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Practical Guidance for Implementing SSARS 8

Introduction

What is the authority of Practical Guidance for Implementing SSARS 8,
and what does it cover?

Practical Guidancefor Implementing SSARS 8 is a nonauthoritative
practice aid designed to help CPAs implement the new Statement on
Standards for Accounting and Review Services (SSARS) 8, Amendment
to Statement on Standardsfor Accountingand Review Services No. 1,
Compilation and Review of Financial Statements (AICPA, Professional
Standards, vol. 2, AR sec. 800). It clarifies certain existing SSARS, sug-
gests ways of implementing existing and new standards in special cir-
cumstances, points out pitfalls that frequently occur in compilation
engagements, and provides a series of questions and answers to help
implement the changes in SSARS 1, Compilation and Review o f Finan-
cial Statements (AICPA, Professional Standards, vol. 2, AR sec. 100).

On December 31, 1999, the Accounting and Review Services
Committee (ARSC) issued an exposure draft that sought to make
fundamental changes to the way in which we view the compila-
tion engagement. The comment period ended on June 9, 2000,
and ARSC received approximately eighty comment letters. During
this process, many issues were identified that warranted further dis-
cussion and explanation. This Alert covers issues primarily related
to the amendments to SSARS 1.

Overview of the Changes

Amendment to SSARS 1— The Management-Use Only Compilation
Engagement and Other Changes

Why was a change made to SSARS 1? What specific changes were made?

One of the goals of SSARS 1was to establish a minimum level of
service for unaudited financial statements of nonpublic entities.



To accomplish this, SSARS 1 contained a “trigger.” SSARS 1, AR
Section 100.07, states the following.

The accountant should not submit unaudited financial statements
ofa nonpublic entity to his or her client or others unless, as a mini-
mum, he or she complies with the provisions of this statement ap-
plicable to a compilation engagement. Submission of financial
statements is defined as presenting to a client or others financial
statements that the accountant has (a) generatedeither manually or
through the use of computer software, or (b) modified, by materially
changing account classification, amounts, or disclosures directly on
client-prepared financial statements. [Emphasis added]

EXHIBIT 1
Applicability of SSARS 1 Prior to the Amendments

Your client asks you to help find a problem in an income statement that
he or she has just printed (net income doesn't “look right™). You sit down
and begin to review the prior month's entries in the client's computerized
accounting database and notice that four checks (totaling $15,000, a ma-
terial amount) were coded incorrectly. Each of these checks was coded as
“Repairs and Maintenance.” Nevertheless, based on your close associa-
tion with the client and your knowledge of the prior month's activities,
you know that these four checks should have been coded as “Leasehold
Improvements,” so you simply change the account classifications and log
out of the software.

Did you just submit the financial statements? In the author's opinion,
you did, because you materially modified the client's financial statement
by changing account classifications. (See SSARS 1)

Did you intend to compile the financial statements? Probably not.

Must you now compile the client's financial statements? According to
SSARS 1, you must.

What if, instead of going to the client's office, you made the same modi-
fications on a disk in your office or by modem? In the author's opinion,
the answer would be the same—you submitted financial statements and
now you must compile those statements.

Although initially this trigger was effective and served its purpose,
in the years since SSARS 1was issued, circumstances have changed,
including the profession, the competitive environment, and tech-
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nology. These changes have progressively led to problems for
practitioners that can be summarized as problems of applicability
and market-driven problems.

Deciding when SSARS applies is one of the difficulties that has
resulted. See exhibit 1, “Applicability of SSARS 1 Prior to the
Amendments.”

The other problem is related to market influences. As our profes-
sion has changed and as our relationships with our clients have
changed, many practitioners believe that they are constrained by
the requirements in SSARS 1. For example, a client may need fi-
nancial statements solely for management purposes. Yet SSARS 1
requires the accountant to perform a compilation engagement
and issue a report on the financial statements. This is the case
even if neither the client nor the accountant believes that com-
piled financial statements are needed.

The major changes in SSARS 1 can be summarized as follows.

» The definition ofsubmission o ffinancial statements is changed
to include only the ‘preparation of financial statements.”

» A provision for a special management-use-only compilation
engagement is created (when the financial statements are not
expected to be used by a third party).

Submission of Financial Statements

When is SSARS 1 applicable? Can | modify a clients accounting
database and not report on the financial statements?

SSARS 1 is applicable whenever you submit unaudited financial
statements of a nonpublic entity to your client or third parties.
SSARS 8 modifies the definition of submission. Submission o f
financial statements is now defined as follows:

Presenting to a client or third parties financial statements that
the accountant has prepared either manually or through the
use of computer software.

Although some in the profession will argue that this change in
the definition of submission will create a loophole for those who
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want to avoid performing a compilation, ARSC believes that this
modification was the best way to address today’s technological
environment, while still retaining the trigger (thereby ensuring a
minimum level of service on financial statements that are pre-
paredby the accountant and presented to the client).

Note that the following two actions are necessary in order to submit
financial statements.

 Prepare financial statements, either manually or through the
use of computer software.

» Present the financial statements to a client or third party.

Absent either of these actions, the financial statements have not
been submitted, and SSARS 1 is not applicable.

The term prepared is not defined by SSARS 8. Rather, you must
use your professional judgment to determine ifyou have prepared
a financial statement. In making this judgment, you should con-
sider the difference between mere bookkeeping services (for ex-
ample, adjustments, corrections, and accruals) and preparation of
financial statements. To prepare financial statements, you must
use your knowledge, education, and experience to create financial
statements that would not have existed otherwise. In other words,
if the financial statements prepared by your client’s bookkeeper
are pretty good to begin with and all you do is “tweak a couple of
things,” then you probably haven't prepared the financial state-
ments. On the other hand, if the client gives you an unadjusted
trial balance and you make all of the adjustments necessary to
convert the information into financial statements, then you prob-
ably have prepared the financial statements.

The term presenting is also not defined in SSARS 1. Again, you
will have to use your professional judgment to determine if you
have presented financial statements to a client. Obviously, physi-
cally presenting printed financial statements would meet the def-
inition used here. Other situations, especially those involving
electronic presentation (for example, via e-mail) should be care-
fully considered.

10



The following table may be helpful in determining ifyou have sub-

mitted financial statements:

Submission o f
Financial
Statements?

Scenario

Using client information, the CPA No.

prepares financial statements in the
CPA’s office for use in preparing a
corporate income tax return and
the financial statements are not
given to the client.

Same scenario as number 1, Yes.

except that a copy of the financial
statements is given to the client,
along with the income tax return.

Same scenario as number 1, except No.

that a copy of the adjusting journal
entries and trial balance is given to
the client, along with the income
tax return.

At aclient’s office, the CPA makes No.

material adjustments to the client’s
accounting database, prints the
adjusted financial statements, and
takes the financial statements with
him or her.

Same scenario as humber 4, except No.

that the CPA also prints a copy of
the financial statements and presents
them to the client.

The client sends the CPA a disk No.

containing information from the
client’s accounting database. The
CPA makes adjustments to the
disk and returns it to the client.

Reasoning

The financial statements are not
presented to the client and the
information contained in a

tax return is not considered a
financial statement.

The financial statements are
prepared by the accountant and
presented to the client.

A trial balance is not a financial
statement.

The accountant is providing
bookkeeping services, but the
accountant is not “preparing”
financial statements. Material
modifications no longer consti-
tute a submission of financial
statements. In addition, the
accountant did not “present”
the financial statements to

the client.*

The accountant is providing
bookkeeping services, but the
accountant is not ‘preparing”
financial statements. Material
modifications no longer consti-
tute a submission of financial
statements. Although the financial
statements were presented to the
client, they were not prepared
by the accountant.*

The accountant is providing
bookkeeping services, but the
accountant is not ‘preparing”
financial statements. Material
maodifications no longer
constitute a submission of
financial statements.*

(continued)



Submission o f

Financial
No. Scenario Statements? Reasoning
7.  The CPA accesses the clients No. The accountant is providing
accounting database by modem bookkeeping services, but the
and makes material modifications accountant is not ‘preparing”
to the accounting database. financial statements. Material

modifications no longer
constitute a submission of
financial statements.*

* Note that, in each of these scenarios, a certain amount of professional judgment is involved.
Ifyou believe that in making these material adjustments you have, in fact, prepared financial
statements (by using your knowledge, experience, and education) and have gone beyond
mere bookkeeping services, and you believe that you have presented them to the client or
others, you should comply with SSARS 1.

The Management-Use Only Compilation

What is a compilation ? What is the difference between the existing
compilation and the new management-use-only compilation ?

SSARS 1 defines a compilation as follows.

Presenting in the form of financial statements information that
is the representation of management (owners) without under-
taking to express any assurance on the statements.

Note that this definition does not require you to test, verify, or
corroborate information supplied by management, but simply to
place the information into the form of financial statements.

SSARS 1, as amended, states that in all compilation engage-
ments, the performance standards in AR Sections 100.05 and
100.07-.10 should be followed. These performance standards
consist of the following.

» Establish an understanding with the entity. This means that
you should have an understanding with the entity about
the nature and limitations of the services to be performed
and a description of the report, if a report is to be issued.
The understanding should also provide (a) that the engage-
ment cannot be relied upon to disclose errors, fraud, or ille-
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gal acts and (b) that you will inform the appropriate level of
management of any material errors that come to your at-
tention and any fraud or illegal acts that come to your
attention, unless they are clearly inconsequential. This un-
derstanding should preferably be in writing. However, if the
engagement is to compile financial statements for manage-
ment’s use only, a written communication is required. See
the illustrative engagement letter in appendix C, “Compi-
lation of Financial Statements Not Intended for Third-
Party Use—Illustrative Engagement Letter.”

Have or obtain ageneral understanding o fthe accountingprin-
ciples andpractices o fthe industry in which the client operates.
This means that you should have a sufficient understanding
ofthe industry to know what the financial statements for an
entity in that industry should look like and be aware of any
accounting principles or practices that are unique to that in-
dustry. You do not have to be an industry expert, and you
can obtain this general understanding if you do not already
possess it (for example, through AICPA Guides, nonauthor-
itative industry guides, trade publications).

Have or obtain a general understanding o fthe client$ business.
This means that you should have a general understanding
of the client’s business transactions, form of its accounting
records, stated qualifications of accounting personnel,
basis of accounting on which the financial statements are
to be presented, and form and content of the financial
statements. The purpose of this general understanding is to
determine how much reliance you (the accountant) can
place on the information supplied by the client and to de-
termine the extent of additional accounting procedures
(such as bookkeeping and adjustments) that will be neces-
sary in order to compile the financial statements.

Obtain additional or revised information i fthe information sup-
plied by the clientappears to be incorrect, incomplete, or otherwise
unsatisfactoryfor the intended use o fthefinancial statements.

13



This requirement has different meanings depending upon
the intended use of the financial statements. For example,
if the financial statements will be used by a third party (or
if you reasonably expect that they might be used by a third
party), any information that appears to be incomplete, in-
correct, or unsatisfactory for use by that third party (for ex-
ample, missing disclosures or measurement departures)
should be obtained from or corrected by the client. On the
other hand, if the financial statements are not intended to
be used by third parties, that same information may be ap-
propriate for management because they have the requisite
knowledge of the business to put the information in the
proper context.

» Read the compiledfinancial statements and consider whether
they appear to be appropriate inform andfree o fobvious mater-
ial error. This is the final reading of the financial statements
(sometimes called the “smell test”). The primary purpose of
this requirement is to look for mathematical, clerical, or pre-
sentation errors (for example, incorrect titles on the financial
statements), and others. SSARS 1, as amended, now provides
for the following two kinds of compilations.

1. A compilation with a report is required when you have
been engaged to compile and report on the financial
statements or when you reasonably expect the financial
statements may be used by a third party. This might be
referred to as a traditional compilation.

2. A compilation without a report is available when you do
not reasonably expect the financial statements to be used
by a third party. This might be referred to as a manage-
ment-use-only compilation.

Note that in either case, the engagement is a compilation. In either
case, you must comply with the performance requirements above.
The difference is in the form of communication used. Exhibit 2
illustrates the two kinds of compilation engagements.

14



EXHIBIT 2

Do you
reasonably
YES expect a third party NO
to use the compiled
financial
statements?
Traditional Compilation. Management-Use-Only
You must attach a compilation Compilation. The two options

report in accordance with
the guidance in SSARS 1,
AR Section 100.11-.19.

The following table

are the following:

* A compilation report in
accordance with the
guidance in SSARS 1,
AR Section 100.11-.19

« An engagement letter,
preferably signed by
management, in accor-
dance with the require-
ments of SSARS 1,

AR Section 100.21

illustrates how the new management-use-

only compilation engagement fits into the three existing levels of
service on financial statements.

Type o f Engagement

Audit
* Unqualified
* Qualified
¢ Adverse
 Disclaimer

Review

Compilation
* With report

Assurance Provided

Providing an opinion on the financial statements
taken as awhole that they are fairly presented in
accordance with generally accepted accounting
principles (GAAP)

Providing limited assurance that there are no
material modifications that should be made to
the financial statements in order for them to be in
conformity with GAAP

Providing no opinion or any other form of
assurance on the financial statements

With communication (no report)

15



Executive Summary— Overview of the Changes

» SSARS 1was amended because of applicability problems and market-
driven problems.

* As our profession has changed and as our relationships with our
clients have changed, many practitioners believe they are con-
strained by the requirements in SSARS 1

 The definition of submission o ffinancial statements is changed to in-
clude only the “preparation of financial statements.”

» A provision for a special management-use-only compilation engage-
ment is created (when the financial statements are not expected to be
used by a third party).

Engagement Administration Issues
Third Parties

What is a third party and what is meant byreasonable expectation ?

SSARS 8 states that financial statements may be submitted to a client
(management-use-only financial statements) if the financial state-
ments “are not reasonably expected to be used by a third party.” In
deciding whether the financial statements are or reasonably might be
expected to be used by a third party, you may rely on management's
representation without further inquiry, unless information comes to
your attention that contradicts managements representation.

SSARS 8 defines thirdparties as follows.

All parties except for members of management who are gener-
ally knowledgeable and understand the nature of the proce-
dures applied and the basis of accounting and assumptions
used in the preparation of the financial statements.

Note that this is a definition by exception. In other words, the
starting point for determining who is a third party is that all parties
are third parties, with the exception of certain members of manage-
ment. Those certain members of management would be those
members who are knowledgeable enough about the business to be
able to put the information in the proper context. ARSC chose not
to define “third parties,” but instead to define who is not a third
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party. In order to not be considered a third party, the person or per-
sons must meet the following two requirements.

1. He or she is a member of management.

2. He or she is knowledgeable enough about the business to put
the information in the proper context.

For guidance on determining whether or not a person is a member of
management, you may refer to Financial Accounting Standards
Board (FASB) Statement of Financial Accounting Standards No. 57,
Related Parties, which includes the following definition.

Persons who are responsible for achieving the objectives of the
enterprise and who have the authority to establish policies and
make decisions by which those objectives are to be pursued.
Management normally includes members of the board of
directors, the chief executive officer, chief operating officer, vice
presidents in charge of principal business functions (such as sales,
administration, or finance), and other persons who perform sim-
ilar policymaking functions. Persons without formal titles also
may be members of management.

In Exhibit 3, Circle C represents all potential users of an entity’s fi-
nancial statements (banks, bonding companies, creditors, share-
holders, vendors, customers, and so on), and Circle B represents all
members of management. All users in Circle C would be considered
third parties. In addition, members of management in Circle B—

EXHIBIT 3
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those without the requisite knowledge of the client’s business that
would allow them to place the information contained in the financial
statements in the proper context—would also be considered third
parties. Compiled financial statements which do not include a report
should be restricted to those parties in Circle A (those members of
management that have the requisite knowledge of the business).

Does this mean that you will have to make judgments about man-
agement’s knowledge of their own business? Although some judg-
ment will be involved in making this determination, you may rely
on management’s representation to you that they have the necessary
knowledge ofthe business to put the information in the proper con-
text (see the illustrative engagement letter in appendix C).

The following are examples of third parties.

» ABC Company is a small, closely held business, owned
and managed by its sole shareholder, John. In this situa-
tion, absent evidence to the contrary, John has the requisite
knowledge of his business and would not be considered a
third party.

» KLM Company is a small, closely held business, managed
by one of its ten shareholders, Jane (the other nine share-
holders live out of state and are not involved in the man-
agement of the business). In this situation, absent evidence
to the contrary, Jane has the requisite knowledge of the
business and would not be considered a third party. The
other nine shareholders, however, would be considered
third parties.

* XYZ Company is a small, closely held business. The man-
agement team consists of a president, Joe; controller, Mary;
operations manager, Sue; and sales manager, Jim. Joe, Mary,
and Sue are all involved in the financial operation of the
company and are knowledgeable about the accounting prin-
ciples and practices being used. Jim, on the other hand, has
no finance background and is not involved in the financial
operation of the company. In this example, Joe, Mary, and
Sue would not be considered third parties. Jim, although he
is a member of management, does not have the requisite

18



knowledge of the accounting practices of the business and
would be considered a third party.

Note that these financial statements are intended to be restricted
to management use, not internal use. Internal use implies that any-
one who is internal to the client might be the intended user of the
financial statements (for example, all employees). SSARS 1, as
amended, requires that these financial statements be restricted to
management use.

Also note that those members of management that are considered
third parties, Jim (in the preceding example) could be “brought
into the loop” or removed from third-party status. This would be
accomplished by educating those members of management about
the accounting principles and practices of the business, thereby al-
lowing them to place the information in the proper context. This
education could be accomplished by other members of manage-
ment or by the accountant.

Management-Use Only Financial Statements Distributed to
Third Parties

What should | do if financial statements restricted for management’s use
only are subsequently distributed to third parties?

SSARS 8 states the following.

If the accountant becomes aware that the financial statements
have been distributed to third parties, the accountant should
discuss the situation with the client and request that the client
have the statements returned. Ifthe client does not comply with
this request within a reasonable period of time, the accountant
should notify known third parties that the financial statements
are not intended for third party use, preferably in consultation
with his or her attorney.

Ifyou determine that the financial statements were given to a third
party unintentionally (for example, the client made a mistake or for-
got about the restricted nature ofthe financial statements), then you
should remind the client of the restricted nature of the statements
and request that he or she retrieve all copies from third parties. Ifthe
client complies, then no further action would be necessary.
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However, if you discover that the client intentionally disregarded
the restriction placed on the use of the financial statements and re-
fuses to retrieve the financial statements, then you should notify
known third parties that the financial statements are not intended
for third-party use. Because this action involves legal matters be-
yond the scope of this publication, you should consult with an at-
torney before taking any action. This action on the part of your
client because it bears on the integrity of management, should also
be considered before performing any further services for that client.

In order to minimize the risk of a client distributing management-
use-only financial statements to third parties, you may want to
include language in the engagement letter alerting the client to
the fact that if he or she needs financial statements for third party
use, you can provide that service separately (see the illustrative
engagement letter in appendix C).

Change in Kind of Engagement

What if | am engaged to perform the management-use-only
compilation, but subsequently the client needs compiled or reviewed
financial statements for use by a third party?

Ifthe client needs financial statements for third-party use, you may
compile (or review) financial statements for that client and comply
with the reporting requirements in SSARS 1, AR Section 100.11 -
.19 (or follow requirements for a review engagement). Note that
you may do this even ifyou have previously compiled the financial
statements for management’s use only. This would, however, be a
different engagement. You may want to include language in the en-
gagement letter alerting the client to the fact that if he or she needs
financial statements for third-party use, you can provide that service
separately (see the illustrative engagement letter in appendix C).

Independence and Client Services

What impact does independence have on compilation and review
engagements? Where can | get more guidance on independence issues?

SSARS 1 requires that you identify a lack of independence in a
compilation engagement and prohibits you from reviewing finan-
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cial statements if you are not independent. The lack of indepen-
dence is noted either in the compilation report or in the engage-
ment letter if the financial statements are restricted to management’s
use and not intended to be used by third parties. The following sen-
tence is added to the appropriate communication.

I (we) am (are) not independent with respect to XYZ Company.

Guidance for determining independence can be found in Rule
101, the Interpretations of Rule 101, and the related independence
rulings of the AICPA Code of Professional Conduct. You should
also consult the independence rules of your state board of accoun-
tancy, your state CPA society, and any applicable regulatory agency.

Independence is a difficult area; it is easy to define but difficult to
apply. Consequently, the AICPA developed a new user-friendly
Audit Risk Alert to understanding the subject of independence,
The ABCs o fIndependence (Product No. 022271KkK).

Client and Engagement Selection

Is a management-use-only compilation engagement appropriate for every
client? What should | consider in making this decision?

Engagements to compile financial statements for management’s
use only are not appropriate for every client. As a result of the
unique nature of these financial statements and the fact that they
are restricted for management’s use only, there may be situations
in which this engagement is not appropriate. Just as practitioners
make decisions every day about client and engagement selection,
they will also have to make decisions about when management-
use-only compilations are appropriate.

Key issues to consider in determining whether or not to perform
this engagement include the following:

» Needso fthirdparties. Does a third party (for example, a bank)
need compiled financial statements on a regular basis?

» Information that might bear on the integrity o fmanagement.
Has information come to your attention that gives you reason
to doubt the integrity of management?
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» Pastexperience with management. Have past experiences on
other engagements been positive?

 Independence considerations. You may have to consider carefully
the independence implications of being closely involved with
management-use-only financial statements. For further guid-
ance, see the new Audit Risk Alert, The ABCs o f Independence.

»  Cost/benefit considerations. Can you perform the engagement
at a reasonable cost to the client versus the benefit over a
traditional compilation engagement?

e Risk management considerations. Some practitioners may
perceive this engagement as more risky than a traditional
compilation (which offers the additional protection of the
compilation report).

Executive Summary— Engagement Administration Issues

The definition of thirdparties includes all parties except for members
of management who are generally knowledgeable and understand the
nature of the procedures applied and the basis of accounting and as-
sumptions used in the preparation of the financial statements.

Under this definition, some members of management may be con-
sidered third parties.

Ifyou become aware that the financial statements have been distrib-
uted to third parties, you should discuss the situation with the client
and request that the client have the statements returned.

If the client does not comply with this request within a reasonable
period of time, you should notify known third parties that the fi-
nancial statements are not intended for third-party use, preferably in
consultation with your attorney.

Compiling financial statements for management’s use only does not
preclude you from compiling financial statements for the same period
for use by third parties.

For guidance in the area of independence, you may want to consult
the new AICPA Audit Risk Alert, The ABCs o fIndependence.

You should carefully consider the implications of compiling financial
statements for management's use only in making client selection and
engagement decisions.
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Accounting and Reporting Issues

Communicating With the Financial Statement User

Whats the difference between a report and a communication ?

Ifyou submit financial statements to a client that will be used by
a third party (or if you reasonably expect that they might be used
by a third party), you must comply with the reporting require-
ments in SSARS 1, AR Section 100.11-.19. These paragraphs
contain the following requirements:

1
2.

Standards for the form of a standard compilation report

Standards for reporting on financial statements that omit
substantially all disclosures

Standards for reporting when the accountant is not inde-
pendent

Standards for reporting when there are departures from GAAP
or an other comprehensive basis ofaccounting (OCBOA)

If the financial statements are for management’s use only (and
you do not reasonably expect them to be used by a third party),
there is an additional communication option: a written engage-
ment letter (preferably signed by management). This engagement
letter must contain the following elements:

A description of the nature and limitations of the services
to be provided

A statement that a compilation is limited to presenting in
the form of financial statements information that is the
representation of management

A statement that the financial statements have not been
audited or reviewed

A statement that no opinion or any other form of assurance
on the financial statements will be provided

An acknowledgment that management has knowledge
about the nature of the procedures applied and the basis of
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accounting and assumptions used in the preparation of the
financial statements

* An acknowledgment of management’s representation and
agreement that the financial statements will not be used by
third parties

» A statement that the engagement cannot be relied upon to
disclose errors, fraud, or illegal acts

The engagement letter should also include the following additional
matters, if applicable:

» A statement that material departures from GAAP or OCBOA
may exist and the effects of those departures on the financial
statements may not be disclosed

» A statement that substantially all disclosures (and the state-
ment of comprehensive income and statement of cash flows,
ifapplicable) required by GAAP or OCBOA may be omitted

» A statement that the accountant is not independent

» A reference to any supplementary information that may be
included

An example of this communication can be found in appendix C.

The Engagement Letter in a Management-Use Only Compilation

Can an engagement letter in a management-use-only compilation cover
multiple periods? Can this engagement letter cover multiple services?
Is management required to sign the engagement letter? How should |
document this engagement letter?

In an engagement to compile financial statements for manage-
ment’s use only, a written engagement letter is required (note that
in all compilation and review engagements an understanding with
the client is required). This engagement letter must address certain
matters (see the “Communicating With the Financial Statement
User” section of this Alert). It is permissible to issue one engage-
ment letter to cover multiple periods and/or multiple services.
However, it is recommended that this engagement letter be updated
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at least annually. This is attributable to the fact that client relation-
ships change over time, and it is especially important in this kind of
engagement to ensure that there is a good understanding between
the CPA and the client (restricted nature of the statements, limita-
tions of the financial statements).

In addition, care should be exercised in adding additional services
to the engagement letter. Although it is common to address addi-
tional services such as bookkeeping, tax, payroll, and consulting
in this engagement letter, it is not advisable to include both the
management-use compilation and traditional (unrestricted) com-
pilation engagements in the same engagement letter. Should the
client need compiled financial statements for third-party use, it is
recommended that a separate engagement letter be issued in order
to reduce the risk of misunderstanding and confusion about the
two kinds of engagements.

Management is not required to sign the engagement letter, but it
is preferable and highly advisable. Obtaining management’s sig-
nature on the engagement letter helps to ensure that management
has read and understands the letter and the engagement. If the
engagement letter is mailed to the client, it may be advisable to
send the letter by certified mail or another means that will pro-
vide proof of receipt. In any case, a copy of the engagement letter
should be included in your working papers.

Basis of Accounting in a Management-Use Only Compilation

Are management-use financial statements required to be presented in
accordance with GAAP (or OCBOA)?

In SSARS 1, AR Section 100.04, a financial statement is defined
as the following.

A presentation of data, including accompanying notes, derived
from accounting records and intended to communicate an en-
tity’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 (GAAP) or a compre-
hensive basis of accounting other than GAAP (OCBOA).
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Theoretically, to be considered financial statements, these manage-
ment-use financial statements should be prepared using GAAP or
OCBOA. However, as with any compiled or reviewed financial
statements, there may be departures from that basis (measurement
or disclosure). Financial statements that are, or might reasonably be
expected to be, used by a third party include a report identifying
these departures. Management-use-only financial statements will
not include a report. However, the engagement letter may identify
departures. The fact that departures may exist in these financial
statements does not mean that the financial statements are not pre-
pared using GAAP or OCBOA. As a result of the restricted nature
ofthe financial statements, however, there is no need to identify the
particular basis ofaccounting being used. This is attributable to the
fact that management was involved in designing the financial state-
ments to provide the best information available for managing his or
her business. He or she is already aware of the limitations of the fi-
nancial statements, including the fact that they may not be pre-
pared in strict conformity with GAAP or OCBOA.

In addition, tides such as “Income Statement” or “Balance Sheet”
should be used only on GAAP financial statements. Appropriate
titles for OCBOA financial statements include “Statement of
Assets,” “Liabilities, and Equity—Income Tax Basis,” or “Statement
of Revenues and Expenses—Cash Basis.” However, as a result of the
restricted nature of these financial statements, strict adherence to
proper titles is not always necessary. Management should under-
stand and be able to use the financial statements. Therefore, any rea-
sonable tide that management understands would be appropriate.

Legend on Each Page of the Financial Statements

Do financial statements restricted to management use only have to
contain a legend or reference to a report?

SSARS 8 requires that you place a legend on each page of the finan-
cial statements restricted to management’s use only indicating the
restricted nature ofthe presentation (meaning, restricted to manage-
ment use), such as “Restricted for Management’s Use Only” or
“Solely for the information and use of the management of XYZ
Company and is not intended to be and should not be used by any
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other party.” Although a legend is required, you do not have to use
either of these two examples (as long as you indicate the restricted
nature of the financial statements). Some practitioners may choose
more descriptive legends, such as the following.

These financial statements are for use by management only and
should not be relied upon by others. These statements may con-
tain material departures from generally accepted accounting prin-
ciples and the effects of those departures, ifany, are not disclosed.

Restricted for Management-Use Only—Not for External Distri-
bution

This legend may be placed on the financial statements by installing
footers in financial statement software, by using a rubber stamp, by
manually writing the legend, or any other method that is practical
for the accountant.

Because the financial statements are intended to be restricted to man-
agement's use, the use of the words Internal use should be avoided.

Restricting to Specific Members of Management

Can the financial statements be restricted to specific members
of management?

As an option, you may choose to further limit the use of manage-
ment-use-only financial statements to specified members of man-
agement. To accomplish this, an optional paragraph may be added
to the engagement letter, as follows.

The financial statements are intended solely for the information
and use ofJohn Doe, Jane Doe, and Jim Smith, and are not in-
tended to be and should not be used by any other party.

Executive Summary— Accounting and Reporting Issues

» The kind of communication (report or engagement letter) used in a
compilation engagement depends upon the intended user of the finan-
cial statements.

» More flexibility is allowed for management-use-only financial state-
ments in the areas of presentation, measurement, and disclosure, as a
result of the restricted nature of the financial statements.
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A legend must be placed on each page of the financial statements re-
stricted to management’s use only.
Financial statements restricted to management’s use only may be re-
stricted to specific members of management by adding appropriate
language to the engagement letter.

Other Implementation Issues
Correlation With Other Professional Services

Can management-use-only financial statements be used in other than
traditional business situations? Can a personal financial statement be
considered management use only? Can management-use-only financial
statements be used in ElderCare services? Can management-use-only
financial statements be provided to a not-for-profit or governmental
entity? What about trusts and estates?

According to SSARS 8 financial statements may be compiled for
management’s use only as long as the financial statements are not ex-
pected to be used by third parties. In business entities, this determi-
nation is not difficult to apply. However, ifthe client is an individual,
not-for-profit, or governmental entity, then care should be exercised.
The following table may be helpful in making these judgments.

Management- Use Only

Engagement Compilation Allowed? Other Options

Personal financial ~ Yes, as long as the financial SSARS 6 provides for an

statements statements are restricted to exemption from SSARS 1 for
management use only. In this personal financial statements
context, only the individual included in personal financial
whose financial statements are plans. Under SSARS 6, the
presented would be considered personal financial plan may be
management. Note that the used by the individual’s advisers
individual's advisers (for example, to assist in implementing

attorney, financial planner, banker)  the plan.
would be considered third parties.

ElderCare services  Yes, as long as the financial state-
ments are restricted to management
use only. In this context, whomever
is responsible for achieving the
objectives of the individual and has
the authority to establish policies
and make decisions by which those
objectives are to be pursued would
be considered management.
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Engagement

Not-for-profit
organizations

Trusts or estates

Governmental
entities

Management-Use Only
Compilation Allowed?

Yes, as long as the financial statements
can be restricted to management use
only. However, if the organization’s
financial information is subject to
public examination, then management
use-only financial statements would not
be appropriate because management
cannot legally agree to restrict the
financial statements to management’s
use only.

Yes, as long as the financial state-
ments are restricted to management
use only. In this context, whomever
is responsible for achieving the
objectives of the trust or estate and
has the authority to establish policies
and make decisions by which those
objectives are to be pursued would
be considered management. Generally,
this would be the trustee or executor,
but not the beneficiaries.

No, because a governmental entity’s
financial information is subject to
public examination, management-use-
only financial statements would not be
appropriate because management cannot
legally agree to restrict the financial
statements to management’s use only.

Peer Review Implications

Will these management-use-only compilation engagements be subject

to peer review?

In general, in order to maintain membership in the AICPA, any
firm or individual who performs engagements resulting in a report
being issued under the professional standards must be enrolled in
an approved practice monitoring program. Historically, this has
meant that any firm or individual who performs audits, reviews,
compilations, or other attestation engagements was subject to peer
review. Nevertheless, financial statements compiled for manage-
ment’s use only do not include a report, theoretically putting them

outside the purview of peer review.
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The Peer Review Board has determined that if a compilation for
management’s use is issued with an engagement letter, not with a
report, and is the only accounting and auditing service performed
by the firm, the firm would not be required by the AICPA to en-
roll in an Institute-approved Practice Monitoring Program. If a
firm is already enrolled in such a program, and performs these en-
gagements, this engagement would be included in the definition
of a firm’s accounting and auditing practice and would be within
the scope of peer review.

You should consult with your state CPA society (or other organi-
zation responsible for conducting peer review) to determine the
appropriate course ofaction in your own state.

Effective Date

When are the changes effective? When will financial statements compiled
for management use only be available to my clients?

SSARS 8 is effective for financial statements submitted after
December 31, 2000. Therefore, the new definition of submission
becomes operable on January 1, 2001. Financial statements re-
stricted for management’s use only (compiled without a report)
may be provided to clients starting on that date.

Note that the effective date is connected to the submission of the fi-
nancial statements, not the date of or period covered by the financial
statements. Therefore, the new management-use-only financial
statements may be for a prior period (for example, December 31,
2000, or the year then ended).

Executive Summary— Other Implementation Issues

¢ Financial statements compiled for management’s use only may be
used in other kinds of engagements (personal financial statements,
ElderCare, not-for-profits, and so on) as long as the financial state-
ments can actually be restricted to management's use only.

» Management-use-only financial statements should not be provided
to governmental entities.
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* You should consult with your state CPA society (or other organization
responsible for conducting peer review) to determine whether these
management-use-only engagements will be subject to peer review.

» The two major changes (the definitions of submission and manage-
ment-use-only compilations) will become effective for financial state-
ments submitted after December 31, 2000.
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APPENDIX A
Implementation Questions & Answers

These Q&As have been included to concisely cover some of the
most frequently asked questions about Statement on Standards
for Accounting and Review Services (SSARS) 8.

During the two years of discussions, debates, and comment letters,
the ARSC continuously stressed the need for educating practition-
ers about the changes that were being proposed. As questions arose,
the ARSC documented these along with the answers that they
agreed upon. The result is the following list of the most frequently
asked questions about SSARS 8.

1. What are the communication options in a compilation en-
gagement?
The kind of communication you use depends upon the in-
tended use of the financial statements. If the financial state-
ments will be used by a third party (or if you reasonably
expect that they might be used by a third party), then a com-
pilation report is the only appropriate communication. If
you do not reasonably expect a third party to use the com-
piled financial statements, then you can choose either of the
following two options.

a. Issue a compilation report (in other words you may
choose to perform a traditional compilation).

b. Document your understanding with the client in an en-
gagement letter, preferably signed by management.

See the “Accounting and Reporting Issues” section of this Alert
for a discussion of what must be included in the engagement
letter and see appendix C, “Compilation of Financial State-
ments Not Intended for Third-Party Use—Illustrative En-
gagement Letter,” for an illustrative engagement letter.

2. Have either or both the performance and reporting stan-
dards for review engagements been affected?
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No. The performance and reporting standards for review en-
gagements have not changed.

. Can I make a statement that the financial statements are “not
presented in conformity with generally accepted accounting
principles (GAAP) or other comprehensive bases of account-
ing (OCBOA)?”

No. Including such a statement in a compilation report
would be tantamount to expressing an adverse opinion on
the financial statements taken as a whole.

If the financial statements are accompanied by a report, then
each known departure that would have a material effect on
the financial statements must be either corrected or identi-
fied, along with the effect of the departure on the financial
statements (if the effect is known).

If the financial statements are for management’s use only,
then a statement can be made in the engagement letter that
“material departures from GAAP or OCBOA may exist and
the effects of these departures, if any, on the financial state-
ments may not be disclosed.”

. Do I have to identify each and every measurement departure
from GAAP or OCBOA?

If the financial statements are accompanied by a report, then
each known departure that would have a material effect on
the financial statements must be either corrected or identi-
fied, along with the effect of the departure on the financial
statements (if the effect is known).

If the financial statements are for management’s use only,
then a statement can be made in the engagement letter that
“material departures from GAAP or OCBOA may exist and
the effects of these departures, if any, on the financial state-
ments may not be disclosed.”

. Can I perform a compilation if I am not independent?

Yes, as long as the lack of independence is disclosed. If the fi-
nancial statements are accompanied by a report, then a para-
graph is added to the compilation report. If the financial
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statements are for management use only, then a statement is
added to the engagement letter. In either case, the disclosure
should read as follows:

I (we) am (are) not independent with respect to XYZ
Company.

. How do I determine whether I am independent?

Refer to Rule 101 of the AICPA Code of Professional Con-
duct, along with the related Interpretations of Rule 101 and
independence rulings for guidance for determining indepen-
dence. You may also consult the AICPA’s new Audit Risk
Alert, The ABCs o fIndependence.

. What kind of legend is required on compiled financial state-
ments?

If the financial statements are accompanied by a report, then
each page of the financial statements should include a refer-
ence to the report, such as the following:

See accountants compilation report.

If the financial statements are for management’s use only,
then each page of the financial statements should include a
reference to the restricted nature of the financial statements,
such as either of the following.

Restricted for Management’s Use Only

Solely for the information of and use by the management
of XYZ Company and not intended to be and should not
be used by any other party

. May I issue a standard compilation report on financial state-
ments that have previously been compiled for management’s
use only?

Yes. However, you would have to comply with the reporting re-
quirements in SSARS 1 before issuing the compilation report.

. May | compile interim financial statements (for example,
monthly or quarterly) that are restricted to management’s
use only and then issue a standard compilation report on the
year-end financial statements?

35



10.

11.

12.

13.

Yes. However, the compilation of the year-end financial
statements would be considered a separate engagement and
would be subject to both the performance standards and re-
porting standards in SSARS 1.

What should I do if I discover that financial statements that
were restricted to management’s use only have been distrib-
uted to third parties?

The first step should be to discuss the situation with the
client and remind him or her of the restricted nature of the
financial statements. You should also request that the client
retrieve any copies of the financial statements that have been
distributed to third parties. If the client complies with this
request, then no further action is necessary.

If the client does not comply with this request within a rea-
sonable period of time, you should attempt to notify known
third parties that the financial statements are not intended for
third-party use. Because this action will involve complex legal
issues, you should consult with an attorney before proceeding.

May | submit drafts of management-use-only financial state-
ments?

Yes. As long as you have complied with all performance re-
quirements in SSARS 1, AR Section 100.05 and 100.07-.10.
These draft management-use-only financial statements should
still contain the legend indicating the restricted nature of the fi-
nancial statements (in order to minimize the risk of misunder-
standing about the intended users of the financial statements).

May | use the new communication option (engagement let-
ter) for a prescribed form under SSARS 3?

No. SSARS 3 provides guidance for reporting on financial
statements contained in certain prescribed forms. Because
the intended user of these financial statements is generally a
third party (for example, a bank or an industry association),
the new communication option would not be appropriate.

May | issue a standard compilation report on comparative
statements when the prior period financial statements were
restricted to management’s use only?
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14.

15.

16.

Yes. However, you will have to comply with the SSARS 1 re-
porting requirements for both periods before issuing the re-
port on the comparative statements. In other words, the
reporting requirements in AR Section 100.11-.19 would
apply to both periods.

May | issue management-use-only financial statements for
an individual (that is, personal financial statements)?

Yes. You can do this as long as the financial statements are re-
stricted to managements use only. In this context, only the
individual whose financial statements are presented would
be considered to be management.

May | include supplementary information with manage-
ment-use-only financial statements?

Yes. Supplementary information (which may include charts,
graphs, tables, details of financial statement line items) may
be included with the financial statements. You should in-
clude a statement in the engagement letter indicating your
level of responsibility with respect to the supplementary in-
formation, such as the following.

The other data accompanying the financial statements
are presented only for supplementary analysis purposes
and were compiled from information that is the represen-
tation of management, without audit or review, and we
do not express an opinion or any other form of assurance
on such data.

Is it possible for someone who is a third party to become a
non-third party?

Yes, it is possible as long as that party is a member of man-
agement. In order to not be considered a third party, the per-
son must meet the following two tests.

a. He or she is a member of management.

b. He or she is knowledgeable enough about the business to
put the information in the proper context.

If the person is not generally knowledgeable about and does
not understand the nature of the procedures applied and the
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17.

18.

19.

20.

21.

basis of accounting and assumptions used in the preparation
of the financial statements, then he or she can be educated
and “brought into the loop.” This education can be done by
other members of management or by the accountant.

If I am engaged to perform a standard compilation, may |
change the engagement to a management-use-only engagement?

Yes. However, as with any situation involving a change in the
kind of engagement, you should carefully consider the rea-
son for a request for a change in the engagement. You may
compile financial statements restricted to management’s use
only ifyou do not reasonably expect that they will be used by
a third party.

If I am engaged to perform a management-use-only compila-
tion engagement, may I change the engagement to a standard
compilation?

Yes.

Can | issue one engagement letter to cover multiple periods?

Yes. Engagement letters that cover an entire year are very com-
mon and may address multiple services. However, it is recom-
mended that engagement letters be updated at least annually.

If a client has bank debt, can | ever reasonably expect that
the financial statements will not be used by a third party?

Yes. The mere fact that a client has bank debt will not pre-
clude you from compiling financial statements for manage-
ments use only. You should, however, explain to the client
that management-use-only financial statements are not in-
tended to be used by the bank (or any other third party). If
and when the client needs financial statements for distribu-
tion to the bank or others, you may discuss with him or her
the requested level of service. You would not be precluded
from compiling financial statements with a report when re-
quested to do so.

Can | omit the statement of cash flows from financial state-
ments restricted for management’s use only?
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22.

23.

Yes. The engagement letter should contain a statement such
as the following.

Substantially all disclosures (and the statement of com-
prehensive income and statement of cash flows) required
by generally accepted accounting principles (or an other
comprehensive basis of accounting) may be omitted.

Do compiled financial statements have to contain footnotes?

In general, financial statements should include appropriate
footnote disclosures. However, compiled financial state-
ments may omit those disclosures as long as that omission is
disclosed and as long as the accountant is not aware of any
intention to mislead the user of the financial statements.

This omission is disclosed either in the compilation report or
in the engagement letter (for financial statements restricted
to managements use only).

In the compilation report, the omission is disclosed as follows.

Management has elected to omit substantially all disclo-
sures (and the statement of comprehensive income and
statement of cash flows) required by generally accepted
accounting principles. If the omitted disclosures were in-
cluded in the financial statements, they might influence
the user’s conclusions about the company’s financial posi-
tion, results of operations, and cash flows. Accordingly,
these financial statements are not designed for those who
are not informed about such matters.

In the engagement letter (for financial statements restricted to
management’s use only), the disclosure would be as follows.

Substantially all disclosures (and the statement of com-
prehensive income and statement of cash flows) required
by generally accepted accounting principles (or an other
comprehensive basis of accounting) may be omitted.

What titles should be used on financial statements restricted
to management’s use only?

In general, titles such as “Income Statement” or “Balance
Sheet” should only be used on GAAP financial statements.
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Appropriate titles for OCBOA financial statements include
“Statement of Assets, Liabilities, and Equity—Income Tax
Basis” or “Statement of Revenues and Expenses—Cash Basis.”
However, as a result of the restricted nature of these financial
statements, strict adherence to proper titles is not always nec-
essary. Since these financial statements are designed to meet
management’s needs in managing their business, you should
use titles that management understands.
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APPENDIX B
Compilation of Financial Statements

During the initial development of Statement on Standards for
Accounting and Review Services (SSARS) 8, the members of
ARSC designed a flowchart to help guide their discussion about
the proposed changes in SSARS 1. This flowchart is also useful in
explaining how compilation engagements may change due to the
issuance of SSARS 8.
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START

Will you

submitl

financial
statements?

YES

Are any
exemptions
from SSARS 1
applicable?

NO

Were
you engaged to
compile2and
report on financial
statements?

NO

Do you
reasonably
expect a third
party3to use the
compiled financial
statements?

YES

NO

NO

YES

This flowchart was designed
by ARSC to explain how
compilation engagements may
change due to the issuance of
SSARS 8, Compilation and
Review of Financial Statements
(AICPA, Professional Standards,
vol. 2, AR sec. 800).

SSARS 1 s not
applicable.

Follow the applicable guidance:

= Personal financial statements included in a personal
financial plan; see SSARS 6, Reporting on Personal
Financial Statements Included in Written Personal Financial
Plans, (AICPA, Professional Standards, vol. 2, AR sec. 600).

« Certain prescribed forms; see SSARS 3, Compilation
Reports on Financial Statements Included in Certain
Prescribed Forms (AICPA, Professional Standards, vol. 2,
AR sec. 300).

= Litigation support services; see Interpretation No. 20,
"Applicability of Statements on Standards for Accounting
and Review Services in Litigation Services," of SSARS 1.

Establish an understanding with the client and follow

performance requirements in SSARS 1, AR Sections 100.07-.10,

as follows.

« Possess or obtain a general understanding of the industry.

« Possess or obtain a general understanding of the client's
business.

= Take certain actions if the information supplied by the
client appears to be incorrect, incomplete, or otherwise
unsatisfactory, for the intended use.

= Read the compiled financial statements and consider whether
they appear to be appropriate in form and free of obvious
material errors.

Finally, follow the reporting requirements as setout in AR

Sections 100.11-.19.

Establish an understanding with the client and follow the

performance requirements in AR Sections 100.07-.10.

= Possess or obtain a general understanding of the industry.

= Possess or obtain a general understanding of the client's
business.

= Take certain actions if the information supplied by the
client appears to be incorrect, incomplete or otherwise
unsatisfactory, for the intended use.

« Read the compiled financial statements and consider
whether they appear to be appropriate in form and free
of obvious material errors.

Follow one of the following communication requirements in

AR Sections 100.20-.23.

« Issue a compilation report.

* Document understanding with client with a written
engagement letter, preferably signed by management4
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—

. Submission o ffinancial statements—Presenting to a client or third parties financial

statements that the accountant has prepared either manually or through the use of
computer software.

. Compilation offinancial statements—Presenting in the form of financial statements

information that is the representation of management (owners) without undertaking
to express any assurance on the statements.

. Thirdparties—All parties except for management who are generally knowledgeable

and understand the nature of the procedures applied and the basis of accounting and
assumptions used in the preparation of the financial statements.

. The engagement letter should include the following matters:

¢ A description of the nature and limitations of the services to be performed

« A statement that a compilation is limited to presenting in the form of financial
statements information that is the representation of management

« A statement that the financial statements have not been audited or reviewed

« A statement that no opinion or any other form of assurance on the financial state-
ments will be provided

* An acknowledgment that management has knowledge about the nature of the
procedures applied and the basis of accounting and assumptions used in the
preparation of the financial statements

« An acknowledgment of management’s representation and agreement that the
financial statements will not be used by third parties

« A statement that the engagement cannot be relied upon to disclose errors, fraud,
or illegal acts

The engagement letter should also include the following additional matters, if applicable:

« A statement that material departures from generally accepted accounting principles
(GAAP) or other comprehensive bases of accounting (OCBOA) may exist and the
effects of those departures on the financial statements may not be disclosed

« A statement that substantially all disclosures (and the statement of comprehensive
income and statement of cash flows, if applicable) required by GAAP or OCBOA
may be omitted.

« A statement that the accountant is not independent

« A reference to any supplementary information that may be included
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APPENDIX C

Compilation of Financial Statements
Hot Intended for Third-Party Use—
lllustrative Engagement Letter

This illustrative engagement letter was designed by the Accounting
and Review Services Committee (ARSC) to be used in compilation
engagements when the financial statements are not expected to be
used by third parties.

Statement on Standards for Accounting and Review Services
(SSARS) 8 requires that if financial statements are compiled for man-
agement's use only (not expected to be used by third parties) a writ-
ten engagement letter is required (ifa report is not issued). SSARS 8
requires specific items to be documented in this written engagement
letter. The following illustrative engagement letter was designed by
ARSC to be used in this type of compilation engagement.

[Appropriate salutation]

This letter is to confirm our understanding of the terms and
objectives of our engagement and the nature and limitations of
the services we will provide.

We will perform the following services:

1. We will compile, from information you provide, the
[monthly, quarterly, or otherfrequency] financial statements
of XYZ Company for the year 20XX. A compilation is
limited to presenting in the form of financial statements
information that is the representation of management. We
will not audit or review the financial statements and ac-
cordingly, will not express an opinion or any other form of
assurance on them. The financial statements will not be
accompanied by a report.
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Based upon our discussions with you, these financial statements
are for management’s use only and are not intended for third
party use.

Material departures from generally accepted accounting prin-
ciples (GAAP) (or other comprehensive bases of accounting
[OCBOA]) may exist and the effects of those departures, if any,
on the financial statements may not be disclosed. In addition
substantially all disclosures required by GAAP (or OCBOA) may
be omitted. [The accountant may wish to identify known depar-
tures.] Notwithstanding these limitations, you represent that you
have knowledge about the nature of the procedures applied and
the basis of accounting and assumptions used in the preparation
of the financial statements that allows you to place the financial
information in the proper context. Further, you represent and
agree that the use of the financial statements will be limited to
members of management with similar knowledge.

The financial statements are intended solely for the informa-
tion and use of [include list o fspecified members o f management]
and are not intended to be and should not be used by any other
party. [Optional]

2. We will also [discussion o fother services]. — [Optional]

Our engagement cannot be relied upon to disclose errors,
fraud, or illegal acts that may exist. However, we will inform the
appropriate level of management of any material errors that come
to our attention and any fraud or illegal acts that come to our at-
tention, unless clearly inconsequential.

We are not independent with respect to [name o fentity]. [If
applicable]

[The other data accompanying the financial statements are pre-
sented only for supplementary analysis purposes and will be com-
piled from information that is the representation of management,
without audit or review, and we will not express an opinion or
any other form of assurance on such data. —ifapplicable]
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In view of the limitations described above, you agree not to
take, or assist in, any action seeking to hold us liable for damages
due to any deficiency in the financial statements we prepare and
you agree to hold us harmless from any liability and related legal
costs arising from any third party use of the financial statements
in contravention of the terms of this agreement. [Optional

Our fees for these services .[Include amounts].

Should you require financial statements for third party use, we
would be pleased to discuss with you the requested level of service.
Such engagement would be considered separate and not deemed to
be part of the services described in this engagement letter.

If the foregoing is in accordance with your understanding,
please sign the copy of this letter in the space provided and return
it to us.*

Sincerely yours,

[Signature o faccountant]

Accepted and agreed to:
XYZ Company

Title
Date

* Some accountants prefer not to obtain an acknowledgment, in which case their let-
ter would omit the paragraph beginning “If the foregoing...” and the spaces for the
acknowledgment. The first paragraph of their letter might begin as follows: “This
letter sets forth our understanding of the terms and objectives of our engagement.
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APPENDIX D

SSARS 8— Amendment to Statement
on Standards for Accounting and
Review Services 1, Compilation and
Review of Financial Statements

1 This amendment provides communication and performance
requirements for unaudited financial statements submitted to a client
that are not expected to be used by a third party. The performance
and communication requirements for such engagements would be
subject to the Statement on Standards for Accounting and Review
Services (SSARS) 1, Compilation and Review ofFinancial Statements
(AICPA, Professional Standards, vol. 2, AR sec. 100), as amended.
This Statement does not preclude an accountant from reporting in
compliance with SSARS 1in such engagements.

.01 This Statement sets forth the performance and communi-
cation requirements when an accountant submits unaudited fi-
nancial statements of a nonpublic entity to his or her client or
third parties. The accountant should not submit unaudited finan-
cial statements of a nonpublic entity to his or her client or a third
party unless, as a minimum, he or she complies with the provi-
sions of this Statement applicable to a compilation engagement.

a. Compilation offinancial statements.1 If the accountant
performs a compilation, a communication to management
is required. The type of communication depends on the
following.

1. If the accountant is engaged to report on compiled fi-
nancial statements or submits financial statements to a
client that are or reasonably might be expected to be used

1. See appendix A, “Compilation of Financial Statements,” for a flowchart describing
the requirements of Statements on Standards for Accounting and Review Services
(SSARSs) for a compilation engagement.
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by a third party, see SSARS 1, AR sections 100.11—19 for
reporting requirements.

2. Ifthe accountant submits financial statements to a client
that are not reasonably expected to be used by a third
party, see SSARS 1, AR sections 100.20-.23 for required
communications to management.

In deciding whether the financial statements are or reasonably
might be expected to be used by a third party, the accountant
may rely on management’s representation without further in-
quiry, unless information comes to his or her attention that
contradicts management’s representation.

In each of the above circumstances, the performance re-
quirements in AR sections 100.05 and 100.07—10 apply.

h. Review offinancialstatements? If the accountant performs a
review, see AR sections 100.05 and 100.24—39 for perfor-
mance and reporting requirements.

.02 If the accountant performs more than one service (for ex-

ample, a compilation and an audit), the accountant should issue the
report that is appropriate for the highest level of service rendered.3

.03 An accountant should not consent to the use of his or her

name in a document or written communication containing unau-
dited financial statements of a nonpublic entity unless (a) the ac-
countant has compiled or reviewed the financial statements and a
report accompanies them or (b) the financial statements are accom-
panied by an indication that the accountant has not compiled or re-

Statements on Auditing Standards (SASs) provide guidance to the accountant
who performs services in connection with the unaudited financial statements of
a public entity. However, if a public entity does not have its annual financial
statements audited, an accountant may review the entity’s annual or interim fi-
nancial statements in accordance with SSARSs as permitted by footnote 4 of SAS
No. 26, Association With Financial Statements (AICPA, Professional Standards,
vol. 1, AU sec. 504.05).

SSARS 3, Compilation Reports on Financial Statements Included in Certain Pre-
scribed Forms (AICPA, Professional Standards, vol. 2, AR sec. 300), permits an ac-
countant who has reviewed the financial statements ofa nonpublic entity to issue
a compilation report on financial statements for the same period that are in-
cluded in a prescribed form that calls for departure from generally accepted ac-
counting principles (GAAP).
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viewed the financial statements and that the accountant assumes no
responsibility for them. Ifan accountant becomes aware that his or
her name has been used improperly in any client-prepared docu-
ment containing unaudited financial statements, the accountant
should advise the client that the use of his or her name is inappro-
priate and should consider what other actions might be appropriate,
including consultation with his or her attorney.

Definitions

.04 Certain terms are defined for purposes of this Statement as
follows.

Submission o ffinancial statements. Presenting to a client or
third parties financial statements that the accountant has prepared
either manually or through the use of computer software.

Thirdparty. All parties except for members of management who
are knowledgeable about the nature of the procedures applied and
the basis of accounting and assumptions used in the preparation of
the financial statements.4

Nonpublic entity. Any entity other than (a) one whose securi-
ties trade in a public market either on a stock exchange (domestic
or foreign) or in the over-the-counter market, including securities
quoted only locally or regionally; (b) one that makes a filing with
a regulatory agency in preparation for the sale ofany class of its secu-
rities in a public market; or (c) a subsidiary, corporate joint venture,
or other entity controlled by an entity covered by (a) or (b). (See
SSARS 2, Reporting on Comparative Financial Statements [AICPA,
Professional Standards, vol. 2, AR sec. 200].)

Financial statement. 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 accor-

4. The accountant may wish to specify those members of management. See appendix
D, “Compilation of Financial Statements Not Intended for Third-Party Use— Illus-
trative Engagement Letter.”

49



dance with generally accepted accounting principles (GAAP)5or a
comprehensive basis of accounting other than GAAP.6 Financial
forecasts, projections and similar presentations,7 and financial pre-
sentations included in tax returns are not financial statements for
purposes of this Statement. The following financial presentations
are examples of financial statements:8

» Balance sheet

» Statement of income

» Statement of comprehensive income
 Statement of retained earnings

» Statement of cash flows

» Statement of changes in owners’ equity

» Statement of assets and liabilities (with or without owners’
equity accounts)

» Statement of revenue and expenses

» Statement of financial position

» Statement of activities

» Summary of operations

» Statement of operations by product lines

» Statement of cash receipts and disbursements

5. The definition of GAAP and the hierarchy of established accounting principles
presented in SAS No. 69, The Meaning of Present Fairly in Conformity With Gen-
erally Accepted Accounting Principles in the Independent Auditors Report (AICPA,
Professional Standards, vol. 1, AU sec. 411), is also applicable to compilations and
reviews of financial statements performed under SSARSs.

6. The term comprehensive basis o faccounting other than generally accepted accounting
principles is defined in SAS No. 62, Special Reports (AICPA, Professional Standards,
vol. 1, AU sec. 623.04). Hereafter, reference to GAAP in this Statement includes,
where applicable, an other comprehensive basis of accounting (OCBOA). SAS No.
62, AU section 623.09 and .10, provides guidance on evaluating the adequacy of
disclosure in financial statements prepared in conformity with OCBOA.

7. Statement on Standards for Attestation Engagements No. 1, Financial Forecasts and
Projections (AICPA, Professional Standards, vol. 1, AT sec. 200), as well as the AICPA
Guidefor Prospective Financial Information, provide guidance on preparing and report-
ing on financial forecasts, projections, and similar presentations.

8. SAS No. 62, AU section 623.07, provides guidance with respect to suitable titles for
financial statements that are prepared in conformity with OCBOA other than GAAP.
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A financial statement may be, for example, that of a corpora-
tion, a consolidated group of corporations, a combined group of
affiliated entities, a not-for-profit organization, a governmental
entity, an estate or trust, a partnership, a proprietorship, a segment
of any of these, or an individual. The method of preparation (for
example, manual or computer preparation) is not relevant to the
definition of a financial statement.

Compilation offinancial statements. Presenting in the form of
financial statements9 information that is the representation of
management (owners) without undertaking to express any assur-
ance on the statements. (The accountant might consider it neces-
sary to perform other accounting services to compile the financial
statements. See AR section 100.08.)

Review o ffinancial statements. Performing inquiry and analyti-
cal procedures that provide the accountant with a reasonable basis
for expressing limited assurance that there are no material modifi-
cations that should be made to the statements for them to be in
conformity with GAAP or, if applicable, with an other compre-
hensive basis of accounting (OCBOA). (The accountant might
consider it necessary to compile the financial statements or to per-
form other accounting services to enable him or her to perform a
review. See AR section 100.30.)

The objective of a review differs significantly from the objective
of a compilation. The inquiry and analytical procedures performed
in a review should provide the accountant with a reasonable basis
for expressing limited assurance that there are no material modifica-
tions that should be made to the financial statements. No expres-
sion of assurance is contemplated in a compilation.

The objective of a review also differs significantly from the ob-
jective of an audit of financial statements in accordance with gen-
erally accepted auditing standards (GAAS). The objective of an
audit is to provide a reasonable basis for expressing an opinion re-

9. AR sections 100.16-.18 ofthis Statement provide guidance to the accountant engaged
to compile financial statements that omit substantially all the disclosures required by
GAAP or OCBOA.
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garding the financial statements taken as a whole. A review does
not provide a basis for the expression ofsuch an opinion because a
review does not contemplate obtaining an understanding of inter-
nal control or assessing control risk; tests of accounting records
and of responses to inquiries by obtaining corroborating eviden-
tial matter through inspection, observation, or confirmation; and
certain other procedures ordinarily performed during an audit. A
review may bring to the accountant’s attention significant matters
affecting the financial statements, but it does not provide assur-
ance that the accountant will become aware of all significant mat-
ters that would be disclosed in an audit.

Understanding With the Entity

.05 The accountant should establish an understanding with the
entity, preferably in writing, regarding the services to be performed.
However, if the engagement is to compile financial statements not
expected to be used by a third party, a written communication is re-
quired. (See AR sections 100.20-.21.) The understanding should in-
clude a description of the nature and limitations of the services to
be performed and a description of the report, if a report is to be is-
sued. The understanding should also provide (a) that the engage-
ment cannot be relied upon to disclose errors, fraud, or illegal acts
and (b) that the accountant will inform the appropriate level of
managementl0 of any material errors that come to his or her atten-
tion and any fraud or illegal acts that come to his or her attention,
unless they are clearly inconsequential. Examples of engagement
letters are presented in appendixes C, D, and E.

Compilation of Financial Statements

.06 AR sections 100.07-.10 are applicable to a compilation of
financial statements, whenever the accountant—

» Isengaged to report on compiled financial statements.

10. When a fraud or illegal act involves senior management, the accountant should re-
port the matter to an individual or group at a higher level within the entity, such as
the manager (owner) or the board of directors.
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» Submits financial statements to a client that are or reason-
ably might be expected to be used by a third party.

» Submits financial statements to a client that are not ex-
pected to be used by a third party.

Compilation Performance Requirements

.07 The accountant should possess a level of knowledge of
the accounting principles and practices of the industry in which
the entity operates that will enable him or her to compile finan-
cial statements that are appropriate in form for an entity oper-
ating in that industry.1l This standard does not prevent an
accountant from accepting a compilation engagement for an en-
tity in an industry with which the accountant has no previous
experience. It does, however, place upon the accountant a re-
sponsibility to obtain the required level of knowledge. The ac-
countant may do so, for example, by consulting AICPA guides,
industry publications, financial statements of other entities in
the industry, textbooks and periodicals, or individuals knowl-
edgeable about the industry.

.08 To compile financial statements, the accountant should
possess a general understanding of the nature of the entity’s busi-
ness transactions, the form of its accounting records, the stated
qualifications of its accounting personnel, the accounting basis on
which the financial statements are to be presented, and the form
and content of the financial statements. The accountant ordinar-
ily obtains knowledge of these matters through experience with
the entity or inquiry of the entity’s personnel. On the basis of that
understanding, the accountant should consider whether it will be
necessary to perform other accounting services, such as assist in
adjusting the books of account or consult on accounting matters,
when he or she compiles financial statements.

11. For purposes of this Statement, the term industry includes governmental and not-
for-profit activities.
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.09 The accountant is not required to make inquiries or per-
form other procedures to verify, corroborate, or review information
supplied by the entity. However, the accountant may have made in-
quiries or performed other procedures. The results of such inquiries
or procedures, knowledge gained from prior engagements, or the fi-
nancial statements on their face may cause the accountant to be-
come aware that information supplied by the entity is incorrect,
incomplete, or otherwise unsatisfactory. In such circumstances, the
accountant should obtain additional or revised information. If the
entity refuses to provide additional or revised information, the ac-
countant should withdraw from the engagement. (However, see AR
sections 100.16-.18 for guidance when management elects to omit
substantially all the disclosures required by GAAP and see AR sec-
tions 100.40-.42 for the accountant’s reporting responsibilities
when he or she is aware of other departures from GAAP.)

.10 Before submission, the accountant should read the finan-
cial statements and consider whether such financial statements ap-
pear to be appropriate in form and free from obvious material
errors. In this context, the term error refers to mistakes in the
compilation of financial statements, including arithmetical or
clerical mistakes, and mistakes in the application of accounting
principles, including inadequate disclosure.

Reporting on the Financial Statements

.11 When the accountant is engaged to report on compiled fi-
nancial statements or submits financial statements that are reason-
ably expected to be used by a third party, the financial statements
should be accompanied by a report stating that—

a. A compilation has been performed in accordance with
Statements on Standards for Accounting and Review Ser-
vices issued by the American Institute of Certified Public
Accountants.

h. Acompilation is limited to presenting in the form of finan-
cial statements information that is the representation of
management (owners).
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¢. The financial statements have not been audited or reviewed
and, accordingly, the accountant does not express an opin-
ion or any other form of assurance on them.

Any other procedures that the accountant might have per-
formed before or during the compilation engagement should not
be described in the report.

.12 The date of completion of the compilation should be used
as the date of the accountant’s report.

.13 Each page of the financial statements compiled by the ac-
countant should include a reference, such as “See Accountant’s
Compilation Report.”

.14 The following form of standard report is appropriate for a
compilation:

I (we) have compiled the accompanying balance sheet of
XYZ Company as of December 31, 20XX, and the related state-
ments of income, retained earnings, and cash flows for the year
then ended, in accordance with Statements on Standards for Ac-
counting 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). 1 (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.

.15 An accountant may be asked to issue a compilation report
on one financial statement, such as a balance sheet, and not on
other related financial statements, such as the statements ofincome,
retained earnings, and cash flows. This Statement does not preclude
the accountant from doing so. Also, an accountant may be asked to
compile financial statements included in a prescribed form that calls
for departure from GAAP. SSARS 3, Compilation Reports on Finan-
cial Statements Included in Certain Prescribed Forms (AICPA, Profes-
sional Standards, vol. 2, AR sec. 300), provides additional guidance,
including an alternative form of standard report, applicable to such
compilation engagements.

55



Reporting on Financial Statements That Omit Substantially
All Disclosures

.16 An entity may request an accountant to compile finan-
cial statements that omit substantially all the disclosures re-
quired by GAAP, including disclosures that might appear in the
body of the financial statements.12 (As previously noted, refer-
ence to GAAP in this Statement includes, where applicable,
OCBOA.) The accountant may compile such financial state-
ments provided the omission of substantially all disclosures is
clearly indicated in the report and is not, to his or her knowl-
edge, undertaken with the intention of misleading those who
might reasonably be expected to use such financial statements.
When the entity wishes to include disclosures about only a few
matters in the form of notes to such financial statements, such
disclosures should be labeled “Selected Information—Substantially
All Disclosures Required by Generally Accepted Accounting
Principles Are Not Included.”

.17 Notwithstanding the above, if financial statements com-
piled in conformity with a comprehensive basis of accounting other
than GAAP do not include disclosure of the basis of accounting
used, the basis should be disclosed in the accountant’s report.

.18 When financial statements that the accountant has com-
piled omit substantially all disclosures13 the following form of
standard report is appropriate.

I (we) have compiled the accompanying balance sheet of XYZ
Company as of December 31, 20XX, and the related statements of
income, retained earnings, and 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.

12. See AR sections 100.40-.42 for the accountants responsibilities when he or she is
aware of other departures from GAAP. However, see SSARS 3, Compilation Reports
on Financial Statements Included in Certain Prescribed Forms (AICPA, Professional
Standards, vol. 2, AR sec. 300), for guidance when such financial statements are in-
cluded in a prescribed form and the prescribed form or related instructions do not
request the disclosures required by GAAP.

13. Ifthe statement of cash flows is omitted, the first and third paragraphs of the report
should be modified accordingly.
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A compilation is limited to presenting in the form of financial
statements information that is the representation of management
(owners). | (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 the disclo-
sures (and the statement of cash flows) required by generally ac-
cepted accounting principles. If the omitted disclosures and
statements 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 in-

formed about such matters.

Reporting When the Accountant Is Not Independent

.19 An accountant is not precluded from issuing a report with
respect to a compilation of financial statements for an entity with
respect to which the accountant is not independent.}4 If the ac-
countant is not independent, he or she should specifically disclose
the lack of independence. However, the reason for the lack of in-
dependence should not be described. When the accountant is not
independent, the following should be included as the last para-
graph of the report:

I am (we are) not independent with respect to XYZ Company.

Accountant’s Communications With the Client When the Compiled
Financial Statements Are Not Expected to Be Used by a Third Party

.20 When an accountant submits unaudited financial statements
to his or her client that are not expected to be used by a third party,
he or she should either—

Issue a compilation report in accordance with the reporting
requirements discussed in AR section 100.11—19.

Document an understanding with the entity through the use
of an engagement letter, preferably signed by management,

14. In making a judgment about whether he or she is independent, the accountant
should be guided by the AICPA Code o fProfessional Conduct.
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regarding the services to be performed and the limitations on
the use of those financial statements. (Appendix D contains
“Compilation of Financial Statements Not Intended for
Third-Party Use—Illustrative Engagement Letter.”)

21 The documentation of the understanding should include
the following descriptions or statements:

The nature and limitations of the services to be performed.

A compilation is limited to presenting in the form of finan-
cial statements information that is the representation of
management.

The financial statements will not be audited or reviewed.

No opinion or any other form of assurance on the financial
statements will be provided.

Management has knowledge about the nature of the proce-
dures applied and the basis of accounting and assumptions
used in the preparation of the financial statements.

Acknowledgment of management's representation and agree-
ment that the financial statements are not to be used by third
parties.

The engagement cannot be relied upon to disclose errors,
fraud, or illegal acts.

The documentation of the understanding should also address
the following additional matters if applicable:

Material departures from GAAP or OCBOA may exist and
the effects of those departures, if any, on the financial state-
ments may not be disclosed.

Substantially all disclosures (and statement of cash flows, if
applicable) required by GAAP or OCBOA may be omitted.

Lack of independence.
Refer to supplementary information.

Such an understanding reduces the risk that the accountant or
the client may misinterpret the needs or expectations of the other
party. 1f the accountant believes an understanding with the client
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has not been established, he or she should decline to accept or per-
form the engagement.

.22 The accountant should include a reference on each page of
the financial statements restricting their use such as “Restricted
for Management’s Use Only,” or “Solely for the information and
use by the management of \name o fentity] and not intended to be
and should not be used by any other party.”

.23 If the accountant becomes aware that the financial state-
ments have been distributed to third parties, the accountant
should discuss the situation with the client and request that the
client have the statements returned. If the client does not comply
with this request within a reasonable period oftime, the accountant
should notify known third parties that the financial statements are
not intended for third-party use, preferably in consultation with his
or her attorney.

2. This Statement will be in effect for financial statements submitted
after December 31, 2000.
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APPENDIX A

Compilation of Financial Statements

Will you
submit NO
financial
statements?

YES

Are any
exemptions YES
from SSARS 1
applicable?

NO

Were you
engaged to YES
compile and report
on financial
statements?

NO

Do you
reasonably expect
a third
party to use the
compiled financial
statements?

YES

NO

SSARS 1, Compilation and Review of Financial Statements
(AICPA, Professional Standards, vol. 2, AR sec. 100),
is not applicable.

Follow the applicable guidance:

= SSARS 6, Reporting on Personal Financial Statements In-
cluded in Written Personal Financial Plans (AICPA, Pro-
fessional Standards, vol. 2, AR sec. 600)

« SSARS 3, Compilation Reports on Financial Statements

Included in Certain Prescribed Forms (AICPA, Profes-

sional Standards, vol. 2, AR sec. 300)

Interpretation No. 20, "Applicability of Statements on

Standards for Accounting and Review Services to Litiga-

tion Services," of SSARS 1

Follow the performance requirements in SSARS 1, AR Sec-
tions 100.05 and .07-.10.

AND follow reporting requirements in SSARS 1, AR Sec-
tions .11-.19.

Follow the performance requirements in AR Sections
100.05 and .07-.10.

AND follow the communication requirements in Sections
100.20.23:

« Compilation report, or

< Engagement letter, preferably signed by management
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APPENDIX D

Compilation of Financial Statements
Hot Intended for Third Party Use—
llustrative Engagement Letter

[Appropriate Salutation]

This letter is to confirm our understanding of the terms
and objectives of our engagement and the nature and limita-
tions of the services we will provide.

We will perform the following services:

1. We will compile, from information you provide, the
[monthly, quarterly, or otherfrequency] financial statements
of XYZ Company for the year 20XX. A compilation is
limited to presenting in the form of financial statements
information that is the representation of management.
We will not audit or review the financial statements and,
accordingly, will not express an opinion or any other form
of assurance on them. The financial statements will not
be accompanied by a report.

Based upon our discussions with you, these statements are for
management's use only and are not intended for third-party use.

Material departures from generally accepted accounting
principles (GAAP) or other comprehensive basis of accounting
(OCBOA) may exist and the effects of those departures, if any,
on the financial statements may not be disclosed. In addition
substantially all disclosures required by GAAP or OCBOA may
be omitted. (The accountant may wish to identify known depar-
tures.) Notwithstanding these limitations, you represent that
you have knowledge about the nature of the procedures applied
and the basis of accounting and assumptions used in the prepa-
ration of the financial statements that allows you to place the
financial information in the proper context. Further, you repre-
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sent and agree that the use of the financial statements will be
limited to members of management with similar knowledge.

The financial statements are intended solely for the informa-
tion and use of [include list o fspecified members o fmanagement]
and are not intended to be and should not be used by any other
party— [optional].

2. We will also [discussion o fother services—optional].

Our engagement cannot be relied upon to disclose errors,
fraud, or illegal acts that may exist. However, we will inform the
appropriate level of management of any material errors that
come to our attention and any fraud or illegal acts that come to
our attention, unless clearly inconsequential.

We are not independent with respect to [name o fentity—if
applicable].

The other data accompanying the financial statements are
presented only for supplementary analysis purposes and will be
compiled from information that is the representation of manage-
ment, without audit or review, and we do not express an opinion
or any other form of assurance on such data—[ifapplicable].

In view of the limitations described above, you agree not to
take or assist in any action seeking to hold us liable for damages
due to any deficiency in the financial statements we prepare and
you agree to hold us harmless from any liability and related legal
costs arising from any third-party use of the financial statements
in contravention of the terms of this agreement. [optional]

Our fees for these services [fill in].

Should you require financial statements for third-party use,
we would be pleased to discuss with you the requested level of
service. Such engagement would be considered separate and
not deemed to be part of the services described in this engage-
ment letter.
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If the foregoing is in accordance with your understanding,
please sign the copy of this letter in the space provided and return
it to us.*

Sincerely yours,

[Signature o faccountant]

Accepted and agreed to:
XYZ Company

Title
Date

* Some accountants prefer not to obtain an acknowledgment, in which case their let-
ter would omit the paragraph beginning “If the foregoing...” and the spaces for the
acknowledgment. The first paragraph of their letter might begin as follows: “This
letter sets forth our understanding of the terms and objectives of our engagement...”
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This Statement, titled Amendment to Statement on Standards for Accounting and
Review Services No. 1, Compilation and Review o fFinancial Statements, was adopted
by the assenting votes o fthe seven members o fthe Accountingand Review Services Com-
mittee, o fwhom one, Mr. Jones, assented with qualification.

Mr. Jones approves the issuance ofthis Statement, but qualifies his assent for paragraph
.20, which requires the accountant to document an understanding with the entity
through the use on an engagement letter, preferably signed by management, for com-
pilations not expected to be used by a third party when a compilation report will not
be issued. He believes the Statement should require the engagement letter to be signed
by both the accountant and management. The engagement letter documents the ac-
countant’s understanding with the entity, and management’s representation and agree-
ment that the financial statements are not to be used by third parties. The engagement
letter also documents that management has knowledge about the nature of the proce-
dures applied and the basis of accounting and assumptions used in the preparation of
the financial statements. Mr. Jones believes that an engagement letter signed by both
the accountant and management reduces the possibility of a misunderstanding.

Accounting and Review Services Committee
(1999- 2000)

Diane S. Conant, Chair Avrleen Thomas

Rhonda C. Arant Vice President

Andrew M. Cohen Professional Standards and Services
Richard A. Jones

J. Russell Madray Kim Gibson

Paul J. Murman, Jr. Technical Manager

R. David Smith Audit and Attest Standards
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