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Preface
About AICPA Audit and Accounting Guides

This AICPA Audit and Accounting Guide has been developed by the AICPA
Airline Guide Task Force to assist management in the preparation of their
financial statements in conformity with U.S. generally accepted accounting
principles (GAAP) and to assist auditors in auditing and reporting on such
financial statements.

The financial accounting and reporting guidance contained in this guide, when
developed by the original task force, was approved by the affirmative vote of at
least two-thirds of the members of the Accounting Standards Executive Com-
mittee (AcSEC), which is the senior technical body of the AICPA authorized
to speak for the AICPA in the areas of financial accounting and reporting.
Conforming updates made to the financial accounting and reporting guidance
contained in this guide in years subsequent to the original development are
reviewed by select AcSEC members, among other reviewers where applicable.

This guide does the following:

® Identifies certain requirements set forth in Financial Accounting
Standards Board (FASB) Accounting Standards Codification™
(ASC).

® Describes AcSEC's understanding of prevalent or sole industry
practice concerning certain issues. In addition, this guide may in-
dicate that AcSEC expresses a preference for the prevalent or sole
industry practice, or it may indicate that AcSEC expresses a pref-
erence for another practice that is not the prevalent or sole in-
dustry practice; alternatively, AcSEC may express no view on the
matter.

® Identifies certain other, but not necessarily all, industry practices
concerning certain accounting issues without expressing AcSEC's
views on them.

® Provides guidance that has been supported by AcSEC on the ac-
counting, reporting, or disclosure treatment of transactions or
events that are not set forth in FASB ASC.

Accounting guidance for nongovernmental entities included in an AICPA Audit
and Accounting Guide is a source of nonauthoritative accounting guidance. As
discussed later in this preface, FASB ASC is the authoritative source of U.S.
accounting and reporting standards for nongovernmental entities, in addition to
guidance issued by the Securities and Exchange Commission (SEC). Accounting
guidance for governmental entities included in an AICPA Audit and Accounting
Guide is a source of authoritative accounting guidance described in category
(b) of the hierarchy of GAAP for state and local governmental entities, and has
been cleared by the Governmental Accounting Standards Board (GASB). AICPA
members should be prepared to justify departures from GAAP as discussed in
Rule 203, Accounting Principles (AICPA, Professional Standards, vol. 2, ET
sec. 203 par. .01).

AICPA Audit and Accounting Guides also include guidance from the questions
and answers section of AICPA Technical Practice Aids. These questions and
answers are not sources of established authoritative accounting principles as
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described in FASB ASC and GASB Statement No. 55, The Hierarchy of Gen-
erally Accepted Accounting Principles for State and Local Governments, the
authoritative sources of GAAP for nongovernmental and governmental enti-
ties, respectively. This material is based on selected practice matters identified
by the staff of the AICPA's Technical Hotline and various other bodies within
the AICPA and has not been approved, disapproved, or otherwise acted upon
by any senior technical committee of the AICPA.

Auditing guidance included in an AICPA Audit and Accounting Guide is rec-
ognized as an interpretive publication pursuant to AU section 150, Generally
Accepted Auditing Standards (AICPA, Professional Standards, vol. 1). Inter-
pretive publications are recommendations on the application of Statements on
Auditing Standards (SASs) in specific circumstances, including engagements
for entities in specialized industries. An interpretive publication is issued under
the authority of the Auditing Standards Board (ASB) after all ASB members
have been provided an opportunity to consider and comment on whether the
proposed interpretive publication is consistent with the SASs. The members of
the ASB have found this guide to be consistent with existing SASs.

The auditor should be aware of and consider interpretive publications appli-
cable to his or her audit. If an auditor does not apply the auditing guidance
included in an applicable interpretive publication, the auditor should be pre-
pared to explain how he or she complied with the SAS provisions addressed by
such auditing guidance.

This AICPA Audit and Accounting Guide, which also contains attestation guid-
ance, is recognized as an interpretive publication pursuant to AT section 50,
SSAE Hierarchy (AICPA, Professional Standards, vol. 1). Interpretive publica-
tions include recommendations on the application of Statements on Standards
for Attestation Engagements (SSAEs) in specific circumstances, including en-
gagements for entities in specialized industries. Interpretive publications are
issued under the authority of the ASB. The members of the ASB have found
this guide to be consistent with the existing SSAEs.

A practitioner should be aware of and consider interpretive publications appli-
cable to his or her attestation engagement. If the practitioner does not apply
the guidance included in an applicable AICPA Audit and Accounting Guide,
the practitioner should be prepared to explain how he or she complied with the
SSAE provisions addressed by such guidance.
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Guidance Considered in This Guide

This edition of the guide has been modified by the AICPA staffto include certain
changes necessary due to the issuance of authoritative guidance since the guide
was originally issued. Authoritative guidance issued through May 1, 2010, has
been considered in the development of this edition of the guide. Authoritative
guidance discussed in the text of the guide (as differentiated from the temporary
footnotes, which are denoted by a symbol rather than a number) is effective
for entities with fiscal years ending on or before May 1, 2010. Authoritative
guidance discussed only in temporary footnotes is not yet effective as of May 1,
2010, for entities with fiscal years ending after that same date. This includes
relevant guidance issued up to and including the following:

® FASB Accounting Standards Update (ASU) No. 2010-11, Deriva-
tives and Hedging (Topic 815): Scope Exception Related to Embed-
ded Credit Derivatives

® SAS No. 120, Required Supplementary Information (AICPA, Pro-
fessional Standards, vol. 1, AU sec. 558)

® Interpretation No. 19, "Financial Statements Prepared in Confor-
mity With International Financial Reporting Standards Issued by
the International Accounting Standards Board," of AU section 508,
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Reports on Audited Financial Statements (AICPA, Professional
Standards, vol. 1, AU sec. 9508 par. .93—-.97)

® Revised interpretations issued through May 1, 2010, including In-
terpretation Nos. 1-4 of AU section 325, Communicating Internal
Control Related Matters Identified in an Audit (AICPA, Profes-
sional Standards, vol. 1, AU sec. 9325 par. .01-.13)

® Statement of Position 09-1, Performing Agreed-Upon Procedures
Engagements That Address the Completeness, Accuracy, or Con-
sistency of XBRL-Tagged Data (AICPA, Technical Practice Aids,
AUD sec. 14,440)

® SSAE No. 15, An Examination of an Entity's Internal Control Over
Financial Reporting That Is Integrated With An Audit of Its Finan-
cial Statements (AICPA, Professional Standards, vol. 1, AT sec.
501)

® Interpretation No. 7, "Reporting on the Design of Internal Con-
trol," of AT section 101, Attest Engagements (AICPA, Professional
Standards, vol. 1, AT sec. 9101 par. .59-.69)

® Public Company Accounting Oversight Board (PCAOB) Auditing
Standard No. 7, Engagement Quality Review (AICPA, PCAOB
Standards and Related Rules, Auditing Standards)

Users of this guide should consider guidance issued subsequent to those listed
previously to determine their effect on entities covered by this guide. In deter-
mining the applicability of recently issued guidance, its effective date should
also be considered.

The changes made to this edition of the guide are identified in the schedule
of changes in appendix B. The changes do not include all those that might be
considered necessary if the guide were subjected to a comprehensive review
and revision.

References to Professional Standards

In citing the professional standards, references are made to AICPA Profes-
sional Standards. In those sections of the guide that refer to specific auditing
standards of the PCAOB , references are to the AICPA's PCAOB Standards and
Related Rules publication. When referencing professional standards, this guide
cites section numbers and not the original statement number, as appropriate.
For example, SAS No. 54, Illegal Acts by Clients, is referred to as AU section
317, Illegal Acts by Clients (AICPA, Professional Standards, vol. 1).

FASB ASC

Overview

Released on July 1, 2009, FASB ASC is a major restructuring of accounting
and reporting standards designed to simplify user access to all authoritative
U.S. GAAP by topically organizing the authoritative literature. FASB ASC dis-
assembled and reassembled thousands of nongovernmental accounting pro-
nouncements (including those of FASB, the Emerging Issues Task Force, and
the AICPA) to organize them under approximately 90 topics.
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vii
FASB ASC also includes relevant portions of authoritative content issued by
the SEC, as well as selected SEC staff interpretations and administrative guid-
ance issued by the SEC; however, FASB ASC is not the official source of SEC
guidance and does not contain the entire population of SEC rules, regulations,

interpretive releases, and SEC staff guidance. Moreover, FASB ASC does not
include governmental accounting standards.

FASB published a notice to constituents that explains the scope, structure, and
usage of consistent terminology of FASB ASC. Constituents are encouraged to
read this notice to constituents because it answers many common questions
about FASB ASC. FASB ASC, and its related notice to constituents, can be
accessed at http://asc.fasb.org’/home and are also offered by certain third party
licensees, including the AICPA. FASB ASC is offered by FASB at no charge in
a Basic View and for an annual fee in a Professional View.

FASB Statement No. 168

In June 2009, FASB issued the last FASB statement referenced in that form:
FASB Statement No. 168, The FASB Accounting Standards Codification™ and
the Hierarchy of Generally Accepted Accounting Principles—a replacement of
FASB Statement No. 162. This standard establishes FASB ASC as the authori-
tative source of U.S. accounting and reporting standards for nongovernmental
entities, in addition to guidance issued by the SEC, and is effective for financial
statements issued for interim and annual periods ending after September 15,
2009.

This standard flattened the historic U.S. GAAP hierarchy to two levels: one
that is authoritative (in FASB ASC) and one that is nonauthoritative (not in
FASB ASC). Exceptions include all rules and interpretive releases of the SEC
under the authority of federal securities laws, which are sources of authoritative
U.S. GAAP for SEC registrants, and certain grandfathered guidance having an
effective date before March 15, 1992.

Issuance of New Standards

New standards are now issued by FASB through ASUs and will serve only to
update FASB ASC. FASB does not consider the ASUs authoritative in their
own right; new standards become authoritative when they are incorporated
into FASB ASC.

New standards will be in the form of ASU No. 20YY-XX, in which "YY" is the last
two digits of the year and "XX" is the sequential number for each update. For
example, ASU No. 2010-01 is the first update in the calendar year 2010. New
standards will include the standard and an appendix of FASB ASC update in-
structions. ASUs will also provide background information about the standards
and provide the basis for conclusions on changes made to FASB ASC.

Pending Content in FASB ASC

Any ASUs (or other authoritative accounting guidance issued prior to the re-
lease date of FASB ASC) issued but not yet fully effective for all entities or trans-
actions within its scope are reflected as "Pending Content" in FASB ASC. This
pending content is shown in text boxes below the paragraphs being amended in
FASB ASC and includes links to the transition information. The pending con-
tent boxes are meant to provide users with information about how a paragraph
will change when new guidance becomes authoritative. When an amended para-
graph becomes fully effective, the outdated guidance will be removed, and the

AAG-AIR



viii

amended paragraph will remain without the pending content box. FASB will
keep any outdated guidance in the applicable archive section of FASB ASC for
historical purposes.

Because not all entities have the same fiscal year-ends, and certain guidance
may be effective on different dates for public and nonpublic entities, the pend-
ing content will apply to different entities at different times. As such, pending
content will remain in place within FASB ASC until the "roll-off" date. Gener-
ally, the roll-off date is six months following the latest fiscal year end for which
the original guidance being amended or superseded by the pending content
could be applied as specified by the transition guidance. For example, assume
an ASU has an effective date for fiscal years beginning after November 15,
2009. The latest possible fiscal year end of an entity still eligible to apply the
original guidance being amended or superseded by the pending content would
begin November 15, 2009, and end November 14, 2010. Accordingly, the roll-off
date would be April 14, 2011.

Entities cannot disregard the pending content boxes. Instead, all entities must
review the transition guidance to determine if and when the pending content is
applicable to them. This audit and accounting guide identifies pending content
where applicable. As explained in the "Guidance Considered in this Edition"
section of the preface, pending content discussed in the text of the guide (as
differentiated from temporary footnotes, which are denoted by a symbol rather
than a number) is effective for entities with fiscal years ending on or before
May 1, 2010. Pending content discussed only in temporary footnotes is not yet
effective as of May 1, 2010, for entities with fiscal years ending after that same
date.

Select Recent Developments Significant to This Guide

Withdrawal of GAAP Hierarchies From the Auditing Standards

In response to the issuance of recent pronouncements by FASB, GASB, and
the Federal Accounting Standards Advisory Board to incorporate their respec-
tive GAAP hierarchies into their respective authoritative literature, the ASB
has withdrawn SAS No. 69, The Meaning of Present Fairly in Conformity With
Generally Accepted Accounting Principles, from the auditing literature effec-
tive September 2009. Similarly, with the release of PCAOB Auditing Standard
No. 6, Evaluating Consistency of Financial Statements (AICPA, PCAOB Stan-
dards and Related Rules, Auditing Standards), and conforming amendments in
January 2008, the PCAOB also removed the GAAP hierarchy from its interim
auditing standards applicable to issuers.

ASB’s Clarity Project

In an effort to make generally accepted auditing standards (GAAS) easier to
read, understand, and apply, the ASB launched the Clarity Project. When com-
pleted, clarified auditing standards will be issued as one SAS that will super-
sede all prior SASs. The new audit standards are expected to apply to audits of
financial statements for periods ending on or after December 15, 2012.

The foundation of the ASB's Clarity Project is the establishment of an objective
for each auditing standard. These objectives will better reflect a principles-
based approach to standard-setting. In addition to having objectives, the clari-
fied standards will reflect new drafting conventions that include
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® adding a definitions section, if relevant, in each standard.

® separating requirements from application and other explanatory
material.

® numbering application and other explanatory material para-
graphs using an A prefix and presenting them in a separate section
(following the requirements section).

® using formatting techniques, such as bulleted lists, to enhance
readability.

® adding special considerations relevant to audits of smaller, less
complex entities.

® adding special considerations relevant to audits of governmental
entities.

The project also has an international convergence component. The ASB expects
that, upon completion of the project, nearly all the requirements of Interna-
tional Standards on Auditing will also be requirements of U.S. GAAS. AICPA
Audit and Accounting Guides, as well as other AICPA publications, will be con-
formed to reflect the new standards resulting from the Clarity Project after
issuance and as appropriate based on the effective dates.

International Financial Reporting Standards

International Financial Reporting Standards (IFRSs) consist of accounting
standards and interpretations developed and issued by the International Ac-
counting Standards Board (IASB), a London-based independent accounting
standard-setting body.

TASB began operations in 2001, when it succeeded the International Account-
ing Standards Committee (IASC). IASC was formed in 1973, soon after the
formation of FASB. In 2001, when the IASB replaced the IASC, a new, indepen-
dent oversight body, the IASC Foundation, was created to appoint the members
of the IASB and oversee its due process. The IASC Foundation's oversight role
is very similar to that of the Financial Accounting Foundation in its capacity
as the oversight body of FASB.

The term IFRSs has both a narrow and a broad meaning. Narrowly, IFRSs
refer to the new numbered series of pronouncements issued by the IASB, as
differentiated from International Accounting Standards (IASs) issued by its
predecessor, the IASC. More broadly, however, IFRSs refer to the entire body of
authoritative IASB pronouncements, including those issued by the IASC and
their respective interpretive bodies. Therefore, the authoritative IFRS litera-
ture, in its broadest sense, includes the following:

® Standards, whether labeled IFRSs or IASs

® Interpretations, whether labeled IFRIC (referring to the Interna-
tional Financial Reporting Interpretations Committee, the cur-
rent interpretive body of the IASC Foundation) or SIC (Standing
Interpretations Committee, the predecessor to IFRIC and former
interpretive body of the IASC)

® JFRS framework

The preface to the IFRS 2009 bound volume states that IFRSs are designed to
apply to the general purpose financial statements and other financial reporting
of all profit-oriented entities including commercial, industrial, and financial
entities regardless of legal form or organization. Included within the scope of

iX
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profit-oriented entities are mutual insurance companies and other mutual coop-
erative entities providing dividends or other economic benefits to their owners,
members, or participants.

IFRSs are not designed to apply to not-for-profit entities or those in the public
sector, but these entities may find IFRSs appropriate in accounting for their
activities. In contrast, U.S. GAAP is designed to apply to all nongovernmen-
tal entities, including not-for-profit entities, and includes specific guidance for
not-for-profit entities, development stage entities, limited liability entities, and
personal financial statements.

The AICPA governing council voted in May 2008 to recognize the IASB as an
accounting body for purposes of establishing international financial accounting
and reporting principles. This amendment to appendix A of Rule 202, Compli-
ance With Standards (AICPA, Professional Standards, vol. 2, ET sec. 202 par.
.01), and Rule 203 of the AICPA's Code of Professional Conduct gives AICPA
members the option to use IFRS as an alternative to U.S. GAAP. As a result,
private entities in the U.S. can prepare their financial statements in accordance
with U.S. GAAP as promulgated by FASB; an other comprehensive basis of ac-
counting, such as cash- or tax-basis; or IFRS, among others. However, domestic
issuers are currently required to follow U.S. GAAP and rules and regulations of
the SEC. In contrast, foreign private issuers may present their financial state-
ments in accordance with IFRSs as issued by the IASB without a reconciliation
to U.S. GAAP, or in accordance with non-IFRS home-country GAAP reconciled
to U.S. GAAP as permitted by Form 20-F.

The growing acceptance of IFRSs as a basis for U.S. financial reporting could
represent a fundamental change for the U.S. accounting profession. Acceptance
of a single set of high-quality accounting standards for worldwide use by public
companies has been gaining momentum around the globe for the past few years.
See appendix A for a discerning look at the status of convergence with IFRSs in
the U.S. and the important issues that accounting professionals need to consider
now.

Readers are also encouraged to monitor developments at www.aicpa.org and
www.ifrs.com, in addition to FASB, IASB, and SEC websites. The growing
acceptance of IFRSs as a basis for U.S. financial reporting could represent
a fundamental change for the U.S. accounting profession. Acceptance of a
single set of high-quality accounting standards for worldwide use by public
companies has been gaining momentum around the globe for the past few
years.

Purpose and Applicability

Introduction

This guide has been written with the assumption that readers are proficient
in accounting and auditing in general, but not necessarily familiar with the
airlines industry. Accordingly, the guide includes airlines industry background
and explanatory material.

A glossary of terms and several appendixes have been included to provide the
reader with additional sources of information regarding the airlines industry.
The appendixes are as follows:
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® Appendix A, "International Financial Reporting Standards"

® Appendix B, "Schedule of Changes Made to the Text From the
Previous Edition"

Limitations

This guide does not discuss the application of all U.S. GAAP and all GAAS that
are relevant to the preparation and audit of financial statements of airlines.
This guide is directed primarily to those aspects of the preparation and audit
of financial statements that are unique to airlines or those aspects that are
considered particularly significant to them.

Applicability of Requirements of the Sarbanes-Oxley
Act of 2002

Publicly held companies and other issuers are subject to the provisions of the
Sarbanes-Oxley Act of 2002 (the act) and related SEC regulations implementing
the act. Their outside auditors are also subject to the provisions of the act and
to the rules and standards issued by the PCAOB. The provisions of the act,
the regulations of the SEC, and the rules and standards of the PCAOB are
numerous and are not all addressed in this section or in this guide.

Definition of an Issuer

The act states that the term issuer means an issuer (as defined in Section 3 of
the Securities Exchange Act of 1934 [Commerce and Trade, U.S. Code (USC)
15, Section 78(c)]), the securities of which are registered under Section 12 of
that act (15 USC 781), or that is required to file reports under Section 15(d) (15
USC 780(d)), or that files or has filed a registration statement that has not yet
become effective under the Securities Act of 1933 (15 USC 77(a) et seq.), and
that it has not withdrawn.

Issuers, as defined by the act, and other entities when prescribed by the rules
of the SEC (collectively referred to in this guide as issuers or issuer) and their
public accounting firms (who must be registered with the PCAOB) are subject
to the provisions of the act, implementing SEC regulations, and the rules and
standards of the PCAOB, as appropriate.

Nonissuers are those entities not subject to the act or the rules of the SEC.

Guidance for Issuers

Management Assessment of Internal Control

As directed by Section 404 of the act, the SEC adopted final rules requiring
companies subject to the reporting requirements of the Securities Exchange
Act of 1934, other than registered investment companies and certain other
entities, to include in their annual reports a report from management on the
company's internal control over financial reporting. Business development com-
panies, however, do not fall within the scope exception contained in Section 405
and are required to include a report from management on the company's inter-
nal control over financial reporting. The SEC rules clarify that management's
assessment and report is limited to internal control over financial reporting.
The SEC's definition of internal control encompasses the Committee of Spon-
soring Organizations of the Treadway Commission (COSO) definition, but the
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SEC does not mandate that the entity use COSO as its criteria for judging
effectiveness.

As established by Rule 12b-2 of the Securities Exchange Act of 1934, the audi-
tor's attestation for large accelerated and accelerated filers is currently effec-
tive; however, for nonaccelerated filers, the auditor's attestation is required for
annual reports for fiscal years ending on or after June 15, 2010.

Guidance for Auditors

The act mandates a number of requirements concerning auditors of issuers,
including mandatory registration with the PCAOB and, the setting of auditing
standards, inspections, investigations, disciplinary proceedings, prohibited ac-
tivities, partner rotation, and reports to audit committees, among others. The
PCAOB continues to establish rules and standards implementing provisions of
the act concerning the auditors of issuers.

Applicability of GAAS and PCAOB Standards

Subject to SEC oversight, Section 103 of the act authorizes the PCAOB to estab-
lish auditing and related attestation, quality control, ethics, and independence
standards to be used by registered public accounting firms in the preparation
and issuance of audit reports for entities subject to the act or the rules of the
SEC. Accordingly, public accounting firms registered with the PCAOB are re-
quired to adhere to all PCAOB standards in the audits of issuers and other
entities when prescribed by the rules of the SEC.

For those entities not subject to the act or the rules of the SEC, the preparation
and issuance of audit reports remain governed by GAAS as issued by the ASB.
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