Preparation, Compilation,
and Review Engagements

Based on the
AICPA Preparation, Compilation, and
Review Engagements Guide



Table of Contents

Chapter 1 — Review of Financial Statements...............cooooiiiiiiiiiiii s 1
LeArNiNg ODJECHVES .....ciiiiiiiiiiiieie ettt e ettt e e e e e e et b ettt e e e e e e e nteeeeeaaa e e s e nnnbbeeeeaaeeeaannrneeeaaaeas 1
T a1 (oTo U1 i o] o 1S 1
Y o] o] Toz=1 o1 1 4P 2
Consideration of Materiality in @ Review Engagement .............oooiiiiiiiaiiiiiiiie e 2
Lo [T =10 0 =T ) PSSP 3

General Principles for Performing and Reporting on Review Engagements ............cccooociiiiiieeeenne 3
Professional Skepticism in a Review Engagement ... 4
Engagement Level Quality Control in a Review Engagement ..., 4
TaTo (=T oT=T g T =1 oo -SSP 5
Preconditions for Accepting a Review Engagement............ooooiiiiiii i 6
Communications With Predecessor ACCOUNTANTS........cooiiiiiiieiicceeccceeee e 8
Agreement on ENgagement TEIMIS.......coiiiiiiiiiiiiii 9
Understanding of the INAUSHIY .......oooo it e e e e e 9
Knowledge of the ENtity ..........eeeiiiiee e e e e e e nnee s 10
Designing and Performing Review ProCedures...............coo i 13
ANAIYVHCAl PrOCEAUIES ..o 14
MTUSErative ANGIYEICS ....cooviiiiiiiiiiii 21
Inquiries and Other REVIEW ProCEAUIES ............cociiiiiiiiiiiiee e 25
LTS (= Y= LT [0 T [T PSP 28
Reading the Financial Statements..............ooiiii e 34
Reconciling the Financial Statements to the Underlying Accounting Records ...........cccccceeiiiiinneee. 35
Evaluating Evidence Obtained From the Procedures Performed................uuuuvvviviiviviviviiiiniiiiiiinnnnnn. 35
Written RepreSEntations........cooii it e e e e e et e e e e e e e ee e e e e aaeanes 36
Communicating to Management and Others Regarding Fraud or Noncompliance With Laws
aNd RegUIALIONS ... 43
Reporting on the Financial Statements — General.............ooooiiiiiiiiiiiiii e 44
Reporting on Financial Statements Prepared in Accordance With a Special Purpose Framework ... 46
Reporting on Comparative Financial Statements...............uuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeeenns 46
Reporting on Known Departures From the Applicable Financial Reporting Framework ................... 48
Emphasis-of-Matter and Other-Matter Paragraphs in the Accountant’s Review Report................... 49
Alert That Restricts the Use of the Accountant’s Review Report..........cccccvvvvvviiiic, 50
Reporting on Financial Statements Prepared in Accordance With a Financial Reporting
Framework Generally Accepted in Another Country ............eeeiiiii i 50
The Accountant’s Consideration of an Entity’s Ability to Continue as a Going Concern................... 51
Consideration of the Effects on the Accountant’s Review Report..........ccooooviiiiiiiiiiiiece e, 51
Subsequent Events and Subsequently Discovered Facts ...........coooeeeiiiiiiiiiiiiee e 52
Initial Review Engagements — Opening BalanCes ............ooouuuiiiiiiiiiiiiiiieee e 53
Reference to the Work of Other Accountants in an Accountant’s Review Report ..............cccvvvevvnnns 54
Supplementary Information That Accompanies Reviewed Financial Statements...................ccco.... 54
Required Supplementary INfOrM@ation ...............uuuueeuieiiiiiiiieiiiiiieireeieeeeeeeeeeeeeeeeeeerrrerrrerrr e 55
Change in Engagement From Audit 10 REVIEW ............uuiiiiiiiiii e 56
ReVIEW DOCUMENTALION ...t e ettt e e e e e e e e et e e e e e e e eeeean e e eeas 57
lllustrative Engagement LEtErsS.........ooviiiiiiiiiii 57
lllustrative Representation Letter. ... ... e 65
lllustrative Accountant’s Review Reports on Financial Statements...............ccccccevvviiiii 68
REVIEW QUUESHIONS ...ttt e e e e oottt e e e e e e s e abbeeeeaaaeeesaanbbaeeeeaaeeaaannneneas 94
REVIEW ANSWETS ... ettt e e oo e e ettt oo oo e e e e e ettt e e e e aeeeetaan e e eaaeeentannaeeeaeeenssnnnnaaaaaaaees 97

Chapter 2 — Compilation of Financial Statements..............ccoooiiiiiiiiccici 103
=TT g1 To IO o] [=Te1 1)Y= PRSP 103
T (e T 0T i o) o 1P 103
Y o] o] o7=1 o1 1 PP 103
[T o [T =10 0= ) TSR 104

General Principles for Performing and Reporting on Compilations of Financial Statements........... 104

Engagement Level Quality Control in a Compilation Engagement ............cccceeeeeiiiiiiiiiiieneeeenee 104



Table of Contents

TaTe (=T oT=Tg o =1 oo - PP 105
Preconditions for Accepting a Compilation Engagement...............cooiiiiiiiiiiiiiiiiiiee e 106
Agreement on ENgagement TEIMIS........ooviiiiiiiiiii 108
Knowledge and Understanding of the Entity’s Financial Reporting Framework ................c.c.ccvvvveee. 108
Reading the Financial Statements...............eiiiii i 109
Other Compilation ProCEAUIES .......coiiiiiiieeeeee et 110
REPOMING —— GENEIAL ...ttt e e e ettt e e e e e e s s nt e e e e e e e e e e s anneraeeeaaaeeaanns 111

Reporting — Financial Statements Prepared in Accordance With a Special Purpose Framework . 112
Reporting — Financial Statements that Omit Substantially All the Disclosures Required by

the Applicable Financial Reporting Framework ..o 113
Reporting — Comparative Financial Statements ...............uuuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeene 114
Reporting — When the Accountant Is Not Independent..............coooi i 117
Reporting — Known Departures From the Applicable Financial Reporting Framework.................. 117
Reporting — Supplementary Information That Accompanies Financial Statements and the

Accountant’s Compilation Report TREIrEON. ..........uuuuuiiiiiiiiiiiiiiieiiiiiieiirerieeeeereeeereerarreererrrrrrrenee 118
Reporting — Required Supplementary Information..................euuveiiiiiiiieiiiiiiiiiiiiiiiieieeeeeeeeeeeee. 119
Reporting — Alert That Restricts the Use of the Accountant’'s Compilation Report...................e.e. 120
Reporting — Emphasis-of-Matter or Other-Matter Paragraphs ..............cccvvvvvviiviviiiiviiiiiininiiiiinnn. 120
Reporting — Financial Statements Prepared in Accordance With a Prescribed Format ................ 120
Compilation of Specified Elements, Accounts, or Items of a Financial Statement.......................... 121
Change in Engagement From Audit or Review to a Compilation Engagement...............cccceeeeennnn. 121
Documentation REQUINEMIENTS ... ...ooiiiiiiiii et e e e e e e e e e e e e e e e eeeennnas 122
lllustrative Engagement LEters.........ooovviiiiiiiiii 123
lllustrative Examples of the Accountant’s Compilation Report on Financial Statements................. 135
Exhibit — Compilation Reporting Requirements When Independence Is Impaired........................ 147

REVIEW QUESTIONS ... .uuiiiiiiiiiiiieiiieeeeeeeetteee ettt e e s e se s e sttt et e st s e s st e s s s st s s s s s st s s s s s s s e s sssssenssnsnnnnnnn 149
REVIEW ANSWETS ...ttt e e e e ettt e e e e e e et ettt e e e e e eeeeetasa e e eeaaeeessnn e e aaaeaeeensnnnaeenn 151
Chapter 3 — Preparation of Financial Statements ..............ccooviiiiiiiiiiici s 155
T T a1 To IO o] [=Tex 1)Y= PRSP 155
T (e T 0T i) o 1P 155
Y o] o] To7=1 o1 1 4P 156
TaTo (=T oT=T g T =1 oo -SSP 158
[T o [T =10 0= ) RSP 158
General Principles for Performing Engagements to Prepare Financial Statements........................ 158
Engagement Level Quality Control in an Engagement to Prepare Financial Statements............... 159
Preconditions for Accepting an Engagement to Prepare Financial Statements ............cccccvvvvvnnne. 159
Agreement on Engagement TEIMIS........ooviiiiiiiiiiiii 160
Knowledge and Understanding of the Entity’s Financial Reporting Framework ................c.ccc.vvvveee. 161
Preparing the Financial Statements..............oooii e 162
Preparation of Financial Statements in Accordance With a Special Purpose Framework .............. 163
Preparation of Financial Statements That Contain a Known Departure or Departures From

the Applicable Financial Reporting Framework .............ooo e 163
Preparation of Financial Statements That Omit Substantially All Disclosures Required by the

Applicable Financial Reporting Framework..............o e 164
Preparation of Financial Statements Included in a Prescribed Form ...............coooiiiiiiiiiiiinnn. 164
Communication With Management..............eeiiiiiiiiee e e e e e e e 165
Documentation REQUITEMIENTES ..ot e e e e e e eeaee e e e e e e e eeeannnas 165

lllustrative Engagement LEters.........oooiviiiiiiiii 165
REVIEW QUESTIONS ... uutviiiitiietieiiieeeieeeeeee et tee ettt e e e st asess e sttt et e s st s st s s s s s s s s s s s s s s s s s st e s sssssnssnsnnnnnn 177
REVIEW ANSWETS ...ttt e oo e e et ettt e e e a2 e e e ettt e e e e e eeeeeeana e e e eaeeeessan e e aaaaaeennsnnnnaeann 179
Chapter 4 — Compilation of Pro Forma Financial Information..............cccooviiiiiiiiiiiieeeeereeeeee 181
=TT g1 To IO o] [=Te1 1)Y= PRSP 181

T (e T 0T i) o 1P 181

Y o] o] o7=1 o1 1 4P 181
[T o [T =10 0= ) TSR 182
General Principles for Compilations of Pro Forma Financial Information......................ccccccoeeee . 182
Acceptance and Continuance of Client Relationships...........ccccccvvvviii 182

i



Table of Contents

Agreement on Engagement TEIMIS. .. ... 183
The Accountant’s Knowledge and Understanding of the Entity’s Financial Reporting Framework.. 183
L070) 0 0] 011 =1 L0 I o To7=Te (U= 184
The Accountant’s Compilation Report on Pro Forma Financial Information...............ccc.ccc..o..... 184
[ To o8 o T=T o ¢= L1 [0} o PP 185
lllustrative Engagement Letter for a Compilation of Pro Forma Financial Information......................... 185
lllustrative Accountant’s Compilation Report on Pro Forma Financial Information............................. 187
REVIEW QUESHIONS ...ttt e e e e et ettt e e e e e e e s e aabe e e e e e e e e e s e e anbtsaeeeaaeesaannnnnneas 189
REVIEW ANSWETS ...ttt e oo e e et ettt e e e a2 e e e ettt e e e e e eeeeeeana e e e eaeeeessan e e aaaaaeennsnnnnaeann 190

Chapter 5 — Preparing or Performing a Compilation or Review of Personal Financial

8= 1 =T 43 =T 1PN 193
=TT g1 To IO o] [=Te1 1)Y= PRSP 193
T (e T 0T i) o 1P 193
ACCOUNtING CONSIAEIALIONS .....eiiiieiiiieiii et e e e e e e et e e e e e e e s e anneeeeeeaa e e e s e nnneeeeaaaans 193
Internal Control With Respect to Personal Financial Statements...............cccccvvviii 194
Agreement on ENgagement TEIMIS.......oooiiiiiiiiiiiii 195
Fraud and lllegal Acts in an Engagement to Prepare or in a Compilation or Review of Personal

Financial StatemeEnts..........oooo i 195
Representation Letters. .. .. ..o et e a e as 195
Compilation and Review Reports on Personal Financial Statements ............cccccccceeeiiiiiiiie . 196
Departures From the Applicable Financial Reporting Framework...............cooooiiiiii 196

lllustrative Engagement LEters ... 196
lllustrative Representation Letter.. .. ... 203
lllustrations of Accountant’s Compilation and Review Reports on Personal Financial Statements..... 205
REVIEW QUESTIONS ... .uuiiiiiiiiiiiieiiieeeeeeeetteee ettt e e s e se s e sttt et e st s e s st e s s s st s s s s s st s s s s s s s e s sssssenssnsnnnnnnn 208
REVIEW ANSWETS ...ttt e e e e ettt e e e e e e et ettt e e e e e eeeeetasa e e eeaaeeessnn e e aaaeaeeensnnnaeenn 209

Chapter 6 — Special Considerations — International Reporting Issues .............ccceeviiiiiiiccccccnnssnsnnn, 211
T T a1 To IO o] [=Tex 1)Y= PRSP 211
T (e T 0T i) o 1P 211
Y o] o] o7=1 o1 1 PP 211
[T o [T =10 0= ) RSP 212

Considerations When Accepting the Engagement.......... ..o 212

Compilation or Review of Financial Statements Prepared in Accordance With a Financial

Reporting Framework Generally Accepted in Another Country ...........cccooiiiiiiiiieeiin e, 213
Application of Another Set of Compilation or Review Standards .............cccccovvviii, 213

=T oT] 1] oo TR TP P PP P P PO PP PPPPPPPPPPPPPPPRY 214
Accountant’s Report for Compilations or Reviews Conducted in Accordance With Both SSARSs

and Another Set of Compilation or Review Standards..............cccccevieiiiii 215

lllustrative Examples of the Accountant’s Compilation and Review Report on Financial
Statements Prepared in Accordance With a Financial Reporting Framework Generally Accepted
in Another Country Performed in Accordance With SSARSs and Another Set of Compilation or
REVIEW SEANAAIAS ... 215
Exhibit — Incremental Procedures Required to be Performed if a Review is to be Conducted in
Accordance with SSARSs and International Standard on Review Engagements 2400 (Revised),

Engagements to Review Historical Financial Statements..............cccccciiiiiieeeen 220
REVIEW QUESTIONS ...t e e e e e e e e e e e e e e e e eea e nas 223
REVIEW ANSWETS ... ittt e et e e et e e e ettt e e e et e e e e et e e e e et e e s saaanaeseaaaesestneeessnnaaeesnnaaaes 224

Appendix A — Overview of Statements on Quality CoNntrols..........ceeeeeeeemmmmmmmeimemmmeeeeeeneeeeeeeeeeeeeene. 225
L€ o =TT 1 233
Index of Pronouncements and Other Technical Guidance........ccc..ccccoiiiiiiircci e, 239
g T = 241

il





