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This manual has not been approved, disapproved, or otherwise acted upon by any senior technical
committees of the American Institute of Certified Public Accountants or the Financial Accounting
Standards Board and has no official or authoritative status.

The manual is issued as a nonauthoritative kit of practice aids and is not intended as a substitute for
professional judgments or for authoritative technical literature.

The documentation in this manual is not a substitute for development and implementation by a firm
of a system of quality control that is appropriately comprehensive and suitably designed in relation
to the firm's organizational structure, its policies, and the nature of its practice.
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CHAPTER 8

REPORTING ON COMPARATIVE FINANCIAL STATEMENTS

8.000 INTRODUCTION

8.001 Often the financial statements of two or more periods will be presented in columnar form. Such
financial statements are defined as comparative financial statements and Statement on Standards for
Accounting and Review Services (SSARS) No. 2 requires that each period must be reported on. This
chapter provides guidance about —

® Who should report on those statements when the prior-period financial statements have been
audited, reviewed, or compiled by another accountant.

e What the accountant's report(s) should say.
e What procedures, if any, the accountant(s) should perform.

Practice Tip:

If prior-period financial statements are not presented in columnar form, they do not meet the SSARS
No. 2 definition of comparative financial statements, and are not subject to the reporting requirements
of SSARS No. 2. In addition, the requirements of SSARS No. 2 do not apply to prior-period financial
statements in a client-prepared document that are presented on separate pages from the financial
statements that are reported on by the accountant. However, the document should include an indication
(generally, on the face of the financial statements) that the accountant has not compiled or reviewed the
prior-period financial statements and assumes no responsibility for them.

8.002 Reporting on comparative financial statements can range from simple, straight-forward situations
to complex situations affected by several different conditions. In general, accountants reporting on
comparative financial statements must consider whether one or more of the following conditions exist and,
if so, how they affect both the engagement's reporting and performance requirements:

e The accountant reporting on the current-period financial statements did not previously report
on all prior-period financial statements presented (section 8.200).

10/95 8.002
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® The accountant reporting on the current-period financial statements previously reported on all
prior-period financial statements presented (section 8.300).

® The levels of service provided for each period are different (section 8.300).

® Additional information has become available about previously issued comparative financial
statements that might affect the previous report(s) (sections 8.200, 8.300, and 8.400).

o The status of the reporting entity has changed from nonpublic to public or vice versa (section
8.500).

The effects of these conditions on both the accountant's reporting and performance requirements are
discussed in detail in this chapter. Section 8.600 of this Chapter includes illustrative reports appropriate
for these conditions.

8.100 'WHO SHOULD REPORT ON COMPARATIVE STATEMENTS?

8.101 If different accountants compiled or reviewed the two-or-more period financial statements
presented, a question arises as to who should report on the comparative financial statements. The first two
conditions listed in section 8.002 address this question. The answer to the question determines both the
reporting and performance requirements for the comparative financial statements.

8.102 When the accountant who is reporting on the current period previously reported on all prior
periods presented, that accountant is considered to be a continuing accountant as defined in SSARS No.
2. A continuing accountant is required to issue a report or reports in the current period that cover all
periods presented for comparative purposes.

8.103 When the accountant reporting on the current-period financial statements did not previously report
on all prior periods presented, the accountant must determine if he or she meets the definition of a
continuing accountant contained in SSARS No. 2. A continuing accountant is one who has been engaged
to compile, review, or audit the current-period financial statements and one or more consecutive periods
immediately prior to the current period.

8.104 The key to determining whether the current accountant is a continuing accountant lies in the terms
consecutive and immediately prior. If the current accountant has reported on one or more consecutive
periods immediately preceding the current period, he or she is considered to be a continuing accountant
with respect to those periods. For example, assume a client presents comparative financial statements for
the current year, 19X3, and for the preceding year, 19X2. If CPA firm X reported on the 19X2 financial
statements and is engaged to report on the 19X3 financial statements, then CPA firm X is considered a
continuing accountant for purposes of reporting on those periods. If CPA firm Y reported on the 19X2
financial statements, then CPA firm X is not a continuing accountant.

8.105 SSARS No. 2 bases its discussion and report illustrations on comparative statements presented for
two periods. However, comparative statements may be presented for more than two periods and such
presentations may create more complex reporting considerations. For example, assume a client presents
comparative financial statements for the current year, 19X3, and for the two preceding years, 19X2 and
19X1. If CPA firm X reported on both 19X2 and 19X1 and is engaged to report on 19X3, then CPA firm
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X is a continuing accountant for purposes of reporting on all three years. However, if CPA firm X
reported on 19X2 and is engaged to report on 19X3 but CPA firm Y reported on 19X1, then CPA firm
X is a continuing accountant for purposes of reporting on the 19X3 and 19X2 financial statements and is
considered a successor accountant for purposes of reporting on the 19X1 financial statements.

8.106 In summary, when only two periods are presented for comparative purposes, the current
accountant is either a continuing accountant or a successor accountant. However, when more than two
periods are presented, the current accountant may fall into one of three categories--(a) a continuing
accountant only, (b) a successor accountant only, or (c) both a continuing and successor accountant.
Determining in which category the current accountant falls is important because the performance and
reporting responsibilities differ for each category. Illustration 8-1 presents a decision chart to assist in
determining which category the accountant is in.

8.107 If the accountant is exclusively a continuing accountant, he or she needs to consider the guidance
in section 8.300 only. The guidance in section 8.200 will not apply to the engagement.

8.108 If the accountant is exclusively a successor accountant, he or she needs to consider the guidance
in section 8.200 only. The guidance in section 8.300 will not apply to the engagement.

8.109 If the accountant is both a continuing accountant and a successor accountant, he or she needs to
consider the guidance in both section 8.200 and section 8.300. The guidance in section 8.300 applies to
the accountant's responsibility for the period(s) on which he or she reported and the guidance in section
8.200 defines the accountant's responsibility for the period(s) on which another accountant reported.

INlustration 8-1

Determining the Status of the Accountant for Reporting on Comparative Financial Statements

Engagement Terms Type of Accountant

1. You are engaged to report on the current CONTINUING ACCOUNTANT ONLY
period and you previously reported on all
prior-period financial statements presented for
comparative purposes.

2. You are engaged to report on the current SUCCESSOR ACCOUNTANT ONLY
period but another accountant previously
reported on all prior-period financial state-
ments presented for comparative purposes.

3. You are engaged to report on the current CONTINUING ACCOUNTANT FOR PUR-
period and you previously reported on at least POSES OF PRIOR PERIODS YOU REPORTED
the immediately preceding period but another ON AND SUCCESSOR ACCOUNTANT FOR
accountant previously reported on other PURPOSES OF THE PERIODS REPORTED
prior-period financial statements presented for ON BY THE OTHER ACCOUNTANT

comparative purposes.

10/95
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4. You are not engaged to report on the current PREDECESSOR ACCOUNTANT ONLY
period but you reported on at least one of the
prior-period financial statements presented for
comparative purposes.

8.200 REPORTING AS A SUCCESSOR ACCOUNTANT

8.201 When another accountant previously reported on one or more of the prior periods presented,
paragraph 16 of SSARS No. 2 allows the accountant who is reporting on the current period (the successor
accountant) one of the following three alternatives:

e Have the client request the other accountant (the predecessor accountant) to reissue his or her
report on the prior period(s).

® Make reference to the predecessor accountant's report in his or her current-period report.

® Perform a compilation, review, or audit of the financial statements of the prior period(s) and
issue his or her own report on that period(s).

Predecessor Reissues Report

8.202 The client may request the predecessor accountant to reissue his or her compilation or review
report on prior-period financial statements. The predecessor accountant, however, is not required to
reissue a report and may decline the client's request.

8.203 If the predecessor agrees to reissue the report, he or she must decide whether the previously issued
report is still appropriate. In making that decision, paragraph 20 of SSARS No. 2 requires the predecessor
accountant to consider the following factors:

e The current form and manner of presentation of the prior-period financial statements (i.e.,
Have they in any way been changed from the original presentation?).
e Subsequent events not previously known.

e Changes in the financial statements that require the addition or deletion of modifications to the
standard report (i.e., Should the original report be changed because of changes in the
prior-period financial statements?).

8.204 To appropriately consider the factors in section 8.203, paragraph 21 of SSARS No. 2 requires the
predecessor accountant to perform the following procedures before reissuing a report:

a. Read the financial statements of the current period and the successor accountant's report on
them.

b. Compare the prior-period financial statements (as they will appear in the comparative
presentation) with those previously issued and with those of the current period.

8.201 10/95
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c. Obtain a letter from the successor accountant that indicates whether he or she is aware of any
matter that, in his or her opinion, might have a material effect on the financial statements,
including disclosures, reported on by the predecessor accountant. The predecessor accountant
should not refer in his or her reissued report to this letter or to the successor accountant's
report.

8.205 The results of the procedures in section 8.204, along with other sources, may make the
predecessor accountant aware of information that may affect the prior-period financial statements or his
or her report on them. When such information is obtained, the predecessor accountant is required by
paragraph 22 of SSARS No. 2 to—

a. Make inquiries or perform analytical procedures similar to those he or she would have
performed if he or she had been aware of the information at the date of the report on the
prior-period financial statements

b. Perform any other procedures he or she considers necessary in the circumstances, such as
discussing the information with the successor or reviewing the successor accountant's working
papers

8.206 No Changes in Prior Statements or Report. If the predecessor accountant decides based on the
above procedures that the prior-period financial statements should not be restated and his or her report on
them should not be revised, then the predecessor accountant may reissue his or her previous report. The
reissued report should be dated as of the date of the previous report to avoid the implication that any
procedures other than those in sections 8.203 through 8.205 have been performed.

8.207 Changes in Prior Statements or Report. If the predecessor accountant decides based on the
above procedures that the prior-period financial statements should be restated or his or her report on them
should be revised, the reissued report should be modified in two ways: (1) a separate explanatory paragraph
should be added, and (2) the report should be dual dated. (See sections 8.402 through 8.405 for a
discussion and illustration of this report modification.)

8.208 When the prior-period financial statements are restated or the predecessor accountant revises his
or her report on them, paragraph 23 of SSARS No. 2 requires the predecessor accountant to obtain a
written statement from the former client. That statement should describe the reasons for restating the
prior-period financial statements and, if applicable, express an understanding of its effect on the
predecessor accountant's reissued report.

8.209 If the predecessor accountant is unable to complete the procedures required by SSARS No. 2
(described in sections 8.203 through 8.205 and 8.208), he or she should not reissue his or her report and
may wish to consult with his or her attorney regarding the appropriate course of action.

Successor Accountant Refers to Predecessor
Accountant's Report

8.210 In most circumstances, the predecessor accountant will not be asked to reissue his or her report
on prior-period financial statements, or he or she will refuse such a request (and the successor accountant
will not have compiled or reviewed those financial statements). The successor accountant, therefore, will

10/95
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usually decide to refer in his or her report on the comparative financial statements to the predecessor
accountant's report. This reference should be made in an additional paragraph of the successor's report
and should contain the following information:

a. A statement that the prior-period financial statements were compiled or reviewed by another
accountant (or accountants)

b. The date of such report

c. A description of the standard form of disclaimer (compilation) or limited assurance (review),
as applicable, included in the predecessor accountant's report

d. A description or quotation of any modification of the standard report and of any paragraphs
emphasizing a matter regarding the financial statements

Although paragraph 17 of SSARS No. 2 requires the successor accountant's report to state that a
predecessor accountant compiled or reviewed the prior-period financial statements, footnote 9 to that
paragraph prohibits the successor accountant from naming the predecessor accountant in his or her report.
(See sections 8.603 through 8.606 for illustrative successor accountant's reports that refer to the
predecessor accountant's report.)

8.211 In some situations, the successor accountant may believe that prior-period financial statements
reported on by a predecessor accountant should be restated. In that event, the successor accountant cannot
refer to the predecessor accountant's report on those financial statements but should instead choose one of
the following two options:

a. Request that the predecessor accountant reissue his or her report based on the guidance in
sections 8.202 through 8.209 and sections 8.402 through 8.405.

b. Compile or review those financial statements in accordance with SSARS No. 1, or audit them
in accordance with generally accepted auditing standards (See sections 8.212 and 8.213.)

The successor accountant should also remember that in such a situation, SSARS No. 4, paragraph 10,
requires the successor accountant to request that the client notify the predecessor accountant that the
prior-period financial statements need to be restated. If the client refuses to do so, or the successor
accountant is not satisfied with the predecessor accountant's course of action, the successor accountant
should consult with his or her attorney.
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Practice Tip:

When the successor accountant becomes aware of information that leads him or her to believe that
financial statements reported on by a predecessor who has ceased operations may require revision,
the successor's responsibility is not changed. Instead of advising the predecessor, the client should
advise the party responsible for winding up the affairs of the predecessor firm.

Successor Accountant Compiles, Reviews, or
Audits Prior-Period Financial Statements

8.212 The successor accountant may decide to compile or review the prior-period financial statements
presented for comparative purposes. When compiling or reviewing the prior-period financial statements,
the accountant should follow the performance requirements for compiling or reviewing those financial
statements in SSARS No. 1. (See Chapter 4 or 6 in this Manual.) In addition, the successor accountant
should follow the reporting guidance provided below in section 8.300 for a continuing accountant.

8.213 If the successor accountant decides to audit the prior-period financial statements, he or she should
follow the performance and reporting guidance in generally accepted auditing standards. Note that the
AICPA Auditing Standards Board issued an interpretation of SAS No. 7, Communications Between
Predecessor and Successor Auditors (Au 315), titled Audits of Financial Statements That Had Been
Previously Audited By A Predecessor Auditor (Au 9315.08-.18) in 1995.

Which Choice Is Preferable?

8.214 In summary, the successor accountant has three alternatives for reporting on prior-period financial
statements that are compiled, reviewed, or audited by another accountant. As a general rule, the second
alternative (make reference to the predecessor accountant's report) requires the least effort and expense,
because the predecessor accountant does not need to become involved. However, as discussed below,
certain circumstances may make another alternative preferable.

8.215 The first alternative (have the predecessor accountant reissue his or her report) may be preferable
in cases where the prior-period financial statements are restated, for example, for correction of an error.
The additional work required by the predecessor accountant to reissue his or her report on the restated
prior-period financial statements may be less than the work required by the successor accountant to compile
or review those financial statements. This is often the case when the client needs a review report covering
both the current and prior-period financial statements.

8.216 The third alternative (compile, review, or audit the prior-period financial statements) is a back-up
alternative that can be selected whenever it makes sense.

10/95
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Reporting by a Successor Accountant When
Predecessor Has Ceased Operations

8.217 If prior-period financial statements that have been compiled, reviewed, or audited by a predecessor
accountant who has ceased operations are presented for comparative purposes with current-period compiled
or reviewed financial statements, the successor's reporting responsibility is set forth below for the following
three circumstances:

1. The prior-period financial statements were compiled or reviewed and are unchanged. (Sections
8.218-.219)

2. The prior-period financial statements were audited and are unchanged. (Sections 8.220-.221)
3. The prior-period financial statements have been restated. (Section 8.222)
8.218 If the prior-period financial statements were compiled or reviewed and are unchanged, the
successor should add a paragraph to his or her report on the current-period financial statements that

includes —

a. A statement that the financial statements of the prior period were compiled or reviewed by
another accountant who has ceased operations,

b. The date of the predecessor's report,
c. A description of the standard form of disclaimer or limited assurance, as applicable, and

d. A description or a quotation of any modifications of the standard report and of any paragraphs
emphasizing a matter concerning the financial statements.

8.219 Reference to the predecessor's report should not include the predecessor's name. Examples of
additional paragraphs are presented below.

Compiled Prior-Period Financial Statements

The 19X1 financial statements of XYZ Company were compiled by other accountants
who have ceased operations and whose report dated February 1, 19X2 stated that they
did not express an opinion or any other form of assurance on those statements.
Reviewed Prior-Period Financial Statements

The 19X1 financial statements of XYZ Company were reviewed by other accountants
who have ceased operations and whose report dated March 1, 19X2 stated that they were

not aware of any material modifications that should be made to those statements in order
for them to be in conformity with generally accepted accounting principles.
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8.220 If the prior-period financial statements were audited and are unchanged, the successor should add
a paragraph to his or her report on the current-period financial statements that indicates —

a. The prior-period financial statements were audited by another accountant who has ceased
operations,

b. The date of the predecessor's report,

c. The type of opinion issued by the predecessor,

d. If the opinion was other than qualified, the substantive reasons therefor, and

e. That no auditing procedures were performed after the date of the predecessor’s report.

8.221 Reference to the predecessor's report should not include the predecessor's name. An example of
such paragraph is presented below.

The financial statements for the year ended December 31, 19X1, were audited by other
accountants who have ceased operations, and they expressed an unqualified opinion on
them in their report dated March 1, 19X2, but they have not performed any auditing
procedures since that date.

8.222 If the prior-period financial statements have been restated, the restated prior-period financial
statements should be compiled, reviewed, or audited and reported on accordingly.

8.300 REPORTING AS A CONTINUING ACCOUNTANT

8.301 When the accountant who is reporting on the current-period financial statements meets the
definition of a continuing accountant, he or she must issue a report in the current period that covers all
comparative financial statements on which he or she previously reported. The accountant's responsibility
for such reporting is determined by considering the following two questions:

® Is the level of service for the current period the same as, higher than, or lower than the level
of service for the prior period?

e Has additional information become available about previously issued comparative financial
statements that might affect the previous report(s)?

Level of Service — General

8.302 Four levels of service may be provided on the financial statements of a nonpublic entity. These
are: (1) audit, (2) review, (3) compilation with full disclosures, and (4) compilation with substantially all
disclosures omitted. To determine his or her reporting responsibility, a continuing accountant must com-
pare the level of service provided for the current period with the level of service provided in the prior
period. (Changes involving the fourth level of service, compilation of financial statements that omit
substantially all disclosures, are discussed separately from other changes. See sections 8.312 through
8.315)

10/95
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8.303

Same or Higher Level of Service in Current Period

8.303 If the level of service for the current period is the same as or higher than that for the prior period,
the accountant is required to update his or her report on the prior-period financial statements. Updating
a prior-period report means that the accountant is issuing a report on the prior-period financial statements
as of the date of the report on the current-period financial statements. When the accountant updates his
or her report, the accountant is obligated to consider information he or she becomes aware of during the
current engagement. Based on this information, the accountant may re-express his or her previous
conclusions or may express different conclusions on the prior-period financial statements. (See sections
8.406 through 8.412 for a discussion of reports that express different conclusions about prior-period
financial statements.)

8.304 Compilation in Current and Prior Period. When the financial statements of both periods have
been compiled, the accountant simply drafts the first paragraph of the report to refer to the financial
statements of both periods. An illustration of this paragraph follows:

I (We) have compiled the accompanying balance sheets of ANY Company as of December 31,
19X2 and 19X1, and the related statements of income, retained earnings, and cash flows for the
years then ended, in accordance with Statements on Standards for Accounting and Review
Services issued by the American Institute of Certified Public Accountants.

(See section 8.607 for an illustration of a complete report.)

8.305 Review in Current and Prior Period. When the financial statements of both periods have been
reviewed, the accountant drafts the first paragraph of the report to refer to the financial statements of both
periods and drafts the third paragraph to refer to both reviews. These paragraphs are illustrated below:

(First Paragraph)

I (We) have reviewed the accompanying balance sheets of ANY Company as of
December 31, 19X2 and 19X1, and the related statements of income, retained earnings,
and cash flows for the years then ended, in accordance with Statements on Standards for
Accounting and Review Services issued by the American Institute of Certified Public
Accountants. All information included in these financial statements is the representation
of the management (owners) of the company.

(Third Paragraph)
Based on my (our) reviews, I am (we are) not aware of any material modifications that
should be made to the accompanying financial statements in order for them to be in

conformity with generally accepted accounting principles.

(See section 8.608 for an illustration of a complete report.)
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8.306 Current Period Reviewed — Prior Period Compiled. When the current-period financial
statements have been reviewed and the prior-period financial statements were compiled (change from a
lower to a higher level of service), the first paragraph of the report cannot be written to refer to the
financial statements of both periods. The language of the first paragraph of the standard review report
differs from that of the standard compilation report. Therefore, the report modification is made by adding
a fourth paragraph to the standard review report on the current-period financial statements. This paragraph
updates the compilation report on the prior-period financial statements. An illustration of this paragraph
follows:

The accompanying 19X1 financial statements of ANY Company were compiled by me
(us) in accordance with Statements on Standards for Accounting and Review Services
issued by the American Institute of Certified Public Accountants. A compilation is
limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the 19X1
financial statements and, accordingly, do not express an opinion or any other form of
assurance on them.

(See section 8.609 for an illustration of a complete report.)

8.307 Current Period Audited — Prior Period Reviewed or Compiled. SSARS do not apply to
presentations of comparative financial statements when the current period is audited and prior periods are
either compiled or reviewed. Statements on Auditing Standards (SASs) apply to such presentations and the
accountant should refer to SAS No. 26, Association with Financial Statements, for guidance on these
presentations.

Lower Level of Service in Current Period

8.308 If the level of service in the current period is lower than that of the prior period, the accountant
is not required to update his or her report. Instead, the accountant either (1) reissues his or her report on
the prior-period financial statements or, (2) includes a separate paragraph in the current period report that
describes the responsibility assumed for the prior-period financial statements.

8.309 A reissued report is essentially a duplicate of the original report. A reissued report bears the same
date as the original report and usually repeats the conclusions presented in the original report. However,
a reissued report may need to be revised if the accountant has become aware of specific events that might
affect the prior-period financial statements. (When a previously issued report is revised, see sections 8.410
through 8.412.)

8.310 If the accountant elects to reissue his or her report on the prior-period financial statements, that
report may be presented separately from the current-period report or may be combined with it. When the
accountant combines the prior-period report with the current-period report, the combined report should
state that the accountant has not performed any procedures in connection with the previous engagement
after the date of the previous report. (See section 8.610 for a report that illustrates a reissued review report
combined with a current-period compilation report.)
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8.311 If the accountant elects to include a separate paragraph in the current-period report that describes
his or her responsibility for the prior-period financial statements, that paragraph should state —

® The date of the prior-period financial statements.
® The service provided in the prior period.

® The date of the accountant's previous report.

® The conclusions in the previous report.

® That the accountant has not performed any procedures in connection with the prior engagement
subsequent to the date of his or her report on that engagement.

(See sections 8.611, 8.612, and 8.613 for illustrative reports.)

Changes in Level of Service — Substantially All
Disclosures Omitted

8.312 Although an accountant may compile financial statements that omit substantially all disclosures
(OSAD statements), paragraph 5 of SSARS No. 2 states that such financial statements are not comparable
to financial statements that include disclosures. Therefore, an accountant can report on comparative
financial statements that omit substantially all disclosures only when all comparative financial statements
omit disclosures. Reporting on comparative periods that mix full disclosure statements and OSAD
statements is prohibited.

8.313 When the accountant is engaged to report on current-period financial statements that omit
substantially all disclosures and has also previously reported on the compilation of similar financial
statements for the prior period, the first paragraph of the standard OSAD compilation report is drafted to
refer to the financial statements of both periods. An illustration of this paragraph is presented below:

I (We) have compiled the accompanying balance sheets of ANY Company as of
December 31, 19X2 and 19X1, and the related statements of income, retained earnings,
and cash flows for the years then ended, in accordance with Statements on Standards for
Accounting and Review Services issued by the American Institute of Certified Public
Accountants.

(See section 8.614 for an illustration of a complete report.)

8.314 In some engagements, the accountant may be engaged to provide an OSAD compilation report
on current-period financial statements when the prior-period financial statements were full disclosure
statements that were either audited, reviewed, or compiled. In these situations, SSARS No. 2 permits the
accountant to compile OSAD statements for the prior period so that comparative statements may be
presented. That is, full disclosure statements for the prior period may effectively be converted to OSAD
statements. This conversion is accomplished by eliminating the disclosures and indicating in the
accountant's current-period report the nature of the previous service rendered (audit, review, or
compilation) and the date of the previous report. (See section 8.615 for an illustrative report.)
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8.315 If the previous financial statements were audited and the opinion on those statements was other
than unqualified, the accountant's current-period report should also indicate the type of opinion expressed
(qualified, adverse, or disclaimer) and the substantive reasons for the modified opinion. Similarly, if the
prior-period financial statements were reviewed or compiled and the accountant issued a modified review
or compilation report, or added an emphasis-of-a-matter paragraph to the report, the accountant's
current-period report should also contain a description or quotation of the modification or emphasis
paragraph.

8.400 REVISIONS OF PRIOR-PERIOD FINANCIAL STATEMENTS OR THE
ACCOUNTANT'S REPORT

8.401 Several circumstances may require revision of prior-period financial statements, including the
following:

® Change from an accounting principle that is not generally accepted to one that is for
prior-period financial statements.

® Change from one generally accepted accounting principle to another generally accepted
accounting principle that requires retroactive restatement of prior-period financial statements.

® Correction of clerical or mathematical errors in the prior-period financial statements.

e Subsequent events have occurred since the issuance of the accountant's original report that
require adjustment of or disclosure in the prior-period financial statements.

When the financial statements of a prior period have been changed, either the predecessor or the current
accountant should report on them as restated. (See sections 8.616, 8.617, and 8.618 for illustrative
reports.)

Predecessor Accountant Reports on Restated
Financial Statements

8.402 As discussed in section 8.207, a predecessor accountant who has been engaged to reissue his or
her report on prior-period financial statements may conclude that those financial statements should be
restated. In such circumstances, the predecessor accountant's reissued report should (1) include a separate
explanatory paragraph, and (2) be dual-dated.
8.403 The separate explanatory paragraph should indicate —
a. The date of the accountant's previous report
b. The circumstances or events that caused either a new reference to a departure from generally
accepted accounting principles (GAAP) (or other comprehensive bases of accounting
[OCBOAY]) or a removal of a reference to a departure from GAAP (OCBOA) in the previous
report
c. That the financial statements of the prior period have been changed
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8.404

8.404 An example of such a separate explanatory paragraph is presented below:

In my (our) previous compilation (review) report dated March 1, 19X2, on the 19X1
financial statements, I (we) referred to a departure from generally accepted accounting
principles because the company carried its land at appraised values. However, as
disclosed in Note X, the company has restated its 19X1 financial statements to reflect its
land at cost in accordance with generally accepted accounting principles.

8.405 Dual-dating means that two dates are included in the report. One date is the date of the previous
report and the other date is the date of the event or transaction that caused the financial statements to be
restated or the report to be revised. For example, a dual-dated report would read as follows "March 1,
19X1, except for Note X, as to which the date is March 15, 19X2." In this example, March 1, 19X1 is
the date of the previous report and March 15, 19X2 is the date the subsequent event described in Note X
occurred. Dual-dating limits the predecessor's responsibility for events occurring subsequent to the
completion of his or her engagement to the specific event referred to in the note (or disclosed in the report).
(See section 8.618 for an illustrative report).

Current Accountant Reports on Restated Statements

8.406 When the accountant engaged to report on the current-period financial statements also reports on
restated prior-period financial statements, the specific reporting requirements depend on whether the
current accountant is a successor accountant or a continuing accountant with respect to the prior period.

8.407 Current Accountant Is Successor Accountant. If the current accountant is a successor
accountant, then he or she has not previously reported on the prior-period financial statements and does
not have a report to reissue or update. Therefore, he or she should perform a compilation or review of
the prior-period financial statements in accordance with SSARS No. 1 or an audit of those statements in
accordance with generally accepted auditing standards.

8.408 The successor's report on the restated prior-period financial statements may be issued separately
from his or her report on the current period or combined with his or her report on the current-period
financial statements. Regardless of the method of reporting, the successor accountant's report on the
restated financial statements should not refer to the predecessor accountant's previously issued report.

8.409 If the restatement does not involve a change in accounting principles or their application (for
example, it involves the correction of an error), paragraph 26 of SSARS No. 2 states that the accountant
may wish to add an explanatory paragraph with respect to the restatement, but should not otherwise modify
the standard report provided the financial statements appropriately disclose such matters. This guidance
applies when either the successor or predecessor accountant reports on the restated prior-period financial
statements.

8.410 Current Accountant Is Continuing Accountant. If the current accountant is a continuing
accountant, then the accountant must either update or reissue his or her previously issued report on the
restated prior-period financial statements. As discussed in sections 8.303 through 8.307, when the level
of service for the current period is the same as or higher than the level of service for the prior period, the
accountant must update his or her report. An updated report on restated prior-period financial statements
should be dated as of the same date as the current-period report.
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8.411 When the level of service for the current period is lower than the level of service for the prior
period, the accountant should reissue his or her report using the original date of that report, as discussed
in sections 8.308 through 8.311.

8.412 Regardless of whether an updated or reissued report is appropriate (e.g., regardless of the
direction of change in the level of service) the report should contain the separate explanatory paragraph
discussed and illustrated in sections 8.403 and 8.404.

8.500 CHANGE OF ENTITY STATUS

8.501 An entity may change its status from a public to a nonpublic entity or from a nonpublic to a public
entity. SSARS No. 2, paragraph 31, states that the current status of the entity should determine whether
the accountant should follow SSARS or generally accepted auditing standards. The current status of the
entity should be determined as of its current balance-sheet date.

8.502 The basic principle for reporting on comparative financial statements when the entity has changed
its status is that a previously issued report that is no longer appropriate for the current status of the entity
should not be reissued or referred to in the current-period report. The remainder of this section discusses
the application of this principle.

Change from Public to Nonpublic Entity

8.503 When the entity's current status is nonpublic but it was public for a prior period, SSARS must be
followed in reporting on all periods presented. In this situation, the prior-period financial statements will
have either a previously-issued unaudited disclaimer in accordance with SAS No. 26, or a previously-issued
audit report.

8.504 If the report on the prior-period financial statements was an unaudited disclaimer, the accountant
should either compile or review those statements in accordance with SSARS No. 1 and report on them

accordingly. This is necessary because a SAS No. 26 disclaimer of opinion is inappropriate for a
nonpublic entity.

8.505 If the report on the prior-period financial statements was an audit report, the accountant should
either (1) reissue the prior-period audit report, or (2) include a separate paragraph in the current-period
report. These reporting alternatives are acceptable because an audit report is appropriate for a nonpublic

as well as a public company. When the accountant elects to include a separate paragraph, that paragraph
should indicate —

a. That the financial statements of the prior period were audited previously
b. The date of the previous report
c. The type of opinion expressed previously

d. The substantive reasons for other than an unqualified opinion
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e. That no auditing procedures were performed after the date of the previous report
An example of such a paragraph follows:
The financial statements for the year ended December 31, 19X1, were audited by us
(other accountants) and we (they) expressed an unqualified opinion on them in our (their)
report dated March 1, 19X2, but we (they) have not performed any auditing procedures
since that date.
Change from Nonpublic to Public Entity
8.506 When the entity's current status is public but was nonpublic for a prior period, SSARS do not

apply. The accountant must follow generally accepted auditing standards in reporting for all periods
presented.
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8.600

8.601 The following pages are illustrative reports for various situations involving the presentation of

SAMPLE REPORTS ON COMPARATIVE STATEMENTS

comparative financial statements.

8.602 The illustrative reports are included on the Wordperfect diskette provided with the manual.

Sample Reports on Comparative Statements

Section

8.603

8.604

8.605

8.606

8.607

8.608

8.609

8.610

10/95

Descrioti

Successor Accountant's Compilation Report on Current-Period
Financial Statements That Refers to a Predecessor Accountant's
Compilation Report on Prior-Period Financial Statements

Successor Accountant's Compilation Report on Current-Period
Financial Statements That Refers to a Predecessor Accountant's
Review Report on Prior-Period Financial Statements

Successor Accountant's Review Report on Current-Period Financial
Statements That Refers to a Predecessor Accountant's Compilation
Report on Prior-Period Financial Statements

Successor Accountant's Review Report on Current-Period Financial
Statements That Refers to a Predecessor Accountant's Review
Report on Prior-Period Financial Statements

Continuing Accountant's Report on Comparative Statements — Both
Periods Compiled .

Continuing Accountant's Report on Comparative Statements — Both
Periods Reviewed

Continuing Accountant's Report on Comparative Statements —
Current Period Reviewed and Prior Period Compiled

Continuing Accountant's Report on Comparative Statements — Current
Period Compiled with Reissued Review Report on Prior Period

8-23

8-24

8-25

8-26

8-27

8-28

8-29

8-30

8.000
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Sample Reports on Comparative Statements (Continued)

Section

8.611

8.612

8.613

8.614

8.615

8.616

8.617

8.618

8.602

Descripti

Continuing Accountant's Report on Comparative Statements —
Current Period Compiled with Reference to Review Report
on Prior Period

Continuing Accountant's Report on Comparative Statements —
Current Period Compiled with Reference to Audit Report
on Prior Period

Continuing Accountant's Report on Comparative Statements —
Current Period Reviewed with Reference to Audit Report
on Prior Period

Continuing Accountant's Report on Comparative Statements —
Both Periods Compiled with Substantially All Disclosures
Omitted

Continuing Accountant's Compilation Report on Comparative
Statements — Prior-Period Financial Statements Compiled with
Substantially All Disclosures Omitted from Previously Reviewed
Financial Statements

Continuing Accountant's Report on Comparative Statements —
Both Periods Compiled with Restatement of Prior-Period
Financial Statements

Continuing Accountant's Report on Comparative Statements —
Current Period Compiled with Reference to Review Report
on Restated Prior-Period Financial Statements

Reissued Predecessor Accountant's Review Report on Restated
Prior-Period Financial Statements

g

8-31

8-32

8-33

8-34

8-35

8-36

8-37

8-38
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8.603 Successor Accountant's Compilation Report on Current-Period Financial Statements That
Refers to a Predecessor Accountant's Compilation Report on Prior-Period Financial
Statements

I (We) have compiled the accompanying balance sheet of [client name] as of
[balance-sheet date], and the related statements of income and retained earnings and
cash flows for the [period] then ended, in accordance with Statements on Standards
for Accounting and Review Services issued by the American Institute of Certified Public Accountants.!

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying 19
[Current Year] financial statements and, accordingly, do not express an opinion or any other form of
assurance on them.

The 19 __ financial statements of [client name] were compiled by other accountants
whose report dated , stated that they did not express an opinion or any other form of
assurance on those statements.

[Signature]

[Date]

Note:

' This reporting guidance assumes that a combined statement of income and retained earnings is presented.
If a separate statement of retained earnings is presented, the report should be worded as follows:

I (We) have reviewed the accompanying balance sheet of [client
name] as of [balance-sheet date] and the related statements of income,
retained earnings, and cash flows for the [period] then ended,....
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8.604 Successor Accountant's Compilation Report on Current-Period Financial Statements That
Refers to a Predecessor Accountant's Review Report on Prior-Period Financial Statements

I (We) have compiled the accompanying balance sheet of [client name] as of
[balance-sheet date], and the related statements of income and retained earnings, and
cash flows for the [period] then ended, in accordance with Statements on Standards
for Accounting and Review Services issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying 19 __
[Current Year] financial statements and, accordingly, do not express an opinion or any other form of
assurance on them.

The 19__ financial statements of [client name] were reviewed by other accountants
whose report dated , stated that they were not aware of any material modifications that should
be made to those statements in order for them to be in conformity with generally accepted accounting
principles.

[Signature]

[Date]
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8.605 Successor Accountant's Review Report on Current-Period Financial Statements That Refers
to a Predecessor Accountant's Compilation Report on Prior-Period Financial Statements

I (We) have reviewed the accompanying balance sheet of [client name] as of
[balance-sheet date], and the related statements of income and retained earnings, and

cash flows for the [period] then ended, in accordance with Statements on Standards

for Accounting and Review Services issued by the American Institute of Certified Public Accountants. All

information included in these financial statements is the representation of the management (owners) of
[client name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying 19 __ [current year] financial statements in order for them to be in conformity with
generally accepted accounting principles.

The 19 financial statements of [client name] were compiled by other
accountants whose report dated , stated that they did not express an opinion or any
other form of assurance on those statements.

[Signature]

[Date]
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8.606 Successor Accountant's Review Report on Current-Period Financial Statements That Refers
to a Predecessor Accountant's Review Report on Prior-Period Financial Statements

I (We) have reviewed the accompanying balance sheet of [client name] as
of [balance-sheet date], and the related statements of income and retained earnings, and
cash flows for the [period] then ended, in accordance with Statements on Standards

for Accounting and Review Services issued by the American Institute of Certified Public Accountants. All
information included in these financial statements is the representation of the management (owners) of
[client name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying 19 [current year] financial statements in order for them to be in conformity with
generally accepted accounting principles.

The 19 __ financial statements of [client name] were reviewed by other
accountants whose report dated , stated that they were not aware of any material
modifications that should be made to those statements in order for them to be in conformity with generally
accepted accounting principles.

[Signature]

[Date]
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8.607 Continuing Accountant's Report on Comparative Statements — Both Periods Compiled

I (We) have compiled the accompanying balance sheets of [client name] as
of [balance-sheet dates], and the related statements of income and retained earnings, and
cash flows for the [periods] then ended, in accordance with Statements on Standards

for Accounting and Review Services issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owneys). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

[Signature]

[Date]
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8.608

8.608 Continuing Accountant's Report on Comparative Statements — Both Periods Reviewed

I (We) have reviewed the accompanying balance sheets of [client name] as
of [balance-sheet dates], and the related statements of income and retained earnings, and
cash flows for the [periods] then ended, in accordance with Statements on Standards for
Accounting and Review Services issued by the American Institute of Certified Public Accountants. All
information included in these financial statements is the representation of the management (owners) of
[client name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) reviews, I am (we are) not aware of any material modifications that should be made to
the accompanying financial statements in order for them to be in conformity with generally accepted
accounting principles.

[Signature]

[Date]
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8.609 Continuing Accountant's Report on Comparative Statements — Current Period Reviewed and
Prior Period Compiled

I (We) have reviewed the accompanying balance sheet of [client name] as

of [balance-sheet date], and the related statements of income and retained earnings, and

cash flows for the [period] then ended, in accordance with Statements on Standards

for Accounting and Review Services issued by the American Institute of Certified Public Accountants. All

information included in these financial statements is the representation of the management (owners) of
[client name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying 19 _ [current year] financial statements in order for them to be in conformity with
generally accepted accounting principles.

The accompanying 19 financial statements of [client name] were
compiled by me (us). A compilation is limited to presenting in the form of financial statements information
that is the representation of management (owners). I (We) have not audited or reviewed the 19 financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

[Signature]

[Date]
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8.610 Continuing Accountant's Report on Comparative Statements — Current Period Compiled
with Reissued Review Report on Prior Period

I (We) have compiled the accompanying balance sheet of [client name]
as of [balance-sheet date], and the related statements of income and retained earnings,
and cash flows for the [period] then ended, in accordance with Statements on
Standards for Accounting and Review Services issued by the American Institute of Certified Public
Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying 19 __
[current year] financial statements and, accordingly, do not express an opinion or any other form of
assurance on them.

The accompanying 19 financial statements of [client name] were
previously reviewed by me (us) in accordance with Statements on Standards for Accounting and Review
Services issued by the American Institute of Certified Public Accountants. All information included in the
19  financial statements is the representation of the management (owners) of
[client name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying 19 _ financial statements in order for them to be in conformity with generally accepted
accounting principles. I (We) have not performed any review procedures since
[original report date], the date of my (our) report on the accompanying 19 financial statements.

[Signature]

[Date]
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8.611 Continuing Accountant's Report on Comparative Statements — Current Period Compiled
with Reference to Review Report on Prior Period

I (We) have compiled the accompanying balance sheet of [client name] as
of [balance-sheet date], and the related statements of income and retained earnings,
and cash flows for the [period] then ended, in accordance with Statements on
Standards for Accounting and Review Services issued by the American Institute of Certified Public
Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying 19 __
[current year] financial statements and, accordingly, do not express an opinion or any other form of
assurance on them.

The accompanying 19  financial statements of [client name] were
previously reviewed by me (us) and my (our) report dated , [original report date], stated
that I was (we were) not aware of any material modifications that should be made to those statements in
order for them to be in conformity with generally accepted accounting principles. I (We) have not
performed any procedures in connection with that review engagement after the date of my (our) report on
the 19__ financial statements.

[Signature]

[Date]
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8.612 Continuing Accountant's Report on Comparative Statements — Current Period Compiled
with Reference to Audit Report on Prior Period

I (We) have compiled the accompanying balance sheet of [client name] as
of [balance-sheet date], and the related statements of income and retained earnings, and
cash flows for the [period] then ended, in accordance with Statements on Standards

for Accounting and Review Services issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying 19
[current year] financial statements and, accordingly, do not express an opinion or any other form of
assurance on them.

The financial statements for the [period] ended [balance-
sheet date], were audited by me (us) and I (we) expressed an unqualified opinion on them in my (our)
report dated [original report date], but I (we) have not performed any auditing

procedures since that date.

[Signature]

[Date]
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8.613 Continuing Accountant's Report on Comparative Statements — Current Period Reviewed
with Reference to Audit Report on Prior Period

I (We) have reviewed the accompanying balance sheet of [client name] as
of [balance-sheet date], and the related statements of income and retained earnings, and
cash flows for the [period] then ended, in accordance with Statements on Standards

for Accounting and Review Services issued by the American Institute of Certified Public Accountants. All
information included in these financial statements is the representation of the management (owners) of
[client name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying 19__ [current year] financial statements in order for them to be in conformity with
generally accepted accounting principles.

The financial statements for the [period] ended [balance-
sheet date], were audited by me (us) and I (we) expressed an unqualified opinion on them in my (our)
report dated [original report date], but I (we) have not performed any auditing

procedures since that date.

[Signature]

[Date]
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8.614 Continuing Accountant's Report on Comparative Statements — Both Periods Compiled with
Substantially All Disclosures Omitted

I (We) have compiled the accompanying balance sheets of [client name] as
of [balance-sheet dates], and the related statements of income and retained earnings, and
cash flows for the [periods] then ended, in accordance with Statements on Standards

for Accounting and Review Services issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

Management has elected to omit substantially all of the disclosures required by generally accepted
accounting principles. If the omitted disclosures were included in the financial statements, they might
influence the user's conclusions about the Company's financial position, results of operations, and cash
flows. Accordingly, these financial statements are not designed for those who are not informed about such
matters.

[Signature]

[Date]
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8.615 Continuing Accountant's Compilation Report on Comparative Statements — Prior-Period
Financial Statements Compiled with Substantially All Disclosures Omitted from Previously
Reviewed Financial Statements

I (We) have compiled the accompanying balance sheets of [client name] as
of [balance-sheet dates], and the related statements of income and retained earnings, and
cash flows for the [periods] then ended, in accordance with Statements on Standards
for Accounting and Review Services issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

Management has elected to omit substantially all of the disclosures required by generally accepted
accounting principles. If the omitted disclosures were included in the financial statements, they might
influence the user's conclusions about the Company's financial position, results of operations, and cash
flows. Accordingly, these financial statements are not designed for those who are not informed about such
matters.

The accompanying 19  [prior year] financial statements were compiled by me (us) from financial
statements that did not omit substantially all of the disclosures required by generally accepted accounting
principles and that I (we) previously reviewed as indicated in my (our) report dated
[original report date].

[Signature]

[Date]
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8.616 Continuing Accountant's Report on Comparative Statements — Both Periods Compiled with
Restatement of Prior-Period Financial Statements

I (We) have compiled the accompanying balance sheets of [client name] as
of [balance-sheet dates], and the related statements of income and retained earnings, and
cash flows for the [periods] then ended, in accordance with Statements on Standards

for Accounting and Review Services issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

In my (our) previous compilation report dated [original report date], I (we) referred to
a departure from generally accepted accounting principles because the Company carried its land at
appraisal values. However, as disclosed in Note __, the Company has restated its 19 __ financial statements
to reflect its land at cost in accordance with generally accepted accounting principles.

[Signature]

[Date]
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8.617 Continuing Accountant's Report on Comparative Statements — Current Period Compiled
with Reference to Review Report on Restated Prior-Period Financial Statements

I (We) have compiled the accompanying balance sheet of [client name] as
of [balance-sheet date], and the related statements of income and retained earnings, and
cash flows for the [period] then ended, in accordance with Statements on Standards

for Accounting and Review Services issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying 19__
[current year] financial statements and, accordingly, do not express an opinion or any other form of
assurance on them.

The accompanying 19 _ financial statements of [client name] were
previously reviewed by me (us) and in my (our) report dated [original report date], I (we)
referred to a departure from generally accepted accounting principles because the Company carried its land
at appraisal values. However, as disclosed in Note __, the Company has restated its 19__ financial
statements to reflect its land at cost in accordance with generally accepted accounting principles. I (We)
have not performed any procedures in connection with that review engagement after the date of my (our)
report on the 19 financial statements.

[Signature]

[Date]
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8.618 Reissued Predecessor Accountant's Review Report on Restated Prior-Period Financial
Statements

I (We) have reviewed the accompanying balance sheet of [client name] as
of [balance-sheet date], and the related statements of income and retained earnings, and
cash flows for the [period] then ended, in accordance with Statements on Standards
for Accounting and Review Services issued by the American Institute of Certified Public Accountants. All
information included in these financial statements is the representation of the management (owners) of
[client name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying 19__ financial statements in order for them to be in conformity with generally accepted
accounting principles.

In my (our) previous review report dated [original report date], I (we) referred to a
departure from generally accepted accounting principles because the Company carried its land at appraisal
values. However, as disclosed in Note __, the Company has restated its 19__ financial statements to reflect
its land at cost in accordance with generally accepted accounting principles.

[Signature]

[original report date],
except for Note , as to which the date
is [date of the event or revision]
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CHAPTER 9

FINANCIAL STATEMENTS PREPARED ON ANOTHER
COMPREHENSIVE BASIS OF ACCOUNTING

9.000 APPLICABILITY OF SSARS

9.001 An accountant may be engaged to compile or review the financial statements of entity that prepares
its statements on some other comprehensive basis of accounting (OCBOA). This possibility is specifically
recognized in Statements on Standards for Accounting and Review Services (SSARS), as indicated by the
following definition of a financial statement that is contained in SSARS No. 1:

A presentation of financial data, including accompanying notes, derived from accounting
records and intended to communicate an entity's economic resources or obligations at a
point in time, or the changes therein for a period of time, in accordance with generally
accepted accounting principles or a comprehensive basis of accounting other than
generally accepted accounting principles.

Therefore, if an accountant submits an OCBOA financial statement to his or her client or others, the
accountant should comply with the requirements of SSARS. (See sections 2.120 through 2.128 of Chapter
2 for a discussion of what constitutes submission of a financial statement.)

9.100 WHEN ARE OCBOA FINANCIAL STATEMENTS APPROPRIATE?

9.101 Professional standards do not address when it is appropriate to present financial statements in
accordance with OCBOA. However, there are many circumstances in which OCBOA is as appropriate or
more appropriate than generally accepted accounting principles. For example, financial statements prepared
for partners in a limited partnership might be more appropriately presented on the tax basis of accounting
then GAAP. Writing in The Journal of Commercial Bank Lending, Judith O'Dell, former chairperson of
the Technical Issues Committee of the PCPS, has indicated that OCBOA financial statements can be
efficient and appropriate for businesses meeting some or all of the following criteria:

e The business is managed by the owner who is closely involved in the day-to-day operations and
financial aspects of the business.

e The business is a small, closely held business with little or no unsecured debt.
® The business has a cash flow that corresponds to its income and expenses.

® The company is not highly leveraged.
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OCBOA financial statements would not be appropriate for businesses that:

9.102

® Anticipate going public.
® Have loan covenants requiring GAAP-basis financial statements.
e Have numerous absentee owners

e Have substantial unfunded obligations, commitments, and contingent obligations that would not
be recorded on the tax or cash basis.

A 1990 survey of PCPS members indicated that OCBOA is most commonly used for businesses

in the following industries:

9.200

9.201

e Professional services
® Medical
® Retail

® Real estate

WHAT ARE OTHER COMPREHENSIVE BASES OF ACCOUNTING?

An authoritative discussion of OCBOA is contained in Statements on Auditing Standards (SAS)

No. 62, Special Reports. SAS No. 62 states that OCBOA includes only the following four categories of
presentations:

9.202

® Tax basis. The basis of accounting that the reporting entity uses or expects to use to file its
income tax return for the period covered by the financial statements (sections 9.205 through
9.208).

® Cash/Modified cash basis. The cash receipts and disbursements basis of accounting, and
modifications of the cash basis having substantial support, such as recording depreciation on
fixed assets or accruing income taxes (sections 9.209 through 9.213).

® Other. A definite set of criteria having substantial support that is applied to all material items
appearing in financial statements, such as the price-level basis of accounting (sections 9.214
through 9.216).

® Regulatory. A basis of accounting that the reporting entity uses to comply with the
requirements or financial reporting provisions of a governmental regulatory agency to whose
jurisdiction the entity is subject; for example, the basis of accounting that insurance companies
use pursuant to the rules of a state insurance commission (section 9.217).

In a 1994 survey of 2,000 members of the AICPA's Private Companies Practice Section (PCPS)

the respondents indicated that 99% of the OCBOA statements their firms report on are on the cash,
modified cash, and tax bases of accounting. The survey asked the members how, and to what extent, they
apply current accounting and reporting literature to cash and tax basis statements, including information
about presentation and disclosure issues. A nonauthoritative publication, Preparing and Reporting on
Cash- and Tax-Basis Financial Statements was developed from the results of the survey. The guide
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includes a discussion of the key issues that arise when preparing and reporting on these statements, the
results of the survey, and several sample financial statements submitted by the respondents.'

9.203 SAS No. 62 specifies certain bases that are not considered OCBOA. These include:

® Provisions of a loan agreement that require the borrower to prepare financial statements with
assets, such as inventory, presented on a method of accounting that is not in accordance with
generally accepted principles (GAAP) or OCBOA.

® Provisions of an acquisition agreement that require the preparation of financial statements that
are in conformity with GAAP except for certain assets, such as receivables, inventories, or
properties.

These types of presentations are considered special-purpose presentations. Refer to Chapter 12, section
12.206 for additional information.

9.204 If an accountant compiles or reviews financial statements that do not qualify as OCBOA, he or she
should report on them as GAAP financial statements, pointing out all departures from GAAP in the
compilation or review report. (See sections 10.306 through 10.307 of Chapter 10 for a discussion of
reports on financial statements that contain departures from GAAP in prescribed forms, and sections
12.201 through 12.210 of Chapter 12 for a discussion of special reports prepared on a regulatory or
contractual basis of accounting.)

The Income Tax Basis of Accounting

9.205 The income tax basis of accounting involves preparing financial statements based on the methods
and principles that are used by the client to file its income tax return. Entities that typically use the income
tax basis of accounting include small businesses for which conversion to GAAP is costly, and partnerships
for which income tax basis financial statements provide the most useful information to the financial
statement users.

9.206 Few additional guidelines need to be established for the income tax basis, because this method is
based on Federal tax laws. However, one important issue is the treatment of nontaxable revenues and
nondeductible expenses (i.e., interest income from municipal bonds and officers' life insurance premiumsy).
In presenting financial statements on the income tax basis, nontaxable revenues and nondeductible expenses
should be recognized in the financial statements when they are received or paid (for a cash basis taxpayer),
or when they are accruable (for an accrual basis taxpayer).

9.207 Additional Income Taxes for Prior Years. Another issue that arises in the use of the tax basis
is the treatment of income tax assessments that result from IRS examinations of prior years' tax returns.
Appropriate methods of handling these assessments are described below:

o The amount may be charged to expense in the current period if there are no corresponding
adjustments to the balance sheet for expenses capitalized or revenue recognized.

! To obtain a copy of this publication, call the AICPA Order Department at 800-862-4272 and ask for
product no. 006700. ($35 AICPA members, $38.50 non-members.)
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® The amount may be treated as a prior-period adjustment and charged to retained earnings if the
assessment affects balance sheet amounts (e.g., by requiring disallowed expenses to be
capitalized and amortized, or by requiring recognition of previously unreported revenue).

The method used should be disclosed.

9.208 Accounting Changes for Tax Purposes. The effects of accounting changes are often recognized
prospectively over a specified number of years for tax purposes. For financial reporting purposes, the
accounting change should be treated in the same manner as it is treated in the tax return.

The Cash Basis of Accounting

9.209 The cash basis of accounting consists of recording transactions on the basis of cash receipts and
disbursements. Using this method of accounting, certain revenues are recognized when the cash is received
rather than when the revenues are earned, and certain expenses are recognized when they are paid rather
than when the obligations are incurred. Entities typically use the cash basis of accounting when conversion
to GAAP is costly.

9.210 Pure Cash Basis. Under the "pure" cash basis, long-term assets are not capitalized so there is
no depreciation or amortization. Accruals are not made and prepaid assets are not recorded. Under this
basis, the statement of assets and liabilities would include only cash and owner's equity. Pure cash-basis
financial statements may be appropriate for certain smaller companies when cash flow is of primary
importance to management and a limited number of users. ‘Examples of some entities that may use the pure
cash basis of accounting include:

® Estates and trusts

e Civic ventures

® Student activity funds
9.211 Modified Cash Basis. The cash basis is usually accompanied by certain modifications that have
substantial support. A modification has substantial support if the method is equivalent to the accrual basis
of accounting for the item and if use of the method is not illogical. For example, it would be illogical to
record revenue on the accrual basis and expenses on the cash basis. SAS No. 62 makes reference to only
two modifications as having substantial support: depreciation on fixed assets and accruing income taxes.

Clearly, other modifications that can be considered to have substantial support have evolved through
common usage and practice.

9.212 The 1994 survey of PCPS members indicated that the following are the most typical cash basis
modifications:

e Capitalizing expenditures for property, plant and equipment

® Recording depreciation expense and accumulated depreciation

® Recording liabilities for short-term and long-term borrowings

e Capitalizing expenditures for inventory
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9.213 Writing in The CPA Journal, Wayne Bremser and Kenneth Hiltebeitel identify some possible cash-
basis modifications that are normally considered as "the last level of adjustment to bring statements to
GAAP basis or GAAP basis with a departure(s)."? These possible adjustments are:

® Accounts receivable and unpaid purchases
® Deferred income taxes and deferred tax expense

e Capital lease assets and obligations under capital leases

Using this logic, if a set of financial statements included one of these three modifications, that may be an
indication that they are equivalent to GAAP basis with a departure(s).

A Definite Criterion Applied to Items in the
Financial Statements

9.214 This category of OCBOA is somewhat controversial. The only definitive example is price-level
adjusted financial statements. However, many accountants believe that this category also provides a basis
for the use of the estimated current value (or cost) method of accounting. Other accountants believe that
there are too many variations in methods of determining current value information for it to constitute
OCBOA. For example, the following methods have been used to determine the estimated current values
of assets and liabilities:

e Current market value (i.e., sales value less costs of disposal)

e Current replacement cost

® Discounted future cash receipts and payments
9.215 An interpretation of SAS No. 62 titled Reporting on Current-Value Financial Statements That
Supplement Historical-Cost Financial Statements in a General-Use Presentation of Real Estate Entities (AU
9623.55-.59) implies that current-value financial statements are not appropriate for general use unless they

are presented as a supplement to historical financial statements. Therefore, the authors recommend that
the current value not be regarded as another comprehensive basis of accounting.

Practice Tip:

Generally accepted accounting principles require the use of the current value basis of accounting for
certain entities, such as investment companies, employee benefit plans, personal financial statements,
and mutual and common trust funds.

2 " A Look At The Modified Cash Basis," by Wayne G. Bremser, Ph.D., CPA and Kenneth M. Hiltebeitel,
Ph.D., CPA, The CPA Journal, February, 1992.
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9.216 Occasionally, the questions arises as to whether some other basis of accounting that differs from
GAAP can be considered an OCBOA. Respondents to the 1994 PCPS survey indicated that 99 percent of
the OCBOA statements they report on are on the cash, modified cash, and tax bases of accounting. In
other words, the respondents seemed to indicate that they consider these three bases — and virtually no
others — to meet the "substantial support" criterion. The authors therefore believe that, rather than
question whether some other accounting basis can be considered OCBOA, practitioners are well-advised
to stay within the bases of accounting currently viewed as having substantial support.

The Regulatory Basis of Accounting

9.217 Financial statements prepared on a regulatory basis should generally be limited to those that are
filed with the applicable regulatory agency. When the entity prepares financial statements that are to be
used by creditors or other external users, the financial statements generally should be prepared on a
cash/modified cash, tax, or GAAP basis.

9.300 PRESENTATION OF OCBOA FINANCIAL STATEMENTS

9.301 This section describes the presentation guidelines for the most commonly used OCBOA financial
statements — financial statements presented on the income tax basis of accounting, and financial statements
presented on the modified cash basis of accounting.

Titles of OCBOA Financial Statements

9.302 The titles used for OCBOA financial statements are important. They should be descriptive of the
accounting basis being used and avoid the implication that the financial statements are presented in
accordance with GAAP. SAS No. 62 precludes the use of unmodified GAAP-basis titles for OCBOA
statements. The literature is silent, however, as to the use of unmodified GAAP-basis captions within the
statements. Some practitioners believe the captions used within the financial statements should be modified
because they are associated with GAAP-basis financial statements, while others do not believe modification
of the captions is necessary. Examples of modified captions that can be used include "net income — cash
basis" and "retained earnings — cash basis" or "excess of revenue collected over expenses paid" and
"accumulated excess of revenue collected over expenses paid." Illustration 9-1 includes examples of
commonly used titles for financial statements presented on the income tax, modified cash, and "pure" cash
bases of accounting.

Statement of Cash Flows

9.303 When a set of financial statements purport to present financial position and results of operations
in accordance with GAAP, SFAS No. 95, Statement of Cash Flows, requires presentation of a statement
of cash flows. It is generally understood that the phrase "financial position and results of operations” refers
to a GAAP presentation. Because OCBOA financial statements do not purport to present financial position
and results of operations in accordance with GAAP, presentation of a statement of cash flows for tax or
cash basis financial statements is optional. In the 1994 survey of PCPS members, half of the respondents
indicated that they include a statement of cash flows with financial statements presented on a modified cash
or tax basis. In deciding whether a statement of cash flows is included, these respondents indicated that
they consider:
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® The type of financial statements. Practitioners are more likely to include a statement of cash
flows in tax basis financial statements or in modified cash basis financial statements when the
modifications create material differences between revenue and expenses and cash flows.

® Understandability and usefulness. Practitioners are more likely to include a statement of cash
flows when it is considered to be understandable and relevant to management and other users.

Practice Tip:

An entity that changes its presentation from a cash (or income tax) basis to the accrual basis (or vice
versa), should account for the change as a prior-period adjustment. Prior-period financial statements
presented in comparative form should be restated to the accrual basis, with the cumulative effect of the
change reported as an adjustment to beginning retained earnings of the earliest year presented. If only
the current year's statements are presented, the cumulative effect of the change should be reported as
an adjustment to beginning retained earnings. In both cases, the change in accounting basis should be
disclosed in the notes to the financial statements.
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IMlustration 9-1

OCBOA Financial Statement Titles

Income Tax Basis

Statement of Assets and Liabilities — Income Tax Basis
Statement of Revenues and Expenses (and Retained Earnings) — Income Tax Basis
or
Balance Sheet — Income Tax Basis
Statement of Income — Income Tax Basis

Modified Cash Basis

Statements of Assets and Liabilities — Modified Cash Basis
Statement of Revenues and Expenses (and Retained Earnings) — Modified Cash Basis
or
Statement of Assets and Liabilities Arising from Cash Transactions
Statement of Revenues Collected and Expenses Paid

Cash Basis

Statement of Assets and Owners' Equity — Cash Basis
Statement of Cash Receipts and Disbursements — Cash Basis

Disclosures in OCBOA Financial Statements

9.304 A common misconception about OCBOA financial statements is that the requirements for
disclosure are different from those for GAAP financial statements. This is not the case. The advantage
of adopting tax or cash basis financial statements lies in the measurement differences. For example, in cash
and tax-basis financial statements capital leases and deferred taxes don't have to be presented, and
receivables and payables may not have to be accrued.

9.305 SAS No. 62 makes it clear that disclosures in OCBOA financial statements are similar to those
contained in GAAP financial statements. Footnote No. 4 of SSARS No. 1 states that SAS No. 62
disclosure requirements should be followed for compiled or reviewed OCBOA financial statements.

9.306 SAS No. 62 allows for considerable judgment in the nature and extent of OCBOA financial
statement disclosures; however, it provides the following guidelines:
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OCBOA financial statements should include a summary of significant accounting policies
that discusses the basis of presentation and describes how it differs from GAAP.

If OCBOA financial statements include items that are the same as or similar to those in GAAP
statements, similar informative disclosures are appropriate.

Matters that are not specifically identified on the face of the financial statements should be
considered for disclosure. These items include: related party transactions, restrictions on
assets and owners' equity, subsequent events, and uncertainties.

The authors strongly urge you to carefully read paragraphs .09 and.10 of SAS No. 62, which discuss the
disclosure guidance summarized above.

9.307 The 1994 PCPS Survey asked practitioners to indicate the frequency with which they made certain

disclosures.

In general, the respondents indicated they were most likely to include disclosures about the following

items:

Terms of debt agreements and future minimum payments

Terms of leases and future minimum payments

Information about defined benefit and defined contribution pension plans
Commitments and contingencies

Going-concern uncertainties

The respondents sometimes include disclosures about:

Off-balance sheet risk and concentration of credit risk

Income taxes

They were least likely to include disclosures about:

Fair value of financial instruments
Postretirement and postemployment benefits

For common interest realty associations (CIRAs), disclosures related to future major repairs
and replacements

9.308 The Survey also asked the respondents to comment on the factors they considered in determining
whether to include certain disclosures. In general, those factors included the following:

10/95

Relevancy, usefulness, understandability. If the information was judged to be important to the
users, it was more likely to be disclosed. Information about commitments and contingencies
was generally perceived to be more relevant and easier to understand than information about
fair value of financial instruments. Client circumstances may make certain information less
relevant. For example, if the financial statements had a distribution limited to the geographic
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area where an entity does all its business, information about geographic concentrations of
credit risk may not have been considered relevant.

® Cost/benefit. Information that was costly to obtain was less likely to be disclosed unless the
benefits of disclosure clearly outweighed the cost.

® Inclusion of the item in the financial statements. Accountants were more likely to disclose
information related to specific items that were recognized in the financial statements than to
disclose "off-balance-sheet information," such as concentration of credit risk.

Section 9.400 of this chapter contains examples of modified cash and tax basis financial statements that
include many of these disclosures, and section 14.700 presents a "Disclosure Checklist for Financial
Statements Prepared on Another Comprehensive Basis of Accounting (Tax or Cash Basis)."

9.309 Disclosure of the Basis of Accounting. As indicated above, OCBOA financial statements should
include a "Summary of Significant Accounting Policies.” This note should disclose the following:

® The basis of accounting.
e The ways in which revenues and expenses and related assets and liabilities are recognized.

® A description of how the basis of accounting differs from GAAP, but the effects of the
differences need not be quantified.

® In interim financial statements, the disclosure should include information about interim
estimates — for example, how inventories and cost of goods sold were estimated.

9.310 When the accountant is reporting on compiled OCBOA financial statements that omit substantially
all disclosures, including the basis of accounting, SSARS No. 1, paragraph 20 requires that the basis of
accounting be disclosed in the accountant's report. For example, the following sentence could be added
to the first paragraph of the standard compilation report:

The financial statements have been prepared on the accounting basis used by the
Company for federal income tax purposes, which is a comprehensive basis of accounting
other than generally accepted accounting principles.

9.311 Disclosure of Risks and Uncertainties. SOP 94-6, Disclosure of Certain Significant Risks and
Uncertainties, is effective for calendar year 1995 and applies to all nongovernmental entities whose
financial statements are prepared in accordance with GAAP. The Statement requires that all entities
disclose nature of operations and the fact that estimates are used in the preparation of the financial
statements. It also requires that entities meeting certain conditions should disclose certain significant
estimates and current vulnerability due to certain concentrations. The requirements of the Statement are
described in further detail in Chapter 1, sections 1.610-1.625.

9.312 When it comes to applying GAAP disclosure requirements to OCBOA statements, SOP 94-6 is no
different from other pronouncements. It is highlighted in this chapter because its requirements are new
for 1995 and there are differences of opinion as to how the requirements relate to OCBOA statements.
Many practitioners believe that they apply while others believe they do not. SAS No. 62, paragraph 10
indicates that accountants should consider disclosure of uncertainties. Therefore, as with most other GAAP
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disclosure requirements, accountants preparing or reporting on OCBOA statements should rely on their
judgment as to whether SOP 94-6 disclosures are useful to the financial statement users.

9.313 For OCBOA statements, it certainly seems appropriate to disclose a description of the nature of
operations and the fact that estimates are used in the preparation of financial statements. But should certain
significant estimates or vulnerability to concentrations be disclosed? Consider the following example:

Conglomerated Construction Co. uses a particular building material on most of its
projects. At year-end, management has become aware of the fact that it is reasonably
possible that there will be a shortage in this crucial material (assume that it cannot be
substituted) in the next few months. The shortage is expected to result in a significant
price increase that the Company will be unable to pass along to its customers. The price
increase is expected to have a severe impact on the financial condition of the Company.

9.314 For GAAP statements, this situation must be disclosed in accordance with SOP 94-6. For OCBOA
statements, the accountant must apply his or her judgment to determine whether such disclosure is useful.
In other words, would the financial statements be informative of all matters affecting their use if this
situation was not disclosed? For this example, the authors consider disclosure of this situation important
and informative and would include it in OCBOA statements. The authors recommend that accountants
focus on the informative nature of such disclosures to the users of the financial statements when considering
whether certain estimates or concentrations should be disclosed in OCBOA statements.
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9.400 ILLUSTRATIVE FINANCIAL STATEMENTS

9.401 This section includes examples of financial statements prepared on the modified cash (section
9.402) and the income tax bases of accounting (section 9.403).
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9.402 Ilustrative Financial Statements — Modified Cash Basis

Warren Corporation

Statements of Assets and Liabilities — Modified Cash Basis

December 31, 19X2 and 19X1

ASSETS
Current Assets
Cash
Due from officer (Note 2)
Total Current Assets

Property and equipment, at cost (Note 1)
Furniture
Office equipment
Leasehold improvements

Less: Accumulated depreciation and
amortization (Note 1)

Total Assets

LIABILITIES
Current Liabilities
Loan payable to bank, current portion (Note 3)
Note payable to officer (Note 2)
Total Current Liabilities

Loan payable to bank (Note 3)
Total Liabilities

STOCKHOLDERS' EQUITY

Common stock, $1.00 par value, authorized
10,000 shares, issued and
outstanding 5,000 shares

Additional paid-in capital

Retained earnings

Total Stockholders' Equity

Total Liabilities and Stockholders' Equity

See the accompanying notes and accountant's report.
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19X2

$ 53,000

53,000

73,000
52,000

197,000

$ 183,000

$ 16,000

46,000

149,000

5,000

15,000

$.183,000

$ 18,600
63,600
64,000
48,000

184,000

142,000
$ 205,600

$ 16,000
16,000
135,000
5,000

15,000

$.205,600

9.402



9-18 COMPILATION AND REVIEW MANUAL

¢
Warren Corporation
Statements of Revenues and Expenses
and Retained Earnings — Modified Cash Basis
for the Years Ended December 31, 19X2 and 19X1

19X2 19X1

REVENUES
Operating revenues $1,015,900 $ 1,105,000
Miscellaneous — 3,000 —6.500
1,018,900 1,111,500

EXPENSES
Salaries and bonuses 920,000 954,000
Advertising 8,000 7,400
Rent (Note 4) 87,000 82,000
Depreciation and amortization (Note 1) 25,000 22,000
State and local income taxes paid 8,000 10,000
Federal income taxes paid (Notes 1 and 5) 1,500 7,500
Other expenses paid — 6,000 8300
1,055,500 1,091,200
Net income (loss) (36,600) 20,300

RETAINED EARNINGS

Balance, beginning of year —50,600 __30,300
Balance, end of year $___14000 $___50.600

See accompanying notes and accountant's report.
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Warren Corporation
Notes to Financial Statements — Modified Cash Basis

Note 1 — Summary of Significant Accounting Policies

The Company prepares its financial statements on the cash basis but includes depreciation and amortization
of capitalized assets. Under this basis, revenues are recognized when collected rather than when earned,
and expenses are recognized when paid rather than when incurred. Consequently, accounts receivable due
from customers, amounts due vendors and suppliers, and the unpaid portion of taxes at December 31, 19X2
and 19X1, are not included in the financial statements.

If an expenditure results in an asset having an estimated useful life that extends beyond the year of
acquisition, the expenditure is capitalized. Furniture, office equipment, and leasehold improvements are
recorded at cost. Depreciation on furniture and office equipment is provided on the straight-line method
over the estimated useful lives of the assets. Amortization of leasehold improvements is provided on the
straight-line method over the term of the lease or the estimated useful lives of the improvements, whichever
is shorter.

Income taxes are recognized as an expense when paid.

Note 2 — Transactions with Related Parties

At December 31, 19X1, Bill Warren, the Company's president, owed $45,000 to the Company. This
amount was repaid with interest at 10 percent per annum. During 19X2, the Company borrowed $30,000
from Linda Ward, the Company's Treasurer in exchange for a promissory note due November 30, 19X3,
bearing interest at 10 percent per annum.

Note 3 — Loan Payable to Bank

The loan payable to bank consisted of the following:

December 31,
19X2 19X1
Loan payable to bank due in quarterly installments of
$4,000 until December 31, 19Y2, plus interest at 12% $119,000 $135,000
Less: Current maturities (16,000) (16,000)
Long-term portion $103.000  $119,000

10/95
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9.402

The loan matures in the next five years as follows:

19X3 $16,000
19X4 $16,000
19X5 $16,000
19X6 $16,000
19X7 $16,000

Note 4 — Leases

The Company leases office space and certain data processing and other equipment under leases for varying
terms. At December 31, 19X2, the minimum rental payments under noncancellable leases with a term in
excess of one year were as follows:

19X3 $84,000
19X4 $84,000
19X5 $84,000
19X6 $78,000
19X7 $78,000

Note 5 — Contingencies

The Company is a defendant in a legal action alleging breach of contract in which the plaintiff is seeking
damages of $75,000. In the opinion of the Company's legal counsel, this matter is not expected to result
in an award that would have a materially adverse effect on the Company's financial position.

The Internal Revenue Service has examined the Company's income tax returns through 19X0, or the period

during which such returns could be examined has expired. No examinations were under way or completed
during 19X2.
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9.403 INlustrative Financial Statements — Income Tax Basis

Terra Nova Partnership Ltd.
Statement of Assets and Liabilities — Income Tax Basis
December 31, 19X2

ASSETS
Current Assets
Cash $ 64,800
Property and equipment, at cost (Note 3)
Rental apartments 4,120,000
Furniture and equipment 17,900
4,137,900
Less: Accumulated depreciation (Note 3) (145,400)
3,992,500
Total Assets $4,057,300

LIABILITIES AND PARTNERS' CAPITAL
Current Liabilities

Rental deposits $ 30,000
Current portion of mortgage payable (Note 4) 38,500

Total Current Liabilities 68,500
Mortgage payable (Note 4) 2,771,500
Total Liabilities 2,846,000
Partners' Capital 1,211,300
Total Liabilities and Partners' Capital $4,057,300

See accompanying notes and accountant's report.
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Terra Nova Partnership Ltd.
Statement of Revenues and Expenses and
Partners' Capital —Income Tax Basis
for the Year Ended December 31, 19X2
REVENUE
Rental $ 654,500
Interest income 350
654,850
EXPENSES
Salaries 72,400
Repairs, maintenance and cleaning 27,000
Insurance 15,000
Real estate taxes 76,000
Utilities 8,700
Interest 288,000
Depreciation and amortization (Note 3) 180,000
Miscellaneous 6,500
673,600
Excess of Expenses Over Revenues (18,750)
Partners' Capital at Beginning of Year 1.230.050
Partners' Capital at End of Year $1.211.300
See accompanying notes and accountant's report.
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Terra Nova Partnership Ltd.
Notes to the Financial Statements — Income Tax Basis
Note 1 — Partnership Activities

The partnership was formed in 19W6 to construct and operate a 112-unit apartment complex in Phoenix,
Arizona.

Note 2 — Summary of Significant Accounting Policies

The accompanying financial statements have been prepared on the basis of accounting used for federal
income tax purposes. Consequently, certain expenses are recognized in the determination of income in
different reporting periods than they would be if the financial statements were prepared in conformity with
generally accepted accounting principles.

Note 3 — Property and Equipment

Property and equipment are recorded at cost including interest charges on the loan to finance construction
of the apartment complex. Depreciation is based on the modified accelerated cost recovery system.
Recovery periods range from 5 to 27% years.

Note 4 — Mortgage Payable

The mortgage payable is to North City Savings and Loan in monthly installments of $26,400 of principal
and interest until December 1, 19Y8. Principal is payable for the next five years as follows:

19X3 $38,500
19X4 $41,300
19X5 $43,000
19X6 $46,100
19X7 $50,000

Note 5 — Income Taxes
The partnership is not subject to income taxes as a separate entity. The income tax effect of income and

losses is passed through to the individual partners. Consequently, the partnership's excess expenses over
revenues is presented without income tax benefit to the partnership.
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9.500 SAMPLE OCBOA REPORTS

9.501 The following pages include illustrative reports for various types of engagements involving
OCBOA financial statements.

9.502 The illustrative reports in this chapter contain the SSARS No. 7 wording.

Compilation Reports — Income Tax Basis

9.503 Standard Report 9-27
9.504 Lack of Independence 9-28
9.505 Substantially All Disclosures Omitted, Basis of Accounting

Disclosed in the Financial Statements 9-29
9.506 Substantially All Disclosures Omitted, Basis of Accounting

Not Disclosed in the Financial Statements 9-30
9.507 Financial Statements Accompanied by Supplementary Information 9-31
9.508 Statement of Assets, Liabilities and Equity Only 9-32

Compilation Reports — Cash Basis

9.509 Standard Report 9-33
9.510 Lack of Independence 9-34
9.511 Substantially All Disclosures Omitted, Basis of Accounting

Disclosed in the Financial Statements 9-35
9.512 Substantially All Disclosures Omitted, Basis of Accounting

Not Disclosed in the Financial Statements 9-36
9.513 Financial Statements Accompanied by Supplementary Information 9-37
9.514 Statement of Assets and Liabilities Only 9-38
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9.502

9.515

9.516

9.517

9.518

9.519

9.520

Descripti
Review Reports — Income Tax Basis
Standard Report

Financial Statements Accompanied by Supplementary Information
Covered by the Accountant's Review Procedures

Statement of Assets, Liabilities and Equity Only

Review Reports — Cash Basis
Standard Report

Financial Statements Accompanied by Supplementary Information
Covered by the Accountant's Review Procedures

Statement of Assets and Liabilities Only

9-39

9-40

9-41

9-42

9-43

9-44
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9.503 Compilation Report — Income Tax Basis, Standard Report

I (We) have compiled the accompanying statement of assets, liabilities and equity — income tax basis of
[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—income tax basis for the year then ended,
in accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.
[Signature]

[Date]
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9.504 Compilation Report — Income Tax Basis, Lack of Independence

I (We) have compiled the accompanying statement of assets, liabilities and equity — income tax basis of
[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—income tax basis for the year then ended,
in accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

I am (We are) not independent with respect to [client name].

[Signature]

[Date]
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9.505 Compilation Report — Income Tax Basis, Substantially All Disclosures Omitted, Basis of
Accounting Disclosed in the Financial Statements

I (We) have compiled the accompanying statement of assets, liabilities and equity — income tax basis of
[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—income tax basis for the year then ended,
in accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

Management has elected to omit substantially all of the disclosures ordinarily included in financial
statements prepared on the income tax basis of accounting. If the omitted disclosures were included in the
financial statements, they might influence the user's conclusions about the Company's assets, liabilities,
equity, revenue, and expenses. Accordingly, these financial statements are not designed for those who are
not informed about such matters.

[Signature]

[Date]
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9.506 Compilation Report — Income Tax Basis, Substantially All Disclosures Omitted, Basis of
Accounting Not Disclosed in the Financial Statements

I (We) have compiled the accompanying statement of assets, liabilities and equity — income tax basis of
[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—income tax basis for the year then ended,
in accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants. The financial statements have been prepared on the accounting
basis used by the Company for federal income tax purposes, which is a comprehensive basis of accounting
other than generally accepted accounting principles.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

Management has elected to omit substantially all of the disclosures ordinarily included in financial
statements prepared on the income tax basis of accounting. If the omitted disclosures were included in the
financial statements, they might influence the user's conclusions about the Company's assets, liabilities,

equity, revenue, and expenses. Accordingly, these financial statements are not designed for those who are
not informed about such matters.

[Signature]

[Date]
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9.507 Compilation Report — Income Tax Basis, Financial Statements Accompanied by
Supplementary Information

I (We) have compiled the accompanying statement of assets, liabilities and equity — income tax basis of

[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—income tax basis for the year then ended,
and the accompanying [identify the supplementary information], in accordance

with Statements on Standards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements and supplementary schedules
information that is the representation of management (owners). I (We) have not audited or reviewed the

accompanying financial statements and supplementary schedules and, accordingly, do not express an
opinion or any other form of assurance on them.

[Signature]

[Date]

10/95
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9.508 Compilation Report — Income Tax Basis, Statement of Assets, Liabilities and Equity Only

I (We) have compiled the accompanying statement of assets, liabilities and equity — income tax basis of
[client name] as of [financial statement date], in accordance
with Statements on Standards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statement and, accordingly, do not express an opinion or any other form of assurance on it.

[Signature]

[Date]
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9.509 Compilation Report — Cash Basis, Standard Report

I (We) have compiled the accompanying statement of assets and liabilities — cash basis of
[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—cash basis for the year then ended, in
accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

[Signature]

[Date]
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9.510 Compilation Report — Cash Basis, Lack of Independence

I (We) have compiled the accompanying statement of assets and liabilities — cash basis of

[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—cash basis for the year then ended, in
accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

I am (We are) not independent with respect to [client name].

[Signature]

[Date]
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9.511 Compilation Report — Cash Basis, Substantially All Disclosures Omitted, Basis of Accounting
Disclosed in the Financial Statements

I (We) have compiled the accompanying statement of assets and liabilities — cash basis of

[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—cash basis for the year then ended, in
accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

Management has elected to omit substantially all of the disclosures ordinarily included in financial
statements prepared on the cash basis of accounting. If the omitted disclosures were included in the
financial statements, they might influence the user's conclusions about the Company's assets, liabilities,
equity, revenue, and expenses. Accordingly, these financial statements are not designed for those who are
not informed about such matters.

[Signature]

[Date]
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9.512 Compilation Report — Cash Basis, Substantially All Disclosures Omitted, Basis of Accounting
Not Disclosed in the Financial Statements

I (We) have compiled the accompanying statement of assets and liabilities — cash basis of
[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—cash basis for the year then ended, in
accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants. The financial statements have been prepared on the cash basis
of accounting, which is a comprehensive basis of accounting other than generally accepted accounting
principles.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

Management has elected to omit substantially all of the disclosures ordinarily included in financial
statements prepared on the cash basis of accounting. If the omitted disclosures were included in the
financial statements, they might influence the user's conclusions about the Company's assets, liabilities,

equity, revenue, and expenses. Accordingly, these financial statements are not designed for those who are
not informed about such matters.

[Signature]

[Date]

10/95




COMPILATION AND REVIEW MANUAL
¢

9-37

9.513 Compilation Report — Cash Basis, Financial Statements Accompanied by
Supplementary Information

I (We) have compiled the accompanying statement of assets and liabilities — cash basis of

[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—cash basis for the year then ended, and the
accompanying [identify the supplementary information], in accordance with

Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants.

A compilation is limited to presenting in the form of financial statements and supplementary schedules
information that is the representation of management (owners). I (We) have not audited or reviewed the
accompanying financial statements and supplementary schedules and, accordingly, do not express an
opinion or any other form of assurance on them.

[Signature]

[Date]
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9.514 Compilation Report — Cash Basis, Statement of Assets and Liabilities Only

I (We) have compiled the accompanying statement of assets and liabilities — cash basis of

[client name] as of [financial statement date], in accordance
with Statements on Standards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statement and, accordingly, do not express an opinion or any other form of assurance on it.

[Signature]

[Date]

10/95
9.514 W




COMPILATION AND REVIEW MANUAL
¢

9-39

9.515 Review Report — Income Tax Basis, Standard Report

I (We) have reviewed the accompanying statement of assets, liabilities and equity — income tax basis of
[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—income tax basis for the year then ended,
in accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants. All information included in these financial statements is the
representation of the management (owners) of [client name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted-auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying financial statements in order for them to be in conformity with the income tax basis of
accounting, as described in Note ___.

[Signature]

[Date]
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9.516 Review Report —Income Tax Basis, Financial Statements Accompanied by Supplementary
Information Covered by the Accountant's Review Procedures

I (We) have reviewed the accompanying statement of assets, liabilities and equity — income tax basis of
[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—income tax basis for the year then ended,
in accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants. All information included in these financial statements is the
representation of the management (owners) of [client name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying financial statements in order for them to be in conformity with the income tax basis of
accounting, as described in Note __ .

The accompanying supplementary information contained in [identify the supplementary
information] is presented only for supplementary analysis purposes and has been subjected to the inquiry
and analytical procedures applied in the review of the basic financial statements. This information is
presented on the income tax basis of accounting. I (We) did not become aware of any material
modifications that should be made to the information.

[Signature]

[Date]
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9.517 Review Report — Income Tax Basis, Statement of Assets and Liabilities Only

I (We) have reviewed the accompanying statement of assets, liabilities and equity — income tax basis of

[client name] as of [financial statement date], in accordance with
Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants. All information included in this financial statement is the representation of the
management (owners) of [client name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying financial statement in order for it to be in conformity with the income tax basis of
accounting, as described in Note .

[Signature]

[Date]
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9.518 Review Report — Cash Basis, Standard Report

I (We) have reviewed the accompanying statement of assets and liabilities -— cash basis of
[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—cash basis for the year then ended, in
accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants. All information included in these financial statements is the
representation of the management (owners) of [client name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying financial statements in order for them to be in conformity with the cash basis of
accounting, as described in Note .

[Signature]

[Date]
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9.519 Review Report — Cash Basis, Financial Statements Accompanied by Supplementary
Information Covered by the Accountant's Review Procedures

I (We) have reviewed the accompanying statement of assets and liabilities — cash basis of
[client name] as of [financial statement date], and the related
statement(s) of revenue and expenses (and retained earnings)—cash basis for the year then ended, in
accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants. All information included in these financial statements is the
representation of the management (owners) of [client name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying financial statements in order for them to be in conformity with the cash basis of
accounting, as described in Note .

The accompanying supplementary information contained in [identify the supplementary
information] is presented only for supplementary analysis purposes and has been subjected to the inquiry
and analytical procedures applied in the review of the basic financial statements. This information is
presented on the cash basis of accounting. I (We) did not become aware of any material modifications that
should be made to the information.

[Signature]

[Date]
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9.520

9.520 Review Report — Cash Basis, Statement of Assets and Liabilities Only

I (We) have reviewed the accompanying statement of assets and liabilities -—— cash basis of
[client name] as of [financial statement date], in accordance with
Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants. All information included in this financial statement is the representation of the
management (owners) of [client name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial statements taken
as a whole. Accordingly, I (we) do not express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying financial statement in order for it to be in conformity with the cash basis of accounting,
as described in Note ___ .

[Signature]

[Date]
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CHAPTER 10

FINANCIAL STATEMENTS INCLUDED IN PRESCRIBED FORMS

10.000 SPECIAL PROVISIONS FOR PRESCRIBED FORMS

10.001 Various bodies may design or adopt standard preprinted forms that require specific financial
information about another entity. Banks, credit agencies, industry trade associations, and governmental
and regulatory agencies are common examples of bodies that use such forms. Because these forms are
designed to meet the specific requirements of the bodies using them, they often call for departures from
generally accepted accounting principles (GAAP). Such departures may pertain to measurement principles
not in conformity with GAAP, such as using appraised value instead of cost. These departures may also
pertain to the failure to request disclosures required by GAAP, such as not requiring disclosure of
commitments or contingencies.

10.002 Under the reporting requirements in Statement on Standards for Accounting and Review Services
(SSARS) No. 1, GAAP or other comprehensive bases of accounting (OCBOA) departures must be
disclosed in the accountant's compilation report. However, SSARS No. 3 provides an alternative form of
compilation report on financial statements included in prescribed forms. The essence of this provision is
elimination of the requirement to describe GAAP departures in the accountant's compilation report for
those departures required by the prescribed form. The rationale underlying this provision is the
presumption that the information required by a prescribed form is sufficient to meet the needs of the body
that designed or adopted the form and that there is no need for the accountant to advise that body of GAAP
departures required by the form.

10.003  The alternative report allowed by SSARS No. 3 is an option. The accountant may always elect
to follow the reporting requirements in SSARS No. 1 and disclose all GAAP departures, including those
called for by the prescribed form.

10.004 The reporting alternative for prescribed forms is available only for a compilation service. There
is no provision for an alternative review report. If financial statements in a prescribed form are reviewed,
all material GAAP departures, including those called for by the form, must be disclosed in the accountant's
review report.

10.100 WHAT IS A PRESCRIBED FORM?

10.101 To be eligible for the reporting provision of SSARS No. 3, a prescribed form must have the
following characteristics:
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® Preprinted — The form must be preprinted. A set of instructions alone setting forth how
financial statements are to be prepared would not, therefore, constitute a prescribed form.

® Designed or Adopted by User — The form must be one that the user of the financial statements
has designed or selected for its use. A form designed or adopted by the entity whose financial
statements are being compiled is not a prescribed form.

® Call for GAAP Departures — The form must call for departures from GAAP or OCBOA. A
form that does not call for such departures, even if it has the other characteristics, is not a
prescribed form for purposes of SSARS No. 3.

® Not Pertaining to Sale or Trading of Securities of the Entity Submitting the Form — A form
that pertains to the sale or trading of the entity's own securities does not meet the definition
of a prescribed form. However, some forms do not pertain to the sale or trading of the
entity's own securities and these forms are considered to be prescribed forms for purposes of
SSARS No. 3. Nonpublic broker-dealers, for example, may be required to submit prescribed
forms to a stock exchange as part the exchange's regulation of the broker-dealer.

® Not a Tax Return — Although a tax return is a preprinted form designed by the body using the
financial information, it is not a prescribed form. SSARS No. 1, paragraph 4, states that tax
returns are not considered to be financial statements and, therefore, are already exempt from
SSARS No. 1 requirements.

Medicare Cost Reports

10.102 As discussed in Chapter 2, sections 2.114 through 2.119, practice is diverse in its treatment of
financial information in Medicare cost reports. The AICPA Accounting and Review Services Committee
has issued no official guidance on this matter, but in 1994, the Committee took the position that such
financial information meets the definition of a financial statement. Therefore, the accountant should comply
with SSARS No. 1 when submitting such Medicare cost reports.

10.200 WHAT IS THE SSARS NO. 3 ALTERNATIVE?

10.201 When an accountant compiles financial statements in a prescribed form, he or she may elect to
use a report that differs from the one required by SSARS No. 1. This alternative report is not required
to disclose any departures from GAAP or OCBOA that are required by the prescribed form. (See section
10.703 for an illustrative report.)

Other Requirements in a SSARS No. 3 Engagement

10.202 SSARS No. 3 provides only a reporting alternative concerning GAAP departures required by the
prescribed form. The accountant is not exempt from the other reporting and performance requirements
established by SSARS No. 1 and SSARS No. 2. Thus, even when the accountant elects to use the SSARS

No. 3 report alternative, he or she must nevertheless adhere to the following requirements:

e Establish an understanding with the client regarding the services to be performed and the
report the accountant expects to render.
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® Have or obtain a knowledge of the accounting principles and practices of the client's industry
and a general understanding of certain matters related to the client itself.

e Consider whether it will be necessary to perform other accounting services, such as assistance
in adjusting the books of account or consultation on accounting matters.

e Take certain actions when the accountant becomes aware that information supplied by the
client is incorrect, incomplete, or otherwise unsatisfactory.

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

e Consider whether to modify the report if the accountant becomes aware of a material
departure from either (1) GAAP or OCBOA that is not required by the prescribed form or (2)
the requirements of the prescribed form.

® Mark each page of the prescribed form "See Accountant's Compilation Report."
e Modify the report if the accountant is not independent.

e Indicate in the report the responsibility, if any, the accountant assumes for any supplementary
information presented.

e Follow guidance for reporting on comparative financial statements in SSARS No. 2.

10.203  Although the performance and reporting requirements listed in section 10.202 must be followed
even when the accountant elects to use the SSARS No. 3 report alternative, they may need to be modified
to fit a prescribed-form engagement. For example, the understanding with the client should include an
indication that the accountant will use the SSARS No. 3 report alternative. The need to perform other
accounting services might relate to services necessary to compile financial statements that meet the
requirements of the prescribed form, such as obtaining appraisal values for certain assets. Reading the
financial statements would be done from the perspective of the prescribed form requirements.

Signing a Preprinted Report

10.204 A prescribed form may contain a preprinted report that the accountant is requested to sign. The
accountant should sign such a report only if its language conforms (or can be easily modified to conform)
with the requirements of SSARS No. 3. In all other situations, the accountant should not sign the form,
but should issue a separate report in accordance with SSARS No. 3. In the place on the form where the
signature is requested, the accountant may include the following reference:

See the Accountant's Compilation Report.
Financial Statements Submitted Electronically
10.205 A regulatory agency or other user of financial statements may require that financial statements
be submitted on a prescribed form using an electronic format. If the electronic form is designed without

any way for the accountant to include a compilation report, the accountant should submit, separately, a
printed copy of the financial statements and compilation report to the requesting party.
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10.300 REPORTING ON DEPARTURES IN A PRESCRIBED FORM

10.301  As noted in section 10.201, the accountant who elects to use the SSARS No. 3 report alternative
is not required to disclose in the compilation report any GAAP or OCBOA departures that are called for
by the prescribed form. Other departures, however, must be disclosed in the report when they are
material. These departures fall into two categories —

1. Departures from GAAP or OCBOA not called for by the prescribed form
2. Departures from requirements of the prescribed form

GAAP (OCBOA) Departures Not Called for by
the Prescribed Form

10.302 If the accountant becomes aware of a material departure from GAAP or OCBOA that is not
required by the prescribed form, the form must either be revised or the departure must be disclosed in the
accountant's compilation report. The report is modified by adding a separate paragraph describing the
departure and the effects of the departure if they are known. If the effects are not known, the separate
paragraph must include a statement that the effects of the departure have not been determined. (See section
10.706 for an illustrative report.)

10.303 SSARS No. 3 recognizes two ways in which a prescribed form can require a GAAP or OCBOA
departure. First, the form or related instructions may specify a measurement principle that differs from
GAAP or OCBOA. For example, the prescribed form may require that property, plant, and equipment
be presented at market value rather than at depreciated cost. The important factor for the accountant to
consider is that the form (or related instructions) must specifically require a measurement principle that
differs from GAAP or OCBOA. If the form or instructions are silent about the measurement principle to
be used, then GAAP or OCBOA should be followed.

10.304 The second way in which a prescribed form can require a GAAP or OCBOA departure pertains
to disclosures. Under SSARS No. 3, if the prescribed form or related instructions do not require a specific
disclosure, then omission of the disclosure is required by the prescribed form. That is, when the prescribed
form is silent about a disclosure, the accountant may presume that the disclosure is not called for by the
prescribed form.

10.305 Sometimes, the prescribed form may not specify the basis of accounting to be used in compiling
the financial statements included in the form. That is, the form may not specifically state that GAAP or
OCBOA (cash or tax basis) should be used. In such circumstances, the basis of accounting the client uses
to prepare its financial statements should be used for the prescribed form. The accountant can then
compare the requirements in the prescribed form with that basis to determine what departures are called
for by the prescribed form. For example, if the prescribed form does not specify a basis of accounting and
the client uses the cash basis to prepare its financial statements, then the cash basis of accounting becomes
the reference point for determining departures from OCBOA called for by the prescribed form. (See
sections 10.704 and 10.705 for illustrative reports on OCBOA financial statements in prescribed forms.)
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Departures from Requirements of the Prescribed Form

10.306 If the accountant becomes aware of a material departure from a requirement of the prescribed
form, the form must either be revised or the departure must be disclosed in the accountant's compilation
report. The report is modified by adding a separate paragraph describing the departure and the effects of
the departure if they are known. If the effects are not known, the separate paragraph must include a
statement that the effects of the departure have not been determined.

10.307 This type of departure can occur when the client is unable to provide specific information
required by the form. For example, a prescribed form may require that land be stated at appraisal value
but the client may not have determined that value and, instead, reports the land at cost. In this
circumstance, the accountant's compilation report should disclose the departure from the requirements of
the prescribed form. Note that the departure should be disclosed even though land is reported using a
GAAP measurement principle (cost), because the form calls for a different measurement principle. (See
section 10.707 for an illustrative report.)

10.400 COMPILING PRESCRIBED-FORM FINANCIAL STATEMENTS FROM
PREVIOUSLY REVIEWED OR AUDITED FINANCIAL STATEMENTS

10.401 In some circumstances, an accountant may be asked to compile financial statements in a
prescribed form that calls for GAAP or OCBOA departures from financial statements that he or she
previously reviewed or audited. The authors believe that such a service is permissible under SSARS.
Footnote No. 2 of SSARS No. 3 specifically recognizes that compiling financial statements in a prescribed
form from financial statements the accountant has previously reviewed is acceptable. Based on this
footnote, compilation of prescribed-form statements from statements that were previously audited should
also be presumed to be appropriate.

10.402 When the accountant compiles prescribed form statements from statements previously reviewed
or audited, the question arises as to whether the accountant's SSARS No. 3 compilation report should refer
to the report on the previous service. There is no requirement for the accountant to refer to a previous
service. Thus, the accountant may issue the standard SSARS No. 3 report in these circumstances.

10.403 However, SSARS No. 3, Interpretation No. 1, Omission of Disclosures in Financial Statements
Included in Certain Prescribed Forms, allows the accountant to refer to a previous review service in a
prescribed form report as long as the measurement principles used in the compiled statements do not cause
them to be materially different from the reviewed statements. That is, when differences in the two sets of
financial statements is limited to the omission of disclosures not requested by the prescribed form (as
opposed to measurement differences), reference to the prior review report is permitted. Based on the
rationale underlying this interpretation, referral to a prior audit report should also be considered
appropriate under similar circumstances.
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10.404

10.404 When the accountant refers to a previously-issued report, the guidance in Interpretation No. 1
should be followed in preparing the report on the prescribed form financial statements. The Interpretation
suggests that the following paragraph be added to the SSARS No. 3 report when a review was previously
performed:

These financial statements were compiled by me (us) from financial statements for the
same period which I (we) previously reviewed, as indicated in my (our) report dated

This paragraph can also be adapted for a prior audit service. (See sections 10.708 and 10.709 for
illustrative reports.)

10.405 The Interpretation also states that the reference to a previous review report should include a
description or quotation of any modifications of the standard review report previously issued and of any
paragraphs emphasizing a matter regarding the financial statements.

10.500 SUPPLEMENTARY INFORMATION ACCOMPANYING PRESCRIBED FORMS

10.501 When supplementary information accompanies financial statements included in a prescribed form,
the accountant must indicate the responsibility, if any, he or she assumes for that information. That is, the
accountant must follow the reporting requirements set forth in SSARS No. 1 for such information. (The
definition of supplementary information and the related reporting requirements are discussed in detail in
sections 5.131 and 5.132 of Chapter 5.)

10.502 The accountant's SSARS No. 3 report should be modified to address the supplementary
information in a manner similar to that illustrated in SSARS No. 1. If the accountant has compiled the
information, the report should be modified to indicate that fact. (See section 10.710 for an illustrative
report.)

10.503 If the accountant has not compiled, reviewed, or audited the supplementary information and,
therefore, assumes no responsibility for it, he or she should modify the SSARS No. 3 report accordingly.
(See section 10.711 for an illustrative report.)

10.600 RMA BUSINESS CREDIT INFORMATION PACKAGE (BCIP)

10.601 In 1993, Robert Morris Associates (RMA), an association of bank loan and credit officers,
published its Business Credit Information Package (BCIP). The BCIP is designed to provide bankers with
useful financial information at a reasonable cost to the prospective borrower. To accomplish this objective,
the BCIP includes, among other items, a prescribed form for financial statements. Bankers can adopt this
prescribed form for any or all of their loan applicants and thus allow their accountants to use the special
provisions of SSARS No. 3. The authors' observation is that the BCIP is not being widely used; however,
an accountant may find him/herself asked to report on one.
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Practice Tip:

A bank does not need to adopt the BCIP prescribed-form financial statements for all of its borrowers
to meet the requirements of SSARS No. 3 concerning prescribed forms. A bank may adopt the form
for some borrowers and establish other requirements (such as full GAAP financial statements) for other
borrowers. For those borrowers for whom the bank adopts the BCIP form, the accountant may use the
reporting option provided by SSARS No. 3. In any event, before using the BCIP prescribed form, be
sure that the Bank has adopted that form for your client.

10.602 The BCIP prescribed-form financial statements consist of the following for the current year and
prior year:

e Balance Sheet

e Statement of Operations

e Statement of Changes in Equity

e Statement of Cash Flows

® Reconciliation of Net Income to Net Cash Provided (Used) by Operating Activities

10.603 The prescribed form requires the amounts in these financial statements to be presented in
accordance with GAAP recognition and measurement standards. That is, there are no differences between
the requirements of the form and GAAP for determining the amounts of assets, liabilities, revenues,
expenses, etc. in the financial statements. The form, however, does not require all of the disclosures that
GAAP requires. Instead, it prescribes that only 11 specific disclosures be included in the financial
statements. These 11 disclosures, however, must be presented in accordance with GAAP requirements.

10.604 The prescribed-form financial statements contain the typical sections and line items commonly
included in GAAP financial statements. In addition, each section of the form contains several blank lines
for other line items that may pertain to a particular category. For example, the current assets section
includes typical current asset accounts plus blank lines for other current assets a particular borrower might
have. Thus, the form requires that the financial statements include all material items that pertain to a
particular financial statement section.

Supplementary Information in BCIP

10.605 The prescribed-form financial statements section of the BCIP also contains two supplementary
schedules that a banker may request — a schedule of cost of sales and a schedule of operating expenses.
When the banker asks the client to provide supplementary information, the BCIP requires that the
accountant compile that information. Therefore, the supplementary information should be addressed in
the accountant's report.
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Other Elements of the BCIP

10.606 In addition to the prescribed-form financial statements (including the 11 disclosures), the BCIP
includes four other elements:

® A request letter (banker prepared) that specifies the banker's information needs and
documents the banker's adoption of the BCIP prescribed-form financial statements. A copy
of this letter normally would be obtained from the client.

® A borrower questionnaire (borrower and/or accountant prepared) that provides general
information about the borrower's business, such as major products, services, and operations;
significant changes; customers and suppliers; and accounting policies and procedures.

® A reporting and disclosures checklist (accountant prepared) to assist the accountant in
compiling the prescribed financial statements and any supplementary information that may be
specified. This checklist (see section 10.800) would be used in lieu of the checklist presented
in section 14.600 of this Manual.

o An illustrative accountant's report using the SSARS No. 3 alternative (see sections 10.607 and
10.608).

Practice Tip:

The reporting and disclosure checklist is intended solely for the accountant's use and should be retained
in the accountant's compilation workpapers, not given to the banker. The form is intended to remind
the accountant of matters to be considered.

Accountant's Report

10.607 When the banker adopts the prescribed-form financial statements contained in the BCIP, the
accountant may issue a compilation report in accordance with the SSARS No. 3 alternative. Specifically,
the departures from GAAP disclosure requirements called for by the form need not be identified in the
accountant's compilation report. The accountant should remember, however, that material departures from
GAAP recognition and measurement requirements would have to be identified in the accountant's report
as would any material departures pertaining to the 11 disclosures prescribed by the BCIP.

10.608 Although the BCIP contains an illustrative SSARS No. 3 report, the authors recommend that
accountants use the report form illustrated in 10.712 instead of the BCIP illustration. The BCIP report
illustration identifies the supplementary information in the first paragraph, but fails to refer to the
supplementary information in the second and third paragraphs. The authors believe that the report
illustrated in 10.712 more clearly communicates the accountant's responsibility by referring to the
supplementary information in the second and third paragraphs.
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10.609 Although the BCIP was published in booklet form, software formats are likely to be developed.
If software format financial statements adhere to the prescribed-form financial statement requirements in
the BCIP, the authors believe they meet the definition of a prescribed form in SSARS No. 3. In such
cases, the accountant may report on the software version of the BCIP financial statements using the SSARS
No. 3 alternative. The report may be included in the computer media (disk or modem communication) or
may be in hard copy form and accompany the computer media.

10.610 The Business Credit Information Package is reprinted in its entirety in section 10.800.

Practice Tip:

To qualify for use of the optional report under SSARS No. 3, the accountant should present the financial
statements on the prescribed form included in the Business Credit Information Package or a computer
template that is virtually identical.
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10.700 SAMPLE REPORTS

10.701 The following pages include illustrative reports for various engagements involving prescribed

forms.

10.702 The illustrative reports are included on the Wordperfect diskette provided with the manual.

Sample Reports on Prescribed Forms

Section

10.703

10.704

10.705

10.706

10.707

10.708

10.709

10.710

10.711

10.712

10/95

Descripti
Standard Prescribed-Form Compilation Report

Prescribed-Form Compilation Report, Financial Statements on
the Modified Cash Basis

Prescribed-Form Compilation Report, Financial Statements on
the Income Tax Basis

Prescribed-Form Compilation Report, GAAP Departures Not
Required by Form and Effects Have Not Been Determined

Prescribed-Form Compilation Report, Departures from
Requirements of the Form and Effects Have Not
Been Determined

Prescribed-Form Compilation Report, Financial Statements
Previously Reviewed

Prescribed-Form Compilation Report, Financial Statements
Previously Audited

Prescribed-Form Compilation Report, Accompanying
Supplementary Information Has Been Compiled

Prescribed-Form Compilation Report, Accompanying
Supplementary Information Has Not Been Compiled

Prescribed-Form Compilation Report For BCIP, Accompanying
Supplementary Information Has Been Compiled

10-14

10-15

10-16

10-17

10-18

10-19

10-20

10-21

10-22

10-23
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10.703

10.703  Standard Prescribed-Form Compilation Report

I (We) have compiled the [identify financial statements, including
periods presented and name of client] included in the accompanying prescribed form in accordance with
Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants.

My (Our) compilation was limited to presenting in the form prescribed by [name of the
body] information that is the representation of management (the owners). I (We) have not audited or
reviewed the financial statements referred to above and, accordingly, do not express an opinion or any
other form of assurance on them.

These financial statements (including the related disclosures) are presented in accordance with the
requirements of [name of the body], which differ from generally accepted accounting
principles. Accordingly, these financial statements are not designed for those who are not informed about
such differences.

[Signature]

[Date]
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10.704  Prescribed-Form Compilation Report, Financial Statements on the Modified Cash Basis

I (We) have compiled the [identify financial statements, including
periods presented and name of client] included in the accompanying prescribed form in accordance with
Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants. The financial statements have been prepared on the modified cash basis of accounting
in accordance with the prescribed form, which is a basis of accounting other than generally accepted
accounting principles.

My (Our) compilation was limited to presenting in the form prescribed by [name of the
body] information that is the representation of management (the owners). I (We) have not audited or
reviewed the financial statements referred to above and, accordingly, do not express an opinion or any
other form of assurance on them.

These financial statements (including the related disclosures) are presented in accordance with the
requirements of [name of the body], which differ from the modified cash basis of
accounting. Accordingly, these financial statements are not designed for those who are not informed about
such differences.

[Signature]

[Date]
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10.705

10.705  Prescribed-Form Compilation Report, Financial Statements on the Income Tax Basis

I (We) have compiled the [identify financial statements, including
periods presented and name of client] included in the accompanying prescribed form in accordance with
Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants. The financial statements have been prepared on the income tax basis of accounting
in accordance with the prescribed form, which is a basis of accounting other than generally accepted
accounting principles.

My (Our) compilation was limited to presenting in the form prescribed by [name of the
body] information that is the representation of management (the owners). I (We) have not audited or
reviewed the financial statements referred to above and, accordingly, do not express an opinion or any
other form of assurance on them.

These financial statements (including the related disclosures) are presented in accordance with the
requirements of [name of the body], which differ from the income tax basis of
accounting. Accordingly, these financial statements are not designed for those who are not informed about
such differences.

[Signature]

[Date]
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10.706  Prescribed-Form Compilation Report, GAAP Departures Not Required by Form and
Effects Have Not Been Determined

I (We) have compiled the [identify financial statements, including
periods presented and name of client] included in the accompanying prescribed form in accordance with
Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants.

My (Our) compilation was limited to presenting in the form prescribed by [name of
the body] information that is the representation of management (the owners). I (We) have not audited or
reviewed the financial statements referred to above and, accordingly, do not express an opinion or any
other form of assurance on them. However, I (we) did become aware of a departure from generally
accepted accounting principles that is not called for by the prescribed form or related instructions, as
described in the following paragraph.

Generally accepted accounting principles require that inventory cost consist of material, labor, and
overhead. Management has (The owners have) informed me (us) that the inventory of finished goods and
work in process is stated in the accompanying financial statements at material and labor cost only, and that
the effect of this departure from generally accepted accounting principles has not been determined.

These financial statements (including the related disclosures) are presented in accordance with the
requirements of [name of the body], which differ from generally accepted accounting
principles. Accordingly, these financial statements are not designed for those who are not informed about
such differences.

[Signature]

[Date]
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10.707  Prescribed-Form Compilation Report, Departures from Requirements of the Form and
Effects Have Not Been Determined

I (We) have compiled the [identify financial statements, including
periods presented and name of client] included in the accompanying prescribed form in accordance with
Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants.

My (Our) compilation was limited to presenting in the form prescribed by [name of
the body] information that is the representation of management (the owners). I (We) have not audited or
reviewed the financial statements referred to above and, accordingly, do not express an opinion or any
other form of assurance on them. However, I (we) did become aware of a departure from the requirements
of the prescribed form, as described in the following paragraph.

The prescribed form requires that land be stated at its appraised value. Management has (The owners have)
informed me (us) that land is stated in the accompanying financial statements at cost less depreciation. The
effect of this departure from the requirements of the prescribed form has not been determined.

These financial statements (including the related disclosures) are presented in accordance with the
requirements of [name of the body], which differ from generally accepted accounting
principles. Accordingly, these financial statements are not designed for those who are not informed about
such differences.

[Signature]

[Date]
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10.708  Prescribed-Form Compilation Report, Financial Statements Previously Reviewed

I (We) have compiled the [identify financial statements, including
periods presented and name of client] included in the accompanying prescribed form in accordance with
Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants.

My (Our) compilation was limited to presenting in the form prescribed by [name of the

body] information that is the representation of management (the owners). I (We) have not audited or

reviewed the financial statements referred to above and, accordingly, do not express an opinion or any

other form of assurance on them. These financial statements were compiled by me (us) from financial

statements for the same period which I (we) previously reviewed, as indicated in my (our) report dated
1

These financial statements (including the related disclosures) are presented in accordance with the
requirements of [name of the body], which differ from generally accepted accounting
principles. Accordingly, these financial statements are not designed for those who are not informed about
such differences.

[Signature]

[Date]

Note:

! The reference to the previously reviewed financial statements is appropriate only if the measurement
principles used in the two sets of financial statements are not materially different. (See section 10.403.)

10/95

10.708



10-20

COMPILATION AND REVIEW MANUAL

10.709

10.709  Prescribed-Form Compilation Report, Financial Statements Previously Audited

I (We) have compiled the [identify financial statements, including
periods presented and name of client] included in the accompanying prescribed form in accordance with
Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants.

My (Our) compilation was limited to presenting in the form prescribed by [name of
the body] information that is the representation of management (the owners). I (We) have not audited or
reviewed the financial statements referred to above and, accordingly, do not express an opinion or any
other form of assurance on them. These financial statements were compiled by me (us) from financial

statements for the same period which I (we) previously audited, as indicated in my (our) report dated
1

These financial statements (including the related disclosures) are presented in accordance with the
requirements of [name of the body], which differ from generally accepted accounting
principles. Accordingly, these financial statements are not designed for those who are not informed about
such differences.

[Signature]

[Date]

Note:

! The reference to the previously reviewed financial statements is appropriate only if the measurement
principles used in the two sets of financial statements are not materially different. (See section 10.403.)
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¢

10.710  Prescribed-Form Compilation Report, Accompanying Supplementary Information Has
Been Compiled

I (We) have compiled the [identify financial statements, including

periods presented and name of client] included in the accompanying prescribed form in accordance with
Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants. I (We) have also compiled the supplementary information presented in the prescribed
form.

My (Our) compilation was limited to presenting in the form prescribed by [name of the
body] information that is the representation of management (the owners). I (We) have not audited or
reviewed the financial statements or supplementary information referred to above and, accordingly, do not
express an opinion or any other form of assurance on them.

These financial statements (including the related disclosures) and supplementary information are presented
in accordance with the requirements of [name of the body], which differ from generally
accepted accounting principles. Accordingly, these financial statements and supplementary information are
not designed for those who are not informed about such differences.

[Signature]

[Date]

10/95
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10.711

¢

10.711  Prescribed-Form Compilation Report, Accompanying Supplementary Information Has Not
Been Compiled

I (We) have compiled the [identify financial statements, including

periods presented and name of client] included in the accompanying prescribed form in accordance with
Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants.

My (Our) compilation was limited to presenting in the form prescribed by [name of
the body] information that is the representation of management (the owners). I (We) have not audited or
reviewed the financial statements referred to above and, accordingly, do not express an opinion or any
other form of assurance on them.

These financial statements (including the related disclosures) are presented in accordance with the
requirements of [name of the body], which differ from generally accepted accounting
principles. Accordingly, these financial statements are not designed for those who are not informed about
such differences.

The supplementary information contained in the accompanying prescribed form has not been audited,
reviewed, or compiled by me (us) and, accordingly, I (we) assume no responsibility for that information.

[Signature]

[Date]
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10.712  Prescribed-Form Compilation Report For BCIP, Accompanying Supplementary
Information Has Been Compiled

I (We) have compiled the [identify financial statements, including

periods presented and name of client] included in the accompanying Business Credit Information Package
in accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants. I (We) have also compiled the supplementary information
presented in the Business Credit Information Package.

My (Our) compilation was limited to presenting in the form designed by Robert Morris Associates
(the "Business Credit Information Package") and requested by [name of bank] infor-
mation that is the representation of management. I (We) have not audited or reviewed the financial
statements or supplementary information referred to above and, accordingly, do not express an opinion or
any other form of assurance on them.

These financial statements (including the related disclosures) and supplementary information are for the
use of [name of bank] and are presented in accordance with the requirements of the
Business Credit Information Package, which differ from generally accepted accounting principles.
Accordingly, these financial statements and supplementary information are not designed for those who are
not informed about such differences.

[Signature]

[Date]

10/95
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10.800

rima

ROBERT MORRIS ASSOCIATES

Business Credit
Information Package

Bankers prefer borrowers’ financial statements accompanied by independent
accountants’ reports conveying the highest possible level of assurance. This
Business Credit Information Package has been developed for use by borrowers
when, by mutual agreement between borrower and banker, compilation services
by an independent accountant will be utilized.

Copyright © 1983 by Robert Morris Associates. Reprinted with permission.

10.800
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About Robert Morris Associates

Robert Morris Associates (RMA) is the association of bank loan and credit officers.
Founded in 1914, RMA has grown to almost 3,000 commercial banks and thrift insti-
tutions, which account for nearly 80% of the C&I lending done by U.S. commercial
banks. These institutions are represented in the association by almost 15,000 commer-
cial loan and credit officers and related personnel in all 50 states, Puerto Rico,
Canada, and several offshore cities.

RMA was named after the American patriot who signed the Declaration of Indepen-
dence, was largely responsible for the financing of our Revolutionary War, and
helped establish our banking system.

The association’s original purpose back in 1914 was to facilitate the flow and inter-
change of credit information. Today, this purpose has been expanded to include
working continuously to improve the principles and é)ractices of commercial lending,
loan management, credit administration, and related areas in its member institutions
and others in the financial services industry.

RMA seeks to fulfill its purpose by providing commercial bankers with programs,
products, and services they need to increase their proficiency in lending, credit, and
related areas. RMA’s reason for being, then, is to provide these bankers with the
tools they need to make better loans, keep abreast of the continual changes that
affect the lending function, and, at the bottom line, help them increase the profit-
ability of their institutions.

Copyright ©1993 by Robert Morris Associates.
All rights reserved. Printed in the U.S.A.

No parts of this publication may be reproduced, by any technique or pro-
cess whatsoever, without the express written permission of the publisher.

While Robert Morris Associates believes the material contained in this publication is
accurate, the conclusions and opinions expressed are those of the authors. Moreover,
no opinion expressed on a legal matter should be relied on without the advice of
counsel familiar with both the facts in a particular case and the applicable law.

Additional copies of this publication are available from the Customer Service Depart-
ment, Robert Morris Associates, One Liberty Place, Suite 2300, Philadelphia, PA
19103-7398 (215) 851-0585.
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FOREWORD

The following commentary was written by Michael W. Sperry, executive vice president, Southern National
Corporation, and member of the Robert Morris Associates Accounting Policy Committee (APC). Mr.
Sperry served as chairman of the APC Task Force that produced this document. The task force gratefully
acknowledges the significant contributions of the Technical Issues Committee of the Private Company
Practice Section of the American Institute of Certified Public Accountants (AICPA).

In spring 1993, the Accounting Policy Committee of Robert Morris Associates (RMA) convened a
task force to study means by which financial information from privately owned businesses could be
developed without significant cost to the provider. This Business Credit Information Package
(BCIP) is the product of this effort.

Here is how it works. The banker issues a Request Letter to the business borrower, agreeing in
writing to accept financial statements prepared in the BCIP format, on condition that the borrower
complete an RMA Business Borrower Questionnaire and provide other relevant information. Based
on this letter, the financial statements are prepared in accordance with the Reporting and Disclosure
Checklist and Prescribed Form for the Preparation of Financial Statements, and the accountant
issues an Accountant’s Report in the form illustrated in the BCIP. The five elements of the BCIP
are as follows:

Request Letter. This letter serves two purposes. It functions as a checklist for the banker to
communicate information needs and documents the banker’s willingness to accept (in
connection with a specific loan request) financial statements in the BCIP format. Commonly
requested types of supplemental financial information are itemized on the checklist, and
blanks are provided for requesting types of information not otherwise listed.

RMA Business Borrower Questionnaire. This form contains questions about a firm’s
accounting system and other pertinent facts bankers generally need in a lending situation. It
was designed as a supplement to financial statements that are prepared in the BCIP format.
Bankers may, of course, request whatever information they desire; this questionnaire is a
convenient form for transmitting questions and obtaining answers on accounting and financial
issues.

Reporting and Disclosure Checklist. This is a checklist for accountants to use when preparing
financial statements in the BCIP format. It lists the various types of financial statements that
must be included, the degree of detail required for each, and the footnotes that must
accompany the statements. Although this form is a tool for the accountant’s use, it gives
bankers an overview of what they will receive when financial statements are prepared in the
BCIP format.

Prescribed Form for the Preparation of Financial Statements. This form is designed to
present two-year comparative figures for the balance sheet, income statement, statement of

changes in equity, and statement of cash flows. Eleven footnotes also are required. The
statements will not contain all footnotes that are required in a full generally accepted
accounting principles (GAAP) presentation, but enough are included to answer most of the
questions that arise in the credit analysis process.

10.800 10/95
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Accountant’s Report. A specific format is recommended for the accountant’s report that
accompanies financial statements presented in the BCIP. The report cites the BCIP as the
format for the presentation and identifies the bank that has agreed to accept statements in
this format. It provides that the financial statements, presented in the BCIP format, were
compiled in accordance with the AICPA’s Statements on Standards for Accounting and
Review Services (SSARS No. 3, "Compilation Reports on Financial Statements Included in
Certain Prescribed Forms").

In essence, the RMA Business Credit Information Package is a compromise. Like most
compromises, it is not a cure-all. It is not a viable approach when circumstances dictate the need
for full GAAP disclosures. However, it offers a reasonable alternative to compilations with no
footnotes and is a cost-effective alternative for those situations in which all parties involved can agree
to its use. It provides bankers with comprehensive sets of financial statements, presented in a
defined format, together with specific disclosures. It is a tool for managing information risk that
bankers can employ to their benefit. It may allow accountants to reduce fees for such services. And
it enables business owners to satisfy their bankers’ information needs without incurring significant
costs. In situations where it can be used, everybody wins.

Policy Division
Robert Morris Associates
Philadelphia, Pennsylvania

Hdw TO USE THIS PACKAGE:

Completc Buﬁiness Borrower Qucstnonnalrc (pages 4-7) and return to banker. Give the chortmg ~
:'a_nAd .Dlsclosurc Chcckhst Prescnbcd Form for the Preparanon of Fmancnal Statements and | Sample .

lje Chcckllst Prescribed. Form for the Prcparatxon of Financial Statcments, and Samp
» t's chq‘ . Then, complctc the cngagemcnt rcproducc and sign the Accountant s chort'»
19 of this ckagc) and forward all matenals to chcnt Ch :

10/95 10.800
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10.800

Robert Morris Associates
Business Credit Information Package

Request Letter
[Bank Letterhead]
[Date)

[Prospective Borrower’s Name]
[Mailing Address]

Dear

In order to facilitate consideration of the credit request you have made of our bank,
we request that you provide information concerning your company as follows:

FINANCIAL STATEMENTS FOR THE FISCAL YEARS [Specify YEARS]:
[Check One]

[] Compiled by CPA fj
[[] Compiled by CPA

0

Interim financial statements (if
year—end, provide all available interim s

RMA Business Borrower Questionnaire (completed by thelp
(pages 4-7).

Copies of company’s income tax returns for the past three years.
Copies of owner’s income tax returns for the past three years.
Owner’s current personal financial statement.

Copies of loan agreements for all existing credit facilities.

Copy of current actuarial report for defined benefit plans.

poogogogg o

Sincerely,

[Bank Officer’s Name and Title]

Attachments——List as appropriate
Business Borrower Questionnaire
Reporting and Disclosure Checklist
Prescribed Form for the Preparation of Financial Statements
Sample Accountant’s Report
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Robert Morris Associates
Business Credit Information Package

Business Borrower Questionnaire

Attach additional sheets if needed to complete any section

Borrower Name (exact legal title):

Address: Tax ID Number:
Prepared By: Date Phone Number:
Accountant: Phone Number:
Attorney: Phone Number:
Insurance Agent: Phone Number:

Describe the company’s major products or services, markets, and methods of operation.

Describe any significant changes in earnings and financial condition_over t& éa} three years and the reasons
they occurred.

Describe significant changes expected in the coming year (e.g., asset purchases, new revenue sources,
expense increases).
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List the company’s five largest customers, credit terms offered to each, and the percentage of annual sales to each.

Customer’s Name and Address Credit Terms % of Sales

4

5

! £33 1
List the company’s five largest suppliers, credit terrgs }(&J eac d credit limits from each.

Supplier’s Name aénd%s// / /\ Credit Terms Credit Limit

s SIS

‘ (L /4
~ /L

5

— i 2
Are any examinations by taxing authorities for sales, income, excise, or other taxes now in procM
D Yes [:] No If yes, describe: Date of last IRS Audit:

Are any tax payments (sales, income, payroli, property, eic.) delinquent?
[:] Yes D No If yes, describe:

Is the company currently involved in any lawsuits or pending litigation?
D Yes D No If yes, describe:

Does the company have an ownership succession plan (e.g., buy—sell agreement)?
[___] Yes D No If yes, describe:

10.800 10/95
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INSURANCE COVERAGE DOLLAR AMOUNT INSURANCE COMPANY NAME

Inventories

Fixed Assets

General Liability

Business Interruption

Product Liability

Key Person Life

Other:

List owners/partners/shareholders, the percentage of the company they own, and their compensation from the company for the past

two years. Include all amounts paid by the company (salary, bonus, interest, dividends, other amounts on Forms W2 and 1099).

% Total Compensation

Name N\ Position/Title]| Owned 19 19
P

(
/2N
LI

Vg é//,
N 74/4

Are there any amounts due to the company from owners or other rela%
(] Yes ™o If yes, describe:

<\~"

‘.’/

Is your company in compliance with applicable federal and state regulations (such as environmental, employment,
or safety)?
[] Yes [JNo If no, describe:

Has your company ever been cited for a violation of any of these regulations?
] Yes o If yes, describe:
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ACCOUNTING POLICIES & PROCEDURES Yes No N/A Commeots

Cash Account
Are all bank accounts reconciled monthly?

Accounts Receivable
Are agings prepared monthly?
Are agings reviewed monthly for possible bad debts?
If not monthly, how often?

Are all credit memos approved in writing?

Are credit memos issued by someone other than

the person who posts cash receipts?

Are unusual sales terms offered

{dated billings, bill-and—hold, consignment)?
Inventory

Are perpetual inventory records maintained?

Are physical inventaries taken monthly?
If not momthly, how often?

Are inventory turnover rates (cost of sales divided by inventory)
cakulated for each product type and reviewed at Jeast quarterly?

Are signed shipping receipts obtained and maintained” m
£

Accounts Payable J
Are agings prepared monthly? AR
Are payables posted by someone other than the th: 7
who disburses funds? ,/

T“le:an outside payroll preparation service used? UAU Z, // / A /7 [
”A;emnmp:ymmumuxnuﬁdeallhﬂm UU[ /V// /

Are any tax returns (payroll, sales, income, etc.) delinquent? L b / /\/
Are income tax estimates filed and paid quarterly? Q

If not quarterly, how often?

Leases
Are assets Jeased from owners evidenced by written agreements?

Loans from Owners
Are debts to owners evidenced by signed notes?

Are debts to owners formally subordinated 10 other creditors?

Financial Statements
Are financial statements prepared internally on a monthly basis?

Are cash, accounts receivable, inventory, and accounts payable
reconciled to the general ledger on a monthly basis?

BORROWER'S CERTIFICATION: The responses given in this | This questionnaire is designed to provide the minimum financial infor—

questionnaire are true, accurate, and complete to the best mation necessary 10 bankers in making commercial lending decisions
of my knowledge. when the prospective borrower’s financial statements are compiled,
but do not contain full GAAP disclosures. Bankers may require
Company: additional information and will consider other factors that are not part
of this questionnaire. The bank'’s receipt of this compieted questionnaire
By: Date: does not guarantee that a loan request will be approved.
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Robert Morris Assoclates
Business Credit Information Package

Reporting and Disclosure Checklist

Solely for Accountant’s Workpapers

Full GAAP compilations (i.e., financial statements with all required note disclosures) are
always preferable. If the client’s banker permits the RMA Business Credit Information
Package selected disclosure alternative, the Prescribed Form requires the amounts in the
financial statements be presented in accordance with GAAP rules for recognition and
measurement but permits omission of certain disclosures except those identified in this
Reporting and Disclosure Checklist. Any material GAAP measurement departures or
departures from the 11 disclosures require that the accountant’s report be modified, as
required by Statement on Standards for Accounting and Review Services No. 3, "Compllation
. Reports on Financial Statements Included in Certain Prescribed Forms" (SSARS No. 3.)

Check off as considered

FINANCIAL STATEMENTS .
1. GAAP is the basis to be used for recognition and measurement purposes.
2. Two year comparative statemen pplicable retroactively)
a. Cost of goods sold

for fiscal year-end statements:
a. Balance sheet
b. Income statement
c. Statement of changes in own ‘
d. Statement of cash flows’
3. If the income statement is condensed, supplemehtary s¢ghedales
are included for:
b. Operating expenses
4. Each page in the financial statements includes a reference to the
accountant’s compilation report.

ACCOUNTANT’S REPORT

1. Compilation report in compliance with SSARS No. 3.

2. Supplementary information is provided.

3. Any material departures from GAAP recognition and measurement or
disclosures required by the BCIP are disclosed (See paragraph 4,
SSARS No. 3).

4. Report is dated and signed.

*RMA recognizes that both the direct and indirect method are permitted by GAAP; however, as explainedin RMA's
publication titled Financial Statements for Bank Credit Purposes, the direct method provides superior and uniquely
valuable information for the bank lender’s purposes. Consequently, and especially in situations where lenders do not
have full GAAP disclosures, the direct method presentation is preferred.
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Check off as considered

REQUIRED DISCLOSURES (Footnotes)
1. Organization and nature of business
2. Summary of significant accounting policies:
a. Basis of accounting -
b. Revenue recognition method

c. Inventory composition, basis of valuation, and cost
determination method

d. Depreciation methods and estimated useful lives of
depreciable assets

¢. Method used to account for income taxes
3. Allowance for bad debts

4, Marketable equity securities—aggregate cost and market values with
identification of which is ca

S. Debt
a. Repayment terms, intere
b. Lines of credit—comnijt
availability
¢. Minimum annual maturities for the next five

6. Leases
a. General description of leasing arrangements

b. Future minimum rental payments required as of the date of the
Iatest balance sheet in aggregate and for each of the five
succeeding fiscal years

7. Related party transactions
a. Description of the transaction and nature of the relationship

b. Dollar amount of transactions
c. Amounts due to or from related parties

8. Pension plans
a. Description of the plans including employee groups covered

b. Pension expense for period presented and how calculated
¢. Unfunded pension liability
9. Income tax expense

10. Interest and income taxes paid —either as a footnote or on the face
of the statement of cash flows

11. Significant subsequent events
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Business Credit Information Package — Prescribed Form

Borrower’s Name

Current Assets
Cash and cash equivalents
Short—term investments
Accounts receivable
Allowance for doubtful acco
Notes receivable
Inventories
Prepaid expenses

Total Current Assets
Property and Equipment
Land
Buildings
Machinery and equipment
Trucks and automobiles
Office furniture and equipment
Assets under capital lease

Total Property and Equipment

Balance Sheet Date

Asscts

Less accumulated depreciation and amortization | ( ) ( )

Net Property and Equipment
Other Asscts

Cash surrender value of officer’s life insurance

Loans against policies
Notes receivable
Organization costs (net)

Total Other Assets
Total Assets

See Accountant’s Report

10/95
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Business Credit Information Package — Prescribed Form

Borrower’s Name

Liabilities and Equity

Current Liabilities
Lines of credit
Notes payable — current portion
Accounts payable
Accrued and withheld payroll taxes
Accrued expenses

Total Current Liabilities
Long—Term Liabilities
Notes payable

Total Long—Term Liabilities
Total Liabilities
Equity

Common stock

Additional paid—in capital

Less treasury stock

Retained earnings

Partners’ capital

Owners’ equity

Total Equity
Total Liabilities and Equity

Balance Sheet

Date

XXXXX

XXXXX

XXXXX

XXXXX

J

~
y
J

\
I~

U

nl
™~y

4~

{

L~
4/

L

/

See Accountant’s Report
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Business Credit Information Package — Prescribed Form

Borrower’s Name
Statement of Operations
Date
Income XXXXX XXXXX
Sales (net)
Fees
Total Income
Cost of Sales
Gross Profit
Operating Expenses XXXXX XXXXX
Total Operating Expenses
Income from Operations
Other Income (Expense) XXXXX XXXXX
I~
Total Other Income (Expense) /[ IS
Income before Taxes [ a4 1],
Provision for Income Taxes Z Vv / ]
Income before Extraordinary Items / '/ NV
Extraordinary Items Z XX XX
WA
~ é :
Total Extraordinary Items
Net Income
See Accountant’s Report
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Business Credit Information Package — Prescribed Form

Borrower’s Name

Beginning
Balance

Statement of Changes in Equity

Additional

Retained
Earnings/
Owners’/

Common Stock Paid—In Treasury Partners’

# Shares Amount Capital  Stock

Equity

Total

(Date)

Stock Issued/

Capital Contributions
Stock Retired
Net Income
Dividends/Distributions/

Withdrawals
Balance

(Date)
Stock Issued/Capital
Contributed
Stock Retired
Net Income
Dividends/Distributions/
Withdrawals
Balance

S

-

(Date)

See Accountant’s Report

S~
@
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Business Credit Information Package

— Prescribed Form

Borrower’s Name
Statement of Cash Flows

Date

Cash Flows from Operating Activities:
Cash received from customers

Cash paid to suppliers and employees

Interest received

Interest paid

Income taxes paid

N XXXXX

(/]

/L0 )Yy

Net Cash Provided (Used) by Operati 1vijd
Cash Flows from Investing Activities:
Proceeds from sale of assets AR
Purchases of property and equipment
/
4

Net Cash Provided (Used) by Investing Activities
Cash Flows from Financing Activities:

717777 =
/17 ///

o]

Net borrowings under line of credit agreement

-

Proceeds from new borrowings

Repayment of loans

Principal payments under capital lease obligations

Dividends/distributions/withdrawals paid

Proceeds from issuance of stock

Partner/owner capital contributions

Net Cash Provided (Used) by Financing Activities

Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning

Cash and Cash Equivalents, Ending

Schedule of Noncash Investing and Financing
Transactions:

See Accountant’s Report
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Business Credit Information Package — Prescribed Form

Borrower’s Name

Reconciliation of Net Income to Net Cash Provided (Used) by Operating Activities

Year Year

Net Income
Adjustments to reconcile net income to net cash
provided by operating activities: XXXXX XXXXX
Depreciation and amortization

(Increase) decrease in assets and increase
(decrease) in liabilities: XXXXX XXXXX
Accounts receivable
Inventories
Prepaid expenses
Accounts payable

Accrued and withheld payroll
Accrued expenses l/

[ [~
Net Cash Provided (Used) by Operating Actwmcs 7 [~/

1_{
N,
%
Q>

See Accountant’s Report
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Business Credit Information Package — Prescribed Form

Borrower’s Name

Required Disclosures

Note: See Reporting and Disclosure Checklist for required disclosures
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¢
Business Credit Information Package — Prescribed Form
Borrower’s Name
Supplementary Schedule of Cost of Sales
For the Years Ended
Date Date
Beginning Inventory
Purchases
Salaries
Overhead
4 1~
Ending Inventory .
Cost of Sales / |
See Accountant’s Report
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Business Credit Information Package — Prescribed Form

Borrower’s Name
Supplementary Schedule of Operating Expenses

For the Years Ended
Date Date
Salaries and Wages
Payroll Taxes
Employee Benefits
Total Personnel Costs
Other Expenses
(A
A\
m& ) N
\V
\
17171 /|
d—771/5
5]
R 4 |
Total Operating Expenses

See Accountant’s Report
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Robert Morris Associates
Business Credit Information Package

Sample Accountant’s Report for Financial Statements
Prepared in Accordance with RMA'’s Business Credit Information Package

[To the Board of Directors]
[XYZ Company]
[City, State]

nd supplementary schedules,
a panying Business Credit

a@ fpr Accounting and Review
. nts,

We have compiled the [identification &
including period covered and name of enti
Information Package in accordance with Staten®e
Services issued by the American Institute of Ce

Tris Associates
ank] information
viewed the financial
or any other form

Our compilation was limited to presenting in the form designe ob
(the "Business Credit Information Package") and requested
that is the representation of management. We have not audite
statements referred to above and, accordingly, do not express an opi
of assurance on them.

These financial statements (including related disclosures) are for the use of [name of bank]
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CHAPTER 11

PERSONAL FINANCIAL STATEMENTS

11.000 APPLICABILITY OF SSARS
General

11.001 An accountant may be engaged to compile or review the personal financial statements of an
individual, a husband and wife, or a larger family group. The basic requirements of Statement on
Standards for Accounting and Review Services (SSARS) apply to these types of engagements. However,
there are some unique features of engagements involving personal financial statements. This chapter
focuses on those features. It also includes examples of forms that may be used to document the
accountant's work, and sample financial statements and compilation and review reports.

Other Literature

11.002 The AICPA has published a Personal Financial Statements Guide to assist the accountant in
applying professional standards to engagements involving personal financial statements. The Guide
includes Statement of Position (SOP) 82-1, Accounting and Financial Reporting for Personal Financial
Statements. The Guide and SOP contain the generally accepted accounting principles (GAAP) that should
be followed in preparing personal financial statements.

Personal Financial Statements Included in Personal Financial Plans

11.003 In accordance with paragraph 7 of SSARS No. 1, an accountant should not submit unaudited
personal financial statements to his or her client or others unless, as a minimum, the accountant compiles
the financial statements. There is one exception to this requirement. SSARS No. 6 provides an exemption
from SSARS No. 1 for personal financial statements included in written personal financial plans prepared
by the accountant.

11.004 An accountant may submit a written personal financial plan containing unaudited personal
financial statements to a client without complying with the requirements of SSARS No. 1, when all of the
following conditions exist:

a. The accountant establishes an understanding with the client, preferably in writing, that the
financial statements —

1. Will be used solely to assist the client and the client's advisers to develop the client's
personal financial goals and objectives, and
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2. Will not be used to obtain credit or for any purposes other than developing these goals
and objectives.

b. Nothing comes to the accountant's attention during the engagement that would cause the
accountant to believe that the financial statements will be used to obtain credit or for any
purposes other than developing these goals and objectives.

11.005 When using this exemption, the accountant should include a written report stating that the
financial statements:

® Are designed solely to help develop the financial plan.

@ May be incomplete or contain other departures from generally accepted accounting principles
(GAAP) and should not be used to obtain credit or for any purposes other than developing the
personal financial plan.

e Have not been audited, reviewed, or compiled.

A sample report for personal financial statements included in a personal financial plan is included in section
11.714.

11.006 SSARS No. 6, Interpretation No. 1, Submitting a Personal Financial Plan to a Client's Advisers,
(AR 9600.01-.03) states that developing the client's personal financial goals and objectives encompass
implementing the personal financial plan. Therefore, an accountant may submit a written personal financial
plan containing unaudited personal financial statements to a client, to be used by the client or the client's
advisers to implement the personal financial plan, without complying with SSARS No. 1. Examples of
implementation of a personal financial plan by a client's advisers include use of the plan by —

® An insurance broker who will identify specific insurance products

® An investment adviser who will provide specific recommendations about the investment
portfolio

® An attorney who will draft a will or trust documents
Personal Financial Statements on Prescribed Forms

11.007 Personal financial statements also may be presented on prescribed forms. A typical example is
a financial statement form that is part of a bank loan application. When the accountant submits these types
of financial statements to the client or others, he or she should compile the financial statements in
accordance with SSARS No. 1. However, the accountant may find it preferable to use the alternate form
of the accountant's report, as described in SSARS No. 3. The requirements of SSARS No. 3 are discussed
in Chapter 10. (See section 11.710 for an illustrative report on personal financial statements in a
prescribed form.)
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11.100 PRESENTATION GUIDELINES FOR PERSONAL FINANCIAL STATEMENTS

11.101 The basic reporting entity for personal financial statements is an individual, a husband and wife,
or a group of related individuals. Because the primary focus of personal financial statements is an
individual's assets and liabilities, the only required basic financial statement is the statement of financial
condition. This statement presents:

® Assets at their estimated current values
o Liabilities at their estimated current amounts

o Estimated income taxes on the differences between estimated current values and amounts of
assets and liabilities and their tax bases

o The individual's net worth

11.102 The statement of changes in net worth is an optional statement. It presents the major sources of
increases and decreases in net worth for a period of time, including:

a. Major sources of increases:
® income
® increases in the estimated current values of assets
® decreases in the estimated current amounts of liabilities

e decreases in the estimated income taxes

b. Major sources of decreases:
® expenses
e decreases in the estimated current values of assets
® increases in the estimated current amounts of liabilities
® increases in the estimated income taxes

11.103  The presentation of comparative financial statements of the current period and one or more prior
periods may sometimes be desirable, but it is not required.

Other Comprehensive Bases of Accounting

11.104 Personal financial statements may be presented on other bases of accounting, such as the
historical cost basis of accounting or the tax basis of accounting. In these situations, the accountant should
follow the guidance in SSARS No. 1 about reporting on financial statements on some other comprehensive

basis of accounting, including the following:

o The titles of the statements should be modified to indicate that they are not presented in
accordance with GAAP (e.g., Statement of Assets and Liabilities — Tax Basis).
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® The basis of accounting should be described in a note to the financial statements.

® The accountant's review report should be modified to indicate that the accountant is not aware
of any material modifications that should be made to the statement in order for it to be in
conformity with the specified other comprehensive basis of accounting.

e If the accountant compiles financial statements that omit disclosures, including disclosure of
the basis of accounting, the accountant's compilation report should disclose the basis.

Chapter 9 provides a complete discussion of reporting on financial statements presented on other
comprehensive bases of accounting. In addition, sections 11.711, 11.712, 11.720 and 11.721 have sample
compilation and review reports for personal financial statements prepared on other comprehensive bases
of accounting.

Personal Financial Statements in Accordance with GAAP

11.105 SOP 82-1 describes generally accepted accounting principles for personal financial statements.
In accordance with GAAP, the statement of financial condition presents assets at their estimated current
values, liabilities at their estimated current amounts, and estimated income taxes on the differences between
the estimated current values and amounts of assets and liabilities and their tax bases. Assets and liabilities
and changes in them are recognized on the accrual basis, and they are presented in the statement of
financial condition in order of liquidity and maturity, without classification as current or noncurrent.

11.106 If personal financial statements are prepared for one member of a group of joint owners of an
asset, the statements should include only the individual's interest as a beneficial owner, based on the
property laws of the state having jurisdiction.

11.107 Business interests (including sole proprietorships, closely held corporations, and partnerships)
that constitute a large part of the individual's total assets should be shown separately from other
investments. The investment should be shown as a single amount representing the estimated current value
of the investment, if it is marketable as a going concern. The assets and liabilities of the businesses should
not be combined with the individual's assets and liabilities.

11.108 The estimated current value of assets and the estimated current amounts of liabilities of limited
business activities not conducted in a separate business entity, should be presented as assets and liabilities
of the individual. For example, if the individual owns rental real estate subject to a mortgage, the real
estate would be presented as an asset at its estimated current value, and the mortgage would be presented
as a liability at its estimated current amount.

Guidelines for Determining Estimated Current Values and Amounts

11.109 As indicated above, personal financial statements in accordance with GAAP present assets at their
estimated current values and liabilities at their estimated current amounts. Estimated current value is
defined as —

The amount at which the asset could be exchanged between a buyer and seller, each
of whom is well informed and willing, and neither of whom is compelled to buy or
sell. Costs of disposal, such as commissions, if material, should be considered in
determining estimated current values.
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11.110 The estimated current amount of liabilities is defined as —

The discounted amounts of cash to be paid. The discount rate should be the rate
implicit in the transaction in which the debt was incurred. If the debtor is able to
discharge the debt currently at a lower amount, the debt should be presented at the
lower amount.

11.111 Recent transactions involving similar assets in similar circumstances ordinarily provide a
satisfactory basis for determining an asset's estimated current value. If recent sales information is not
available, other methods may be used, such as adjustment of historical cost based on changes in a specific
price index, the use of appraisals, or the use of the discounted amounts of future cash receipts and
payments. Judgment should be used to determine which method is appropriate for a particular asset.

11.112 The methods used to determine the estimated current values of assets and the estimated current
amounts of liabilities should be followed consistently from period to period, unless the circumstances
change.

Receivables

11.113  Receivables should be presented at the discounted amounts of cash the individual estimates will
be collected, using appropriate interest rates at the date of the financial statements.

Valuation Example

If the individual has a 20-year trust deed receivable that was issued at 10% and the rate at the financial
statement date is 15% for similar receivables, the estimated current value of the receivable should be
computed as the discounted value of the future interest and principal payments discounted at 15%.

Practice Tip:

Often receivables may be presented at the amount of principal outstanding at the financial statement
date. Discounting is only necessary when the effects are material; for example, when collection of the
entire principal is not expected, or the receivable is collectible over an extended period of time and the
interest rate of the receivable is significantly different from the current interest rate.
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Marketable Securities

11.114 Marketable securities should include only debt and equity securities for which market quotations
are available. Guidelines for determining the estimated current values are described as follows:

® The estimated current values of securities traded on securities exchanges are the closing prices
of the securities on the date of the financial statement (valuation date) if the securities were
traded on that date

o If the securities were not traded on the valuation date but published bid and asked prices are
available, the estimated current values of the securities should be within the range of those
prices

® For securities traded in the over-the-counter market with bid and asked prices from a number
of sources, the mean of the bid prices, of the bid and asked prices, or of the prices of a
representative selection of broker-dealers quoting the securities may be used.

11.115 The estimated current values determined by the above guidelines may have to be adjusted. For
example, a large block of stock might not be salable at the price at which a small number of shares were
recently sold. In addition, a large minority interest may be difficult to sell despite isolated sales of a small
number of shares. Alternatively, a premium may be related to the sale of a controlling interest. Any
restrictions on the transfer of a security also may suggest the need to adjust the recent market price in
determining the estimated current value.

Options

11.116 If published prices of options are unavailable, their estimated current values should be determined
on the basis of the assets subject to option, considering such factors as the exercise prices and the length
of the option period.

Investments in Life Insurance

11.117 The estimated current value of an investment in life insurance is the cash value of the policy
reduced by any policy loans. The face amount of policies owned by the individual should be disclosed.

Investments in Closely-Held Businesses

11.118 Only the net investment in a business enterprise (not its assets and liabilities) should be presented
in the statement of financial condition. The net investment should be presented at its estimated current value
on the financial statement date. There is no one generally accepted procedure for determining the estimated
current value of an investment in a closely-held business. Methods that are commonly used are set forth
as follows:

e Multiple of earnings

® Liquidation value

® Reproduction value
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® Appraisals
® Discounted projected cash receipts and payments
® Book value

® Cost of the investment

If a buy-sell agreement exists, it should be considered in determining the estimated current value of the
investment.

Real Estate (Including Leaseholds)

11.119 Information that may be used to determine the estimated current values of real estate and
leaseholds includes the following —

® Sales of similar property in similar circumstances

o The discounted amounts of projected cash receipts and payments

o The net realizable value of the property based on planned courses of action

® Appraisals from real estate agents or brokers or those used to obtain financing

® Assessed value for property taxes, including consideration of the basis for such assessments
and their relationship to market values

Intangible Assets

11.120 Intangible assets should be presented at the discounted amounts of projected cash receipts and
payments arising from the planned use or sale of the assets, if both the amounts and timing can be
reasonable estimated. The cost of a purchased intangible should be used if no other information is
available.

Future Interest and Similar Assets

11.121 Nonforfeitable rights to receive future assets, such as pension and profit sharing benefits and
annuities, should be presented at their discounted amounts if they have all of the following characteristics:

a. The rights are for fixed or determinable amounts

b. The rights are not contingent on the holder's life expectancy or the occurrence of a
particular event, such as disability or death

c. The rights do not require future performance of service by the holder
11.122 Nonforfeitable rights that typically have these characteristics include —

® Guaranteed minimum portions of pensions
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® Vested interests in pension and profit sharing plans

Deferred compensation contracts

Beneficial interests in trusts

Remainder interests in property subject to life estates
® Annuities
e Fixed amounts of alimony for a definite period

11.123 The discounted amount of a nonforfeitable right is determined by discounting the future cash
receipts at the prevailing discount rate for these types of assets at the financial statement date.

11.124 The estimated current value of an interest in a trust is determined by first estimating the cash to
be received and the timing of the receipts, and then discounting these amounts using the estimated interest
rate earned by the trust assets at the date of the financial statement.

Valuation Example

Assume an individual is the beneficiary of the income of a trust for his remaining life, at which time
the trust assets revert to a remainderman. If the income beneficiary is in good health, and based on
mortality tables, has a life expectancy of 12 more years, the estimated current value of the interest in
the trust for that individual would be the discounted value of the projected annual earnings of the trust
for the next 12 years discounted at the estimated earning rate of the trust assets. The remainderman's
estimated current value of his interest in the trust would be computed by determining the discounted
value of the trust assets to be received at the death of the income beneficiary (estimated to be in 12
years) discounted at the estimated earning rate of the trust assets. However, the remainderman should
not recognize the trust interest on his statement of financial condition if he receives the assets only if
he outlives the income beneficiary, because, in that case, the rights are contingent on the
remainderman's life expectancy. It might be argued that this is also true for the income beneficiary.
However, it is only the value of the interest that is contingent on the income beneficiary's life
expectancy. That individual currently has a noncontingent right to receive income of the trust.

Payables and Other Liabilities

11.125 Payables and other liabilities should be presented in the statement of financial condition at their
estimated current amounts — the discounted amounts of cash to be paid. The discount rate should be the
rate implicit in the transaction in which the debt was incurred. Therefore, it is not necessary to discount
the liability unless the liability was originally issued at an unrealistic interest rate. If, however, the

individual is able to discharge the debt at a lower amount, the debt should be presented at the lower
amount.
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Practice Tip:

There is an important difference between the way receivables and payables are discounted. As indicated
above, if it is necessary to discount a liability, it is discounted at the interest rate that prevailed at the
time the debt was incurred. If a receivable is discounted, the prevailing interest rate at the financial
statement date is used.

Noncancellable Commitments

11.126 Noncancellable commitments to pay future sums that have all of the following characteristics
should be presented as liabilities at their discounted amounts:

o The commitments are for fixed or determinable amounts

o The commitments are not contingent on others' life expectancies or the occurrence of a
particular event, such as disability or death

® The commitments do not require performance of future services by others

Noncancellable commitments that may have those characteristics include fixed amounts of alimony for a
definite future period and pledges to charitable organizations. The interest rate prevailing at the time the
commitment was executed should be used to determine the discounted amount of the liability. Significant
noncancellable commitments that do not meet these requirements are disclosed in the financial statements.

Income Taxes Payable

11.127 The liability for income taxes payable should include unpaid income taxes for completed tax
years and an estimated amount for income taxes accrued for the elapsed portion of the current tax year to
the date of the financial statement. That estimate should be based on the relationship of taxable income
earned to date to total estimated taxable income for the year, net of taxes withheld and estimated tax

payments.

Estimated Income Taxes on the Differences Between
the Estimated Current Values and Amounts of
Assets and Liabilities and Their Tax Bases

11.128 A provision should be made for estimated income taxes on the differences between the estimated
current values and amounts of assets and liabilities and their tax bases, including consideration of the
negative tax bases of tax shelters. The provision should be computed as if all assets had been sold and all
liabilities liquidated on the date of the financial statements, using applicable income tax laws and
regulations and considering recapture provisions and available carryovers. If the individual has not reached
the age of 594 at the financial statement date, the provision should also include the special excise tax on
early distribution from a qualified retirement plan. The provision should be presented between liabilities
and net worth on the statement of financial condition, and all assumptions used to calculate the provision
should be disclosed.
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Valuation Example

The following table illustrates the computation of the estimated taxes on differences between estimated
current values and amounts of assets and liabilities and their tax bases:

(A) B)
Estimated Excess Effective Estimated
Current Tax of (A) Income Income
Value Basis Over (B) Tax Rate Taxes
Description

Residence* $250,000 $185,000 $ 65,000 28% $ 18,200
Marketable Sec. 154,000 120,000 34,000 28% 9,520
R & B Corp. 500,000 325,000 175,000 28% 49,000
W & R Ltd.** 220,000 80,000 140,000 28% 39,200
Individual Retirement
Account*** 25,000 0 25,000 28% __7,000

$122,920

* The tax basis of the residence was adjusted for the $125,000 exclusion, because the individual is
over 55 years of age.
** The tax basis of W & R Ltd. was computed considering a passive loss carryover of $15,500.
*** The 10% special excise tax for early distribution from a retirement plan is not considered, because
the individual is over 59'% years of age.

Financial Statement Disclosures

11.129 Personal financial statements should include sufficient disclosures to make the statements
adequately informative. The disclosures may be made in the body of the financial statements or in the
notes. The type of information typically disclosed in personal financial statements is included in the
Disclosure Checklist for Personal Financial Statements in section 11.609.
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11.200 ADMINISTRATION OF PERSONAL FINANCIAL STATEMENT ENGAGEMENTS
11.201  Some procedures are common to all personal financial statement engagements, including:

® A decision to accept (or continue with) the client.

® Establishing an understanding with the client regarding the nature of the services to be

rendered.

® Gathering information for preparation of the statements.

e Obtaining client representation letters.

Acceptance and Continuance of Clients

11.202 Before accepting an engagement involving personal financial statements, the accountant

ordinarily will evaluate acceptability of the client by considering such factors as the following:

Facts that might bear on the integrity of the client

Circumstances that present unusual business risk

® The accountant's ability to serve the client

The effect of the lack of independence on the type of report that may be issued

Whether available accounting records or other data provide a sufficient basis for providing

the services requested

Because of the informal nature of most personal financial records, the accountant typically must rely more
heavily on representations of management about the completeness of the financial records. Therefore,
client acceptance and continuance takes on particular significance for personal financial statement
engagements. Section 3.501 in Chapter 3 contains a Client Acceptance and Continuance Form that may
be adapted for a personal financial statement engagement.

Establishing an Understanding with the Client

11.203 Once the accountant has decided to accept or to continue an engagement, he or she should
establish an understanding with the client, preferably in writing, regarding the services to be performed
and the terms and objectives of the engagement. Sample engagement letters for personal financial
statement engagements are presented in sections 11.601 and 11.602.

Gathering Information

11.204 Because the financial records of individuals are often informal, only a portion of the assets and
liabilities may be recorded. The accountant should consider the extent of accounting services that may have

to be rendered to assist the client in gathering the information required for the financial statements. It may
be necessary to obtain information from outside sources such as bankers, financial consultants, attorneys,

and others who might know about the client's financial affairs. In addition, the following sources may

provide information to prepare personal financial statements:
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Checkbooks. The individual's checkbook not only may be used as the source of the
individual's cash balance, but may also serve as the primary record of cash receipts and
disbursements. As such, it can provide information concerning addition or disposition of
assets and creation or payment of liabilities that should be included in the statement of
financial condition. For example, a real estate tax payment should lead the accountant to
consider whether the related real estate is recorded as an asset and, if payment was made after
the date of the financial statements, whether the liability was or should have been accrued.

Broker's statements. The accountant may use statements provided to the individual by
brokers as a source of information regarding marketable securities held by the client and loans
that might be outstanding.

Property insurance policies and schedules. The accountant may use insurance policies and
schedules to consider whether the assets insured should be included in the financial
statements.

Wills. The accountant may use the individual's will to consider whether all assets bequeathed
are included in the financial statements.

Leases. The accountant may use leases to consider whether assets and liabilities related to
leases are included in the financial statements.

Listings of vault or safe deposit box contents. The accountant may use such listings to
consider whether all assets stored and owned by the client are included in the financial
statements.

Real estate and personal property tax returns. The accountant may use such tax returns to
consider whether all assets listed on such returns and whether all liabilities due the taxing
authorities are included in the financial statements.

Income tax returns (and revenue agents' reports, if any). The accountant may use income
tax returns and revenue agents' reports to consider whether assets providing income and
potential liabilities are recorded in the financial statements.

Financial records of other entities. The accountant may use the financial statements or tax
returns of separate entities, such as a closely held business, a trust, or a profit-sharing or
deferred compensation plan, as sources of information regarding the client's interest in the
entities.

Client Representation Letters

11.205 SSARS No. 7 includes a requirement to obtain a written representation letter for all review
engagements. A sample representation letter for review engagements is included in section 11.607.
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11.300 COMPILATION OF PERSONAL FINANCIAL STATEMENTS

11.301 Standards for the compilation of financial statements prescribed by SSARS No. 1 apply to
personal financial statements in the same way they apply to the compilation of other types of financial
statements. Accordingly, the accountant should:

1. Obtain sufficient knowledge of the accounting principles and practices applicable to personal
financial statements.

2. Possess a general understanding of —

o The nature of the individual's financial transactions,

® The form of available accounting records,

o The stated qualifications of accounting personnel, if any,

e The accounting basis on which the financial statements are to be presented, and
e The form and content of the financial statements.

3. Consider the extent of other services that might be required to assist the individual in
gathering the information necessary to compile the financial statements.

4. Obtain an understanding of the methods by which the individual determined the estimated
current values of significant assets and the estimated current amounts of significant liabilities
and consider whether the methods are appropriate in light of the nature of each asset or
liability.

5. Obtain additional or revised information if he or she becomes aware that information supplied
by the individual is incorrect, incomplete, or otherwise unsatisfactory for the purpose of
compiling the financial statements. If the individual refuses to provide additional or revised
information, the accountant should withdraw from the compilation engagement.

6. Read the compiled personal financial statements and consider whether such statements appear
to be appropriate in form and free from obvious material misstatements.

Suggested Working Papers

11.302 The following table illustrates the suggested working papers for documenting an engagement to
compile personal financial statements.
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Documentation of Any Other Procedures
Performed or Other Special Circumstances
(e.g., Step-Down to a Lower Level of Service)

¢
Suggested Working Papers for Compilation of Personal Financial Statements
Section Description Page
11.601 Engagement Letter or Memorandum 11-31
Describing Understanding With the Client
3.501 Client Acceptance and Continuance Form 3-23
11.603 Form for Documenting Understanding of 11-35
Client—Personal Financial Statement
Compilation and Review Engagements
11.604 Form for Gathering Information—Personal 11-39
Financial Statements
11.605 Compilation Engagement Work Program— 11-49
Personal Financial Statements
11.607 Representation Letter 11-61
11.608 Technical Review Checklist 11-63
(If Required by Firm Policy)
11.609 Disclosure Checklist for Personal 11-65
Financial Statements
(If Statements Do Not Omit Disclosures)
11.610 Financial Statement Control Form 11-69
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11.401

11.400 REVIEW OF PERSONAL FINANCIAL STATEMENTS

11.401 Standards for review of financial statements contained in SSARS No. 1 apply to the review of
personal financial statements in the same way they apply to the review of other types of financial
statements. Accordingly, the accountant should —

Possess knowledge of the accounting principles and practices applicable to personal financial
statements.

Possess an understanding of the individual's financial activities and financial position that will
provide the accountant, through the performance of inquiry and analytical procedures, with
a reasonable basis for expressing limited assurance that there are no material modifications
that should be made to the financial statements. This understanding should include —

ee A general understanding of the nature of the individual's assets and liabilities,

ee The sources of the individual's income, and

ee The nature of significant expenditures and material transactions with related parties.

Perform appropriate inquiry and analytical procedures.

The Nature of Inquiry and Analytical Procedures

11.402 The accountant's inquiry and analytical procedures should ordinarily consist of—

1.

Inquiries about the accounting principles and practices and methods followed in applying
them, and any significant assumptions or interpretations underlying their use.

Inquiries concerning whether the methods and procedures for determining the estimated
current values of assets and the estimated current amounts of liabilities are in accordance
with those described in SOP 82-1 and are appropriate in light of the nature of each asset or
liability.

. Inquiries concerning the sources of information used in determining the estimated current

values and amounts.

Inquiries concerning procedures for recording, classifying, and summarizing transactions,
and accumulating information for disclosure in the financial statements.

. Analytical procedures designed to identify relationships, individual items, and estimated

current values and amounts that appear to be unusual. Analytical procedures might include
comparison of the financial statements with statements for comparable prior periods, or
study of relationships of the elements in the financial statements that would be expected to
conform to a predictable pattern. For example, the accountant might examine the
relationships of marketable securities and other income-producing assets to investment
income, debt to interest expense, and real property to real estate taxes.
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10.

Consideration of whether the results of analytical procedures are consistent with responses
to related inquiries.

Reading the financial statements to consider, on the basis of information coming to the
accountant's attention, whether the financial statements appear to conform with GAAP (or
other comprehensive bases of accounting [OCBOAJ).

Applying appropriate review procedures to financial statements of entities that compose a
significant portion of the individual's assets or obtaining reports from other accountants who
have been engaged to audit, review, or compile financial statements of such entities. If the
financial statements have only been compiled by another accountant, the accountant
ordinarily will find it necessary to apply analytical procedures to the statements as a basis
for using the information in the reviewed personal financial statements.

Inquiries of the individual concerning —

a. whether the financial statements have been prepared in accordance with GAAP,

b. changes in the individual's financial activities or accounting principles and practices,

c. matters about which questions have arisen in the course of applying the foregoing
procedures, and

d. events subsequent to the date of the financial statements that would have a material effect
on the financial statements.

Obtaining a signed client representation letter.

11.403 As discussed in sections 11.109 through 11.124, the current values of certain assets, such as
receivables and real estate, may be based on projected amounts of earnings or projected cash receipts and
payments. In such instances, the following additional procedures are appropriate:

e Inquire about the process by which the individual identified key factors that affect the
projected data and developed assumptions for those factors.
® Inquire as to whether assumptions have been made for all key factors.
e Consider whether the assumptions appear to be appropriate for determining estimated current
values of assets.
11.404 If a specialist has been engaged to determine the estimated current values of assets, the
accountant should inquire about the qualifications and reputation of the specialist and the nature of the work
performed.
Suggested Working Papers

11.405 The following table illustrates the suggested working papers for documentation of an engagement
to review personal financial statements.
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Documentation of Any Other Procedures
Performed or Other Special Circumstances
(e. g., Step-Down to a Lower Level of Service)

¢
Suggested Working Papers for Review of Personal Financial Statements
Section Description Page
11.602 Engagement Letter or Memorandum 11-33
Describing Understanding With the Client
3.501 Client Acceptance and Continuance Form 3-23
11.603 Form for Documenting Understanding of 11-35
Client—Personal Financial Statement
Compilation and Review Engagements
11.604 Form for Gathering Information—Personal 11-39
Financial Statements
11.606 Review of Personal Financial Statements— 11-53
Inquiries and Analytical Procedures
11.607 Representation Letter 11-61
11.608 Technical Review Checklist 11-63
(If Required by Firm Policy)
11.609 Disclosure Checklist for Personal 11-65
Financial Statements
11.610 Financial Statement Control Form 11-69
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11.500 ILLUSTRATIVE PERSONAL FINANCIAL STATEMENTS

James and Jane Person

Statements of Financial Condition

December 31, 19X3 and 19X2

ASSETS

Cash

Bonus receivable

Investments
Marketable securities (Note 2)
Stock options (Note 3)

Ken Bruce Associates (Note 4)
Davekar Company, Inc. (Note 5)

Vested interest in deferred profit
sharing plan

Remainder interest in testamentary
trust (Note 6)

Cash value of life insurance ($43,600
and $42,900), less loans payable to
insurance companies ($38,100 and
$37,700) (Note 7)

Residence (Note 8)

Personal effects (excluding
jewelry) (Note 9)

Jewelry (Note 9)

LIABILITIES
Income taxes—current year balance
Demand 10.5% note payable to bank
Mortgage payable (Note 10)
Contingent liabilities (Note 11)

Estimated income taxes on the differences
between the estimated current values
assets and the estimated current
amounts of liabilities and their tax
bases (Note 12)

NET WORTH

See accompanying notes and accountant's review report.

11.500

December 31,

19X3 19X2
$ 3,700 $ 15,600
20,000 10,000
160,500 140,700
28,000 24,000
48,000 42,000
550,000 475,000
111,400 98,900
171,900 128,800
5,500 5,200
190,000 180,000
55,000 50,000
—40.000 —36.500
$1,384,000 $1.206,700
$ 8,800 $ 400
25,000 26,000
98,200 99,000
132,000 125,400
239,000 160,000
1.013.000 ~921.300
$1,384,000 $1,206,700
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James and Jane Person

Statements of Changes in Net Worth
Years Ended December 31, 19X3 and 19X2

Realized increases in net worth
Salary and bonus
Dividends and interest income
Distribution from limited partnership
Gains on sales of marketable securities

Realized decreases in net worth
Income taxes
Interest expense
Real estate taxes
Personal expenditures

Net realized increase in net worth

Unrealized increases in net worth

Marketable securities (net of realized
gains on securities sold)

Stock option
Davekar Company, Inc.
Ken Bruce Associates
Deferred profit sharing plan
Remainder interest in testamentary trust
Jewelry

Unrealized decrease in net worth
Estimated income taxes on the differences between
the estimated current values of assets and the
estimated current amounts of liabilities and
their tax bases
Net unrealized increase in net worth
Net increase in net worth

Net worth at the beginning of year

Net worth at the end of year

See accompanying notes and accountant's review report.
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Year ended December 31,
19X3 19X2
$ 95,000 $ 85,000
2,300 1,800
5,000 4,000
— 1000 — 500
~103,300 — 91,300
26,000 22,000
13,000 14,000
4,000 3,000
36,700 32,500
79,700 —71.500
23,600 —-19.800
3,000 500
4,000 500
75,000 25,000
6,000
12,500 9,500
43,100 24,800
3,500 — 200
147,100 — 60,500
__79,000 22,000
68,100 38,500
91,700 58,300
~921.300 863,000
$1.013,000 $.921,300
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James and Jane Person
Notes to Financial Statements
Note 1 — Basis of Accounting

The accompanying financial statements include the assets and liabilities of James and Jane Person. Assets
are stated at their estimated current values and liabilities at their estimated current amounts.

Note 2 — Marketable Securities
The estimated current values of marketable securities are either (a) their quoted closing prices or (b) for
securities not traded on the financial statement date, amounts that fall within the range of quoted bid and

asked prices.

Marketable securities consist of the following:

December 31, 19X3 December 31, 19X2
Number  Estimated Number  Estimated
of shares Current of shares Current
orbonds _Values orbonds _Values
Stocks 11,500 $ 98,813
Jaiven Jewels, Inc. 800 11,000 600 $ 4,750
McRae Motors, Ltd. 400 13,875 200 5,200
Parker Sisters, Inc. 1,200 96,000
Rosenfield Rug Co. 300 9,750 100 2,875
Rubin Paint Company
Weiss Potato Chips, 200 20,337 300 25.075
Inc. 153,775 133.900
Bonds
Jackson Van Ltd.
(12% due 7/1/X9) 5 5,225 5 5,100
United Garvey, Inc.
(7% due 9/15/X6) 2 —1.500 2 _ 1,700
_6,725 6,800
$160,500 $140,700

Note 3 — Options

Jane Person owns an option to acquire 4,000 shares of stock of Winner Corp. at an option price of $5 per
share. The option expires on June 30, 19X5. The estimated current value is its published selling price.
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Note 4 — Ken Bruce Associates

The investment in Ken Bruce Associates is an 8% interest in a real estate limited partnership. The
estimated current value is determined by the projected annual cash receipts and payments capitalized at a
12% rate.

Note 5 — Davekar Company, Inc.

James Person owns 50% of the common stock of Davekar Company, Inc., a retail mail order business. The
estimated current value of the investment is determined by the provisions of a shareholders' agreement,
which restricts the sale of the stock and, under certain conditions, requires the company to repurchase the
stock based on a price equal to the book value of the net assets plus an agreed amount for goodwill. At
December 31, 19X3, the agreed amount for goodwill was $112,500, and at December 31, 19X2, it was
$100,000.

Condensed balance sheets of Davekar Company, Inc., prepared in conformity with generally accepted
accounting principles, are summarized below:

December 31.
19X3 19X2
Current assets $3,147,000 $2,975,000
Plant, property, and equipment—net 165,000 145,000
Other assets —120,000 —110,000
Total assets 3,432,000 3,230,000
Current liabilities 2,157,000 2,030,000
Long-term liabilities 400,000 450,000
Total liabilities 2,557,000 2.480,000
Equity $_875,000 $_758,000

The sales and net income for 19X3 were $10,500,000 and $125,000 and for 19X2 were
$9,700,000 and $800,000.

Note 6 — Remainder Interest

Jane Person is the beneficiary of a remainder interest in a testamentary trust under the will of the late
Joseph Jones. The amount included in the accompanying statements is her remainder interest in the
estimated current value of the trust assets, discounted at 10%.

Note 7 — Life Insurance

At December 31, 19X3 and 19X2, James Person owned a $300,000 whole life insurance policy.

Note 8 — Residence

The estimated current value of the residence is its purchase price plus the cost of improvements. The
residence was purchased in December, 19X1, and improvements were made in 19X2 and 19X3.
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Note 9 — Personal Effects and Jewelry

The estimated current values of personal effects and jewelry are the appraised values of those assets,
determined by an independent appraiser for insurance purposes.

Note 10 —Mortgage Payable

The mortgage (collateralized by the residence) is payable in monthly installments of $815 a month,
including interest at 10% a year through 20Y8.

Note 11 — Contingent Liabilities

James Person has guaranteed the payment of loans of Davekar Company, Inc., under a $500,000 line of
credit. The loan balance was $300,000 at December 31,19X3, and $400,000 at December 31,19X2.

Note 12 — Estimated Income Taxes

The estimated current amounts of liabilities at December 31, 19X3, and December 31, 19X2, equaled their
tax bases. Estimated income taxes have been provided on the excess of the estimated current values of
assets over their tax bases as if the estimated current values of the assets had been realized on the statement
date, using applicable tax laws and regulations. The provision will probably differ from the amounts of
income taxes that eventually might be paid because those amounts are determined by the timing and the
method of disposal or realization and the tax laws and regulations in effect at the time of disposal or
realization.

The estimated current values of assets exceeded their tax bases by $850,000 at December 31, 19X3, and
by $770,300 at December 31, 19X2. The excess of estimated current values of major assets over their tax
bases are:

December 31,
19X3 19X2
Investment in Davekar Company, Inc. $ 430,500 $ 355,500
Vested interest in deferred profit sharing plan 111,400 98,900
Investment in marketable securities 104,100 100,000
Remainder interest in testamentary trust 97,000 53,900
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11.600 DOCUMENTATION FOR PERSONAL FINANCIAL STATEMENT ENGAGEMENTS

Section Description Page
11.601 Engagement Letter — Compilation of Personal Financial

Statements 11-30
11.602 Engagement Letter — Review of Personal Financial

Statements 11-32
11.603 Form For Documenting Understanding of Client —

Personal Financial Statement Compilation and

Review Engagements 11-35
11.604 Form for Gathering Information — Personal Financial

Statements 11-39
11.605 Compilation Engagement Work Program — Personal

Financial Statements 11-49
11.606 Review of Personal Financial Statements — Inquiries and

Analytical Procedures 11-53
11.607 Representation Letter — Review Engagements 11-60
11.608 Technical Review Checklist 11-63
11.609 Disclosure Checklist for Personal Financial Statements 11-65
11.610 Financial Statement Control Form 11-69
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11.601 Engagement Letter — Compilation of Personal Financial Statements

This letter is to confirm my (our) understanding of the terms and objectives of my (our) engagement and
the nature and limitations of the services we will provide.

I (We) will perform the following services:

® I (We) will compile, from information you provide, the statement of financial condition of
[client's name] as of [statement of financial
condition date], (and the related statement of changes in net worth for the . [period] then
ended). We will not audit or review such financial statement(s). My (Our) standard report on the
compilation of your financial statements reads as follows:

I (We) have compiled the accompanying statement of financial condition of
[client's name] as of [statement of financial
condition date], (and the related statement of changes in net worth for the [period] then
ended), in accordance with Statements on Standards for Accounting and Review Services issued by the
American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of the individuals whose financial statement(s) are presented. I (We) have not audited
or reviewed the accompanying financial statement(s) and, accordingly, do not express an opinion or
any other form of assurance on it (them).

If, for any reason, I am (we are) unable to complete my (our) compilation of your financial state-
ment(s), I (we) will not issue a report on such statement(s) as a result of this engagement.

e [ (We) will also perform additional accounting services to enable you to develop sufficient accounting
records to provide a basis for the compiled financial statement(s). Performing these additional
accounting services does not alter the fact that you are responsible for the information contained in the
financial statement(s), including the values and amounts assigned to the assets and liabilities, (and we
will require a client representation letter from you).

My (Our) engagement cannot be relied upon to disclose errors, irregularities, or illegal acts, including
fraud or defalcations, that might exist. However, I (we) will inform you of material errors, and any
irregularities or illegal acts that come to my (our) attention, unless they are clearly inconsequential.

My (Our) fees will be billed as work progresses and are based on the amount of time required plus out-of-
pocket expenses. Invoices are payable upon presentation. I (We) will notify you immediately of any
circumstances I (we) encounter that could significantly affect my (our) initial estimate of total fees, which
will range from $ to $
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If this letter correctly expresses your understanding, please sign the enclosed copy where indicated and
return it to me (us).

I (We) appreciate the opportunity to serve you and trust that our association will be a long and pleasant
one.

Sincerely,

[Engagement Partner's Signature]

[Date]

Accepted and agreed to:

[Client Representative's Signature]

[Title]

[Date]

10/95 11.601




11-32

COMPILATION AND REVIEW MANUAL

11.602

11.602 Engagement Letter — Review of Personal Financial Statements

This letter is to confirm my (our) understanding of the terms and objectives of my (our) engagement and
the nature and limitations of the services I (we) will provide.

I (We) will perform the following services:

o I (We) will review the statement of financial condition of [client's name]
as of [statement of financial condition date], (and the related statement of changes in
net worth for the [period] then ended), in accordance with Statements on Standards for

Accounting and Review Services issued by the American Institute of Certified Public Accountants.
My (Our) review will consist primarily of inquiries of you and analytical procedures applied to
financial data, and I (we) will require a client representation letter from you. A review does not
contemplate obtaining an understanding of the internal control structure or assessing control risk, tests
of accounting records and responses to inquiries by obtaining corroborating evidential matter, and
certain other procedures ordinarily performed during an audit. Thus, a review does not provide
assurance that I (we) will become aware of all significant matters that would be disclosed in an audit.
My (Our) engagement cannot be relied upon to disclose errors, irregularities, or illegal acts, including
fraud or defalcations, that may exist. However, I (we) will inform you of material errors, and any
irregularities or illegal acts that come to my (our) attention, unless they are clearly inconsequential.

I (We) will not perform an audit of such financial statement(s), the objective of which is the expression
of an opinion regarding the financial statement(s) taken as a whole, and accordingly, I (we) will not
express such an opinion on them (it).

My (Our) standard form review report reads as follows:

I (We) have reviewed the accompanying statement of financial condition of
[client's name] as of [statement of
financial condition date], (and the related statement of changes in net worth for the

[period] then ended), in accordance with Statements on Standards for
Accounting and Review Services issued by the American Institute of Certified Public
Accountants. All information included in these financial statement(s) is the representation
of [client's name].

A review of personal financial statements consists principally of inquiries of the individuals
whose financial statements are presented and analytical procedures applied to financial data.
It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion regarding the financial
statements taken as a whole. Accordingly, I (we) do not express such an opinion.
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Based on my (our) review, I am (we are) not aware of any material modifications that should
be made to the accompanying financial statement(s) in order for it (them) to be in conformity
with generally accepted accounting principles.

e I (We) will also perform additional accounting services to enable you to develop sufficient accounting
records to provide a basis for the reviewed financial statement(s). Performing these additional
accounting services does not alter the fact that you are responsible for the information contained in the
financial statement(s), including the values and amounts assigned to the assets and liabilities.

My (Our) fees will be billed as work progresses and are based on the amount of time required plus out-of-
pocket expenses. Invoices are payable upon presentation. I (We) will notify you immediately of any
circumstances I (we) encounter that could significantly affect my (our) initial estimate of total fees, which
will range from $ to $

If this letter correctly expresses your understanding, please sign the enclosed copy where indicated and
return it to me (us).

I (We) appreciate the opportunity to serve you and trust that our association will be a long and pleasant
one.

Sincerely,

[Engagement Partner's Signature]

[Date]

Accepted and agreed to:

[Client Representative's Signature]

[Title]

[Date]
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11.603

Form for Documenting Understanding of Client — Personal
Financial Statement Compilation and Review Engagements

Client:
Financial Statement Date:

INSTRUCTIONS:

This form should be completed or updated for all personal financial statement engagements. The form
provides documentation of the required understanding of the client.

1. Identify the nature of the financial statement entity.

a. Individual O
b. Husband and wife O
c. Larger family group O

Describe the entity.

2. If the individual (family) has (have) significant assets owned jointly with other individuals, describe the
manner in which the separate assets and liabilities will be determined.

3. Describe the major sources of revenues for the individual or family.
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4. Describe any unusual assets or liabilities owned by the individual or family.

5. Describe any assets or liabilities that will present difficult valuation problems.

6. Describe the nature of the personal accounting records.

7. Identify who maintains the personal accounting records and describe that individual's qualifications.

8. Describe the client's procedures for recording, classifying, and summarizing transactions and
accumulating information for disclosure in the financial statements.
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9. Identify the accounting basis for the financial statements, e.g., GAAP, tax, or historical cost basis.

19 19 19 19 19 19 19

Prepared or Updated by:

Reviewed by (Partner):
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11.604
Form for Gathering Information — Personal Financial
Statements
Client:
Financial Statement Date:
INSTRUCTIONS:
This form may be used to gather information for engagements to compile or review personal financial
statements.
ASSETS
Cash
Type of Reconciled
Financial Institution Account Restricted? Balance
Yes No| $
Yes No
Yes No
Yes No
Yes No
Total $

Describe any restrictions of cash balances:
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Marketable Securities

Describe the securities below or attach a copy of the broker's listing with the additional information added.

Market Total
Description of Security Date Price Total Cost Market
(Including No. of Units) Acquired Per Unit (Tax Basis) Value
$ $ $

Total $ l| $ II

Describe the sources of market values of securities:

If the client has a cash account or margin account with the broker, include the cash balance or loan in the
appropriate section of this form.

Receivables
Estimated Estimated
Due Int. Principal to Tax Current
Debtor's Name Date Rate be Collected Basis Value
$ $ $

Total “ $ II $ i
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Use the estimated principal to be collected as the estimated current value unless the receivable is long-term and
its interest rate differs significantly from the current interest rate. In those situations, the receivable should be

discounted using the prevailing interest rate at the financial statement date.

Describe any other terms of the receivables:

Options
Description Tax Basis Value
$ $
“ $ $ |I
Investments in Life Insurance
Cash Estimated
Surrender Current
Insurance Company Owner Face Amt. Value Value

$ $ $

Total n $ $ $ II

The estimated current value is the cash surrender value reduced by any policy loans.
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Investments in Closely Held Businesses

Name of Business

Type of Entity (e.g., part, corp., etc.)

Nature of the Business
Ownership Percentage
Tax Basis of the Client's Interest $ $ $
Estimated Current Value of the Interest $ $ $

Attach a copy of the financial statements of each business and the accountant's report to be used to prepare note
disclosure of summarized financial data.

Real Estate
Parcel A Parcel B Parcel C Total

Location

Type

Ownership Percentage

Tax Basis of Interest $ $ $

Estimated Current Value of $ $ $
Interest

Primary Mortgage Holder

Current Balance $ $ $

Interest Rate

Monthly Payment $ $ $ $

Date of Last Scheduled Pay-
ment
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Parcel A Parcel B Parcel C

Total

Second Mortg;age Holder

Current Balance

Interest Rate

Monthly Payment

Date of Last Scheduled Pay-
ment

Residences

Primary:
Location:

Tax Basis: $

Square Footage:

Estimated Current Value: $

Secondary:

Location:

Square Footage:

Tax Basis: $

Estimated Current Value: $

Mortgages on Primary

Residence

First Second

Mortgage Holder

Current Balance

Interest Rate

Monthly Payment

Date of Last Scheduled Payment

10/95
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Mortgages on Secondary First Second Total
Residence

Mortgage Holder

Current Balance $ $ $

Interest Rate

Monthly Payment $ $ $

Date of Last Scheduled Payment

Future Interests:

Nonforfeitable rights to receive future sums should be presented as assets at their discounted amounts if the
rights: (1) are for fixed or determinable amounts, (2) are not contingent on the holder's life expectancy or the
occurrence of a particular event, and (3) do not require future performance of services by the holder.

Discounted
Present
Description of the Interest Tax Basis Value
$ $
Total II $ ‘I $ IJ
Other Assets:
Automobiles: Estimated
Current
Description Tax Basis Value
$ $
Total $ $
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Personal Effects:
Estimated
Current
Description Tax Basis Value
$ $

Total $ II $

Other:
Estimated
Current
Description Tax Basis Value

$ $

Total $ l—.l$

LIABILITIES
Notes Payable
Last
Interest Monthly Scheduled Current
Payable To Rate Collateral Payment Payment Amount
$ $

Total ||___¢$ |
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Credit Card and Accrued Payables

Payable To Description Current Amount
$

Total || $ h

Income Taxes Payable

Estimated taxes for the current year $

Amounts due from prior years and additional assessments

Total taxes

Less:
Taxes withheld and estimated payments

Income Taxes Payable $
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Estimated Taxes on Differences Between Estimated Current Values and Amounts of Assets and Liabilities
and Their Tax Bases

(A) Effective Amount of
Estimated Excess Income Estimated
Current B) of (A) Tax Income
Asset or Liability Values Tax Bases over (B) Rates Taxes
$ $ $ $ $

Total || $

Assumptions used in computing estimated income taxes:

Prepared by: Date:
(In-Charge)

Reviewed by: Date:
(Partner)
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11.605

Compilation Engagement Work Program — Personal Financial
Statements

Client:
Financial Statement Date:

INSTRUCTIONS:

The following is a general guide for compiling annual and interim personal financial statements. Any additional
inquiries or procedures performed, and conclusions reached, should also be documented in the working papers.
The "N/A" column should be initialed for any steps that are not applicable or for steps not required because of
immateriality or other reasons. References preceded by "AR" refer to Statements on Standards for Accounting
and Review Services included in Volume 2 of the AICPA Professional Standards.

Performed B
Initials Date N/A

1. Consider whether the engagement should be accepted. O

2. Consider whether the CPA firm is independent of the client.
If the firm is not independent, the compilation report should
be modified to indicate that fact.
(AR 100.22) O

3. Establish or update an understanding with the client,
preferably in writing, regarding the nature of the engage-
ment. Include in the working papers a copy of the engage-
ment letter or a memorandum describing the oral arrange-
ments. (AR 100.08) O

4. Ifthe firm was originally engaged to perform a higher level
of service, i.e., a review or audit, document the appropri-
ateness of the decision to step-down, including a consider-
ation of: a

a. The reason given for the client's request, particularly
the implications of a restriction on the scope of the

10/95 11.605
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10.

11.

12.

13.

initial engagement, whether imposed by the client or by
circumstances.

b. The additional effort required to complete the initial
engagement.

c. The estimated additional cost to complete the initial
engagement. (AR 100.44-.49).

. Consider whether the staffing and scheduling of the en-

gagement is appropriate.

Complete or update the Form For Documenting Under-
standing of Client— Personal Financial Statement Compi-
lation and Review Engagements.

Obtain assurances about the independence of any other
accountants engaged to perform segments of the engage-
ment.

Perform any accounting services required to compile the
financial statements. (AR 100.11)

Consider whether any information supplied by the client
appears to be incorrect, incomplete, or otherwise unsatis-
factory. If so, request revised information. (AR 100.12)

Draft the financial statements and the compilation report.

If the financial statements do not omit substantially all
disclosures, complete the Disclosure Checklist For Personal
Financial Statements.

If the financial statements are prepared on some other
comprehensive basis of accounting, consider whether the
financial statement titles and disclosure of the basis of
accounting are appropriate. (AR 100.19-.21)

Read the financial statements and consider whether they
appear to be appropriate in form and free from obvious
material misstatements. (AR 100.13)

&

Performed By

Initials

Date

N/A
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19.

20.
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If the financial statements omit substantially all disclosures
required by generally accepted accounting principles
(GAAP) or an other comprehensive basis of accounting
(OCBOA), add an additional paragraph to the compilation
report disclosing the omission. (AR 100.19-.21)

If the financial statements contain a departure from GAAP
or OCBOA, including either a measurement or disclosure
departure:

a. Revise the financial statements or modify the compi-
lation report to indicate the departure.

b. If the financial statements are not revised, consider
whether modification of the standard report is adequate
to indicate the deficiencies in the financial statements.

c. Ifmodification of the report is not considered adequate,
consider withdrawing from the engagement. (AR
100.39-.41)

If the financial statements are presented with comparative
financial statements for one or more prior periods, deter-
mine that all financial statements are appropriately reported
on by the CPA firm or a predecessor CPA firm.

(AR 200.01-.36)

If financial statements that are presented in a prescribed
form are being reported on in accordance with SSARS No.
3, determine that the report complies with the requirements
of that Statement. (AR 300.01-.05)

If supplementary data accompanies the financial statements,
modify the compilation report to include the other data. (AR
100.43) ‘

Include a reference to the compilation report on each page
of the financial statements and supplementary data.
(AR 100.16)

Date the compilation report as of the date the compilation
was completed. (AR 100.15)

A2

Performed By
Initials Date

N/A
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¢
Performed By
Initials Date N/A
21. Document any other procedures performed or unusual
problems and their resolution. O
22. Obtain a representation letter from the individual(s). O
23. Determine that all required forms and checklists have been
completed. O
24. Determine that all review points by the engagement team
and the technical reviewer (if applicable) have been re-
solved. O
Prepared by: Date:
(In-Charge)
Reviewed by: Date:
(Partner)
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11.606

Review of Personal Financial Statements — Inquiries and
Analytical Procedures

Client:
Financial Statement Date:

INSTRUCTIONS:

This form may be used to document the inquiries and analytical procedures performed in the review of personal

financial statements.

PART I—-INQUIRIES

General

1.

10/95

If the statements are presented for an individual that owns joint assets do
they include only the individual's interest as a beneficial owner as
determined by applicable agreements and state property laws?

Are assets and liabilities presented on the accrual basis?

Are the methods and procedures used to determine the estimated current
values of assets and the estimated current amounts of liabilities in confor-
mity with SOP 82-1?

Are significant assumptions and interpretations underlying the measure-
ment or presentation of the financial statements reasonable?

Have sufficient pertinent sources of information about the assumptions been
considered, including key factors expected to materially affect the estimated
current values and amounts?

Are the assumptions consistent with the sources of information from
which they have been derived and with each other?

Was historical financial information used in developing the assumptions
reliable?

A

N/A
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8. Are the methods used to determine estimated current values of assets and

estimated current amounts of liabilities consistent with those of the
preceding period?

9. If a specialist was engaged to determine the estimated current values of
assets:
a. Arethe specialist's qualifications and reputation appropriate?
b. Isthe nature of the specialist's work appropriate?

Cash

1. Have all significant bank accounts been reconciled with checkbook

balances?

2. Hascashon hand, if significant, been counted?

Receivables
1. Is only the amount estimated to be collectible considered in determining

the estimated current value of receivables?

2. If necessary, have receivables been discounted to their net present value
using appropriate interest rates at the financial statement date?

3. Arethere any receivables from related parties?

Marketable Securities

1. Do marketable securities include only debt and equity securities for
which market quotations are available?

2. Have the following guidelines been used to determine the estimated cur-

rent values of marketable securities?

a. Forsecurities traded on exchanges, the closing price on the last business
day prior to the financial statement date, if they were traded on that
date.

b. For those not traded on that date, a price that falls within the bid and
asked price range on that date.

A

O O 0O
o 0 0O
O 0O 0O
O 0O 0O
o 0 0O
o oo 0O
o 0O 0O
o o 0O
o O 04
o o 0O
o o 0O
O 0O 0O
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¢
Yes No NA
c. Forsecurities traded in the over-the-counter market, (1) the mean of the
bid prices, (2) the mean of the bid and asked prices, or (3) the mean of
arepresentative selection of broker-dealers quoting the securities. O O 0O

3. Indetermining the price to use for the estimated current value was con-

sideration givento factors such as any restrictions ontransfer, the size of the

block of stock, and whether it is a controlling or minority interest? O O |
4. Have costs of disposal been considered in determining the estimated current

value of the securities? O 0O 0O
5. Hasinvestment income been accrued? O O O
Options
1. If quoted prices are not available, have estimated current values been

determined based on the values of the assets subject to option? O O O
2. If quoted prices are not available, has consideration been given to exer-

cise price and the length of the option period? O O O
Investment in Life Insurance
1. Has the estimated current value of an investment in life insurance been

determined as the cash value of the policy reduced by the amount of loans

against it? O O |
Investments in Closely Held Businesses
1. Isonly the net investment in the business presented? a O O
2. Have appropriate methods been used to determine the estimated current

values of the businesses? o 0o 04
3. Has consideration been given to any buy-sell agreements and have the

details been disclosed? O (| O
4. Have recent appraisals or valid offers, if any, been considered? | O (|
10/95 11.606
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¢
Yes No NA

Investments in Real Estate (including Leaseholds)
1. Have appropriate methods been used to determine the estimated current

values of the investments? | O O
2. Arethere any unrecorded sales, disposals, or abandonments? O O O
Intangible Assets
1. Areintangible assets presented at the discounted amounts of projected cash

receipts and payments from the planned use of the assets? O O O
Future Interests and Similar Assets
1. Are all nonforfeitable rights to receive future sums that (a) are fixed or

determinable in amount, (b) are not contingent on the holder's life or

occurrence of a particular event, and (c) do not require future perform-

ance presented as assets at their discounted present amounts? 0 O O
2. Isthediscount rate used reasonable? O O O
Payables and Other Liabilities
1. Have all significant payables been recorded? O O O
2. Arethere any payables to related parties? O O O
3. Hasthere been compliance with restrictive covenants of loan agreements? O O O
4. Have amounts to be paid been discounted at an appropriate rate (i.e.,

the rate implicit in the transaction in which the debt was incurred)? O O O
5. If the debt can be discharged at a lower amount, is the debt presented at

the lower amount? O O O
Income and Other Taxes
1. Have provisions been made for the current and prior year's federal, state,

and local tax liabilities? O | |
2. Have tax assessments and tax examinations in progress been considered? 0 O O

11.606 10/95
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¢
Yes No NA

3. Has aprovision been made for estimated income taxes on the differences

between estimated current values and amounts of assets and liabilities

and their tax bases? O O O
Commitments and Contingencies
1. Are there any contingent liabilities such as discounted notes, drafts,

endorsements, litigation or unsettled asserted claims? O O O
2. Arethere any potential unasserted claims? O O O
3. Are there any material contractual obligations for construction or pur-

chase of real property or other assets? O | O
4. Arethere any commitments or options to purchase or sell securities? O O O
5. Arenoncancellable commitments to pay future sums meeting the criteria for

recognition presented as liabilities at their discounted amounts? 0 O O
Income and Expenses
1. Have salaries, bonuses, investment income, distributions from partner-

ships, and other income been recognized in the appropriate period? O O ]
2. Have personal expenditures and expenses been recognized in the appro-

priate period? O O O
Other Inquiries
10/95
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PART I -ANALYTICAL PROCEDURES

1. Compare dividend and interest income to the
amount of marketable securities.

2. Compare interest income on receivables to the
balance of receivables.

3. Analytical procedures applied to the financial
data of closely held businesses:

a. Comparisons to amounts from prior years.

b. Ratio analysis.

4. Test reasonableness of the net investment in

closely held businesses by performing the fol-
lowing procedures:

a. Compare the estimated current value to the
book value.

b. Compare the estimated current value to the
normalized earnings of the business.

Performed By

Initials

N/A

Comments
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Performed By
Initials N/A Comments

c. Other:

R O
5. Compare the estimated current value of real
estate to tax values. O
6. Testthe reasonableness of income producing real
estate by comparing the estimated current value
to the annual income. - 0O
7. Test the reasonableness of real estate by com-
puting the value per acre or square foot. O
8. Compare interest expense to outstanding debt. O
9. Other procedures:
—_— O
Prepared by: Date:
(In-Charge)
Reviewed by: Date:
(Partner)
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11.607 Representation Letter —Review Engagements

[Date of Accountant's Report]

[To the Accountant]
In connection with your review of the statement of financial condition of [client's name]
asof [financial statement date] (and the related statement of changes in net worth and

for the [period] then ended) for the purpose of

[description], I (we) confirm, to the best

of my (our) knowledge and belief, the following representations made to you during your review.

1.

Iam (We are) responsible for the fair presentation in the statement(s) of financial condition (and changes in
net worth) in conformity with generally accepted accounting principles. All assets are presented at their
estimated current values and all liabilities are presented at their estimated current amounts, which have
been determined in accordance with guidelines promulgated by the American Institute of Certified Public
Accountants. (Because of my (our) limited expertise with generally accepted accounting principles,
including financial statement disclosures, I (we) have engaged you to advise me (us) in fulfilling that
responsibility.)

I (We) have made all financial records and related data available to you. I (We) have not knowingly
withheld from you any financial records or related data that in my (our) judgment would be relevant to your
review.

The following have been properly recorded or disclosed in the financial statement(s):

a. Related party transactions and related amounts receivable or payable, including sales, purchases,
loans, transfers, leasing arrangements, and guarantees. I (We) understand that related parties
include members of my (our) family as well as business entities in which I (we), or members of my
(our) family, have an investment that allows the exercise of control or significant influence.

b. Arrangements with financial institutions involving compensating balances or other arrangements
involving restrictions on cash balances and line-of-credit or similar arrangements.

c. Agreements to repurchase assets previously sold.

There are no violations or possible violations of laws or regulations that have come to my (our) attention
whose effects are regarded as significant enough to be considered for disclosure in the financial
statement(s) or as a basis for recording a loss contingency, and there are no other material liabilities or gain
or loss contingencies that are required to be accrued or disclosed.

There are no material transactions or balances that have not been properly recorded or disclosed in the
financial statement(s).
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10.

I (We) have satisfactory title to all owned assets, and there are no liens or encumbrances on such assets nor
have any assets been pledged.

I (We) have not retained an attorney for matters that may involve current or potential litigation, and I
am (we are) not aware of any pending or threatened litigation, claims, or assessments that should be
disclosed in the financial statement(s).

I (We) have complied with all aspects of contractual agreements that would have a material effect on the
financial statement(s) in the event of noncompliance.

No events have occurred subsequent to the date of the statement of financial condition that would require
adjustment to, or disclosure in, the financial statement(s).

I (We) have responded fully to all inquiries made to me (us) by you during the engagement.

[Client's Signatures]

10/95
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11.608

Technical Review Checklist

Client:
Financial Statement Date:

Technical Reviewer: Date:

INSTRUCTIONS:

This checklist should be completed by the technical reviewer on those engagements in which a technical re-
view is required by the firm's quality control policies and procedures.
Initials

1. Review the financial statements for appropriate form and content. Consider

the appropriateness of:
Titles.
Captions.
Classifications within captions.
Descriptions.

o &0 o

Reference to auditor's (accountant's) report and financial statement
notes.

2. Compare the Financial Statement Disclosure Checklist to the notes to
the financial statements. Consider whether the notes are complete and
worded appropriately.

3. Review the financial statements for any obvious departures from GAAP
or OCBOA.

4. Read the auditor's (accountant's) report for appropriateness and con-
formity with professional standards.

5. Ifapplicable, review the engagement checklists:

a. To determine that they support the conclusions reached in the en-
gagement.

b. For potential problems.

6. Describe any problems noted and the way they were resolved.

10/95 11.608






COMPILATION AND REVIEW MANUAL 11-65

¢

11.609

Disclosure Checklist for Personal Financial Statements

Client:
Financial Statement Date:

INSTRUCTIONS:

This form may be used to review the financial statement disclosures in reviewed or compiled personal financial
statements. The source for these disclosures is paragraph 31 of SOP 82-1 (Appendix E of the Personal
Financial Statements Guide).

Yes No NA

1. Isthe individual or family unit covered by the financial statements clearly
indicated? 0 O O

2. Is the fact that assets are presented at their estimated current values and
liabilities at their estimated current amounts disclosed? O O O

3. Are the methods used in determining the estimated current values and

amounts of major assets and liabilities disclosed? a O (|
4. Are changes in the methods used from the prior period disclosed? O O a
5. [If assets are held jointly by the individual and others, is the nature of O O O
the joint ownership disclosed?
6. Aresignificant restrictions on the availability of cash balances disclosed? O O O
7. Arerelated party receivables or payables disclosed? a O O
8. Arereceivables pledged, discounted or factored disclosed? O O O
9. Are marketable securities pledged or restricted disclosed? O O O
10/95 11.609
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10.

11.

12.

13.

14.

15.

If the client's investment portfolio is material in relation to his or her
other assets and is concentrated in one or a few companies or industries, are
the names of the companies or industries disclosed?

If the client has a material investment in a closely held business, do the
financial statements disclose:

a. The name of the company?
b. The percentage of ownership?
c. The nature of the business?

d. Summarized financial information about assets, liabilities, and re-
sults of operations for the most recent year based on the financial
statements of the business?

e. Thebasis of presentation of the summarized financial data?

Are nonforfeitable rights not having the characteristics of future interests or
similar assets disclosed?

Are intangible assets described, along with their useful lives?
Is the face amount of life insurance owned by the client disclosed?
Is the following tax information disclosed?

a. Methods and assumptions used to compute estimated income taxes
on the differences between the estimated current values and amounts of
assets and liabilities and their tax bases.

b. A statement that the provision will probably differ from the amounts of
income taxes that might eventually be paid because those amounts are
determined by the timing and the method of disposal, realization, or
liquidation and the tax laws and regulations in effect at the time.

c. Operating and capital loss carryovers.

d. Unused deductions and credits, including their expiration dates.

A

O

o 0O oo 0O

O

O O O 0O

a

O

o o a4d
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Yes No NA
e. Differences betweenthe estimated current values and amounts of major
assets and liabilities and their tax bases. O O O
16. Are maturity dates, interest rates, collateral, and other pertinent details
about receivables and debt disclosed? O O O
17. Are material contractual obligations for construction or purchase of
real property or other assets disclosed? O O O
18. Arecommitments or options to purchase or sell securities disclosed? O O O
19. Arecommitments topay future sums not meeting the criteria for recognition
as liabilities disclosed? O | O
20. Are significant contingent liabilities, such as endorsements, litigation,
and claims disclosed? O 0 O
Prepared by: Date:
(In-Charge)
Reviewed by: Date:
(Partner)

10/95
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11.610

Financial Statement Control Form

Client:
Financial Statement Date:

INSTRUCTIONS:

This Form should be prepared by the in-charge to accompany the draft of the financial statements and
report. Each step should be initialed and dated as it is completed, or checked "N/A." Step 8 must be initialed
and dated by the engagement partner to release the financial statements and report.

SERVICE PERFORMED:
Compilation O
Review O
— PerformedBy
Initials Date N/A
1. Submit financial statements and report to typing. O
2. Proofread the financial statements and report. O
3. Resubmit the financial statements and report for cor- O
rection.
4. Submitto technical reviewer, if applicable. O
5. Resubmit the financial statements and report for cor-
rections. a

6. Footand crossfoot all pages.

7. Submit to engagement partner for final review.

8. Release the financial statements and report.

Number of Copies:

Bound: Unbound:

10/95 11.610



11-70 COMPILATION AND REVIEW MANUAL

¢
11.700 SAMPLE REPORTS FOR PERSONAL FINANCIAL STATEMENT ENGAGEMENTS

11.701 The following pages include illustrative reports for various engagements involving personal
financial statements.

11.702 The illustrative reports in this chapter are included in the WordPerfect diskette provided with the
Manual.

11.701 10/95
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11-711

Section

11.703

11.704

11.705
11.706

11.707

11.708

11.709

11.710

11.711
11.712

11.713

11.714

11.715

11.716

10/95

SAMPLE REPORTS FOR PERSONAL FINANCIAL
STATEMENT ENGAGEMENTS

Description

Reports on the Compilation of Personal Financial Statements

Standard Compilation Report — Statement of Financial Condition Only

Standard Compilation Report — Statement of Financial Condition and
Statement of Changes in Net Worth

Compilation Report — Lack of Independence
Compilation Report — Substantially All Disclosures Omitted

Compilation Report — Departure from GAAP — Material Assets Valued
at Cost

Compilation Report — Departure from GAAP—Failure to Include Estimated
Income Taxes

Compilation Report — Personal Financial Statement With Accompanying
Supplementary Information

Compilation Report — Personal Financial Statement Included in a
Prescribed Form

Compilation Report — Income Tax Basis
Compilation Report — Historical Cost Basis

Compilation Report — Statement of Financial Condition With Supplementary
Historical Cost Information

Report on Personal Financial Statement Included With a Personal
Financial Plan

Reports on the Review of Personal Financial Statements

Standard Review Report — Statement of Financial Condition Only

Standard Review Report — Statement of Financial Condition and
Statement of Changes in Net Worth

11-73

11-74

11-75

11-76

11-77

11-78

11-79

11-80

11-81

11-82

11-83

11-84

11-85

11-86

11.701
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11.701

11.717

11.718

11.719

11.720

11.721

SAMPLE REPORTS FOR PERSONAL FINANCIAL
STATEMENT ENGAGEMENTS (CONTINUED)

Descrinti

Review Report — GAAP Departure — Failure to Include Estimated
Income Taxes

Review Report — Financial Statement With Accompanying Reviewed
Supplementary Information

Review Report — Financial Statement With Accompanying Compiled
Supplementary Information

Review Report — Income Tax Basis

Review Report — Historical Cost Basis

11-87

11-88

11-89

11-90

1191
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11.703 Standard Compilation Report — Statement of Financial Condition Only

I (We) have compiled the accompanying statement of financial condition of [client's
name] as of [financial statement date], in accordance with Statements on Standards
for Accounting and Review Services issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of the individuals whose financial statements are presented. I (We) have not audited or
reviewed the accompanying statement of financial condition and, accordingly, do not express an opinion
or any other form of assurance on it.

[Signature]

[Date]

10/95
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11.704 Standard Compilation Report — Statement of Financial Condition and Statement of
Changes in Net Worth

I (We) have compiled the accompanying statement of financial condition of [client's
name] as of [financial statement date], and the related statement of changes in net
worth for the [period] then ended, in accordance with Statements on Standards for
Accounting and Review Services issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of the individuals whose financial statements are presented. I (We) have not audited or
reviewed the accompanying financial statements and, accordingly, do not express an opinion or any other
form of assurance on them.

[Signature]

[Date]

11.704 10/95
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11.705 Compilation Report — Lack of Independence

I (We) have compiled the accompanying statement of financial condition of [client's
name] as of [financial statement date], in accordance with Statements on Standards
for Accounting and Review Services issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of the individuals whose financial statements are presented. I (We) have not audited or
reviewed the accompanying statement of financial condition and, accordingly, do not express an opinion
or any other form of assurance on it.

I am (We are) not independent with respect to [client's name].

[Signature]

[Date]
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11.706 Compilation Report — Substantially All Disclosures Omitted
I (We) have compiled the accompanying statement of financial condition of [client's
name] as of [financial statement date], in accordance with Statements on

Standards for Accounting and Review Services issued by the American Institute of Certified Public
Accountants.  (The statement of financial condition is intended to present the assets of
[client's name] at estimated current values and their liabilities at estimated

current amounts. )’

A compilation is limited to presenting in the form of financial statements information that is the
representation of the individuals whose financial statements are presented. 1 (We) have not audited or
reviewed the accompanying statement of financial condition and, accordingly, do not express an opinion
or any other form of assurance on it.

[client's name] have elected to omit substantially all of the disclosures required by

generally accepted accounting principles. If the omitted disclosures were included in the financial
statement, they might influence the wuser's conclusions about the financial condition of
[client's name]. Accordingly, this financial statement is not designed for those
who are not informed about such matters.

[Signature]

[Date]

Note:

! This statement should be included if the financial statement does not disclose the basis of accounting.
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11.707 Compilation Report — Departure from GAAP — Material Assets Valued at Cost

I (We) have compiled the accompanying statement of financial condition of
[client's name] as of [financial statement date], in accordance with Statements on
Standards for Accounting and Review Services issued by the American Institute of Certified Public
Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of the individuals whose financial statements are presented. I (We) have not audited or
reviewed the accompanying statement of financial condition and, accordingly, do not express an opinion
or any other form of assurance on it. However, I (we) did become aware of a departure from generally
accepted accounting principles that is described in the following paragraph.

As disclosed in Note ___to the financial statement, generally accepted accounting principles require that
assets be presented at their estimated current values and that liabilities be presented at their estimated
current amounts. [client's name] have informed me (us) that their investment in
[investee's name] is stated in the accompanying financial statement at cost and that the
effects of this departure from generally accepted accounting principles have not been determined.

[Signature]

[Date]

10/95
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11.708 Compilation Report — Departure from GAAP — Failure to Include Estimated Income Taxes

I (We) have compiled the accompanying statement of financial condition of
[client's name] as of [financial statement date], in accordance with Statements on
Standards for Accounting and Review Services issued by the American Institute of Certified Public
Accountants.

A compilation is limited to presenting in the form of financial statements.information that is the
representation of the individuals whose financial statements are presented. 1 (We) have not audited or
reviewed the accompanying statement of financial condition and, accordingly, do not express an opinion
or any other form of assurance on it. However, I (we) did become aware of a departure from generally
accepted accounting principles that is described in the following paragraph.

Generally accepted accounting principles require that personal financial statements include a provision for
estimated income taxes on the differences between the estimated current values of assets and the estimated
current amounts of liabilities and their tax bases. The accompanying statement of financial condition does
not include such a provision, and the effect of this departure from generally accepted accounting principles
has not been determined.

[Signature]

[Date]
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11.709 Compilation Report — Personal Financial Statement With Accompanying Supplementary
Information

I (We) have compiled the accompanying statement of financial condition of
[client's name] as of [financial statement date], and the accompanying supplementary
information contained in [identify schedules], in accordance with Statements
on Standards for Accounting and Review Services issued by the American Institute of Certified Public
Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of the individuals whose financial statements are presented. I (We) have not audited or
reviewed the accompanying statement of financial condition and supplementary information and,
accordingly, do not express an opinion or any other form of assurance on them.

[Signature]

[Date]

10/95
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11.710 Compilation Report — Personal Financial Statement Included in a Prescribed Form

I (We) have compiled the accompanying statement of financial condition of [client's
name] as of [financial statement date], included in the accompanying prescribed form,
in accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants.

My (Our) compilation was limited to presenting in the form prescribed by [identify
the body] information that is the representation of the individuals whose financial statement is presented.
I (We) have not audited or reviewed the financial statement referred to above and, accordingly, do not
express an opinion or any other form of assurance on it.

This financial statement (and the related disclosures) is (are) presented in accordance with the requirements
of [identify the body], which differ from generally accepted accounting
principles. Accordingly, this financial statement is not designed for those who are not informed about such
differences.

[Signature]

[Date]
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11.711 Compilation Report — Income Tax Basis

I (We) have compiled the accompanying statement of assets and liabilities — income tax basis of
[client's name] as of [financial statement date], in accordance
with Statements on Standards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of the individuals whose financial statements are presented. I (We) have not audited or
reviewed the accompanying statement and, accordingly, do not express an opinion or any other form of
assurance on it.

[Signature]

[Date]
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11.712 Compilation Report — Historical Cost Basis

I (We) have compiled the accompanying statement of assets and liabilities — historical cost basis of

[client's name] as of [financial statement date], in accordance
with Statements on Standards for Accounting and Review Services issued by the American Institute of
Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of the individuals whose financial statements are presented. I (We) have not audited or
reviewed the accompanying financial statement and, accordingly, do not express an opinion or any other
form of assurance on it.

[Signature]

[Date]
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11.713 Compilation Report — Statement of Financial Condition With Supplementary Historical
Cost Information

I (We) have compiled the accompanying statement of financial condition and accompanying supplementary
historical cost information of [client's name] as of
[financial statement date], in accordance with Statements on Standards for Accounting and Review Services
issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of the individuals whose financial statements are presented. I (We) have not audited or
reviewed the accompanying statement of financial condition and supplementary historical cost information
and, accordingly, do not express an opinion or any other form of assurance on them.

[Signature]

[Date]
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11.714 Report on Personal Financial Statement Included With a Personal Financial Plan

The accompanying statement of financial condition of [client's name], as of
[financial statement date], was prepared solely to help you develop your personal
financial plan. Accordingly, it may be incomplete or contain other departures from generally accepted
accounting principles and should not be used to obtain credit or for any purposes other than developing
your financial plan. I (We) have not audited, reviewed, or compiled the statement.

[Signature]

[Date]
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11.715 Standard Review Report — Statement of Financial Condition Only

I (We) have reviewed the accompanying statement of financial condition of [client's
name] as of [financial statement date], in accordance with Statements on Standards
for Accounting and Review Services issued by the American Institute of Certified Public Accountants. All
information included in this financial statement is the representation of [client's name].

A review of personal financial statements consists principally of inquiries of the individuals whose financial
statements are presented and analytical procedures applied to financial data. It is substantially less in scope
than an audit in accordance with generally accepted auditing standards, the objective of which is the
expression of an opinion regarding the financial statements taken as a whole. Accordingly, I (we) do not
express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying statement of financial condition in order for it to be in conformity with generally
accepted accounting principles.

[Signature]

[Date]
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11.716 Standard Review Report — Statement of Financial Condition and Statement of Changes
In Net Worth

I (We) have reviewed the accompanying statement of financial condition of [client's
name] as of [financial statement date], and the related statement of changes in net
worth for the [period] then ended, in accordance with Statements on Standards for
Accounting and Review Services issued by the American Institute of Certified Public Accountants. All
information included in these financial statements is the representation of __[client's name].

A review of personal financial statements consists principally of inquiries of the individuals whose financial
statements are presented and analytical procedures applied to financial data. It is substantially less in scope
than an audit in accordance with generally accepted auditing standards, the objective of which is the
expression of an opinion regarding the financial statements taken as a whole. Accordingly, I (we) do not
express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying financial statements in order for them to be in conformity with generally accepted
accounting principles.

[Signature]

[Date]
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11.717 Review Report — GAAP Departure — Failure to Include Estimated Income Taxes

I (We) have reviewed the accompanying statement of financial condition of [client's
name] as of [financial statement date], in accordance with Statements on Standards
for Accounting and Review Services issued by the American Institute of Certified Public Accountants. All
information included in this financial statement is the representation of [client's name].

A review of personal financial statements consists principally of inquiries of the individuals whose financial
statements are presented and analytical procedures applied to financial data. It is substantially less in scope
than an audit in accordance with generally accepted auditing standards, the objective of which is the
expression of an opinion regarding the financial statements taken as a whole. Accordingly, I (we) do not
express such an opinion.

Based on my (our) review, with the exception of the matter described in the following paragraph, I am (we
are) not aware of any material modifications that should be made to the accompanying statement of
financial condition in order for it to be in conformity with generally accepted accounting principles.

Generally accepted accounting principles require that personal financial statements include a provision for
estimated income taxes on the differences between the estimated current values of assets and the estimated
current amounts of liabilities and their tax bases. The accompanying statement of financial condition does
not include such a provision and the effect of this departure from generally accepted accounting principles
has not been determined.

[Signature]

[Date]

10/95

11.717



11-88

COMPILATION AND REVIEW MANUAL

11.718

11.718 Review Report — Financial Statement With Accompanying Reviewed Supplementary
Information

I (We) have reviewed the accompanying statement of financial condition of [client's
name] as of [financial statement date], in accordance with Statements on Standards
for Accounting and Review Services issued by the American Institute of Certified Public Accountants. All
information included in this financial statement is the representation of [client's name].

A review of personal financial statements consists principally of inquiries of the individuals whose financial
statements are presented and analytical procedures applied to financial data. It is substantially less in scope
than an audit in accordance with generally accepted auditing standards, the objective of which is the
expression of an opinion regarding the financial statements taken as a whole. Accordingly, I (we) do not
express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying financial statement in order for it to be in conformity with generally accepted accounting
principles.

The information in [identify schedules] accompanying the financial statement is
presented only for supplementary analysis purposes and has been subjected to the inquiry and analytical
procedures applied in the review of the basic financial statement. I (We) did not become aware of any
material modifications that should be made to such information.

[Signature]

[Date]
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11.719 Review Report — Financial Statement With Accompanying Compiled Supplementary
Information

I (We) have reviewed the accompanying statement of financial condition of [client's
name] as of [financial statement date], in accordance with Statements on Standards
for Accounting and Review Services issued by the American Institute of Certified Public Accountants. All
information included in this financial statement is the representation of [client's name].

A review of personal financial statements consists principally of inquiries of the individuals whose financial
statements are presented and analytical procedures applied to financial data. It is substantially less in scope
than an audit in accordance with generally accepted auditing standards, the objective of which is the
expression of an opinion regarding the financial statements taken as a whole. Accordingly, I (we) do not
express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying financial statement in order for it to be in conformity with generally accepted accounting
principles.

The information in [identify schedules] accompanying the financial statement is
presented only for supplementary analysis purposes and has not been subjected to the inquiry and analytical
procedures applied in the review of the basic financial statement, but was compiled, without audit or
review, from information that is the representation of [client's name]. I (We) do
not express an opinion or any other form of assurance on such information.

[Signature]

[Date]
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11.720

11.720 Review Report — Income Tax Basis

I (We) have reviewed the accompanying statement of assets and liabilities — income tax basis of
[client's name] as of [financial statement date], in
accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants. All information included in this financial statement is the
representation of [client's name].

A review of personal financial statements consists principally of inquiries of the individuals whose financial
statements are presented and analytical procedures applied to financial data. It is substantially less in scope
than an audit in accordance with generally accepted auditing standards, the objective of which is the
expression of an opinion regarding the financial statements taken as a whole. Accordingly, I (we) do not
express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying financial statement in order for it to be in conformity with the income tax basis of
accounting described in Note

[Signature]

[Date]
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11.721 Review Report — Historical Cost Basis

I (We) have reviewed the accompanying statement of assets and liabilities — historical cost basis of

[client's name] as of [financial statement date], in
accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants. All information included in this financial statement is the
representation of [client's name].

A review of personal financial statements consists principally of inquiries of the individuals whose financial
statements are presented and analytical procedures applied to financial data. It is substantially less in scope
than an audit in accordance with generally accepted auditing standards, the objective of which is the
expression of an opinion regarding the financial statements taken as a whole. Accordingly, I (we) do not
express such an opinion.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying financial statement in order for it to be in conformity with the historical cost basis of
accounting described in Note ___ .

[Signature]

[Date]

10/95

11.721









12.000

12.100

12.103

12.104

12.105

12.106

12.200

12.203

12.206

12.300

12.302

12.304

10/95

CHAPTER 12

SPECIAL REPORTS

Table of Contents

INTRODUCTION

REPORTING ON SPECIFIED ELEMENTS, ACCOUNTS, OR ITEMS

OF A FINANCIAL STATEMENT

Audits of Specified Elements, Accounts, or Items
of a Financial Statement

Reviews of Specified Elements, Accounts, or Items
of a Financial Statement

Agreed-Upon Procedures Applied to Specified Elements,
Accounts or Items of a Financial Statement

Compilations of Elements, Accounts, or Items
of a Financial Statement

SPECIAL-PURPOSE FINANCIAL PRESENTATIONS TO
COMPLY WITH CONTRACTUAL AGREEMENTS
OR REGULATORY PROVISIONS

Incomplete Presentation That Is Otherwise in Conformity
with GAAP or OCBOA

Presentation Prescribed in a Contractual Agreement That Is Not
in Conformity with GAAP or OCBOA

REPORTS ON ENTITIES WITH SPECIAL CIRCUMSTANCES

Financial Statements Covering a Period Shorter
Than or Longer Than 12 Months

Development Stage Enterprises

12-3

12-3

124

124

124

124

12-5

12-5

12-6

12-7

12-8

12-8



CHAPTER 12
SPECIAL REPORTS

Table of Contents (Continued)

Section Page
12.400 SAMPLE REPORTS 12-9
12.402 Review Report on Elements, Accounts, or Items of a Financial

Statement Under the Attestation Standards 12-10
12.403 Compilation Report on Specified Elements, Accounts,

or Items of a Financial Statement 12-11
12.404 Compilation Report on Special-Purpose Financial Presentation That

Is an Incomplete Presentation Prepared in Accordance with an
Acquisition Agreement But Is Otherwise in Conformity with

GAAP or OCBOA 12-12
12.405 Compilation Report on Special-Purpose Financial Presentation

Pursuant to an Acquisition Agreement That Results in a

Presentation That Is Not in Conformity with GAAP or OCBOA 12-13
12.406 Review Report on Special-Purpose Financial Presentation That Is

an Incomplete Presentation Prepared in Accordance With an
Acquisition Agreement But Is Otherwise in Conformity with

GAAP or OCBOA 12-14
12.407 Review Report on Special-Purpose Financial Presentation Pursuant

to an Acquisition Agreement That Results in a Presentation That

Is Not in Conformity with GAAP or OCBOA 12-15
12.408 Compilation Report — Entity's First Year of Operations and

Financial Statements Covering a Period of Less Than 12 Months 12-16

12.409 Compilation Report — Development Stage Enterprise 12-17

10/95



12-3

CHAPTER 12

SPECIAL REPORTS

12.000 INTRODUCTION

12.001 Accountants may be engaged to report on various special-purpose financial presentations of
nonpublic entities that do not meet the definition of generally accepted accounting principles (GAAP) or
other comprehensive bases of accounting (OCBOA) financial statements. For example, an entity may
engage an accountant to compile or review a separate presentation of a specified element, account, or item
of a financial statement or to compile or review a financial statement prepared under a contractual or
regulatory basis of accounting. In addition, accountants may provide compilation or review services to
entities with special circumstances, such as development stage companies and companies reporting on less
than or more than a 12-month period. This chapter provides guidance on these special reporting situations.

12.002 The AICPA's Accounting and Review Services Committee is authorized to establish standards
for both the unaudited financial statements and other unaudited financial information of nonpublic entities.
The committee, however, has confined its pronouncements primarily to financial statements. Therefore,
some of the guidance for unaudited financial information has to be inferred from similar guidance for
audited financial statements. In addition, the committee has not addressed reporting guidance for most
special-circumstance entities. This guidance must be extrapolated from similar guidance in other
professional literature, such as the auditing literature.

12.100 REPORTING ON SPECIFIED ELEMENTS, ACCOUNTS, OR ITEMS OF A FINANCIAL
STATEMENT

12.101 An accountant may be asked to report on a separate presentation of specified elements, accounts,
or items of a financial statement. Examples of such information include a schedule of net sales, a schedule
of inventories, a schedule of accounts receivable, and a schedule of general and administrative expenses.
The initial question the accountant must address is what types of accounting services are appropriate for
this type of information.

12.102 Professional literature recognizes three specific services that an accountant may provide for
specified elements, accounts, or items of a financial statement: (1) audits, (2) reviews, and (3) agreed-upon
procedures. The authors believe that a fourth service, compilation, is also appropriate, although
professional literature is silent about such a service. Each of these four services is discussed below. These
services pertain to separate presentations of elements, accounts, or items. If such information is presented
along with the financial statements as supplementary information, the accountant should follow the
guidance in Chapters 5 and 7 concerning compilation and review of supplementary information.
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12.103

Audits of Specified Elements, Accounts, or
Items of a Financial Statement

12.103 Statements on Auditing Standards (SAS) No. 62, Special Reports, permits an accountant to audit
specified elements, accounts, or items and provides guidance about reporting when an audit has been
conducted. The accountant should refer to SAS No. 62 if he or she is engaged to audit specified elements,
accounts, or items.

Reviews of Specified Elements, Accounts, or
Items of a Financial Statement

12.104 An accountant may accept an engagement to review specified elements, accounts, or items.
However, such a review is governed by the Attestation Standards, not by Statements on Standards for
Accounting and Review Services (SSARS). SSARS No. 1, Interpretation No. 8, Reports on Specified
Elements, Accounts, or Items of a Financial Statement (AR 9100.27-.28), states that SSARS provides
guidance concerning the unaudited financial statements of nonpublic entities and, because an element,
account, or item is not a financial statement, SSARS does not apply to them. The Interpretation goes on
to state that an accountant may review an element, account, or item under the attestation standards. The
accountant should refer to the Attestation Standards if he or she is engaged to review specified elements,
accounts, or items. (See section 12.402 for an illustration of a review report on specified elements,
accounts, or items of a financial statement based on the Attestation Standards.)

Agreed-Upon Procedures Applied to Specified Elements,
Accounts, or Items of a Financial Statement

12.105 SAS No. 75, Engagements to Apply Agreed-Upon Procedures to Specified Elements, Accounts,
or Items of a Financial Statement, which is being issued as this edition goes to print, supersedes SAS No.
35 of a similar name. Like SAS No. 35, SAS No. 75 permits an accountant to apply agreed-upon
procedures to elements, accounts, or items of a financial statement and issue a report. The accountant
should refer to SAS No. 75 if he or she is engaged to apply agreed-upon procedures to such information.

Compilations of Elements, Accounts, or Items
of a Financial Statement

12,106 SSARS No. 1 provides guidance for the compilation and review of complete financial statements;
not for specified elements, accounts, or items of a financial statement. Therefore, the accountant is not
required to report on specified elements, accounts, or items, even when the accountant prepares and
submits such presentations to a client or a third party. That is, the presentation of specified elements,
accounts, or items of a financial statement may be conveyed (1) without any report, (2) with a simple
transmittal letter, or (3) with a report that is descriptive of the accountant's services.

12.107 If the accountant decides to follow alternative three in section 12.106 and issue a report on the
compilation of specified elements, accounts, or items of a financial statement, the authors suggest that the
accountant comply with the performance standards contained in SSARS, and model the report after the
compilation report on financial statements contained in SSARS No. 1. However, the reference to SSARS
should be omitted. (See section 12.403 for an illustration of a compilation report on specified elements,
accounts, or items of a financial statement.)
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12.200 SPECIAL-PURPOSE FINANCIAL PRESENTATIONS TO COMPLY WITH
CONTRACTUAL AGREEMENTS OR REGULATORY PROVISIONS

12.201 Occasionally clients are asked to prepare a special-purpose presentation that complies with the
requirements of a contractual agreement or regulatory provision. The contractual agreement or regulatory
provision may require a financial presentation that —

1. Does not constitute a complete presentation of the entity's assets, liabilities, revenues, or
expenses, but is otherwise prepared in conformity with GAAP or OCBOA, or

2. Is based on a prescribed method of accounting that does not result in a presentation in
conformity with GAAP or OCBOA.

12.202 SSARS No. 1, Interpretation No. 18, Special-Purpose Financial Presentations to Comply With
Contractual Agreements or Regulatory Provisions (AR 9100.63-.72), states that an accountant may compile
or review these types of présentations, and provides guidance on the content of the accountant’s report.
This guidance is discussed as follows.

Incomplete Presentation That Is Otherwise in
Conformity with GAAP or OCBOA

12.203 A contractual agreement or regulatory provision may require a financial statement that does not
constitute a complete presentation of the entity's assets, liabilities, revenues or expenses, but is otherwise
prepared in conformity with GAAP or OCBOA. For example, a purchase agreement may require an
entity to provide a schedule of net assets sold, measured in conformity with GAAP, but limited to the asset
to be sold and liabilities to be transferred. Another example is a loan agreement that requires a statement
of revenues and expenses that is otherwise prepared in accordance with GAAP, but omits interest,
depreciation, and amortization expense. These special-purpose financial presentations should generally be
considered as financial statements because they contain too many items to constitute elements, accounts,
or items of a financial statement.

12.204 Interpretation No. 18 of SSARS No. 1 establishes presentation requirements for compiled or
reviewed incomplete presentations. Such presentations should —
e Include the disclosure of the basis of presentation in the notes to the financial statements

e Differ from financial statements prepared in accordance with GAAP or OCBOA only to the
extent necessary to meet the special purpose for which the presentation is prepared

e Contain similar informative disclosures when the presentation contains items that are the same
as, or similar to, those contained in a full set of financial statements

e Include titles that avoid any implication that the special-purpose financial statements are
intended to present financial position, results of operations, or cash flows
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12.205 Interpretation No. 18 also establishes reporting guidance for accountants who compile or review
incomplete special-purpose financial statements. The Interpretation requires that the accountant's
compilation or review report on such presentations be expanded to include two explanatory paragraphs that
contain the following information:

First Additional Paragraph

® An explanation of what the presentation is intended to present and a reference to a note to the
financial statements that describes the basis of accounting. In a compilation engagement in
which the entity chooses to omit substantially all of the disclosures and does not disclose the
basis of presentation, the accountant should disclose the basis in the compilation report.

e If the presentation is an OCBOA presentation, state that the basis of presentation is a
comprehensive basis of accounting other than GAAP.

® An indication that the presentation is not intended to be a complete presentation of the entity's
assets, liabilities, revenues, and expenses.

Second Additional Paragraph

® A statement that the distribution of the report is restricted to those within the entity, to parties
to the contract or agreement, for filing with a regulatory agency, or to those with whom the
entity is negotiating directly. (Certain reports filed with regulatory agencies are a matter of
public record. In those circumstances, the report should state that the restriction is not
intended to limit the distribution of the report, which is a matter of public record.)

See sections 12.404 and 12.406 for illustrative compilation and review reports on incomplete presentations.

Presentation Prescribed in a Contractual Agreement
That Is Not in Conformity with GAAP or OCBOA

12.206 The second type of special-purpose presentation is one that is prepared in conformity with a basis
of accounting prescribed in a contractual agreement that results in a presentation that is not in conformity
with GAAP or OCBOA. For example, an acquisition agreement may require an entity to prepare financial
statements in which certain assets, such as inventories and properties, are presented in conformity with a
valuation basis that is neither GAAP nor OCBOA. Another example is a loan agreement that requires the
borrower to prepare financial statements in which inventories are presented based on their net realizable
value.

12.207 Interpretation No. 18 states that special-purpose presentations prepared in conformity with a basis
of accounting that is not GAAP or OCBOA should —

e Include disclosure of the basis of presentation in the notes to the financial statements.

o Contain similar informative disclosures when the presentation contains items that are the same
as, or similar to, those contained in GAAP or OCBOA financial statements.
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® Include titles that avoid any implication that the special-purpose financial statements are
intended to present financial position, results of operations, or cash flows.

12.208 Interpretation No. 18 also establishes reporting guidance for accountants who compile or review
special-purpose financial presentations that are not in conformity with GAAP or OCBOA. The
Interpretation requires that the accountant's compilation or review report on such presentations be expanded
to include two explanatory paragraphs that contain the following information:

First Additional Paragraph

® An explanation of what the presentation is intended to present, a reference to a note to the
financial statements that describes the basis of presentation, and an explanation that the
presentation is not intended to be a presentation in conformity with generally accepted
accounting principles. In a compilation engagement in which the entity chooses to omit
substantially all of the disclosures and does not disclose in the financial statements the basis
of presentation, the accountant should disclose the basis in the compilation report.

® A description of any significant interpretations made by management of the contractual
agreement.

Second Additional Paragraph

® A statement that the distribution of the report is restricted to those within the entity, to parties
to the contract or agreement, or to those with whom the entity is negotiating directly.

12.209 In a review engagement, one additional report modification is necessary. The standard review
report includes a statement that the accountant is not aware of any material modifications that should be
made to the financial statements for them to be in conformity with GAAP. Therefore, if the special-purpose
presentation is not intended to be in conformity with GAAP, the accountant should modify the standard
review report to refer to the basis of accounting prescribed by the contractual agreement.

12.210 In either a compilation or review engagement, if the accountant becomes aware of material
departures from the basis of presentation described, the accountant should consider whether modification
of his or her report is adequate to disclose such a departure. (See sections 12.405 and 12.407 for illustrative
compilation and review reports on special-purpose presentations not intended to be in conformity with
GAAP or OCBOA.)

12.300 REPORTS ON ENTITIES WITH SPECIAL CIRCUMSTANCES

12.301 Accountants who have been engaged to compile or review an entity's financial statements
sometimes encounter special circumstances that affect the language in the accountant's report. This section
discusses several common situations and suggests reporting approaches for them.
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12.302

Financial Statements Covering a Period Shorter
Than or Longer Than 12 Months

12.302 Compilation or review reports as of the end of an entity's first year of operations often cover less
than 12 months. That is, the period from the start of operations to the fiscal year end is less than 12
months. In such situations, the first paragraph of the standard compilation or review report should be
modified to refer to the period covered by the financial statements — the date operations commenced to the
end of the fiscal year. (See section 12.408 for an illustration of a compilation report on the first year of
operations.)

12.303 Occasionally accountants may be engaged to report on financial statements that cover a period
longer than 12 months. For example, the accountant's first engagement for a client may involve reporting
on financial statements covering a period in excess of 12 months. AICPA Technical Practice Aid (TPA
9900.07) indicates that such reports are appropriate as long as the title of the financial statements and the
accountant's report clearly indicate the period covered by the financial statements.

Development Stage Enterprises

12.304 Generally accepted accounting principles require enterprises in the development stage to present
certain additional information in their financial statements. This additional information ordinarily involves
cumulative revenue and expenses from the entity's inception and cumulative sources and uses of financial
resources from inception.

12.305 Because this additional information is required by GAAP, it is considered to be a part of the basic
financial statements, not supplementary information. Therefore, the first paragraph of the accountant's
compilation or review report should be modified to (a) identify the entity as being in the development stage
and (b) report on the cumulative information required by GAAP. (See section 12.409 for an illustration
of a compilation report for a development stage company, and section 13.500 of Chapter 13 for a
description of the presentation guidelines for financial statements of a development stage company.)
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12,400 SAMPLE REPORTS

12.401 The illustrative reports in this chapter contain the SSARS No. 7 wording.

Section

12.402

12.403

12.404

12.405

12.406

12.407

12.408

12.409

10/95

Descripti
Reports on Specified Elements, Accounts, or Items of a Financial
Statement

Review Report on Elements, Accounts, or Items of a Financial Statement
Under the Attestation Standards

Compilation Report on Specified Elements, Accounts, or Items of a
Financial Statement

Reports on Special-Purpose Financial Presentations

Compilation Report on Special-Purpose Financial Presentation That Is
an Incomplete Presentation Prepared in Accordance with an Acquisition
Agreement But Is Otherwise in Conformity with GAAP or OCBOA

Compilation Report on Special-Purpose Financial Presentation Pursuant
to an Acquisition Agreement That Results in a Presentation That Is Not
in Conformity with GAAP or OCBOA

Review Report on Special-Purpose Financial Presentation That Is an
Incomplete Presentation Prepared in Accordance With an Acquisition
Agreement But Is Otherwise in Conformity with GAAP or OCBOA

Review Report on Special-Purpose Financial Presentation Pursuant to

an Acquisition Agreement That Results in a Presentation That Is Not
in Conformity with GAAP or OCBOA

Other Special Reports

Compilation Report — Entity's First Year of Operations and Financial
Statements Covering a Period of Less Than 12 Months

Compilation Report — Development Stage Enterprise

12-10

12-11

12-12

12-13

12-14

12-15

12-16

12-17
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12.402 Review Report on Elements, Accounts, or Items of a Financial Statement Under the
Attestation Standards
I (We) have reviewed the accompanying [identify the schedule(s) of elements,
accounts, or items] of [client name] for the [period] ended . My

(Our) review was conducted in accordance with standards established by the American Institute of Certified
Public Accountants.

A review is substantially less in scope than an examination, the objective of which is the expression of an
opinion on the [identify the schedule(s) of elements, accounts or items].
Accordingly, I (we) do not express such an opinion.!

Based on my (our) review, nothing came to my (our) attention that caused me (us) to believe that the
accompanying [identify the schedule(s) of elements, accounts or items] is (are) not
presented in conformity with generally accepted accounting principles (or other identified basis of
accounting).

[Signature]

[Date]

Note:

! An additional explanatory paragraph may be added after the second paragraph to emphasize matters
relating to the presentation of the element or the review engagement.

10/95




COMPILATION AND REVIEW MANUAL 12-11
¢

12.403 Compilation Report on Specified Elements, Accounts, or Items of a Financial Statement

I (We) have compiled the accompanying [identify the schedule(s) of elements,
accounts, or items] of [client name] for the [period] ended

My (Our) compilation was limited to presenting in the form of a [identify the
schedule(s) of elements, accounts or items] information that is the representation of management (the
owners). I (We) have not audited or reviewed the accompanying [identify the
schedule(s) of elements, accounts or items] and, accordingly, do not express an opinion or any other form
of assurance on it (them).

[Signature]

[Date]
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¢

12.404 Compilation Report on Special-Purpose Financial Presentation That Is an Incomplete
Presentation Prepared in Accordance with an Acquisition Agreement But Is Otherwise in
Conformity with GAAP or OCBOA

I (We) have compiled the accompanying statement of net assets sold of
[company name] as of [financial statement date] in accordance with Statements on
Standards for Accounting and Review Services issued by the American Institute of Certified Public
Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying statement
and, accordingly do not express an opinion or any form of assurance on it.

The accompanying statement was prepared to present the net assets of
[company name] sold to [purchasing company] pursuant to the
purchase agreement described in Note , and is not intended to be a complete presentation of
[company's] assets and liabilities.

This report is intended solely for the information and use of the boards of directors and managements of
[company name] and [purchasing company]
and should not be used for any other purpose.

[Signature]

[Date]
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12.405 Compilation Report on Special-Purpose Financial Presentation Pursuant to an Acquisition
Agreement That Results in a Presentation That Is Not in Conformity with GAAP or OCBOA

I (We) have compiled the special-purpose statement of assets and liabilities of
[company name] as of [financial statement date] and the related special-purpose
statements of revenues and expenses and of cash flows for the year then ended in accordance with
Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying
special-purpose financial statements and, accordingly, do not express an opinion or any form of assurance
on them.

The accompanying special-purpose financial statements were prepared for the purpose of complying with
the acquisition agreement between [company name] and
[purchasing company] described in Note , and are not intended to be
a presentation in conformity with generally accepted accounting principles.

This report is intended for the information and use of the boards of directors and managements of
[company name] and [purchasing company] and
should not be used for any other purpose.

[Signature]

[Date]
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12.406 Review Report on Special-Purpose Financial Presentation That Is an Incomplete
Presentation Prepared in Accordance With an Acquisition Agreement But Is Otherwise in
Conformity with GAAP or OCBOA

1 (We) have reviewed the accompanying statement of net assets sold of
[company name] as of [financial statement date] in accordance with Statements
on Standards for Accounting and Review Services issued by the American Institute of Certified Public
Accountants. All information included in this statement is the representation of management (the owners)
of [company name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion on the financial statements taken as a
whole. Accordingly, I (we) do not express such an opinion.

The accompanying statement was prepared to present the net assets of
[company name] sold to [purchasing company] pursuant to the
purchase agreement described in Note , and is not intended to be a complete presentation of
[company's] assets and liabilities.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying statement of net assets sold in order for it to be in conformity with generally accepted
accounting principles.

This report is intended solely for the information and use of the boards of directors and managements of
[company name] and [purchasing company] and
should not be used for any other purpose.

[Signature]

[Date]
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12.407 Review Report on Special-Purpose Financial Presentation Pursuant to an Acquisition
Agreement That Results in a Presentation That Is Not in Conformity with GAAP or OCBOA

I (We) have reviewed the special-purpose statement of assets and liabilities of
[company name] as of [financial statement date] and the related special-purpose
statements of revenues and expenses and of cash flows for the year then ended in accordance with
Statements on Standards for Accounting and Review Services issued by the American Institute of Certified
Public Accountants. All information included in these financial statements is the representation of
management (the owners) of [company name].

A review consists principally of inquiries of Company personnel and analytical procedures applied to
financial data. It is substantially less in scope than an audit in accordance with generally accepted auditing
standards, the objective of which is the expression of an opinion on the financial statements taken as a
whole. Accordingly, I (we) do not express such an opinion.

The accompanying special-purpose financial statements were prepared for the purpose of complying with
the acquisition agreement between [company name] and
[purchasing company] described in Note , and are not intended to be a presentation in conformity
with generally accepted accounting principles.

Based on my (our) review, I am (we are) not aware of any material modifications that should be made to
the accompanying special-purpose financial statements in order for them to be in conformity with the basis
of accounting described in Note

This report is intended for the information and use of the boards of directors and managements of
[company name] and [purchasing company] and
should not be used for any other purpose.

[Signature]

[Date]
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12.408 Compilation Report — Entity's First Year of Operations and Financial Statements Covering
a Period of Less Than 12 Months

I (We) have compiled the accompanying balance sheets of
[client name] as of [financial statement date], and the related statements of income,
changes in shareholders' equity, and cash flows for the period from beginning of operations
[date operations began] (Inception) to [financial statement date], in
accordance with Statements on Standards for Accounting and Review Services issued by the American
Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

[Signature]

[Date]
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12.409 Compilation Report — Development Stage Enterprise

I (We) have compiled the accompanying balance sheets of [client
name] (a development stage enterprise) as of [financial statement date], and the related
statements of operations, shareholders' equity, and cash flows for the year then ended and for the period
from beginning of operations [date operations began] (inception) to [financial
statement date], in accordance with Statements on Standards for Accounting and Review Services issued
by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that is the
representation of management (owners). I (We) have not audited or reviewed the accompanying financial
statements and, accordingly, do not express an opinion or any other form of assurance on them.

[Signature]

[Date]
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CHAPTER 13

PROSPECTIVE FINANCIAL INFORMATION

13.000 INTRODUCTION

13.001 Practitioners increasingly are being asked to provide services that involve prospective financial
information. For example, many accountants assist clients in preparing cash budgets to help in the
financial management of their businesses. Accountants also prepare tax projections to assist their clients
in tax planning. In addition, prospective financial statements are a required part of the documentation for
many loans, including those administered by the Small Business Administration.

Authoritative Standards for Prospective
Financial Information

13.002 There are several authoritative documents issued by the AICPA that apply to prospective financial
statements, including:

® Guide for Prospective Financial Information (the Guide) (Product No. 011140), which was
updated in 1995 to incorporate Statements of Position (SOPs) 89-3, Questions Concerning
Accountants' Services on Prospective Financial Statements; 90-1, Accountants' Services on
Prospective Financial Statements for Internal Use Only and Partial Presentations; and 92-2,
Questions and Answers on the Term Reasonably Objective Basis and Other Issues Affecting
Prospective Financial Statements.

® Codification of Statements on Standards for Attestation Engagements (SSAE), Attestation
Standards, (Section 200) (Product No. 057265).

e Statement on Standards for Attestation Engagements No. 4, Agreed-Upon Procedures
Engagements, was issued in September 1995 and is effective for reports on agreed-upon
procedures engagements dated after April 30, 1996. Earlier application is encouraged.

SSAE No. 4 supersedes and amends certain paragraphs in SSAE No. 1, Section 200, "Financial Forecast
and Projections" , as noted later in this chapter.

SOP 90-1 and the Guide for Prospective Financial Information will also be revised to conform with the
provisions of SSAE No. 4.
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Practice Tip:

Because SSARS No. 1 specifically states that the compilation and review standards do not apply to
financial forecasts, projections and similar presentations, accountants should look to the literature listed
above for guidance when performing such services.

Definitions

13.003 To understand the guidance related to prospective financial statements, it is important to
understand the definition of the following terms:

Prospective financial information — Encompasses all types of prospective data presented whether in the
form of a financial statement or in any other form, such as a partial presentation or a tax projection.

Prospective financial statements — Information that presents financial position, results of operations, and
cash flows for one or more future periods. Prospective financial statements are either forecasts or
projections.

Responsible party — The person or persons who are responsible for the assumptions underlying the
prospective financial information. Usually, the responsible party is management of the entity.

Financial forecast — Prospective financial information that presents, to the best of the responsible party's
knowledge and belief, expected financial position, results of operations, and cash flows. Only a financial
forecast is appropriate for general use. "General use" refers to the use of the statements by persons with
whom the responsible party is not negotiating directly.

Key factors — The significant matters on which an entity's future results are expected to depend, such as
the level of sales and production and financing activities. These factors are basic to the entity's operations
and serve as a foundation for prospective financial statements and are the bases for the underlying
assumptions.

Financial projection — Prospective financial information that presents, to the best of the responsible
party's knowledge and belief, given one or more hypothetical assumptions, expected financial position,
results of operations and cash flows. A financial projection is only appropriate for limited use by
management or third parties with whom management is negotiating directly. For example, a bank with
whom management is negotiating for a loan.

Hypothetical assumption — An assumption used in a financial projection to present a condition or course
of action that is not necessarily expected to occur, but is consistent with the purpose of the projection. A
hypothetical assumption presents a "what if" scenario. Although the hypothetical assumption is not
expected to occur, it should be consistent with the purpose of the projection.

Complete presentation — Usually, a balance sheet, a statement of income, and a statement of cash flows,
but at least the following minimum financial statement elements:
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a. Sales or gross revenues
b. Gross profit or cost of sales
¢. Unusual or infrequently occurring items
d. Provision for income taxes
e. Income from continuing operations
f. Discontinued operations or extraordinary items
g. Net income
h. Primary and fully diluted earnings per share (for public companies)
i. Significant changes in financial position
Required Disclosures
j. A description of what the responsible party intends the prospective financial information to
present, a statement that the assumptions are based upon the responsible party's judgment at
the time the prospective information was prepared, and a caveat that the prospective results
may not be attained.
k. Summary of significant assumptions
1. Summary of significant accounting policies
Partial presentation — Presentations that omit one or more of the applicable minimum items (a through
i) required for a complete presentation. Items j through 1 (above) are disclosures that should accompany

the prospective financial information whether the presentation is limited to applicable minimum items or
presents more detail.

Practice Tip:

The omission of items j, k, or 1 from a presentation that contains at least the applicable minimum items
would not make it a partial presentation; it would be a deficient presentation because of the lack of
required disclosures.

Feasibility study — An analysis of a proposed course of action, such as an investment. A feasibility study
may involve the preparation of prospective financial information. Alternatively, prospective financial
information may be prepared based on the results of a feasibility study.
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Budgets — A quantitative expression of a plan of action. Since budgets may represent expected results or
some ideal level of performance, they may or may not be equivalent to a financial forecast.

Pro forma financial information — Illustrates what an entity's historical financial information might have
been had an event or transaction occurred at an earlier date. A pro forma presentation is restated historical
financial information; it is not prospective financial information.

13.100 TYPES OF PROFESSIONAL SERVICES

13.101 The type of service that is appropriate for prospective financial information depends on the use
and the nature of the information. Prospective financial statements may be prepared for internal use only
or for third parties, and the presentations may be complete or partial. The authoritative standards provide
for a number of different services related to prospective financial statements, as summarized below:

Presentations for third parties:

e Examination
® Agreed-upon procedures
e Compilation

® Special disclaimer on budgets
Presentations for internal use only:

e Plain paper

® Assembly

Practice Tip:

The original guidance for accountant's services on prospective financial statements included a review
as the highest level of service rather than an examination. This was changed with the issuance of the
Statement on Standards for Accountants' Services on Prospective Financial Information in 1985. That
standard established an examination as the highest level of service, and it prohibits reviews of
prospective financial statements.

Presentations for Third Parties
13.102 Examination Service. An examination service is the highest level of service an accountant can

provide on prospective financial information. This service includes performing the following general
procedures:
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1. Evaluating the preparation of the financial forecast or projection.
2. Evaluating the support for the underlying assumptions.

3. Evaluating the presentation of the financial forecast or projection for conformity with AICPA
presentation guidelines.

4. Issuing an examination report.

13.103 Agreed-Upon Procedures. Agreed-upon procedures may be applied to prospective financial
information provided:

1. The specified user has participated in establishing the nature and scope of the engagement and
takes responsibility for the adequacy of the accountant's procedures.

2. Distribution of the report is restricted to the specified users.
3. The prospective financial information includes a summary of the significant assumptions.

As this edition of the Manual went to print, the Auditing Standards Board (ASB) is expected to soon issue
SSAE No. 4, Agreed-Upon Procedures Engagements, which is effective for reports on agreed-upon
procedures engagements dated after April 30, 1996. SSAE No. 4 sets forth the following additional
requirements:

4. Criteria (accounting principles, policies, and assumptions), including materiality limits, to be
used in the determination of findings must be agreed upon between the accountant and the
specified users.

5. The procedures to be applied to the prospective financial statements must be expected to result
in findings that are capable of reasonably consistent estimation or measurement using the
criteria.

6. Evidential matter related to the prospective financial statements to which the procedures are
applied must be expected to exist to provide a reasonable basis for expressing the findings in
the accountant's report.

SSAE No. 4 restates and emphasizes the requirements that the accountant and the specified users agree
upon the procedures to be performed, and that the specified users take responsibility for the sufficiency of
the agreed-upon procedures for their purposes.

SSAE No. 4 is also discussed in Chapter 1, sections 1.631-1.639. Although the new standard is not yet
effective, many of the concepts can be applied currently. Practitioners should be alert to ensure that they
comply as the new standard becomes effective.

13.104 Compilation Service. A compilation service is the lowest level of service an accountant can
perform on prospective financial statements intended for use by third parties. A compilation involves:

10/95 13.104



13-10

COMPILATION AND REVIEW MANUAL

13.105

¢

1. Assembling, to the extent necessary, the prospective information based on the responsible
party's (usually management's) assumptions,

2. Performing certain compilation procedures,
3. Considering whether the presentation guidelines in the Guide have been followed, and
4. Issuing a compilation report.

Presentations for Internal Use Only

13.105 When the prospective financial statements are to be restricted to internal use only, an accountant
may perform a compilation, examination, or agreed-upon procedures. However, the accountant may also
perform a spectrum of other services on the statements. In determining whether prospective financial
statements will be restricted to internal use, the accountant may rely on the written or oral representations
of the responsible party, unless the accountant becomes aware of information that contradicts the
responsible party's representations.

13.106 Plain Paper Service. An accountant may provide services on prospective financial statements
for internal use only and submit them to the client on plain paper. In performing a plain paper service,
the accountant performs one or more procedures on the prospective financial statements but does not report
on them. Obviously, the accountant's name should not be associated with the presentation. This is the
only situation in which it is not required for the assumptions to be presented.

Practice Tip:

While the accountant may omit the significant assumptions in plain paper engagements, it is recom-
mended that the assumptions be presented even in these situations. However, the assumptions may be
presented in an informal manner, such as the output from a computer spreadsheet.

Practice Tip:

A plain paper presentation should not be accompanied by the accountant's report or transmittal letter,
bound in the accountant's report cover, printed on paper containing the accountant's logo or watermark,
or bound with historical financial statements that were audited, reviewed, or compiled by the

accountant.

13.107 Assembly Service. An assembly service includes the manual or computer processing of the
clerical functions required to prepare prospective financial information. Assembly services are similar to
plain paper services, except that the accountant issues a report on the work performed. In performing an
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assembly service, the accountant considers whether the client has identified all key factors affecting the
prospective financial information and developed assumptions about all these factors. Then the accountant
translates the assumptions into the prospective information. These procedures are significantly less than
those required to compile prospective financial statements. However, because the accountant is reporting
on the prospective financial statements, the presentation must include the significant assumptions.

13.108 Special Disclaimer for Budget Presented With Interim Information. If a financial forecast
is presented in an accountant-submitted document that also contains the accountant's compilation, review,
or audit report on the entity's historical financial statements, the accountant is required to compile,
examine, or apply agreed-upon procedures to the forecast unless it: (1) is labeled as a "budget," (2) does
not extend beyond the end of the current fiscal year, and (3) is presented with interim historical financial
statements for the curreni year. In such circumstances, the accountant does not have to compile, examine,
or apply agreed-upon procedures to the budget. However, the accountant must report on the budget and
(a) indicate that he or she did not perform any procedures on the budget, and (b) disclaim an opinion on
the budget.

Determining the Appropriate Type of Service

13.109 The major consideration in determining the appropriate type of service to provide to a client is
whether the prospective financial information is for internal use only. Prospective financial information
to be used only by the responsible party and others within the entity are considered internal-use-only
prospective financial information. Any form of prospective financial information, including forecasts,
projections, and partial presentations, may be appropriate for internal use only. When the accountant
provides services in connection with prospective financial statements for internal use only or partial
presentations, he or she may present the information on plain paper or with an assembly report. Of course,
the accountant may also provide a higher level of service, such as a compilation, examination, or
agreed-upon procedures.

13.110 When the accountant submits to his or her client or others a financial forecast or projection for
use by a third party, the accountant should examine, compile, or apply agreed-upon procedures to the
presentation. However, there is the special exemption for a budget presented with interim financial
statements, as described above.

13.111 Prospective financial information that is for third party use may be designed for general use or
limited use. General use refers to the use of the information by a party with whom the responsible party
is not negotiating directly. Because these parties are unable to ask the responsible party about the
presentation, the appropriate presentation is one that portrays the expected results, a financial forecast.
Therefore, only a financial forecast is appropriate for general use.

13.112 Limited use refers to use of the prospective financial information by a third party with whom the
responsible party is negotiating directly, such as a bank negotiating with management for a loan. Third
parties receiving limited-use prospective financial information can ask questions about the presentation.
Therefore, projections or partial presentations as well as forecasts may be appropriate for limited use.
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Use of the Type of Information
Information Appropriate Type of Service Type of Report
Internal Use Only Any type of informa- Any type of service, Plain paper (no report)
tion, including a fore- | including compilation, | or assembly, compila-
cast, projection, or examination, tion, examination, or
partial presentation agreed-upon agreed-upon
procedures, or procedures report
assembly
External Use

General Use

Financial forecast

Compilation or
examination

Compilation or
examination

Limited Use

Financial forecast,
projection, or partial
presentation

Compilation, examina-
tion, or agreed-upon
procedures

Compilation, examina-
tion, or agreed-upon
procedures

13.200 DEVELOPING THE PROSPECTIVE FINANCIAL INFORMATION

13.201 Preparation of prospective financial information begins with the development of assumptions
about all key factors that affect the future financial results of the entity. Many of the assumptions will be
based on historical trends (for existing entities) and management's perspectives about the future.

13.202 Key factors vary by entity and industry, and they are often classified as being either external or
internal, as described below:

External Factors:

e Economic conditions

e Industry conditions

Interest rates

Internal Factors:

e Sales level

Inflation rates

Actions of competitors

o Collection activities
@ Production activities
® Investing activities

e Financing activities
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Sales

13.203 For all forecasts and projections, there is a factor that drives the prospective financial information.
This factor is usually the demand for the entity's product or service, because the entity usually can produce
more than it can sell. However, in some circumstances the productive capacity of the entity may determine
the amount of product or service that may be sold. The following are a list of items to be considered in
formulating the estimate of future sales:

e Past sales volume

e Trend in sales dollars and quantities

e Consumer gemand and market trends

e Economic conditions that might affect the dollars and volume of sales, such as estimated future
levels of personal income, employment, etc.

o Competition
® Pricing policies
e The extent and nature of the entity's marketing activities

e Sales incentives

In examining these items, the accountant is looking for internal and external changes in the business
environment and relating those changes to expectations of future sales.

13.204 If the entity has several different types of products it may be more effective to develop the sales
forecast by-product and aggregate the amounts to arrive at an overall estimate of future sales.

13.205 After the sales forecast for the year is developed, it may be necessary to allocate the sales to
monthly periods. This is usually necessary when the entity is expected to have significant seasonal
fluctuations in sales, because these fluctuations will significantly affect cash flow.

Billings and Collections

13.206 The next step in developing a forecast or projection involves developing an assumption about the
average time it will take to collect sales. This assumption is usually based on historical information on past
collections.

Other Cash Receipts

13.207 Assumptions should be formulated for anticipated collections of other revenues and other receiva-
bles, including:

® Investment revenue

® Interest revenue
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Rents and royalties
Tax refunds

Collections of other receivables

Proceeds from sale of assets

® Proceeds from borrowings
Costs of Sales

13.208 Based on historical trends and plans of management, assumptions should be prepared about the
quantity of production, the timing and amounts of purchases of raw materials, the quantity and price of
labor, and inventory levels. For most elements of costs of sales, it is necessary to make several related
assumptions, including the elements’ costs, the period in which the costs will be incurred, and the period
in which the payments will be made.

13.209 The timing and dollar amount of raw material purchases usually can be obtained by considering
the pattern of forecasted sales and consideration of management plans. Past history also may be useful
in this regard. With estimates of the entity's production, purchases and payment patterns, an estimate can
be made of the timing and amounts of material purchases. Direct labor and overhead payments are
estimated in a similar manner.

Other Expenses

13.210 Separate assumptions can be made about every other expense or group of expenses. In making
these assumptions, it is often useful to analyze the historical behavior of costs to determine whether they
are fixed, variable, or semi-variable. Consideration should also be given to inflationary increases and
management plans.

13.211 Fixed expenses, such as rent, office salaries, and executive salaries do not vary over a wide range
of activity. These expenses can usually be estimated by considering rent escalation clauses in lease
agreements, proposed salary increases, purchases of new equipment, and labor agreements.

13.212 Variable expenses vary in direct proportion to some operating factor, such as sales volume,
number of employees, or production levels. These expenses can be estimated based on the relationships
between these factors and the related expenses.

13.213 Other expenses are semi-variable. A portion of a semi-variable expense is fixed and a portion
is variable based on production. Examples of such expenses include supervision, maintenance, and
utilities.

13.214 Some expenses are discretionary and solely determined by management's plans. Examples

include employee bonuses, charitable contributions, advertising, and contributions to profit sharing plans.
The amounts and timing of these expenditures must be estimated by management.
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Other Disbursements

13.215 Other disbursements must also be estimated, including disbursements for purchases of assets and
repayments of loans.

Practice Tip:

Even if the accountant assists management in developing the assumptions, it is important that manage-
ment review and accept the assumptions. The assumptions must be consistent with management's plans.

Translating the Assumptions Into Financial Statements

13.216 Once the assumptions about the timing and amounts of cash disbursements are made, the
accountant can assemble a statement of income and cash flows. A microcomputer spreadsheet is often
useful for assembling these statements. Then, using the beginning balance sheet and the prospective
statement of income and cash flows, the accountant can assemble the forecasted balance sheet for the entity.

Practice Tip:

The financial statements should be developed using the accounting principles expected to be used during
the presentation's periods presented.

13.300 REASONABLY OBJECTIVE BASIS FOR THE PROSPECTIVE FINANCIAL
STATEMENTS

13.301 The Guide requires the accountant to consider whether the responsible party has a reasonably
objective basis for the prospective financial statements. In considering whether a reasonably objective basis
exists, the accountant considers whether sufficiently objective assumptions can be developed for each key
factor. Matters such as the following should be considered:

® The facts and informed judgments that can be obtained in support of the underlying assump-
tions.

® The subjectivity of significant assumptions.

® Whether knowledgeable people would select materially similar assumptions.

® The length of the forecast period.
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13.302

Practice Tip:

The degree of uncertainty generally increases with the length of the period covered by the forecast. It
would ordinarily be difficult to establish that a reasonably objective basis exists to present a forecast
beyond three to five years.

13.302 When it is not practical to present a forecast for enough future periods to demonstrate long-term
results of an investment decision, the entity's forecast may include a description of the potential results.
For example, it may be appropriate to illustrate the planned sale of a real estate investment a number of
years in the future. The disclosure should:

Include an appropriate title.
Indicate its purpose and that it is not a financial forecast.
Include significant assumptions.

State that it is presented for analysis purposes only and disclaim on the achievability of the
results.

13.400 PRESENTATION GUIDELINES

13.401 The Guide includes the presentation guidelines for both forecasts and projections. These
guidelines may be summarized as follows:

The title of the prospective financial statement should be descriptive of the nature of the pre-
sentation (i.e., a forecast or projection). If the presentation is a projection the title should
describe or refer to any significant hypothetical assumptions. For example, a projection that
is contingent upon construction of an additional plant might be titled "Statement of Projected
Results of Operations Assuming Construction of an Additional Plant."

Prospective financial statements preferably should be in the format of the historical financial
statements that would be issued for the period(s) covered.

Prospective financial statements generally should be prepared using the accounting principles
that are expected to be used in the period(s) presented.

If some other comprehensive basis of accounting (OCBOA) is used by the client, the prospec-
tive financial statements should be prepared on that basis. Of course, the statement titles
should be modified to reflect the other comprehensive basis of accounting used, e.g.,
"Statement of Forecasted Taxable Income."

Prospective financial statements are normally expressed in specific monetary amounts as a
single-point estimate of future results. However, the statements may be presented as a range
of expected results, provided the range is not selected in a biased or misleading manner.
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e The prospective financial statements should include a summary of significant assumptions that
include:

a. Assumptions about which there is a reasonable possibility of the occurrence of a variation
that may significantly affect the future results, that is, sensitive assumptions.

b. Assumptions about anticipated conditions that are expected to be significantly different
from current conditions, which are not otherwise reasonably apparent.

c. Other matters deemed important to the prospective information or its interpretation.

d. In a projection, identification of the assumptions that are hypothetical, and disclosure of
hypothetical assumptions deemed improbable.

o The summary of significant assumptions should identify which assumptions disclosed appeared
particularly sensitive at the time of preparation. Particularly sensitive assumptions are those
having a relatively high probability of variation that would materially affect the future results.

e The summary of assumptions should include an introduction that:
a. Makes it clear that the assumptions disclosed are not all inclusive.
b. Indicates what the prospective financial statements are intended to present.

c. Includes a statement that the assumptions are based on the responsible party's judgment
at the time the prospective information was prepared.

d. Includes a caveat that the prospective results may not be attained.

e. In a projection, the introduction also should clearly explain any special purpose and
limitation of the usefulness of the statements.

® Ordinarily, the presentation should include at least one full year of normal operations.

® When prospective financial statements are presented with historical financial statements,
the statements should be clearly labeled to distinguish them from the historical financial
statements.

® Each page of the prospective financial statements should contain a reference to the summaries
of significant assumptions and accounting policies.

13.500 SUGGESTIONS FOR IMPROVEMENT

13.501 Once a preliminary forecast or projection is completed, the accountant may have identified
opportunities for management suggestions for improvement in operations.