
Review of Financial Statements 2565

AR Section 90

Review of Financial Statements

Issue date, unless otherwise indicated: December 2009
See section 9090 for interpretations of this section.

Source: SSARS No. 19; SSARS No. 20.

.01 This section establishes standards and provides guidance on reviews of
financial statements. The accountant is required to comply with the provisions
of this section whenever he or she has been engaged to review financial state-
ments, except for reviews of interim financial information if the following are
true:

a. The entity's latest annual financial statements have been audited
by the accountant or a predecessor.

b. The accountant either
i. has been engaged to audit the entity's current year finan-

cial statements, or
ii. audited the entity's latest annual financial statements

and, when it is expected that the current year financial
statements will be audited, the appointment of another ac-
countant to audit the current year financial statements is
not effective prior to the beginning of the period covered
by the review.

c. The entity prepares its interim financial information in accor-
dance with the same financial reporting framework as that used
to prepare the annual financial statements.

Accountants engaged to perform reviews of interim financial information when
the conditions in (a)–(c) are met should perform such reviews in accordance
with AU-C section 930, Interim Financial Information. [As amended, effective
for reviews of financial statements for periods beginning after December 15,
2011, by SSARS No. 20. Revised, December 2012, to reflect conforming changes
necessary due to the issuance of SAS Nos. 122–126.]

.02 The accountant is precluded from performing a review engagement if
the accountant's independence is impaired for any reason. In making a judg-
ment about whether he or she is independent, the accountant should be guided
by the AICPA's Code of Professional Conduct.

Establishing an Understanding
.03 The accountant should establish an understanding with management

regarding the services to be performed for review engagements1 and should
document the understanding through a written communication with manage-
ment. Such an understanding reduces the risk that either the accountant or

1 See paragraph .29 of QC section 10, A Firm's System of Quality Control. [Footnote revised,
December 2012, to reflect conforming changes necessary due to the issuance of SQCS No. 8.]
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management may misinterpret the needs or expectations of the other party. For
example, it reduces the risk that management may inappropriately rely on the
accountant to protect the entity against certain risks or to perform certain func-
tions that are management's responsibility. The accountant should ensure that
the understanding includes the objectives of the engagement, management's
responsibilities, the accountant's responsibilities, and the limitations of the en-
gagement. In some cases, the accountant may establish such understanding
with those charged with governance.

.04 An understanding with management and, if applicable, those charged
with governance regarding a review of financial statements should include the
following matters:

• The objective of a review is to obtain limited assurance that there
are no 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.

• Management is responsible for the preparation and fair presenta-
tion of the financial statements in accordance with the applicable
financial reporting framework.

• Management is responsible for designing, implementing, and
maintaining internal control relevant to the preparation and fair
presentation of the financial statements.

• Management is responsible to prevent and detect fraud.

• Management is responsible for identifying and ensuring that the
entity complies with the laws and regulations applicable to its ac-
tivities.

• Management is responsible for making all financial records and
related information available to the accountant.

• Management will provide the accountant, at the conclusion of the
engagement, with a letter that confirms certain representations
made during the review.

• The accountant is responsible for conducting the engagement in
accordance with SSARSs issued by the AICPA.

• A review includes primarily applying analytical procedures to
management's financial data and making inquiries of company
management.

• A review is substantially less in scope than an audit, the objective
of which is the expression of an opinion regarding the financial
statements as a whole. A review does not contemplate obtaining
an understanding of the entity's internal control; assessing fraud
risk; testing accounting records by obtaining sufficient appropri-
ate audit evidence through inspection, observation, confirmation,
or the examination of source documents (for example, cancelled
checks or bank images); or other procedures ordinarily performed
in an audit. Accordingly, the accountant will not express an opin-
ion regarding the financial statements as a whole.
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• The engagement cannot be relied upon to disclose errors, fraud,2
or illegal acts.3

• The accountant will inform the appropriate level of management
of any material errors and of any evidence or information that
comes to the accountant's attention during the performance of re-
view procedures that fraud or an illegal act may have occurred.4
The accountant need not report any matters regarding illegal acts
that may have occurred that are clearly inconsequential and may
reach agreement in advance with the entity on the nature of any
such matters to be communicated.

These matters should be communicated in the form of an engagement letter.
An example of an engagement letter for a review of financial statements is
presented in Review Exhibit A, "Illustrative Engagement Letter."

.05 An understanding with management or, if applicable, those charged
with governance also may include other matters, such as the following:

• Fees and billings

• Any limitation of or other arrangements regarding the liability of
the accountant or the client, such as indemnification to the accoun-
tant for liability arising from knowing misrepresentations to the
accountant by management (regulators may restrict or prohibit
such liability limitation arrangements)

• Conditions under which access to review documentation may be
granted to others

• Additional services to be provided relating to regulatory require-
ments

.06 The engagement letter also should address the following additional
matters if applicable:

• Material departures from the applicable financial reporting
framework may exist, and the effects of those departures, if any,
on the financial statements may not be disclosed.

• Reference to supplementary information.

Review Performance Requirements
.07 The performance of a review engagement requires that the accoun-

tant perform procedures designed to accumulate review evidence that will
provide a reasonable basis for obtaining limited assurance that there are no
material modifications that should be made to the financial statements in order
for the statements to be in conformity with the applicable financial reporting

2 For purposes of this section, fraud is an intentional act that results in a misstatement in re-
viewed financial statements.

3 For purposes of this section, illegal acts are violations of laws or government regulations, ex-
cluding fraud.

4 Whether an act is, in fact, fraudulent or illegal is a determination that is normally beyond the
accountant's professional competence. An accountant, in reporting on financial statements, presents
himself or herself as one who is proficient in accounting and review services. The accountant's train-
ing, experience, and understanding of the client and its industry may provide a basis for recognition
that some client acts coming to his or her attention may be fraudulent or illegal. However, the deter-
mination as to whether a particular act is fraudulent or illegal would generally be based on the advice
of an informed expert qualified to practice law or may have to await final determination by a court of
law.
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framework. The accountant should apply professional judgment in determin-
ing the specific nature, timing, and extent of review procedures. Such proce-
dures should be tailored based on the accountant's understanding of the indus-
try in which the client operates and the accountant's knowledge of the entity.
Review evidence obtained through the performance of analytical procedures
and inquiry will ordinarily provide the accountant with a reasonable basis for
obtaining limited assurance. However, the accountant should perform addi-
tional procedures if the accountant determines such procedures to be necessary
to obtain limited assurance that the financial statements are not materially
misstated.

Understanding of the Industry
.08 The accountant should possess an understanding of the industry in

which the client operates, including the accounting principles and practices
generally used in the industry sufficient to assist the accountant with deter-
mining the specific nature, timing, and extent of review procedures to be per-
formed.

.09 The requirement that the accountant possess a level of knowledge of
the industry in which the entity operates does not prevent the accountant from
accepting a review engagement for an entity in an industry with which the ac-
countant has no previous experience. It does, however, place upon the accoun-
tant a responsibility to obtain the required level of knowledge. The accountant
may do so, for example, by consulting AICPA guides, industry publications, fi-
nancial statements of other entities in the industry, textbooks and periodicals,
appropriate continuing professional education, or individuals knowledgeable
about the industry.

Knowledge of the Client
.10 The accountant should obtain knowledge about the client sufficient to

assist the accountant with determining the specific nature, timing, and extent
of review procedures to be performed. That knowledge should include the fol-
lowing:

• An understanding of the client's business

• An understanding of the accounting principles and practices used
by the client

.11 In obtaining an understanding of the client's business, the accountant
should have a general understanding of the client's organization; its operating
characteristics; and the nature of its assets, liabilities, revenues, and expenses.
The accountant's understanding of an entity's business is ordinarily obtained
through experience with the entity or its industry and inquiry of the entity's
personnel.

.12 The accountant should understand the accounting principles and prac-
tices used by the client in measuring, recognizing, recording, and disclosing all
significant accounts and disclosures in the financial statements. The accoun-
tant may obtain an understanding of the accounting policies and procedures
used by management through inquiry, the review of client prepared documents,
or experience with the client.

.13 In obtaining this understanding of the client's accounting policies and
practices, the accountant should be alert to unusual accounting policies and
procedures that come to the accountant's attention as a result of his or her
knowledge of the industry.
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Designing and Performing Review Procedures
.14 Based on

a. the accountant's understanding of the industry,
b. his or her knowledge of the client, and
c. his or her awareness of the risk that he or she may unknowingly

fail to modify the accountant's review report on financial state-
ments that are materially misstated,

the accountant should design and perform analytical procedures and make in-
quiries and perform other procedures, as appropriate, to accumulate review ev-
idence in obtaining limited assurance that there are no 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.

.15 The accountant should focus the analytical procedures and inquiries
in those areas where the accountant believes there are increased risks of mis-
statements. The results of the accountant's analytical procedures and inquiries
may modify the accountant's risk awareness. For example, the response to an
inquiry that cash has not been reconciled for several months may revise the
accountant's awareness of risks relative to the cash account.

Analytical Procedures
.16 Understanding financial and nonfinancial relationships is essential in

evaluating the results of analytical procedures, and generally requires knowl-
edge of the client and the industry in which the client operates. An understand-
ing of the purposes of analytical procedures and the limitations of those proce-
dures also is important. Accordingly, the identification of the relationships and
types of data used, as well as conclusions reached when recorded amounts are
compared to expectations, requires judgment by the accountant.

.17 Analytical procedures involve comparisons of expectations developed
by the accountant to recorded amounts or ratios developed from recorded
amounts. The accountant develops such expectations by identifying and us-
ing plausible relationships that are reasonably expected to exist based on the
accountant's understanding of the industry in which the client operates and
knowledge of the client. Following are examples of sources of information for
developing expectations:

a. Financial information for comparable prior period(s), giving con-
sideration to known changes

b. Anticipated results (for example, budgets or forecasts, including
extrapolations from interim or annual data)

c. Relationships among elements of financial information within the
period

d. Information regarding the industry in which the client operates
(for example, gross margin information)

e. Relationships of financial information with relevant nonfinancial
information (for example, payroll costs to number of employees)

Analytical procedures may be performed at the financial statement level or
at the detailed account level. The nature, timing, and extent of the analytical
procedures are a matter of professional judgment.

.18 If analytical procedures performed identify fluctuations or relation-
ships that are inconsistent with other relevant information or that differ from
expected values by a significant amount, the accountant should investigate
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these differences by inquiring of management and performing other procedures
as necessary in the circumstances. Review evidence relevant to management's
responses may be obtained by evaluating those responses, taking into account
the accountant's understanding of the entity and its environment, along with
other review evidence obtained during the course of the review. Although the
accountant is not required to corroborate management's responses with other
evidence, the accountant may need to perform other procedures when, for ex-
ample, management is unable to provide an explanation, or the explanation,
together with review evidence obtained relevant to management's response, is
not considered adequate.

Inquiries and Other Review Procedures
.19 The accountant should consider performing the following:

a. Inquire of members of management who have responsibility for
financial and accounting matters concerning the following:

i. Whether the financial statements have been prepared in
conformity with the applicable financial reporting frame-
work

ii. The entity's accounting principles and practices and the
methods followed in applying them and the entity's pro-
cedures for recording, classifying, and summarizing trans-
actions and accumulating information for disclosure in the
financial statements

iii. Unusual or complex situations that may have an effect on
the financial statements

iv. Significant transactions occurring or recognized near the
end of the reporting period

v. The status of uncorrected misstatements identified during
the previous engagement

vi. Questions that have arisen in the course of applying the
review procedures

vii. Events subsequent to the date of the financial statements
that could have a material effect on the financial state-
ments

viii. Their knowledge of any fraud or suspected fraud affect-
ing the entity involving management or others where the
fraud could have a material effect on the financial state-
ments (for example, communications received from em-
ployees, former employees, or others)

ix. Significant journal entries and other adjustments

x. Communications from regulatory agencies

In addition to members of management who have responsibil-
ity for financial and accounting matters, the accountant may de-
termine to direct inquiries to others within the entity and those
charged with governance, if appropriate.
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b. Inquire concerning actions taken at meetings of stockholders, the
board of directors, committees of the board of directors, or compa-
rable meetings that may affect the financial statements

c. Read the financial statements to consider, on the basis of infor-
mation coming to the accountant's attention, whether the finan-
cial statements appear to conform with the applicable financial
reporting framework

d. Obtain reports from other accountants, if any, who have been en-
gaged to audit or review the financial statements of significant
components of the reporting entity, its subsidiaries, and other
investees5

.20 The accountant ordinarily is not required to corroborate management's
responses with other evidence; however, the accountant should consider the
reasonableness and consistency of management's responses in light of the re-
sults of other review procedures and the accountant's knowledge of the client's
business and the industry in which it operates.

Incorrect, Incomplete, or Otherwise Unsatisfactory Information
.21 During the performance of review procedures, the accountant may be-

come aware that information coming to his or her attention is incorrect, in-
complete, or otherwise unsatisfactory. In such instances, the accountant should
request that management consider the effect of these matters on the financial
statements and communicate the results of its consideration to the accountant.
The accountant should consider the results communicated to the accountant by
management and the effect, if any, on the accountant's review report. If the ac-
countant believes the financial statements may be materially misstated, the
accountant should perform additional procedures deemed necessary to obtain
limited assurance that there are no 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. If the accountant concludes that
the financial statements are materially misstated, the accountant should fol-
low the guidance in paragraphs .34–.36 with respect to departures from the
applicable financial reporting framework.

Management Representations
.22 Written representations are required from management for all finan-

cial statements and periods covered by the accountant's review report. For ex-
ample, if comparative financial statements are reported on, the representations
obtained at the completion of the most recent review should address all periods
being reported on. If current management was not present during all periods
covered by the accountant's report, the accountant should nevertheless obtain
written representations from current management for all such periods. The
specific written representations obtained by the accountant will depend on the
circumstances of the engagement and the nature and basis of presentation of
the financial statements. Written representations from management ordinarily

5 The financial statements of the reporting entity ordinarily include an accounting for all signifi-
cant components, such as unconsolidated subsidiaries and investees. If other accountants are engaged
to audit or review the financial statements of such components, the accountant will require reports
from the other accountants as a basis, in part, for the accountant's review report with respect to the
review of the financial statements of the reporting entity. The accountant may decide to make refer-
ence to the work of other accountants in the accountant's review report on the financial statements.
If such reference is made, the report should indicate the magnitude of the portion of the financial
statements audited or reviewed by the other accountants.
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confirm representations explicitly or implicitly given to the accountant, indicate
and document the continuing appropriateness of such representations, and re-
duce the possibility of misunderstanding concerning the matters that are the
subject of the representations. The accountant should request that manage-
ment provide a written representation related to the following matters:

a. Management's acknowledgment of its responsibility for the
preparation and fair presentation of the financial statements in
accordance with the applicable financial reporting framework

b. Management's belief that the financial statements are fairly
presented in accordance with the applicable financial reporting
framework

c. Management's acknowledgement of its responsibility for design-
ing, implementing, and maintaining internal control relevant to
the preparation and fair presentation of the financial statements

d. Management's acknowledgement of its responsibility to prevent
and detect fraud

e. Knowledge of any fraud or suspected fraud affecting the entity
involving management or others where the fraud could have a
material effect on the financial statements, including any commu-
nications received from employees, former employees, or others

f. Management's full and truthful response to all inquiries
g. Completeness of information
h. Information concerning subsequent events

The representation letter ordinarily should be tailored to include additional ap-
propriate representations from management relating to matters specific to the
entity's business or industry.6 An illustrative representation letter is presented
in Review Exhibit B, "Illustrative Representation Letter."

.23 Circumstances exist in which the accountant should consider obtain-
ing an updating representation letter from management (for example, the ac-
countant obtains a management representation letter after completion of in-
quiry and analytical review procedures, but does not issue the review report for
a significant period of time thereafter, or a material subsequent event occurs
after the completion of inquiry and analytical review procedures, including ob-
taining the original management representation letter, but before the issuance
of the report on the reviewed financial statements). In addition, if a predeces-
sor accountant is requested to reissue the report on the financial statements
of a prior period and those financial statements are to be presented on a com-
parative basis with reviewed financial statements of a subsequent period, the
predecessor accountant should obtain an updating representation letter from
the management of the former client.7 The updating management representa-
tion letter should state (a) whether any information has come to management's
attention that would cause management to believe that any of the previous rep-
resentations should be modified and (b) whether any events have occurred sub-
sequent to the balance-sheet date of the latest financial statements reported on
by the accountant that would require adjustment to or disclosure in those finan-
cial statements. An illustrative updating management representation letter is
contained in Review Exhibit C, "Illustrative Updating Management Represen-
tation Letter."

6 The accountant is not precluded from obtaining representations regarding services performed
in addition to the review engagement.

7 See paragraphs .20–.24 of section 200, Reporting on Comparative Financial Statements.
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.24 Because the accountant is concerned with events occurring through the
date of the report that may require adjustment to or disclosure in the financial
statements, management's representations set forth in the management repre-
sentation letter should be made as of the date of the accountant's review report.
The accountant need not be in physical receipt of the management representa-
tion letter as of the date of the accountant's review report, provided that man-
agement has acknowledged that they will sign the representation letter without
modification and it is received prior to the release of the report. The manage-
ment representation letter should be addressed to the accountant. The letter
should be signed by those members of management whom the accountant be-
lieves are responsible for and knowledgeable about (directly or through others
in the organization) the matters covered in the representation letter. Normally,
the chief executive officer and chief financial officer or others with equivalent
positions in the entity should sign the representation letter.

Documentation in a Review Engagement
.25 The accountant should prepare documentation in connection with each

review engagement in sufficient detail to provide a clear understanding of the
work performed (including the nature, timing, extent, and results of review
procedures performed); the review evidence obtained and its source; and the
conclusions reached. Documentation does the following:

a. Provides the principal support for the representation in the ac-
countant's review report that the accountant performed the re-
view in accordance with SSARSs

b. Provides the principal support for the conclusion that the accoun-
tant is not aware of any material modifications that should be
made to the financial statements in order for them to be in con-
formity with the applicable financial reporting framework

.26 The form, content, and extent of documentation depend on the circum-
stances of the engagement, the methodology and tools used, and the accoun-
tant's professional judgment. The accountant's documentation should include
the following:

• The engagement letter documenting the understanding with the
client.

• The analytical procedures performed, including the following:

— The expectations, when the expectations are not otherwise
readily determinable from the documentation of the work
performed, and the factors considered in the development
of the expectations

— Results of the comparison of the expectations to the
recorded amounts or ratios developed from recorded
amounts

— Management's responses to the accountant's inquiries re-
garding fluctuations or relationships that are inconsistent
with other relevant information or that differ from ex-
pected values by a significant amount

• Any additional review procedures performed in response to signif-
icant unexpected differences arising from analytical procedures
and the results of such additional procedures.

• The significant matters covered in the accountant's inquiry proce-
dures and the responses thereto. The accountant may document
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the matters covered by the accountant's inquiry procedures and
the responses thereto through a memorandum, checklist, or other
means.

• Any findings or issues that, in the accountant's judgment, are sig-
nificant (for example, the results of review procedures that indi-
cate the financial statements could be materially misstated, in-
cluding actions taken to address such findings, and the basis for
the final conclusions reached).

• Significant unusual matters that the accountant considered dur-
ing the performance of the review procedures, including their dis-
position.

• Communications, whether oral or written, to the appropriate level
of management regarding fraud or illegal acts that come to the
accountant's attention.

• The representation letter.

The accountant is not precluded from supporting the review report by other
means in addition to the review documentation. Such other means might in-
clude written documentation contained in other engagement files (for example,
compilation or nonattest services) or quality control files (for example, consul-
tation files) and, in limited situations, oral explanations. Oral explanations on
their own do not represent sufficient support for the work the accountant per-
formed or conclusions the accountant reached but may be used by the accoun-
tant to clarify or explain information contained in the documentation.

Reporting on the Financial Statements
.27 Financial statements reviewed by an accountant should be accompa-

nied by a written report. The accountant's objective in reporting on the financial
statements is to prevent misinterpretation of the degree of responsibility the
accountant is assuming when his or her name is associated with the financial
statements.

.28 The basic elements of the report are as follows:

a. Title. The accountant's review report should have a title that
clearly indicates that it is the accountant's review report and in-
cludes the word independent. An appropriate title would be "In-
dependent Accountant's Review Report."

b. Addressee. The accountant's report should be addressed as re-
quired by the circumstances of the engagement.

c. Introductory paragraph. The introductory paragraph in the ac-
countant's report should

i. identify the entity whose financial statements have been
reviewed;

ii. state that the financial statements have been reviewed;
iii. identify the financial statements; that have been re-

viewed;
iv. specify the date or period covered by the financial state-

ments;
v. include a statement that a review includes primarily ap-

plying analytical procedures to management's (owners') fi-
nancial data and making inquiries of company manage-
ment (owners); and
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vi. include a statement that a review is substantially less in
scope than an audit, the objective of which is the expres-
sion of an opinion regarding the financial statements as a
whole, and that, accordingly, the accountant does not ex-
press such an opinion.

d. Management's responsibility for the financial statements. A state-
ment that management (owners) is (are) responsible for the
preparation and fair presentation of the financial statements in
accordance with the applicable financial reporting framework and
for designing, implementing, and maintaining internal control
relevant to the preparation and fair presentation of the financial
statements.

e. Accountant's responsibility. A statement that the accountant's re-
sponsibility is to conduct the review in accordance with SSARSs
issued by the AICPA.

A statement that those standards require the accountant to per-
form the procedures to obtain limited assurance that there are
no material modifications that should be made to the financial
statements.

A statement that the accountant believes that the results of his
or her procedures provide a reasonable basis for his or her report.

f. Results of engagement. A statement that, based on his or her
review, the accountant is not aware of any material modifica-
tions that should be made to the financial statements in order for
them to be in conformity with the applicable financial reporting
framework, other than those modifications, if any, indicated in the
report.

g. Signature of the accountant. The manual or printed signature of
the accounting firm or the accountant as appropriate.

h. Date of the accountant's report. The date of the review report (the
accountant's review report should not be dated earlier than the
date on which the accountant has accumulated review evidence
sufficient to provide a reasonable basis for concluding that the ac-
countant has obtained limited assurance that there are no mate-
rial modifications that should be made to the financial statements
in order for the statements to be in conformity with the applicable
financial reporting framework).

See Review Exhibit D, "Illustrative Review Reports," for examples of review
reports.

.29 Each page of the financial statements reviewed by the accountant
should include a reference, such as "See Independent Accountant's Review
Report."

.30 When the accountant is unable to perform the inquiry and analytical
procedures he or she considers necessary to obtain limited assurance that there
are no material modifications that should be made to the financial statements
in order for the statements to be in conformity with the applicable financial re-
porting framework, or the client does not provide the accountant with a repre-
sentation letter, the review will be incomplete. A review that is incomplete does
not provide an adequate basis for issuing a review report. In such a situation,
the accountant should consider the matters discussed in paragraphs .56–.61
of section 80, Compilation of Financial Statements, in deciding whether it is
appropriate to issue a compilation report on the financial statements.
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.31 The accountant may be asked to issue a review report on one financial
statement, such as a balance sheet, and not on other related financial state-
ments, such as the statements of income, retained earnings, and cash flows.
The accountant may do so if the scope of his or her inquiry and analytical pro-
cedures has not been restricted.

.32 Financial statements prepared in accordance with an OCBOA are not
considered appropriate in form unless the financial statements include

• a description of the OCBOA, including a summary of significant
accounting policies and a description of the primary differences
from GAAP. The effects of the differences need not be quantified.

• informative disclosures similar to those required by GAAP if the
financial statements contain items that are the same as, or simi-
lar to, those in financial statements prepared in accordance with
GAAP.

Emphasis of a Matter
.33 The accountant may emphasize, in any report on financial statements,

a matter disclosed in the financial statements. Such explanatory information
should be presented in a separate paragraph of the accountant's report. Empha-
sis paragraphs are never required; they may be added solely at the accountant's
discretion.

Examples of matters that the accountant may wish to emphasize are

• uncertainties.

• that the entity is a component of a larger business enterprise.

• that the entity has had significant transactions with related par-
ties.

• unusually important subsequent events.

• accounting matters affecting the comparability of the financial
statements with those of the preceding period.

Departures From the Applicable Financial
Reporting Framework

.34 An accountant who is engaged to review financial statements may
become aware of a departure from the applicable financial reporting frame-
work (including inadequate disclosure) that is material to the financial state-
ments. If the financial statements are not revised, the accountant should con-
sider whether modification of the standard report is adequate to disclose the
departure.

.35 If the accountant concludes that modification of the standard report
is appropriate, the departure should be disclosed in a separate paragraph of
the report, including disclosure of the effects of the departure on the financial
statements if such effects have been determined by management or are known
as the result of the accountant's procedures. The accountant is not required to
determine the effects of a departure if management has not done so, provided
that the accountant states in the report that such determination has not been
made.

See Review Exhibit D for examples of review reports that disclose departures
from the applicable financial reporting framework.
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.36 If the accountant believes that modification of the standard report is
not adequate to indicate the deficiencies in the financial statements as a whole,
the accountant should withdraw from the review engagement and provide no
further services with respect to those financial statements. The accountant may
wish to consult with his or her legal counsel in those circumstances.

Restricting the Use of an Accountant’s Review Report
General Use and Restricted Use Reports

.37 The term general use applies to accountants' reports that are not re-
stricted to specified parties. Accountants' reports on financial statements pre-
pared in conformity with an applicable financial reporting framework ordinar-
ily are not restricted regarding use. However, nothing in this section precludes
the accountant from restricting the use of any report.

.38 The term restricted use applies to accountants' reports intended only
for one or more specified third parties. The need for restriction on the use of a
report may result from a number of circumstances, including, but not limited to,
the purpose of the report and the potential for the report to be misunderstood
when taken out of the context in which it was intended to be used.

.39 The accountant should restrict the use of a report when the subject
matter of the accountant's report or the presentation being reported on is based
on measurement or disclosure criteria contained in contractual agreements8 or
regulatory provisions that are not in conformity with an applicable financial
reporting framework.

Reporting on Subject Matter or Presentations Based on Measurement
or Disclosure Criteria Contained in Contractual Agreements
or Regulatory Provisions

.40 When reports are issued on subject matter or presentations based on
measurement or disclosure criteria contained in contractual agreements or reg-
ulatory provisions that are not in conformity with an applicable financial re-
porting framework, the accountant should restrict the report because the basis,
assumptions, or purpose of such presentations (contained in such agreements
or regulatory provisions) are developed for, and directed only to, the parties to
the agreement or regulatory agency responsible for the provisions and because
the report, subject matter, or presentation may be misunderstood by those who
are not adequately informed of the basis, assumptions, or purpose of the pre-
sentation.

Combined Reports Covering Both Restricted Use and General Use Subject
Matter or Presentations

.41 If the accountant issues a single combined report covering both (a) sub-
ject matter or presentations that require a restriction on use to specified parties
and (b) subject matter or presentations that ordinarily do not require such a re-
striction, the use of such a single combined report should be restricted to the
specified parties.

Inclusion of a Separate Restricted Use Report in the Same Document
With a General-Use Report

.42 When required by law or regulation, a separate restricted use report
may be included in a document that also contains a general use report. The

8 A contractual agreement, as discussed in this section, is an agreement between the client and
one or more third parties other than the accountant.
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inclusion of a separate restricted-use report in a document that contains a gen-
eral use report does not affect the intended use of either report. The restricted
use report remains restricted regarding use, and the general use report contin-
ues for general use.

Adding Other Specified Parties
.43 Subsequent to the completion of an engagement resulting in a re-

stricted use report or in the course of such an engagement, the accountant may
be asked to consider adding other parties as specified parties.

.44 If the accountant is reporting on subject matter or a presentation based
on measurement or disclosure criteria contained in contractual agreements or
regulatory provisions, as described in paragraph .40, the accountant may agree
to add other parties as specified parties based on the accountant's considera-
tion of factors such as the identity of the other parties, their knowledge of the
basis of the measurement or disclosure criteria, and the intended use of the
report. If the accountant agrees to add other parties as specified parties,
the accountant should obtain affirmative acknowledgment, preferably in writ-
ing, from the other parties of their understanding of the nature of the engage-
ment, the measurement or disclosure criteria used in the engagement, and the
related report. If the other parties are added after the accountant has issued his
or her report, the report may be reissued, or the accountant may provide other
written acknowledgment that the other parties have been added as specified
parties. If the report is reissued, the report date should not be changed. If the
accountant provides written acknowledgment that the other parties have been
added as specified parties, such written acknowledgment ordinarily should
state that no procedures have been performed subsequent to the date of the
report.

Limiting the Distribution of Reports
.45 Because of the reasons presented in paragraph .38, the accountant

should consider informing his or her client that restricted use reports are not
intended for distribution to nonspecified parties, regardless of whether they
are included in a document containing a separate general use report.9 This
section does not preclude the accountant, in connection with establishing the
terms of the engagement, from reaching an understanding with the client that
the intended use of the report will be restricted, and from obtaining the client's
agreement that the client and the specified parties will not distribute the report
to parties other than those identified in the report. However, the accountant is
not responsible for controlling a client's distribution of restricted use reports.
Accordingly, a restricted use report should alert readers to the restriction on
the use of the report by indicating that the report is not intended to be and
should not be used by anyone other than the specified parties.

Report Language—Restricted Use
.46 An accountant's report that is restricted should contain a separate

paragraph at the end of the report that includes the following elements:

a. A statement indicating that the report is intended solely for the
information and use of the specified parties.

9 In some cases, restricted use reports filed with regulatory agencies are required by law or reg-
ulation to be made available to the public as a matter of public record. Also, a regulatory agency as
part of its oversight responsibility for an entity may require access to restricted use reports in which
they are not named as a specified party.
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b. An identification of the specified parties to whom use is restricted.
The report may list the specified parties or refer the reader to the
specified parties listed elsewhere in the report.

c. A statement that the report is not intended to be and should not
be used by anyone other than the specified parties.

An Entity’s Ability to Continue as a Going Concern
.47 During the performance of review procedures, evidence or information

may come to the accountant's attention indicating that there may be an uncer-
tainty about the entity's ability to continue as a going concern for a reasonable
period of time, not to exceed one year beyond the date of the financial state-
ments being reviewed (hereinafter referred to as a reasonable period of time).
In those circumstances, the accountant should request that management con-
sider the possible effects of the going concern uncertainty on the financial state-
ments, including the need for related disclosure.

.48 After management communicates to the accountant the results of its
consideration of the possible effects on the financial statements, the accountant
should consider the reasonableness of management's conclusions, including the
adequacy of the related disclosures, if applicable.

.49 If the accountant determines that management's conclusions are un-
reasonable or the disclosure of the uncertainty regarding the entity's ability
to continue as a going concern is not adequate, he or she should follow the
guidance in paragraphs .34–.36 with respect to departures from the applicable
financial reporting framework.

.50 The accountant may emphasize an uncertainty about an entity's abil-
ity to continue as a going concern, provided that the uncertainty is disclosed in
the financial statements. In such circumstances, the accountant should follow
the guidance in paragraph .33.

Subsequent Events
.51 Evidence or information that a subsequent event that has a material

effect on the reviewed financial statements has occurred may come to the ac-
countant's attention in the following ways:

a. During the performance of review procedures

b. Subsequent to the date of the accountant's review report but prior
to the release of the report

In either case, the accountant should request that management consider the
possible effects on the financial statements, including the adequacy of any re-
lated disclosure, if applicable.

.52 If the accountant determines that the subsequent event is not ade-
quately accounted for in the financial statements or disclosed in the notes, he
or she should follow the guidance in paragraphs .34–.36.

.53 Occasionally, a subsequent event has such a material impact on the
entity that the accountant may wish to include in his or her review report an
explanatory paragraph directing the reader's attention to the event and its ef-
fects. Such an emphasis of matter paragraph may be added at the accountant's
discretion, provided that the matter is disclosed in the financial statements.
See paragraph .33 for additional guidance with respect to emphasis of matter
paragraphs.
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Subsequent Discovery of Facts Existing at the Date
of the Report

.54 Subsequent to the date of the report on the financial statements that
the accountant has reviewed, he or she may become aware that facts may have
existed at that date that might have caused him or her to believe that informa-
tion supplied by the entity was incorrect, incomplete, or otherwise unsatisfac-
tory had the accountant then been aware of such facts. Because of the variety
of conditions that might be encountered, some of the procedures contained in
this section are necessarily set out only in general terms; the specific actions to
be taken in a particular case may vary with the circumstances. The accountant
would be well advised to consult with his or her legal counsel when he or she
encounters the circumstances to which this section may apply because of legal
implications that may be involved in actions contemplated herein.

.55 After the date of the accountant's review report, the accountant has
no obligation to perform other review procedures with respect to the financial
statements unless new information comes to his or her attention. However,
when the accountant becomes aware of information that relates to financial
statements previously reported on by him or her but that was not known to
the accountant at the date of the report (and that is of such a nature and from
such a source that the accountant would have investigated it had it come to
his or her attention during the course of the review), the accountant should, as
soon as practicable, undertake to determine whether the information is reliable
and whether the facts existed at the date of the report. The accountant should
discuss the matter with his or her client at whatever management levels the
accountant deems appropriate and request cooperation in whatever investiga-
tion may be necessary. In addition to management, the accountant may deem
it appropriate to discuss the matter with those charged with governance. If
the nature and effect of the matter are such that (a) the accountant's report
or the financial statements would have been affected if the information had
been known to the accountant at the accountant's review report date and had
not been reflected in the financial statements and (b) the accountant believes
that persons currently using or likely to use the financial statements exist who
would attach importance to the information, the accountant should perform the
additional procedures deemed necessary to obtain limited assurance that there
are no material modifications that should be made to the financial statements
in order for the statements to be in conformity with the applicable financial re-
porting framework. Consideration should be given to, among other things, the
time elapsed since the financial statements were issued.

.56 When the accountant has concluded that action should be taken to pre-
vent further use of the accountant's report or the financial statements, the ac-
countant should advise his or her client to make appropriate disclosure of the
newly discovered facts and their impact on the financial statements to per-
sons who are known to be currently using or who are likely to use the financial
statements. When the client undertakes to make appropriate disclosure, the
method used and the disclosure made will depend on the circumstances. For
example

a. if the effect of the subsequently discovered information on the ac-
countant's report or the financial statements can promptly be de-
termined, disclosure should consist of issuing, as soon as practi-
cable, revised financial statements and, when applicable, the ac-
countant's report. The reasons for the revision usually should be
described in a note to the financial statements and, when appli-
cable, referred to in the accountant's report. Generally, only the
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most recently issued reviewed financial statements would need
to be revised, even though the revision resulted from events that
had occurred in prior years.

b. when issuance of financial statements for a subsequent period is
imminent, so that disclosure is not delayed, appropriate disclo-
sure of the revision can be made in such statements instead of
reissuing the earlier statements, pursuant to subparagraph (a).

c. when the effect on the financial statements of the subsequently
discovered information cannot be promptly determined, the
issuance of revised financial statements would necessarily be de-
layed. In this circumstance, when it appears that the informa-
tion will require a revision of the statements, appropriate disclo-
sure would consist of notification by the client to persons who are
known to be using or who are likely to use the financial state-
ments that the statements should not be used; that revised fi-
nancial statements will be issued; and, when applicable, that the
accountant's report will be issued as soon as practicable.

.57 The accountant should take whatever steps he or she deems necessary
to satisfy himself or herself that the client has made the disclosures specified
in paragraph .56.

.58 If the client refuses to make the disclosures specified in paragraph .56,
the accountant should notify the appropriate personnel at the highest levels
within the entity, such as the manager (owner) or those charged with gover-
nance, of such refusal and of the fact that, in the absence of disclosure by the
client, the accountant will take steps as outlined here to prevent further use of
the financial statements and the accountant's report. The steps that can appro-
priately be taken will depend upon the degree of certainty of the accountant's
knowledge that persons exist who are currently using or who will use the finan-
cial statements and the accountant's report and who would attach importance
to the information. The steps that can be taken also will depend on the accoun-
tant's ability as a practical matter to communicate with these persons. Unless
the accountant's attorney recommends a different course of action, the accoun-
tant should take the following steps to the extent applicable:

a. Notification to the client that the accountant's report must no
longer be associated with the financial statements.

b. Notification to the regulatory agencies having jurisdiction over
the client that the accountant's report should no longer be used.

c. Notification to each person known to the accountant to be using
the financial statements that the financial statements and the ac-
countant's report should no longer be used. In many instances, it
will not be practicable for the accountant to give appropriate indi-
vidual notification to stakeholders whose identities ordinarily are
unknown to him or her; notification to a regulatory agency hav-
ing jurisdiction over the client will usually be the only practicable
way for the accountant to provide appropriate disclosure. Such
notification should be accompanied by a request that the agency
take whatever steps it may deem appropriate to accomplish the
necessary disclosure.

.59 The following guidelines should govern the content of any disclosure
made by the accountant, in accordance with paragraph .58, to persons other
than his or her client:

a. The disclosure should include a description of the nature of the
subsequently acquired information and its effect on the financial
statements.
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b. The information disclosed should be as precise and factual as pos-
sible and should not go beyond that which is reasonably necessary
to accomplish the purpose mentioned in the preceding subpara-
graph (a). Comments concerning the conduct or motives of any
person should be avoided.

If the client has not cooperated, the accountant's disclosure need not detail the
specific information but can merely indicate that the client has not cooperated
with the accountant's attempt to substantiate information that has come to
the accountant's attention and that, if the information is true, the accountant
believes that the review report must no longer be used or associated with the
financial statements. No such disclosure should be made unless the accountant
believes that the financial statements are likely to be misleading and that the
accountant's review report should not be used.

Supplementary Information
.60 When the basic financial statements are accompanied by information

presented for supplementary analysis purposes, the accountant should clearly
indicate the degree of responsibility, if any, he or she is taking with respect to
such information.

When the accountant has reviewed the basic financial statements, an explana-
tion should be included in the review report or in a separate report on the other
data. The report should state that the review has been made for the purpose
of expressing a conclusion that there are no material modifications that should
be made to the financial statements in order for them to be in conformity with
the applicable financial reporting framework and that either

• the other data accompanying the financial statements are pre-
sented only for purposes of additional analysis and have been sub-
jected to the inquiry and analytical procedures applied in the re-
view of the basic financial statements, and the accountant did not
become aware of any material modifications that should be made
to such data, or

• the other data accompanying the financial statements are pre-
sented only for purposes of additional analysis and have not been
subjected to the inquiry and analytical procedures applied in the
review of the basic financial statements but were compiled from
information that is the representation of management, without
audit or review, and the accountant does not express an opinion
or provide any assurance on such data.

Communicating to Management and Others
.61 When evidence or information comes to the accountant's attention dur-

ing the performance of review procedures that fraud or an illegal act may have
occurred, that matter should be brought to the attention of the appropriate level
of management. The accountant need not report matters regarding illegal acts
that are clearly inconsequential and may reach agreement in advance with the
entity on the nature of such items to be communicated. When matters regard-
ing fraud or an illegal act involve senior management, the accountant should
report the matter to an individual or group at a higher level within the entity,
such as the manager (owner) or those charged with governance. The commu-
nication may be oral or written. If the communication is oral, the accountant
should document it. When matters regarding fraud or an illegal act involve
an owner of the business, the accountant should consider resigning from the
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engagement. Additionally, the accountant should consider consulting with his
or her legal counsel whenever any evidence or information comes to his or her
attention during the performance of review procedures that fraud or an illegal
act may have occurred, unless such illegal act is clearly inconsequential.

.62 The disclosure of any evidence or information that comes to the accoun-
tant's attention during the performance of review procedures that fraud or an
illegal act may have occurred to parties other than the client's senior manage-
ment (or those charged with governance, if applicable) ordinarily is not part of
the accountant's responsibility and, ordinarily, would be precluded by the ac-
countant's ethical or legal obligations of confidentiality. The accountant should
recognize, however, that in the following circumstances, a duty to disclose to
parties outside of the entity may exist:

a. To comply with certain legal and regulatory requirements
b. To a successor accountant when the successor decides to commu-

nicate with the predecessor accountant, in accordance with sec-
tion 400, Communications Between Predecessor and Successor Ac-
countants, regarding acceptance of an engagement to compile or
review the financial statements of a nonissuer

c. In response to a subpoena

Because potential conflicts between the accountant's ethical and legal obliga-
tions for confidentiality of client matters may be complex, the accountant may
wish to consult with legal counsel before discussing matters covered by para-
graph .61 with parties outside the client.

Change in Engagement From Audit to Review
.63 The accountant who has been engaged to audit the financial state-

ments of a nonissuer in accordance with auditing standards generally accepted
in the United States of America may, before the completion of the audit, be
requested to change the engagement to a review of financial statements. A re-
quest to change the engagement may result from a change in circumstances
affecting the entity's requirement for an audit, a misunderstanding regarding
the nature of an audit or review, or a restriction.

.64 Before the accountant, who was engaged to perform an audit in ac-
cordance with auditing standards generally accepted in the United States of
America, agrees to change the engagement to a review, at least the following
should be considered:

a. The reason given for the client's request, particularly the impli-
cations of a restriction on the scope of the audit, whether imposed
by the client or by circumstances

b. The additional audit effort required to complete the audit
c. The estimated additional cost to complete the audit

.65 A change in circumstances that affects the entity's requirement for an
audit, or a misunderstanding concerning the nature of an audit or review would
ordinarily be considered a reasonable basis for requesting a change in the en-
gagement.

.66 In considering the implications of a restriction on the scope of the au-
dit, the accountant should evaluate the possibility that information affected by
the scope restriction may be incorrect, incomplete, or otherwise unsatisfactory.
Nevertheless, when the accountant has been engaged to audit an entity's finan-
cial statements and has been prohibited by the client from corresponding with
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the entity's legal counsel, the accountant ordinarily would be precluded from
issuing a review report on the financial statements.

.67 In all circumstances, if the audit procedures are substantially complete
or the cost to complete such procedures is relatively insignificant, the accoun-
tant should consider the propriety of accepting a change in the engagement.

.68 If the accountant concludes, based upon his or her professional judg-
ment, that there is reasonable justification to change the engagement and if
he or she complies with the standards applicable to a review engagement, the
accountant should issue an appropriate review report. The report should not
include reference to (a) the original engagement, (b) any audit procedures that
may have been performed, or (c) scope limitations that resulted in the changed
engagement.

Effective Date
.69 This section is effective for reviews of financial statements for periods

ending on or after December 15, 2010.
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.70

Review Exhibit A—Illustrative Engagement Letter
[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:

We will review the financial statements of XYZ Company as of and for the
year ended December 31, 20XX, and issue an accountant's report thereon in
accordance with Statements on Standards for Accounting and Review Services
(SSARSs) issued by the American Institute of Certified Public Accountants
(AICPA).

The objective of a review is to obtain limited assurance that there are no ma-
terial 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, accounting principles generally accepted in the United
States of America)].

You are responsible for

a. the preparation and fair presentation of the financial statements
in accordance with [the applicable financial reporting frame-
work (for example, accounting principles generally accepted in the
United States of America)].

b. designing, implementing, and maintaining internal control rel-
evant to the preparation and fair presentation of the financial
statements.

c. preventing and detecting fraud.
d. identifying and ensuring that the entity complies with the laws

and regulations applicable to its activities.
e. making all financial records and related information available to

us.
f. providing us, at the conclusion of the engagement, with a letter

that confirms certain representations made during the review.

We are responsible for conducting the engagement in accordance with SSARSs
issued by the AICPA.

A review includes primarily applying analytical procedures to your financial
data and making inquiries of company management. A review is substantially
less in scope that an audit, the objective of which is the expression of an opin-
ion regarding the financial statements as a whole. A review does not contem-
plate obtaining an understanding of the entity's internal control; assessing
fraud risk; testing accounting records by obtaining sufficient appropriate au-
dit evidence through inspection, observation, confirmation, or the examination
of source documents (for example, cancelled checks or bank images); or other
procedures ordinarily performed in an audit. Accordingly, we will not express
an opinion regarding the financial statements as a whole.

Our engagement cannot be relied upon to disclose errors, fraud, or illegal acts.
However, we will inform the appropriate level of management of any material
errors and of any evidence or information that comes to our attention during
the performance of our review procedures that fraud may have occurred. In
addition, we will report to you any evidence or information that comes to our
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attention during the performance of our review procedures regarding illegal
acts that may have occurred, unless they are clearly inconsequential.
If, for any reason, we are unable to complete the review of your financial state-
ments, we will not issue a report on such statements as a result of this engage-
ment.
Our fees for these services. . .
We will be pleased to discuss this letter with you at any time. 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 of accountant]
Acknowledged:
XYZ Company

President

Date
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.71

Review Exhibit B—Illustrative Representation Letter
The following representation letter is included for illustrative purposes only.
The accountant may decide, based on the circumstances of the review engage-
ment or the industry in which the entity operates, that other matters should be
specifically included in the letter or that some of the representations included
in the illustrative letter are not necessary.

[Date]1

To [the Accountant]
We are providing this letter in connection with your review of the [identification
of financial statements] of [name of entity] as of [dates (for example, December
31, 20X1, and December 31, 20X2)] and for the [periods of review (for example,
for the years then ended)] for the purpose of obtaining limited assurance that
that there are no 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, accounting principles generally ac-
cepted in the United States of America)]. We confirm that we are responsible for
the fair presentation of the financial statements in accordance with [the appli-
cable financial reporting framework] and the selection and application of the
accounting policies.
Certain representations in this letter are described as being limited to matters
that are material. Items are considered material, regardless of size, if they in-
volve an omission or misstatement of accounting information that, in the light
of surrounding circumstances, makes it probable that the judgment of a rea-
sonable person using the information would be changed or influenced by the
omission or misstatement.2

We confirm, to the best of our knowledge and belief, (as of [the date of the ac-
countant's review report]) the following representations made to you during
your review:

1. The financial statements referred to previously are fairly pre-
sented in accordance with [the applicable financial reporting
framework (for example, accounting principles generally accepted
in the United States of America)].

2. We have made the following available to you
a. financial records and related data.
b. minutes of the meetings of stockholders, directors, and

committees of directors, or summaries of actions of recent
meetings for which minutes have not yet been prepared.

3. No material transactions exist that have not been properly
recorded in the accounting records underlying the financial state-
ments.

4. We acknowledge our responsibility for the preparation and fair
presentation of the financial statements in accordance with [the
applicable financial reporting framework (for example, accounting
principles generally accepted in the United States of America)].

1 This date should be the date that the client presents and signs the letter. In no event should the
letter be presented and signed prior to the date of the accountant's review report.

2 The qualitative discussion of materiality used in this letter is adapted from Financial Account-
ing Standards Board Statement of Financial Accounting Concepts No. 2, Qualitative Characteristics
of Accounting Information.
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5. We acknowledge our responsibility for designing, implementing,
and maintaining internal control relevant to the preparation and
fair presentation of the financial statements.

6. We acknowledge our responsibility to prevent and detect fraud.
7. We have no knowledge of any fraud or suspected fraud affecting

the entity involving management or others where the fraud could
have a material effect on the financial statements, including any
communications received from employees, former employees, or
others.

8. We have no plans or intentions that may materially affect the
carrying amounts or classification of assets and liabilities.

9. No material losses exist (such as from obsolete inventory or pur-
chase or sales commitments) that have not been properly accrued
or disclosed in the financial statements.

10. None of the following exist:
a. Violations or possible violations of laws or regulations,

whose effects should be considered for disclosure in the fi-
nancial statements or as a basis for recording a loss con-
tingency

b. Unasserted claims or assessments that our lawyer has
advised us are probable of assertion that must be dis-
closed in accordance with Financial Accounting Standards
Board (FASB) Accounting Standards Codification (ASC)
450, Contingencies.3

c. Other material liabilities or gain or loss contingencies that
are required to be accrued or disclosed by FASB ASC 450.

11. The company has satisfactory title to all owned assets, and no
liens or encumbrances on such assets exist, nor has any asset been
pledged as collateral, except as disclosed to you and reported in
the financial statements.

12. We have complied with all aspects of contractual agreements that
would have a material effect on the financial statements in the
event of noncompliance.

13. The following have been properly recorded or disclosed in the fi-
nancial statements:

a. Related party transactions, including sales, purchases,
loans, transfers, leasing arrangements, and guarantees,
and amounts receivable from or payable to related parties.

b. Guarantees, whether written or oral, under which the com-
pany is contingently liable.

c. Significant estimates and material concentrations known
to management that are required to be disclosed in accor-
dance with FASB ASC 275, Risks and Uncertainties. [Sig-
nificant estimates are estimates at the balance sheet date

3 If management has not consulted a lawyer regarding litigation, claims, and assessments, the
representation might be worded as follows:

We are not aware of any pending or threatened litigation, claims, or assessments or unasserted
claims or assessments that are required to be accrued or disclosed in the financial statements
in accordance with Financial Accounting Standards Board Accounting Standards Codifica-
tion 450, Contingencies, and we have not consulted a lawyer concerning litigation, claims, or
assessments.
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that could change materially with the next year. Concen-
trations refer to volumes of business, revenues, available
sources of supply, or markets or geographic areas for which
events could occur that would significantly disrupt normal
finances within the next year.]

[Add additional representations that are unique to the entity's business or in-
dustry. See the following for additional illustrative representations.]

14. We are in agreement with the adjusting journal entries you have
recommended, and they have been posted to the company's ac-
counts (if applicable).

15. To the best of our knowledge and belief, no events have occurred
subsequent to the balance-sheet date and through the date of this
letter that would require adjustment to or disclosure in the afore-
mentioned financial statements.4

16. We have responded fully and truthfully to all inquiries made to
us by you during your review.

[Name of Owner or Chief Executive Officer and Title]

[Name of Chief Financial Officer and Title, where applicable]
Representation letters ordinarily should be tailored to include additional ap-
propriate representations from management relating to matters specific to the
entity's business or industry. The following is a list of additional representa-
tions that may be appropriate in certain situations. This list is not intended to
be all-inclusive. The accountant should consider the effects of pronouncements
issued subsequent to the issuance of this section.

4 If the accountant dual dates his or her report, the accountant should consider whether obtaining
additional representations relating to the subsequent event is appropriate.
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General
Condition Illustrative Examples

The effect of a new
accounting
principle is not
known.

We have not completed the process of evaluating the
impact that will result from adopting Financial
Accounting Standards Board (FASB) Accounting
Standards Codification (ASC) [XXX,Title], as
discussed in note [X]. The company is therefore
unable to disclose the impact that adopting FASB
ASC XXX will have on its financial position and the
results of operations when such statement is
adopted.

Justification exists
for a change in
accounting
principles.

We believe that [describe the newly adopted
accounting principle] is preferable to [describe the
former accounting principle] because [describe
management's justification for the change in
accounting principles].

Financial
circumstances are
strained, with
disclosure of
management's
intentions and the
entity's ability to
continue as a going
concern.

Note [X] to the financial statements discloses all of
the matters of which we are aware that are relevant
to the company's ability to continue as a going
concern, including significant conditions and events,
and management's plans.

The possibility
exists that the
value of specific
significant long
lived assets or
certain identifiable
intangibles may be
impaired.

We have reviewed long lived assets and certain
identifiable intangibles to be held and used for
impairment whenever events or changes in
circumstances have indicated that the carrying
amount of its assets might not be recoverable and
have appropriately recorded the adjustment.

The entity has a
variable interest in
another entity.

Variable interest entities (VIEs) and potential VIEs
and transactions with VIEs and potential VIEs have
been properly recorded and disclosed in the financial
statements in accordance with accounting principles
generally accepted in the United States of America.
We have considered both implicit and explicit
variable interests in (a) determining whether
potential VIEs should be considered VIEs, (b)
calculating expected losses and residual returns, and
(c) determining which party, if any, is the primary
beneficiary.
We have provided you with lists of all identified
variable interests in (a) VIEs, (b) potential VIEs that
we considered but judged not to be VIEs, and (c)
entities that were afforded the scope exceptions of
FASB ASC 810, Consolidation.
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General
Condition Illustrative Examples

We have advised you of all transactions with
identified VIEs, potential VIEs, or entities afforded
the scope exceptions of FASB ASC 810.
We have made available all relevant information
about financial interests and contractual
arrangements with related parties, de facto agents,
and other entities, including but not limited to, their
governing documents, equity and debt instruments,
contracts, leases, guarantee arrangements, and other
financial contracts and arrangements.
The information we provided about financial interests
and contractual arrangements with related parties,
de facto agents, and other entities includes
information about all transactions, unwritten
understandings, agreement modifications, and
written and oral side agreements.
Our computations of expected losses and expected
residual returns of entities that are VIEs and
potential VIEs are based on the best information
available and include all reasonably possible outcomes.
Regarding entities in which the company has variable
interests (implicit and explicit), we have provided all
information about events and changes in
circumstances that could potentially cause
reconsideration about whether the entities are VIEs
or whether the company is the primary beneficiary or
has a significant variable interest in the entity.
We have made and continue to make exhaustive
efforts to obtain information about entities in which
the company has an implicit or explicit interest, but
that were excluded from complete analysis under
FASB ASC 810 due to lack of essential information to
determine one or more of the following:

• Whether the entity is a VIE

• Whether the company is the primary beneficiary

• The accounting required to consolidate the entity

The work of a
specialist has been
used by the entity.

We agree with the findings of specialists in evaluating
the [describe assertion] and have adequately
considered the qualifications of the specialist in
determining the amounts and disclosures used in the
financial statements and underlying accounting
records. We did not give or cause any instructions to
be given to specialists with respect to the values or
amounts derived in an attempt to bias their work,
and we are not otherwise aware of any matters that
have had an impact on the independence or
objectivity of the specialists.

(continued)
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Assets
Condition Illustrative Examples

Cash
Disclosure is required of
compensating balances
or other arrangements
involving restrictions on
cash balances, lines of
credit, or similar
arrangements.

Arrangements with financial institutions
involving compensating balances or other
arrangements involving restrictions on cash
balances, lines of credit, or similar
arrangements have been properly disclosed.

Financial Instruments
Management intends to
and has the ability to
hold to maturity debt
securities classified as
held-to-maturity.

Debt securities that have been classified as
held-to-maturity have been so classified due to
the company's intent to hold such securities to
maturity and the company's ability to do so. All
other debt securities have been classified as
available-for-sale or trading.

Management considers
the decline in value of
debt or equity securities
to be temporary.

We consider the decline in value of debt or equity
securities classified as either available-for-sale
or held-to-maturity to be temporary.

Management has
determined the fair
value of significant
financial instruments
that do not have readily
determinable market
values.

The methods and significant assumptions used
to determine fair values of financial instruments
are as follows: [describe methods and significant
assumptions used to determine fair values of
financial instruments]. The methods and
significant assumptions used result in a
measure of fair value appropriate for financial
statement measurement and disclosure
purposes.

Financial instruments
with off-balance-sheet
risk and financial
instruments with
concentrations of credit
risk exist.

The following information about financial
instruments with off-balance-sheet risk and
financial instruments with concentrations of
credit risk has been properly disclosed in the
financial statements:
1. The extent, nature, and terms of financial

instruments with off-balance-sheet risk
2. The amount of credit risk of financial

instruments with off-balance-sheet risk and
information about the collateral supporting
such financial instruments

3. Significant concentrations of credit risk
arising from all financial instruments and
information about the collateral supporting
such financial instruments
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Assets
Condition Illustrative Examples

Receivables
Receivables have been
recorded in the
financial statements.

Receivables recorded in the financial statements
represent valid claims against debtors for sales
or other charges arising on or before the
balance-sheet date and have been appropriately
reduced to their estimated net realizable value.

Inventories
Excess or obsolete
inventories exist.

Provision has been made to reduce excess or
obsolete inventories to their estimated net
realizable value.

Investments
Unusual considerations
are involved in
determining the
application of equity
accounting.

[For investments in common stock that are either
nonmarketable or of which the entity has a 20
percent or greater ownership interest, select the
appropriate representation from the following:]

• The equity method is used to account for the
company's investment in the common stock
of [investee] because the company has the
ability to exercise significant influence over
the investee's operating and financial
policies.

• The cost method is used to account for the
company's investment in the common stock
of [investee] because the company does not
have the ability to exercise significant
influence over the investee's operating and
financial policies.

Deferred Charges
Material expenditures
have been deferred.

We believe that all material expenditures that
have been deferred to future periods will be
recoverable.

Deferred Tax Assets
A deferred tax asset
exists at the balance
sheet date.

The valuation allowance has been determined
pursuant to the provisions of FASB ASC 740,
Income Taxes, including the company's
estimation of future taxable income, if necessary,
and is adequate to reduce the total deferred tax
asset to an amount that will more likely than not
be realized. [Complete with appropriate wording
detailing how the entity determined the valuation
allowance against the deferred tax asset.]
or
A valuation allowance against deferred tax
assets at the balance-sheet date is not considered
necessary because it is more likely than not that
the deferred tax asset will be fully realized.

(continued)
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Liabilities
Condition Illustrative Examples

Debt
Short term debt could
be refinanced on a long
term basis and
management intends to
do so.

The company has excluded short-term
obligations totaling $[amount] from current
liabilities because it intends to refinance the
obligations on a long-term basis. [Complete with
appropriate wording detailing how amounts will
be refinanced as follows:]

• The company has issued a long term
obligation [debt security] after the date of
the balance sheet but prior to the issuance of
the financial statements for the purpose of
refinancing the short-term obligations on a
long term basis.

• The company has the ability to consummate
the refinancing, by using the financing
agreement referred to in note [X] to the
financial statements.

Tax-exempt bonds have
been issued.

Tax-exempt bonds issued have retained their
tax-exempt status.

Taxes
Management intends to
reinvest undistributed
earnings of a foreign
subsidiary.

We intend to reinvest the undistributed earnings
of [name of foreign subsidiary].

Contingencies
Estimates and
disclosures have been
made of environmental
remediation liabilities
and related loss
contingencies.

Provision has been made for any material loss
that is probable from environmental remediation
liabilities associated with [name of site]. We
believe that such estimate is reasonable based on
available information and that the liabilities and
related loss contingencies and the expected
outcome of uncertainties have been adequately
described in the company's financial statements.

Agreements may exist
to repurchase assets
previously sold.

Agreements to repurchase assets previously sold
have been properly disclosed.

Pension and
Postretirement Benefits
An actuary has been
used to measure
pension liabilities and
costs.

We believe that the actuarial assumptions and
methods used to measure pension liabilities and
costs for financial accounting purposes are
appropriate in the circumstances.
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Liabilities
Condition Illustrative Examples

Involvement with a
multiemployer plan
exists.

We are unable to determine the possibility of a
withdrawal liability in a multiemployer benefit
plan.
or
We have determined that there is the possibility
of a withdrawal liability in a multiemployer plan
in the amount of $[XX].

Postretirement benefits
have been eliminated.

We do not intend to compensate for the
elimination of postretirement benefits by
granting an increase in pension benefits.
or
We plan to compensate for the elimination of
postretirement benefits by granting an increase
in pension benefits in the amount of $[XX].

Employee layoffs that
would otherwise lead to
a curtailment of a
benefit plan are
intended to be
temporary.

Current employee layoffs are intended to be
temporary.

Management intends to
either continue to make
or not make frequent
amendments to its
pension or other
postretirement benefit
plans, which may affect
the amortization period
of prior service cost, or
has expressed a
substantive
commitment to increase
benefit obligations.

We plan to continue to make frequent
amendments to its pension or other
postretirement benefit plans, which may affect
the amortization period of prior service cost.
or
We do not plan to make frequent amendments to
its pension or other postretirement benefit
plans.

Equity
Condition Illustrative Example

Capital stock
repurchase options or
agreements or capital
stock reserved for
options, warrants,
conversions, or other
requirements exist.

Capital stock repurchase options or agreements
or capital stock reserved for options, warrants,
conversions, or other requirements have been
properly disclosed.

(continued)
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Income Statement
Condition Illustrative Examples

There may be a loss
from sales
commitments.

Provisions have been made for losses to be
sustained in the fulfillment of or from inability to
fulfill any sales commitments.

There may be losses
from purchase
commitments.

Provisions have been made for losses to be
sustained as a result of purchase commitments
for inventory quantities in excess of normal
requirements or at prices in excess of prevailing
market prices.

Nature of the product
or industry indicates
the possibility of
undisclosed sales terms.

We have fully disclosed to you all sales terms,
including all rights of return or price
adjustments and all warranty provisions.
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.72

Review Exhibit C—Illustrative Updating Management
Representation Letter
The following letter is presented for illustrative purposes only. It may be used
in the circumstances described in paragraph .23. Management need not repeat
all of the representations made in the previous representation letter.
If matters exist that should be disclosed to the accountant, they may be in-
dicated by listing them following the representation. For example, if an event
subsequent to the date of the accountant's review report is disclosed in the fi-
nancial statements, the final paragraph could be modified as follows: "To the
best of our knowledge and belief, except as discussed in note X to the financial
statements, no events have occurred..."
[Date] 1

To [Accountant]
In connection with your review(s) of the [identification of financial statements]
of [name of entity] as of [dates] and for the [periods of review] for the purpose of
obtaining limited assurance that that there are no 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,
accounting principles generally accepted in the United States of America)], you
were previously provided with a representation letter under date of [date of
previous representation letter]. No information has come to our attention that
would cause us to believe that any of those previous representations should be
modified.
To the best of our knowledge and belief, no events have occurred subsequent to
[date of latest balance sheet reported on by the accountant or date of previous
representation letter] and through the date of this letter that would require
adjustment to or disclosure in the aforementioned financial statements.

[Name of Owner or Chief Executive
Officer and Title]

[Name of Chief Financial Officer
and Title, when applicable]

1 The accountant has two methods available for dating the report when a subsequent event re-
quiring disclosure occurs after the completion of the review but before issuance of the report on the
related financial statements. The accountant may use dual dating (for example, "February 16, 20XX,
except for note Y, as to which the date is March 1, 20XX,") or may date the report as of the later date.
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.73

Review Exhibit D—Illustrative Review Reports
Standard accountant's review report on financial statements prepared in ac-
cordance with accounting principles generally accepted in the United States of
America

Independent Accountant’s Review Report
[Appropriate Salutation]

I (We) have reviewed 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. A review includes pri-
marily applying analytical procedures to management's (owners') financial
data and making inquiries of company management (owners). A review
is substantially less in scope than an audit, the objective of which is the
expression of an opinion regarding the financial statements as a whole.
Accordingly, I (we) do not express such an opinion.
Management (owners) is (are) responsible for the preparation and fair pre-
sentation of the financial statements in accordance with accounting princi-
ples generally accepted in the United States of America and for designing,
implementing, and maintaining internal control relevant to the prepara-
tion and fair presentation of the financial statements.
My (our) responsibility is to conduct the review in accordance with State-
ments on Standards for Accounting and Review Services issued by the
American Institute of Certified Public Accountants. Those standards re-
quire me (us) to perform procedures to obtain limited assurance that there
are no material modifications that should be made to the financial state-
ments. I (We) believe that the results of my (our) procedures provide a rea-
sonable basis for our report.
Based on my (our) review, I am (we are) not aware of any material mod-
ifications that should be made to the accompanying financial statements
in order for them to be in conformity with accounting principles generally
accepted in the United States of America.

[Signature of accounting firm or accountant, as appropriate]

[Date]

Standard accountant's review report on financial statements prepared in accor-
dance with the income tax basis of accounting

Independent Accountant’s Review Report
[Appropriate Salutation]

I (We) have reviewed the accompanying statement of assets, liabilities, and
equity—income tax basis of XYZ Company as of December 31, 20XX, and
the related statement of revenue and expenses—income tax basis for the
year then ended. A review includes primarily applying analytical proce-
dures to management's (owners') financial data and making inquiries of
company management (owners). A review is substantially less in scope
than an audit, the objective of which is the expression of an opinion regard-
ing the financial statements as a whole. Accordingly, I (we) do not express
such an opinion.
Management (owners) is (are) responsible for the preparation and fair pre-
sentation of the financial statements in accordance with the income tax
basis for accounting and for designing, implementing, and maintaining
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internal control relevant to the preparation and fair presentation of the
financial statements.
My (our) responsibility is to conduct the review in accordance with State-
ments on Standards for Accounting and Review Services issued by the
American Institute of Certified Public Accountants. Those standards re-
quire me (us) to perform procedures to obtain limited assurance that there
are no material modifications that should be made to the financial state-
ments. I (We) believe that the results of my (our) procedures provides a
reasonable basis for our report.
Based on my (our) review, I am (we are) not aware of any material modifi-
cations that should be made to the accompanying financial statements in
order for them to be in conformity with the income tax basis of accounting,
as described in note X.

[Signature of accounting firm or accountant, as appropriate]

[Date]

Accountant's review report disclosing a departure from accounting principles
generally accepted in the United States of America

Independent Accountant’s Review Report

[Appropriate Salutation]

I (We) have reviewed 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. A review includes pri-
marily applying analytical procedures to management's (owners') financial
data and making inquiries of company management (owners). A review is
substantially less in scope than an audit, the objective of which is the ex-
pression of an opinion regarding the financial statements as a whole. Ac-
cordingly, I (we) do not express such an opinion.
Management (owners) is (are) responsible for the preparation and fair pre-
sentation of the financial statements in accordance with accounting princi-
ples generally accepted in the United States of America and for designing,
implementing, and maintaining internal control relevant to the prepara-
tion and fair presentation of the financial statements.
My (our) responsibility is to conduct the review in accordance with State-
ments on Standards for Accounting and Review Services issued by the
American Institute of Certified Public Accountants. Those standards re-
quire me (us) to perform procedures to obtain limited assurance that there
are no material modifications that should be made to the financial state-
ments. I (We) believe that the results of my (our) procedures provide a rea-
sonable basis for our report.
Based on my (our) review, with the exception of the matter(s) described in
the following paragraph(s), I am (we are) not aware of any material mod-
ifications that should be made to the accompanying financial statements
in order for them to be in conformity with accounting principles generally
accepted in the United States of America.
As disclosed in note X to the financial statements, accounting principles
generally accepted in the United States of America require that inventory
cost consist of material, labor, and overhead. Management has informed
(me) us that the inventory of finished goods and work in process is stated
in the accompanying financial statements at material and labor cost only,
and that the effects of this departure from accounting principles generally
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accepted in the United States of America on financial position, results of
operations, and cash flows have not been determined.

or
As disclosed in note X to the financial statements, the company has adopted
[description of newly adopted method], whereas it previously used [de-
scription of previous method]. Although the [description of newly adopted
method] is in conformity with accounting principles generally accepted in
the United States of America, the company does not appear to have rea-
sonable justification for making a change as required by Financial Account-
ing Standards Board Accounting Standards Codification 250, Accounting
Changes and Error Corrections.

[Signature of accounting firm or accountant, as appropriate]
[Date]
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