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Dear Mr. Chairman: 

In response to your January 20, 1987, letter, this report describes the results of actions taken 
by the accounting profession on referrals made by the General Accounting Office (GAO) and 
the inspectors general (IGS) of certified public accountants (WAS) who performed poor 
quality governmental audits. The referrals were made to the state board of accountancy in 
which the CPA was licensed and to the American Institute of Certified Public Accountants 
(AICPA) for review and possible disciplinary action. 

Our review showed that the accounting profession is demonstrating a commitment to 
strengthening its enforcement efforts. The state boards of accountancy and the AICPA have 
acted on over 70 percent of GAO’S referrals and on 35 percent of the IGS’ referrals, which 
were submitted subsequent to GAO'S, In most cases, we concluded that the disciplinary 
actions taken were reasonable in light of the investigative findings. This report also describes 
ongoing initiatives by state boards of accountancy. the AICPA, and the KS to improve audit 
oversight and their enforcement processes. 

As agreed with your office, unless you publicly announce the contents of this report earlier, 
we will not distribute it until 30 days from the date of this report. At that time, we will send 
copies of the report to the Director, Office of Management and Budget; federal inspectors 
general; President, American Institute of Certified Public Accountants; Executive Director, 
National Association of State Boards of Accountancy; and to interested congressional 
committees. We will also make copies availabkt to others upon request. 

Sincerely yours, 

Frederick D. Wolf 
Director 



ExecutiveSummery 

Results in Brief Actions taken by state boards of accountancy and the AICPA demonstrate 
a commitment to improving the quality of governmental audits per- 
formed by CPAS. GAO found that state boards of accountancy and the 
AlCPA's Governmental Technical Standards Subcommittee had completed 
action on many of the GAO and IG referrals. In most cases, the disciplin- 
ary actions taken were commensurate with the cited problems, and the 
enforcement processes were not unjustifiably delayed. 

GAO also found that state boards of accountancy, the AICPA, and the IGS 
are developing programs to improve audit quality by enhancing the 
enforcement process. These initiatives include streamlining the referral 
process, taking a more proactive role in reviewing CPAS' work, and tak- 
ing actions such as debarring CPAS who perform poor quality audits from 
governmental audits for specified periods. Although most of these initia- 
tives have not been fully implemented, GAO believes that these efforts 
are constructive and should enhance the enforcement process. 

Principal Findings 

State Boards of 
Accountancy 

State boards of accountancy have made progress in responding to the 64 
GAO and IG referrals. As of November 15, 1987, they had completed 
action on 24 GAO referrals and 12 IG referrals. Most of the IG referrals 
were made more recently than GAO'S, which accounts for the lower 
number that have been completed. The remaining 28 referrals were in 
various stages of state boards’ enforcement processes, ranging from 
awaiting investigation to being scheduled for formal hearings. 

State boards operate under their own state laws regulating public 
accountancy and thus differ in the way they investigate referrals, 
decide on disciplinary actions, and publicly disclose these actions. For 
example, GAO determined that while most state boards it reviewed dis- 
closed all disciplinary actions, some limited the amount of information 
for public disclosure. However, GAO found that they took similar 
disciplinary actions to educate or discipline CPAS l icensed in their states, 
such as continuing professional education requirements, follow-up 
reviews, fines, suspensions, and license revocations. 
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Executive Summary 

membership. In the fifth case, the AICPA determined that the CPA respon- 
sible for the audit was not in its jurisdiction. (See chapter 2.) 

Ongoing Initiatives State boards of accountancy, the AICPA, and the IGs have ongoing initia- 
tives to improve audit oversight and their enforcement processes. A 
number of these initiatives are directed at efforts to (1) improve and 
streamline the audit referral process, (2) initiate more audit referrals 
and take a proactive role in reviewing CPAS’ work, and (3) temporarily 
debar CPAS from performing governmental audits. For example, a 
number of state boards are adopting positive enforcement programs 
which emphasize active monitoring of the CPAS’ work products. As none 
of these efforts had been fully implemented at the time of GAO’S review, 
GAO did not evaluate their effectiveness, other than to determine that, in 
general, these initiatives appear constructive and seem to address a 
number of the past concerns about the enforcement process. (See chap- 
ter 3.) 

Recommendations This report contains no recommendations for actions by either the Con- 
gress or a federal agency. 

Agency Comments Throughout the course of this review, GAO discussed its work with 
responsible officials of the organizations involved in order to ensure the 
accuracy and complet,eness of the information in this report. Their com- 
ments were considered in preparing the report. In accordance with the 
requester’s wishes, GAO did not request official comments on a draft of 
the report. 
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Chapter 1 
Introduction 

of governmental audits performed by CPAS. In our earlier reviews of CPA 
audit quality, we reported that 34 percent of CPA audits of federal finan- 
cial assistance funds did not meet audit standards. As a result, in April 
and May 1986, we referred 57 poor quality audits to the AICPA for its 
review and possible disciplinary action. Additionally, 32 of the same 
audits-those with the more severe standards violations-were also 
referred to the 15 state boards of accountancy where the CPAS were 
licensed. 

Our earlier reviews showed that many of these audits did not satisfacto- 
rily comply with standards involving fieldwork, reporting, or due pro- 
fessional care. For example, in some instances there was little or no 
evidence that the CPA tested whether (1) recipients were eligible for fed- 
eral assistance, (2) costs charged to federal programs were allowable 
under law or regulation, or (3) requirements for matching assistance 
were met. In other instances, there was little or no evidence supporting 
the CPA’S report that the CPA studied and evaluated internal controls, or 
that the CPA appropriately tested financial transactions to support the 
opinion on the financial statements. In several instances, the CPAS stated 
that they did not complete all the audit work they were required to per- 
form. And, in other instances, the lack of evidence in their working- 
paper files led GAO to question whether the required audit work was 
performed. 

Some IGS also have made referrals to state boards and to the AICPA. The 
IGS at 4 federal agencies-the Department of Housing and Urban Devel- 
opment (HUD), the Department of Education, the Department of Health 
and Human Services (HHS), and the Department of Agriculture- 
recently made 32 referrals to 16 state boards;’ including 9 of the same 
state boards to which we made referrals. (A listing of the state boards 
and the number of GAO and IG referrals to each board is provided in 
appendix I.) In addition, the IGS recently made 16 referrals to the AICPA. 

In January 1987, Representative Jack Brooks, Chairman, Legislation 
and National Security Subcommittee, House Committee on Government 
Operations, asked us to follow up and report on referrals of poor quality 
audits we made to state boards of accountancy and to the AICPA. Specifi- 
cally, Chairman Brooks asked us to determine state board and AICPA 
actions taken as a result of the referrals and to provide our views on the 

“For the purposes of thn study. we included any IG referrals made from .January 1, 1986 to May 1, 
1987. 
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chapter 1 
lntroduct.Ion 

The Public Accounting In the context of our work, the public accounting profession includes 

Profession and Its Role CPAS and the organizations that directly influence them, including the 
state boards of accountancy, the AICPA, and state societies of CPAS. CPAS 

in the Enforcement operate either as independent individual practitioners or firms of indi- 

Process vidual practitioners who hold themselves out to the public as qualified 
to perform auditing services. In addition, IGs play an important role in 
the accounting profession’s enforcement process. 

The state boards of accountancy are established by statute, under which 
they exercise the central authority regulating the practice of public 
accountancy within their jurisdictions. State boards of accountancy, 
unlike voluntary professional accounting associations, are the only regu- 
latory entities that have legal jurisdiction over all who are licensed to 
practice public accounting. Each state board has adopted rules of pro- 
fessional conduct, including audit standards, and can take disciplinary 
action against licensees who violate these rules or standards. This 
includes the authority to revoke, suspend, or otherwise impair a CPA’S 
l icense to practice, as well as to take actions that are more remedial in 
nature. The National Association of State Boards of Accountancy 
(NASBA), a voluntary organization of the 54 state boards,4 assists in the 
enforcement processes of the state boards by facilitating the exchange 
of information among the boards. 

The AICPA, as a national professional association of over 250,000 WAS, 
also plays a key role in the enforcement process. Although the AICPA can 
bring CPAS before its trial board and recommend expulsion from its mem- 
bership, its enforcement process usually emphasizes remedial actions. 
This is consistent with the AICPA’S goal of improving the conduct of CPAS’ 
work to meet the standards and ethics of the profession. Among its vari- 
ous activities, the AICPA issues generally accepted auditing standards 
and interpretative statements on those auditing standards, publishes 
quality control standards which define the appropriate conduct for CPA 
firms’ overall operations, and develops and maintains a code of profes- 
sional ethics in cooperation with state accounting societies. 

Keferrals to state boards and to the AICPA are separate processes and do 
not impact on each other. However, the AICPA will defer action, at the 
auditor’s request, if the referral has also been made to a state board. A 
referral can be reviewed by both a state board of accountancy and the 
AICPA and may result in different disciplinary actions. 

“Boards of accountancy have been established by statute in each of the 50 states, the District of 
Columbia, Guam, Puerto Rico. and the Virgin Islands. 
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chapter 1 
Introduction 

action on the referrals and, (3) completed their disciplinary actions 
without unjustifiable delays. No absolute measurement criteria exist for 
determining the reasonableness of disciplinary actions. Consequently, 
we relied heavily on professional judgment. However, in making these 
judgments we did consider factors such as whether similar audit prob- 
lems were handled consistently by a state board or the AICPA. 

In addition to our work with state boards of accountancy and the AICPA, 
we also met with other groups, such as NASBA and the PCIE, concerning 
their ongoing efforts to enhance the audit referral and enforcement 
processes. 

We conducted our work between April 1987 and November 1987 in 
accordance with generally accepted government auditing standards. 
Throughout the course of this review, we discussed our work with 
responsible officials of the organizations involved in order to ensure the 
accuracy and completeness of the information in this report. Their com- 
ments were considered in preparing the report. In accordance with the 
requester’s wishes, we did not request official comments on a draft of 
the report. 
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Chapter 2 
The Accounting Profession IS Taking 
Reasonable Actions on Refer&s of Poor 
Quality Audits 

were awaiting final action by state boards through either a stipulated 
settlement or a consent order agreement (legal documents that outline 
the conditions of the settlement and the disciplinary actions to be 
taken). The other three cases were not completed because (1) the refer- 
ral was sent to a state attorney general to prepare for a formal hearing, 
(2) a state board agreed to a conference with the CPA to determine the 
violations and the disciplinary actions to be taken, or (3) a state board 
was proceeding in its efforts to revoke the license of a CPA. 

Fewer IG referrals have been completed because most were made more 
recently than ours. Many of the IG referrals were either under investiga- 
tion or were awaiting the assignment of an investigator. A list of the 
state boards involved in our study, the number of referrals made, and 
the number of completed actions by each appears in appendix I. 

Types of State Board 
Disciplinary Actions 

State boards of accountancy, for the most part, took disciplinary actions 
on the GAO and IG referrals commensurate with the severity of their 
investigative findings. Accordingly, state boards used a variety of disci- 
plinary actions to either educate or discipline CPAS l icensed in their 
states. We did not attempt to make comparisons among the different dis- 
ciplinary actions taken by various state boards because each state board 
operates under its own laws regulating public accountancy and is per- 
mitted to take different disciplinary actions. 

Depending on the authority granted to them by statute, state boards 
may revoke, suspend, or refuse to renew CPA certificates or licenses; rep- 
rimand, censure, or limit the scope of practice of any licensee (including 
firms); impose administrative fines; or place any licensee on probation, 
with or without terms, conditions, and limitations. State boards can take 
any one or a combination of these actions against CPAS for failure to 
comply with auditing standards and for acts involving dishonesty, 
fraud, or gross negligence in the practice of public accountancy. Typi- 
cally, state boards have imposed a number of different actions for stan- 
dards violations. Figure 2.1 shows the types of disciplinary actions 
taken by state boards on the 36 completed referrals. 

As the figure shows, one state board has revoked a CPA’s license. Others 
suspended the licenses of CPAS until certain conditions were met, such as 
completion of continuing professional education requirements. In other 
cases, license suspensions were stayed, or postponed, and probation was 
imposed for a specified period. In some cases, state boards imposed sev- 
eral disciplinary actions on the CPA. For example, in one case where GAO 
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Chapter 2 
The Accounting Profession Is T&king 
Reasonable Actions on Refer&s of Poor 
Quality Audits 

We found that state boards appropriately considered mitigating factors 
when taking action on referrals. For example, in one case, the state 
board investigated the referral and substantiated the standards viola- 
tions, but, due to special circumstances, took no disciplinary action. Spe- 
cifically, the GAO referral alleged, and the state board agreed, that a 
Colorado CPA firm violated standards pertaining to planning and super- 
vision, evidence, and due professional care. However, the state board 
dismissed the case because both of the firm’s partners and the auditor 
responsible for the work took disciplinary actions on their own initiative 
that the state board would have ordered, including changing the firm’s 
audit procedures and completing state-sponsored courses that, in the 
stat,e board’s opinion, adequately addressed the audit problems. 
Although it is not required by state boards’ enforcement processes, we 
were told by several state board officials that state boards normally 
consider mitigating circumstances when determining actions on audit 
referrals. 

We found five cases involving one GAO referral and four IG referrals 
where the actions taken by the state boards seemed unreasonable given 
the severity of the violations. The IGs involved in these referrals share 
our views and either have already requested or will be requesting that 
the state boards reconsider their decisions. During our study, we could 
not identify the basis for the state boards’ actions in these cases. We did 
not find a different level of commitment in state board investigations of 
GAO referrals as compared with IG referrals. 

For example, in Arkansas, the AIJD IG office reviewed three separate 
audits by the same w.4 and made a referral based on problems with all 
three in the areas of evidence, reporting on internal accounting controls, 
and clarity of the audit reports. As a result of its review, the state board 
required that the CPA take 24 hours of continuing professional educa- 
tion. This action is lenient, in our opinion, because the auditor had com- 
mitted the same errors on three separate audits. The IIIJI) IG has 
debarred this CM from future III’D work. 

In another case, ~~1)‘s Assistant IG for Audit referred a CPA in West Vir- 
ginia because of problems in the areas of evaluation of internal controls, 
evidence, and reporting standards. Although the state board’s investiga- 
tion substantiated the findings of the IG, the final action was a letter 
warning the CPA to corrc%ct t,hese problems on future audits. This action 
is lenient, in our opinion, because no remedial actions, such as education 
or follow-up review. were taken to give the CPA an incentive to improve 
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Chapter 2 
The Accounting Profession Is Taking 
Reasonable Actions on Referrals of Poor 
Quality Audits 

Once an audit referral is received, most state boards take a series of 
steps to investigate the complaint and decide on the appropriate action. 
A typical process used by state boards is described in appendix IV. Usu- 
ally, the first step in the process is for the state board to have an inves- 
tigator review the audit in question and the specific complaints made in 
the referral. The investigator usually reviews the audit report and sup- 
porting working papers and interviews the auditor and responsible audit 
firm partners, as well as the referring agency officials. At the conclusion 
of the investigation, a written report is made to the state board outlining 
the specific findings and, in some cases, recommending disciplinary 
actions. State boards use the investigative reports to determine both the 
severity of the standards violations and any disciplinary actions to be 
imposed on the auditor. 

In addition to settling referrals informally-where the CPA and the state 
board agree on the proposed actions-state boards use several different 
formal methods to finalize disciplinary actions. For example, many state 
boards use either a consent order or a stipulated settlement to finalize 
their actions. For both documents, the state boards allow the CPA, with 
limitations, to be involved in negotiating the final action. The CPA is then 
given a specified amount of time to accept or reject the conditions set 
forth. The use of either document allows state boards to avoid a formal 
hearing, which is typically a more time-consuming process. Of the 36 
completed referrals, 14 c’ases were settled informally, and 19 were set- 
tled through consent. orders. 

The remaining three referrals were settled through a formal hearing 
process.” Hearings are often used when a CPA rejects a consent order or 
stipulated settlement, or when disciplinary actions, such as revocation 
or suspension of the CPA’S certificate and license are involved. During 
the formal hearing, a state board is authorized to reach a final decision 
on the severity of the auditing standards violations. If warranted, it can 
also impose disciplinary actions. The CPA usually has legal counsel dur- 
ing the hearings, while the state board is generally represented by the 
state attorney general’s office. All decisions reached through a board’s 
formal hearing process are subject to further appeal through the state’s 
legal system. 

All of the 22 state boards of accountancy we reviewed have a policy for 
publicly disclosing the auditing standards violations and any specific 

“We did not review the procwdings at individual formal hearings and, therefore. our evaluatmn is 
limited to assessing whrthcr the mwstigatw process w&q followed 
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Reasonable Actions on Referrals of Poor 
Quality Audits 

other cases, states often use the same investigators for public account- 
ing referrals as they use to investigate complaints of medical, legal, and 
other professional groups licensed by the state. In these states, most 
investigators place priority on investigating those complaints which 
could later result in bodily harm, such as medical malpractice. In addi- 
tion, in some states the investigative workload can be large. For exam- 
ple, the typical workload for an investigator in Utah can range from 40 
to 50 cases at any one time. including accounting, medical, and other 
professional referrals. 

Also, as previously indicated, many of the IG referrals were made after 
GAO’S, and the state boards have not had sufficient time to complete 
many of these cases. Also, with regard to GAO referrals that were not 
completed, most were in the final stages, i.e., awaiting a formal hearing 
or a consent order or stipulated settlement agreement. 

The American This section describes the actions taken on GAO and IG referrals made to 

Institute of Certified the AICPA. We sent all audits that may have had standards violations to 
the AICPA for its review and possible disciplinary actions. The IGs, for the 

Public Accountants most part, made referrals to the AICPA only when they knew the individ- 
ual was an AICPA member. The AICPA’s Professional Ethics Division, 
through its Governmental Technical Standards Subcommittee-com- 
prised of AICPA members experienced in governmental auditing-per- 
formed all of these investigations. This subcommittee was established 
for the sole purpose of investigating and, if warranted, recommending or 
taking disciplinary actions on all of the referrals from GAO and other 
federal agencies. 

As of November 15! 1987, the AICPA had completed 40 of the 57 GAO 

referrals. It did not investigate five of these referrals because they 
involved four individuals who were not AICPA or state CPA society mem- 
bers and one individual who was deceased. For purposes of this review, 
we defined completed cases as those for which the investigation was fin- 
ished ar.d the AICPA had either planned or ordered disciplinary actions8 
Eight investigations were in progress. For the four remaining referrals, 
the AICI’.4’S investigations were deferred, at the request of the CPAS, due 
to ongoing state board investigations or other pending litigation. 

“AICPA officials stated that in almost all cases, state societies of WAS (which are given an opportu- 
nity to comment on AICPA recommendations), as well as trial board hearing results, uphold the initial 
MCPA findings and the rwomrwndc~d ~lisciplinary actions 
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complete 80 hours of continuing professional education in auditing and 
accounting over a Z-year period and to have a peer review by another 
CPA or firm within the next 2 years. 

In the third case, the CPA accepted employment with another firm, and 
the trial board relied on assurances from the new firm’s lawyer that the 
CPA would no longer perform governmental audits. Although the board 
required that the CP.~ take 104 hours of continuing professional educa- 
tion over a Z-year period, it decided against an AICPA internal recommen- 
dation for a peer review and an annual AICP-4 follow-up review for one 
audit in each of 3 years because. we believe, the board did not want to 
penalize the new firm. In this case, we believe that the trial board should 
have made a provision for a follow-up review of the CM’S work, if the 
WA subsequently decides to perform governmental audits, 

In addition to the six trial board hearings, the AICPA determined that the 
violations in another 20 cases warranted an administrative reprimand 
letter, which typically requires that the CPA complete specific continuing 
professional education courses. The administrative reprimand letters 
also frequently require that the CPA submit copies of future work prod- 
ucts to the AICPA for review. The AK-PA selects the audit, for review and if 
the work still does not meet appropriate standards, it can take addi- 
tional action. In all 20 cases, the AK-PA required continuing professional 
education ranging from 16 hours to 56 hours over a l-year period or, in 
one case, 90 hours durmg a Z-year period. 

In 13 of the remaining 14 cases, the AICPA found violations that resulted 
in the issuance of mincer violation letters informing the WAS of the find- 
ings but not requiring any specific action. In the one remaining case, the 
AICPA found no violation. (~40 made this referral because the CPA could 
not produce the working papers for the audit. While the AICPA agreed 
that the audit referral should have been made, its investigation showed 
that the working papers were inadvertently lost when the CPA relocated 
offices and, therefore it decided not to pursue the matter. The .~ICPA’S 
investigation inclucletl a review of the moving company’s records, as 
well as other audits performed by the individual. 

Although the AKIN initiated its investigation of G.MI referrals based on 
standards violations (XI identified, some of its investigations identified 
different or additional violations. The AICPA substantiated GAO violations 
findings on 32 of these 40 closed cases and on a number of these found 
additional violations In seven cases, the AIWA’S investigative findings 
confirmed violations other than those on which the GAO referral was 
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an AICPA or state CPA society member. However, the cognizant state 
board of accountancy wits investigating this case. 

AICPA’s Enforcement 
Process 

We found that the AICPA’S Governmental Technical Standards Subcom- 
mittee was thorough in it,s investigation of the completed GAO and IG 

referrals.” We also found that all of the AKPA’S investigations on the GAO 

and IG referrals were performed under AICPA and state CPA society 
bylaws and procedures, known as the Joint Ethics Enforcement Pro- 
gram. This process is illustrated in appendix V. 

Under this enforcement process, state CPA societies usually handle issues 
pertaining to their members. However, matters of broad national inter- 
est, such as complaints made by GAO or the I%, are handled by the AICIX 

The AICPA and state (‘I?\ societies usually concur on all disciplinary 
actions and, therefore. decisions are considered joint actions. 

In 1986, the AIWA made several changes in the way it handles referrals, 
the most noteworthy being changes to its investigative procedures. First, 
in June 1986, the AK%4 established a Governmental Technical Standards 
Subcommittee of its Professional Ethics Division, comprised of members 
experienced in auditing federal grants, to conduct investigations of 
referrals from GAO and other federal audit agencies. Also, at, the same 
time, the AICPA changed its procedures concerning confidentiality to 
allow discussions with referring agencies on the status of their referrals. 
The AICPA’S Governmental Technical Standards Subcommittee, as a 
result of this change, has provided several briefings to us and to the IG 
community on the results of its investigations of our referrals. 

The House Committee on Government Operations stated in its October 7, 
1986, report on CPA audit quality that the AICPA should make public the 
results of all cases in which disciplinary actions are taken. The Commit- 
tee stated that full disclosure is necessary to serve as a deterrent to 
others against producing poor quality work, and, in addition, to provide 
important information t,o any entity that procures audit services. Cur- 
rently, AKPA investigations are not publicly disclosed unless the matter 
is referred to a trial board and a guilty finding is reached. 
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Current Efforts to Improve Audit Oversight 
and Enforcement 

During our review, we found that the state boards of accountancy, the 
American Institute of Certified Public Accountants, and the federal 
inspectors general have ongoing initiatives to improve governmental 
audit quality through enhancing the enforcement process. A number of 
these initiatives are directed at efforts to (1) improve and streamline the 
referral process, (2) initiate more audit referrals and take a more proac- 
tive role in reviewing CpAS’ work, and (3) temporarily debar CPAS from 
performing governmental audits. As none of these efforts had been fully 
implemented at the time of our review, we cannot comment on their 
effectiveness other than that, in general, they appear constructive and 
seem to address a number of the past concerns about the enforcement 
process. 

Earlier Enforcement 
Efforts Received Little 
Attention 

Prior to the attention of the House Government Operations Committee 
and our reports on audit quality, the accounting profession had not 
relied heavily on the enforcement process to help sustain high quality 
governmental auditing. From late 1980 until November 1985, the IGs 
referred only about 11 cases to the AICPA. We did not determine the 
number of referrals to the state boards over that period; however, we 
understand it was not a substantial number. Because the enforcement 
process has historically been dependent on referrals to operate, the lack 
of referrals from federal agencies and other users of audit reports lim- 
ited the extent to which the state boards and the AICPA could identify 
and discipline those WAS who performed poor quality governmental 
audits. 

We found that the limited number of referrals prior to 1985 was due, in 
part, to two reasons. First, the IGS’ policy at that time was to concentrate 
on correcting the problems found in poor quality audits. As a result, in 
those cases where the firms involved were willing to correct the audits, 
the IGs were reluctant to refer them for disciplinary action. Secondly, 
many IGS were frustrated with the referral process. Their principal com- 
plaints involved the amount of documentation they believed was 
required in referring a case and the lack of feedback on their referrals 
due to the confidentiality policies of the state boards and the AICPA. For 
example, until June 1986, the AICPA would provide information to the IGs 
only on cases which resulted in a guilty verdict by its trial board. Addi- 
tionally, some state boards considered most information pertaining to a 
referral to be confidential and would not provide information on their 
investigation and disciplinary actions to the IGs. 
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boards in our study, 11 had adopted a positive enforcement program, 
another 7 were at various stages of implementation and 4 state boards 
were undecided on whether they would adopt such a program. 

These efforts are consistent with our March 1986 recommendation to 
the accounting profession that it establish and maintain positive 
enforcement programs to randomly or periodically review CPAS perform- 
ing governmental audits. 

The Florida Experiment In April 1986, the Florida state board of accountancy began a new initia- 
tive with the cooperation of several IGs. Under this experiment, the 
regional IGS send the Florida state board copies of all correspondence 
sent to Florida CPAS on any audit deficiency discovered during IG 
reviews. The Florida board then provides the IGs with information about 
actions initiated based on this correspondence. 

The Florida experiment has the advantage of reducing the amount of 
effort that would normally be required to prepare a referral package. 
This approach allows the IGs to notify the state board of problems they 
discover in their reviews of audit reports without having to analyze the 
auditor’s working papers or prepare a detailed referral outlining possi- 
ble standards violations. Based on the correspondence it receives, the 
state board can determine whether the audit deficiency warrants fur- 
ther investigation and can assign its own investigator to determine if the 
CPA has performed poor quality work. 

Due to the early success of the program, the President’s Council on 
Integrity and Efficiency, whose membership includes the IGS, is propos- 
ing an expansion of the Florida experiment to 12 additional state boards 
which have expressed interest in participating. The PCIE hopes to imple- 
ment this expanded program by early spring 1988. 

The AICPA Is In July 1985, the AlWA formed a task force to develop a comprehensive 

Responding to Audit action plan to improve the quality of audits of governmental units. In 
March 1987, the task force issued its report, which contained 25 recom- 

Quality Concerns mendations. The task force had two primary recommendations in regard 
to the enforcement process: 

. improve the system for referring poor quality audits and 
l inform government oversight officials about the improved referral 

system. 
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and Enforcement 

to see in federal inspector general referral packages for substandard 
audits. According to the director of this study, future work by the PCIE 

may include (1) developing criteria for defining poor quality work, 
(2) establishing a uniform governmentwide system for recording and 
reporting poor quality work, (3) developing uniform penalties and refer- 
ral procedures, and (4) devising methods of tracking disciplinary 
actions. 

The Department of 
Housing and Urban 
Development-Limiting 
CPAs From Future Work 

---. 
The HUD IG has taken a lead role in preventing WAS who perform poor 
quality audits from participating in future IIIJD work through its active 
debarment program. Normally, a referral made by the III:D IG results in 
an immediate request. at the local level, for a temporary denial of par- 
ticipation. This action prohibits the CPA from performing accounting or 
auditing services for ~nrr)-related programs for a 12.month period within 
a specific geographic area. II~W’S policy emphasizes the temporary denial 
of participation bcc~ausc it is more immediate than any other disciplin- 
ary action. 

However, in more sevc‘re cases, such as those in which the IIIF) IG 
believes that the standard violation was especially serious, the H~ID IG 

also seeks debarment of the CPA-exclusion from participation in all Hllr) 

programs, regardless of the geographic area, for a specified period usu- 
ally not exceeding 5 years. A HlrD official stated that as of November 15, 
1987, of the 20 CPAS rctferred by the HUD IG during our review period, 8 
had been debarred and 8 others were in the process of being debarred. 

In May 1987, the Office of Management and Budget issued guidelines for 
nonprocurement, debarment, and suspension, which state that debar- 
ment or suspension ot’ a participant in a program by one agency shall 
have governmentwide effect. These guidelines specifically exclude a 
debarred or suspended person from being selected to perform govern- 
mental audits. Executive departments and agencies must issue regula- 
tions, based on thcsc guidelines, by May 28, 1988. 

The Department of Health As of July 1987, the IIHS IG implemented, on a trial basis, a new policy to 
and Human Services and increase the number of referrals made to state boards and to the AICPA. 

Others-Increasing the In the past, the WIS I(; policy, similar to other IGs, was to work closely 

Number of Referrals with the WAS to make necessary corrections to audit reports and work- 
ing papers. The only cases referred to the state board for possible disci- 
plinary action w(‘r(’ I hose in which the CPAS were not responsive to 
technical assistance, provided by the I(;. 
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and Enforcement 

While none of these initiatives are fully implemented, we believe that 
they are positive steps towards correcting several of the past concerns 
about the enforcement process. 
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Appendix II 

GAO and IG Referrals Completed by State 
Boards of Accountancy 

This appendix contains two tables which summarize the GAO and IG 
referrals completed by state boards of accountancy. The referral num- 
bers in the first columns of tables 11.1 and II.2 are cross-referenced to 
the completed AICPA referrals listed in tables III.1 and III.2 in appendix 
III. The violations listed in the third column of table II.1 are those which 
were determined by GAO when the referral was made. The violations 
listed in table II.2 are those which were determined by the referring IG. 

Table 11.1: GAO Referrals Completed by 
State Boards of Accountancy Referral 

number State 
CA-1 Cakfornia 

Violations 
Evrdence 

Due professional care 

Actions 
All partners and staff members 
involved in government 
engagements must complete 
AICPA government audrtrng 
standards course or similar course 
sponsored by state CPA 
foundatron. 

CO-1 Colorado 

co-2 Colorado 

Frrm must develop and use a 
documentation policy on all new 
engagements which sets forth its 
Industry knowledge and 
qualificatrons. 

Evrdence None 

Statement on Internal GAO note, State board’s 
control consultant did not support GAO- 

determined vrolatrons 
Due professronal care 
Plannrng and supervision None 

FL-1 Flonda 

Evrdence 

Due professronal care 

Evidence 

Due professional care 

GAO note. State board’s 
consultant confirmed that 
standards relating to evidence, 
workrng paper preparation, and 
due professional care were 
vrolated However, no actron was 
taken because the firm, on Its own 
rnrtiatrve, took remedral actton to 
correct the rdentifred problems. 
Obtarn 8 hours continurng 
professional education (CPE) rn 
government accounting 

CPA license to practice publrc 
accounting shall be placed on 
probation for 1 year. Durrng 
probation. the CPA shall have 
three audits, three reviews, and 
three comprlations reviewed by a 
state board consultant paid for at 
the CPA’s expense. 

(contrnued) 
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Referral 
number State 
GA-2 Georgia 

Violations 
Evidence 

Due professtonal care 

Actions 
All partners and staff Involved in 
government audltlng must 

-obtain 8 hours of professlonal 
education in government 
audltlng, 

-complete a course In 
professtonal ethics, 

-take an open-book examlnatlon 
on GAGAS, 

-perform no government auditing 
until above requirements are 
met, and 

-submit all government audit 
reports for an Independent 
prelssuance review for 1 year 

Flned $200 

Vlolatlons of these terms are 
grounds to revoke reglstratlon to 
practice 

The consent order serves as a 
public repnmand. 

(continued) 
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GAO and IG Referrals ChnPkted by State 
Boards of Accountancy 

Referral 
number 
GA-4 

State Violations Actions 
Georgra Testrng of compliance All appropriate partners and staff 

wrth laws and regulatrons Involved in government auditing 
must: 

Evidence 
-obtain 8 hours of professional 

Due professronal care education in government 
auditing, 

-complete a course rn 
professronal ethrcs, 

-take an open-book examination 
on GAGAS, 

-perform no government auditing 
unhl above requirements are 
met, and 

-submit all government audit 
reports for an independent 
prerssuance review for 1 year. 

Fined $200 

IN-1 Indiana 

KY-1 Kentuckv 

KY-2 Kentucky 

NY-I New York 

Page 39 

Violations of these terms are 
grounds to revoke registration to 
practice 

Evrdence 

Due professional care 
Evidence 

Due professronal care 

Evrdence 

Due professional care 

The consent order serves as a 
public reprimand. 
None (Affidavit srgned to explain 
failure to produce working papers.) 

Must concentrate FY 66-67 
professional education efforts on 
courses in auditing and reporting 
on government audits 
All personnel involved in auditrng 
WIII complete FY 66-67 professional 
education efforts In areas of 
audrting, reporting, and working 
paper preparation. 

Evrdence 

Due professional care 

Next audit Involving federal funds 
must be reviewed by the state 
auditor for a determination of 
quality 
Admrnistratrve warnrng. 

(continued) 
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GAO and IG Referrals Completed by State 
Boards of Accountancy 

Referral 
number State Violations 
NC-3 

OH-l 

PA-I 

PR-1 

TN-1 

North Carolina 

Page 41 

Ohlo 

Pennsylvanra 

Puerto RICO 

Tennessee 

- 

- 

Evidence 

Due professlonal care 

Due professronal care 

Plannrng and supervrsron 

Testing complrance wrth 
laws and regulatrons 

Statement of Internal 
accounting controls 

Actions 
Consent order signed 

Publrc censure 

24 hours CPE rn 1 year 

-16 hours statement on auditing 
standards revrew 

-6 hours government update. 

$1,557 reimbursement for cost of 
rnvestrgatron 
Required to submit the audrt’s 
engagement letter and audit 
program to the state board 

CPE must be rn audrtrng 
standards. 

Take examination on GAGAS 

Board actrons taken are published 
wrthout CPA’s name 
Publrc reprimand. 

$600 crvrl penalty. 

16 hours CPE rn government 
audrting 

Due professional care 
Plannrna and supervrsron Suspend CPA’s lrcense until he 

passes a refresher course in 
Evrdence audrtrng 

Due professional care Must complete seminar on audrting 
federal funds. 

Evidence Probation for 1 year. 

Due professronal care Requtred to submit working 
papers on two selected audits of 
state contracts for state board’s 
revrew 

24 hours CPE 

State board actions publtshed. 
(continued) 
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GAO and IG Referrals Completed by State 
Boards of Accountancy 

Table 11.2: IG Referrals Completed by 
State Boards of Accountancy Referral 

number State 
AR-I 

GA-5 Georgia 

ID-I Idaho 

LA-1 

LA-2 

Page 43 

Louislana 

Louislana 

Violations 
Testtng of Internal 
controls 

Statement on internal 
accountrng controls 

Evrdence 

Due professional care 

Reportrng 
Evrdence 

Due professronal care 

Testrng of complrance 
wrth laws and regulations 

Testing of Internal 
controls 

Evrdence 

Due professronal care 
-Plannrng and supervrsion 

Testrng of Internal 
controls 

Evidence 

Due professional care 
Evidence 

Due professronal care 

Testrng of Internal 
controls 

Plannrng and supervision 

Testrng of compliance 
wrth laws and regulatrons 

Actions 
Must take an additronal 24 hours of 
CPE as follows: 

-8 hours In auditrng and 
accountrng standards, 

-8 hours in government area, and 

-8 hours rn working paper 
organization and preparation 

None 

GAO note: State board concluded 
that its rnvestrgative report drd not 
substantrate alleged substandard 
work and therefore did not warrant 
corrective actions 
16 hours CPE rn auditing 

Correctron of audrt deficiencies to 
the HUD IG’s satrsfaction 

CPA’s certrfrcatron and license 
suspended for a 2-year perrod 

CPA certification and license were 
revoked. 

(conttnued) 
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GAO and IG Referrals Completed by State 
Boards of Accountancy 

Referral 
number State Violations Actions 
OR-1 

WV~ 1 

Oregon 

West Virginia 

Due professlonal care Issued letter of warning requinng 
CPA to have a prelssuance review 

Plannlng and supervlslon of working papers If he performs 
future audits. 

Statement on Internal 
accounting controls Recommended that the CPE be 

specified to workmg paper 
Evidence preparahon. 

Testmg of Internal Must submit to the board the first 
controls audit report completed followlng 

the letter of warning 
Test,& of Internal Letter warning against future 
controls audltlng fatlures 

Evidence 

Due professlonal care 

Plannlng and supervlslon 

Statement on Internal 
control 
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Referral 
number 
AR-2 

- 

Violations 
Lack of due professronal care. 

Actions -- 
Person A’s adminrstratrve 
reprrmand letter requrring 

Inadequate plannrng 
90 hours of CPE rn 2 vears 

No complrance tests performed 
-8 hours audrt evrdence 

-8 hours srngle audit, 

-8 hours audit of small business, 

-8 hours desrgnrng audrt 
programs for small busrnesses, 

-8 hours government accountrng 
and audit update, 

-8 hours management letters and 
report on Internal controls, 

-8 hours audrt reports, 

-16 hours SAS revcew, 

-16 hours local government 
audrtrng and reporting, and 

-2 hours rn any other course of 
accounting and auditrng 

AICPA review of one set of financial 
statements wrth report and working 
papers of a srmilar engagement 
after completron of CPE. 

CA1 

CA-2 

Person B 
No violation. 

Internal control and complrance Minor vrolatron letter requrring no 
report does not comply with correctrve actton 
GAGAS 
Lack of due professional care Admrnrstrative reprimand letter 

requrnng 
Inadequate plannrng. 

48 hours of CPE rn 1 year: 
Inadequate documentatron of audrt 
work performed and conciusrons -8 hours audit evidence, 
reached 

-8 hours management letters, 
Internal control report does not 
comply wrth GAGAS -8 hours audrtor’s report, 

-8 hours government accounting 
and audrt update, and 

-16 hours accounting and 
audrting update workshop. 

(continued) 
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GAO and IG Referrals Completed by 
the AICPA 

Referral 
number 
GA-1 

Violations Actions 
Report does not comply with Administratlve reprimand letter 
standards for cash basis reporting requiring 
and makes no reference to 
consistency 64 hours of CPE in 2 years: 

No notes to the fmanctal -0 hours audit evidence, 
statements 

-16 hours accounting and 
No audit program. auditing update workshop, 

GA-3 

No evidence of supervision. -16 hours SAS review, 

The working papers do not -8 hours reporting and disclosure, 
evidence the nature and extent of 
financial and compliance testing -8 hours compliance audit, and 
wlthout oral explanation 

-8 hours analytical techniques 
The report on Internal control is not 
restrlcted to Its use. Review of one set of financial 

statements with report and working 
The report on Internal control does papers of a similar (or commercial) 
not dlsclose that no study was engagement after completion of 
made of the system and the reason WE, each year. 
thereof 

No negative assurance on 
compliance 
No disclosure of accounting AdminIstrative reprimand letter 
practices used requinng 

No update of Internal control review 80 hours of CPE in 2 years 
and no evidence of testing. 

No management representation 
letter 

The working papers do not 
evidence the nature and extent of 
financial and compliance testing 
wlthout oral explanahons. 

The working papers do not fully 
comply with HUD requirements 

Reoort on Internal control and 
co2Gp;;nce does not comply with 

-8 hours government accounting 
and auditing, 

-8 hours compliance auditing, 

-8 hours single audit, 

- 16 hours SAS review,, 16 hours 
accounting and audttlng update 
workshop, 

-8 hours audit evidence, 

-8 hours accounting for 
governmental units, and 

-8 hours analytical techniques. 

Review of one set of fmancial 
statements with report and working 
papers of a similar engagement 
after completion of CPE, each year. 

(continued) 
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the AICPA 

Referral 
number 
KY-I 

Violations Actions 
Documentation of certain Administrative reprimand letter 
compliance procedures was 
insufficient 

Internal control report did not 
comply with GAGAS. 

KY-2 Documentatron lackrng regarding 
internal control review. 

Insufficient documentation of 
compliance testing 

Report on Internal control and 

Ml-l 

Report on Internal controls does 
not comply wrth GAGAS 

Ml-2 Documentatron of certain 
compliance procedures was 
insufficient 

Internal control report did not 
comply wrth tiAGAS. 
Internal control report does not 
comply wrth GAGAS. 

requiring 

24 hours of CPE in 1 year: 

-6 hours how to satrsfy 
complrance auditing 
requirements and 

-16 hours government audits. 

Revrew of financial statements wrth 
report and working papers for 
similar engagement 6 months after 
completion of CPE. 
Administrative reprimand letter 
requinng 

20 hours of CPE In 1 year and 

AICPA revrew of one similar audit 
engagement. 

Administrative reprimand letter 
requinng 

24 hours of CPE in 1 year: 

-6 hours government accounting 
and audit update, 

-6 hours single audit, and 

-6 hours audit evrdence. 
%or violation letter requrrrng no 
correctrve action. 

- 

NV-1 Minor violation letter requiring no 
correctrve action. 

(continued) 
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GAO and IG Referrals Completed by 
the AIGPA 

Referral 
number 
NC-4 

Violations Actions 
Lack of due professronal care Adminrstratrve repnmand letter 

requrring 
Inadequate planntng 

56 hours of CPE rn 1 year. 
Inadequate documentatron of audrt 
work and conclusrons reached -6 hours audit evidence, 

No complrance testrng performed -8 hours single audit, 

-16 hours local government 
audrting and reportrng, 

-6 hours government accounting 
and audit update, and 

-16 hours SAS revrew 

__ ~ 
NC-5 Internal control and complrance 

report does not comply with 
GAGAS ---__ 

ND-1 Internal control report does not 
comply wrth GAGAS -_~__ ~~~ 

OH-I Lack of professional competence 
as to audrt requrrements of grants 

AICPA revrew of one set of financral 
statements wrth report and working 
papers of a single audit upon 
completron of CPE. 
Minor vrolation letter requiring no 
correctrve action. 

Minor vrolatron letter requmng no 
correctrve action. 
Admtnistratrve repnmand letter 
requrring 

Lack of adequate plannrng. 

lnsufficrent documentatron of 
financral audit work 

32 hours of CPE In 1 year: 

-6 hours audrt evrdence, 

-16 hours SAS review, and 
No clrent representation letter and 
no rnqurnes of attorneys -6 hours srngle audit. 

No consrstency statement rn AICPA review of one set of frnancral 
auditor’s report statements wrth report and working 

papers of a srmilar engagement 
after completmg CPE. 

(conttnued) 
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GAO and IG Referrals Completed by 
the AICPA 

Referral 
number 
TN-2 

Violations 
lnsufficrent documentatron of 

Actions 
- Administrative reprimand letter 

testrng expenditures and testing for requiring 
compliance with Internal controls 
and with laws and regulations 40 hours of CPE rn 1 year: 

Auditor s report falls to refer to -0 hours audit evrdence, 
GAGAS 

-16 hours local government 
auditing and reporting, 

-8 hours single audrt, and 

-8 hours audit report. 

TN-3 No audrt broaram 

AICPA review of financial 
statements with report and audit 
workrng papers of two similar audit 
enPc+agements after completton of 
-. - 
Adminrstrative reorimand letter -~ 
requiring 

No management representation 
letter 40 hours of CPE over 1 year’ 

Drd not restrict the report on -6 hours smgle audit concepts, 
Internal control as to its use. 

-8 hours government accounting 
Omrssron of reserve for bad debts. and auditing workshop, 

lnsuffrcrent documentatron of -8 hours audrt reports, and 
testrng for complrance and internal 
control -16 hours SAS review. 

AICPA revrew of one set of financial 
statements with report and working 
papers of a srmilar engagement 
after completion of CPE 

(contmued) 
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GAO and IG Referrals Complctcd hg 
the AICPA 

Referral 
number 
TX-4 

Violations 
Inadequate planning 

Actions 
Adm&irative reprimand letter 
requ,nng 

Lack of documentation of certain 
compliance testing 90 hours of CPE in 2 years’ 

-8 hours management letters and 
reporting on internal controls, 

-8 hours government accounting 
and audit update, 

-8 hours single audit concepts, 

-16 hours local government 
audltlng and reporting, 

-16 hours SAS review, 

-8 hours audit reports, 

-0 hours audit evidence, 

-16 hours audit risk, sampling, 
and materlallty, and 

-2 hours in any other accounting 
and audltlng course 

TX-5 

UT-1 

InsufficIent documkntation of 
certain compliance tests. 
Internal control and compliance 
report does not comply with 
GAGAS 

WY-1 Auditor’s report does not comply 
with reporttng standards for special 
reports 

Internal control and compliance 
report does not comply with 
GAGAS 

AICPA review of one set of flnanclal 
statements with report and working 
papers of a single audit 1 year after 
completion of CPE. 
Minor vlolatlon letter requiring no 
corrective action. 

M,norZiailbnletter requlnng no ~- 
corrective actlon 

Minor vlolatlon letter requiring no 
corrective actlon. 
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GAO and IG Referrals Completed by 
the AICPA 

Referral 
number 
TX-6 

Violations Actions 
Lack of professronal competence. Referred to the trial board with the 

following recommendations, 
No audit program 

No disclosure of related party 
transactrons 

88 hours of CPE In 2 years: 

-6 hours government accountrng 
and auditing, 

Inadequate disclosure of long-term 
debt oblrgatrons -8 hours compliance auditing, 

No subsequent event review. -6 hours srngle audrt, 

No audit program for compkance. -16 hours SAS review, 

No documentatron of Internal 
control and complrance revrew 

-16 hours accounting and 
auditrng update workshop, 

Report on internal control does not -8 hours audrt evrdence, 
comply wrth GAGAS 

-8 hours accountrng for 
governmental unrts, 

-6 hours analytrcal techniques, 
and 

-6 hours reportrng and drsclosure 
problems for small businesses. 

AICPA should inform HUD Assrstant 
Inspector General for Audit that 
CPA corrected few If any 
deficiencies noted by inspector 
aeneral. 
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Appendix IV 

Apical Enforcement Process Used by State 
Boards of Accountancy 

(1) The state board receives a cornplant (audit referral) and determlnes whether It has jurlsdictton 
over the CPA Involved. If the CPA does not hold a license to practice public accountancy from 
the state, the state board does not Investigate the complaint because the board has no 
lurlsdlctlon over the CPA and cannot impose disciplinary action. However, the state board may 
seek an InjunctIon If the CPA IS requtred to have a license to practice in the state. 

12) An Investigator for the state board reviews the audit !n question and the specific charges made in 
a complaint In some states, the investigator may examine previous audits by the CPA to 
determine if the problem IS a recumng one and whether any mitigating circumstances exist. At 
the conclusion of the investigation. a report 1s made to the state board outlining specific ftndings 
and. I” some cases, recommending disciplinary actIons 

(3) A state board often uses a consent order or a stipulated settlement to resolve a complaint. These 
legal documents describe actlons. usually remedial, which the CPA agrees to take rather than 
proceed to a formal hearing. With etther document, the state board allows the CPA, within 
Ilmitatlons, to be involved In negotlattng the flnal dlsclplinary actions. 

(4) During a formal hearing, the state board, as a qua%-]ud!clal body, has authority to reach final 
declslons on the severity of the audltlng standards vloiatlons If warranted, the state board can 
impose disclpllnary actions 

(5) All dectsions reached through a stale board’s formal hearing process are subject to appeal 
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Appendix V 
The AICPA’s Joint Ethics 
Enforcement Procedures 

Violations 

l Which Warranfs 
a Reprimand 

I Yes 
ISSUe Ml”Oi 

r-----l 
VlOlk3tlOn 
Letter (4) 

Reprimand 

l-----l IS 
Issued (5) 

(4) The minor violation letter informs the CPA of the violation. This does not require any disciplinary 

(5) issuance of a reprimand letter IS usually accompanied by a requirement to take specific CPE 
courses and/or submit future work to the AICPA for review. 

(6) A trial board referral is accompanied by a specific recommendation for disciplinary actions. All 
tindlngs of guilt are published in “The CPA Letter” along with the name of the member and the 
disciplinary actlons taken 
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Appendix V 

The AICPA’s Joint Ethics 
Enforcement Procedures 

I , 

AICPA Refers 
All Cases to 

state smety 
Except MUI- 

State, National 
Concerns, and 

Lltlgatlo” 
cases 

If OngoIng 
Llilgatlon, case 
Would Be Re- 

ferred to 
AICPA 

SUSpeW? 
Flk 

AICPA Ethics 
DIVWO” 

YS 
(2) 

lnqulry Is Closed 

V state Soclely ,f No Violation 
Efhcs Commtee Notify Respondent 

and State Society 
in Which CPA Is 

(1) If the CPA IS a member of the state CPA society, but not the AICPA. the state society must 
perform the investigation and take the dlsaplinary actions If the CPA IS not a member of either 
orgamzation. he is not lnvestlgated by the AICPA or state society. 

(2) The complaint can be filed with either the AICPA 01 the state society 
(3) The CPA can request that the AICPA defer its Investigation until the state board has completed 

its rwestigatlon and, If warranted, determwd disclpllnary action 
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Appendix III 
GAO and IG Referrals Completed by 
tbe AICPA 

AICPA Referral 
number 
CA-5 

LA-l 

Violations ___~~ - 
Planning and supervislon 

Due professlonal care. 
Lack of adequate planning 

InsuffIcIent documentation of 
financial audit. 

No management representatjon 
letter 

No documentation of internal 
control and compliance review 

Report on Internal control and 
compliance does not comply with 
GAGAS 

Ml-3 Noncooperatlon with AICPA’s 
ethics dlvlslon in the disciplinary 
investigation 

TN-4 No vlolatlon 

- 

Actions .~__ 
Referred to tnal board with 
recommendation for expulsion from 
membershlp 
Referred to the tnal board with the 
following recommended actions. 

AICPA recommends suspension be 
affirmed and, as a condition for re- 
admIssIon. the followlna 88 hours of 
y;ZF&be completed by April 30, 

-0 hours government accounting 
and auditing, 

-8 hours compliance auditing, 

-8 hours single audit, 

-16 hours SAS review, 

-16 hours accounting and 
auditing update workshop 

-8 hours audit evidence, 

-8 hours accounting for 
governmental units. 

-8 hours report and disclosure 
problems for small business, and 

-8 hours analytical techniques 

For readmisslon to the AICPA, the 
CPA must have work products 
reviewed 
Referred to the trial board with the 
followlng recommendations: 

Expulsion from state association of 
CPAs 

Notify appropriate state board of 
accountancv of expulsion 
None 

GAO note AICPA determined that 
CPA performed under the direction 
of a partner who is not a member of 
the AICPA or state CPA society 
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Apptmdix III 
GAO and IG Referrals Completed by 
the AICPA 

Referral 
number 
TX-2 

Violations 
Lack of due professional care 

No audrt program 

Actions 
Referred to trial board wrth the 
followrng recommendatrons 

60 hours CPE in 2 years: 
No evrdence of supervisory revrew 
of workrng papers. -8 hours government accounting 

and audrtina. 
No management representatron 
letter -8 hours compliance auditing, 

Inadequate documentatron of 
Internal control work 

Inadequate documentatron of 
complrance revrew 

No evrdence that Natronal Drrect 
Student Loan Program was 
revrewed 

The audrtor’s report did not comply 
with the Inspector general’s audit 
gurde 

The report on Internal control drd 
not comply wrth GAGAS. 

-6 hours srngle audit, 

-16 hours SAS revrew, 

-16 hours accountrng and 
audrtrng update, 

-8 hours audit evidence, 

-6 hours analytrcal techniques, 
and 

-6 hours accountrng for 
governmental units 

Revrew of one compliance audrt 
and workrng papers rn each year 

Admonish 
TX-3 Lack of due professional care 

Inadequate plannrng. 

Person A’s adminrstrative 
reprrmand letter requiring 

32 hours of CPE. 
Inadequate documentatron of audrt 
work and conclusrons relahng to -16 hours SAS review, 
Internal control and compliance 

-6 hours audrt evrdence, and 
Internal control report does not 
comply with GAGAS -8 hours management letter and 

reporting on Internal controls 

Person B referred to trial board with 
the followrng recommendations 

96 hours of CPE over 2 years and 
AICPA follow-up revrew of frnancral 
statements and working papers on 
one srnqle audrt enqaqement rn 
each year. 

_ - 

(contrnued) 
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Appendix III 
GAO and IG Referrals Completed by 
the AICPA 

Referral 
number 
OH-7 

Violations 
Lack of plannrng rn various areas 

Actions 
Administrative repnmand letter 
requiring 

lnsuffrcrent documentation of 
testing of Internal controls. 

lnsufficrent documentation of 
compliance testing. 

56 hours of CPE in 2 years: 

-16 hours SAS review, 

-8 hours audit of small business, 
Audrtor’s report is not qualified for 
inadequate financral statement -8 hours audit evidence, 
disclosures 

Internal control report does not 
comply with GAGAS. 

-8 hours single audrt, and 

-16 hours local government 
auditing and reporting. 

OH-8 No management representation 
letter. 

Checklrsts and Internal control 
questionnarre only partially 
completed. 

AICPA revrew of one set of financial 
statements with report and working 
papers of a similar engagement 
after completion of CPE. 
Minor violation letter requiring no 
correctrve action. 

Drsclosure of significant accounting 
controls omitted from report. - 
lnsufficrent documentation of Minor violation letter reauinna no 

PA-1 
certain complrance tests. 
Financial statements were not in 
conformrty with applicable 
governmental accountrng 
principles. 

corrective action. - 
Referred to trial board with 
recommendation for peer review 
and 120 hours of CPE over 3 years. 

TN-I 
No compliance testrng performed. 
lnsufficrent documentatron of Administratrve reprimand letter 
testing for compliance wrth internal requiring 
control and with laws and 
regulatrons 16 hours of CPE 

-8 hours government accounting 
and auditing update and 

-8 hours audit evrdence. 

AICPA review of financial 
statements with report and working 
papers of one similar audit 
engagement after completion of 
CPE. 
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Appendix III 
GAO and IG Referrals Completed by 
the AICPA 

Referral 
number 
NY-l 

Violations 
Lack of dueprofessronal care. 

lnsufficrent documentatron on 
compliance testing. 

Farlure to test and evaluate certain 
Internal controls 

Internal control report does not 
comply with GAGAS 

NY-3 --- 
-. ~~ __- 
Lack of due professional care. 

Inadequate audrt program 

lnsuffrcrent documentatron on 
frnancral audrt. 

No management representation 
letter. 

Inadequate documentatron on 
internal control and complrance 
work 

NC-3 Lack ofdocumentation of 
compliance testrng. 

- 

Review of one set of financial 
statements with report and working 
papers of a similar engagement 
after completion of CPE, each year. 
Adminrstrative reprimand letter 
requrnng 

24 hours of CPE rn 1 year’ 

-16 hours SAS review and 

-8 hcursgovernment accounting 
ana auart upaate. 

- 

Actions 
Adminrstrative reprimand letter 
requinng 

32 hours CPE in 1 year: 

-8 hours single audrt concept, 

-8 hours audit evrdence, 

-8 hours audit report, and 

-8 hours government accountrng 
and auditing update. 

AICPA review of one set of financial 
statements with report and working 
papers of a similar engagement 
after completron of CPE. 
Administrative reprimand letter 
requirrng 

80 hours of CPE rn 2 years: 

-8 hours government accounting 
and auditing, 

-8 hours complrance audit, 

-16 hours SAS revrew. 

-16 hours accounting and 
auditrng update workshop, 

-8 hours audit evrdence, 

-8 hours accounting for 
governmental units, 

-t;Trs analytical techniques, 

-8 hours single audrt. 

(contrnued) 
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Appendix JII 
GAO and IG Referrals Completed by 
the AICPA 

Referral 
number Violations Actions 
GA-6 

- 
Lack of due professional care Trial board findrng: 

Substantial lack of documentahon Admonished and required to 
of audit work. submit to the AICPA any audrts 

done over the next 2 years for 
Lack of documentahon of test and review 
review of Internal controls. 

Lack of documentation of 
compliance testing. 

Internal control and compkance 
reports do not comply with 
GAGAS 

GA-7 

Auditor’s reports fail to refer to 
generally accepted auditing 
standards. -__ 
No documentahon of compliance 
teshng 

Trial board finding: 

IN-1 

IN-2 

Admonished, required 80 hours of 
Report on Internal control and CPE rn auditing and accounting 
compliance does not comply with over 2 years, and peer review 
GAGAS. wrthin 2 years. _~ 
No violatron None 

GAO note: Working papers were 
lost when the firm relocated. The 
AICPA determined that loss of 
working papers was inadvertent 

Lack of professional competence Trial board findrngs include the 
and due professional care. following 

Farlure to adequately plan and 
supervrse the engagement. 

24 hours of CPE by 12/31/86 rn 
addihon to 80 hours required for 
licensing: 

Farlure to adequately review and 
evaluate Internal control. 

Lack of documentation on 
substantive testing. 

-8 hours auditor’s report, 

-8 hours audit evidence, and 

Lack of documentation on 
compkance testing. 

-8 hours management letter and 
reporting on internal control. 

In case of noncompliance, 
Auditor’s report does not comply 
with reporting standards for special 

suspension of membershrp for 18 
months 

reports and does not contain 
adequate financral statement 
disclosures. 

Admonish. 

Farlure to report material 
weaknesses in internal control and 
frndings of noncompliance. 

(continued) 

Page 60 GAO/AFMD-W28 Accounting Profession’s JSnforcement Efforts 



Appendix III 
GAO and IG Referrals Completed by 
the AICPA 

Referral 
number 
CA-3 

Violations 
Internal control and compkance 
report does not comply with 
GAGAS 

CA-4 
No client representatron letter. 
Internal control report drd not 
comply wrth GAGAS 

co-1 Person A 
Fmancral statement lacked 
rnformative drsclosure 

Internal control report does not 
comply wrth GAGAS 

Person 8 
Inadequate documentatron of 
revrew of complrance and Internal 
control 

Frnanca statements lacked 
rnformatrve drsclosures 

Internal control report does not 
comply wrth GAGAS 

co-2 Audrtors report does not refer to 
GAGAS 

Manor vrolatron letter requrrrng no 
corrective actron 

Internal control report does not 
comply wrth GAGAS 

Page 48 

Actions 
Minor violation letter requrnng no 
correctrve actron 

Minor vrolatcon letter requrnng no 
correctrve action. 
Person A’s admrnrstratrve 
repnmand letter requrring 

24 hours of CPE rn 1 year. 

-8 hours accountrng and audrtrng 
annual standards refresher and 

- 16 hours SAS review 

Person B’s admrnrstratrve 
reprimand letter requrrrng 

40 hours of CPE rn 1 year 

-16 hours SAS revrew. 

-8 hours accountrng and audrtrng 
annual standards refresher, 

-8 hours government accountrng 
and audrt update, and 

-6 hours srngle audrt 

AICPA revrew of one set of frnancral 
statements with report and workrng 
papers of a srmrlar engagement 
wrthrr 6 months after completton of 
CPE. 

(continued) 
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Appendix III 

GAO and IG Referrals Completed by the AICPA 

This appendix contains two tables which summarize the GAO and IG 
referrals completed by the AICPA. The referral numbers in the first col- 
umns of tables III.1 and III.2 are cross-referenced to the completed state 
board referrals in appendix II. However, additional referrals are 
included in appendix III because, as explained in our report, not all cases 
were referred to both the AICPA and the state boards. The violations 
listed in the second column of tables III.1 and III.2 are those which were 
determined by the AXPA following its investigation. Although the AICPA 
initiated its investigation of GAO and IG referrals based on standards vio- 
lations GAO and the IGS identified, some of its investigations identified 
different or additional violations. 

Table 111.1: GAO Referrals Completed by 
the AICPA Referral 

number Violations Actions 
AL-1 Reports on Internal control and on Administrative reprimand letter 

gTCp;Fce drd not comply wrth requrrtng 

16 hours CPE. 

-8 hours srngle audit and 

AL-2 

-6 hours government accounting 
and audit update. --~ 

Lack of overall planning Administrative repnmand letter 
requrring 

lnsuffrcrent documentatron on 
complrance testing. 48 hours of CPE In 1 year 

Substantral lack of documentation -16 hours statement on auditing 
of test and evaluation of internal standards (SAS) review, 
control 

Internal control and compliance 
~;enioes not comply with 

-8 hours audit evidence, 

-8 hours government accountrng 
and audit update, 

-8 hours srngle audit, and 

-8 hours workrng paper revrew. 

AICPA review of one set of financial 
statements with report and working 
papers of a srmilar engagement 
after completion of CPE. . . ~~ 

(contrnued) 
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Appendix II 
GAO and IG Referrals Completed by State 
Boards of Accountancy 

Referral 
number State 
OH-2 Ohio 

OH-3 Ohto 

OH-4 Ohio 

OH-5 Ohro 

OH-6 Ohto 

Page 44 

Testtng of internal Must pass examrnation on 
controls government auditing standards. 

Evtdence 

Due professronal care 

Must take 40 addittonal hours of 
professional education in 
accounting and auditing. 

Testrng of internal 
controls 

Evtdence 

Due professtonal care 

Due professional care 

Evtdence 

Due professtonal care 

Testtng of Internal 
controls 

Plannrng and supervrsron 

Testing of compliance 
with laws and regulations 

Evidence 

Due professronal care 

Actions 

Frned $250 

Cannot stgn audtt reports until 
above conditions are met. 
Must pass examination on 
government auditing standards 

Must take 40 hours of CPE tn 
accounting and audtting. 

Fined $250. 

Sign no audit reports until above 
conditions are met 
None 

GAO note. State board found the 
CPA had performed poor quality 
work but took no corrective action 
because the CPA pledged to do no 
future federal work and indicated 
he was retiring 
Must take 40 hours of professronal 
education In auditing and 
accounting during 1986. 

Must pass examination on 
government audrting standards. 

May Issue no audtt reports untrl he 
passes auditing portion of the CPA 
exam 

Fined $500, possibly reduced to 
$100 if above conditions met. 
No immediate penalty; however, if 
respondent washes to perform 
future government audits he must 
pass examtnation on government 
audrting standards. 

(conttnued) 
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Appendix II 
GAO and IG Referrals Completed by State 
Boards of Accountancy 

Referral 
number State 
TX-l Texas 

Violations Actions 
Plannrna and suoervrsion Person A Suspensron of certificate 

and lrcense fo; 5 years or until he 
Testrng of complrance completes 40 hours of professronal 
with laws and regulatrons education requrrements rn 

government audrtrng and 
Due professtonal care accountrng. 

Person B: Reprimand letter 
Evrdence Reprimand letter 

Due professronal care Firm must have peer review. 
Plannrng and supervisron Person A Reprrmand letter.- 

Evrdence Person B Reprrmand letter 

Statement on Internal Frrm must have peer revrew before 
controls accepting any new government 

work 
Due professronal care 

TX-2 Texas 

TX-3 Texas 
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Appendix II 
GAO and IG Referrals Completed by State 
Boards of Accountancy 

Referral 
number State 
NY-2 New York 

Violations Actions 
Evrdence Agreed to consent order requrnng 

Due professronal care -1 year lrcense suspensron, but 
executron of suspension stayed, 

GAO note. Charged by 
the New York state board -1 year probatron, and 
wrth commrttrng 
unprofessronal conduct -24 hours of professIonal 

educatron, rncludrng courses rn 
audrtrng of government and not- 
for-profrt organrzatrons 

NY 3 New York Plannrng and supervrsron 

Evtdence 

Due professronal care 

GAO note Charged by 
the New York state board 
wrth practrcrng the 
professron wrth gross 
negligence. 

NC~l North Carolrna Evtdence 

The CPA must pay the educatron 
costs 
1 year lrcense suspensron, but 
executron of suspensron stayed 

1 year probation 

24 hours of professronal education 
including courses In auditrng of 
government and not~for~profrt 
organrzatrons 

Provrde wntten proof that all fees 
and fines are pard 
Publrc censure 

Due professronal care Pay cost of state board s 
rnvestrgatron 

Submrt each audit report for state 
board’s revrew until CPA retakes 
and passes the audrting portron of 
the CPA exam The CPA must pay 
the cost of each revrew 

NC-2 North Carokna Evidence 

Due professronal care 

Probatron untrl terms of consent 
order are completed 
Publrc censure 

Pay cost of state board’s 
rnvestrgatron 

Submrt each financial statement 
audrt report to an Independent 
CPA firm for review until the CPA 
retakes and passes the audrtrng 
portron of the CPA exam The CPA 
must pay the cost of each revrew 

Probatron untrl terms of consent 
order are completed 

(continued) 
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Appendix II 
GAO and IG Referrals Completed by State 
Boards of Accountnnry 

Referral 
number State 
GA-3 Georgra 

Violations 
Evidence 

Due professronal care 

Actions 
All partners and staff involved rn 
government audrting must, 

-obtarn 8 hours of professional 
educatron in government 
audrtrng, 

-complete a course in 
professional ethrcs, 

-take an open-book exammatron 
on GAGAS, 

-perform no government audrting 
untrl above requrrements are 
met, and 

-submit all government audrt 
reports for an independent 
prerssuance revrew for 1 year. 

Fined $200 

Violahons of these terms are 
grounds to revoke registration to 
practrce 

The consent order serves as a 
publrc reprimand. 

(continued) 
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Appendik II 
GAO and IG Referrals Completed by State 
Boards of Accountancy 

Referral 
number State 
GA-I Georgia 

Violations Actions 
Testrng of compliance All partners and staff Involved rn 
with laws and regulatrons government audrting must: 

Evrdence -obtain 8 hours of professronal 
educatron rn government 

Due professronal care auditrng, 

-complete a course In 
professional ethics, 

-take an open-book examrnatron 
on GAGAS, 

-perform no government auditrng 
untrl above requrrements are 
met, and 

-submit all government audrt 
reports for an Independent 
prerssuance review for 1 year 

Fined $200. 

Vrolatrons of these terms are 
grounds to revoke registration to 
practice. 

The consent order serves as a 
public repnmand. 

(contrnued) 
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Appendix I -- 

State Boards of Accountaney Included in 
GAO’s Study 

State board of accountancy 
Arkansas 
Callforma 
Colorado 
FlorIda 
Georgia 
Idaho 
IndIana 
Kansas 
Kentucky 
LouIslana 
Michiaan 

Number of Numb&Z 
GAO referrals Number of 

referrals completeda IG referrals 
0 0 1 
3 1 2 

5 2 0 
1 1 0 
4 4 3 

0 0 2 

1 1 0 
0 0 1 
2 2 0 
0 0 2 

1 0 3 
New Jersey 0 0 1 
New York 3 3 2 

North Carolina 3 3 0 
Ohio 1 1 5 

Oregon 0 0 1 
PennsylvanIa 1 1 2 

Puerto RICO 1 1 0 
Tennessee 1 1 2 

Texas 3 3 2 

Utah 2 0 2 

West Vlrglnla U u 1 

Number of 
IG referrals 
completed8 

1 
0 
0 

2 

0 

0 

Total 32 24 32 12 

%epresents referrals completed as of November 15, 1987, which was the end of our reww penod 
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Chapter 3 
Current Efforts 10 Improve Audit Oversight 
and Enforcement 

However, the HHS IG is implementing new initiatives which recognize 
that the nonfederal audit community needs to accept responsibility for 
adherence to audit standards. Under this draft policy, the IG is able to 
make two types of referrals-informational and disciplinary. Informa- 
tional referrals are made to inform professional bodies, such as state 
boards and the AICPA, of specific types of audit deficiencies so that 
appropriate training may be designed and provided to CPAS to improve 
the quality of their work. Generally, an informational referral is based 
on a desk review of the audit report without a subsequent review of the 
CPA’S working papers. These referrals most often occur when the audit 
reports require significant revision. Referring CPAS based on IG desk 
reviews notifies state boards and the AICPA about auditors who do not 
comply with reporting standards. An HHS IG official believes that this 
policy enables state boards, especially those with positive enforcement 
programs, to focus on these auditors and, as a result, enhance the over- 
all effectiveness of the state board enforcement programs. 

Disciplinary referrals are similar to those referrals made by IGs in the 
past. That is, audits which materially violate standards are referred to 
the appropriate state boards and to the AICPA for disciplinary actions. 
Disciplinary referrals are generally the result of a review of the audit 
report and the auditor’s working papers. 

In addition to the HHS IG, other IGS are continuing to make referrals when 
they identify poor quality work. Four IGs have made 29 referrals to the 
AICPA from May 1, 1987, to November 15, 1987 (Department of Agricul- 
ture, 16; Education, 5; HIIS, 7; and HIID, 1). We did not follow up with the 
54 state boards of accountancy to obtain corresponding data. 

Conclusions We found that several organizations have ongoing initiatives to improve 
governmental audit oversight and enforcement. The state boards of 
accountancy have started to look beyond their traditional role of 
responding to complaints. Now, many boards are beginning to take a 
more proactive role through their positive enforcement programs by 
seeking out CPAS who are not performing quality work. Additionally, the 
AICPA, in its task force study, has formally recognized that the enforce- 
ment process is a major link in ensuring audit quality and has taken lead 
responsibility in strengthening this process. Finally, several IGS are seek- 
ing ways to increase their reliance on the profession’s enforcement pro- 
cess by streamlining t,he referral process and increasing the number of 
their referrals. In several cases, the IGs have temporarily debarred CPAS 

from performing future government work. 
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Chapter 3 
Current Efforts.to Improve Audit Oversight 
and Enforcement 

These recommendations focused on the referral process and the previ- 
ously expressed concerns of the rcs-the time it takes to prepare a 
referral and the lack of feedback on ongoing investigations. 

The task force specifically stated that the system for referring allegedly 
“substandard” audits to licensing authorities and professional organiza- 
tions should be modified to lessen the paperwork required to initiate a 
referral, enable the investigation to be completed in less time, and pro- 
vide feedback to the referring and other appropriate officials. Once this 
system is modified, the task force recommended that guidelines be 
developed and distributed to explain the referral process to organiza- 
tions that would be making referrals. The AICPA assigned itself the lead 
responsibility in implementing these recommendations, has established a 
monitoring mechanism to ensure that the recommendations are acted 
upon, and intends to identify and address additional problems that may 
arise. 

According to an AKPA official, both primary recommendations have been 
implemented. The AK-PA has improved its system for referring poor qual- 
ity audits by having its Government Technical Standards Subcommittee 
communicat,e to GAO and to the IGS the status of audit referrals and ways 
to improve the referral process. Also, the AICPA has emphasized to the IG 
community that audit referrals need not be too detailed, and that a one- 
page document highlighting any deficiencies noted is sufficient. 

IGs Have Taken a Some of the IGs, along with the PCIE, now view the enforcement process 

More Active Role in as a means to improve audit quality. While not all IGS have made refer- 
rals for remedial or punitive action, some are becoming more active in 

the Enforcement Area making referrals and limiting the work of those CPAS who do not per- 
form audits in accordance with audit standards from obtaining further 
government work. Additionally, the PCIE is currently studying ways to 
streamline the referral process. 

PCIE Study Because of the widespread concern about quality problems associated 
with CPA audits of governmental programs, the PCIE initiated a study to 
evaluate the state boards’ role in the disciplinary process. The objectives 
of the study were to identify obstacles to the timely and effective 
processing of IG referrals and to offer suggestions for improvements. 
This study, issued in February 1988, provides an overview of the func- 
tions and structure of the 54 state boards of accountancy. Additionally, 
the study discusses the type of information the state boards would like 
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Chapter 3 
Current Effort6 to Improve Audit Oversight 
and Enforcement 

State Boards Are 
Expanding Their 
Enforcement 
Processes 

Positive Enforcement 
Program 

In our earlier reports on audit quality, we recommended that when the 
IGs find problems with audit work, they should refer the auditor to a 
regulatory or professional body for disciplinary action. This was based 
on our view that disciplinary actions would increase the audit commu- 
nity’s awareness of the consequences of performing unacceptable work 
and should ultimately improve the quality of audits performed on fed- 
eral funds recipients. 

Recently, several organizations have responded with increased interest 
and activity. The National Association of State Hoards of Accountancy 
(KASRA) focused on the area of audit quality and the enforcement pro- 
cess in its recent meetings. Additionally, the AICI’A also focused on the 
issue of audit quality at its national convention in September 1987. The 
following sections describe some of the initiatives currently underway 
by the 1Gs and these groups. 

Currently, the state boards and their national association, NASA, have 
two ongoing initiatives to strengthen the enforcement process. The first 
is the positive enforcement program and the other is referred to as “the 
Florida experiment.” 

In 1986, KASBA began developing a model positive enforcement program 
which will provide more comprehensive guidelines for implementing a 
uniform positive enforcement program for all state boards of accoun- 
tancy. A positive enforcement program emphasizes active monitoring of 
licensees’ work products, in addition to responding to complaints. The 
model positive enforcement program will require that all CPA firms, 
including sole practitioners, undergo a periodic review of their audit 
reports as a condition for renewing their permits to practice public 
accountancy. These reviews may include an examination of the support- 
ing working papers to determine compliance with applicable audit 
standards. 

The program is designed to identify poor quality work and, in turn, to 
impose corrective measures. Depending upon the severity of the case, 
actions such as requirements for supervised education and training, lim- 
itations on the scope of practice, preissuance reviews of audit reports 
and working papers. fines, assessment of investigative costs, and sus- 
pension or revocation of licenses could be imposed. Of the 22 state 
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Chapter 2 
The Accounting Profession Is ‘faking 
Reasonable Actions on Referrals of Poor 
Quality Audits 

Timeliness of AICPA 
Actions 

We believe that the AICPA'S Governmental Technical Standards Subcom- 
mittee has completed it,s investigations and approved disciplinary action 
on all completed referrals without unjustifiable delays. The AICPA took, 
on average, about 11 months to complete GAO and IG referrals, with the 
disposition of individual referrals ranging from 7 months to 19 months. 
This includes the time it takes to complete cases deferred from 
investigation. 

The AIWA’S Joint Ethics Enforcement Program procedures manual pro- 
vides for an investigation to be deferred at the CPA’s request. Specifi- 
cally, any CPA referred to both the AICPA and a state board of 
accountancy is permitted to defer the A~CPA'S investigation if the issues 
involved are also the subject of a state board’s investigation. The AICPA 
reported that 22 of the 57 GAO referrals were deferred at some point 
during its investigation. These deferrals, although justified, account for 
some of the time required to complete these cases. 

Conclusions We believe that for the most part, state boards of accountancy have 
demonstrated a commitment to strengthening their enforcement efforts 
to ensure quality governmental auditing. Further, the AICPA'S Govern- 
mental Technical Standards Subcommittee, in our opinion, has expedi- 
tiously handled both ti~0 and IG referrals. State boards and the AICPA 
took a number of different disciplinary actions available to them in 
addressing the severity of the CPAS' errors, followed their enforcement 
processes, and completed their investigations and took actions without 
unjustifiable delays. 

We found, with some c3xceptions, that the disciplinary actions taken by 
state boards and the AICI'A were reasonable. These actions, in our opin- 
ion, will help prevent WAS from making the same types of errors in the 
conduct and reporting of future governmental audits. We also believe 
that these enforcement efforts will demonstrate the importance of per- 
forming high quality work on governmental audits and will act as a 
deterrent for those W4S who previously may not have satisfactorily 
complied with applicable governmental auditing standards. 
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based. In these cases, the CPAS provided additional evidence to the AICPA 

during its investigation. The remaining case, as discussed earlier, was 
dropped because the AICPA confirmed that the supporting working 
papers were lost during an office move. 

Figure 2.2 summarizes the AICPA'S actions on its completed investigations 
of the GAO referrals. 

Figure 2.2: Disciplinary Actions Taken by 
the AICPA on Completed GAO Referrals 

25 Number of completed referrals 

Note S~ieen of the 20 administrative reprimands required that the CPA take contwmg profeswnal 
educatnn and have a follow-up work product rewewed by the AICPA The rema,“,ng four required only 
continuing profeswnal education 

AICPA Actions on IG 
Referrals 

For the five completed investigations based on IG referrals, the AICPA rec- 
ommended that four be advanced for trial board hearings. In one of 
these cases, the AICPA found the violation to be so egregious that the case 
was referred with a recommendation for expulsion from AICPA member- 
ship. The fifth case was dismissed because the partner involved was not 
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actions taken against CPAS. We were told by state board officials that 
most of these boards disclosed all disciplinary actions. However, there 
were several state boards that either limited the amount of information 
disclosed, published only results of public hearings, or disclosed disci- 
plinary actions only upon request. In many cases, this information is 
published in the state board’s newsletter. Typically, these newsletters 
are sent to the AICPA. NASBA, other state boards, state CPA societies, and 
any other requesters, such as public libraries. State boards that do not 
have newsletters often send the information to their state CPA society for 
publication in its newsletter. In most cases, these publications include 
the CPA’S name. 

The House Committee on Government Operations, in its October 7, 1986, 
report: on CPA audit quality, recommended that state boards of accoun- 
tancy make public the results of all cases in which disciplinary actions 
are taken. To comply with the Committee’s recommendation, some state 
boards would have to revise their disclosure policies, and in some cases, 
state laws governing these disclosure activities would have to be 
changed. 

Timeliness of State Board We concluded that state boards have investigated and taken action on 
Actions the completed GAO and IG referrals without unjustifiable delays. 

Although we found no criteria for measuring timeliness, our conclusion 
is based on discussions with several state board officials who agreed 
that referrals should proceed through the enforcement process without 
inordinate delays. 

We found that from the referral date to the completion date, state 
boards took an average of 10 months to investigate and decide on 
actions. Although the time spent to resolve a case ranged from 1 month 
to 20 months, we did not identify any state board actions for which the 
amount of time taken was, in our opinion, unjustified. 

There are a variety of factors that can influence the amount of time 
needed to complete an investigation. For example, we found that some 
state boards take longer to complete actions on audit referrals because 
they do not always have the resources to conduct investigations. In 

‘Substandard CPA Audits of Federal Financial Assistance Funds: The Public Accounting Profession Is 
Failing, report by the Committee on Government Operations. based on a study by the 
Legislation and Nation;4 %vmty Subcommittee 
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The AICPA had completed its investigation on 5 of the 16 IG referrals. 
Many of these referrals were still undergoing investigation because the 
AICPA investigates audit referrals in the order they are received and all 
but one of the IG referrals were made more recently than our referrals. 
The results of the .41cp~ subcommittee’s completed investigations on 
each GAO and IG referral are included in appendix III. 

We believe that the AICPA'S Governmental Technical Standards Subcom- 
mittee has expeditiously handled the large number of GAO and IG refer- 
rals it received during our review period, and that the disciplinary 
actions imposed by the AICPA on all but one of the completed cases were 
reasonable. Our findings are based on the fact that the AICPA (I) gener- 
ally took disciplinary actions commensurate with the problem, (2) fol- 
lowed its enforcement, procedures, and (3) investigated and completed 
action on the referrals without unjustifiable delays. 

The AICPA Has Taken 
Disciplinary Actions on 
GAO Referrals 

We believe that the AK’PA’S Governmental Technical Standards Subcom- 
mittee has taken disciplinary actions commensurate with the severity of 
its investigative findings on all but one of the 40 completed GAO 
referrals. 

On six referrals, the AICPA found that the audit violations were serious 
enough to refer the CPA to a trial board. Trial boards are hearing boards 
established to adjudicate complaints made under the ethics code of the 
AICPA or participating state CPA societies. If the AICPA believes that a vio- 
lation warrants more than an administrative reprimand requiring educa- 
tion and/or follow-up work product review, it must refer the case to a 
trial board. A trial board referral is usually accompanied by a specific 
recommendation for disciplinary action, such as prescribed continuing 
professional education, peer review of the member’s practice, censure, 
or suspension of, or expulsion from, AICPA membership. All findings of 
guilt by a trial board are published in “The CPA Letter,” the AICPA'S 

biweekly newslett,er, which is sent to its 250,000 members, including the 
name of the offending member and the disciplinary actions taken. 

As of November 15, 1987, three of the six scheduled trial board hearings 
had taken place. In one case, the CPA was requested to submit any audits 
completed over the next 2 years to the AICPA for review. In addition, the 
individual was admonished through an AICPA letter summarizing the 
trial board findings and by having his name published in “The CPA Let- 

ter” together with the findings of violations and the actions taken. In 
the second case, the AlCPA also admonished the CPA and required him to 
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his performance on future audits. The HUL) IG was in the process of 
debarring this CPA from future HIID work at the time of our review. 

Two referrals were made by KS to the Ohio state board which resulted 
in no action on one ~-as<> and, in the other, a requirement that the CPA 

take a state board test on generally accepted government auditing stan- 
dards (GALLS) if the individual planned to perform future governmental 
audits. These referrals were made because of a lack of due professional 
care and, in one case: GAO also found inadequate evidence to support the 
audit results. The WAS involved in both referrals stated that they would 
not perform future governmental audits and this factor was considered 
by the state board in its decision to impose lenient sanctions. However, 
one of these CPAS later contested HT’L) actions to debar him from its work 
and he has expressed it desire to work as a government consultant. In 
the other case, thr (‘IQ\ has passed the GAGAS test and, therefore, can now 
c.ont,inue his work in governmental auditing. We do not believe that the 
(XQ assurances, and passing the GAGAS test in one case, were sufficient 
reason for the board to impose lenient sanctions in these cases. Also, 
actions taken by the Ohio state board on other similar cases were gener- 
ally more severe. 

Finally, we referred a CI:I to the Kew York state board for violating 
st,andards in the area of planning and supervision, evidence, and due 
professional care. The state board found the CPA to be in “gross negli- 
gence” in the practice of public accountancy and, as a result, suspended 
the WA’s l icense and registration to practice for 1 year. However, the 
suspension was immediately stayed, and the CI’A was placed on proba- 
tion for 1 year and allowed to continue to practice. As a result, the CPA 

was only required to take 24 hours of continuing professional education 
and pay any outstanding fines. This case is particularly noteworthy 
because, in our March 1986 testimony on audit. quality, we were critical 
of the New York state board for taking a similar lenient action on 
another violation involving gross negligence. 

State Boards’ Enforcement Each state board differs in the way it investigates audit referrals and 
Processes Differ decides on disciplinary actions. We found that even though the proce- 

dures used by the 22 state boards differ, tbach, in our judgment, followed 
its established process for investigating the referrals. Also, we found 
that in most cases the state boards performed thorough investigations of 
the alleged poor quality work and acted responsibly in deciding on the 
necessary actions to address the problems. 
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Figure 2.1: Disciplinary Actions Taken by 
State Boards on Completed Referrals 

40 Number of completed referrals 

35 

30 

1 CPE refers to contlnulng proless~onal education 

2 GAGAS refer to generally accepted government audltlng standards 

3 The number of completed referrals does not total 36 because most state boards imposed more than 
one disciplinary action on each referral 

referred the CPA for inadequate evidence and due professional care, the 
state board (1) publicly censured the CPA and listed the violations in the 
board’s newsletter, (2) required the CPA to pay about $2,000 for the cost 
of the state board’s investigation, and (3) required all future audit 
reports to be reviewed by the state board, at the CPA’S expense, for 
adherence to standards until he passed the auditing portion of the CPA 
exam. The CPA was placed on probation until he completed these actions, 
during which time his license could be revoked if another violation 
occurred. 
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State boards of accountancy and the AICPA are demonstrating a commit- 
ment to strengthening enforcement efforts in the area of CPA governmen- 
tal audit quality. We found that state boards of accountancy and the 
AICPA have taken or will soon take disciplinary action-either remedial 
or punitive-on over 70 percent of the audit referrals made by GAO and 
on 35 percent of the IG referrals5 We believe that their efforts will help 
prevent CPAS from making the same types of errors on future govern- 
mental audits. 

For most completed cases, state boards and the AICPA acted reasonably 
in investigating and acting on the referrals. In these cases, we believe 
that the disciplinary actions taken usually were commensurate with the 
severity of the CPAS’ errors, and the enforcement procedures used by 
state boards and the AICPA were adequately followed and were not 
unjustifiably delayed. We found five cases, involving four state boards, 
where we did not consider the actions taken on the referrals made to 
state boards to be reasonable. Also, we found one case for which we 
believe that the AICPA’~~~ not take reasonable actions. In each case, we 
believe that the disciplinary actions taken were either too lenient or did 
not include adequate assurance that the CPA would comply with the dis- 
ciplinary action agreed upon. These referrals are discussed later in this 
chapter. 

The following sections of this chapter, as well as appendixes II and III, 
describe in detail state board and AICPA actions on the GAO and IG 
referrals. 

State Boards of 
Accountancy 

As of November 15,1987, state boards of accountancy had completed 
actions on 36 of the 64 GAO and IG referrals. In some cases, state boards 
consider a case completed only after all state board disciplinary actions 
are met; however, for the purpose of this review, we considered a case 
completed if the state board had finished its investigation and either 
planned or ordered disciplinary actions. The completed cases include 24 
referrals made by GAO and 12 made by IGS. We believe that the actions 
taken on all but five of the completed referrals were reasonable. 

Eight of the 32 GAO referrals were not completed by November 15, 1987, 
the end of our review period. Five of these cases involved referrals that 

“Referrals we usually handled in the order they are received. As a result, the percentage of IG com- 
pleted cases is lower than that for GAO referrals because most of the IG referrals in our study were 
made more recently than GAO’S referrals 
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Although not directly affiliated with the AICPA, 50 of the 54 state soci- 
eties-voluntary professional associations of CPAS in various states and 
jurisdictions-work in conjunction with the AICPA on enforcement activi- 
ties. The state societies also participate with the AICPA on professional 
development activities by sponsoring AICPA training courses. 

In addition, the IGs play an important role in the enforcement process. 
First, by virtue of the Inspector General Act of 1978, IGs are responsible 
for reviewing the quality of CPAS’ governmental audit work. Secondly, 
the IGs make referrals of those CPAS who do not perform quality govern- 
mental audits to the appropriate groups for disciplinary actions. Other 
individuals or organizations, such as government agencies or private cit- 
izens, can also make referrals of poor quality work, but they rarely exer- 
cise this option. As a result, the IGS serve a key role in initiating the 
enforcement process. Additionally, the President’s Council on Integrity 
and Efficiency (PCIE), whose membership includes the IGs, has worked to 
improve the accounting profession’s enforcement process by studying 
ways to expedite the referral of auditors performing poor quality gov- 
ernment work. 

Objectives, Scope, and Our objectives in this review were to (1) determine the results of the 

Methodology audit referrals we made to state boards of accountancy and to the AICPA, 

(2) determine the results of recent referrals made by IGS to state boards 
of accountancy and to the AICPA, (3) provide our views on the reason- 
ableness of any disciplinary actions taken by these groups, and (4) iden- 
tify ongoing efforts to improve the enforcement process. 

The scope of our work consisted of performing work at 22 state boards 
of accountancy and at the AICPA to determine the status of each audit 
referral made either by us or by an IG. Our work consisted of determin- 
ing the status of each referral, detailing the chronology of actions taken 
on the referral, and obtaining a description of any disciplinary actions. 
To ensure that we obtained accurate information, we received written 
confirmation from state boards and the AICPA on the status of, and disci- 
plinary actions taken for, each referral as of November 15, 1987, which 
was the end of our review period. 

In addressing our third objective, we determined the “reasonableness” 
of disciplinary actions taken by these groups on the GAO and IG referrals 
by considering the extent to which state boards and the AICPA (1) took 
disciplinary actions commensurate with the severity of their investiga- 
tive findings, (2) followed their own policies in investigating and taking 
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reasonableness of any disciplinary actions. He also requested that we 
report on the status of referrals made to these groups by 1Gs. 

This report addresses the status of the 137 referrals, 89 from GAO and 
48 from the IGs. 

The Enforcement 
Process 

The enforcement process begins with a complaint, or referral, of an 
alleged poor quality audit to a state board of accountancy, the AICPA, or 
both. Referrals can be made by IGS, GAO, other government officials, or 
an individual. 

IGs usually identify poor quality audits as a result of a regional IG evalu- 
ation of an audit report (desk review), or through an evaluation of the 
report and the associated working papers (quality control review). Tra- 
ditionally, IGS have worked with the auditors to correct problems in the 
audit identified by their reviews. However, when the problems are not 
corrected or the auditor continuously produces poor quality work, the 
IGS then refer auditors to the appropriate state board of accountancy, 
the AICPA, or both. The enforcement processes used by state boards and 
the AICPA are included in appendixes IV and V. 

The subject of the referral can be the audit, the individuals performing 
the audit, or the audit firm. However, once the referral is made, state 
boards and the AICPA determine the responsible individuals involved in 
performing the audit. The enforcement process ends with a decision on 
whether there was a violation of audit standards, and, if warranted, dis- 
ciplinary actions-either remedial or punitive-are taken against the 
individual auditors. Remedial action includes requiring that the CPA take 
additional continuing professional education or requiring a follow-up 
review of another audit. It also includes the issuance of minor violation 
letters where no action by the CPA is required. State board punitive 
action includes penalties such as fines, probation, or the suspension or 
revocation of the CPA’S license. AICPA punitive action includes suspension 
of, or expulsion from, membership. 

Page 10 GAO/AFMD-%28 Accounting Profession’s Enforcement Efforts 



Chapter 1 -- 

Introduction 

Background Over the last few years, the General Accounting Office (GAO), several 
inspectors general (ms), state boards of accountancy and the American 
Institute of Certified Public Accountants (McPAj have increased their 
attention to improving the quality of audits of state and local govern- 
ments’ use of federal financial assistance. These audits are required by 
legislation and help to assure program managers that they have reliable 
reports on (1) financial activities, (2) compliance with applicable laws 
and regulations, and, in many cases, (3) the adequacy of internal con- 
trols over federal expenditures. Although many factors affect audit 
quality, it is ultimately the responsibility of the individual certified pub- 
lic accountant (CPA) to conduct an audit in accordance with applicable 
audit standards. If the auditor does not comply with these standards, 
the accounting profession has a responsibility to use its enforcement 
processes to discipline the auditor in order to maintain public confidence 
in the integrity of the profession. 

The federal government administers domestic assistance programs with 
outlays exceeding $100 billion per year through state and local govern- 
ments Each year, federal funds recipients at the state and local level 
pay CPAS between $100 million and $200 million to perform these audits. 
In two recent reports we focused on the quality of work performed by 
nonfederal auditors-mostly cPAs-who contracted to perform govern- 
mental audits. In these reports, we found that many of these CPAS did 
not comply with audit standards and that the credibility and usefulness 
of these audits were questionable. In congressional hearings associated 
with our work on audit quality, we testified that governmental organi- 
zations should refer CPAS who perform poor quality audits to the state 
boards of accountancy in which the CPAs are licensed and to the AICPA, 
and that these groups should have enforcement processes which address 
the referrals promptly and decisively. 

Our policy is to refer auditors who perform poor quality work to the 
AICPA and state boards of accountancy for their review and possible dis- 
ciplinary action. Also, these referrals will increase the accounting com- 
munity’s awareness of the consequences of performing poor quality 
audits. We also believe that referrals will eventually improve the quality 

‘CPA Audit Quality: Inspectors General Find Significant Problems (GAO/AFMD-86-20, December 5, 
1985) and CPA Audit Quality Many Governmental Audits Do Not Comply With Professmnal Stan- 
dards tGA~/AFMD-86-33. March lR.lQR6). 

‘Statement of Frederick I). Wolf. Director. Accounting and Financml Management Division. Novem- 
ber 13, 1985, and statement of Charles A. Bowsher, Comptroller General, March 19, 1986, before the 
Legislation and Sational Secunty Subcommittee, Committer on Government Operations, House of 
Hrpresrntatives 
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AICPA 

GAO believes that the actions taken by state boards were reasonable. For 
the most part, they 

l followed their procedures in investigating referrals, 
. took actions that were commensurate with the audit deficiencies, and 
. completed their enforcement processes without unjustifiable delays. 

However, in five cases. C;AO considered the boards’ actions to be too 
lenient in view of ( 1) the serious and repetitive nature of audit weak- 
nesses, (2) the lack of punitive or remedial action to improve future per- 
formance, and (3) actions taken on other similar cases. In fact, the 
inspectors general who referred four of these cases requested that the 
state boards reconsider their actions. 

The AICPA'S Governmental Technical Standards Subcommittee had com- 
pleted 40 of the 57 C;AO referrals as of November 15, 1987, in addition to 
5 that were not investigated because they were out of the AICPA'S juris- 
diction. GAO believes that~ the disciplinary actions taken by the AICPA sub- 
committee on all but one of the completed referrals were reasonable. In 
this case, the AICPA relied only on oral assurances from the CPA that he 
would no longer perform governmental audits. 

Eight of the 12 referrals not completed were still under investigation on 
November 15, 1987, which was the end of GAO'S review period. The 
remaining four referrals not completed by the AICPA were deferred, at 
the request of the (WS, due to ongoing state board investigations. 

In 39 of the 40 completed cases, the AIWA found problems which were 
serious enough to warrant disciplinary actions. These actions include 6 
recommendations for hearings, of which 3 hearings have been held and 
the results published in the AKPA'S newsletter. The other 3 hearings 
were scheduled after the end of GAO'S review period. In addition, the 
AICPA issued 20 administrative reprimands and 13 minor violation let- 
ters, which have not been publicly disclosed. In one case, the AICPA 

found no violation. 

In addition to the GAO referrals, the AICPA completed its investigation on 
5 of 16 IG referrals. Most of the IG referrals were made more recently 
than those made by (;AO and were still undergoing investigation at the 
conclusion of GAO'S rtview. The AICPA requested a hearing on 4 of the 
5 completed cases and. in one case, is recommending expulsion from its 
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Purpose During the last few years, GAO, several inspectors general (IGS), state 
boards of accountancy, and the American Institute of Certified Public 
Accountants (AICPA) have focused their attention on improving the qual- 
ity of governmental audits. Each year, federal funds recipients at the 
state and local level pay nonfederal auditors-mostly certified public 
accountants (cPAs)-between $100 million and $200 million to perform 
these audits of billions of dollars in federal assistance. GAO previously 
found that some of these audits were not conducted in accordance with 
established audit standards and, accordingly, referred a number of CPAS 
to the cognizant state boards of accountancy or to the AICPA. 

In January 1987, the Chairman, Legislation and National Security Sub- 
committee, House Committee on Government Operations, asked that GAO 
review the disciplinary actions taken by state boards and by the AICPA 
on these GAO referrals and on more recent IG referrals. The Chairman 
also asked that GAO provide its views on the reasonableness of state 
board and AICPA disciplinary actions. In addition, GAO identified the 
ongoing efforts of the accounting profession and the IGS to improve the 
enforcement process. 

Background During April and May 1986, GAO referred 57 poor quality audits to the 
AICPA for its review and possible disciplinary action. Thirty-two of these 
which involved more severe standards violations were also referred to 
the state board of accountancy in which the CPA was licensed. 

GAO’S referrals resulted from its earlier work on audit quality, where it 
reported that an estimated 34 percent of governmental audits per- 
formed by CPAS did not meet audit standards. GAO made these referrals 
of poor quality audits to state boards and the AICPA for their review and 
possible disciplinary action in an effort to improve the quality of future 
governmental audits. Subsequently, 4 inspectors general referred 32 
poor quality audits to state boards of accountancy and 16 to the AICPA. 

In this review, GAO determined the status of the GAO and IG audit refer- 
rals and assessed the reasonableness of disciplinary actions by consider- 
ing the extent to which state boards and the AICPA (1) took disciplinary 
actions commensurate with the severity of their investigative findings, 
(2) followed their own enforcement procedures, and (3) completed their 
investigations and either planned or took disciplinary actions without 
unjustifiable delays. 
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