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Views expressed by ASB and ARSC members and AICPA employees are expressed 
for purposes of deliberation, providing member services and other purposes 
exclusive of practicing public accounting. The views expressed do not necessarily 
represent the official views of the AICPA unless otherwise noted. Official AICPA 
positions are determined through certain specific committee procedures, due process 
and deliberation.

Disclaimer



• Practitioner responsibility for information that accompanies an entity’s 
financial statements and the practitioner’s report

• Recently issued standards related to quality management

• SSARS No. 25, Materiality in a Review of Financial Statements and 
Adverse Conclusions

• SSARS No. 26, Quality Management for an Engagement Conducted in 
Accordance With SSARs

• Recent ARSC Activities 

Session will cover:



ARSC Mission and 
Members

ARSC is a senior 
committee of the AICPA 
designated by Council to 
issue pronouncements 
in connection with the 
unaudited financial 
statements or other 
unaudited financial 
information of a 
nonpublic entity. 

Top 100-400  Firms

Small 
Practitioners

Big Four Firms

Major Firm Group 
(top 100)

7 ARSC MEMBERS

2 2

30



Practitioner Responsibility for Information 
That Accompanies an Entity’s Financial 
Statements and the Related Report



SAS No. 137: Other Information
• Currently effective!!

• Supersedes AU-C section 720, Other Information in 
Documents Containing Audited Financial Statements

• Clarifies the auditor is required to apply procedures only to 
other information included in annual reports (or similar 
documents). 

• Revises work effort to require the accountant to remain alert 
for information that is misleading, including because it omits or 
obscures information necessary for a proper understanding of 
a matter disclosed in the other information

• Requires a separate section be included in the auditor’s report 
addressing OI



Auditor Responsibility for Information That Accompanies an 
Entity’s Financial Statements and the Auditor’s Report

• Information accompanies an entity’s financial statements and 
auditor’s report is either:

– Supplementary information 

– Required supplementary information (AU-C section 730)

• If SI:

– Included in an annual report apply AU-C section 720

– Engaged to opine on the SI in relation to the financial 
statements as a whole apply AU-C section 725

– Not OI and not engaged to issue IRT opinion, no 
performance or reporting requirements but best practice to 
read and consider and consider issuing disclaimer



Requirements Regarding Supplementary 
Information In SSARSs

• In a compilation or review, the practitioner is required to clearly 
indicate the degree of responsibility the practitioner is taking 
whenever supplementary information accompanies the 
financial statements and the practitioner’s report. 

• SSARSs allows for a separate report on the SI.



Recently issued quality 
management standards
SQMS Nos. 1 and 2, SAS No. 146, 
and SSARS 26



Statements on Quality Management Standards

• Statement on Quality Management Standards (SQMS) 
1, A Firm’s System of Quality Management

• SQMS 2, Engagement Quality Reviews (New!)

• SAS 146, Quality Management for Engagements 
Performed in Accordance with Generally Accepted 
Auditing Standards

• SSARS 26, Quality Management for an Engagement 
Conducted in Accordance with SSARSs

• Related conforming amendments

SQMS 2
(new)

AU-C 220 
(Revised)

SQMS 1 
(Previously 

SQCS 1)
Affects every firm that performs 
engagements in accordance with 

SASs, SSAEs or SSARS.



QM: Why Now?
• Proposed standards influenced by:

– Results of peer reviews

– Studies by other regulators and standard setters, including IAASB 
and PCAOB

• Updating the standards for advances and changes in the business 

environment since 2006

• Create a more scalable approach to quality for firms of all sizes

• Help firms identify and address risks specific to their practice – and 

therefore address potential issues with quality, consistency, leadership 

and governance



Key SQMS 1 Aspects

1. New risk-based approach focused on quality management

2. Revised components of the system of quality management

3. New risk assessment process

4. More robust leadership and governance requirements

5. Enhanced monitoring and remediation process

6. New requirements for networks and service providers

Key aspects that clarify and improve existing SQSC include:



Key SQMS 1 Changes from ED Proposals
1. Self- inspection 

• The ED proposes a requirement that inspections be performed by 

someone independent of the engagement team.

• Based on feedback, the ASB directed that self-inspection, while not 

optimal, would not be precluded. 

2. Cooling-off period for EQCR

• The ED proposes a requirement that the engagement partner have a 

two year cooling off period before becoming EQCR.

• Based on feedback, the ASB directed that no cooling-off period be 

required.

Risk assessment and safeguards approach to be taken



SQMS 1:  Risk Assessment Process

Establish 
quality 

objectives

• Some prescribed
• Additional or more granular if necessary

Identify and 
assess 

quality risks

Design and 
implement 
responses

• Prescribed responses
• Additional responses if 

necessary

• Understand factors that may adversely impact achieving 
objectives

• Consider how, and the degree to which, the factors may 
adversely affect achievement of quality objectives



Recently issued SSARs



SSARS No. 25, Materiality in a Review of Financial 
Statements and Adverse Conclusions 

– Issued – February 2020
– Amends AR-C sections 60, 70, 80, and 90

– Amendments to AR-C section 60 consist of moving 
definitions from service sections to the general principles; 
harmonizing definitions with auditing standards; and 
providing additional application guidance

– Amendments to AR-C section 80 consist of harmonizing 
reporting on f/s prepared in accordance with provisions of 
a contract with revised AR-C section 90 and providing 
additional application guidance

– Amendments to AR-C sections 70 and 90 are discussed in 
further detail later in this session.
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SSARS No. 25, Materiality in a Review of Financial 
Statements and Adverse Conclusions 

–Further converges AR-C section 90 with ISRE 2400 
(Revised)

–Minimizes differences with the auditing standards 
regarding consistent concepts

–Currently effective.  
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SSARS No. 26, Quality Management for an 
Engagement Conducted in Accordance With SSARSs

– Enhances certain concepts related to quality management 
for engagements performed in accordance with SSARSs

– Ensures that certain concepts related to quality 
management, where appropriate, are consistent between the 
auditing standards and SSARSs

– Includes a technical revision to the requirement to obtain an 
engagement letter in a review 

– Effective for engagements performed in accordance with 
SSARSs for periods ending on or after December 15, 2025.  
Early implementation is permitted.  Except the technical 
revision which was effective on issuance.
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Review of Financial Statements



Objective of a review

• The objective of a review is to obtain limited assurance
primarily by performing analytical procedures and
inquiries, as a basis for reporting whether the
accountant is aware of any material modifications that
should be made to the financial statements in order for
the statements to be in conformity with the applicable
financial reporting framework (for example, U.S. GAAP,
cash-basis or tax-basis).

• ACCOUNTANT ACCUMULATES REVIEW EVIDENCE
TO OBTAIN A LIMITED LEVEL OF ASSURANCE

• IS AN ASSURANCE ENGAGEMENT
20 20



Objective in an audit

• The objective of an audit is to obtain reasonable assurance about 
whether the financial statements as a whole are free from material 
misstatement, whether due to fraud or error, thereby enabling the 
auditor to express an opinion on whether the financial statements 
are prepared, in all material respects, in accordance with an 
applicable financial reporting framework (for example, U.S. GAAP, 
cash-basis, or tax-basis)

• AUDITOR ACCUMULATES AUDIT EVIDENCE TO OBTAIN A 
REASONABLE LEVEL OF ASSURANCE

• IS AN ASSURANCE ENGAGEMENT



Review Performance Procedures

• New SSARS 25 performance requirements:

– The accountant is required to plan and perform the 
review with professional skepticism, recognizing that 
circumstances may exist that cause the financial 
statements to be materially misstated.

– ARSC does not believe that this will result in a 
significant change in practice.

22 22



Review Performance Procedures

• New SSARS 25 performance requirements:

–Explicit requirement to determine materiality and apply 
this materiality in designing the procedures and 
evaluating the results obtained from those procedures.

–Also required, in obtaining sufficient appropriate 
review evidence as a basis for a conclusion on the 
financial statements as a whole, to design and 
perform the analytical procedures and inquires to 
address all material items in the financial statements, 
including disclosures.
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Review Performance Procedures

• New SSARS 25 performance requirements:

–ARSC does not believe that this will result in a 
significant change in practice because the accountant 
has always had to have an understanding of 
materiality in order to conclude (as stated in the 
accountant’s review report), that the accountant is not 
aware of any material modifications that should be 
made to the financial statements for them to be in 
accordance with the applicable financial reporting 
framework.

24 24



Review Performance Procedures

• Review procedures are tailored based on the accountant’s:

• Understanding of the industry

• Knowledge of the client

• Awareness of the risk that he or she may unknowingly 
fail to modify the accountant’s review report on f/s that 
are materially misstated

• A review engagement only requires an awareness of 
RMM. In contrast an audit requires a formal 
assessment of RMM.

25 25



Review Performance Procedures
• The accountant performs primarily analytical procedures and 

inquiries to obtain sufficient appropriate review evidence as the 
basis for a conclusion on the financial statements as a whole.

• In obtaining sufficient appropriate review evidence as the basis for a 
conclusion on the financial statements as a whole, the accountant is 
required to design and perform the analytical procedures and 
inquiries to address the following

– NEW FROM SSARS 25 - All material items in the financial 
statements, including disclosures

–areas in the financial statements where the accountant 
believes there are increased risks of material 
misstatements26 26



Review Performance Procedures

• If the accountant becomes aware of a matter that causes 
the accountant to believe the financial statements may be 
materially misstated, the accountant designs and performs 
additional procedures, as the accountant considers 
necessary in the circumstances, to be able to conclude on 
the financial statements.
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Review Performance Procedures

• SSARS 25 includes new required inquiries about:

– material commitments, contractual obligations, or 
contingencies that have affected or may affect the 
entity’s financial statements, including disclosures

– material nonmonetary transactions or transactions for no 
consideration in the financial reporting period under 
consideration

28 28



Review Performance Procedures
• SSARS 25 includes new:

– Requirement for the accountant, during the review, to 
remain alert for arrangements or information that may 
indicate the existence of related party relationships or 
transactions that management has not previously 
identified or disclosed to the accountant. If the 
accountant identifies significant transactions outside the 
entity’s normal course of business in the course of 
performing the review, the accountant is required to 
inquire of management about 

• the nature of those transactions, and

• whether related parties could be involved.29 29



SSARS 26 – Revised Review Reporting 
Requirement

• SSARS 26 revises the signature requirement with respect 
to the accountant’s review report to clarify that the report is 
required to be signed by the firm and not the CPA.

– Sole practitioners are defined in the quality management 
standards as a firm

– Does not preclude the CPA from personally signing in 
addition to the firm signature

– Results in consistency with the auditing and attestation 
standards
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SSARS 25 – New reporting requirements

• The accountant’s review report is required to include a 
statement that the accountant is required to be 
independent of the entity and to meet the accountant’s 
other ethical responsibilities, in accordance with the 
relevant ethical requirements relating to the review.  

– Consistent with the statement required in the auditor’s 
report in accordance with SAS No. 134.
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SSARS 25 – New reporting requirements

• If substantial doubt about the entity’s ability to continue as 
a going concern exists, include a separate section headed 
“Substantial Doubt About the Entity’s Ability to Continue as 
a Going Concern”

– Replaces required EOM but wording is similar

– Consistent with SAS 134

– No new performance requirements

32 32



SSARS 25 – New reporting requirements
• The separate section of the review report:

– Draws attention to the note in the financial statements 
that discloses 

– the conditions or events identified and management’s 
plans that deal with these conditions or events and 

– that these conditions or events indicate that 
substantial doubt exists about the entity’s ability to 
continue as a going concern for a reasonable period 
of time 

– States that the accountant’s conclusion is not modified 
with respect to the matter33 33



SSARS 25 – New reporting requirements
• If adequate disclosure about an entity’s ability to continue as a going 

concern for a reasonable period of time is not made in the financial 
statements, the accountant should do the following:

– Express a qualified or adverse conclusion, as appropriate.

– In the “Basis for Qualified (Adverse) Conclusion” section of the 
accountant’s review report, state that

– substantial doubt exists about the entity’s ability to continue as a 
going concern and that the financial statements do not 
adequately disclose this matter or 

– substantial doubt about the entity’s ability to continue as a going 
concern has been alleviated by management’s plans but the 
financial statements do not adequately disclose this matter.34

34



SSARS 25 – New reporting option

• Prior to the issuance of SSARS 25, the accountant was 
prohibited from modifying the standard report to include a 
statement that the financial statements are not in 
accordance with the applicable financial reporting 
framework (that is, an adverse conclusion).   

– ISRE 2400 (Revised) provides for the issuance of an 
adverse conclusion.
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SSARS 25 – New reporting option

• ARSC concluded that it was not in the public interest to 
prohibit the expression of an adverse conclusion when the 
accountant is aware that the financial statements are 
materially and pervasively misstated. 

– Although the accountant may withdraw from the 
engagement, users of the financial statements may not 
then be made aware of such misstatements.    

– Accountant is not precluded from withdrawing

36 36



Documentation in a Review Engagement

– Documentation provides the principal support for the 
representation in the review report that the accountant 
performed the review in accordance with SSARSs and 
the statement in the review report that, based upon the 
accountant’s review, the accountant is not aware of any 
material modifications that should be made to the 
financial statements in order for them to be in 
accordance with the applicable financial reporting 
framework. 
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Documentation in a Review Engagement
• Documentation must be prepared a timely manner

• Must be in sufficient detail to enable an experienced accountant, having no 

previous connection to the review, to understand the following:

• The nature, timing, and extent of the review procedures performed –

includes the analytical procedures expectations

• The review evidence obtained from the review procedures performed 

and the  accountant’s conclusions formed; and

• Significant matters arising during the review, the conclusions reached 

thereon, and significant professional judgments made in reaching 

those conclusions. 38 38



Documentation in a Review Engagement
• Specifically include :

• The engagement letter and representation letter

• Communications with management and TCWG (including any 

matters involving fraud or NOCLAR)

• Communications with other accountants that have audited or reviewed 

the financial statements of significant components

• How inconsistencies were addressed

• A copy of the reviewed financial statements and the accountant’s 

review report thereon
39 39



SSARS 26 – New Documentation 
Requirement

• SSARS 26 revises the documentation requirements for a 
review to require the accountant, if the engagement is 
subject to an engagement quality review, to record: 

– The identity of the engagement quality reviewer for the 
engagement and the date and extent of such review 

– That the engagement quality review has been completed 
before the release of the accountant’s review report

40 40



Preparation of Financial 
Statements



When Does Section 70 Apply?

• AR-C section 70 applies when the accountant is 
engaged to prepare f/s but not engaged to perform 
an audit, review, or compilation on those f/s

–Engaged is the equivalent of being “hired”

–Engaged does not mean obtaining an 
engagement letter

–Obtaining an engagement letter is a required 
procedure after being engaged!

–It is important to understand what the client 
has hired the CPA to do!



Audit

SASs
(AU-C)

Compilation

SAARSs
(AR-C Section 80)

Review

SAARSs
(AR-C Section 90)

Preparation

Preparation
of financial 
statements

SAARSs
(AR-C Section 70)

• Basis of accounting (GAAP, SPF)
• Code of conduct



Preparation of Financial Statements

• If management refuses or cannot include the “no 
assurance” legend, the accountant can:

• Issue a disclaimer report,

• Perform a compilation, or

• Resign.

• NEW FROM SSARS 25 – If the accountant 
resigns, the accountant is required to inform 
management of the reasons for resigning.

• Consistent with compilation and review 
requirements



Preparation of Financial Statements

• Preparation vs Bookkeeping Service
–SSARSs preparation service is required when the 

accountant is engaged to prepare financial 
statements

–It is important to understand what the client 
has hired the CPA to do!



Compilation Engagements



SSARSs 
Problem 
Areas

• Level of service provided is determined by the client (as 
advised by the practitioner in many cases)

• Major difference here is with a compilation engagement a 
report is always issued, with a preparation a “no 
assurance” legend is included on each page of the 
financial statements. If the accountant is unable to include 
a legend, a disclaimer may be issued

• Have users/third parties requested a report?

When does an engagement “shift” from a preparation service to a 
compilation engagement?



SSARS 26 – Revised Compilation Reporting 
Requirement
• Same as the previously discussed review reporting 

requirement

• SSARS 26 revises the signature requirement with respect 
to the accountant’s compilation report to clarify that the 
report is required to be signed by the firm and not the CPA.

– Sole practitioners are defined in the quality management 
standards as a firm

– Does not preclude the CPA from personally signing in 
addition to the firm signature

– Results in consistency with the auditing and attestation 
standards48 48



Current Activities of the ARSC



Current Activities of the ARSC

• Non-authoritative practice aid on analytical 
procedures in a review engagement

–Based on the Analytical Procedures Audit Guide

–Hopefully issued by the end of 2022

• Consideration of additional guidance/standards on 
the required application of AR-C section 70



Practice Aid- Analytical Procedures in a 
Review Engagement

• Purpose is to illustrate the importance of forming expectations and 

considering the precision of the expectation, two of the most 

misunderstood concepts when applying analytical procedures. 

These concepts are particularly important as the results of the 

accountant’s analytical procedures provide a substantial amount of 

the information used by the accountant to provide a reasonable 

basis for obtaining limited assurance. Understanding the precision 

of the expectation is vital as limited assurance, while less than 

reasonable assurance obtained in an audit, is a meaningful level of 

assurance which is more than minimal.



Practice Aid- Analytical Procedures in a 
Review Engagement

• In accordance with paragraph .25 of AR-C section 90, the 

accountant should design and perform the analytical procedures 

and inquiries to address all material items in the financial 

statements, including disclosures, and areas in the financial 

statements where the accountant believes there are increased risks 

of material misstatement.



Practice Aid- Analytical Procedures in a 
Review Engagement

• The effectiveness of analytical procedures depends on their 

precision. Precision is a measure of the closeness of the 

accountant’s expectation to the correct amount. The level of 

precision of expectations developed by the accountant in 

performing analytical procedures in connection with a review of 

financial statements may directly impact the level of assurance 

obtained by the performance of those analytical procedures. 

Therefore, the precision of expectations is a way the accountant 

can address areas where they believe there are increased risks of 

material misstatement.



Practice Aid- Analytical Procedures in a 
Review Engagement

Analytical Procedures Process: Four Phases 

1. Expectation Formation

2. Identification- Comparing Expectation with Recorded Amount

3. Inquiry

4. Evaluation



Practice Aid- Analytical Procedures in a 
Review Engagement

Developing Expectations 

1. Nature of the Account or Assertion

2. Reliability and Other Characteristics of the Data

3. Inherent Precision of the Expectation Method Used

• Trend Analysis 

• Ratio Analysis

• Reasonableness Testing

• Regression Analysis



Practice Aid- Analytical Procedures in a 
Review Engagement

Documentation

• The expectation used and the factors considered in its 

development.

• Results of the comparison with expectations

• Any inquiries of management and other review procedures relating 

to the investigation of fluctuations or relationships that are 

inconsistent with expectations, including management’s responses 

and accountant’s determination about the reasonableness of 

management’s responses.



Questions?

Accounting 
& Financial 
Reporting

Assurance 
& Advisory 
Services

Review

Audit & 
Attest

Financial 
Reporting 

Center
Compilation
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