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Memorandum #898

October 21, 1999

To:
Finance Officers of Counties, Municipalities, Boards of Education, Public Authorities, and Certified Public Accountants

From:

T. Vance Holloman, Director



Fiscal Management Section

Subject:
Amendments to Governmental Auditing Standards (Yellow Book)

The General Accounting Office has recently issued two amendments to Governmental Auditing Standards (1994 version), commonly known as the Yellow Book. This memorandum summarizes these amendments. 

Amendment No. 1, Documentation Requirements When Assessing Control Risk at Maximum for Controls Significantly Dependent Upon Computerized Information Systems, issued May 1999, establishes a new field work standard requiring additional documentation when assessing control risk at maximum for computer-related controls. Specifically, it requires auditors to document in the working papers the basis for assessing control risk at the maximum level for assertions related to material account balances, transaction classes, and disclosure components of financial statements when such assertions are significantly dependent on computerized information systems. It also requires auditors to document the basis for concluding that the resulting audit procedures are designed to achieve audit objectives and to reduce audit risk to an acceptable level. This standard also updates terminology to conform with SAS No. 78, Consideration of Internal Control in a Financial Statement Audit: An Amendment to Statement on Auditing Standards No. 55, and deletes guidance that is addressed in SAS No. 78. The Amendment is effective for financial statement audits with periods ending on or after September 30, 1999.
Amendment No. 2, Auditor Communication, released July 1999, moves a reporting standard on auditor communication, with some modification, to a field work standard. The amendment requires auditors to communicate information regarding the nature and extent of planned testing and reporting on compliance with laws and regulations and internal control over financial reporting during the planing stages of a financial statement audit. This information should be communicated to the appropriate officials of the auditee, the individuals contracting for or requesting the audit services, and the audit committee. The appropriate officials of the auditee would normally include the head of the organization, the individual who possesses a sufficient level of authority and responsibility for the financial reporting process, such as the finance officer, and the audit committee or Board of Directors or other equivalent oversight body in the absence of an audit committee. The Government Finance Officers Association and the staff of the Local Government Commission recommend that all local governments establish audit committees. This communication, preferably written, is intended to reduce the risk that the needs or expectations of the parties involved may be misinterpreted. Amendment No. 2 also requires auditors to state in the report on financial statements that there are additional reports on compliance with laws and regulations and internal control over financial reporting, that they are an integral part of a Yellow Book audit, and that these reports should be read along with the auditor’s report on the financial statements in considering the results of the audit. This amendment also includes other changes resulting from Amendment No. 1, standards issued by the AICPA subsequent to the issuance of the 1994 Yellow Book, and the issuance of OMB Circular A-133 in June 1997. The Amendment is effective for financial statement audits with periods ending on or after January 1, 2000.
Auditors that perform Yellow Book audits should obtain a copy of the new version of the Yellow Book, Government Auditing Standards, Revised July 1999 through Amendment No. 2 and become familiar with the changes. An electronic version can be obtained through GAO’s home page on the Internet at address http://www.gao.gov/govaud/ybhtml/index.html. The State Treasurer’s home page at www.treasurer.state.nc.us has a link to this web page. Printed copies can be obtained from the U. S. Government Printing Office by calling (202) 512-1800 or accessing the GPO Internet site at www.gpo.gov for ordering information..

If you have any questions relating to these Amendments to the Yellow Book, contact Jim Burke at (919) 807-2383, 807-2398 (fax), or james_burke@treasurer.state.nc.us.







