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In Our
______ Opinion..._______

The Newsletter o f  the AICPA Auditing Standards Division*

Volume 4 Number 3 July 1988
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REPORTING ON INTERNAL CONTROL STRUCTURES
by Peg Fagan

The ink just dried on  SAS No. 60, C om m unication  o f  In ternal
C ontrol Structure Related M atters N oted in an  A udit, and yet 
there is still a pressing need for more guidance about reporting on  
internal control structures. SAS No. 60 sets new  requirements and 
provides guidance about reporting on internal control based on the 
understanding o f  the internal control structure and assessment o f  
control risk performed as part o f  an audit o f  financial statements. 
However, accountants are also engaged to report on  internal con
trol structures in several ways that are not addressed in SAS No. 60, 
such as—
• Expressing an opinion on the entity’s internal control structure in 

effect as o f  a specified date or during a specified period o f  time.
•  Reporting on all or part o f  an internal control structure, for res

tricted use o f management or other specified regulatory agen
cies, based on the regulatory agencies’ pre-established criteria.

•  Issuing other special-purpose reports on all or part o f the inter
nal control structure for the restricted use o f  management, speci
fied regulatory agencies, or other specified third parties. 
Reporting on internal control as described above is addressed in

portions o f  SAS No. 30, R eporting on In ternal Control, that SAS 
No. 60 did not supersede. However events such as the recent issuance 
o f  SAS No. 55, Consideration o f  the In ternal C ontrol Structure in  
a  Financial Statement Audit, the recommendation o f the Treadway 
Commission regarding auditor’s responsibility for management’s 
report on the internal control structure, and the issuance in March 
1986 o f  the Statement on Standards for Attestation Engagements 
have caused the ASB to consider the need for revising the remnants 
o f  SAS No. 30.

EFFECT OF SAS NO. 55 ON THE NEED FOR NEW GUIDANCE 
One reason the ASB issued SAS No. 55 was to broaden the con

cept o f  internal control to include the control environment, 
accounting system and control procedures, now  termed “internal 
control structure.” This broader concept recognizes that the poli
cies and procedures a company establishes within each o f the three 
com ponents o f  the internal control structure are forms o f  control

that might have an important effect on many major audit planning 
matters. Other concepts and terminology that existed under AU 
section 320, The A u d ito r’s  S tudy a n d  E valuation  o f  In ternal Con
trol, have been superseded by SAS No. 55.

Because guidance about reporting on internal control structures 
should parallel existing guidance on internal control structures, 
SAS No. 30 should be revised to correlate discussion o f  reporting on  
internal control structures with the concepts and terminology o f  
SAS No. 55.

EFFECT OF TREADWAY RECOMMENDATION ON THE NEED 
FOR NEW GUIDANCE

One o f  the recommendations o f  the National Commission on  
Fraudulent Financial Reporting (Headway Commission) in its report 
dated October 1987, was that management be required to report on  
its responsibility for the company’s internal control structure, how  
that responsibility was fulfilled, and provide its assessment o f the 
effectiveness o f  the company’s internal control structure.

The Headway Commission follow ed with a recommendation to 
independent public accountants that auditing standards explicitly 
address the auditor’s responsibility for management’s report on its 
internal control structure. Specifically, the Headway Commission 
recommends that auditing standards provide detailed guidance to 
accountants if the knowledge gained about the company’s internal 
accounting controls causes them to disagree with management’s 
assessment o f controls in its report.

However, the Treadway Commission indicated that it did not pro
pose changing existing standards to increase the extent to which  
accountants obtain information about the internal control structure. 
Instead, the auditor’s standard report should include disclosure o f  
the extent o f  knowledge obtained about the internal control struc
ture in connection w ith the audit o f financial statements.

New guidance relevant to appropriate disclosures about manage
m ent’s report w ill be necessary in the event that the recommenda
tion that management report on its internal control structure is 
implemented.

*The views expressed herein are those o f the authors and do not necessarily reflect the views of the American Institute of CPAs. Official positions of the 
AICPA are determined through certain specific committee procedures, due process, and deliberation.



REPORTING ON INTERNAL CONTROL STRUCTURES 
(continued fro m  p a g e  1)

EFFECT OF THE STATEMENTS ON STANDARDS
FOR ATTESTATION ENGAGEMENTS ON THE
NEED FOR NEW GUIDANCE

Since SAS No. 30 was issued, the ASB and the Accounting and 
Review Services Committee established the attestation standards, a 
broad framework for independent accountants engaged to provide 
assurance on representations other than financial statements, and 
in forms other than the expression o f an opinion. There are incon
sistencies between SAS No. 30 and the attestation standards in that 
SAS No. 30 provides attest reports where there is no reference to a 
separate presentation o f  assertions by the responsible party. For 
example, SAS No. 30 refers to an engagement to express an opinion  
on an entity’s system o f internal accounting control rather than on  
management’s description of such a system. Furthermore, the standard 
report provided in SAS No. 30 gives the accountant’s opinion  
directly on the entity’s internal control structure, not on manage
ment’s assertion about the internal control structure. There is, 
however, an attempt in SAS No. 30 to more appropriately place 
responsibility for the internal control structure where it lies. The 
report requirements include some explanatory paragraphs that 
describe management’s responsibility and the inherent limitations 
o f internal controls.

Given the need for revising SAS No. 30 for other factors, the 
opportunity presents itself to reconcile the standard with the 
attestation standards.

ASB ACTION TO PROVIDE THE NEW GUIDANCE
In the spring o f 1988 the ASB established a task force with the 

charge o f considering alternative models for reporting on  internal 
control for general distribution, determine the circumstances in 
which each model is appropriate, and develop or amend performance 
and reporting guidance under each o f the appropriate models.

To correlate the guidance o f SAS No. 55 with guidance about 
reporting on internal control structures, the task force w ill deter
mine if the minimum study o f the internal control structures 
required by SAS No. 55 provides the auditor with a sufficient basis 
for reporting on internal control structures.

The task force w ill address the recommendation o f the Treadway 
Commission by developing appropriate guidance for accountants on  
disclosures about management’s report on internal control structures.

In providing new  guidance, the task force w ill evaluate whether 
a distinction in the guidance on reporting on internal control can 
be made to consider situations w hen (1) the accountant is engaged 
to express an opinion on a written assertion o f  management in  
accordance with the attestation standards or (2) when the accountant 
is engaged to report in one o f  the formats prescribed in SAS No. 30. 
CONCLUSION

The ASB continues to respond to concerns about the responsi
bilities o f  accountants. A task force was recently formed to tackle 
the issues surrounding reporting on internal control structures. 
Final guidance cannot be com pleted until the recommendation o f  
the Treadway Commission about management’s report on inter
nal control structures has been implemented. However, the task 
force is developing guidance in other areas that affect reporting on  
internal control.

PROSPECTIVE FINANCIAL INFORMATION: 
ISSUES FACING THE PRACTITIONER

by Mimi Blanco-Best

Because o f the increased demand for accountant association with 
prospective financial information in recent years, the Auditing 
Standards Division o f the AICPA published the Statement on Standards 
for Accountants’ Services on Prospective Financial Information, 
F inancial Forecasts a n d  Projections, in 1985 and the G uide f o r  
Prospective F inancial Statem ents (the Guide) in 1986. These 
documents provide guidance on  the preparation and presentation 
o f  prospective financial information and assistance to the accoun
tant performing and reporting on professional services rendered in 
connection with such information.

Some practitioners, however, have asked for more guidance on  
som e troublesome areas o f practice not addressed in existing litera
ture. Therefore, the Auditing Standards Board established the Fore
casts and Projections Task Force in 1987 to identify problems in 
implementing these pronouncements and to determine whether 
additional guidance is needed. This article discusses som e o f the 
issues the task force is working on.

Two V iew s o n  In d ep en d en ce
Prospective financial statements and assumptions underlying 

them are the responsibility o f  the “responsible party”—usually 
management. However, Section 220.02 o f the AICPA Guide states:

“The responsible party may enlist the assistance o f outside 
parties in preparing prospective financial statements. For 
example, an accountant may provide such assistance by helping

the responsible party identify key factors, develop assump
tions, gather information, or assemble the statements.
. . .  Such activities ordinarily would not affect the accountant’s 
objectivity in examining the prospective financial statements.” 

The Guide considers the accountant to be independent, regard
less o f the work he performs, as long as the responsible party evalu
ates the assumptions, makes key decisions, and adopts and presents 
as its ow n the assumptions on which the forecast is based.

The SEC staffs position on an accountant’s independence with  
respect to prospective financial statements, however, differs signifi
cantly from that o f  the Guide. In correspondence to a practitioner, 
the SEC staff indicated that an accountant w ho prepares or assists 
in preparing a financial projection for a public company is not con
sidered independent and may not report on  that projection [see 
correspondence from the SEC’s Office o f  the Chief Accountant 
dated April 14, 1987 (Amper, Poliztner, and Mattia, SEC Account
ing Rules, Commerce Clearing House, Inc.)]. SEC Release Nos. 
33-5992 and 34-15305, “Disclosure o f  Projections o f  Future Eco
nomic Performance,” state that, for prospective financial state
ments filed with the Commission, “a person should not be named 
as outside reviewer if he actively assisted in the preparation o f  the 
projection.” An accountant’s participation in the preparation o f a 
projection, in the SEC staff's opinion, creates a “mutuality o f  
interest” w ith the client. In other words, the accountant is deemed  
to have an interest in the outcom e o f  the financial projection since
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PROSPECTIVE FINANCIAL INFORMATION: ISSUES FACING 
THE PRACTITIONER (continued fro m  p a g e  2)

he participated in preparing it; therefore, he may not examine and 
report on that projection. The concept o f “mutuality o f interest” 
may also affect the accountant’s independence in the subsequent 
audit o f  historical financial statements covering one or more o f the 
same periods as a financial projection w hen the accountant 
assisted in the preparation o f that projection.

Practitioners should be aware o f the SEC staff’s views on accoun
tants’ independence w hen planning and performing services on  
prospective financial statements o f a public entity or a non-public 
entity reasonably expected to becom e a public entity in the near 
future.

C larification  o f  th e  Term “ R eason ab ly  O b jective B a sis”
In considering whether there is a reasonably objective basis to 

present a financial forecast, the responsible party considers 
whether it can develop sufficiently objective assumptions for each 
key factor. Many o f the issues the task force is addressing are 
affected by the responsible party’s and the accountant’s under
standing o f the “reasonably objective basis” concept included in 
section 400.04 o f the Guide. For example, what factors should be 
considered in evaluating:
•  the appropriate length o f a forecast period?
• the basis for refinancing assumptions during the forecast period?
•  the basis for an assumption that an entity w ill raise more than the 

minimum level o f  funds needed to go ahead with an offering?

R ep ortin g  o n  Partial P resen ta tion
Section 1000.1 o f  the AICPA’s Guide states that “a partial presen

tation, as used in the Guide, is a presentation that excludes one

or more o f the items required for prospective financial statements 
(see section 400.6).” Examples include sales forecasts and projections 
that present operating incom e but not net incom e or significant 
changes in financial position. Accountants provide a spectrum o f  
services on partial presentations including attestation services 
such as an examination or the application o f agreed-upon proce
dures; a compilation; and various internal-use-only services. Some 
practitioners believe that Section 1000 of the Guide does not provide 
sufficient preparation, presentation, and reporting guidance for 
partial presentations and the accountant’s services thereon.

F inancial P ro jection s in  G eneral U se D ocu m en ts
On occasion, a responsible party may decide to include a finan

cial projection in a general use document. Section 500 .12P states 
that an accountant should not submit or report on or consent to the 
use o f his name in conjunction with a financial projection intended 
for general use. However, practitioners have requested guidance on  
their responsibility w hen a financial projection is included in a 
client-prepared general use document where historical financial 
statements and their report thereon are included in the same 
document.

An exposure draft o f a proposed Statement o f  Position titled 
Q uestions Concerning A ccountant’s Services on Prospective  
F inancial In form ation  w ill be released in the summer o f  1988.

Practitioners with questions or concerns on other matters 
related to financial forecasts and projections should send written 
comments to the task force at the following address: Auditing Stan
dards Division, File Ref. 2660, American Institute o f Certified Public 
Accountants, 1211 Avenue o f the Americas, New York, NY, 10036.

TECHNICAL PLAN HIGHLIGHTS
PROJECTS RELATED TO IMPLEMENTATION OF
EXPECTATION GAP SASs

S p ecia l R ep orts (SAS 14) (AICPA Staff: MIMI BLANCO-BEST). 
The Board approved exposure o f a proposed statement on auditing 
standards that revises SAS No. 14, Special Reports, to prescribe 
changes to special reports that reflect the new requirements o f SAS 
No. 58, Reports on A u dited  F inancial Statements, and to clarify 
requirements for issuing a special purpose report on special or 
incomplete presentations. Schedule: The proposed exposure draft 
w ill be available in the third quarter 1988.

C ontrol R isk  A udit G uide (RAY JOHNSON). The Board is 
developing an audit guide to assist auditors in implementing the 
new  requirements o f  SAS No. 55, Consideration o f  In ternal Con
tro l Structure in a  F inancial Statem ent Audit. Schedule: The 
Board plans to expose the proposed audit guide in 1989 prior to the 
effective date for SAS No. 55.

Updated Audit R eports (PAT McNAMEE). The Auditing Standards 
Division is developing guidance that w ill update existing audit 
guides to reflect the new  reporting requirements o f  SAS No. 58, 
Reports on Audited Financial Statements, and SAS No. 60, Communi
ca tion  o f  In ternal Control Structure Related M atters N oted in an  
Audit. Schedule: Guidance to be issued by fourth quarter 1988.

U nd erstand ing A udits and th e  A uditor’s R ep ort, A G uide  
fo r  F inancial S tatem ent U sers (RAY JOHNSON). The Auditing 
Standards Division is updating its booklet that gives financial state
ment users a nontechnical explanation o f the meaning o f the 
revised auditor’s standard report. Schedule: The booklet w ill be 
available in the third quarter 1988.

A uditing P roced u re Study: A udits o f  Sm all B u sin esses  
(RAY JOHNSON). The auditing procedure study A udits o f  Sm all 
Businesses is being revised to reflect the new  SASs (52-61). The 
chapters on evaluating internal controls and on analytical review 
will be revised to discuss the implementation o f SAS Nos. 55 and 56, 
Consideration o f  the Internal Control Structure in a  Financial State
m en t A u d it 2nd A n a ly tica l Procedures, in the small business audit. 
Other changes will be made throughout the study to provide guidance 
that is consistent with the new standards. Schedule: The revised 
auditing procedure study w ill be available in the third quarter 1988.

OTHER PROJECTS OF THE AUDITING STANDARDS DIVISION
M anagem ent’s  D isc u ss io n  and A n alysis (MIMI BLANCO- 

BEST). At the April meeting the Board voted to defer discussion o f  
the exposure draft o f the proposed statement for standards for 
attestation engagements titled E xam ination  o f  M anagem ent’s 
Discussion a n d  A nalysis  until there is sufficient support for issu
ance among preparers, users, and regulators.

R ep ortin g  o n  P ro  Form a Financial In form ation  (JANE 
MANCINO). The Board is balloting on an attestation standard that 
provides guidance in reporting on pro forma financial informa
tion. Schedule: Standard to be issued third quarter 1988.

C om p lian ce A uditing (PATRICK McNAMEE). The Board has 
issued an exposure draft o f a proposed SAS on compliance audit
ing. This proposed statement provides guidance on the auditor’s 
responsibility in an engagement to report on compliance with laws 
and regulatory requirements o f  government financial assistance 
programs. (See “Recent Division Publications”) Schedule: Com
ment deadline is August 15, 1988.

- 3 -



TECHNICAL PLAN HIGHLIGHTS (continued fro m  p a g e  3)

R eco d ifica tio n  Fram ew ork (JANE MANCINO). The Board is 
discussing a revision to the framework o f the C odification  o f  State
m ents on A uditing Standards  that w ill make the C odification  
more relevant and useful to practitioners and that w ill permit the 
effective integration o f future auditing standards. Schedule: An 
issues paper w ill be discussed at the July 1988 Board meeting.

R ep ortin g  o n  In tern al C ontrol (PEG FAGAN). The Board is 
considering alternative models for general distribution reporting 
on an entity’s internal control structures, determining the circum
stances in which each o f those models is appropriate for such 
reporting, and developing performance and reporting guidance 
under each o f the appropriate models. (See article on  page 1.) 
Schedule: The Board w ill continue discussion o f  an issues paper at 
the July Board meeting.

R elian ce o n  In tern al A udit (MIMI BLANCO-BEST). The Board 
is considering revising SAS No. 9, The Effect o f  an  In ternal A u dit 
Function on the Scope o f  the Independent A uditor’s  Examination, 
to reflect the audit risk concept, the new “expectation gap’’ stan
dards, and current practice. Schedule: The Board w ill discuss an 
issues paper at its July meeting.

In ternal A uditor P roced u res S tu dy (ALAN WINTERS). The 
Auditing Standards Division, in conjunction with the Canadian 
Institute o f  Chartered Accountants, is preparing an auditing proce
dure study on  the use o f  internal auditors. Schedule: This proce
dure study w ill be published in the third quarter 1988.

U se o f  C onfirm ation s (PEG FAGAN). The Board created a task 
force to develop guidance on the use o f  confirmation procedures in 
audit engagements. The Board deferred issuance o f the proposed  
guidance and revision to the standard bank confirmation form 
until general guidance is developed by the task force. Schedule: The 
Board w ill discuss this project at its July meeting.

F inancial Forecast an d  P ro jectio n s (MIMI BLANCO-BEST). 
The Board created the Forecasts and Projections Task Force to deal 
with problems encountered in implementing the guidance in the 
Statement on Standards for Accountant’s Services on Prospective 
Financial Statements. Persons with questions or problems in this 
area are encouraged to write to the task force. The address is: 
AICPA, Auditing Standards Division, File 2 6 6 0 ,  1211 Avenue o f  the 
Americas, New York, NY 10036-8775. (See article on page 2) 
Schedule: An exposure draft o f  a proposed Statement o f  Position 
titled Q uestions Concerning A ccountant’s  Services on  Prospective  
F inancial In form ation  w ill be released in the third quarter 1988.

C om puter A uditing (MARK BEASLEY). The Computer Audit 
Subcommittee and related task forces are responsible for developing 
guidance for auditors about the effects computers have on  the audit 
process and advising the Board and other senior technical committees 
and the membership on  computer-related matters. The Subcom
mittee currently is drafting guidance in the form o f  auditing proce
dures studies on the audit impact o f microcomputers, minicomputers, 
and mainframe computer systems. Schedule: Proposed drafts o f  
the procedures studies w ill be discussed at the Subcommittee’s 
next meeting scheduled for July 2 5 -26 , 1988.

RECENT DIVISION PUBLICATIONS
In April the Division published ten new  Statements on Auditing 

Standards: SAS Nos. 52, O m n ibus S ta tem en t on  A u d itin g  
S tandards-1987  (product number 060529); 53, The A u d ito r’s  
Responsibility to  D etect a n d  R eport Errors a n d  Irregularities  
(060533); 54, Illegal Acts by  Clients (060548); 55, C onsideration  
o f  the In ternal Control Structure in a  F inancial S tatem ent A u dit 
(060552); 56, A n aly tica l Procedures (060567); 57, A u diting  
Accounting Estim ates (060571); 58, Reports on A u dited  F inancial 
Statem ents (060586); 59, The A u d ito r’s  C onsideration o f  an  
E n tity ’s A b ility  to  Continue as a  G oing Concern  (060590); 60, 
Communication o f  Internal Control Structure Related Matters 
N oted in a n  A u dit (060603); and 61, C om m unication  With A u dit 
Com m ittees (060618).

In May the Division published an exposure draft o f  a proposed  
SAS “Compliance Auditing: The Auditor’s Responsibility for Test
ing Compliance With Laws, Regulations, and Contractual Terms 
Governing Financial Assistance Certain Entities Receive From 
Government” (product number G00474). The Division has also 
published Codification o f  Statements on Standards f o r  Accounting 
a n d  Review Services (057155).

Each o f these publications can be obtained by writing the 
AICPA’s order department at 1211 Avenue o f  the Americas, New  
York, NY 10036.

In Our Opinion is published quarterly by 
Auditing Standards Division  
American Institute o f CPAs 
1211 Avenue o f the Americas 
New York, NY 10036-8775

Editor:
Patrick McNamee
Director, Audit & Accounting Guides
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