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Goal

Goal
Three hours of interesting conversation
about accounting and auditing topics

Outline
 FASB stuff
 GASB stuff
 IASB stuff (IFRS)
 ASB (SAS’s & stuff)
 Attestation stuff
 PCAOB
 Sustainability
 Ethics

Outline
 Misc other stuff until we fill 3 hours

FASB
 Under the Codification (FASB ASC), we talk

about ASC Updates
 Not going to cover each on in detail

FASB
 Update No. 2010-01—Equity (Topic 505):

Accounting for Distributions to
Shareholders with Components of Stock
and Cash—a consensus of the FASB
Emerging Issues Task Force

FASB
 Adopted to eliminate diversity in practice
 How to account for a distribution, where
the shareholder can elect cash or shares
with a potential limitation on the total
amount of cash that shareholders can elect
to receive in the aggregate

FASB
 Adopted to eliminate diversity in practice
 Some people accounted for the stock as a
new share issuance that is reflected in EPS
prospectively
 Others treated as a stock dividend by
retroactively restating shares outstanding
and EPS for all periods presented

FASB
 Adopted to eliminate diversity in

practice
 Clarified to require the stock portion of
a distribution that allows them to to
elect cash or stock as an issuance,
accounted for in EPS prospectively.

FASB
 Update No. 2010-02—Consolidation

(Topic 810): Accounting and Reporting for
Decreases in Ownership of a Subsidiary—a
Scope Clarification

FASB
 Update No. 2010-03—Extractive

Activities—Oil and Gas (Topic 932): Oil and
Gas Reserve Estimation and Disclosures

FASB
 Update No. 2010-04—Accounting for

Various Topics—Technical Corrections to
SEC Paragraphs (SEC Update)

FASB
 Update No. 2010-05—Compensation—

Stock Compensation (Topic 718): Escrowed
Share Arrangements and the Presumption
of Compensation (SEC Update)

FASB
 Update No. 2010-06—Fair Value

Measurements and Disclosures (Topic 820):
Improving Disclosures about Fair Value
Measurements

FASB
 Update No. 2010-06
 Issued in order to improve fair value

disclosures

FASB
 Update No. 2010-06
 Requires new disclosures:
 Transfers in and out of Levels 1 and 2-describe
transfers in and out and describe the reasons
for the transfers
 Activity in Level 3—Gross vs one numbershow purchases, sales, issuances, and
settlements

FASB
 Update No. 2010-06
 Clarifies existing disclosures:
 Level of disaggregation. Should provide fair
value measurement disclosures for each class
of assets. A class is often a subset of assets or
liabilities within a line item in the statement of
financial position. Have to use judgment to
decide on classes/level of detail.

FASB
 Update No. 2010-06
 Clarifies existing disclosures:
 Disclosures about inputs and valuation

techniques—should provide disclosures
about inputs and techniquesfor both
recurring and nonrecurring fair value
measurements. Required for Level 2 & 3

FASB
 Update No. 2010-06
 Effective for fiscal years beginning after

December 15, 2010 and interim periods
within those years.

FASB
 Update No. 2010-07—Not-for-Profit

Entities (Topic 958): Not-for-Profit Entities:
Mergers and Acquisitions

FASB
 Update No. 2010-07
 Basically for transactions that happened in

2010
 May have already had to apply it
 Probably worth a refresher

FASB
 Update No. 2010-07
 SFAS 141 (R) specifically excluded non-profit
entities
 Determines whether a combination is a
merger or an acquisition
 “merger” = pooling “acquisition” = purchase
 WHAT?

FASB
 Update No. 2010-07
 Recognized that non-profit entities are

fundamentally different from for-profit
entities
 Don’t have owners, so they are not fair
value exchanges but nonreciprocal transfers

FASB
 Update No. 2010-07
 Determines whether a combination is a

merger or an acquisition
 Applies carryover method in accounting for
a merger

FASB
 Update No. 2010-07
 Applies the acquisition method to apply for

an acq., including determining which of the
entities is the acquirer
 Determines what information to disclose so
users can understand the transaction

FASB
 Update No. 2010-07
 Merger—transaction in which the

governing bodies of two or more nonprofits cede control of those entities to
create a new non-for-profit entity.

FASB
 Update No. 2010-07
 Acquisition—transaction in which a non-

profit acquirer obtains control of one or
more other nonprofit activities or
businesses.
 Implementation guidance is provided to
help distinguish between the two

FASB
 Update No. 2010-07
 Carryover accounting?

FASB
 Update No. 2010-07
 Carry forward assets and liabilities at

previously recorded amounts. No new
assets or liabilities or changes in fair value.
 Exception if the entities use different
methods to account for similar transactions

FASB
 Update No. 2010-08—Technical

Corrections to Various Topics
 No substantive changes—for example,

changes “minority” interest to “noncontrolling” interest

FASB
 Update No. 2010-09—Subsequent Events

(Topic 855): Amendments to Certain
Recognition and Disclosure Requirements
 Correct guidance about f/s issuance dates

that might conflict with SEC rules

FASB
 Update No. 2010-10—Consolidation (Topic

810): Amendments for Certain Investment
Funds
 Deferred effective date of ASC 815 for

certain entities to allow the IASB to catch
up

FASB
 Update No. 2010-11—Derivatives and

Hedging (Topic 815): Scope Exception
Related to Embedded Credit Derivatives

FASB
 Update No. 2010-12—Income Taxes (Topic

740): Accounting for Certain Tax Effects of
the 2010 Health Care Reform Acts (SEC
Update)
 Two laws with different dates that COULD

straddle a year-end—treat as one law

FASB
 Update No. 2010-13—Compensation—

Stock Compensation (Topic 718): Effect of
Denominating the Exercise Price of a ShareBased Payment Award in the Currency of
the Market in Which the Underlying Equity
Security Trades—a consensus of the FASB
Emerging Issues Task Force

FASB
 Update No. 2010-14—Accounting for

Extractive Activities—Oil & Gas—
Amendments to Paragraph 932-10-S99-1
(SEC Update)
 We’ll spend next hour on this…

FASB
 Update No. 2010-15—Financial Services—

Insurance (Topic 944): How Investments
Held through Separate Accounts Affect an
Insurer’s Consolidation Analysis of Those
Investments—a consensus of the FASB
Emerging Issues Task Force

FASB
 Update No. 2010-16—Entertainment—

Casinos (Topic 924): Accruals for Casino
Jackpot Liabilities—a consensus of the
FASB Emerging Issues Task Force

FASB
 Update No. 2010-17—Revenue

Recognition—Milestone Method (Topic
605): Milestone Method of Revenue
Recognition—a consensus of the FASB
Emerging Issues Task Force

FASB
 Update No. 2010-17—R&D contracts often

contain milestones, like drug phases of a
drug study or achieving a specific result.

 Entities have recognized revenue once

milestones were achieved, but there was no
accounting guidance

FASB
 Update No. 2010-17
 Provides guidance on defining a milestone

and determining when it may be
appropriate to apply the milestone method
of revenue recognition

FASB
 Update No. 2010-17
 A vendor can recognize revenue in the

period a milestone is reached only if the
milestone meets all criteria to be
considered SUBSTANTIVE.
 Requires a lot of judgment.

FASB
 Update No. 2010-17
 A vendor can recognize revenue in the

period a milestone is reached only if the
milestone meets all criteria to be
considered SUBSTANTIVE.
 Requires a lot of judgment.

FASB
 Update No. 2010-17
 To be substantive, the consideration earned

by achieving the milestone should:

FASB
 Update No. 2010-17
 1. Be commensurate with either:
 The vendor’s performance to achieve the
milestone
 The enhancement of the value of the item
delivered as a result of a specific outcome
resulting from performance to achieve the
milestone

FASB
 Update No. 2010-17
 2. Relate solely to past performance
 3. Be reasonable relative to all deliverables

and payment terms of the arrangement

FASB
 Update No. 2010-17
 A milestone should be substantive in its
entirety
 Individual milestones may not be bifurcated.
 Some milestones may be substantive, others in
the same arrangement may not be substantive.

FASB
 Update No. 2010-17
 Use of the milestone method is as accounting
policy election
 Disclosures:
 1. Description of the overall arrangement
 2. Description of each milestone and related
contingent consideration

FASB
 Update No. 2010-17
 Use of the milestone method is as accounting policy
election
 Disclosures:
 3. Whether each milestone is substantive
 4. The factors considered in deciding whether each
milestone is substantive
 5. Amount recognized during the period for each
milestone

FASB
 Update No. 2010-18—Receivables (Topic

310): Effect of a Loan Modification When
the Loan Is Part of a Pool That Is Accounted
for as a Single Asset—a consensus of the
FASB Emerging Issues Task Force

FASB
 Update No. 2010-19—Foreign Currency

(Topic 830): Foreign Currency Issues:
Multiple Foreign Currency Exchange Rates
(SEC Update)

FASB
 Update No. 2010-20—Receivables (Topic

310): Disclosures about the Credit Quality
of Financing Receivables and the Allowance
for Credit Losses

FASB
 Update No. 2010-20
 Why?
 To provide f/s users with greater

transparency about the allowance for credit
losses and the credit quality of financing
receivables

FASB
 Update No. 2010-20
 Who?
 Public and non-public companies with
financing receivables, excluding short term
A/R or A/R measured at fair value (or LCFV).
 Impact banks more than broker dealers more
than commercial and industrial entities.

FASB
 Update No. 2010-20
 What?
 1. Nature of credit risk inherent in the
portfolio
 2. How risk is analyzed and assessed in setting
your allowance
 3. Changes and reason for changes in your
allowance

FASB
 Update No. 2010-20
 What?
 Should provide disclosures on a

disaggregated basis—portfolio segment and
class of financing receivable.

FASB
 Update No. 2010-20
 1. Rollforward of the allowance from

beginning to end on a portfolio segment
basis, with ending balance further
disaggregated on the basis of the
impairment method.

FASB
 Update No. 2010-20
 2. For each disaggregated ending balance

in item (1), the related recorded investment
in financing receivables (will allow them to
measure the allowance as a % of gross)

FASB
 Update No. 2010-20
 3. The nonaccrual status of financing
receivables by class of financing receivables
 4. Impaired FR by class of FR

In addition:

FASB
 Update No. 2010-20
 1. Credit quality indicators of FR at the end of
the reporting period by class of FR
 2. Ageing of past due FR at the end of the
reporting period by class of FR
 3. The nature and extend of troubled debt
restructurings during the period and impact
on allowance

FASB
 Update No. 2010-20
 4. The nature and extent of FR modified as

troubled debt restructurings within the
previous 13 months that defaulted during
the reporting period by class of FR and the
effect on the allowance

FASB
 Update No. 2010-20
 5. Significant purchases and sales of FR

during the period disaggregated by
portfolio segment.

FASB
 Update No. 2010-21—Accounting for

Technical Amendments to Various SEC
Rules and Schedules Amendments to SEC
Paragraphs Pursuant to Release No. 339026: Technical Amendments to Rules,
Forms, Schedules and Codification of
Financial Reporting Policies (SEC Update)

FASB
 Update No. 2010-22—Accounting for

Various Topics—Technical Corrections to
SEC Paragraphs (SEC Update)

FASB
 Update No. 2010-23—Health Care Entities

(Topic 954): Measuring Charity Care for
Disclosure—a consensus of the FASB
Emerging Issues Task Force

FASB
 Update No. 2010-23
 Why?
 Diversity in practice. Some used cost

measures, some used revenue measures

FASB
 Update No. 2010-23
 Who?
 Any health care entity that provides charity

care

FASB
 Update No. 2010-23
 What?
 Requires disclosure to be based on cost

measures
 Cost = direct and indirect costs of providing
charity care

FASB
 Update No. 2010-23
 What?
 Cost will naturally be measured in different

ways, so you have to disclose the method
used to identify or determine costs.

FASB
 Update No. 2010-23
 When?
 Effective your years beginning after

12/15/2010.

FASB
 Update No. 2010-24—Health Care Entities

(Topic 954): Presentation of Insurance
Claims and Related Insurance Recoveries (a
consensus of the FASB Emerging Issues
Task Force)

FASB
 Update No. 2010-24
 Why?
 Diversity in practice for how medical
malpractice claims and similar liabilities and
related insurance recoveries are reported.
 Net vs gross and right of offset.
 ???

FASB
 Update No. 2010-24
 Why?
 GAAP already does not allow off-setting—

ASC Subtopic 210-20, which does not allow
offsetting conditional or unconditional
liabilities with anticipated insurance
recoveries

FASB
 Update No. 2010-24
 Who?
 Health care entities within the scope of ASC

Topic 954.

FASB
 Update No. 2010-24
 What?
 No more off-setting.
 Amount of the claim liability should be

determined without consideration of
insurance recoveries.

FASB
 Update No. 2010-24
 When?
 Fiscal years beginning after 12/31/2010.

Cumulative-effect adjustment should be
recognized if a difference between
previously recorded claims and recoveries
exists.

FASB
 Update No. 2010-25—Plan Accounting—

Defined Contribution Pension Plans (Topic
962): Reporting Loans to Participants by
Defined Contribution Pension Plans (a
consensus of the FASB Emerging Issues
Task Force)

FASB
 Update No. 2010-25
 Moves loans from investments to notes

receivable
 Changes accounting from fair value to

FASB
 Update No. 2010-25
 New Accounting Pronouncement
 In September, 2010, the Financial Accounting
Standards Board (“FASB”) issued Accounting
Standards Update (“ASU”) 2010-25, Reporting Loans
to Participants by Defined Contribution Pension
Plans. Participant loans were previously classified
as plan investments subject to the generally
accepted fair value disclosure requirements.

FASB
 Update No. 2010-25
 New Accounting Pronouncement
 Under the new standard, participant loans are presented as
notes receivable from plan participants and are measured at
their unpaid principal balance plus any accrued but unpaid
interest, rather than at fair value. ASU 2010-25 does not affect
the IRS Form 5500 and supplementary schedules, which will
continue to present participant loans as plan
investments. Under most circumstances, total plan assets will
not change as a result of the new standard so no reconciliation
footnote between the financial statements and Form 5500 is
necessary.

FASB
 Update No. 2010-26—Financial Services—

Insurance (Topic 944): Accounting for
Costs Associated with Acquiring or
Renewing Insurance Contracts (a consensus
of the FASB Emerging Issues Task Force)

FASB
 Update No. 2010-26—Financial Services—

Insurance (Topic 944): Accounting for
Costs Associated with Acquiring or
Renewing Insurance Contracts (a consensus
of the FASB Emerging Issues Task Force)

FASB
 Update No. 2010-27—Other Expenses

(Topic 720): Fees Paid to the Federal
Government by Pharmaceutical
Manufacturers (a consensus of the FASB
Emerging Issues Task Force)

FASB
 Update No. 2010-28—Intangibles—

Goodwill and Other (Topic 350): When to
Perform Step 2 of the Goodwill Impairment
Test for Reporting Units with Zero or
Negative Carrying Amounts (a consensus of
the FASB Emerging Issues Task Force)

FASB
 Update No. 2010-28
 Why?
 To answer questions about the two-step

method of evaluating goodwill for
impairment where the carrying value is
negative or zero.

FASB
 Update No. 2010-28
 Why?
 Goodwill impairment testing is a two-

step process.

FASB
 Update No. 2010-28
 Why?
 1. Does the carrying value of the

reporting unit exceed goodwill?
 2. If yes, then is goodwill impaired?

FASB
 Update No. 2010-28
 Why?
 For some, the reporting unit had zero or
negative value, so fair value > carrying
value. But, some folks stopped there and
said, since zero, no need to go further.

FASB
 Update No. 2010-28
 Now, these entities are required to

perform Step 2 if it is more likely than
not that a goodwill impairment exists.
 Must consider qualitative factors in
making this determination.

FASB
 Update No. 2010-28
 When?
 For public entities, years beginning after
12/31/2010.
 For non-public, beginning after 12/15/2011.

FASB
 Update No. 2010-28
 When?
 In year of adoption, recorded as

cumulative-effect adjustment to
beginning retained earnings. After that,
to earnings.

FASB
 Update No. 2010-29—Business

Combinations (Topic 805): Disclosure of
Supplementary Pro Forma Information for
Business Combinations (a consensus of the
FASB Emerging Issues Task Force)

FASB
 Update No. 2010-29
 Why?
 To eliminate diversity in practice for

public companies that must disclose
pro forma information relating to
acquisitions.

FASB
 Update No. 2010-29
 What?
 If a public company presents comparative
f/s, they must disclose revenue and
earnings of the combined entity as though
the combination occurred as of the
beginning of the comparable prior annual
reporting period only.

FASB
 Update No. 2011-01—Receivables (Topic

310): Deferral of the Effective Date of
Disclosures about Troubled Debt
Restructurings in Update No. 2010-20

FASB
 Update No. 2011-01
 Who?
 Public-entity creditors that modify financing
receivables covered by 2010-20
 Why?
 To give the FASB time to catch up and define
troubled debt restructurings.

FASB
 Update No. 2011-01
 When?
 Anticipated to be effective for annual

periods ending after June 15, 2011.

FASB
 Update No. 2011-02—Receivables (Topic

310): A Creditor’s Determination of
Whether a Restructuring Is a Troubled
Debt Restructuring

FASB
 Update No. 2011-02
 Why?
 To provide more guidance on identifying
troubled debt restructurings (“TDR”).
 Who?
 All public and non-public entities that
restructure receivables that fall within ASC
310-40, TDR’s

FASB
 Update No. 2011-02
 What?
 In deciding whether a restructuring is a

TDR, creditor must conclude that BOTH of
the following exist:

FASB
 Update No. 2011-02
 1. The restructuring constitutes a

concession.
 2. The debtor is experiencing financial

difficulties.

FASB
 Update No. 2011-02
 Clarified guidance on whether a concession

has been granted:

FASB
 Update No. 2011-02

A temporary or permanent increase in the
contractual interest rate as a result of the
restructuring does not preclude the
restructuring from being considered a
concession because the new rate could still
be below market.

FASB
 Update No. 2011-02

The creditor should consider all aspects of
the restructuring in determining whether it
has granted a concession.

FASB
 Update No. 2011-02

A delay in payment that is insignificant is not
a concession. But you have to consider
various factors in deciding whether it is
insignificant.
The standard provides examples.

FASB
 Update No. 2011-02
 1. The restructuring constitutes a

concession.
 2. The debtor is experiencing financial

difficulties.

FASB
 Update No. 2011-02
A creditor may conclude that a debtor is
experiencing financial difficulties, even though
the debtor is not currently in payment default.
A creditor should evaluate whether it is
probable that a debtor would be in payment
default in the foreseeable future without the
modification.

FASB
 Update No. 2011-03—Transfers and

Servicing (Topic 860): Reconsideration of
Effective Control for Repurchase
Agreements

FASB
 Update No. 2011-04—Fair Value

Measurement (Topic 820): Amendments to
Achieve Common Fair Value Measurement
and Disclosure Requirements in U.S. GAAP
and IFRSs

FASB
 Update No. 2011-04
 Who?
 All entities required to allowed to measure

or disclose the fair value of an asset, a
liability or an equity instrument.

FASB
 Update No. 2011-04
 Who?
 Except non-public companies do not have

to make the following disclosures:

FASB
 Update No. 2011-04
 Who?
 1. Information about transfers between Level 1
and Level 2 of the hierarchy
 2. Info about sensitivity of a FV measurement
for level 3 to changes in unobservable inputs
and interrelationships between those inputs

FASB
 Update No. 2011-04
 Who?
 3. The categorization by level of the FV

hierarchy for items that are not measured at
FV in the balance sheet but for which FV is
required to be disclosed.

FASB
 Update No. 2011-05—Comprehensive

Income (Topic 220): Presentation of
Comprehensive Income

FASB
 Update No. 2011-05
 Why?
 To increase prominence of items reported

in comprehensive income and move GAAP
closer to IFRS.

FASB
 Update No. 2011-05
 What?
 Currently, can report changes in OCI in the

income statement, in a separate statement,
or as part of statement of changes in
stockholders’ equity (which most do).

FASB
 Update No. 2011-05
 What?
 This amendment eliminates the

stockholders’ equity option.
 Must do either one or two statements (must
follow each other).

FASB
 Update No. 2011-05
 When?
 For public companies, years beginning after

12/15/2011
 For non-public companies, years ending
after December 15, 2012.

FASB
Exposure drafts
Proposed ASU, Balance Sheet: Offsetting
Proposed ASU, Health Care Entities:
Presentation and Disclosure of Net Revenue,
Provision for Bad Debts, and the Allowance for
Doubtful Accounts (EITF).

FASB
Exposure drafts
Proposed ASU, Leases (Topic 840)
Proposed ASU, Contingencies (Topic 450):
Disclosure of Certain Loss Contingencies

FASB
Exposure drafts
Contingencies
Disclose:
Nature of the loss contingency
Potential magnitude
Potential timing

FASB
Exposure drafts
Contingencies
Would require disclosure of certain remote
contingencies (those with severe impact).
Could not consider the possibility of
insurance recoveries in deciding materiality
for disclosure

FASB
Exposure drafts
Proposed ASU, Revenue Recognition (Topic
605): Revenue from Contracts with
Customers

FASB
Exposure drafts-Revenue Recognition
1. Identify the contract with a customer
2.Identify the separate performance
obligations in the contract
3.Determine the transaction price

FASB
Exposure drafts-Revenue Recognition
4.Allocate the transaction price to the
separate performance obligations.
5.Recognize revenue when the entity satisfies
each performance obligation
Has a lot to do with combining or
segmenting contracts

FASB
Exposure drafts-Revenue Recognition
On 6/15/2011, the FASB and the IASB agreed
to re-expose the proposal after receiving
over 1,000 comment letters.

FASB
The FASB Non-for-Profit Advisory Group has
formed 3 working groups to study ways for
FASB to improve financial reporting for
NP’s (per the June 2011 JOA).
The three working groups include:

FASB
Reporting Financial Performance:
Consider how to improve reporting of
performance via the statement of activities,
including definition of an operating metric;
separate operating statement.
Also, how to improve the cash flow statement

FASB
“Telling the Story”
Will consider potential improvements, like
MD&A, segment reporting, statement of
functional expenses and summarized f/s.

FASB
Liquidity/Financial Health
Consider improvements that could be made
to better reflect liquidity or other key
measures on the balance sheet and/or the
notes.

GASB
60
61
62

GASB
60
Accounting and Financial Reporting for
Service Concession Arrangements
(Issued 11/10)

GASB
61
The Financial Reporting Entity: Omnibus-an
amendment of GASB Statements 14 and 34.
(Issued 11/10)

GASB
62
Codification of Accounting and Financial
Reporting Guidance Contained in PreNovember 30, 1989 FASB and AICPA
Pronouncements.
(Issued 12/10)

IASB
IFRS for SMEs
US GAAP comparison Wiki
The AICPA is developing a resource that
compares IFRS to USGAAP.
Go to www.ifrs.com to learn more

IASB
IAS 19 amendments issued June 16, 2011.
Takes effect January 2013 and is intended to
provide more, better disclosures of
pensions (defined benefits) in IFRS
financials.
Expected to be a huge change and will hit
equity.

IASB
SEC has not yet made a decision on whether
or how to incorporate IFRS in to the
financial reporting system for US issuers.

IASB
Resources:
WWW.IFRS.COM--AICPA
PWC:
IFRS Disclosure Checklist
IFRS Model f/s

ASB
 SAS 117, Compliance Audits
 SAS 118, Other Information in Documents Containing
Audited Financial Statements
 SAS 119, Supplementary Information in Relation to the
Financial Statements as a Whole
 SAS 120, Required Supplementary Information

SAS 117, Compliance Audits
 Issued Dec. 2009; effective for periods ending on or after June
15, 2010; earlier application is permitted
 Supersedes SAS No. 74, Compliance Auditing Considerations in
Audits of Governmental Entities and Recipients of Governmental
Financial Assistance
 Applies to audits in which auditor is engaged or required by law
to perform a compliance audit in accordance with either:
- GAAS
-The standards of financial audits under Governmental
Auditing Standards
-A governmental audit requirement that dictates that the
auditor express an opinion on compliance

SAS 117, Compliance Audits
 OMB has just released the 2011 Compliance
Supplement.

SAS 118, Other Information in Documents
Containing Audited Financial Statements
 Issued February 2010; effective for periods ending on or after December 15,

2010; earlier application is permitted

 Supersedes AU Section 550, Other Information in Documents Containing

Audited Financial Statements

 Establishes requirement for auditor to read the other information of which

the auditor is aware

 Purpose: To determine that the credibility of the audited financial

statements is not undermined by material inconsistencies between the
audited financial statements and other information;

 Does not pertain to engagements in which auditor is required to actually

report on the other information; these engagements will be discussed under
SAS 119

“Inconsistency” vs. “Misstatement of Fact”
Inconsistency

Misstatement of Fact

 Occurs when the other
information conflicts with, or
does not agree to the
information in the audited
financial statements

 Other information that is
unrelated to the audited
financial statements is
incorrectly stated or
presented

 May raise doubt about audit
conclusions

 May undermine credibility of
document containing
audited financial statements

Auditor Requirements
 Must read the the other information
 Must communicate responsibilities (engagement letter)
 If material inconsistency noted prior to release date:
 Determine whether revision is necessary
 If management refuses necessary revision, auditor should do one of

the following




Include in explanatory paragraph
Withhold report
Withdraw from engagement

Auditor Requirements (cont.)
 If material inconsistency is noted subsequent to the
release date:


Should apply requirements of AU Section 561



If management agrees to revisions, necessary
procedures should be carried out



If management refuses, those charged with governance
should be notified

Auditor Requirements (cont.)
 If material misstatement of fact:


First discuss with management



If there still appears to be a material misstatement of
fact, should request that management consult with a a
third party (i.e. attorney or regulator)



If material misstatement of fact still exists and
management refuses to correct, auditor should notify
those charged with governance

Other Considerations
 Auditor is not required to reference the other
information in the auditors report
 However, may choose to include an explanatory
paragraph disclaiming opinion on such information

SAS 119, Supplementary Information in Relation
to Financial Statements as a Whole
 Issued with SAS 118, Other Information in Documents
Containing Audited Financial Statements
 Issued February 2010; effective for periods ending on or after
December 15, 2010; earlier application is permitted
 Supersedes AU Section 551, Reporting on Information
Accompanying the Basic Financial Statements in Auditor –
Submitted Documents
 Addresses the auditor’s responsibility when engaged to report
on whether supplementary information is fairly stated

Objectives
-Evaluate presentation of information in
relation to the financial statements
-Report on whether the information is fairly
stated in relation to financial statements

Supplementary Information
Defined
 Any information presented outside of the basic
financial statements and notes
 Excludes Required Supplementary Information, which
is covered by SAS 120 (to be discussed momentarily)
 Supplementary information may be presented either
in a document containing audited financial
statements or in a separate document

Auditor
Requirements
 In order to opine, auditor must determine:
 That the information included in the supplementary
information was derived from, and relates directly to, the
accounting records used to prepare the audited financial
statements (“AFS”)
 That the information relates to the same period as the AFS
 That the financial statements were audited by the same
auditor opining on the supplementary information

Auditor Responsibilities (cont.)
 That neither an adverse opinion or a disclaimer of opinion was
issued on the financial statements ( auditor is precluded from
issuing opinion on supplementary information if adverse
opinion or disclaimer was issued on financial statements)
 That the supplementary information be presented with the
audited financial statements, or that the AFS are readily
available to those that are using the supplementary information
 Auditor has NO responsibility with respect to subsequent
events, unless information comes to the auditor’s attention that
affects the financial statements

Management’s Responsibilities
 Management should acknowledge and understand its
responsibility:

-For preparation of the supplemental information
-To include the auditor’s report on the
supplementary information in any document that
contains the supplementary information
-To present the supplementary information with
AFS, or to make the AFS readily available to
intended users
of the supplementary information

Auditor Procedures
 Procedures on supplementary information should use the same

materiality levels used during the audit of the financial statements

 Inquiry of management regarding purpose of the supplementary

information
 Is it included due to regulatory requirement?
 Is it included at discretion of management?

 Determine methods used to produce the information and whether

those methods are consistent with prior year presentation

 Compare and reconcile to accounting records and to AFS

Auditor Procedures (cont.)
 Inquire of management regarding estimates and
assumptions
 Evaluate appropriateness and completeness
 Obtain appropriate representations from
management, including that management will make
the AFS readily available to intended users of the
supplemental information

Reporting
 Auditor should report either in an explanatory paragraph
following opinion paragraph, or
 In a separate report on the supplementary information
 However, a separate report should be used if it is known
that the AFS will not be presented with the supplementary
information
 Separate report should include a reference to the report on
the financial statements (incl. date, nature of opinion, and
any report modifications)

Reporting (cont.)
 Under either option, the following should be
disclosed:


Statement that the audit was conducted for the purpose
of forming an opinion on the financial statements taken
as a whole

 Statement that supplementary information is

included for purposes of additional analyses
and is not a required part of the financial
statements

Reporting (cont.)
 Under either option, the following should be disclosed:
 Statement that supplementary information is

responsibility of management, and that the
information relates to underlying accounting records

 Statement that supplementary information has been

subjected to auditing procedures applied to the
financial statements

 An actual statement portraying opinion (qualified or

unqualified)

If Information is Misstated….
 Auditor should propose that appropriate revisions be
made
 If not made, auditor should modify opinion/describe
misstatement in report
-Exception: if separate report is being
made on
the supplementary information alone, the auditor
should withhold the report

Report
 Our audit was conducted for the purpose of forming an opinion on

the financial statements as a whole. The [identify accompanying
supplementary information] is presented for purposes of additional
analysis and is not a required part of the financial statements. Such
information is the responsibility of management and was derived from
and relates directly to the underlying accounting and other records
used to prepare the financial statements. The information has been
subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including
comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the
information is fairly stated in all material respects in relation to the
financial statements as a whole.

Reporting (cont.)
 Example for benefit plans:
Our audit was conducted for the purpose of forming an
opinion on the financial statements as a whole. The
accompanying Schedule of Assets Held for
Investment Purposes is presented for the purpose of
additional analysis and are not a required part of the
financial statements but are supplementary
information required by the Department of Labor's
Rules and Regulations for Reporting and Disclosure
under the Employee Retirement Income Security Act
of 1974.

Reporting (cont.)
 Example for benefit plans:
Such information is the responsibility of the Plan's
management and was derived from and relates directly to
the underlying accounting and other records used to
prepare the financial statements. The information has
been subjected to the auditing procedures applied in the
audit of the financial statements and certain additional
procedures, including comparing and reconciling such
information directly to the underlying accounting and
other records used to prepare the financial statements or
to the financial statements themselves, and other
additional procedures in accordance with auditing
standards generally accepted in the United States of
America.

Reporting (cont.)
 Example for benefit plans:
In our opinion, the information is fairly stated in all
material respects in relation to the financial
statements as a whole.

SAS 120, Required Supplementary Information (“RSI”)
 Supersedes AU Section 558, Required Supplementary
Information
 Effective for periods beginning on or after December 15,
2010 (early application is permitted)
 Applicable when auditor is dealing with information that a
“designated accounting standard setter” requires to
accompany an entity’s basic financial statements
 In absence of separate requirement, auditors opinion on
basic financial statements does not cover RSI

Objectives
 Discuss in report whether RSI is presented
 Communicate if RSI is not presented in accordance
with guidelines established by designated accounting
standard setter, or if auditor has identified material
modifications that should be made

Auditor Procedures
 Inquire of management as to whether:

-Prescribed guidelines have been followed
-Whether methods of presentation or
measurement have changed
-Whether any significant assumptions or
interpretations were used

Auditor Procedures (cont.)
 Compare information with consistency to:

-Management’s responses to inquiries
-Basic financial statements
-Knowledge obtained during audit of
statements

financial

Auditor Procedures (cont.)
 Obtain representations from management

-That they acknowledge responsibility
-As to whether prescribed guidelines were
followed
-As to consistency of presentation and
measurement
 Auditor should inform those charged with governance if
any procedures cannot be completed

Reporting
 Auditor should include explanatory paragragh in report referring to RSI after opinion

paragraph

 The paragraph should include following language, as applicable to the particular

engagement:

-The RSI is included and auditor has performed the aforementioned
procedures
-The RSI is omitted
-Some RSI is missing and some is presented in accordance with
prescribed guidelines
-The auditor is unable to complete the procedures required by this SAS
-The auditor has unresolved doubts

Reporting (cont.)
 [Identify the applicable financial reporting framework (for example, accounting

principles generally accepted in the United States of America)] require that the
[identify the required supplementary information] on page XX be presented to
supplement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by [identify designated
accounting standard setter] who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and
other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Reporting (cont.)
 Example for benefit plans:
PPC does not have a sample yet for limited scope
benefit plan audits (most audits).

SAS 121
 Revised Applicability of SAS No. 100, Interim
Financial Information
 Revises SAS 100 such that AU Section 722 would be
applicable when the accountant audited the entity’s
latest annual f/s, and the appointment of another
accountant to audit the current year f/s is not
effective prior to the beginning of the period covered
by the review.

ASB
 Clarity project.
 All clarified standards will “go live” at the same time.
 Upon issuance of all clarified SAS’s, one SAS will be
issued containing all clarified SAS’s in codified format.
 Three recently adopted standards
 Expected to “go live” in 2012.

ASB
 Special considerations-Audits of Financial Statements
Prepared in Accordance with Special Purpose
Frameworks.
 Will apply to audits of cash basis, tax basis, regulatory
basis (stat).
 Covers acceptance, understanding with client,
planning, reporting, etc.

ASB
 Independent Auditor’s Report
 [Appropriate Addressee]
 Report on the Financial Statements2
 We have audited the accompanying financial
statements of ABC Partnership, which comprise the
statement of assets and liabilities arising from cash
transactions as of December 31, 20X1, and the related
statement of revenue collected and expenses paid for
the year then ended, and the related notes to the
financial statements.

ASB
 Management’s Responsibility for the Financial Statements
 Management is responsible for the preparation and fair
presentation of these financial statements in accordance
with the cash basis of accounting described in Note X; this
includes determining that the cash basis of accounting is
an acceptable basis for the preparation of the financial
statements in the circumstances. Management is also
responsible for the design, implementation and
maintenance of internal control relevant to the
preparation and fair presentation of financial statements
that are free from material misstatement, whether due to
fraud or error.

ASB
Auditor’s Responsibility
 Our responsibility is to express an opinion on these financial statements based on our

audit. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.
 An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the partnership’s
preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the partnership’s internal control.3
Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.
 We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

ASB
Opinion
 In our opinion, the financial statements referred to above
present fairly, in all material respects, the assets and liabilities
arising from cash transactions of ABC Partnership as of
December 31, 20X1, and its revenue collected and expenses paid
during the year then ended in accordance with the cash basis of
accounting described in Note X.
 Basis of Accounting
 We draw attention to Note X of the financial statements, which
describes the basis of accounting. The financial statements are
prepared on the cash basis of accounting, which is a basis of
accounting other than accounting principles generally accepted
in the United States of America. Our opinion is not modified
with respect to this matter.

ASB
 Report on Other Legal and Regulatory
Requirements
 [Form and content of this section of the auditor’s
report will vary depending on the nature of the
auditor’s other reporting responsibilities.]
 [Auditor’s Signature]
 [Auditor’s City and State]
 [Date of the Auditor’s Report]

ASB
 Statement on Auditing Standards-Engagements
to Report on Summary Financial Statements
 Does not apply to GASB required summary f/s
 Applies where you are asked to audit summary
such as non-profits presenting “total only”
columns.

ASB
 Statement on Auditing Standards-Engagements
to Report on Summary Financial Statements
 Does not apply to GASB required summary f/s
 Applies where you are asked to audit summary
such as non-profits presenting “total only”
columns.

ASB
 Statement on Auditing Standards-Using the Work
of an Auditor’s Specialist
 Does not apply to:
 Engagement team members who have specialized
skills
 Use of a specialist hired by the client, whose work
is used by the entity to prepare f/s (covered in SAS
Audit Evidence (redrafted))

ASB
 Statement on Auditing Standards-Using the Work
of an Auditor’s Specialist
 Covers when to use a specialist
 Nature, timing and extent of audit procedures
 Competence and capabilities of the specialist
 Evaluating adequacy of the specialists work
 Other issues

SSAE No. 16, Reporting on Controls
at a Service Organization
 Replaces SAS 70 and moves the requirements to an
SSAE
 Types of entities that get SSAE 16 reports
 Still specifies Type 1 and Type 2 reports

SSAE No. 17, Compiled Prospective
F/S
 Issued December 2010, conforms to SSARS 19.

PCAOB
 August 2010, issued 8 new standards that are effective
for years beginning after 12/15/2010:
 AS No. 8, Audit Risk
 AS No. 9, Audit Planning
 AS No. 10, Supervision of the Audit Engagement
 AS No. 11, Consideration of Materiality in Planning and
Performing an Audit

PCAOB
 August 2010, issued 8 new standards that are effective
for years beginning after 12/15/2010:
 AS No. 12, Identifying and Assessing Risks of Material
Misstatement
 AS No. 13, The Auditor’s Responses to the Risks of
Material Misstatement
 AS No. 14, Evaluating Audit Results
 AS No. 15, Audit Evidence

PCAOB
 On June 14, 2011, issued a temporary rule to

establish an interim inspection program for
registered CPA’s audits of securities brokers
and dealers.
 Applies to all broker dealers.
 AICPA wanted them to exclude introducing
broker dealers.

PCAOB
 Is considering a plan to mandate audit

firm rotation as a way to improve audit
quality.

PCAOB
 Considering whether to change the

standard auditors report—have heard
from many investors that the current
auditor’s report, which provides only a
pass-fail opinion, is of limited relevance.
Investors want deeper insight from
auditors.

Sustainability
 Sustainability trends (from

Greenbiz.com)
 What Every CFO needs to know

Sustainability
1. Sustainability reporting is mainstream

Companies reporting to the Carbon
Disclosure Project has grown from 235
companies 8 years ago to 3,050 now.
Growing numbers reporting
sustainability data (USC)

Sustainability
2. Green ratings matter

Dow Jones Sustainability Index
Greenpeace’s Supermarket Seafood
Sustainability Scorecard
Others.

Sustainability
3. Investors Care

Shareholder resolutions are up 40%.
Last year SEC issued guidelines on
reporting climate risk.

Sustainability
4. Companies combine financial and

nonfinancial reporting
More companies are combining data.
FASB and IASB are supporting
supplemental non-financial info.

Sustainability
5. Sustainability Impacts Key Businesses

Processes
Companies are treating it like quality.

Sustainability
6. Corporate Energy Management

Emerges
Reduced energy usage reduces costs and
also carbon usage

Sustainability
7. Spreadsheets Are Not Sufficient to

Support Emerging Processes
This will put demands on IT departments
for data-base driven information

Ethics-10/2010 JOA
 1. A sole practitioner performs a review engagement for a
small company owned by two partners. The two partners are
involved in the sale of the company’s products and neither
has ever performed an accounting function. The client has an
office manager who maintains the accounting records among
his various responsibilities. The office manager is not a CPA
and does not have a degree in accounting. The company’s
remaining employees work in the production facilities. The
sole practitioner performs certain tax and bookkeeping
services permitted under Interpretation 101-3 for the client.
Based on the fact that none of the client’s employees have an
accounting background, can the sole practitioner perform
the nonattest services and still remain in compliance with
the general requirements of Interpretation 101-3?

Ethics-10/2010 JOA
 2. Based on the fact pattern in Question 1,

the sole practitioner calculates the
deferred tax asset for the financial
statements. Neither of the partners nor
the office manager possesses the skills to
calculate the deferred tax asset in the
current year nor do they intend to learn
how to perform such a calculation in
future years. Is the sole practitioner’s
independence impaired?

Ethics-10/2010 JOA
 3. A CPA audits a small privately held

company. The owners of the company are
considering offering some key employees
life insurance as part of their
compensation. The owners inquired with
the CPA on the effects such a plan may
have on their financial statements. Would
the CPA have to follow the general
requirements of Interpretation 101-3 in
providing the advice?

Ethics-10/2010 JOA
 4. A CPA performs the audit of a small

privately held company. The client has a
bookkeeper, but no CPA on staff. During the
audit, the CPA proposes adjustments to the
financial statements. The journal entries
include adjustments to the accumulated
depreciation account, a reclassification of
long-term assets and an adjustment based on
sales cutoff testing. Would the proposal of
these entries be considered a bookkeeping
service subject to Interpretation 101-3?

Ethics-10/2010 JOA
 5. A CPA performs a review engagement for a small
company that has limited staff for its accounting and
finance functions. The CPA receives copies of check
disbursements, invoices and purchase orders, and books
the journal entries accordingly for the client. The client
has identified each cash disbursement, invoice and
purchase order (for example, inventory, phone bill,
payroll, misc., etc.). As the CPA is booking the entry, the
CPA assigns the general ledger account number for the
type of expense as identified by the client. Would this
be considered determining or changing journal entries,
account codings or classifications as prohibited by
Interpretation 101-3?

Ethics-10/2010 JOA
 6. Based on the fact pattern in Question 5,

the CPA also receives a copy of the client’s
bank statement and performs a bank
reconciliation at the end of each month.
The client reviews and approves the bank
reconciliation. Would preparing the
client’s bank reconciliation be considered
“maintaining internal controls” for the
client and impair independence?

Ethics-10/2010 JOA
 7. In the questions above, must the

CPA document the client’s review and
approval of the bank reconciliation
and the journal entries made?

Ethics-10/2010 JOA
 8. A CPA performs an audit for a private

closely held company. The two owners of
the company are heavily involved in dayto-day operations and the accounting and
finance functions. The CPA is asked to
perform financial planning activities for
the owners on a personal basis. Would
these services be subject to Interpretation
101-3?

Ethics-10/2010 JOA
 9. A CPA performs the audit of a company.

The client deposits money into the CPA
firm’s account. The account is totally
separated from that of the firm’s money and
other accounts. The client is a signer on the
account and is able to make transfers and
write checks from the account. The CPA only
transfers money to vendors of the client
when the client requests and formally
approves. Would this service be permitted
under Interpretation 101-3?

Ethics-10/2010 JOA
 10. A review client of a CPA has a pile of

invoices indicating the purchase date and
purchase price of all of its fixed assets. The
CPA compiles the information into an
Excel spreadsheet creating a fixed assets
schedule with formulas to calculate
monthly depreciation on the assets.
Would this service impair independence
under Interpretation 101-3?

Ethics-Recent findings
 The AICPA Professional Ethics Division

enforces members' compliance with the
code via the Joint Ethics Enforcement
Program (JEEP), which is conducted in
concert with the state CPA societies. The
following are examples of common
disciplinary findings and the rules in the
code to which they relate:

Ethics-Recent findings
 Ethics Rule 201
 - An audit partner in a CPA firm did not have

the professional competence to properly
perform the role of engagement partner
because the audit partner had not received
adequate continuing professional education.
 - An auditor failed to exercise due
professional care during the client
acceptance process by failing to perform an
appropriate risk assessment.

Ethics-Recent findings
 Ethics Rule 202
 - An auditor failed to make appropriate inquiries
concerning the professional reputation and
independence of another auditor on whose procedures
he or she relied.
 - An auditor failed to make required communication
with the predecessor auditor prior to accepting a new
audit engagement.
 - An auditor failed to obtain sufficient, competent
evidence.
 - An auditor failed to document procedures performed.

Ethics-Recent findings
 Ethics Rule 203, Accounting Principles (AICPA,
Professional Standards, ET sec. 203 par. .01 )
 - The financial statements prepared by a member in
industry did not include appropriate disclosures related
to his or her employer's stock option plan.
 - The financial statements prepared by a member in
industry failed to disclose in the financial statements
the significant components of income tax expense of his
or her company.
 - A member prepared financial statements that
incorrectly used a method of accounting for
uncollectible accounts, that is, did not comply with
GAAP.

Ethics-Recent findings
 .28 The following matters investigated via the JEEP also resulted in

violations of the code by members:

 A member paid a referral fee to a CPA firm, which was then paid to an

officer of the client without disclosing all of the relevant details. (A
violation of Interpretation No. 102-2, “Conflicts of Interest,” under
Rule 102, Integrity and Objectivity [AICPA, Professional Standards, ET
sec. 101 par. .03 ])
 A member violated a federal regulator's independence rules by
entering into a fee-sharing agreement with the officer of the client. (A
violation of Interpretation No. 501-5, “Failure to Follow Requirements
of Governmental Bodies, Commissions, or Other Regulatory Agencies
in Performing Attest or Similar Services,” under Rule 501, Acts
Discreditable [AICPA, Professional Standards, ET sec. 501 par. .06 ])
 A member auditing a benefit plan failed to gain an understanding of
the internal controls that relate to the payroll and personnel functions
of the plan sponsors. (A violation of Ethics Rule 202 )

Ethics-Recent findings
 A member auditing a benefit plan relied on

actuarial information without considering
the professional qualifications, reputation,
and independence of the actuary. (A
violation of Ethics Rule 201[B] ), “Due
Professional Care”)
 An auditor created journal entries and coded
deposits and disbursements for reporting in a
client's general ledger without obtaining
client approval, that is, audited his or her
own work. (A violation of Interpretation No.
101-3 )

Ethics-Recent findings
 A member in industry failed to promptly investigate
numerous suspicious transactions despite his or her
concerns over their accounting treatment and failed to
timely present these concerns to the company's
governance bodies. (Violations of Interpretation No.
102-4, “Subordination of Judgment by a Member,” under
Rule 102 [AICPA, Professional Standards, ET sec. 102 par.
.05 ])
 A member auditing a government agency subject to
Office of Management and Budget (OMB) Circular A133, Audits of States, Local Governments, and Non-Profit
Organizations requirements did not accurately identify
and test all major programs in accordance with the
OMB guidelines. (A violation of Interpretation No. 501-5
)

Other Stuff
 Blue Ribbon Panel on Private Company Reporting
(private gaap vs public gaap vs ifrs)
 Other stuff from the audience?

