GAAD

GUIDE

A Gomprehensive Restatement of
Standards for Auditing,
Attestation, Compilation, and Review

MARK . BEASLEY
JOSEPH V. CARCELLO




2013

GAAS GUIDE

A Comprehensive Restatement of Standards for Auditing, Attestation,
Compilation, and Review

MARK S. BEASLEY, Pu.D., CPA
JOSEPH V. CARCELLO, Pu.D., CPA

@CCH

a Wolters Kluwer business




This publication is designed to provide accurate and authoritative information in
regard to the subject matter covered. It is sold with the understanding that the
publisher is not engaged in rendering legal, accounting, or other professional
services. If legal advice or other professional assistance is required, the services of
a competent professional person should be sought.

—From a Declaration of Principles jointly adopted by a Committee of the
American Bar Association and a Committee of Publishers and Associations

ISBN: 978-0-8080-2947-2
ISSN: 1088-9159

© 2012 CCH. All Rights Reserved.
4025 W. Peterson Ave.

Chicago, IL 60646-6085

800 248 3248

CCHGroup.com

No claim is made to original government works; however, within this Product or
Publication, the following are subject to CCH’s copyright: (1) the gathering, compi-
lation, and arrangement of such government materials; (2) the magnetic translation
and digital conversion of data, if applicable; (3) the historical, statutory and other
notes and references; and (4) the commentary and other materials.

Portions of this work were published in a previous edition.
Printed in the United States of America

f SUSTAINABLE Certified Sourcing
' FORESTRY =~ — — — =
| INITIATIVE www.sfiprogram.org
\ SFI-01028




GAAS Guide
by Mark S. Beasley and Joseph V. Carcello

Highlights

CCH’s GAAS Guide highlights professional standards, including recent pro-
nouncements, for CPAs involved in audit, attestation, compilation, and review
engagements. The 2013 GAAS Guide includes detailed analyses of critical compo-
nents of the complete listing of Statements on Auditing Standards (SASs), State-
ments on Standards for Attestation Engagements, and Statements on Standards
for Accounting and Review Services, along with numerous practitioner aids that
can easily be incorporated into any CPA firm's practice.

2013 Edition

The 2013 Edition of CCH’s GAAS Guide has been updated to reflect the latest
available professional standards. Most importantly, it has been updated to reflect
changes in auditing standards and the related Codification of Statements on
Auditing Standards resulting from the Auditing Standards Board’s Clarity and
Convergence Project. This edition includes coverage of SAS-122 (essentially all
AU-C sections) (Clarification and Recodification), issued in October 2011,
SAS-123 (AU-C 200, AU-C 230, AU-C 260, AU-C 705, AU-C 720, AU-C 915, and
AU-C 935) (Omnibus Statement on Auditing Standards — 2011), issued in
October 2011, SAS-124 (AU-C 910) (Financial Statements Prepared in Accordance
with a Financial Reporting Framework Generally Accepted in Another Country),
issued in October 2011, and SAS-125 (AU-C 905) (Alert that Restricts the Use of
the Auditor’s Written Communication), issued in December 2011.

SAS-122 is particularly noteworthy as it represents the culmination of the
ASB'’s efforts to clarify the auditing standards and to largely converge its stan-
dards with the standards of the International Auditing and Assurance Standards
Board. As such, SAS-122 supersedes most of the existing auditing standards and
recodifies the clarified and converged standards in one place (essentially similar
to the design of SAS-1 many years ago). In addition, as part of its efforts, the ASB
has issued these new standards using a new codification numbering sequence.
That numbering system recodifies the former “AU” section numbers as desig-
nated by SAS Nos. 1-121 by using a new “AU-C” numbering. AU-C section
numbers are the same as the equivalent ISA numbers for clarified SASs that are
based on equivalent ISAs. AU-C section numbers for clarified SASs with no
equivalent ISAs have been assigned new numbers. The AU-C section number is a
temporary identifier to avoid confusion with references to existing “AU” sections
in AICPA Professional Standards, which remain effective through 2013. The
“AU-C"” identifier will revert to “AU” in 2014, by which time SAS-122 becomes
fully effective for all engagements. We adopt this new numbering sequence in
this year’s Guide. We believe that the 2013 edition of the GAAS Guide is among
the first commercially available products that covers the ASB’s clarified, con-
verged, and recodified auditing standards.
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The 2013 Edition of the GAAS Guide incorporates these new requirements

throughout the affected auditing standards and includes coverage of the
following:

e Statements on Auditing Standards Nos. 122 through 125

e Statements on Standards for Attestation Engagements Nos. 1 through 17,
including all issued interpretations

¢ Statements on Standards for Accounting and Review Services Nos. 1
through 20, including all issued interpretations

The extensive coverage of these AICPA standards is particularly relevant to
CPAs who serve nonpublic entity clients. The above standards represent those
applicable to nonpublic company engagements. The guidance contained in this
edition is also relevant to CPAs who serve public company clients. Although the
Public Company Accounting Oversight Board (PCAOB) is responsible for estab-
lishing professional standards applicable to audits of public companies, the
guidance contained in this edition is also directly relevant to CPAs serving public
companies because the PCAOB’s Interim Auditing Standards continue to em-
brace many of the provisions in the AICPA’s professional standards.

The 2013 GAAS Guide contains an appendix to help CPAs understand the
key provisions of changes affecting the auditing profession resulting from the
passage of the Sarbanes-Oxley Act of 2002 (SOX):

e Appendix A: The Sarbanes-Oxley Act of 2002 This appendix provides an
excellent one-source overview of the key provisions of SOX. CPAs wanting

a quick, reader-friendly summary of SOX'’s provisions will find this appen-
dix helpful.

To help CPAs recognize important unique considerations for audits of public
companies, this edition includes summaries of issues having implications for
audits of public companies. These summaries, labeled “Public Company Implica-
tion,” are incorporated throughout the coverage of the AICPA’s AU-Cs. CPAs
who audit public companies will find that these summaries help them identify
key differences between audits of public and nonpublic companies.

Owing to the attention focused on corporate scandals involving allegations
of fraudulent financial reporting, the need for auditors to detect material mis-
statements due to fraud is critical. To help sensitize CPAs to issues affecting
auditor responsibility for fraud, this edition contains “Fraud Pointers,” which
integrate fraud issues related to a particular professional standard’s requirement.
This should aid CPAs in considering fraud risks throughout the entire audit
engagement.

To keep CPAs abreast of potential changes affecting the AICPA Professional
Standards and other developments affecting auditing practice, this edition con-
tains overviews of outstanding exposure drafts. Throughout the book, highlights
labeled “Important Notice for 2013 explain key elements of potential changes,
including proposed redrafts of existing professional standards and other regula-
tory changes, alerting CPAs to issues that may affect their engagements.
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Sample letters, reports, and checklists on the free companion CD-ROM can
be printed and customized to meet your auditing needs.

Automate your CCH Engagement Guides with ProSystem fx
Engagement

By integrating your CCH Engagement Guides with ProSystem fx Engagement, you
can achieve a fully paperless audit workflow. ProSystem fx Engagement, a
member of the CCH ProSystem fx Office suite, enables firms to increase conve-
nience and efficiency by automating workpaper preparation, management, and
workflow within a state-of-the-art paperless engagement system. ProSystem fx
and CCH are pleased to offer this high-quality combination of software and
content to the accounting community. To sample ProSystem fx Engagement,

please call 1-800-PFX-9998, or visit the ProSystem fx web site at CCHGroup.com/
ProSystem.

CCH Learning Center

CCH's goal is to provide you with the clearest, most concise, and up-to-date
accounting and auditing information to help further your professional develop-
ment, as well as a convenient method to help you satisfy your continuing
professional education requirements. The CCH Learning Center’ offers a com-
plete line of self-study courses covering complex and constantly evolving ac-
counting and auditing issues. We are continually adding new courses to the
library to help you stay current on all the latest developments. The CCH
Learning Center courses are available 24 hours a day, seven days a week. You'll
get immediate exam results and certification. To view our complete accounting
and auditing course catalog, go to: http:/CCHGroup.LearningCenter.

Accounting Research Manager®

Accounting Research Manager® is the most comprehensive, up-to-date, and
objective online database of financial reporting literature. It includes all authori-
tative and proposed accounting, auditing, and SEC literature, plus independent,
expert-written interpretive guidance. And, in addition to our standard account-

ing and SEC libraries, you can enjoy the full spectrum of financial reporting with
our Audit library.

The Audit library covers auditing standards, attestation engagement stan-
dards, accounting and review services standards, audit risk alerts, and other vital
auditing-related guidance. You'll also have online access to our best-selling

" CCH is registered with the National Asso-
ciation of State Boards of Accountancy
(NASBA) as a sponsor of continuing profes-
sional education on the National Registry of
CPE Sponsors. Participating State boards of
accountancy have final authority on the ac-
ceptance of individual courses for CPE credit.
Complaints regarding registered sponsors
may be addressed to NASBA, 150 Fourth Ave-
nue North, Suite 700, Nashville, TN
37219-2417. Telephone: 615-880-4200.

* CCH is registered with the National
Association of State Boards of Accountancy
(NASBA) as a Quality Assurance Service
(QAS) sponsor of continuing professional ed-
ucation. Participating state boards of account-
ancy have final authority on the acceptance of
individual courses for CPE credit. Complaints
regarding QAS program sponsors may be ad-
dressed to National Registry of CPE Sponsors,
150 Fourth Avenue North, Suite 700, Nash-
ville, TN 37219-2417. Telephone: 615-880-4200.
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GAAS Practice Manual, Knowledge-Based Audits™ of Commercial Entities, Knowledge-
Based Audits™ of Employee Benefit Plans, Knowledge-Based Audits™ of Financial
Institutions, Knowledge-Based Compilations and Reviews, CPA’s Guide to Effective
Engagement Letters, CPA’s Guide to Management Letter Comments, and be kept up-
to-date on the latest authoritative literature via the GAAS Update Service.

With Accounting Research Manager®, you maximize the efficiency of your
research time, while enhancing your results. Learn more about our content and
our experts by visiting us at http:/www.accountingresearchmanager.com.

712
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Our Peer Review Policy

Thank you for purchasing the 2013 GAAS Guide. Each year we bring you the best
engagement guides available, with accompanying electronic audit documents
and practice aids. To confirm the technical accuracy and quality control of our
materials, CCH, a Wolters Kluwer business, voluntarily submitted to a peer

review of our publishing system and our publications (see the Peer Review
Statement on the following page).

In addition to peer review, our publications undergo strict technical and
content reviews by qualified practitioners. This ensures that our books, audit
documents, and practice aids meet “real world” standards and applicability.

Our publications are reviewed every step of the way—from conception to
production—to ensure that we bring you the finest guides on the market.

Updated annually, peer reviewed, technically accurate, convenient, and
practical—the 2013 GAAS Guide shows our commitment to creating books and
audit documentation you can trust.
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CERTIFIED PUBLIC ACCOUNTANTS

Quality Control Materials Review Report

November 12, 2009

Executive Board
CCH, a Wolters Kluwer business
and the National Peer Review Committee

We have reviewed the system of quality control for the development and maintenance of GAAS
Practice Manual (2010 Edition) (hereafter referred to as materials) of CCH, a Wolters Kluwer
business (the organization) and the resultant materials in effect at October 31, 2009. Our quality
control materials peer review was conducted in accordance with the Standards for Performing and
Reporting on Peer Reviews established by the Peer Review Board of the American Institute of
Certified Public Accountants. The organization is responsible for designing a system of quality
control and complying with it to provide users of the materials with reasonable assurance that the
materials are reliable aids to assist them in conforming with those professional standards that the
materials purport to p Our responsibility is to express an opinion on the design of the
system and the organization's compliance with that system based on our review. The nature,
objectives, scope, limitations of, and the procedures performed in a Quality Control Materials
Review are described in the standards at www.aicpa.org/prsummary.

In our opinion, the system of quality control for the development and maintenance of the quality
control materials of CCH, a Wolters Kluwer business was suitably designed and was being
complied with during the year ended October 31, 2009, to provide users of the materials with
reasonable assurance that the materials are reliable aids to assist them in conforming with those
professional standards the materials purport to encompass. Also, in our opinion, the quality control
materials referred to above are reliable aids at October 31, 2009. Organizations can receive a rating
of pass, pass with deficiency(ies), or fail. CCH, a Wolters Kluwer business has received a peer
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CALDWELL, BECKER, DERVIN, PETRICK & CO., L.L.P.

20750 Ventura Boulevard, Suite 140 » Woodland Hills, CA 91364
(818) 704-1040 * FAX (818) 704-5536
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Preface

CCH’s 2013 GAAS Guide describes the engagement standards, practices, and
procedures in use today, including Statements on Auditing Standards (SASs) and
their Interpretations, Statements on Standards for Attestation Engagements
(SSAEs) and their Interpretations, and Statements on Standards on Accounting
and Review Services (SSARS) and their Interpretations.

The 2013 Edition of the GAAS Guide has been updated to reflect the latest
available professional standards. Most importantly, it has been updated to reflect
changes in auditing standards and the related Codification of Statements on
Auditing Standards resulting from the Auditing Standards Board’s (ASB) Clarity
and Convergence Project. This edition includes coverage of SAS-122 (essentially
all of the AU-C sections) (Clarification and Recodification), issued in October
2011, SAS-123 (AU-200, AU-C 230, AU-C 260, AU-C 705, AU-C 720, AU-915, and
AU-C 935) (Omnibus Statement on Auditing Standards — 2011), issued in
October 2011, SAS-124 (AU-C 910) (Financial Statements Prepared in Accordance
with a Financial Reporting Framework Generally Accepted in Another Country),
issued in October 2011, and SAS-125 (AU-C 905) (Alert that Restricts the Use of
the Auditor’s Written Communication), issued in December 2011.

SAS-122 is particularly noteworthy as it represents the culmination of the
ASB's efforts to clarify the auditing standards and to largely converge its stan-
dards with the standards of the International Auditing and Assurance Standards
Board (IAASB). As such, SAS-122 supersedes most of the existing auditing
standards and recodifies the clarified and converged standards in one place
(essentially similar to the design of SAS-1 many years ago). In addition, as part of
its efforts, the ASB has issued these new standards using a new codification
numbering sequence, which we adopt in this year’s Guide. That numbering
system recodifies the former “AU” section numbers as designated by SAS Nos.
1-121 by using a new “AU-C” numbering. AU-C section numbers are the same
as the equivalent ISA numbers for clarified SASs that are based on equivalent
ISAs. AU-C section numbers for clarified SASs with no equivalent ISAs have
been assigned new numbers. The AU-C section number is a temporary identifier
to avoid confusion with references to existing “AU” sections in AICPA Profes-
sional Standards, which remain effective through 2013. The “AU-C” identifier
will revert to “AU” in 2014, by which time SAS-122 becomes fully effective for all
engagements. We believe that the 2013 edition of the GAAS Guide is among the
first commercially available products that covers the ASB’s clarified, converged,
and recodified auditing standards.

The GAAS Guide incorporates these new requirements throughout the af-
fected auditing standards and includes coverage of AICPA pronouncements up
through the following standards:

e SAS-121 (AU-C 905) (Alert that Restricts the Use of the Auditor’s Written
Communication)

® SSAE-17 (AT 301) (Reporting on Compiled Prospective Financial Statements
When the Practitioner’s Independence Is Impaired)
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® SSARS-20 (Revised Applicability of Statements on Standards for Account-
ing and Review Services)

All the exhibit materials in the book appear on the accompanying CD-ROM.
All the sample letters, reports, and checklists found in this guide can be printed
and customized to meet all your auditing, attestation, compilation, and review
engagement needs.

Each section is organized using a consistent structure that is simple and
insightful. The opening of each section begins with a list of ‘“Authoritative
Pronouncements” that identifies the specific professional standards pertinent to
that section. That list is followed by an “Overview” that highlights key provi-
sions of the relevant section, followed by “Definitions,” then by ‘“Requirements”’
that identify the essential professional responsibilities that must be satisfied in
each part of your engagement. Next, under the label “Analysis and Application
of Procedures,” you will find a concise discussion of how each specific require-
ment should be applied. Finally, many of the sections contain “‘Practitioner

Aids” to help you apply the promulgated standards to your specific
engagements.

A continuing feature of the 2013 Edition is the inclusion throughout most
sections of additional insights to help you identify unique issues related to your
implementation of the professional standards requirements, including sugges-
tions to help you better plan and execute your engagements. This highlighted
guidance is summarized as one of the following:

* Engagement Strategy

® Fraud Pointer

¢ Important Notice for 2013

® Observation

® Planning Aid Reminder

® Public Company Implication

These highlights are easy to find and can help you understand many of the
important subtleties contained in the professional standards guidance.

The AICPA’s Auditing Standards Board issues auditing standards applicable
to the audits of nonpublic companies. The 2013 GAAS Guide contains up-to-date
AICPA professional standard guidance applicable to those engagements.

The Public Company Accounting Oversight Board (PCAOB), which was
created by the Sarbanes-Oxley Act of 2002 (SOX), announced that the PCAOB
“will establish auditing and other professional standards for registered public
accounting firms.” The PCAOB adopted all existing Statements on Auditing
Standards (SASs) in effect as of April 16, 2003 (up through SAS-101) as its Interim
Auditing Standards. As a result, much of the guidance contained in this 2013
Edition is relevant to auditors of public companies. The 2013 Edition contains

Public Company Implications, which highlight issues that are unique for audits
of public companies.
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To help CPAs understand the impact of the Sarbanes-Oxley Act of 2002, we
have included an appendix that highlights key provisions of the act:

e Appendix A: The Sarbanes Oxley Act of 2002 This appendix provides an
excellent one-source overview of the key provisions of SOX. CPAs wanting
a quick and reader-friendly summary of SOX'’s provisions will find this
appendix helpful.

The PCAOB has issued its own auditing standards that apply to audits of
financial statements of public companies. As the 2013 Edition of the GAAS Guide
went to press the PCAOB had issued 15 PCAOB Auditing Standards (one of
which has been superseded). Although the PCAOB Auditing Standards continue
to embrace SAS-1 through SAS-101 as the PCAOB’s “Interim Auditing Stan-
dards,” auditors of public companies should continue to monitor the standards-
setting activities of the PCAOB.

This 2013 Edition continues to provide what has always been the most
important feature of the GAAS Guide—readability. The utmost care has been
exercised to avoid the difficult language and organization of many of the original
pronouncements. Essential material is placed at your fingertips for quick integra-
tion into your practice. There is no more need to wonder exactly what a standard
means or how it is to be used in a real engagement.

Acknowledgments
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