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Compilation and Review Alert— 1998/99

Introduction

What’s the authority of the Compilation and Review Alert— 1998/99?

The C om pilation a n d  R eview  A lert—1998/99 is a nonauthorita­
tive practice aid designed to help accountants plan and perform 
their 1998 and 1999 compilation and review engagements. It 
clarifies certain existing Statements on Standards for Accounting 
and Review Services (SSARSs), suggests ways of implementing 
those standards in special circumstances, points out pitfalls that 
frequently occur in compilation and review engagements, and 
addresses emerging practice problems.

Current Issues

Developments at the ARSC

What’s the current status of the Accounting and Review Services 
Committee’s deliberations on how to clarify the applicability of 
SSARS No. 1?

Since 1994, the Accounting and Review Services Committee 
(ARSC) has been trying to clarify the applicability of SSARS 
No. 1, C om pilation  a n d  R eview  o f  F inan cia l S tatem ents (AICPA, 
Professional Standards, vol. 2, AR sec. 100), and to make sure that 
the existing standards square with developments in technology 
and regulation. To understand where ARSC is today, the follow­
ing is a summary of the major developments in the history of 
this project.

• September 1995—ARSC issues an exposure draft of a pro­
posed SSARS entitled “Assembly of Financial Statements 
for Internal-Use Only” that would have permitted CPAs to 
prepare financial statements for clients without having to 
compile them.
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February and M ay 1996—ARSC meets to discuss the 
more than 500 comment letters received on the exposure 
draft and seeks additional information about the kinds of 
problems CPAs encounter when performing compilation 
engagements.

August 1997—After extensive discussion and fact-finding, 
ARSC conducts a two-day public hearing to solicit views 
on (1) the applicability of SSARS, (2) additional exemp­
tions from SSARS, and (3) the acceptability of plain-paper 
financial statements (meaning, statements that do not dis­
close the identity of the CPA who has prepared them). 
Nineteen speakers participated in the public hearing. 
There were divergent views on the first two issues listed 
above; seventeen of the nineteen participants were opposed 
to plain-paper financial statements.

October 1997—ARSC meets to discuss the public hearing, 
votes to withdraw the assembly exposure draft, and concludes 
that plain-paper financial statements should not be permitted.

February 1998—ARSC concludes that along with a major 
educational effort, the practice problems emanating from 
SSARS No. 1 can be best remedied by three exposure drafts 
that (1) clarify the applicability of SSARS, (2) preclude a 
CPA from compiling financial statements for a client if the 
CPA performs controllership services for that client, and 
(3) exempt financial statements included in written busi­
ness valuations from the applicability of SSARS.

July 1998—ARSC discusses the effect of recent rules en­
acted by the Florida Legislature to comply with a federal 
court ruling decreeing that CPAs employed by unlicensed 
firms (firms such as American Express Tax and Business 
Services that are not CPA firms) be permitted to hold out 
as CPAs and be associated with financial statements. The 
Florida rules enable CPAs working for such firms to be as­
sociated with financial statements of their clients. How­
ever, Florida rules and the AICPA Bylaws prohibit CPAs in 
unlicensed firms from compiling financial statements in
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accordance w ith the SSARS. The dilemma can best be 
summarized as follows.
1. According to the Florida rules, CPAs in nontraditional 

firms can report on financial statements that they issue 
to clients or others via an assembly service.

2. Such CPAs cannot compile or report on those financial 
statements in accordance with the SSARS.

3. CPAs who issue financial statements to clients or others 
outside of SSARS, as permitted in item 1 in the preced­
ing, are in violation of AICPA rules.

No matter what, something has to change. Because of the com­
plexity and far-reaching consequences of the issues, the ARSC 
voted to hold in abeyance the three exposure drafts discussed 
above. Currently, the AICPA Board of Directors is considering 
alternative solutions to the problem—stay tuned.

The Compilation— A Professional Service

What are the performance standards in a compilation engagement?
Is it permissible for paraprofessionals to perform the compilation 
engagement and issue the report?

A compilation involves more than merely reading the client’s 
financial statements and attaching a compilation report to those 
financial statements. And although a compilation report provides 
no assurance that the financial statements are in conformity with 
generally accepted accounting principles (GAAP) or another com­
prehensive basis of accounting (OCBOA), there are performance 
requirements that must be followed. As a refresher, the following 
is a summary of the compilation performance requirements. The 
accountant should do the following.

1. Establish an understanding with the entity about the ser­
vices to be performed and the report the accountant expects 
to issue.

2. Have or obtain knowledge of the accounting principles 
and practices of the entity’s industry (GAAP or OCBOA) 
and a general understanding of the following:
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a. Nature of the entity’s transactions
b. Form of its accounting records
c. Stated qualifications of its accounting personnel
d. Accounting basis on which the financial statements are 

to be presented and the form and content of those finan­
cial statements

3. Consider whether it is necessary to perform other account­
ing services before compiling the financial statements.

4. Perform additional work if  information supplied by the 
client appears to be incorrect, incomplete, or otherwise 
unsatisfactory

5. Read the compiled financial statements and consider 
whether they appear to be appropriate in form and free 
from obvious material error.

In general, a compilation requires an informal reading of the 
client’s financial statements to determine whether they are in 
proper form (GAAP or OCBOA) and whether they contain obvi­
ous material errors. A staff person or a paraprofessional may per­
form the compilation, prepare the accountant’s report, and 
submit them to a client provided that they meet the aforemen­
tioned performance requirements and provided that the CPA 
firm retains responsibility for the engagement and the representa­
tions in the compilation report. Of course, this would entail ap­
propriate supervision and review of the staff person or 
paraprofessional performing the compilation procedures. The ex­
tent of the supervision and review would vary depending on the 
experience and knowledge of the person performing the work. Fi­
nally, accountants should remember that a compilation is a pro­
fessional service and, although it is not an assurance engagement, 
they should always follow the performance and reporting stan­
dards in the SSARSs.
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Required Compilations, Required Reviews

Can a CPA be required to compile financial statements if he or she was 
not engaged to do so? When is review required?

Required Compilations
The accountant must perform a compilation whenever all of the 
following conditions are met.

1. Financial statements, including a single financial statement 
such as a balance sheet or a statement of cash receipts and 
disbursements are presented.

2. The financial statements are not audited or reviewed.

3. The client is a nonpublic entity, for example, a corporation, a 
combined group of affiliated entities, a not-for-profit organi­
zation, a governmental unit, an estate or trust, a partnership, 
a proprietorship, a segment of any of these, or an individual.

4. The accountant submits the financial statements to clients 
or anyone else.

There are four specific exemptions from the general compilation 
performance and reporting standards. These are as follows:

1. Certain p erson a l f in a n c ia l statem ents. See SSARS No. 6, Re­
p o r t in g  on P ersonal F inan cia l S tatem ents In c lu d ed  in  Written 
P ersona l F in an cia l P lans, (AICPA, P ro fessiona l S tandards, 
vol. 2, AR sec. 600).

2. Tax returns, in c lu d in g  Forms 9 9 0  f o r  organ iza tion s ex em pt 
fr om  in com e tax, a n d  5500 f o r  em ployee b en efit plans. See In­
terpretation No. 10, “Reporting on Tax Returns,” of SSARS 
No. 1 (AICPA, P ro fe ss ion a l S tandards, vol. 2, AR sec. 
9100.31-.32).

3. Certain p r e s c r ib ed  fo rm s  w h en  d e s ign ed  by th e user, n o t th e 
clien t. See SSARS No. 3, C om pilation Reports on F inan cia l 
S tatem en ts In c lu d ed  in  C erta in P rescr ib ed  Forms (AICPA, 
Professional Standards, vol. 2, AR sec. 300).
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4. Certain litiga tion  support services tha t in vo lv e p en d in g  o r p o ­
ten tia l fo rm a l lega l o r regu la tory p ro ce ed in gs b efore a tr ier o f  
fa c t . See Interpretation No. 20, “Applicability of Statements 
on Standards for Accounting and Review Services to Liti­
gation Services,” of SSARS No. 1 (AICPA, P ro fe ss ion a l 
Standards, vol. 2, A R  sec. 9100.76- .78).

Notably absent from the preceding exemptions are financial 
statements included in consulting engagements and so-called 
plain paper financial statements that are printed without an ac­
countant’s name thereon. Plain paper financial statements are not 
permitted, and the financial statements included in consulting re­
ports are required to be at least compiled.

Required Reviews
An accountant is required to do a review only when engaged by his 
or her client to perform a review. Application of analytical procedures 
or other review-type procedures in a compilation engagement does 
not obligate the accountant to step up a compilation to a review en­
gagement. For example, in a compilation engagement, if  the accoun­
tant has concerns about a material account balance and resolves the 
matter by the application of review-type procedures (or even audit 
procedures), the accountant is not required to assess whether the ex­
panded work causes the engagement to become a review. The ac­
countant should report based on what the engagement letter or 
agreement calls for—in this case a compilation, not a review. This 
dovetails with Interpretation No. 13, “Additional Procedures” of 
SSARS No. 1, (AICPA, Professional Standards, vol. 2, AR sec. 
9100.46-.49). Interpretation No. 13 permits the accountant to per­
form additional procedures in a compilation or review engagement 
without requiring the accountant to change the level of the engage­
ment. Furthermore, it is consistent with Interpretation No. 3, “Re­
porting on the Highest Level of Service,” of SSARS No. 1 (AICPA, 
Professional Standards, vol. 2, AR sec. 9100.06-.12). Interpretation 
No. 3 addresses engagements in which the accountant provides more 
than one level of service on the same financial statements. Interpreta­
tion No. 3 does not preclude the accountant from applying proce­
dures that go beyond a compilation or a review and does not require 
the accountant to step up the engagement to another level of service.
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Working Papers Requirements

What working papers are required for a compilation engagement?
What working papers are required for a review engagement?

Compilation Working Papers
SSARS No. 1 does not require any working papers for a compila­
tion engagement. Nevertheless, accountants may find it helpful 
from a risk minimization and quality control perspective to in­
clude the following items in their client compilation engagement 
documentation:

1. Engagement letter

2. Trial balance information to bridge the client’s records to 
the compiled financial statements

3. Notes on how incorrect, incomplete, or unsatisfactory mat­
ters were resolved, if  any

4. If required by firm policy, compilation work program check­
list and GAAP disclosure checklist

Review Working Papers
SSARS No. 1, (AR sec. 100.31), states that in a review engagement 
the accountant should have working papers to describe the following:

1. Matters covered in the accountant’s inquiry and analytical 
procedures such as matters listed in items in items a through 
g in AR sec. 100.27 and the inquiries included in appendix A 
of SSARS No. 1.

2. Unusual matters (incorrect, incomplete, or unsatisfactory 
information) that the accountant considered and how 
those matters were resolved.

In addition to these two items, accountants typically include the 
following in their review working papers:

1. An engagement letter

2. A bridging trial balance (See the preceding section entitled 
“Compilation Working Papers” above.)
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3. The client’s representation letter (SSARS No. 1, AR sec. 
100.28, requires that a client provide the accountant with 
a representation letter in a review engagement.)

4. If required by firm policy for quality control purposes, a 
GAAP disclosure checklist, which the accountant might 
include (Because accountants cannot review financial 
statements that omit substantially all disclosures, checklists 
that include disclosure requirements are commonly used in 
review engagements.)

Working Papers of Predecessor Accountants

Are successor accountants required to obtain the working papers of 
predecessor accountants who compiled, reviewed, or audited the 
financial statements of the prior year?

SSARS No. 4, C om m unica tions B etw een  P redecessor a n d  Successor 
A ccountants (AICPA, Professional Standards, vol. 2, AR sec. 400), 
does not require successor accountants to communicate with or 
obtain access to working papers of predecessor accountants in ac­
cepting compilation or review engagements. Nevertheless, if  the 
successor accountant decides that circumstances justify communi­
cating with the predecessor accountant and also decides that access 
to the predecessor’s working papers may be useful, the successor 
accountant should inquire about the nature of the working papers 
before deciding that access would be helpful.

Communications Between Predecessor Accountant and 
Successor Accountant

If the prior year’s financial statements are audited by a predecessor 
accountant and the successor accountant proposes to perform a review 
or compilation under SSARS No. 1, is the successor accountant 
obligated to communicate with the predecessor?

Neither SSARS No. 4 nor SAS No. 84, C om m unications B etw een  
Predecessor a n d  Successor Auditors (AICPA, Professional Standards, 
vol. 1, AU sec. 315), applies if  the prior year’s financial state­
ments are audited by a predecessor accountant and the successor
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accountant proposes to perform a review or compilation under 
SSARS No. 1. Accordingly, the successor accountant is not oblig­
ated to communicate with the predecessor. However, the succes­
sor accountant may find the guidance in SSARS No. 4 useful in 
generating information about whether to accept the engagement.

Reporting on Comparative Financial Statements

What guidance is available to assist with reporting on comparative 
financial statements when a change of accountants o r  a change in the 
level of service has occurred?

SSARS No. 2, R epo rtin g  on  C om pa ra tiv e F in a n cia l S ta tem en ts 
(AICPA, P ro fessiona l S tandards, vol. 2, AR sec. 200) sets forth 
the authoritative requirements that obligate the accountant to 
report on each period when financial statements of two or more 
periods are presented in columnar form. Reporting is simple un­
less a change of accountants has occurred, the level of service 
(com pilation or review) differs from period to period, or a 
change in the nonpublic status of the entity has occurred. In 
these situations, accountants face some rather complex reporting 
decisions. Because accountants don’t frequently face these com­
plexities, applying SSARS No. 2 can be daunting. A very useful 
flowchart on page 17 of this Alert can help to make SSARS No. 
2 more user friendly. Accountants may consult the flowchart 
whenever questions about reporting on comparatives arise. All 
references in the flowchart are to SSARS No. 2. The flowchart 
covers both predecessor and successor accountants. The flow­
chart also references the appropriate SAS if  the client’s compara­
tive financial statements are audited, such as SAS No. 58, Reports 
on  A ud ited  F inan cia l S tatem ents (AICPA, P rofessiona l Standards, 
vol. 1, AU sec. 508), or if  the client’s status has changed from a 
nonpublic to a public entity, such as SAS No. 26, A ssocia tion  
With F inan cia l S tatem ents (AICPA, P rofessiona l Standards, vol. 1, 
AU sec. 504).1

1. The flowchart is reproduced with permission from Guide to Compilation and Review 
Engagements, written by Clay, Guy, McMurrian, and McElroy (Fort Worth: Practi­
tioners Publishing Company, 1998).
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Here are some definitions from SSARS No. 2 that facilitate the 
use of the flowchart.

1. U pdated R eport—A continuing accountant issues this kind 
of report, which considers new information from the cur­
rent engagement and re-expresses the previous conclusions 
or expresses different conclusions on the prior period finan­
cial statements as of the current report date.

2. Reissued R eport—Issued subsequent to the date of the orig­
inal report but bearing the same date as the original report, 
a reissued report may need to be revised and dual-dated for 
the effects of specific events.

To demonstrate the use of the flowchart, assume that a successor 
accountant is performing a review of the current year’s financial 
statements. The prior year’s financial statements were reviewed by 
another accountant. The prior year’s financial statements had to 
be corrected because of an error in applying GAAP. The predeces­
sor accountant has refused to correct and reissue the review re­
port. Using the flowchart on page 17, what course of action 
should the successor accountant take? The answer is that the suc­
cessor accountant will have to compile or review the prior year’s 
financial statements, and he or she should not refer to the prede­
cessor accountant in his or her report.

Knowledge Acquired While Performing Accounting Services

When SSARS No. 1 refers to “knowledge acquired in performing 
other accounting services, ” what does the phrase ’’may result in 
modification ” mean ?

According to SSARS No. 1 (AR sec. 100.29), knowledge acquired 
in performing other accounting services (such as providing book­
keeping or data-processing services) may result in the modification 
of the inquiries and analytical procedures performed in a review en­
gagement. What does “may result in modification” mean?

In a review, the accountant performs inquiries and applies analyt­
ical procedures to obtain a reasonable basis for expressing limited
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Flowchart of SSARS No. 2 (AR sec. 200)

*  SSARS No. 4 (AR sec. 400.10) requires the successor to request the client to notify the predecessor 
when the successor believes that the prior-period financial statements need to be restated.

17

Comparative 
financial statements 

19X2, 19X1

See auditing 
literature, 

SAS No. 58 
(AU sec. 508)

Yes   Are  
19X2, 19X1 

both
  audited?  

No

See auditing 
literature, 

SAS No. 26 
(AU sec. 502)

Yes
  Is

19X2 audited 
or a public 

 company?  

No

Type of 
accountant

Continuing

Yes
Update

Predecessor
or

Successor

Yes*Any
errors in 
19X1?

  Is  
19X2 level 
of service 
≥ 19X1?  SSARS No. 2 

(AR sec. 200)

Most common
No,

19X2 <19X1

You 
have a 
choice

SSARS No. 2 
(AR sec. 200)

SSARS No. 2 
(AR sec. 200)

No

No

  Is   
predecessor 
to  re issue ?

Reissue

SSARS No. 2 
(AR sec. 200)

SSARS No. 2 
(AR sec. 200)

Yes

Successor 
compiles or 

reviews 19X1.

SSARS No. 2 
(AR sec. 200)

Yes

  Is  
predecessor  

to correct and 
 reissue?

No



assurance on the financial statements. In practice, situations in 
which the accountant does a pure review are rare. That is, the ac­
countant frequently performs other accounting services and may 
even compile the client’s financial statements prior to performing 
the review engagement. In those situations, the accountant uses his 
or her knowledge, gained in the performance of those other ser­
vices, to modify the inquiries and analytical procedures in areas in 
which additional evidence is needed to achieve limited assurance. 
Finally, in situations in which the accountant has compiled the fi­
nancial statements, Interpretation No. 3 of SSARS No. 1 (AR sec. 
9100.06-.12), states that the accountant should only issue the re­
view report— the report appropriate for the highest level of service.

Applying Analytical Procedures

What kinds of analytical procedures does the accountant perform and 
how should they be applied?

SSARS No. 1 (AR sec. 100.04) states that a review consists of 
performing inquiry and analytical procedures to provide the ac­
countant with a reasonable basis for expressing limited assurance 
on the financial statements. W hat kinds of analytical procedures 
does the accountant perform and how should those analytical 
procedures be applied?

SSARS No. 1 (A R  sec. 100.27(c)) indicates that analytical proce­
dures consist of the following:

1. Comparison of financial statements with statements for 
comparable prior period(s)

2. Comparison of the financial statements with budgets and 
forecasts

3. Study of the relationships of the elements of the financial 
statements that would be expected to conform to a pre­
dictable pattern

Other kinds of analytical procedures may also be used to supple­
ment some of the preceding three types. For example, if  available, 
industry information may be used or relationships to nonfinan­
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cial information (for example, sales to square footage of selling 
space) may be used.

In applying analytical procedures in a review engagement, the ac­
countant may achieve both effectiveness and efficiency by using 
the following decision approach.

1. Identify immaterial account balances or classes of transac­
tions. Apply no analytical procedures to them if the risk of 
understatement is low.

2. Identify account balances or classes of transactions in which 
you have applied significant other accounting services. 
Consider the evidence that you already have and whether any 
material errors are likely to remain—do not apply analytical 
procedures to them.

3. For remaining account balances and classes of transactions, 
develop expectations (for example, using historical trends 
adjusted for known changes) for them.

4. Consider how close the existing account balance or class of 
transactions comes to the expectation developed in item 3. 
If the results are close, no additional evidence is needed.

5. If the differences are large, material errors could exist. In­
quire about valid business reasons for the difference. If re­
sults of inquiry are plausible and agree with other evidence, 
no additional evidence may be needed.

6. If additional evidence is needed, apply other analytical 
procedures or obtain other suitable evidence.

Emphasis Paragraphs

When should an accountant add a paragraph to a compilation or review 
report to emphasize a matter about the financial statements?

Footnote 18 of SSARS No. 1 (AR sec. 100) states, “Nothing in 
this statement...is intended to preclude an accountant from em­
phasizing in a separate paragraph of his or her report a matter re­
garding the financial statements.” Footnote 18 permits, but never 
requires, an emphasis paragraph.
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Accountants frequently add voluntary emphasis paragraphs to 
compilation and review reports to call attention to matters dis­
closed in notes to the financial statements such as going-concern 
problems, litigation matters, and related-party transactions.

When an accountant decides to add an emphasis paragraph, the 
following practice guidelines should be followed:

1. Emphasis paragraphs should not introduce new information 
about the financial statements; they should only highlight or 
emphasize a matter disclosed in the financial statements.

2. If the financial statements are deficient or do not contain a 
needed disclosure and the client does not correct the state­
ments, the accountant is required to state, in a separate 
paragraph of the report, that the financial statements con­
tain a departure from GAAP or OCBOA. This required 
paragraph differs from a voluntary emphasis paragraph.

3. Emphasis paragraphs should not contain information 
about the procedures the accountant has performed or has 
not performed.

4. Emphasis paragraphs should not contain the accountant’s 
conclusions or opinions.

5. If the accountant decides to add an emphasis paragraph to 
highlight a going-concern disclosure in the client's financial 
statements, the term substantia l d oub t should not be used in 
that paragraph. (Substantial doubt is an audit-evidence- 
based concept that should only be used in audit reports.)

Consulting on Complex Technical and Ethical Questions

Are accountants performing compilation and review engagements 
required to resolve complex technical and ethical questions through 
consultation? If  consultation is used, should the working papers 
document the question and conclusion reached?

SSARS No. 1 (AR sec. 100.10 and 100.25) requires the accountant 
to possess or obtain a level of knowledge of the accounting prin­
ciples and practices of the client's industry. Such knowledge may
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be obtained, among other ways, by consulting in-firm or outside 
firm individuals knowledgeable about the industry. Likewise, 
Statement on Quality Control Standards (SQCS) No. 2, System o f  
Quality C ontrol f o r  a CPA F irm s A ccoun ting a n d  A uditing P ractice 
(AICPA, Professional Standards, vol. 2, QC sec. 20.19) indicates 
that accounting firms should establish policies and procedures on 
consulting, on a timely basis, with individuals within or outside 
the firm, when appropriate for addressing complex, unusual, or 
unfamiliar issues. Finally, an interpretation of Rule 201 on general 
standards of the AICPA’s C ode o f  P ro fessiona l C ondu ct (AICPA, 
Professional Standards, vol. 2, ET 201.02), recognizes that consul­
tation with others may be necessary during the performance of 
professional services.

A w idely used approach that many accountants use when ad­
dressing complex technical and ethical questions is to consult 
with the AICPA’s Technical Hotline and the Ethics Hotline (see 
page 34 for toll free telephone numbers).

Good practice suggests that when consultation takes place and it in­
volves complex technical or ethical questions, it's a good idea to doc­
ument the following in the compilation or review working papers:

1. Individual(s) consulted

2. Description of question/problem

3. Conclusion reached

4. Firm’s position on item 3 above

A Reminder About Fraud

Does SAS No. 82, Consideration of Fraud in a Financial Statement Audit 
apply to compilation and review engagements?

In February 1997, the ASB issued SAS No. 82, C onsideration o f  
F raud in a F inan cia l S ta tem en t A udit (AICPA, P rofessiona l Stan­
dards, vol. 1, AU sec. 316). Because of that standard and renewed 
emphasis on consideration of fraud in a financial statement audit, 
accountants frequently raise questions about applying SAS No. 82 
in compilation and review engagements.
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SAS No. 82 does not apply to compilation and review engagements.2 
However, Appendix A, “Review of Financial Statements—Illustrative 
Inquiries” of SSARS No. 1, (AICPA, Professional Standards, vol. 2, AR 
sec. 100.52), indicates that an accountant in designing inquiries may 
consider the likelihood of misstatement. Compilation and review per­
formance standards do not require an assessment of the risk of fraud. 
Nevertheless, according to SSARS No. 1, compilation performance 
standards (AR sec. 100.12) and review performance standards (AR 
sec. 100.30) do oblige the accountant to obtain additional or revised 
information when he or she becomes aware of information that is in­
correct, incomplete, or otherwise unsatisfactory. The obligation to in­
vestigate questionable information emanates from the responsibility 
established in the 1136 Tenants’ Corp. case. That is, when suspicion is 
aroused, the accountant has to pursue the matter.

In 1136 Tenants’, the courts held the accountant liable to the client, 
a cooperative apartment corporation, for negligence in failing to 
detect fraud by the building manager. The court awarded damages 
of $174,000, plus interest of $60,000, less the accountants coun­
terclaim of $1,000. The accountant’s annual fee was $600. In 
short, both SSARS No. 1 and the courts require accountants to in­
vestigate incorrect, incomplete, or otherwise unsatisfactory infor­
mation. Don’t put on blinders just because it ’s not an audit 
engagement. Investigate suspicious information and circumstances 
in all compilation and review engagements.

Revision of the Review Representation Letter

Does the ARSC plan to revise the illustrative review representation 
letter presented in Appendix D of SSARS No. 1 to reflect the issuance 
of SAS No. 85?

In November 1997, the ASB issued SAS No. 85, M anagem en t Rep­
resentation  (AICPA, Professional Standards, vol. 1, AU sec. 333),

2. One of the changes introduced by SAS No. 82 is the substitution of the word fraud 
for irregularities. As a result of that change, editorial changes were made to the Codi­
fication of Statements on Standards for Accounting and Review Services, specifically to 
SSARS No. 1, to replace irregularities with fraud. In that process, the compilation 
and review engagement letters presented in appendices to SSARS No. 1 were also 
changed. The Codification issued as of January 1, 1998 reflected those changes 
(AICPA, Professional Standard, vol. 2, A R  secs. 100.08, 100.53, and 100.54).
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to expand, among other things, the list of specific representations 
to be obtained that are consistent with current practice and re­
flect new accounting standards. Does the ARSC plan to revise the 
illustrative review representation letter presented in Appendix D 
of SSARS No. 1 (A R  sec. 100.55)?

Yes, ARSC has proposed certain updates to the illustrative repre­
sentation letter to reflect recently issued accounting standards. 
The revisions will be treated as editorial changes (exposure is not 
required) to SSARS No. 1 and w ill become effective upon is­
suance. The revision should be available by year-end and will be 
announced in the CPA Letter.

The Year 2000 Issue— Time Is Running Out

What responsibility do accountants have for the year 2000 issue in 
compilation and review engagements? What year 2000 issue accounting 
guidance is available to help accountants follow GAAP in compiled or 
reviewed financial statements?

On January 1, 2000, at 12:00 A.M., some computer systems may 
begin to deliver wrong answers on date calculations. In fact, appli­
cations that use future dates may fail before January 1, 2000. The 
reason is that date calculations for many computer programs use 
two digits instead of four to represent years, such as 98  instead of 
1998 , to conserve what once was very expensive computer mem­
ory. In these programs, the year 2000 will be represented as 00. 
Some computer systems may recognize 0 0  as 1900 and not 2000.

Another problem with many systems is that they have been pro­
grammed to recognize the year 99  to mean something other than 
the date. Thus, those systems may not function or they may pro­
duce incorrect information. Finally, another year 2000 problem is 
that the year 2000 is a leap year and some systems may not recog­
nize the extra day.

Year 2000 problems affect entity information systems that pro­
duce financial statements and operating systems such as produc­
tion, security, and telephone systems. Even if a given client is year 
2000 ready, that entity may still be at risk because of supplier, 
customer, and service entities that are not year 2000 ready. The
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year 2000 issue was addressed in last year’s C om pilation a n d  Re­
v iew  Alert— 1997/98. It remains the case that accountants have 
no responsibility when performing compilation and reviews to 
detect a client’s year 2000 problems. Nevertheless, if  the accoun­
tant becomes aware of financial statement information that is in­
accurate, incomplete, or m isleading, he or she must obtain 
revised or additional information without regard to its cause.

To make sure that clients understand that a compilation or review 
engagement is not designed to detect whether an entity’s information 
system is year 2000 ready, we suggested last year that the following be 
included in all compilation and review engagement letters.

A compilation (review) of financial statements conducted in ac­
cordance with SSARSs is not designed to detect whether an en­
tity’s information systems are year 2000 ready. However, we may 
choose to communicate matters that come to our attention relat­
ing to the year 2000 issue for the benefit of management.

The AICPA has issued nonauthoritative guidance relating to year 
2000, available free of charge on the AICPA’s Web site at 
http://www.aicpa.org. This document summarizes the applicable 
accounting and disclosure guidance, including EITF Issue No. 
96-14, A ccoun tin g  f o r  th e  Costs A ssocia ted w ith  M od ify in g  C om ­
p u te r  Softw are f o r  th e Year 2000.

EITF No. 96-14 indicates that internal and external costs associ­
ated with modifying existing internal-use hardware and software 
for year 2000 should be expensed as incurred. The costs should 
not be accrued or capitalized. Nevertheless, costs to replace exist­
ing systems with new systems that are year 2000 ready should be 
capitalized and written off over their estimated useful lives.

If an entity voluntarily includes disclosures (for example, total 
costs incurred to date, total projected costs, and estimated date of 
completion) about year 2000 in notes to its financial statements, 
what responsibility does an accountant have for those items in a 
compiled or reviewed financial statement? The disclosures ordi­
narily should not be reviewed because of the difficulty of apply­
ing inquiry and analytical procedures to such information. The 
information could usually be compiled, but an alternative course
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of action is to recommend to the client that the information be 
presented as client-prepared supplementary information that is 
not compiled or reviewed. Under no circumstances should the 
disclosure, without regard to its location, state that the entity is 
year 2000 ready. Given all of the software and hardware applica­
tions related to accounting, operations, and compliance, it is very 
difficult to be certain that all systems are year 2000 ready.

What responsibility does an accountant have for year 2000 matters 
in a compilation or review engagement that may cause the entity to 
have going-concern problems? According to Interpretation No. 11, 
“Reporting on Uncertainties,” of SSARS No. 1 (AICPA, Profes­
siona l Standards vol. 2, AR sec. 100.33-.40), the accountant’s re­
sponsibility is to review the adequacy of disclosure about the 
going-concern problems. In evaluating the disclosure, the accoun­
tant is obligated to look to the guidance in paragraphs 10 and 11 of 
SAS No. 59, The A ud itors C onsideration o f  an  Entity's A bility to 
C ontinue as a G oing Concern  (AICPA, Professional Standards, vol. 1, 
AU sec. 341.10-.11). Year 2000 problems could cause conditions 
and events of the kind that might cause the entity to have a going- 
concern problem. The accountant may but is not required to read 
a June 1998 Auditing Interpretation No. 2 of SAS No. 59, The Au­
ditor's C onsideration o f  an  E ntity’s A bility to C on tinu e as a G oing 
C oncern , “Effect of the Year 2000 Issue on the Auditor’s Consider­
ation of an Entity’s Ability to Continue as a Going Concern,” is­
sued by the ASB. The Interpretation provides examples of 
conditions and events caused by year 2000 (such as, revenue losses 
due to manufacturing equipment that is not year 2000 ready and 
year 2000 remediation costs in excess of available resources). These 
examples may be useful in helping an accountant evaluate going 
concern disclosures in compiled or reviewed financial statements.

Disclosures in Cash- and Income Tax-Basis Financial Statements—  
A Reminder

Are accountants required to consider GAAP disclosures in reporting on 
compiled or reviewed cash- and income tax-basis financial statements?

As discussed in the C om pilation a n d  R eview  A lert—1997/98, ac­
cording to Interpretation No. 14, “Evaluating the Adequacy of
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Disclosure in Financial Statements Prepared on the Cash, Modi­
fied Cash, or Income Tax-Basis of Accounting” of SAS No. 62, 
S pecia l Reports, (AICPA, P ro fessiona l S tandards, vol. 1, AU sec. 
9623.88- .93). The Interpretation, issued in January 1998, ap­
plies to compiled or reviewed cash- and income tax-basis finan­
cial statements. It states that if  these financial statements have 
items for which GAAP would require disclosure, the statements 
should provide either the disclosure that would be required by 
GAAP or information that communicates the substance of that 
disclosure. The bottom line is that accountants have to know 
GAAP and what GAAP disclosures are to properly compile or re­
view financial statements.

This Interpretation w ill significantly affect many accountants 
who believed that accounting standards were developed solely 
for GAAP financial statements; therefore, GAAP standards do 
not apply to cash- and tax-basis financial statements. The debate 
is over. The guidance in SAS No. 62, S p ecia l R eports (AICPA, 
P rofessiona l Standards, vol. 1, AU sec. 623.10) has been clarified 
by Interpretation No. 14 to clearly state that cash- and tax-basis 
financial statements are required to have similar disclosure, al­
though qualitative disclosures may be substituted for some 
quantitative GAAP disclosures. For example, disclosing esti­
mated percentages of total revenues, rather than amounts, may 
convey the significance of certain related-party transactions. 
Given this clarification for those accountants who practiced oth­
erwise, the best course of action is to study Interpretation No. 14 
and consider the use of disclosure checklists modified when ap­
propriate for cash- and income tax-basis financial statements. 
The AICPA also has published a new 1998 edition of a nonau­
thoritative book , P reparin g a n d  R eporting on C ash-and Tax-Basis 
F inan cia l S tatem ents (No. 006701 SD). The new edition provides 
guidance on preparing and reporting on cash-and tax-basis finan­
cial statements, example financial statements, disclosures, and 
other practice aids.
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The GAAP Hierarchy for Compiled and Reviewed 
Financial Statements

What publications are included in the hierarchy of “must-know” GAAP for 
accountants performing compilations and reviews?

Although there are different reporting and performance standards 
for compilation, review, and audit engagements, GAAP for com­
piled and reviewed financial statements are the same as those for 
audited financial statements. Footnote 3 of SSARS No. 1, (AR 
sec. 100.14), states that the GAAP hierarchy presented in SAS No. 
69, The M ean in g  of Present Fairly in Conformity W ith Generally 
Accepted Accounting Principles in th e In d ep en d en t A uditor’s Re­
p o r t  (AICPA, Professional Standards, vol. 1, AU sec. 411), is also 
applicable to compilations and reviews of financial statements per­
formed under SSARSs.

An exception to that rule is found in SSARS No. 1, which per­
mits an accountant to compile financial statements that omit 
substantially all the disclosures required by GAAP (or OCBOA). 
If the accountant compiles such financial statements, he or she is­
sues a special compilation report to alert readers to the fact that 
the disclosures have been omitted. An accountant is not permit­
ted to review financial statements that omit substantially all the 
disclosures required by GAAP.

Because several standard-setting bodies establish GAAP, there is 
no single publication that contains all the GAAP pronounce­
ments. Each of the following publications contains certain pro­
nouncements included in the GAAP hierarchy (that is, the 
“must-know” GAAP).

• FASB O rig in a l P ron oun cem en ts—A ccoun tin g S tandards, a 
two-volume set, contains the original text of accounting 
pronouncements. It includes FASB Statements of Finan­
cial Accounting Standards and Interpretations, Accounting 
Principles Board Opinions, AICPA Accounting Research 
Bulletins, FASB Technical Bulletins, and AICPA Account­
ing Interpretations. The pronouncements are arranged 
chronologically and the text includes a topical index (avail­
able from the AICPA).
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• AICPA Technical Practice Aids includes all Statements of 
Position and Practice Bulletins issued by the AcSEC. This 
publication also contains a selection of nonauthoritative 
audit, review, compilation, and accounting questions an­
swered by the AICPA’s Technical Information Service (avail­
able from the AICPA).

• FASB Emerging Issues Task Force Abstracts contain a sum­
mary of the proceedings of the FASB's EITF. Each abstract 
summarizes the accounting issues involved and the results 
of the discussion, including any consensus reached on the 
issue (available from the FASB).

• FASB Implementation Guides (Qs and As) are published 
by the FASB staff and provide guidance, in the form of 
questions and answers, on the implementation of certain 
FASB Statements (available from the FASB).

• Practitioners who compile or review the financial statements 
of state and local governmental entities should supplement 
their professional libraries with the C odifica tion of G overn­
m en ta l A ccoun ting a n d  F inancia l R eporting Standards. This 
text contains current authoritative accounting and financial 
reporting standards for state and local governmental entities. 
GASB Statements, Interpretations, and Technical Bulletins 
are included (available from the GASB).

• AICPA Audit and Accounting Guides summarize the prac­
tices applicable to specific industries and describe accounting 
principles and audit procedures unique to these industries. 
The accounting guidance included in AICPA Audit and Ac­
counting Guides is in the GAAP hierarchy as authoritative 
GAAP When an accountant compiles or reviews the financial 
statements of an entity, SSARS No. 1 requires that the ac­
countant have or acquire a level of knowledge of the account­
ing principles and practices of the industry in which the entity 
operates. Although the audit guidance included in the Audit 
and Accounting Guides may not be relevant to practitioners 
performing compilation and review engagements, the indus­
try background, accounting guidance, and illustrative finan-
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cial statements that are provided should help accountants ac­
quire knowledge of a specific industry. The following industry 
Audit and Accounting Guides are available from the AICPA 
(product numbers are shown in parentheses):
— Agricultural Producers and Cooperatives (012353)
— Airlines (013182)
— Banks and Savings Institutions (011177)
— Brokers and Dealers in Securities (012180)
— Casinos (013149)
— Certain Nonprofit Organizations3 (013165)
— Colleges and Universities4 (013323)
— Common Interest Realty Associations (CIRAs) (This 

Audit and Accounting Guide contains a chapter on 
compilations and reviews of CIRAs.) (012487)

— Construction Contractors (012095)
— Credit Unions (012058)
— Employee Benefit Plans (012338)
— Entities W ith Oil and Gas Producing Activities (012105)
— Federal Government Contractors (012437)
— Finance Companies (012465)
— Health Care Organizations (012438)
— Investment Companies (012362)
— Not-for-Profit Organizations (013391)
— Property and Liability Insurance Companies (011921)
— State and Local Governmental Units (012057)
— Stock Life Insurance Companies (012035)
— Voluntary Health and Welfare Organizations5 (012158)

3. Use of these Guides is limited to certain governmental units accounted for under 
Statements on Governmental Accounting Standards Nos. 15, Governmental College 
and University Accounting and Financial Reporting Models and 29, The Use o f  Not- 
For-Profit Accounting and  Financial Reporting Principles by Governmental Entities.

4. Ibid.
5. Ibid.
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The following general Audit and Accounting Guides also 
may be of interest to CPAs performing compilation and re­
view engagements:
-  Personal Financial Statements (011135)
-  Use of Real Estate Appraisal Information (013159)

Recent GAAP Pronouncements

What new GAAP pronouncements have been published since October 
1997 (publication of last year’s Compilation and Review Alert)?

New publications from the FASB include Statements, Technical 
Bulletins, and Emerging Issue Consensus Positions, which are 
listed in the following:

• FASB Statement No. 132, Employers D isclosures ab ou t P en­
sion s a n d  O th er P ostre tirem en t B enefits, an  a m en d m en t o f  
FASB Statem ents No. 87, 88, a n d  106  (February 1998).

• FASB Statement No. 133, A ccoun tin g f o r  D eriva tive Instru­
m ents a n d  H edgin g A ctivities (June 1998).

• FASB Statement No. 134, A ccoun tin g f o r  M ortgage-B ack ed  
Securities R eta in ed  a fter th e S ecuritization o f  M ortga ge Loans 
H eld f o r  Sale by a  M ortgage Banking Enterprise, an am endm en t 
o f  FASB S tatem en t No. 65 (October 1998).

E I T F  Consensus Po s itio n s

EITF D ate o f
Issue No. Description Consensus/Status
96-19  Debtor’s Accounting for a Substantive 

Modification and Exchange o f  
Debt Instruments

Implementation guidelines 
added July 23, 1998

97-2 Application o f APB 16  and SEAS 94  
to physicians practice entities

Consensus reached 
November 20, 1997
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EITF 
Issue No. Description

Date o f
Consensus/Status

97-5 Accounting for the Delayed Receipt o f  
Option Shares Upon Exercise Under 
APB Opinion No. 25, Accounting for 
Stock Issued to Employees

FASB Staff Announcement 
July 23-24, 1997

97-8 Accounting for Contingent 
Consideration Issued in a Purchase 
Business Combination

Consensus reached July, 1997

97-9 Effect on Pooling-of-interests Accounting 
o f Certain Contingently Exercisable 
Options or Other Equity Instruments

Consensus reached 
September 18, 1997

97-10 The Effect o f Lessee Involvement in 
Asset Construction

Consensus reached 
May 21, 1998. (Changes 
made to consensus 
July 23, 1998)

97-11 Accounting for Internal Costs Relating 
to Real Estate Property Acquisitions

Consensus reached 
March 18, 1998

97-12 Accounting for Increased Share 
Authorization in an IRS Section 423 
Employee Stock Purchase Plan under 
APB Opinion No. 25, Accounting for 
Stock Issued to Employees

Consensus reached 
September 18, 1997

97-13 Accounting for Costs Incurred in 
Connection with a Consulting Contract 
or an Internal Project That Combines 
Business Process Reengineering and 
Information Technology Transformation

Consensus reached 
November 20, 1997

97-14 Accounting for Deferred Compensation 
Arrangements Where Amounts Earned 
Are Held in a Rabbi Trust and Invested

Consensus reached 
May 21, 1998; Consensus 
reached on transition 
July 23, 1998.

97-15 Accounting for Contingency Arrangements 
Based on Security Prices in a Purchase 
Business Combination

Consensus reached 
March 18-19 , 1998

98-1 Valuation o f Debt Assumed in a Purchase 
Business Combination

Consensus reached 
March 18-19, 1998

98-2 Accounting by a Subsidiary for an 
Investment in Its Parent Company’s Stock

No consensus reached. 
Further discussion expected.

98-3 Determining Whether a Transaction 
Is an Exchange o f  Similar Productive 
Assets or a Business Combination

Further discussion planned 
March 18-19, 1998.

(continued)
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EITF 
Issue No. Description

Date o f
Consensus/Status

98-4 Accounting by a Joint Venture for 
Businesses Received at Its Formation

Further discussion planned 
March 18-19 , 1998.

98-5 Accounting for Convertible Securities 
with Beneficial Conversion Features 
or Contingently Adjustable 
Conversion Ratios

September 23-24, 1998  
discussed but not asked to 
reach a consensus. Further 
discussion planned.

98-6 Investor’s Accounting For an 
Investment in a Limited Partnership 
Investment When The Investor Is The 
General Partner and the Limited 
Partners Have Certain Approval Or 
Veto Rights

September 23-24, 1998. 
Further discussion planned.

98-7 Accounting for Exchanges o f Similar 
Equity Method Investments

Consensus reached 
May 21, 1998.

98-8 Accounting for Transfers o f Investments 
that Are in Substance Real Estate

Consensus reached 
May 21, 1998.

98-9 Accounting for Contingent Rent in 
Interim Financial Periods

September 23-24, 1998. 
Prior consensus on lessee 
accounting withdrawn, new 
consensus reached. Further 
discussion planned.

98-10 Accounting for Energy Trading and 
Risk Management Activities

September 23-24, 1998. 
Further discussion planned.

98-11 Accounting For Acquired Temporary 
Differences In Certain Purchase 
Transactions That Are Not Accounted 
For As Business Combinations

Consensus reached on one 
issue September 23, 1998. 
Further discussion planned.

98-12 Application o f EITF Issue No. 96-13, 
“Accounting For Derivative Financial 
Instruments Indexed To, and Potentially 
Settled In, A Company’s Own Stock, To 
Certain Derivative Financial Instruments 
Issued with Other Instruments.

September 23-24, 1998. 
Further discussion planned.

98-13 Accounting by an Equity Method Investor 
for Investee Losses When the Investor Has 
Loans to and Investments in Other 
Securities o f the Investee

September 23-24, 1998. 
Further discussion planned.

98-14 Debtor’s Accounting for Changes in Line- 
o f  Credit or Revolving-Debt Arrangements

September 23-24, 1998. 
Further discussion planned.
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New Statements of Position from the AICPA:6

• SOP 97-2, Softw are R evenu e R ecogn ition  (October 1997).

• SOP 97-3, A ccounting by Insurance a n d  O ther Enterprises f o r  
Insurance-R elated Assessments (December 1997).

• SOP 98-1, A ccoun tin g f o r  th e Costs o f  C om pu ter S o ftw are 
D evelop ed  o r  O bta in ed  f o r  In terna l Use (March 1998).

• SOP 98-2, A ccoun ting f o r  Costs o f  A ctivities o f  N ot-for-P rofit 
O rgan ization s a n d  S tate a n d  L oca l G overnm en ta l E ntities 
That In clu d e F und R aising (March 1998).

• SOP 98-4, D eferra l o f  th e E ffective D ate o f  a P rov ision  o f  
SOP 97-2, “Software Revenue Recognition” (March 1998).

• SOP 98-5, R ep o rtin g  on  th e  Costs o f  S tart-U p A ctiv ities  
(April 1998).

• SOP 98-7, D eposit A ccounting: A ccoun ting f o r  Insurance a n d  
Reinsurance Contracts That Do N ot Transfer Insurance Risk

AICPA Services and Publications

How do I obtain AICPA publications related to my compilation and 
review practice?

To order AICPA products, call (800) 777-7077 (menu selection 
#1); write AICPA Order Department, CLA 10, P.O. Box 2209, 
Jersey City, NJ 07303-2209; fax (800) 362-5066. Prices do not 
include shipping and handling. The best times to call are 8:30 to 
11:30 A.M. and 2:00 to 7:30 P.M., EST. Obtaining product in­
formation and placing online orders can be done at the AICPA’s 
Web site http://www.aicpa.org.

6. SOP 98-3, Audits o f  States, Local Governments, and Not-for-Profit Organizations Receiving 
Federal Awards, 98-6, Reporting on Management’s Assessment Pursuant to the Life Insurance 
Ethical Market Conduct Program o f  the Insurance Marketplace Standards Association, and 
98-8, Engagements to Perform Year 2000 Agreed-Upon Procedures Attestation Engagements 
Pursuant to Rule 17-a5 o f  the Securities Exchange Act o f  1933, Rule 17Ad-18 o f  the Securi­
ties Exchange Act o f  1934, Advisories No. 17-98 and No. 40-98 o f  the Commodity Futures 
Trading Commission, are auditing pronouncements and are excluded.
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Who do you consult with at the AICPA if you have a complex tech­
nical or ethics question related to compilation or review practice?

• Accounting and Auditing Technical Hotline. The AICPA 
Technical Hotline answers members’ inquiries about com­
pilation and review services. Call (800) 777-7077.

• Ethics Hotline. Members of the AICPA’s Professional Ethics 
Team answer inquiries concerning independence and other 
behavioral issues related to the application of the AICPA 
Code of Professional Conduct. Call (800) 777-7077.

What’s a good way to stay current on developments in the compi­
lation and review arena? The AICPA has a home page on the World 
Wide Web. “AICPA Online,” the Web site (URL or uniform re­
source locator: http://www.aicpa.org), offers CPAs the unique op­
portunity to stay abreast of developments in compilation, review, 
and accounting. The home page is updated daily. The Web site in­
cludes “In Our Opinion,” the newsletter of the AICPA Audit and 
Attest Standards Team. The newsletter includes information on 
technical activities and developments in compilation and review 
matters. The Web site also includes highlights of ARSC meetings.

W hat’s a good source for keeping up w ith authoritative pro­
nouncements that affect compilation and review engagements? 
Practitioners Publishing Company (PPC) and the AICPA cur­
rently offer a CD-ROM disk, The P ra ctition ers Library—A ccount­
in g  a n d  Auditing. Publications issued by PPC, the AICPA, and the 
FASB are included in The P ra ctition er’s Library. The disk contains 
the following publications issued by the FASB: O rig in a l P ro­
nouncem ents, Current Text, E m erging Issues Task Force Abstracts, and 
FASB Im p lem en ta tion  Guides; and the following publications is­
sued by the AICPA: Professional Standards (which includes all of 
the SSARSs and their interpretations), Technical Practice Aids, Audit 
a n d  A ccou n tin g  G uides, and a peer review program manual, A 
Roadmap o f  th e P eer R eview  Process: G etting th e M ost Value From  
Your P eer Review . The disk also contains eighteen PPC engagement 
manuals. The disk may be customized so that purchasers pay for 
and receive only selected segments of the material. For more infor­
mation about this product call (800) 323-8724.
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Are there other AICPA publications that cover compilation and 
review engagements that may be useful? The following AICPA 
publications include guidance relevant to compilation and review 
engagements (product numbers are shown in parentheses):

• A udit a n d  A ccoun tin g M anua l (007258)—The manual is 
designed to provide assistance for audit, review, and com­
pilation engagements. It contains numerous practice aids, 
samples, and illustrations.

• F inancia l S tatem ent Preparation M anual/Disclosure Checklists 
(G01027JK)—The manual is a loose-leaf service of nine­
teen disclosure checklists and sample financial statements 
for various industries that is updated quarterly to reflect 
the issuance of new authoritative guidance. The checklists 
are the individual paperback versions that are generated 
from the loose-leaf and published annually.

New CPE Course on Compilation and Review

What is the best CPE course for getting a basic understanding of SSARS 
Nos. 1 to 7 or introducing new staff accountants and paraprofessionals 
to those standards?

During the four years of extensive discussions, debates, comment 
letters, and public hearings about the assembly exposure draft 
and the applicability of the SSARS (see the second section of this 
Compilation and Review Alert), one item emerged that everyone 
agreed on— the need for additional education about compilation 
and review standards.

Quite frankly, a number of individuals writing comment letters 
or participating in the discussions and debates on the assembly 
exposure draft demonstrated a significant m isunderstanding 
about the fundamental requirements of the existing standards— 
what’s required and what’s not. Consequently, one of the things 
that the AICPA promised to do was to develop a new CPE course 
for self-study and for group study on the compilation and review 
standards. That has been done and the course is in production. 
Starting with the 1999 CPE year, the AICPA will be offering a
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new In trodu ction  to C om pilation a n d  R eview  Engagements, written 
by Dan M . Guy, the former Vice President at the Institute in 
charge of compilation and review standards.

The C om pilation a n d  R eview  A lert—1998/99 is published annu­
ally. As you encounter problems in performing compilation and 
review engagements, please share those with us so that next year's 
Compilation and Review Alert will be even better. You may email 
these comments to dmguy@worldnet.att.net or write to:

Dan M. Guy, Ph.D., CPA 
314 Paseo de Peralta 
Santa Fe, NM 87501
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APPENDIX A

The Internet—An Accountant’s Research Tool

Here is a listing of some useful Web sites that may provide valu­
able information to accountants doing compilations and reviews.

Name o f  Site Content Internet Address
American Institute 
of CPAs

Summaries of recent 
developments at the ARSC 
and other professional 
standard-setting committees 
and other AICPA activities

http://www.aicpa.org

Financial 
Accounting 
Standards Board

Summaries of recent account­
ing pronouncements and other 
FASB activities

http://www.fasb.org

Governmental 
Accounting 
Standards Board

Summaries of recent account­
ing pronouncements and other 
GASB activities

http://www.gasb.org

CPAnet Links to other Web sites of 
interest to CPAs

http://www.cpalinks.com

Accountants 
Home Page

Resources for accountants 
and financial and business

http://www.computercpa.com
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APPENDIX B

Test Your Knowledge

For the questions and statements shown below, indicate whether 
the statement is true or false or select the correct answer for mul­
tiple choice questions.

____  1. SSARS No. 1 permits a paraprofessional to perform the
compilation engagement, but the paraprofessional 
should not issue the compilation report.

____  2. W hich of the following is not a specific exemption
from certain aspects of SSARS No. 1 ?
a. Litigation support services
b. Tax returns
c. Financial statements in a consulting engagement
d. Certain prescribed forms

____  3. An accountant is required to do a review only when en­
gaged to do so.

____  4. Although working papers are not required in a compila­
tion engagement, which of the following items would 
least likely be included in compilation engagement 
working papers?
a. Representation letter
b. Engagement letter
c. Resolution of questionable items
d. Bridging trial balance

____  3. GAAP disclosure checklists are more commonly used in
compilation engagements than in review engagements.

____  6. A successor accountant is required to communicate with
the predecessor accountant before accepting an engage­
ment to review the current year’s financial statements.
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7. A continuing accountant is required to update his or 
her report on comparative financial statements (years 
1998/1999).

8. An accountant who performs bookkeeping services for 
a client followed by a review engagement cannot con­
sider evidence generated from the bookkeeping work as 
evidence to support the review report.

9. If a client has a going-concern problem, the accountant's 
compilation or review report must call attention to the 
problem by the addition of an emphasis paragraph.

10. SSARS No. 1, under certain circumstances requires con­
sultation to resolve complex and material technical issues.

11. SAS No. 82, C on sid era tion  o f  F raud  in  a F in a n cia l 
Statem ent Audit, does not apply to compilation or review 
engagements.

12. An accountant has a responsibility to detect a client’s 
Y2K problem in a review engagement, but not a com­
pilation engagement.

13. In preparing modified cash financial statements that are 
compiled, the accountant should be familiar with and 
consider GAAP disclosures where applicable.

14. The GAAP hierarchy for compiled and reviewed financial 
statements is the same as for audited financial statements.

15. An AICPA audit and accounting guide addressing a 
specialized industry may be useful to an accountant 
compiling or reviewing financial statements in that in­
dustry but is not part of the GAAP hierarchy.

Answers to Test Your Knowledge:

1. False, the paraprofessional may also issue the report. 2. c 3. True 
4. a 5. False 6. False 7. True 8. False 9. False, the accountant may elect 
to do so. 10. False 11. True 12. False 13. True 14. True 13. False
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