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Summary of New Auditing Standards 

 Auditing Standards Board issued eight Statements on Auditing 
Standards — effective for audits of financial statements for years 
ending after December 15, 2007 
 

 Provide guidance to the auditor to obtain a more in-depth 
understanding of the auditee and its environment, including its internal 
control, to identify the risks of material misstatement in the financial 
statements and what the entity is doing to mitigate them 

 

 Provide guidance on the auditor’s assessments of the risks of material 
misstatement of the financial statements based on that understanding 

 

 Provide guidance to the auditor on the design and performance of 
audit procedures 

 

 Provide guidance to the auditor on planning and supervision, nature of 
audit evidence and 

 

 evaluating audit evidence once it is obtained  
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“The Suite of Eight” 

  SAS 104 - Amendment to SAS No 1  “Due Professional Care in the Performance of         

     Work” 

 

  SAS 105 - Amendment to SAS No. 95 - “Generally Accepted Auditing Standards” 

 

  SAS 106 Supersedes SAS No. 31 “Audit Evidence” 

 

  SAS 107 Supersedes SAS No. 47 “Audit Risk and Materiality in Conducting an       

     Audit” 

 

  SAS 108 Supersedes SAS No. 1 and SAS No. 47 “Planning and Supervision” 

 

  SAS 109 Supersedes SAS No. 55 “ Understanding the Entity and Its Environment  

     and Assessing the Risks of Material Misstatement” 

 

  SAS 110 Supersedes SAS No. 45 and SAS No. 55 “ Performing Audit Procedures  

     in Response to Assessed Risks and Evaluating the Audit Evidence Obtained” 

 

  SAS 111 - Amendment to SAS No. 39 - “Audit Sampling” 
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SAS 104 - Amendment to SAS No. 1 - “Due 

Professional Care in the Performance of Work”  

Summary 

 

 Amends the definition of “Due Professional Care in the 
Performance of Work” 

 

 Clarifies the definition of Reasonable Assurance 

 

 Auditor must plan and perform audit to obtain appropriate 
evidence so that audit risk is limited to a low level appropriate 
for expressing an opinion on the financial statements 

 

 Absolute assurance is not attainable because of the nature of 
audit evidence and characteristics of fraud 

 

 Therefore, an audit conducted in accordance with generally 
accepted auditing standards may not detect a material 
misstatement in the financial statements 
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SAS 104 - Amendment to SAS No. 1 -  

“Due Professional Care in the Performance of Work” (cont) 

What does this mean to your auditor? 

 

 Audit work plan will be tailored more towards assessing 

risk in key business processes and the environment in 

with the organization operates 

 

 Re-emphasis to auditee that although audit risk will be 

limited to a low level, the auditor still expresses opinions 

in the context of “reasonable” as apposed to “absolute” 

assurance 
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SAS 104 - Amendment to SAS No. 1 -  

“Due Professional Care in the Performance of Work” (cont) 

 What does this mean to your organization? 

 

 Audit will be less focused on the financial statement 
balances and more on the processes that lead to those 
balances 

 

 Areas of financial statement analysis, substantive testing 
and sampling may change from their earlier focus as 
determined by the auditor’s risk assessment 

 

 Other areas may remain unchanged 

 

 More work will be needed by your auditor to implement 
these changes 
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SAS 105 - Amendment to SAS No. 95 — 

“Generally Accepted Auditing Standards” 

Summary 

 

 Expands the scope of the second standard of field work from 
“internal control” to “the entity and its environment, including 
internal control” 

 

 Extends the purpose of fieldwork from “planning the audit” to 
“assessing the risk of material misstatement of the financial 
statements whether due to error or fraud” 

 

 Eliminates references to certain required audit procedures 

 

 Introduces and defines the term of “audit evidence”  

 

 Introduces the term “further audit procedures” to replace 
previously used term “tests to be performed” 
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SAS 105 - Amendment to SAS No. 95 — 

“Generally Accepted Auditing Standards” (cont.) 

What does this mean to your auditor? 

 

 Expands audit testing in certain areas 

 

 Decreases audit testing in others 

 

 Audit must be adequately planned and supervised 

 

 More freedom in designing audit procedures 

 

 Sufficient, appropriate audit evidence must be obtained to 
support the audit opinion issued 

 

 Better understanding of the auditee and its environment 
including internal control  
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SAS 105 - Amendment to SAS No. 95 — 

“Generally Accepted Auditing Standards” (cont.) 

What does this mean to your organization? 

 

 Will require more involvement by your accounting 

staff in certain areas 

 

 Will require more involvement by your IT staff in 

the documentation, planning and assessment 

phase of the audit 
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SAS 106 - Audit Evidence 

Summary 

 

 Defines audit evidence (includes all the information used by 

the auditor to arrive at a conclusion and reach an audit 

opinion) 

 

 Defines relevant assertions and discusses their use in 

assessing risk 

 

 Discusses the quality of audit evidence 

 

 Discusses potential audit procedures 
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SAS 106 - Audit Evidence (cont.) 

Audit Evidence 

 

 The higher the risk, the stronger the audit evidence should 
be 

 

 Can be categorized into 3 primary “phases” of procedures: 

 

1. Risk assessment procedures 

 

1. Tests of controls 

 

1. Substantive procedures 

 

 Must be gained for all relevant assertions 
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SAS 106 - Audit Evidence (cont.) 

Relevant assertions about financial transactions 

 Occurrence 

 Completeness 

 Accuracy 

 Cutoff 

 Classification 

 

Relevant assertions about account balances 

 Existence 

 Rights and Obligations 

 Completeness 

 Valuation and Allocations  
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SAS 106 - Audit Evidence (cont.) 

Relevant assertions about presentation and 

disclosure 

 

 Occurrence and rights and obligations 

 Completeness 

 Classification and understandability 

 Accuracy and valuation 
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SAS 106 - Audit Evidence (cont.) 

Quality of Audit Evidence 

 

 Influenced by its Source and Nature 

 

 Can be impacted by the quantity of the audit 

evidence obtained 

 

 Higher quality evidence may lessen the 

necessary quantity of evidence 



15 

SAS 106 - Audit Evidence (cont.) 

Examples of higher quality audit evidence 

 

1.  Knowledgeable independent sources 

 

2. Directly obtained evidence by the auditor 

(observation) vs. inquiry 

 

3. Original documents vs. reproduction   

(copies and fax) 
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SAS 106 - Audit Evidence (cont.) 

Audit Procedures for Obtaining Audit Evidence 

 

 Inspection of records, documents, tangible assets, etc. 
  

 Inquiry 

 

 Confirmation 

 

 Recalculation 

 

 Re-performance 

 

 Analytical procedures 
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SAS 106 - Audit Evidence (cont.) 

What does this mean to your auditor? 

 

 In planning phases of the audit, auditor must 

assess the different types of potential 

misstatements that may occur for each relevant 

assertion (i.e. what could go wrong with this 

class of transactions, account(s), or 

disclosure) and then design procedures to 

reduce risks. 
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SAS 106 - Audit Evidence (cont.) 

What does this mean to your organization? 

 

 There might be more emphasis and testing in 

certain areas than in past audits  
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SAS 107 - Audit Risk and Materiality in 

Conducting an Audit  

Summary 

 

 Provides clarification to auditors on materiality and audit 
risk 

 

 Based on user’s needs 

 

 Links materiality to risk evaluation of organization 

 

 Allows for materiality at the financial statement level, 
account balance level, and transaction level based on 
risk assessment 
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SAS 107 - Audit Risk and Materiality in 

Conducting an Audit (cont.) 

Audit risk (AR) – risk that the auditor may unknowingly fail to appropriately 
modify his or her opinion on the financial statements that are materially 
misstated. 

 

Auditor should consider AR at the individual account balance, class of 
transactions, or disclosure level.  Such consideration directly assists in 
determining the nature, timing, and extent of further audit procedures for the 
relevant assertions. 

 

AR is comprised of these categories: 

 

1.  Inherent Risk (IR) — the risk that the financial statements will be 
materially misstated absent any related controls 

 

1. Control Risk (CR) - risk that a material misstatement could occur in a 
relevant assertion and will not be prevented or detected by the entity’s 
controls on a timely basis 

 

1. Detection Risk (DR) — risk that the auditor’s procedures will not 
detect a material misstatement that occurs  
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SAS 107 - Audit Risk and Materiality in 

Conducting an Audit (cont.) 

What does this mean to your auditor? 

 

 Expands concept of materiality into new areas  
rather than straight math formulas 

 

 Links materiality to risk evaluation of 
organization 

 

 Allows for materiality at the financial statement 
level and at account balance level based on 
risk assessment 
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SAS 107 - Audit Risk and Materiality in 

Conducting an Audit (cont.) 

What does this mean to your organization? 

 

 May see more discussion with auditors of 

proposed or passed adjustments in areas than 

before 

 

 May see more in-depth analysis by auditors in 

certain areas  
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SAS 108 – Planning and Supervision 

Summary 
 

 Auditor is required to plan audit engagement in 

regards to assessment of risk 

 

 Provides guidance on planning audit strategy, 

scope of audit, risk assessment and staffing 

 

 Provides guidance on objectives of audit and 

required communications  
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SAS 108 – Planning and Supervision (cont.) 

What does this mean to your auditor? 

 

 Design audit work plan with linkage to assessment of risk in 
key business areas and financial statement assertions 

 

 Staff audit with audit team that is experienced in industry of 
entity being audited  

 

 May include use of specialist and/or internal audit.  
Consultation must be documented  

 

 Plan audit in accordance with auditing standards 

 

 Involvement of predecessor auditor 
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SAS 108 – Planning and Supervision (cont.) 

What does this mean to your organization? 

 

 Audit should be supervised and staffed by 

experienced auditors 

 

 Audit work plan should be tailored to your 

organization and its operating environment 
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SAS 109 – Understanding the Entity and Its Environment 

and Assessing the Risks of Material Misstatement  

Summary 

 

 Links the risk assessment and the overall operating 
environment of the entity 

 

 Auditor must obtain an understanding of the risks 
associated with the entity’s regulatory, environmental, 
legal and political environment  

 

 

 Auditor must evaluate the entity’s design of related 
internal controls and determine whether they have been 
implemented and are operating effectively 
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SAS 109 – Understanding the Entity and Its Environment 

and Assessing the Risks of Material Misstatement (cont.) 

What does this is mean to your auditor?  

 

 Assess financial statement risks considering the impact in 
these areas/issues: 

 Operations 

 Industry conditions 

 Regulatory environment 

 Economic conditions 

 Non routine transactions/procedures  

 Significant IT applications  

 Areas susceptible to management override of controls 

 Revenue recognition 

 Valuation and allocation 

 Related party transactions 
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SAS 109 – Understanding the Entity and Its Environment 

and Assessing the Risks of Material Misstatement (cont.) 

What does this is mean to your auditor?  (con’t) 

 

 Required to have team discussion on risk assessments  

 

 Required to update prior information on entity and its 
environment, including internal controls 

 

 Required to obtain an understanding of the entity’s internal 
controls using the Committee of Sponsoring Organizations 
(COSO) internal control framework; the COSO framework 
includes: 

 Control environment 

 Risk assessment 

 Information and communication systems 

 Control activities 

 Monitoring  
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SAS 109 – Understanding the Entity and Its Environment 

and Assessing the Risks of Material Misstatement (cont.) 

What does this mean to your auditor? (con’t) 

 

 Auditor is responsible for using this documentation to 
identify weaknesses in controls, missing linkage in 
control activities and to use this information in 
developing work plan and controls 

 

 Information gathering must be from a variety of 
 sources 

 

 Tests include walk-throughs and other tests of controls 

 

 More in-depth documentation and analysis of IT controls  
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SAS 109 – Understanding the Entity and Its Environment 

and Assessing the Risks of Material Misstatement (cont.) 

What does this mean to your organization? 

 

 Must assist auditors in documenting internal 

controls in activity-level controls  

 

 Increased documentation of computer 

applications that affect the significant 

process/classes of transactions and sources of 

information  
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SAS 110 – Performing Audit procedures in Response to 

Assessed Risks and Evaluating the Audit Evidence Obtained  

Summary 

 

 Auditor must obtain appropriate audit evidence by 

performing audit procedures to obtain reasonable basis 

for an opinion on the financial statements 

 

 Auditor should design audit procedures responsive to 

risks of material misstatement at the relevant assurance 

level 

 

 All assurances should be documented by relevant audit 

evidence  
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SAS 110 – Performing Audit procedures in Response to 

Assessed Risks and Evaluating the Audit Evidence 

Obtained (cont) 

What does this mean to your auditor? 

 

 Linkage between audit procedures and risk at 

the assertion level 

 

 Must link understanding of entity, risk 

assessment, and audit procedures  
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SAS 110 – Performing Audit procedures in Response to 

Assessed Risks and Evaluating the Audit Evidence 

Obtained (cont) 

What does this mean to your organization? 

 

 You should not see major changes from the 

application of this Auditing Standard 
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SAS 111 – Amendment to SAS 39 – Audit 

Sampling  

 Summary 

 

 Provides guidance on audit sampling techniques and 
sample sizes 

 

 Sample size is a function of: 

 Tolerable misstatement 

 Expected misstatement 

 Audit risk 

 Population characteristics 

 RMM 

 Other procedures risk 
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SAS 111 – Amendment to SAS 39 – Audit 

Sampling (cont.) 

Sampling procedures: 

 Applied to each sampling unit 

 

 Unexamined items require alternative procedures 

 

 Sample size for dual purpose test greater than for two 
separate tests 

 

Main sampling methods: 

 Statistical  

 Population Proportional to Size 

 Haphazard  

 Systematic 
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SAS 111 – Amendment to SAS 39 – Audit 

Sampling (cont.) 

What does this mean to your auditor? 

 

 Sample sizes may be larger than in past audits 

 

 Different types of sampling activities may be 

used in some areas than in past audits 
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SAS 111 – Amendment to SAS 39 – Audit 

Sampling (cont.) 

What does this mean to your organization 

 

 Sampling may be more extensive in new areas 

than in the past 

 

 Sample sizes may be larger 



38 

SAS No. 112  - Communicating Internal Control  

 Effective for audits of financial statements for 
periods ending on or after December 15, 2006.  

 

 Supersedes SAS No. 60 

 

 Addressed to those charged with governance (the 
person(s) with responsibility for overseeing the 
strategic direction of the entity and obligations related 
to the accountability of the entity. This includes 
overseeing the financial reporting and disclosure 
process.) 
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SAS No. 112  - Communicating Internal Control  

Summary 

 

 Provides guidance on communicating matters related to an entity's 
internal control over financial reporting identified in an audit of 
financial statements.  

 

 It is applicable whenever an auditor expresses an opinion on 
financial statements (including a disclaimer of opinion). 

 

 Defines the terms significant deficiency and material weakness. 

 

 Provides guidance on evaluating the severity of control 
deficiencies identified in an audit of financial statements. 

 

 Requires the auditor to communicate, in writing, to management 
and those charged with governance, significant deficiencies and 
material weaknesses identified in an audit. 
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SAS No. 112  - Communicating Internal Control 

 

 Control deficiency - when the design or operation of a 

control does not allow management or employees, in 

the normal course of performing their assigned 

functions, to prevent or detect misstatements on a 

timely basis. 

 

 2 Types – Design and Operation 
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SAS 112 - Control  Deficiencies 

 A deficiency in design exists when (a) a control 
necessary to meet the control objective is missing or 
(b) an existing control is not properly designed so that 
even if the control operates as designed, the control 
objective is not always met. 

 

 A deficiency in operation exists when a properly 
designed control does not operate as designed or 
when the person performing the control does not 
possess the necessary authority or qualifications to 
perform the control effectively. 
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SAS 112 - Control Deficiencies 

 Inadequate documentation – components of internal 

control  
 

 Absent or inadequate segregation of duties  
 

 Employees or management who lack the 

qualifications and training  
 

 Failure of controls designed to safeguard assets from 

loss, damage, or misappropriation  
 

 Inadequate design of information technology (IT) 

general and application controls 
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Design Deficiencies 

 Unable to prepare financial statements 
 

 Inadequate segregation of duties 
 

 Lack of safeguarding assets 
 

 Inadequate IT general controls 
 

 Unqualified and untrained personnel 
 

 Inconsistent monitoring controls 
 

 Process to report control deficiencies 

 



44 

 Operation Deficiencies 

 

 Deficiencies in timeliness, completeness, accuracy of 

information or communication 
 

 Safeguard assets from loss, damage, or misappropriation 
 

 No reconciliations of significant accounts 
 

 Undue bias or lack of objectivity in accounting decisions 
 

 Misrepresentation by management 
 

 Management override 
 

 Deficiency of IT general controls 
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Significant Deficiency vs. Material Weakness 

 Significant deficiency is a control deficiency, or combination of 

control deficiencies, that adversely affects the entity's ability to 

initiate, authorize, record, process, or report financial data 

reliably in accordance with generally accepted accounting 

principles such that there is more than a remote likelihood that a 

misstatement of the entity's financial statements that is more 

than inconsequential will not be prevented or detected. 
 

 Material weakness is a significant deficiency, or combination of 

significant deficiencies, that results in more than a remote 

likelihood that a material misstatement of the financial 

statements. 
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Evaluating Control Deficiencies 

Factors to consider: 
 

 Nature of accounts, disclosures, and assertions 
 

 Susceptibility to fraud 
 

 Subjectivity and complexity of judgments 
 

 Cause and frequency of known or detected exceptions 
 

 Magnitude of exception(s)  
 

 Interaction or relationship of control deficiencies 
 

 Future consequences of the deficiencies and likelihood 
of material misstatement remote 
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Evaluating Control Deficiencies (cont) 

Evaluation criteria: 

 

 Individual deficiencies 

 

 Multiply deficiencies in combination 

 

 Mitigating effects of compensating controls 
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SAS No. 112  - Communicating Internal Control  

What does this mean to your auditor? 

 

 Not required to search for control deficiencies, but rather to 
evaluate them if they have been identified. 

 

 Once identified, must determine whether these 
deficiencies, individually or in combination, are significant 
deficiencies or material weaknesses.  
 

 Required to communicate, in writing, to management and 
those charged with governance, significant deficiencies 
and material weaknesses identified in an audit. 
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SAS No. 112  - Communicating Internal Control 

What does this mean to your organization? 

 

 Possibility of seeing more comments than in previous 
audits even if there has been no change in internal 
policies and procedures. 

 

 An understanding that the significance of a control 
deficiency depends on the potential for a 
misstatement, not on whether a misstatement actually 
has occurred. 
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Are there any benefits to both the Auditor and 

Auditee from all of this work?  

 A more in-depth understanding of the entity and its environment — to 
identify risk of material financial statement misstatement and what the 
entity is doing to mitigate these risks  

 

 Identification of areas for improvement of key business processes and 
internal controls 

 

 Documentation for accountability to those charged with oversight and/or 
governance  

 

 Information for use in developing internal audit plans, policies, and 
controls 

 

 A more rigorous assessment of the risks of material misstatement of the 
financial statements and develop a work plan tailored to that understanding 

 

 Improved linkage between assessed risks and related audit procedures 
used to respond to those risks  
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QUESTIONS? 

Gelman, Rosenberg & Freedman 
Certified Public Accountants 

4550 Montgomery Avenue, Suite 650 North 

Bethesda, MD  20814 

301-951-9090 

www.grfcpa.com   

Trevor W. Williams, CPA 

twilliams@grfcpa.com   
 

  

 

 

http://www.grfcpa.com/
mailto:twilliams@grfcpa.com
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Thank you for your time! 
 

Gelman, Rosenberg & Freedman 
Certified Public Accountants 

 

Member of the American Institute of  

Certified Public Accountants  

Private Companies Practice Section 

 


