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Explanatory Memorandum 

Introduction 

This memorandum provides background to the proposed Statement on Auditing Standards (SAS) 
Inquiries of Predecessor Auditor Regarding Fraud and Noncompliance With Laws and 
Regulations.  If issued as final, the proposed SAS will amend SAS No. 122, Statements on Auditing 
Standards: Clarification and Recodification, as amended, section 210, Terms of Engagement 
(AICPA, Professional Standards, AU-C sec. 210).1 
 
Background 
 
The International Ethics Standards Board for Accountants (IESBA) Code of Ethics for 
Professional Accountants (IESBA Code) was revised in July 2016 to require, in the absence of any 
law prohibiting disclosure of confidential information to an outside party, the disclosure of 
identified or suspected noncompliance with laws and regulations (NOCLAR) to an appropriate 
authority even if not required by law where necessary in the public interest.  
 
In 2016, the IAASB revised ISA 250, Consideration of Laws and Regulations in an Audit of 
Financial Statements, to reflect certain relevant changes as adopted in the IESBA Code of Ethics. 

 
In March 2017, the AICPA’s Professional Ethics Executive Committee (PEEC) issued an exposure 
draft with proposals for two new interpretations entitled “Responding to Non-Compliance with 
Laws and Regulations.”  While similar to the IESBA’s Code, the exposure draft explained that 
certain differences were necessary to enhance the clarity of the proposed interpretations and make 
them relevant to AICPA members in the United States. Most notably certain provisions were not 
included in the AICPA proposals as they would be incompatible with most state laws and 
regulations on client and employer confidentiality. The AICPA Code of Professional Conduct does 
not permit a CPA to disclose confidential client information without client or employer consent 
unless required by professional standards. The following is the applicable excerpt from the Code 
of Professional Conduct: 
 

1.700.001    Confidential Client Information Rule 
.01         A member in public practice shall not disclose any confidential client 
information without the specific consent of the client. 
 
.02         This rule shall not be construed (1) to relieve a member of his or her 
professional obligations of the “Compliance With Standards Rule” [1.310.001] or the 
“Accounting Principles Rule” [1.320.001] 

 
In response to the PEEC exposure draft, comments were received expressing concern that the 
proposed language would discourage CPAs from acting in the public interest even after the CPA 
demonstrated compliance with all relevant professional standards and may also be construed as 
either limiting or prohibiting a NOCLAR disclosure without written client consent.  

 
1 All AU-C sections can be found in AICPA Professional Standards 

http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod1.310.001
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod1.320.001
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Therefore, as an option to address certain matters with respect to NOCLAR, the ASB is 
considering narrow revisions to auditing standards generally accepted in the United States of 
America (GAAS) to require a prospective successor auditor , once management authorizes the 
predecessor auditor to respond to inquiries from the prospective successor auditor, to inquire of 
the predecessor auditor regarding identified or suspected fraud and matters involving NOCLAR.  
Until further PEEC deliberations with regard to the interaction with state law and potential changes 
to the AICPA Code of Professional Conduct take place, the ASB is not considering revisions to 
GAAS that would require auditors to report fraud or NOCLAR to other outside parties, such as 
the appropriate authorities.   
 

Effective Date 

If issued as final, the proposed amendment to AU-C section 210 will be effective for audits of 
financial statements for periods beginning on or after March 15, 2022. Early implementation is 
permitted. 
 

Explanation of Proposed Changes 

In accordance with extant AU-C section 210, prior to accepting an initial or a reaudit engagement, 
a prospective auditor is required to request management to authorize the predecessor auditor to 
respond fully to the prospective auditor’s inquiries.  It is proposed that a requirement be added to 
AT-C section 210 whereby, if management authorizes the predecessor auditor to respond to the 
prospective successor auditor without limitation, the prospective successor auditor make a specific 
inquiry regarding identified or suspected fraud and matters involving noncompliance with laws 
and regulations: 

.12  The (successor) auditor should inquire of the predecessor auditor about matters that 
will assist the auditor in determining whether to accept the engagement.  The auditor 
should specifically inquire about: (Ref: par. .A28–.A29) 

a.  Identified or suspected fraud involving  

i. management, 

ii. employees who have significant roles in internal control, or 

iii. others, where the fraud results in a material misstatement in the financial 
statements 

b. Matters involving noncompliance with laws and regulations that come to the 
auditor’s attention during the audit, other than when the matters are clearly 
inconsequential.  

The communication requirements are consistent with the communication requirements for those 
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charged with governance as required by paragraph .40 of extant AU-C section 240, Consideration 
of Fraud in a Financial Statement Audit, and paragraph .21 of AU-C section 250, Consideration 
of Laws and Regulations in an Audit of Financial Statements.   
If management does not authorize the predecessor auditor to respond or limits the predecessor’s 
response, the requirement in extant AU-C section 210 for the prospective successor auditor to 
inquire as to the reasons and consider the implications of that refusal in deciding whether to accept 
the engagement is not changed. 
Further, while the  AICPA Code of Professional Conduct states that members have a responsibility 
to cooperate with each other and paragraph .A30 of extant AU-C section 210 states that therefore 
the predecessor auditor is expected to respond to the auditor’s inquiries promptly and, in the 
absence of unusual circumstances fully, on the basis of known facts, the proposed revision would 
include the following  new requirement: 
 

.13   In the absence of unusual circumstances, the predecessor auditor should respond to 
the (successor) auditor’s inquiries on a timely basis and, on the basis of known facts, 
fully, unless prohibited by applicable law.  If the predecessor’s response is limited, 
the predecessor should so indicate.  (Ref: par..A30 - .A32) 

The intent of the proposed required inquiries and response is, to facilitate a knowledge transfer of 
identified or suspected fraud and matters involving noncompliance with laws and regulations 
between a predecessor to a successor auditor.  This would limit the ability of a client to avoid the 
consequences of such matters by simply changing auditors.   
 

Request for Specific Comment #1 

Are the proposed requirements appropriate and complete? If not, please suggest specific 
revisions. 

 
Documentation 

The proposed SAS includes the following requirement: 

.14 The (successor) auditor should include in the audit documentation the communications 
with the predecessor auditor.   

Request for Specific Comment #2 

Is the proposed requirement appropriate and complete? If not, please suggest specific revisions. 
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Guide for Respondents 

Respondents are asked to comment on the proposed changes to AU-C section 210.   

Comments are most helpful when they refer to specific paragraphs, include the reasons for the 
comments, and, when appropriate, make specific suggestions for any proposed changes to 
wording. When a respondent agrees with proposals in the exposure draft, it will be helpful for the 
ASB to be made aware of this view, as well. 
Written comments on the exposure draft will become part of the public record of the AICPA and 
will be available for public inspection at the offices of the AICPA for one year, beginning April 
16, 2021. Responses should be submitted in Word format, sent to commentletters@aicpa-
cima.com, and received by April 16, 2021. Respondents may also submit a PDF version of their 
response for posting to the AICPA website. 
 

Comment Period 

The comment period for this exposure draft ends April 16, 2021.  
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