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Preface
(Updated as of June 1, 2018)

About AICPA Guides
This AICPA Guide is issued under the authority of the AICPA Accounting and
Review Services Committee (ARSC) to assist accountants in performing prepa-
ration, compilation, and review engagements of financial statements in accor-
dance with the Statements on Standards for Accounting and Review Services
(SSARSs). ARSC is the senior committee of the AICPA that is designated by
Council to issue pronouncements in connection with the unaudited financial
statements or other unaudited financial information of a nonpublic entity. The
"Compliance With Standards Rule" of the AICPA Code of Professional Conduct
(ET sec. 1.310.001)1 requires a member who performs compilation, review, or
other professional services addressed by SSARSs to comply with standards pro-
mulgated by ARSC.

AICPA Guides may include sections at the end of individual chapters or fol-
lowing the last chapter. These sections will be entitled either "Supplement" or
"Appendix."

� A supplement is a reproduction, in whole or in part, of authorita-
tive guidance originally issued by a standard setting body (includ-
ing regulatory bodies) and applicable to entities or engagements
within the purview of that standard setter, independent of the au-
thoritative status of the applicable AICPA Guide.

� An appendix is included for informational purposes and has no
authoritative status. However, any preparation, compilation, or
review guidance in an appendix is considered other preparation,
compilation, and review guidance. In applying other preparation,
compilation, or review guidance, in accordance with paragraph .19
of AR-C section 60, General Principles for Engagements Performed
in Accordance With Statements on Standards for Accounting and
Review Services,2 the accountant should, exercising professional
judgment, assess the relevance and appropriateness of such guid-
ance to the circumstances of the engagement. Although the ac-
countant determines the relevance of other preparation, compi-
lation, and review guidance, such guidance in an appendix to a
guide or a guide chapter has been reviewed by the AICPA Audit
and Attest Standards staff and the accountant may presume that
it is appropriate.

This guide is an interpretive publication pursuant to paragraph .07 of AR-C
section 60. Interpretive publications are recommendations on the application
of SSARSs in specific circumstances, including engagements for entities in spe-
cialized industries. Interpretive publications are issued under the authority
of ARSC only after all ARSC members have been provided an opportunity to
consider and comment on whether the proposed interpretative publication is
consistent with SSARSs.

1 All ET sections can be found in AICPA Professional Standards.
2 All AR-C sections can be found in AICPA Professional Standards.
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iv
In accordance with paragraph .18 of AR-C section 60, an accountant should
consider applicable interpretive publications in the performance of his or her
engagement in accordance with SSARSs. If the accountant does not apply the
guidance in this interpretive publication, the accountant should document how
the requirements of SSARS were complied with in the circumstances addressed
by such guidance.

Conforming changes made to the guidance contained in this guide are approved
by the ARSC chair (or his or her designee) and the director of AICPA Audit and
Attest Standards staff. Updates made to the guidance in this guide exceed-
ing that of conforming changes are issued after all ARSC members have been
provided an opportunity to consider and comment on whether the guide is con-
sistent with the SSARSs.

An appendix and a glossary of terms have been included in this guide to pro-
vide the reader with additional sources of information related to engagements
performed in accordance with SSARSs. The additional material includes the
following:

� Appendix A, "Overview of Statements on Quality Control Stan-
dards," which discusses quality control standards as required by
QC section 10, A Firm's System of Quality Control3

Lastly, this guide also includes two indexes, "Index of Pronouncements and
Other Technical Guidance" and "Subject Index," to assist readers in locating
discussion of a specific topic within the guide.
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(Updates to this edition exceeded that of conforming changes.)

Michael Brand, Chair
Joseph S. Beck
Jeremy Dillard
M. Aron Dunn
Mike Fleming
Janice Gray

Kelly J. Hunter

The AICPA thanks Kelly J. Hunter for his invaluable assistance in developing
the 2015 edition of the guide, completely revised by the issuance of SSARS No.
21, Statements on Standards for Accounting and Review Services: Clarification
and Recodification (AR-C sections).

The AICPA also acknowledges the contributions of the late Dr. Thomas A. Rat-
cliffe in the development of the previous editions of this guide — much of which
is retained in this edition. We are forever grateful for his assistance.

Guidance Considered in This Edition
This edition of the guide has been modified by the AICPA staff to include certain
changes necessary due to the issuance of authoritative guidance since the guide
was originally issued, and other revisions as deemed appropriate. Authoritative
guidance issued through June 1, 2018, has been considered in the development
of this edition of the guide. However, this guide does not include all preparation,
compilation, review, accounting, reporting, and other requirements applicable
to an entity or a particular engagement. This guide is intended to be used in
conjunction with all applicable sources of authoritative guidance.

Authoritative guidance that is issued and effective on or before June 1, 2018, is
incorporated directly in the text of this guide. The distinct presentation of this
content is intended to aid the reader in differentiating content that may not be
effective for the reader's purposes.

Authoritative guidance issued but not yet effective as of the date of the guide
and not becoming effective until after December 31, 2018, is referenced in a
"guidance update" box; that is, a gray shaded box that contains summary infor-
mation on the guidance issued but not yet effective.

In updating this guide, all guidance issued up to and including the following
was considered, but not necessarily incorporated, as determined based on ap-
plicability:

� SSARS No. 24, Omnibus Statement on Standards for Accounting
and Review Services — 2018 (AR-C sections)

Users of this guide should consider authoritative guidance issued subsequent
to the authoritative guidance previously listed to determine the effect of such
guidance on their preparation, compilation, and review engagements. In deter-
mining the applicability of recently issued guidance, consider the effective date
of such guidance.

FASB standards quoted are from FASB Accounting Standards Codi-
fication® 2015, Financial Accounting Foundation. All rights reserved. Used by
permission.
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GASB standards quoted are from GASB Statements, Concepts Statements, In-
terpretations, and Technical Bulletins© 2015, Governmental Accounting Stan-
dards Board. All rights reserved. Used by permission.

References to AICPA Professional Standards
In citing SSARSs and their related interpretations, references use AR-C section
numbers, as appropriate, within AICPA Professional Standards and not the
original statement number.

Applicability of Quality Control Standards
QC section 10 addresses a CPA firm's responsibilities for its system of quality
control for its accounting and auditing practice. A system of quality control
consists of policies that a firm establishes and maintains to provide it with
reasonable assurance that the firm and its personnel comply with professional
standards, as well as applicable legal and regulatory requirements. The policies
also provide the firm with reasonable assurance that reports issued by the firm
are appropriate in the circumstances. This section applies to all CPA firms with
respect to engagements in their accounting and auditing practice.

Paragraphs .20–.21 of AR-C section 60 address the accountant's specific re-
sponsibilities regarding engagement level quality control procedures for prepa-
ration, compilation, and review engagements. Because of the importance of
engagement quality, appendix A has been added to this guide. Appendix A sum-
marizes key aspects of the quality control standard. This summarization should
be read in conjunction with QC section 10 and paragraphs .20–.21 of AR-C sec-
tion 60, as applicable.

Defining Professional Responsibilities in AICPA
Professional Standards
Pursuant to paragraph .15 of AR-C section 60, SSARSs use the following two
categories of professional requirements, identified by specific terms, to describe
the degree of responsibility they impose on an accountant:

� Unconditional requirements. The accountant must comply with an
unconditional requirement in all cases in which such requirement
is relevant. SSARSs use the word must to indicate an uncondi-
tional requirement.

� Presumptively mandatory requirements. The accountant must
comply with a presumptively mandatory requirement in all cases
in which such a requirement is relevant, except in rare circum-
stances. In such rare circumstances, the accountant should per-
form alternative procedures to achieve the intent of the require-
ment. The need for an accountant to depart from a relevant,
presumptively mandatory requirement is expected to arise only
when the requirement is for a specific procedure to be performed
and, in the specific circumstances of the engagement, that proce-
dure would be ineffective in achieving the intent of the require-
ment. SSARSs use the word should to indicate a presumptively
mandatory requirement.

AAG-CRV ©2018, AICPA
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If a SSARS provides that a procedure or an action is one that the accountant
should consider, the consideration of the procedure or action is presumptively
required. Whether the accountant performs the procedure or action is based
upon the outcome of the accountant's consideration and the accountant's pro-
fessional judgment. The professional requirements of a SSARS are to be un-
derstood and applied in the context of the explanatory material that provides
guidance for their application. The specific terms used to define professional re-
quirements are not intended to apply to interpretative publications issued un-
der the authority of ARSC because interpretative publications are not SSARSs.

AICPA.org Website
The AICPA encourages you to visit its website at aicpa.org and the Financial
Reporting Center (FRC) at www.aicpa.org/frc. The FRC supports members in
the execution of high-quality financial reporting. Whether you are a financial
statement preparer or a member in public practice, this center provides exclu-
sive member-only resources for the entire financial reporting process and pro-
vides timely and relevant news, guidance, and examples relevant to accounting,
preparation, compilation, and review engagements, as well as audit, attest, as-
surance, and advisory engagements. Certain content on the AICPA's websites
referenced in this guide may be restricted to AICPA members only.

FRF for SMEs™ Accounting Framework
Users of this guide are encouraged to consider the benefits of the AICPA's
Financial Reporting Framework for Small- and Medium-Sized Entities. More
than 20 million privately owned small- and medium-sized entities (SMEs) in
the United States that are not currently required to prepare U.S. generally
accepted accounting principles (GAAP)-based financial statements now have a
streamlined and cost effective financial reporting framework available to them.
Released in June 2013, the FRF for SMEs accounting framework is a special
purpose framework which offers SMEs a reliable, relevant, and simplified fi-
nancial reporting solution that addresses marketplace demands.

The AICPA's FRF for SMEs accounting framework is a less complicated and less
costly system of accounting for SMEs that do not need GAAP-based financial
statements. The framework is a cost-beneficial solution for owner-managers
and others who need financial statements that are prepared in a consistent
and reliable manner in accordance with a framework that has undergone pub-
lic comment and professional scrutiny. The accounting principles composing
the FRF for SMEs reporting option are intended to be the most appropriate
for the preparation of SME financial statements based on the needs of the
financial statement users and cost-benefit considerations. Accounting princi-
ples in the framework are responsive to the well-documented issues and con-
cerns stakeholders currently encounter when preparing financial statements
for SMEs. For more information on Financial Reporting Framework for Small-
and Medium-Sized Entities, visit www.aicpa.org/frf-smes.

©2018, AICPA AAG-CRV
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Review of Financial Statements 1

Chapter 1

Review of Financial Statements

All shaded texts in this chapter relate to Statements on Standards for Ac-
counting and Review Services (SSARS) No. 24, Omnibus Statement on Stan-
dards for Accounting and Review Services — 2018, which is effective for com-
pilations and reviews of financial statements for periods ending on or after
June 15, 2019, except for the revision to paragraph .39 of AR-C section 90,
Review of Financial Statements,1 which is effective upon issuance.

Introduction
1.01 AR-C section 90 applies when the accountant is engaged to perform

a review of financial statements. When performing a review of financial state-
ments, the accountant's objective is to obtain limited assurance as a basis for
reporting whether the accountant is aware of any material modifications that
should be made to the financial statements for them to be in accordance with
the applicable financial reporting framework, primarily through the perfor-
mance of inquiry and analytical procedures. AR-C section 90 may also be ap-
plied, as necessary in the circumstances, to engagements to review other histor-
ical financial information, excluding pro forma financial information. Reviews
of pro forma financial information are to be performed in accordance with AT-C
section 310, Reporting on Pro Forma Financial Information, of Statements on
Standards for Attestation Engagements No. 18, Attestation Standards, Clari-
fication and Recodification.2 Examples of other historical information that an
accountant may be engaged to review include, but are not limited to, the fol-
lowing:

� A single financial statement
� Specified elements, accounts, or items of a financial statement

such as schedules of rentals, royalties, profit participation, or pro-
vision for income taxes

� Supplementary information
� Required supplementary information
� Financial information contained in a tax return

1.02 A review engagement is substantially less in scope than an audit en-
gagement, the objective of which is the expression of an opinion regarding the
financial statements as a whole. A review engagement does not contemplate ob-
taining an understanding of the entity's internal control; assessing fraud risk;
testing accounting records by obtaining sufficient appropriate audit evidence
through inspection, observation, confirmation, or the examination of source
documents; or other procedures ordinarily performed in an audit engagement.

1 All AR-C sections can be found in AICPA Professional Standards.
2 All AT-C sections can be found in AICPA Professional Standards.
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2 Preparation, Compilation, and Review Engagements

Therefore, the accountant does not express an opinion in the accountant's re-
view report regarding the financial statements.

Applicability
1.03 AR-C section 90 does not apply when the accountant is engaged to

review interim financial information when

a. the entity's latest annual financial statements have been audited
by the accountant or a predecessor;

b. the accountant either

i. has been engaged to audit the entity's current year finan-
cial statements or

ii. audited the entity's latest annual financial statements
and, in situations in which it is expected that the current
year financial statements will be audited, the engagement
of another accountant to audit the current year financial
statements is not effective prior to the beginning of the pe-
riod covered by the review; and

c. the entity prepares its interim financial information in accordance
with the same financial reporting framework as that used to pre-
pare the annual financial statements.

AU-C section 930, Interim Financial Information,3 provides guidance for review
engagements when the conditions in a–c are met. The remaining paragraphs
in this section assume that AR-C section 90 applies.

1.04 An accountant performing a review of financial statements of a U.S.
entity is required to follow the review standards as promulgated by the AICPA
Accounting and Review Services Committee. However, an accountant may be
engaged to perform a review in accordance with both Statements on Standards
for Accounting and Review Services (SSARSs) and another set of review stan-
dards, such as International Standard on Review Engagements (ISRE) 2400
(Revised), Engagements to Review Historical Financial Statements, issued by
the International Auditing and Assurance Standards Board. In circumstances
in which the accountant's review report states that the review was conducted
in accordance with both SSARSs and another set of review standards, the ac-
countant should comply with both sets of standards. An example review report
in which the review was conducted in accordance with both SSARSs and ISRE
2400 (Revised) is included in paragraph 1.241.

Consideration of Materiality in a Review Engagement
1.05 While AR-C section 90 does not include an explicit requirement

for the accountant to determine materiality and apply such materiality in
designing procedures and evaluating results, as stated in paragraph .04 of AR-
C section 90, the accountant's objective when performing a review of financial
statements is to obtain limited assurance as a basis for reporting whether the

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

AAG-CRV 1.03 ©2018, AICPA



Review of Financial Statements 3
accountant is aware of any material modifications that should be made to the
financial statements for them to be in accordance with the applicable financial
reporting framework. As such, without a determination of materiality, the ac-
countant is unable to meet the objective of the review engagement. For example,
the accountant is required to consider materiality when,

� in accordance with paragraph .17 of AR-C section 90, designing
and performing analytical procedures and making inquiries and
performing other procedures, as appropriate, to obtain limited as-
surance as a basis for reporting whether the accountant is aware
of any material modifications that should be made to the financial
statements in order for the statements to be in accordance with
the applicable financial reporting framework.

� in accordance with paragraph .28 of AR-C section 90, evaluating
whether uncorrected misstatements, including inadequate dis-
closure, identified by the practitioner in performing the review
procedures or brought to the accountant's attention during the
performance of the review are, individually and in the aggre-
gate, material to the financial statements in order to determine
whether any modifications should be made to the financial state-
ments in order for them to be in accordance with the applicable
financial reporting framework.

1.06 The accountant's consideration of materiality is made in the con-
text of the applicable financial reporting framework. Some financial reporting
frameworks discuss the concept of materiality in the context of the preparation
and presentation of financial statements. Although financial reporting frame-
works may discuss materiality in different terms, they generally explain that

� misstatements, including omissions, are considered to be mate-
rial if they, individually or in the aggregate, could reasonably be
expected to influence the economic decisions of users taken on the
basis of the financial statements;

� judgments about materiality are made in light of surrounding cir-
cumstances and are affected by the size or nature of a misstate-
ment or a combination of both; and

� judgments about matters that are material to users of the finan-
cial statements are based on a consideration of the common finan-
cial information needs of users as a group. The possible effect of
misstatements on specific individual users, whose needs may vary
widely, is not considered.

1.07 If present in the applicable financial reporting framework, a discus-
sion of the concept of materiality provides a frame of reference to the accoun-
tant in determining, as required by paragraph .28 of AR-C section 90, whether
there are any material modifications that should be made to the financial state-
ments in order for the statements to be in accordance with the applicable fi-
nancial reporting framework. If the applicable financial reporting framework
does not include a discussion of the concept of materiality, the characteristics
referred to in paragraph 1.06 provide the accountant with such a frame of
reference.
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4 Preparation, Compilation, and Review Engagements

1.08 The accountant's determination of materiality is a matter of profes-
sional judgment and is affected by the accountant's perception of the needs of
the financial statements' intended users. In this context, it is reasonable for the
accountant to assume that users

� have a reasonable knowledge of business and economic activities
and accounting and a willingness to study the information in the
financial statements with reasonable diligence;

� understand that financial statements are prepared, presented,
and reviewed to levels of materiality;

� recognize the uncertainties inherent in the measurement of
amounts based on the use of estimates, judgment, and the con-
sideration of future events; and

� make reasonable economic decisions on the basis of the informa-
tion in the financial statements.

1.09 Further, unless the review engagement is undertaken for financial
statements that are intended to meet the particular needs of specific users, the
possible effect of misstatements on specific users, whose information needs may
vary widely, is not ordinarily considered.

1.10 The accountant's judgment about what is material in relation to the
financial statements as a whole is the same regardless of the level of assurance
obtained by the accountant as a basis for expressing a conclusion on the finan-
cial statements. That is, for the same intended users, materiality for a review
engagement is the same as it is for an audit engagement because materiality is
based on the information needs of intended users and not the level of assurance.

1.11 The accountant's determination of materiality for the financial state-
ments as a whole may need to be revised during the engagement as a result of
one or both of the following:

� A change in the circumstances that occurred during the review
(for example, a decision to dispose of a major part of the entity's
business)

� New information or a change in the accountant's understanding
of the entity and its environment as a result of performing review
procedures (for example, if during the review it appears actual
financial results are likely to be substantially different from an-
ticipated period-end financial results that were used initially to
consider materiality for the financial statements as a whole)

Requirements

General Principles for Performing and Reporting
on Review Engagements

1.12 In addition to complying with AR-C section 90, an accountant is re-
quired to comply with AR-C section 60, General Principles for Engagements
Performed in Accordance With Statements on Standards for Accounting and
Review Services. AR-C section 60 requires

� the accountant to comply with relevant ethical requirements;
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Review of Financial Statements 5
� the accountant to exercise professional judgment in the perfor-

mance of the engagement;
� the accountant to perform the engagement in accordance with

SSARS;
� the engagement partner to possess the competence and capabil-

ities to perform the engagement and competence in financial re-
porting, appropriate to the engagement circumstances; and

� the engagement partner to take responsibility for certain quality
control matters.

AR-C section 60 also includes certain preconditions for the performance of
the engagement.

Professional Skepticism in a Review Engagement
1.13 Professional skepticism is an attitude that includes a questioning

mind, being alert to conditions that may indicate possible misstatements due to
fraud or error, and a critical assessment of review evidence. While AR-C section
90 does not include an explicit requirement for the accountant to plan and per-
form the review with professional skepticism recognizing that circumstances
may exist that cause the financial statements to be materially misstated, pro-
fessional skepticism is necessary to the critical assessment of review evidence.
This includes questioning contradictory review evidence and the reliability of
responses to inquiries and other information obtained from management and
those charged with governance. It also includes consideration of the sufficiency
and appropriateness of review evidence obtained in light of the circumstances.

1.14 Professional skepticism includes being alert to, for example,
� review evidence that contradicts other review evidence obtained.
� information that brings into question the reliability of responses

to inquiries and other information or records to be used as review
evidence.

� circumstances that suggest the need for review procedures in ad-
dition to those required by AR-C section 90.

1.15 Maintaining professional skepticism throughout the review engage-
ment is necessary if the accountant, for example, is to reduce the risk of

� overlooking unusual circumstances.
� overgeneralizing when drawing conclusions from review observa-

tions.
� using inappropriate assumptions in determining the nature, tim-

ing, and extent of review procedures and in evaluating the results
thereof.

1.16 The accountant may accept records and documents as genuine unless
the accountant has reason to believe the contrary. The accountant neither as-
sumes that management is dishonest nor assumes unquestioned honesty. The
accountant cannot be expected to disregard past experience concerning the hon-
esty and integrity of the entity's management and those charged with gover-
nance. Nevertheless, a belief that management and those charged with gover-
nance are honest and have integrity does not relieve the accountant of the need
to maintain professional skepticism or allow the accountant to be satisfied with
less than persuasive review evidence when obtaining limited assurance.
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6 Preparation, Compilation, and Review Engagements

Engagement Level Quality Control in a Review Engagement
1.17 In a review engagement performed in accordance with SSARS, the

engagement partner is required to possess the competence and capabilities to
perform the engagement and competence in financial reporting, appropriate to
the engagement circumstances.

1.18 In a review engagement performed in accordance with SSARS, the
engagement partner is required to take responsibility for the following:

a. The overall quality of the engagement

b. The direction, supervision, planning, and performance of the en-
gagement in compliance with professional standards and applica-
ble legal and regulatory requirements

c. The accountant's report being appropriate in the circumstances

d. The engagement being performed in accordance with the firm's
quality control policies and procedures, including the following:

i. Being satisfied that appropriate procedures regarding the
acceptance and continuance of client relationships and
engagements have been followed, and that conclusions
reached are appropriate, including considering whether
there is information that would lead the engagement part-
ner to conclude that management lacks integrity

ii. Being satisfied that the engagement team collectively has
the appropriate competence and capabilities to perform
the engagement and expertise in financial reporting to

(1) perform the engagement in accordance with pro-
fessional standards and applicable legal and reg-
ulatory requirements and

(2) enable a report that is appropriate in the circum-
stances to be issued, if applicable

iii. Taking responsibility for appropriate engagement docu-
mentation being maintained

1.19 If the engagement partner obtains information that would have
caused the firm to decline the engagement had that information been available
earlier, the engagement partner is required to communicate that information
promptly to the firm, so that the firm and the engagement partner can take the
necessary action.

1.20 Throughout the engagement, the engagement partner is required
to remain alert, through observation and making inquiries as necessary, for
evidence of noncompliance with relevant ethical requirements by members of
the engagement team. If matters come to the engagement partner's attention
through the firm's system of quality control or otherwise that indicate that
members of the engagement team have not complied with relevant ethical re-
quirements, the engagement partner, in consultation with others in the firm, is
required to determine the appropriate action.

1.21 An effective system of quality control for a firm includes a monitor-
ing process designed to provide the firm with reasonable assurance that the
firm's policies and procedures relating to the system of quality control are rele-
vant, adequate, and operating effectively. The engagement partner is required
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Review of Financial Statements 7
to consider the results of the firm's monitoring process as evidenced in the lat-
est information circulated by the firm and, if applicable, other network firms
and whether deficiencies noted in that information may affect the engagement.

Independence
1.22 The accountant must be independent of the entity when perform-

ing a review of financial statements in accordance with SSARS. If, during the
performance of the review engagement, the accountant determines that the
accountant's independence is impaired, the accountant should withdraw from
the review engagement. The interpretations of the "Independence Rule" (ET
sec. 1.200.001)4 of the AICPA Code of Professional Conduct provide authorita-
tive guidance with respect to independence. In the absence of an interpretation
of the "Independence Rule" that addresses a particular relationship or circum-
stance, a member should apply the "Conceptual Framework for Independence"
interpretation (ET sec. 1.210.010).

1.23 Although an accountant can prepare the financial statements that
are the subject of the review engagement, the preparation of financial state-
ments (in whole or in part) is a nonattest service separate from the review
engagement. The preparation of financial statements is subject to the require-
ments of the "Nonattest Services" subtopic (ET sec. 1.295) of the "Independence
Rule." When an accountant prepares financial statements for an attest client,
threats to compliance with the "Independence Rule" may exist. Pursuant to
paragraph .01 of the "General Requirements for Performing Nonattest Ser-
vices" subtopic (ET sec. 1.295.040) of the "Independence Rule," these threats
would be at an acceptable level and independence would not be impaired when
all of the following safeguards are met:

� Management agrees to

— assume all management responsibilities as described in
the "Management Responsibilities" interpretation (ET
sec. 1.295.030).

— oversee the service by designating an individual (prefer-
ably within senior management) who possesses suitable
skill, knowledge, or experience (or all of these traits). The
member should assess and be satisfied that such an in-
dividual understands the services to be performed suf-
ficiently to oversee them. However, the individual is not
required to possess the expertise to perform or re-perform
the services.

— evaluate the adequacy and results of the nonattest ser-
vices performed.

— accept responsibility for the results of the services.
� The accountant does not assume management responsibilities

when providing nonattest services and is satisfied that the entity
and management will

— be able to meet all of the criteria listed in the aforemen-
tioned "management agrees to" section;

4 All ET sections can be found in AICPA Professional Standards.
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8 Preparation, Compilation, and Review Engagements

— make an informed judgment on the results of the accoun-
tant's nonattest services; and

— accept responsibility for making the significant judg-
ments and decisions that are the proper responsibility of
management.

If management is unable or unwilling to assume these responsi-
bilities (for example, management cannot oversee the nonattest
services provided or is unwilling to carry out such responsibili-
ties due to lack of time or desire), the accountant's performance of
nonattest services would impair independence.

� Before performing nonattest services, the accountant establishes
and documents in writing his or her understanding with manage-
ment regarding

— objectives of the engagement,

— services to be performed,

— the client's acceptance of its responsibilities,

— accountant's responsibilities, and

— any limitations of the engagement.

1.24 Nothing prohibits an accountant who is unable to complete a re-
view engagement due to a determination that the accountant's independence is
impaired from performing a compilation engagement on those financial state-
ments.

Preconditions for Accepting a Review Engagement
1.25 In accordance with paragraph .25 of AR-C section 60 and paragraph

.08 of AR-C section 90, the accountant is precluded from accepting a review
engagement if

a. the accountant has reason to believe that relevant ethical require-
ments will not be satisfied;

b. the accountant's preliminary understanding of the engagement cir-
cumstances indicates that information needed to perform the en-
gagement is likely to be unavailable or unreliable;

c. the accountant has cause to doubt management's integrity such
that it is likely to affect the performance of the engagement; or

d. management or those charged with governance impose a limitation
on the scope of the accountant's work in terms of a proposed review
engagement such that the accountant believes the limitation will
result in the accountant being unable to perform review procedures
to provide an adequate basis for issuing a review report.

1.26 An example of when the accountant may determine that information
needed to perform the review engagement is likely to be unavailable or unre-
liable is when financial statements or accounting records necessary to perform
the review are suspected to be substantially inaccurate and incomplete.

1.27 As a precondition for accepting a review engagement to be performed
in accordance with SSARS, certain items are to be considered. In accordance
with paragraph .26 of AR-C section 60 and paragraph .09 of AR-C section 90,
the accountant is required to do the following:
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Review of Financial Statements 9
a. Determine whether preliminary knowledge of the engagement cir-

cumstances indicate that ethical requirements regarding profes-
sional competence will be satisfied.

b. Determine whether the financial reporting framework selected by
management to be applied in the preparation of the financial state-
ments is acceptable.

Application to a Review of a Single Financial Statement or a Speci-
fied Element, Account, or Item of a Financial Statement

In a review of a single financial statement or a specific element, account, or
item of a financial statement, the accountant's determination about whether
the financial reporting framework selected by management to be applied in
the preparation of the single financial statement, account, or item of a finan-
cial statement includes consideration of whether the application of the finan-
cial reporting framework will result in a presentation that provides adequate
disclosure to enable the intended users to understand the information con-
veyed in the financial statement or the specific element and the effect of ma-
terial transactions and events on the information conveyed in the financial
statement or the specific element.

1.28 Accounting principles generally accepted in the United States of
America (GAAP) and International Financial Reporting Standards (IFRS) are
general purpose frameworks and are presumed to be acceptable. In determin-
ing whether the financial reporting framework selected by management to be
applied in the preparation of the financial statements is acceptable, the ac-
countant may consider whether the financial reporting framework exhibits the
characteristics of suitable criteria. Suitable criteria exhibit all of the following
characteristics:

� Relevance. Criteria are relevant to the subject matter.
� Objectivity. Criteria are free from bias.
� Measurability. Criteria permit reasonably consistent measure-

ments, qualitative or quantitative, of subject matter.
� Completeness. Criteria are complete when subject matter pre-

pared in accordance with them does not omit relevant factors that
could reasonably be expected to affect decisions of the intended
users made on the basis of that subject matter.

The relative importance of each characteristic to a particular engagement is a
matter of professional judgment. For example, even though a financial report-
ing framework designed for a special purpose may not result in the preparation
of financial statements that is free from bias, that financial reporting frame-
work may be acceptable in the circumstances.

1.29 Additionally, the accountant's determination of the acceptability for
the financial reporting framework to be applied in the preparation of financial
statements would include a consideration of the nature of the entity and the
intended purpose and users of the financial statements. Financial statements
prepared in accordance with a special purpose framework may not be suitable
for general purposes, as the users may not understand the financial reporting
framework.
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10 Preparation, Compilation, and Review Engagements

1.30 Additionally, as a precondition for accepting a review engagement, in
accordance with paragraph .26c of AR-C section 60, the accountant is required
to obtain the agreement of management that it acknowledges and understands
its responsibility

a. for the selection of the financial reporting framework to be applied
in the preparation of financial statements.

b. for the preparation and fair presentation of financial statements
in accordance with the applicable financial reporting framework
and the inclusion of all informative disclosures that are appropri-
ate for the applicable financial reporting framework used to pre-
pare the entity's financial statements. If the financial statements
are prepared in accordance with a special purpose framework, this
includes

i. a description of the special purpose framework, including
a summary of significant accounting policies, and how the
framework differs from GAAP, the effect of which need not
be quantified, and informative disclosures similar to those
required by GAAP, in the case of special purpose finan-
cial statements that contain items that are the same as,
or similar to, those in financial statements prepared in ac-
cordance with GAAP,

ii. a description of any significant interpretations of the con-
tract on which the special purpose financial statements are
prepared, in the case of financial statements prepared in
accordance with a contractual-basis of accounting, and

iii. additional disclosures beyond those specifically required
by the framework that may be necessary for the special
purpose framework to achieve fair presentation.

c. for the design, implementation, and maintenance of internal con-
trol relevant to the preparation and fair presentation of the finan-
cial statements that are free from material misstatement, whether
due to fraud or error, unless the accountant decides to accept re-
sponsibility for such internal control.

Practice Reminder

Although an accountant may accept responsibility for the design, implemen-
tation, and maintenance of internal control, such an activity is a manage-
ment responsibility and, as such, impairs independence if performed for an
attest client. If an accountant accepts such responsibility, the accountant is
precluded from performing a review of financial statements.

d. for preventing and detecting fraud.
e. for ensuring that the entity complies with laws and regulations ap-

plicable to its activities.
f. for the accuracy and completeness of the records, documents, ex-

planations, and other information, including significant judgments
provided by management for the preparation of financial state-
ments.

g. to provide the accountant
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i. with access to all information of which management is

aware that is relevant to the preparation and fair presen-
tation of the financial statements, such as records, docu-
mentation, and other matters.

ii. with additional information that the accountant may re-
quest from management for the purpose of the engage-
ment.

iii. with unrestricted access to persons within the entity of
whom the accountant determines it necessary to make in-
quiries.

iv. at the conclusion of the engagement, with a letter that con-
firms certain representations made during the review.

h. to include the accountant's review report in any document contain-
ing financial statements that indicates that such financial state-
ments have been reviewed by the entity's accountant, unless a dif-
ferent understanding is reached.

Communications With Predecessor Accountants
1.31 SSARS do not require a successor accountant to communicate with a

predecessor accountant in connection with acceptance of a review engagement,
but he or she may believe it is beneficial to obtain information that will assist in
determining whether to accept the engagement. The successor accountant may
consider making inquiries of the predecessor accountant when circumstances
such as the following exist:

a. The information obtained about the prospective client and its man-
agement and principals is limited or appears to require special at-
tention.

b. The change in accountants takes place substantially after the end
of the accounting period for which statements are to be reviewed.

c. There have been frequent changes in accountants.
The predecessor accountant and the prospective client may have disagreed
about accounting principles, procedures applied by the predecessor accountant,
or similarly significant matters.

1.32 Except as permitted by the AICPA Code of Professional Conduct, an
accountant is precluded from disclosing any confidential information obtained
in the course of an engagement unless the client specifically consents. Accord-
ingly, if the successor accountant decides to communicate with the predecessor,
it is important that the successor accountant request the client to (a) permit
the successor accountant to make inquiries of the predecessor accountant and
(b) authorize the predecessor accountant to respond fully to those inquiries. If
the prospective client refuses to permit the predecessor accountant to respond
or limits the response, the successor accountant may want to inquire about the
reasons and consider the implications of that refusal in connection with accep-
tance of the engagement.

1.33 When the successor accountant decides to communicate with the pre-
decessor accountant, the inquiries may be oral or written. The inquiries are
most useful if they are specific and reasonable regarding matters that will as-
sist the successor accountant in determining whether to accept the engage-
ment. Matters subject to inquiry would include (a) information that might bear
on the integrity of management (owners), (b) disagreements with management
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12 Preparation, Compilation, and Review Engagements

(owners) about accounting principles or the necessity for the performance of
certain procedures or similarly significant matters, (c) the cooperation of man-
agement (owners) in providing additional or revised information, if necessary,
(d) the predecessor's knowledge of any fraud or illegal acts perpetrated within
the client, and (e) the predecessor's understanding of the reason for the change
of accountants.

1.34 It is considered good practice for the predecessor accountant to re-
spond promptly and fully to the inquiries, on the basis of known facts. However,
the predecessor accountant may decide, due to unusual circumstances such
as impending, threatened, or potential litigation; disciplinary proceedings; or
other unusual circumstances, to not respond fully to the inquiries and instead
indicate that the response is limited. A limited response may have implications
in connection with acceptance of the engagement.

Agreement on Engagement Terms
1.35 Paragraph .11 of AR-C section 90 states that the accountant should

agree upon the terms of the engagement with management or those charged
with governance, as appropriate. The agreed-upon terms of the engagement
should be documented in an engagement letter or other suitable form of writ-
ten agreement between the parties that is signed by both the accountant or
the accountant's firm and management or those charged with governance as
appropriate.

1.36 Such an understanding reduces the risk that the accountant or the
client may misinterpret the needs or expectations of the other party. For ex-
ample, it reduces the risk that management may inappropriately rely on the
accountant to protect the entity against certain risks or to perform certain func-
tions that are management's responsibility.

1.37 The accountant should ensure that the engagement letter includes
the objectives of the engagement, management's responsibilities as set forth in
paragraph 1.30, the accountant's responsibilities, the limitations of the review
engagement, identification of the applicable financial reporting framework for
the preparation of the financial statements, and the expected form and content
of the accountant's review report and a statement that there may be circum-
stances in which the report may differ from its expected form and content.

Observations and Suggestions

Obtaining an engagement letter at least annually is considered a best prac-
tice. The engagement letter can cover multiple services and address both
nonattest and attest services (for example, an engagement to prepare monthly
financial statements and review the annual financial statements for an
entity).

1.38 Illustrations of engagement letters for review engagements are in-
cluded in paragraph 1.237.

Understanding of the Industry
1.39 According to paragraph .14 of AR-C section 90, to perform the review

engagement, the accountant should possess or obtain an understanding of the
industry in which the entity operates, including the accounting principles and
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practices generally used in the industry, sufficient to enable the accountant to
review financial statements that are appropriate for an entity operating in that
industry. Review procedures can be performed effectively only if the accountant
is familiar with the industry-specific accounting principles used by the entity.
For example, if the entity is a real estate developer, the accountant should be
aware of the existence and application of specialized accounting methods for
real estate developers. For many review engagements, the entity does not use
specialized or unique accounting practices. In this case, the knowledge the ac-
countant obtains related to accounting principles generally applicable to all
entities is sufficient background to successfully execute a review.

Knowledge of the Entity
1.40 Pursuant to paragraph .15 of AR-C section 90, the accountant is re-

quired to obtain knowledge about the entity sufficient to identify areas in the
financial statements where there is a greater likelihood that material misstate-
ments may arise and to be able to design procedures to address those areas. The
knowledge should include an understanding of (a) the entity's business and (b)
the accounting principles and practices used by the entity.

1.41 However, when the entity operates in an industry characterized by
specialized accounting principles, the accountant should be familiar with that
industry's specialized accounting principles, practices, and methods. If the ac-
countant is not already knowledgeable about the industry-specific principles,
he or she may obtain an understanding of such principles by referring to ap-
propriate material. For example, the accountant may

� review relevant AICPA Audit and Accounting Guides;
� review industry publications;
� review financial statements of other entities in the same industry;
� consult with other individuals familiar with accounting practices

in the industry;
� read periodicals, textbooks, and other publications that discuss fi-

nancial accounting and reporting practices;
� attend seminars conducted by accounting and industry groups;

and
� take continuing professional education courses on the subject

matter.

1.42 The accountant should understand the accounting principles and
practices used by the entity in measuring, recognizing, recording, and disclos-
ing all significant accounts and disclosures in the financial statements. The
accountant may obtain an understanding of the accounting policies and pro-
cedures used by management through inquiry, the review of entity prepared
documents, or experience with the entity.

1.43 The accountant's understanding may include, for example, the en-
tity's policies and procedures related to the following:

� Inventory valuation
� Fixed asset depreciation
� Revenue recognition, including whether the entity has a unique

revenue recognition policy
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� Estimates
� Asset impairment

1.44 The accountant's understanding also may include matters such as
changes in accounting practices and principles and differences in the entity's
business model as compared with normal practices within the industry. The
accountant's review procedures will be affected if unusual accounting policies
and procedures come to the accountant's attention.

1.45 The accountant's understanding of the entity's business encompasses
a general understanding of the entity's organization; its operating character-
istics; and the nature of its assets, liabilities, revenues, and expenses. The ac-
countant's understanding of the entity's business is fundamental to a successful
review.

1.46 Factors to consider in understanding the organization include the
form of business organization, the entity's history, and the management struc-
ture.

1.47 A general understanding of the entity's organization is part of the
accountant's knowledge of the entity's business. Some of the factors the accoun-
tant might consider include the following:

� Form of business organization
� Principals involved in the organization
� Organizational chart
� Related party transactions

Form of Business Organization
1.48 The business may be set up as a corporation, a partnership, a sole pro-

prietorship, or some other business form allowed by the state in which the orga-
nization is located. Knowledge of the form of business allows the accountant to
anticipate how transactions, especially capital transactions, should be recorded
and classified. For example, property or cash distributions may be treated as a
dividend or withdrawal, depending on whether the organization is a corpora-
tion or sole proprietorship. In addition, the business form dictates the form of
the equity section of the financial statements.

1.49 In a similar fashion, whether the organization is a taxpaying entity
or simply files tax returns for informational purposes may affect the financial
statements. For example, for a taxpaying entity, certain transactions are re-
quired to be presented net of tax effects, but an entity that does not pay taxes
(such as a partnership) would not present those transactions net of tax.

1.50 The legal form and tax status of an entity also are important when
the entity is one of several entities owned by a single investor or the same group
of investors. If the accountant is reviewing the financial statements of one of
several commonly owned entities, it is imperative that the concept of an ac-
counting entity be clearly identified before financial statements are prepared.
For example, the reporting entity may include all businesses owned by the same
group of investors, and even though there is no equity interest among the en-
tities, many of the practices used in accounting for consolidating entities must
nonetheless be used.
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