early application of the Yellow Book standards, auditors employed by the firm should complete the CET requirements within two years of the firm’s implementation date.  Auditors who were not employed on the effective date have two years from the date of their employment to complete the requirements.  The effective date for audit firms that are new to government auditing is two years from the date they begin performing government audits.

Audit Organization’s and Auditor’s Responsibilities for CET Requirements


The audit organization is responsible for ensuring that its auditors meet the CET requirements.  Therefore, the audit organization is responsible for identifying each of its employees who are required to meet the CET requirements and for determining which programs qualify for CET.  The audit firm should make program information available to its employees, provide them with the opportunity to attend the programs, and assign the number of CET hours to each CET program it presents.  It also should identify the number of CET hours each employee receives from external CET programs and other professional activities.  The audit organization is responsible for documenting the number of CET hours completed by each employee and monitoring employee progress towards meeting the CET requirements. 


Individual auditors are expected to select CET programs that will maintain or enhance their professional proficiency in their areas of responsibility.  They are responsible for successfully completing the CET programs and activities, monitoring their own progress towards meeting the CET requirements, and documenting the CET hours completed.  The Yellow Book CET requirements are similar to AICPA and state boards of accountancy requirements, but are not identical.  The responsibility for meeting all applicable requirements ultimately lies with the individual auditor.

CET Programs and Qualified Activities


The following criteria should be considered in deciding if group programs will qualify as acceptable CET.  The educational portion of the program should be at least 50 minutes in length.  Attendance records should be maintained.  The program should be presented by an instructor or discussion leader who is qualified in the program content and in teaching methods used.  An agenda or outline stating the name (s) of the instructor (s), the subject (s) or topic (s) covered, the program learning objectives, and the date (s) and length of the program should be prepared in advance and retained.  


Other types of courses and programs qualify for CET.  For example, internal training programs can qualify for CET hours.  Also, audit organization staff meetings qualify when an educational program is presented. University and college courses, both for credit and not for credit, qualify for CET hours.  Education and development programs presented at conferences, conventions, meetings, seminars, and workshops of professional organizations qualify.  Training programs presented by other audit organizations, educational organizations, foundations, and associations qualify.


For individual study programs, participants are required to register for the program.  The program sponsor should provide evidence of satisfactory completion (e.g. a certificate).  Correspondence courses and courses given through audio cassette tapes, videotapes, and computers qualify for CET credit as well.

Certain other professional activities qualify for CET credit.  CET is earned for serving as a speaker, instructor, or discussion leader at group programs that qualify for CET hours.  CET credit also is earned for published writings.  The writings should be on subjects or topics related to the auditors’ expertise or work should contribute to their professional proficiency.

Qualifying and Non-Qualifying Subjects and Topics for CET


An individual’s particular audit area will determine which CET programs will qualify for credit.  Examples of subjects and topics that may qualify as acceptable CET are listed on Exhibit 1.


The following educational and training programs do not qualify for CET credit: on-the-job training, basic courses in subjects and topics in which the auditor already has the necessary knowledge and skills, and programs that are not designed to maintain or enhance professional proficiency.  The last area includes topics such as resume writing, improving parent-child relations, personal development, personal investments, money management, and retirement planning. Also, sales-oriented programs to demonstrate office equipment, programs restricted to the audit organization’s administrative operations, and business sessions at professional organization conferences, conventions, and meetings do not qualify.

Meeting CET Hours


A CET hour will be granted for each 50 minutes of participation in programs activities that qualify.  CET hours are granted in whole hours only.  For example, a 90 minute program will count as one CET hour. While a 40 minute program will not count for any credit.  At conferences and conventions where individual presentations are less than 50 minutes, the presentations should be combined and considered as one total program.  For example, five 40 minute presentations equal 200 minutes or four CET hours.


Sponsors of CET programs should monitor their programs.  They should accurately assign the appropriate number of hours for participants who arrive late, leave before a program is completed, or otherwise miss part of the program.  Participants should receive CET hours only for the actual time they attended the program.  Preparation time for students participating in a CET program will not be counted.


For university or college credit courses, each semester hour will equal fifteen CET hours, and each quarter hour will equal ten CET hours.  For noncredit short courses, each classroom hour will equal 1 CET hour. 


Participants in correspondence or individual study programs should be granted CET hours when they satisfactorily complete the program.  The programs should be pretested by the sponsor to determine the average completion time.  CET hours for these programs should be granted in an amount equal to one-half of the average completion time.  For example, a correspondence course that takes an average of 600 minutes to complete should be granted six CET hours.  If the program has not been pretested, a participant may still be granted the CET hours.  The credit will equal one-half of the time the participant actually spent on the program.  For example, a person who takes 800 minutes to complete an individual study program may be granted eight CET hours.


Speakers, instructors, and discussion leaders at programs that qualify for CET should receive CET hours if the subject matter contributes directly to their professional proficiency.  One hour of CET should be granted for each 50 minutes of presentation time.  Up to two additional hours of CET may be granted for advance preparation for each 50 minutes of the presentation.  An individual should not receive CET hours for repetitions of the same presentation unless the subject matter involved was changed significantly.  An auditor may only be granted 40 speaking – related CET hours for any two-year period.


Published writings will qualify for CET hours in the year they are published.  One hour of CET should be granted for each hour devoted to writing an article or book that is published.  However, CET hours for published writings should not exceed 20 hours for any two-year period.

Documentation and Reporting Requirements for CET


The audit organization is responsible for maintaining documentation of the CET hours completed by each auditor.  For each CET program or activity attended or completed by an auditor, certain information should be maintained, such as the sponsoring organization, the dates attended, and the location of which the program was held.  The title of the program and a description of its contents also should be documented.  For individual study programs, the date the auditor completed the program should be documented.  Documentation of the number of CET hours earned toward the 80 and the 24 hour requirements also should be maintained.


The auditor is responsible for providing the above information to his/her audit organization for all external programs and activities.  For university or college credit courses, the auditor should provide the record of the grade received.  For group programs, the auditor should provide the audit organization an outline and certificate of completion or evidence of having been the instructor or discussion leader.  This information should be obtained from the program sponsor.  For an auditor to earn CET credit for a published writing, a copy of the published book or article should be provided to the audit organization.  The auditor also should provide the number of CET hours earned for each course, activity, and writing.


For each CET program that the audit organization is responsible for presenting, the audit organization also should maintain a record of the following information: a record of attendance and/or completion and the number of CET hours earned by each participant, an outline of the program, documentation of the location where the program was held, and copies of the study materials used.


All CET records should be maintained for five years from the date the program or activity is completed.  Audit organizations should consider preparing at least an annual CET report to monitor their auditors’ progress in meeting CET requirements.

CET Deficiency Make-Up


Auditors who, for a legitimate reason, have not completed the required number of CET hours for any two-year period may correct their deficiency within the two months immediately following the two-year period in question.  Auditors should make up any deficiency in the 24-hour requirements first.  Any CET hours completed toward a deficiency may not be counted toward requirements of the actual period in which they are completed.

Quality Control Standard


The quality control standard places responsibility on audit organizations conducting government audits to have an appropriate internal quality control system in place and to participate in an external quality control review program.


The internal quality control system established by the organization should provide reasonable assurance that it: (1) has established, and is following adequate audit policies and procedures and (2) has adopted, and is following, applicable auditing standards.  The nature and extent of an organization’s internal quality control system depends on a number of factors, such as its size, the degree of operating autonomy allowed its personnel and its audit offices, the nature of its work, its organizational structure, and appropriate cost-benefit considerations.  Thus, the systems established by individual organizations as well as the extent of their documentation will vary.


Organizations conducting government audits under the Yellow Book standards should have an external quality control review at least once every three years.  The external quality control review program should determine that: (1) the organization’s internal quality control system is in place and operating effectively and (2) established policies and procedures and applicable auditing standards are being followed in audit work, including government audits. However, external quality control review procedures should be tailored to the size and nature of an organization’s audit work. For example, an organization that performs only a few government audits may be more effectively reviewed by placing the primary emphasis on a review of the quality of specific government audits rather than on the organization’s internal quality control policies and procedures.


Audit organizations should make the report on external quality control reviews available to other auditors using their work and to appropriate oversight bodies.  (Note: The Contract to Audit Accounts used by this office requires audit firms to make reports from external control reviews available to the Secretary of the Local Government Commission upon his/her request.)  It is also recommended that the report be made available to the public.


External quality control review programs, such as those conducted through or by the AICPA, National State Auditors Association, Intergovernmental Audit Forums, GAO, and the Institute of Internal Auditors, would be acceptable.  Public accountants should participate in the AICPA practice-monitoring program or an equivalent program.

We recently spoke with Jim Ahler of the North Carolina Association of Certified Public Accountants (NCACPA).  He indicated that the NCACPA has recently completed a test run of its quality review program. All CPA firms that are members of the AICPA will be scheduled for a review under this program.  Firms that do not have a quality review scheduled in time to meet the Yellow Book requirements can write the NCACPA to request an accelerated quality review.  Firms also can arrange for a sneak preview.  For $500 a quality review captain will come in for one day and perform many of the review procedures, but not issue a formal report.  It is best to schedule these sneak previews one year in advance so that the reviewer’s recommended changes can be implemented prior to the formal quality review.  Firms are not required to have a quality control document (policies and procedures manual) before the review can take place.

The General Accounting Office recently indicated to us that they have not issued any guidance on the quality review standard since the issuance of the Yellow Book.  They stated that a question and answer statement will be issued on the quality review program, but it is not currently in process.

NOTE:
The above discussion currently affects only independent auditors conducting single audits under the Yellow Book standards; however, legislation was enacted by the 1989 Session of the General Assembly that will eventually have an impact on auditors performing only financial audits of units of government.  This legislation, which amended G.S. 93-12, authorizes the State Board of Certified Public Accountant Examiners to formulate regulations for report review and peer review of audits.  One section of this law requires that all firms must meet the report and peer review requirements established by the State Board after June 30, 1992 in order to maintain their registrations with the Board.  This will result in all independent auditors performing audits of units of government being required to have a peer or report review even if they are performing only financial audits of governments and are not members of the AICPA or the North Carolina Association of Certified Public Accountants.  We will provide additional information on this topic in the future as it becomes available.


We hope that this memorandum will help provide guidance on the continuing education and training and quality review requirements prescribed by the Yellow Book.  If you have questions concerning the information we have provided, please contact Cheryl Jordan of this office at (919) 733–3064.

EXHIBIT 1

EXAMPLES OF SUBJECTS AND TOPICS THAT MAY QUALIFY AS

ACCEPTABLE CONTINUING EDUCATION AND TRAINING


80-hour Requirement - Examples of subjects and topics include accounting principles and standards, analytical procedures, assessment of internal controls, audit methodologies, audit risk and materiality, audit standards, compliance with laws and regulations, budgeting, computer science, contracting and procurement, cost accounting, data analysis, economics, evaluation design, financial management, financial reporting, forecasts and projections, industrial engineering, interviewing techniques, mathematics, operations research, oral and written communication, pension accounting, principles of management and supervision, probability, productivity, program evaluation, public administration, public finance, public policy and structure, quality control, report writing, social sciences, sampling, taxation, and work paper preparation.


24-Hour Government Requirement - Examples of subjects and topics directly related to government and to government auditing include assessment of internal controls in government, audit methodologies and program evaluation design in government audits, government auditing standards, compliance with laws and regulations, governmental accounting and budgeting, procurement and contracting in government, governmental financial reporting, intergovernmental relations, legislative policies and procedures, and conducting a single audit.


24-Hour Specific or Unique Requirement - Examples of subjects and topics related to a specific or unique environment include accounting, auditing, and reporting practices for the specialized area in which the audited entity operates, such as banks, colleges and universities, hospitals, insurance, not-for-profits, oil and gas, and savings and loan.

