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Update on SSARS Engagements
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•Distinguish among the nature and elements of reviews, compilations, and 

preparation engagements of financial statements following the completion of the 

SSARS Clarity Project.

•Identify key provisions in SSARS No. 25, Materiality in a Review of Financial 

Statements and Adverse Conclusions.

•Recognize common practice issues for SSARS engagements.
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SSARS 25 – Materiality in a 

Review of Financial 

Statements and Adverse 

Conclusions
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• Background

– AR-C section 90, Review of Interim Financials, based off AU-C section 930, Interim Financial 

Information, in auditing standards

– ARSC believes it was important to converge with ISRE 2400 (revised), Engagements to 

Review Historical Financial Statements.

– ARSC also monitoring recent issued ASB auditing standards to seek alignment.  SSARS 25 

minimizes differences with the auditing standards regarding consistent concepts

– ARSC issued final standard in February 2020

• Effective date

– For engagements performed in accordance with SSARSs on financial statements for periods 

ending on or after December 15, 2021. 
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• Includes revisions to 

– AR-C section 60, General Principles for Engagements Performed in Accordance with 

Statements on Standards for Accounting and Review Services, to revise certain definitions

– AR-C section 70, Preparation of Financial Statements, to require accountant to inform 

management of reasons for withdrawing from engagement

– AR-C section 80, Compilation Engagements, to adjust requirements  for accountants when 

compiling financial statements prepared in accordance with special purpose frameworks

– AR-C section 90, Review of Financial Statements, to converge with ISRE 2400 (revised)
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SSARS No. 25 amends AR-C 60 to define “financial statements” as follows:

Financial statements:  A structured representation of historical financial information, including 

disclosures, intended to communicate an entity’s economic resources and obligations at a point in 

time or the changes therein for a period of time in accordance with the financial reporting framework. 

The term financial statements ordinarily refers to a complete set of financial statements as determined 

by the requirements of the applicable financial statements but can also refer to a single financial 

statement.  Disclosures comprise explanatory or descriptive information, set out as required, expressly 

permitted or otherwise allowed by the applicable financial reporting framework, on the face of a 

financial statement or in the notes, or incorporated therein by reference.

The requirements of the applicable financial reporting framework determine the presentation, 

structure, and content of the financial statements and what constitutes a complete set of financial 

statements
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• SSARS No. 25 amends AR-C 70 to require the accountant to inform management of its 

reasons for withdrawing when the accountant intends to withdraw from the engagement 

because 

– The accountant is unable to include a statement on each page of the financial 

statements indicating, at a minimum, that “no assurance is provided” on the financial 

statements. 

– Management fails to provide additional or corrected information when the accountant 

becomes aware that the records, documents, explanations, or other information —

including significant judgments — used in the preparation of financial statements are 

incomplete, inaccurate, or otherwise unsatisfactory. 
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• SSARS No. 25 amends AR-C 80 to add new requirements when compiling financial 

statements in accordance with special purpose frameworks 

– That is based on a contract

• Accountant required to 

– Consider whether the financial statements adequately describe any significant 

interpretations of the contract on which the financial statements are based. 

– Include a statement that the financial statements may not be suitable for another 

purpose in the required separate paragraph in the accountant’s compilation report on 

financial statements prepared in accordance with a special purpose framework. 
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• Revises AR-C 90 to include this definition:

– Limited assurance. A level of assurance that is less than the reasonable assurance 

obtained in an audit engagement but is at an acceptable level as the basis for the 

conclusion expressed in the accountant’s review report. (Ref: par. .A5) (Ref: par. .A5) 

• Adds explicit requirements for accountant to 

– Plan and perform review engagement with professional skepticism.

– Determine materiality and apply such materiality in designing procedures and evaluating 

results and to revise materiality when evaluating results.

– Inquire of management regarding material commitments or other contingencies and 

inquire about nonmonetary transactions.

– Remain alert for related party relationships or transactions.

• Provides ability to issue an adverse conclusion.
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▪ Requirement for accountant to explicitly determine materiality

▪ Apply concept in designing and performing review procedures

▪ Should be revised when information obtained dictates

▪ Materiality is determined in the context of the applicable financial reporting 
framework, but generally considers the following:

▪ Misstatements, individually or in the aggregate, that would influence the 
judgment made by a reasonable user based on the financial statements

▪ Materiality judgments are made in light of surrounding circumstances and are 
affected by the size or nature of a misstatement or a combination of both and 
consist of both qualitative and quantitative considerations

▪ Judgments about matters that are material to users of the financial statements 
are based on a consideration of the common financial information needs of 
users as a group, not specific individuals
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• Does not change the basic review procedures of inquiry and analytical 

procedures

• Used to assist the accountant in determining which account balances or 

disclosures should be subjected to review procedures

– Revenues and receivables.

– Determine materiality and apply such materiality in designing procedures 

and evaluating results and to revise materiality when evaluating results.

– Expenses and payables.

– Key lending ratios and debt covenants.
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• What misstatements were detected as a result of review procedures that 

were not adjusted

• Not appropriate to only use initial materiality in determining if 

misstatements are material

• Accountant should evaluate qualitative and quantitative impact of 

misstatements

14



• Typical issues that would result in the revision of materiality

• Adjustments to the financial statements

• Additional information that provides insight to materiality levels from the 

users of financial statements.
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Performance Requirements 

and practice issues for 

Engagements Under the 

SSARS
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Replaces AR section 60, Framework for Performing and Reporting on Compilation and 

Review Engagements

Intended to help accountants better understand professional responsibilities under SSARS 

engagements:

•Applies to all SSARS engagements, attest and nonattest

Includes requirements and guidance with respect to:

•Defining professional responsibilities

•Ethical requirements

•Professional judgment

•Engagement-level quality control

•Acceptance and continuance of client relationships/engagements 
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Applies to firms’ systems of quality control:

•Applies to all audits and attestation engagements

-Does not apply to government audit organizations

•Firms must also follow SAS Nos. 122 and 128 on audits

•AR-C section 60 applies to engagement level quality control

Procedures will vary based on size of firm and operating characteristics of firms 

Requirements fall into two categories:

•Unconditional – Use word “must” and must be complied with

•Presumptively mandatory requirements – Use word “should”

-Firm may, in rare circumstances depart but must document justification and alternative 

procedures
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Applicable financial reporting framework

Designated accounting standard setter

Fair presentation framework

General purpose financial statements

Special purpose financial statements
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Accountant on a SSARS engagement must comply with all relevant ethical 

requirements:

•AICPA Code of Conduct

-Accountant’s responsibilities

-The public interest

-Integrity

-Objectivity and independence

-Due care

-Scope and nature of services

•Must also address State Board and regulatory requirements
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Two basic sets of procedures:

1. Evaluation of engagement:

-Overall procedures in place to consider matters such as QC standards and 

independence

-Appropriateness of financial reporting framework

2. Related to prospective client:

-Client integrity, services to be performed, intended users of F/Ss
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Applicable frameworks are either general purpose or special purpose

Relevant factors in assessing the financial reporting framework selected by management 

•The nature of the entity (for example, whether it is a business enterprise, a governmental entity, or a not-

for-profit organization) 

•The purpose of the financial statements (for example, whether they are prepared to meet the common 

financial information needs of a wide range of users)

•The nature of the financial statements (for example, whether the financial statements are a complete set 

of financial statements or a single financial statement) 

•Whether law or regulation prescribes the applicable financial reporting 

Financial statements and selection of the appropriate framework are the responsibility of management

•Such responsibility should be acknowledged in the engagement letter

•Accountant may rely on the information provided by management
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Preparation Compilation Review

Level of assurance None None Limited

Understand internal 

control
Not required Not required Not required

Assess fraud risk Not required Not required Not required

Test to obtain evidence None None Inquiry, analytical 

procedures, management 

representation letter.

Could be performed After 2015 After 1978 After 1978
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•Provides no assurance

•Does not require the accountant to understand internal controls

•Does not require tests to obtain evidence

•Does not require a written report
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•Purpose: To prepare financial statements in accordance with an applicable financial 

reporting framework.

•Required when an accountant is engaged to prepare financial statements, including 

a single statement, supplementary information, or pro forma information.
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•Nonattest service

•Independence does not have to be considered.

•No report is required.

—Opinion is not issued.

—Legend noting no assurance is provided on each page of the financial 

statements.

—If no legend is provided on the financial statements, accountant must either issue 

a disclaimer, perform a compilation in accordance with 

AR-C Section 80 or withdraw from the engagement.
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•Agree upon the terms of the engagement with the client

•Obtain an understanding of the financial reporting framework and significant 

accounting policies

—Sufficient to complete the engagement

—Gained through inquiry, experience, and consulting relevant guidance

•Prepare the financial statements

—Statement of no assurance
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Required

•Engagement letter (signed)

•Financial statements

Recommended

•Client acceptance form

•Disclosure checklist
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•Definition

—Apply accounting and financial reporting expertise to assist management in the 

presentation of financial statements 

—Report on the financial statements without undertaking to obtain or provide any 

assurance

•Required when an accountant is engaged to perform a compilation

—Significant change from previous standards

—New preparation engagement
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•Three-party relationship: Management, accountant, and users

•Applicable financial reporting framework

•Financial statements or financial information, including accounts, elements, or items 

of the financial statements

•Written report is required
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•Applies when the accountant is engaged for compilation (compilation)

•Must consider independence (compilation)

•Requires an engagement letter (both)

•Requires a report (compilation)

•No assurance is provided (both)
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•Comparison to audit and review performance standards

—Compilation provides no assurance 

—Review and audit engagements require the gathering of evidence

—Accountants must understand internal control for audits

—No requirement in compilation engagements to search for fraud or illegal acts
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•Standards

—Establish an understanding with the client.

-The engagement letter should be in writing and signed by both parties.

—Have appropriate knowledge and understanding of the entity’s financial reporting 

framework.
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•Standards (continued)

—Read the financial statements.

—Obtain additional information if information is incorrect, incomplete, or otherwise 

satisfactory.

-Bring to management. 

-Request additional or revised information.
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Purpose

•Compliance with SSARSs & SQCSs

•May vary by client

Required

•Engagement letter (signed)

•Financial statements

•Accountant’s report

Recommended

• Client acceptance form (knowledge and 

understanding of the client)

• Work program (outlines the engagement)

• Bridging documents (captures difference 

between client’s records and compiled 

statements)

• Disclosure checklist

• Other support
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• The objective of a review is to obtain limited assurance primarily by 

performing analytical procedures and inquiries, as a basis for reporting 

whether the accountant is aware of any material modifications that should be 

made to the financial statements for them to be in conformity with the 

applicable financial reporting framework (i.e. U.S. GAAP, cash-basis, tax-

basis).

• Accountant accumulates review evidence to obtain a limited level of 

assurance

• It is an assurance engagement 
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• The objective of an audit is to obtain reasonable assurance about whether the 

financial statements as a whole are free from material misstatement whether 

due to fraud or error, thereby enabling the auditor to express an opinion on 

whether the financial statements are prepared, in all material respects, in 

accordance with the applicable financial reporting framework (i.e. U.S. GAAP, 

cash-basis, tax-basis).

• Auditor accumulates audit evidence to obtain a reasonable level of 

assurance

• It is an assurance engagement 
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• AR-C section 90 applies to all reviews of historical financial information –

excluding:

• Interim financial information (which is covered by AU-C section 930)

• Pro-forma financial information (which is covered by AT-C section 310)
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• New SSARS 25 performance requirements:

• The accountant is required to plan and perform the review with 

professional skepticism, recognizing that circumstances may exist that 

cause the financial statements to be materially misstated.

• ARSC does not believe that this will result in a significant change in 

practice.
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• New SSARS 25 performance requirements:

• Explicit requirement to determine materiality and apply this materiality in 

designing the procedures and evaluating the results obtained from those 

procedures.

• Also required, in obtaining sufficient appropriate review evidence as a 

basis for a conclusion on the financial statements as a whole, to design 

and perform the analytical procedures and inquiries to address all 

material items in the financial statements, including disclosures.
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• New SSARS 25 performance requirements:

• ARSC does not believe that this will result in a significant change in 

practice because the accountant has always had to have an 

understanding of materiality in order to conclude that the accountant is not 

aware of any material modifications that should be made to the financial 

statements for them to be in accordance with the applicable reporting 

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

• Understanding of the industry

• Knowledge of the client

• Awareness of the risk of that the or she may unknowingly fail to modify the 

accountant’s review report on financial statements that are materially 

misstated
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• The accountant performs primarily analytical procedures and inquiries to 

obtain sufficient appropriate review evidence as the basis for a conclusion 

on the financial statements as a whole.

• In obtaining sufficient appropriate review evidence as the basis for a 

conclusion no the financial statements as a whole, the accountant is 

required to design and perform the analytical procedures and inquiries to 

address the following

• New from SSARS 25 – All material items in the financial statements, 

including disclosures

• Areas in the financial statements where the accountant believes there are 

increased risks of material misstatements
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• If the accountant becomes aware of a matter that causes the accountant to 

believe the financial statements may be materially misstated, the 

accountant designs and performs additional procedures, as the accountant 

considers necessary in the circumstances, to be able to conclude on the 

financial statements.
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• SSARS 25 includes new required inquiries about:

• Material commitments, contractual obligations, or contingencies that have 

affected or may affect the entity’s financial statements, including 

disclosures

• Material nonmonetary transactions or transactions for no consideration in 

the financial reporting period under consideration
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• SSARS 25 includes new:

• Requirement for the accountant, during the review, to remain alert for 

arrangements or information that may indicate the existence of related 

party relationships or transactions that management has not previously 

identified or disclosed to the accountant.  If the accountant identifies 

significant transactions outside other entity’s normal course of business 

while performing the review, the accountant is required to inquire of 

management about

• The nature of those transactions, and 

• Whether related parties could be involved.
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• Prior to the issuance of SSARS 25, the accountant was prohibited from 

modifying the standard report to include a statement that the financial 

statements are not in accordance with the applicable financial reporting 

framework (that is, an adverse conclusion).

• ISRE 2400 (Revised) provides for the issuance of an adverse conclusion.
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• ARSC concluded that it was not in the public interest to prohibit the 

expression of an adverse conclusion when the accountant is aware that the 

financial statements are materially and pervasively misstated.

• Although the accountant may withdraw from the engagement, users of the 

financial statements may not then be made aware of such misstatements.

• Accountant is not precluded from withdrawing.

• SSARS 25 includes and illustrative accountant’s review report including an 

adverse conclusion.
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▪Qualified Conclusion

▪Appropriate when misstatements are material, but not pervasive

▪Modify the conclusion paragraph heading with the word “qualified”

▪Include a separate paragraph describing the reason for the modification, 
immediately before the conclusion paragraph

▪Adverse Conclusion

▪Appropriate when misstatements are both material and pervasive

▪Modify the conclusion paragraph heading with the word “adverse”

▪Include a separate paragraph describing the reason for the modification, 
immediately before the conclusion paragraph
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Pervasive misstatements are those that, in the accountant’s judgement:

•Are not confined to specific elements, accounts, or items in the financial 

statements

•If so confined, represent or could represent a substantial portion of the financial 

statements

•With regard to disclosures, are fundamental to users’ understanding of the 

financial statements
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Based on my (our) review, except for the effects of the matter(s) described in 

the Basis for Qualified Conclusion paragraph, I am (we are) not aware of any 

material modifications that should be made to the accompanying financial 

statements in order for them to be in accordance with [the applicable financial 

reporting framework]. 
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Based on my (our) review, due to the significance of the matter(s) described in 

the Basis for Adverse Conclusion paragraph, the financial statements are not in 

accordance with [the applicable financial reporting framework]

52



This situation is rarely encountered

•Client refusal to respond to inquiries

•Client refusal to sign representation letter

•Insufficient data to perform analytical procedures

Accountant must withdraw from the engagement (AR-C 90.45)

•No “disclaimer” report allowed
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• The accountant’s review report is required to include a statement that the 

accountant is required to be independent of the entity and to meet the 

accountant’s other ethical responsibilities, in accordance with the relevant 

ethical requirements relating to the review.

• Consistent with the statement required in the auditor’s report in 

accordance with SAS No. 134.
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• If substantial doubt about the entity’s ability to continue as a going concern 

exists, include a separate section headed “Substantial Doubt About the 

Entity’s Ability to Continue as a Going Concern”

• Replaces required EOM but wording is similar

• Consistent with SAS 134

• No new performance requirements
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Purpose:

• Compliance with SSARSs/SQCSs

• May vary by client

• Minimizes liability

Required:

• Signed engagement letter

• Communications with management and other accountants

• Reviewed financial statements and accountant’s 

report

• Analytical and inquiry procedures

• Additional procedure performed in response to 

unexpected findings

• Any significant findings or issues

• Significant unusual matters

• Management representation letter

• Materiality (at least I think)
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• “Engaged” refers to action that commences engagement to prepare.

– The accountant is “hired” to prepare financial statements.

– Terms must be documented in engagement letter or other written 

agreement.

• AR-C 70 requires accountant to

– Obtain engagement letter or other suitable written agreement about terms 

of engagement.

• If providing consulting services such as controller or CFO and prepare 

financial statements, AR-C 70 applies.
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Peer reviewers have noted that:

• Reports do not contain the required elements

• Reports do not always specify the date or period covered by the financial statements

• Reports do not always include a separate paragraph when supplementary information 

accompanies financial statements

• Reports do not always include a separate paragraph in the accountant's compilation 

report that includes the required elements when reporting on financial statements that 

omit substantially all disclosures required by the applicable financial reporting framework

• Lack of independence is not always cited when this is the case
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Peer reviewers have noted that accountants often fail to:

• Use the updated SSARS language; 

• Identify lack of independence;

• Include the expected form and content of the accountant's compilation;

• Report when the accountant's independence is impaired; and

• Identify the applicable financial reporting framework for the preparation of 

the financial statements
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AR-C section 90 requires the accountant to ask management to provide written 

representations for all financial statements presented as well as all periods 

covered by the review

Representations, as in a financial statement audit are dated as of the date of the 

accountant's review report 

Specifically, peer reviews have noted that accountants:

•Fail to request all required representations;

•Fail to request representations that are dated as of the date of the accountant's 

review report; and

•Fail to request representations for all periods covered by the review
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Review reports are prepared under SSARS 21

Peer reviewers have found that accountants are not always:

•Specifying the date or period covered by the reviewed financial statements;

•Including section headings; and

•Clearly indicating the degree of responsibility, if any, the accountant is taking with 

respect to supplementary information that accompanies financial statements and 

the accountant's review report 
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Peer reviewers have noted that accountants are not: 

•Properly documenting the development of expectations of recorded amounts or ratios;

•Evaluating whether the expectation is sufficiently precise to provide the accountant with 

limited assurance that a misstatement will be identified that, either individually or when 

aggregated with other misstatements, may cause the financial statements to be 

materially misstated; and 

•Properly documenting the comparison of recorded amounts or ratios developed from 

recorded amounts to expectations developed by the accountant through identifying and 

using relationships that are reasonably expected to exist, based on the accountant's 

understanding of the entity and the industry in which the entity operates 
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• Accounting principles in the United States require management to perform evaluation of 

going concern and consider need for disclosure

– Management may not have performed evaluation or provided adequate disclosure

– CPAs who prepare financial statements need to be aware of accounting standards 

requirements

• Considerations 

– If disclosures are inadequate, the accountant is required to consider whether the 

modification of the standard report is adequate to disclose the departure from the 

applicable financial reporting framework. 

– The accountant is not required to include an emphasis-of-matter paragraph in the 

accountant’s review report if the financial statements appropriately disclose uncertainty 

about the entity’s ability to continue as a going concern. 

– However, the accountant may consider it necessary to draw users’ attention to the issue.
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Two basic risks of independence:

•Risk that the practitioner is not independent (independence in mind); and

•Risk that the practitioner is perceived as not being independent 

(independence in appearance) 

Practitioners should use a conceptual framework which involves:

•Identifying threats to independence

•Evaluating the threat that the AICPA member would not be independent or 

would be perceived by a reasonable and informed third party as not being 

independent

•Threats must be eliminated or reduced to an acceptable level to be 

independent
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Threats to independence:

•Adverse interest threat; 

•Advocacy threat;

•Familiarity threat;

•Management participation threat; 

•Self-interest threat;

•Self-review threat; and

•Undue influence threat

Nonattest service rules apply during the period of professional engagement 

and during the period covered by the financial statements
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• Independence Conceptual Framework

Is the nonattest service(s) 

specifically mentioned in 

ET Sec. 1.295?  

Evaluate the nonattest 

service using the 

conceptual framework 

at ET Sec. 1.210.010.

No

Does the nonattest 

service(s) specifically 

impair independence?

Service may not be 

performed for attest 

client.

Are there threats that 

would need supplemental 

safeguards to bring them to 

an acceptable level?

Yes

Evaluate firm safeguards 

and apply them.  

Document the safeguards 

and how they were 

applied.

Firm is independent if management is 

willing and able to provide a person 

with suitable skill, knowledge and 

experience  to review and take 

responsibility for the service. Ensure 

that this documentation is thorough 

and that the important engagement 

letter and rep letter provisions are 

included. 

Yes
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Safeguards that could applied by the firm are:

•Firm leadership that stresses the importance of independence 

•Policies and procedures that are designed to implement and monitor quality 

control in attest engagements

•Documented independence policies 

•Internal policies and procedures that are designed to monitor compliance

•Use of different partners, partner equivalents, and engagement teams that 

have separate reporting lines 

•Training timely communication of a firm’s policies and procedures, and any 

changes to them
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Auditing Update, New SASs, and Quality Management 

68



• Common deficiencies

- Insufficient risk assessment procedures

- Inadequate understanding of internal control

- Failure to link procedures performed to risks identified

- Failure to identify “significant risks”

• Auditing standards require

- Performance of risk assessment procedures in every audit 

-Cannot omit those procedures and perform only substantive procedures 

-Must assess risk at both the financial statement level and assertion level

-To identify risks, assess risks and design audit procedures to respond to risks
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• Auditing standards require the following:

- Understanding of internal control in every audit, including consideration of information 

technology

-Even if do not plan to rely on controls in audit

- Performance of procedures that respond to the assessed risk of material misstatement

-This includes linking procedures performed to the risk of material misstatement

-Testing of controls that are relevant to reducing the assessed risk of material 

misstatement must be performed.

- Documenting the assessed risks of material misstatement and the related further audit 

procedures performed in response to the risks
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• Failure to do the following:

- Document planning procedures related to risk assessment and linkage of risks to responses

- Address fraud considerations

- Includes planning the audit to provide reasonable assurance that material misstatements are 

detected whether due to error or fraud

-Failure to document fraud risk discussion and consideration of management override of internal 

control

- Document sampling methodology — How sample was selected

- Include audit documentation that contains sufficient appropriate evidence to support opinion
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-Communicate or document required communications with those charged with 

governance

-Obtain appropriate management representation letters

-Date the auditor’s report appropriately

-Such as dating the report earlier than review of work
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•SAS 142 – Audit Evidence.

•SAS 143 – Auditing Accounting Estimates and Related Disclosures

•SAS 144 – Amendments to AU-C Sections 501, 540, and 620 Related to the Use of 

Specialists and the Use of Pricing Information Obtained From External Information 

Sources.

•SAS 145 – Understanding the Entity and Its Environment and Assessing the Risks 

of Material Misstatement

73



▪ AU-C 500 has not been significantly revised since 2005 even though clarified in 2011

▪ Complexity in the environment

▪ Technological advances

▪ Concern over lack of professional skepticism

▪ Standard addresses emerging technologies, professional skepticism, management 
specialists, and audit documentation

▪ Newer technologies, although given as examples in the standard are not described in 
detail

▪ Primary focus – Assist auditors in assessing whether sufficient appropriate audit 
evidence has been obtained through sources not available when earlier standard was 
issued

▪ Effective for periods ending on or after December 15, 2022

74



•Evaluate “Attributes and Factors” regarding

-Relevance and reliability of evidence

-Source from which the information is obtained

-Whether the information corroborates or contradicts the assertions in the financial statements
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▪ Relevance – The factors that affect the relevance of information are:

▪ The objective of the procedures to be performed as well as the assertions;

▪ The account balances, classes of transactions or disclosures to which the 
information relates; and

▪ Period of time to which the information relates

Auditor is testing AP. She considers relevant information:

Objective – Existence and completeness

• The auditor selects procedures for existence that are relevant to the test such as 

confirmations that can be reconciled to the AP listing and vendor statements

• For completeness the auditor could perform a search for unrecorded liabilities by 

looking at subsequent disbursements. However, looking at subsequent 

disbursements would not be relevant for existence
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▪ Reliability – The factors that affect the reliability of information are:

▪ Accuracy;

▪ Completeness;

▪ Authenticity; and

▪ Risk of bias

▪ Internal controls: internal information is considered more reliable when internal 
controls over the accumulation, preparation and maintenance of the information 
have been tested. Inquiry alone is not sufficient to test internal controls
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▪ Accuracy and completeness

▪ Auditors should reconcile the population from which samples are chosen or 
data is drawn for analytical procedures to the general ledger

▪ Tests of controls are another good way to support accuracy and 
completeness

▪ Authenticity

▪ Auditors are not document authentication specialists

Sales department provides the auditor with a scanned version of an executed 

sales contract. Since the contract is not an original the auditor considers whether 

it is more effective and efficient to confirm key terms with the outside party or to 

test internal controls
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▪Management bias
▪ Entity can influence external information source

▪ Management can select information to “prove” their assertions

▪ Management may unknowingly use information from an external source that 
is biased

Note that this is perhaps even more likely when performing advanced audit data 

analytics. Management could select the variables to use in the analysis that prove 

their assertions. The auditor needs to understand the drivers of the analytic in 

order to evaluate whether there is bias or error present
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▪ Auditor bias

▪ Availability bias – Information is easily retrievable

▪ Confirmation bias – Consistent with initial beliefs or preferences

▪ Overconfidence bias – Auditor believes he/she has more skills than he/she has (e.g., IT, 
valuation, or actuarial) and does not seek outside assistance

▪ Anchoring bias – Assesses account balance by starting with a number and not adjusting it 
far enough away from the initial value

Auditor is performing substantive audit procedure (SAP) on payroll. He began with the prior year

balance of payroll expense dividing by number of employees in the prior year and multiplying it

times the current year number of employees. He adjusted the balance for the average raise and

concluded the amount was reasonable. Since it was off by twice the amount of materiality the

manager suggested he go back and talk to the client about the reason. He inquired about the

raises given to determine if larger raises were given to more highly compensated people. He also

identified the salaries of newly hired people to compare them to the average salary calculated in

the SAP
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Sources of evidence:

▪ From management – Generated internally from the financial reporting system; 

▪ From management – Generated outside the financial reporting system, 
including from sources external to the entity; 

▪ From management – Obtained from management’s specialists;

▪ Auditor – Obtained from sources external to the entity; 

▪ Auditor – Developed from sources internal or external to the entity 

Combinations of types of evidence could be used: To predict cost of sales an 

auditor might obtain information from internal management as well as industry 

statistics on commodity prices from external sources
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▪ Internal information – In the past much of it was in paper form but today a 
significant amount is in electronic form

▪ Auditors have used computer-aided audit techniques on internal data to perform 
procedures for many years

▪ Audit data analytics is a technique that analyzes patterns, identifies anomalies 
or extracts information from data through analysis, modeling or visualization

▪ Automated techniques are used to foot journals or ledgers for accuracy, scan 
data to identify anomalies, and select samples for testing

▪ Audit data analytics can be used as predictive tests
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▪ Typical uses of the automated techniques in the past have been to:

▪ Foot journals and ledgers to determine accuracy;

▪ Choose journal entries;

▪ Scan data to identify anomalies; 

▪ Identify samples for testing; and

▪ Perform regression analysis 

▪ Data analytics can be used effectively to perform more sophisticated data 
queries and then portray the data visually so that patterns can be seen more 
easily

▪ This adds value to the auditor’s work and to the client 
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▪ These more sophisticated analytics are not without risk. If the data is not 
relevant and reliable the test will not provide appropriate evidence

▪ Auditors should consider the need for tests of controls or tests of 
accumulation of information to provide evidence of reliability of the data 
used 

▪ They also need to be skilled in understanding the client’s business to 
ensure that the right data is used and skilled in the application used to 
perform the test
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▪ SAS 142 mentions these other techniques but does not describe them in detail 

▪ Artificial intelligence (AI) – AI is a set of algorithms that perform work that 
traditionally requires human intelligence

▪ Algorithms are created to classify, analyze, and draw predictions from data

▪ There are a number of different AI applications that involve acting on data, 
learning from new data, and improving predictability over time

▪ AI can be simple or very complex

▪ Some of the simpler examples are Google Search, Alexa, Siri and other 
personal assistants, and image recognition software
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▪ Machine learning is a type of AI that feeds a computer with data and uses 
statistical techniques to help it "learn" how to get progressively better at a task

▪ Example: A user feeds a computer with large amounts of data on sales and 
advertising dollars spent. Machine learning is used to see the patterns in 
data and make predictions of future sales based on dollars spent

▪ Another useful application is the use of computer vision to read and analyze 
complex contracts

▪ Remote observation tools such as drones can be used for many applications 
such as to count inventory in difficult to reach places
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▪ Robotic process automation is a technology application that automates routine 
business

▪ Entity can use this tool to capture and interpret applications for processing 
transactions, manipulating data, triggering responses and communicating with other 
digital systems

▪ Applications of RPA can be very simple. For example, a robot can be created that 
generates an automatic response to an email

▪ Some applications take routine business processes and automate them

▪ RPA can be constructed to take an electronic invoice, match it to a purchase order 
and receiving documents, and either approve or reject it until discrepancies can be 
resolved

▪ Auditors can use RPA to streamline repeatable processes as well

▪ Automated tools and techniques may also be used as risk assessment procedures and 
as substantive procedures concurrently if the objectives of both types of procedures are 
achieved
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▪ External information sources develop information that is available for use by a broad range 
of users

▪ An external source is not a management’s specialist, a service organization, or an auditor’s 
specialist

▪ External sources could be pricing services, governments, central banks, stock exchanges, 
media, or academic journals

▪ The auditor may consult external sources to obtain: 

▪ Prices and pricing-related data;

▪ Macroeconomic data, such as historical and forecast unemployment rates and 
economic growth rates, or census data; 

▪ Credit history data;

▪ Industry-specific data;

▪ Mortality tables used to determine liabilities in the life insurance and pension sectors; 
and

▪ Documents or records on websites or in databases or distributed ledgers
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▪ Entity or individual acting as a specialist or service organization may fill more 
than one role and professional judgment may be necessary to determine the 
capacity in which the person or organization is acting at a particular time.

Actuaries are frequently involved in valuations such as pension liabilities or claims 

payable. In this context the actuary is not an external source. When actuarial 

firms publish data on mortality or other information they are functioning as 

external sources

Valuation specialists use models such as Black Scholes to estimate the value of 

derivative instruments. In this case if the service is performed for a client, the 

specialist is acting as management’s specialist. But if a valuation firm prepares 

information for the public and an entity uses it in an estimation then the valuation 

firm is an external source
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▪ Auditors consider relevance and reliability of external information regardless of if the 
auditor or management obtained it

▪ Information about the external information source

▪ Audit evidence obtained through designing and performing further audit procedures

▪ Why management or their specialist uses an external information source

▪ The nature and authority of the external information source

▪ The ability of management to influence the information obtained 

▪ The competence and reputation of the external information source

▪ Past experience of the auditor with the reliability of the information

▪ Evidence of general market acceptance by users of the relevance or reliability of information 
from an external information source 

▪ Whether the entity has controls to address the relevance and reliability of the information

▪ Whether the information is suitable for use in the manner in which it is being used

▪ Alternative information that may contradict the information used

▪ Nature and extent of disclaimers or other restrictive language relating to the information
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▪ Auditors need to consider:
▪ Information about the methods used in preparing the information;

▪ How the methods are being applied, including how models have been used in such 
application, and the controls over the methods; and 

▪ Information relevant to considering the appropriateness of assumptions and other data 
applied by the external information source

▪ If the auditor has doubts about the reliability of the information, they may decide 
to perform a comparison of the information obtained from the external source 
with information obtained from another independent information source

▪ The auditor could also consider obtaining an understanding of management’s 
controls over the reliability of external information and perhaps even test them

▪ If the auditor does not have a sufficient basis to consider the relevance and 
reliability of information from an external information source, it could mean that 
there is a scope limitation
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Evaluating Information Used as Audit Evidence

▪ Oral evidence – Oral inquiries are made during the audit to both internal sources such 
as management or external sources such as attorneys. Inquiries are often the place the 
auditor starts in developing their understanding of the entity and its environment, 
including internal control. Oral inquiries should be backed up with other forms of 
evidence

▪ Visual information – Auditors use observation in risk assessment procedures such as 
understanding an entity’s internal control. Observation is also used in connection with 
physical inventories. For example, an auditor could observe a message that appears 
on client personnel’s computer screen evidencing restricted access to an IT application. 
Drones or video technology could be used as remote observation tools to facilitate 
inventory observations

▪ Paper documents – Auditors will probably continue to see paper documents as forms 
of evidence for the foreseeable future until such time when entities embrace electronic 
forms of transmission. For example, executed contracts, leases, loans, and written 
confirmations are often presented to the auditor as paper documents
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Evaluating Information Used as Audit Evidence

▪ Electronic information – Many documents that at one time were presented to the 
auditor in paper form are now electronic and this trend will continue. Paper documents 
such as a paper contract can be scanned. Alternatively, some documents are executed 
electronically using Docusign or a similar application

▪ Data – Data that is stored in the entity’s IT system or obtained from an external source 
may be either manually input into the system or electronically generated. For example, 
there is often an electronic interface between an entity and a service organization 
which is used to transmit data

▪ Client records – The auditor also inspects records that may be in paper form such as 
accounting entries, checks, electronic fund transfer confirmations, invoices, contracts, 
ledgers, journal entries, spreadsheets, cost allocations, reconciliations, and disclosures

▪ Information from published sources – In performing procedures like regression 
analysis the auditor may use information from trade groups or government agencies 
often in combination with information from management
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Corroborative or Contradictory Information

An auditor was auditing a financial institution with an extensive portfolio of loans 
secured by real estate in one geographic area. The auditor obtained industry 
information about the market where the real estate was located that contradicted 
the appraisals management gave the auditor to support the value of the collateral. 
The auditor had to perform additional procedures to reconcile the difference

An auditor was evaluating information related to management’s assertions about 
the recorded balance of the entity’s provision for warranties for a certain product.  
She inquired of the people handling returns of product and asked to see reports to 
determine the amount of sales returns during the period.  She noted an absence 
of sales returns of the product in question which supported management’s 
assertion about the completeness of the provision for warranties
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▪ When information is transformed from its original state, whether its scanned, 
filmed, digitized or transformed by other means, the data may lose its reliability 

▪ Auditor may need to perform additional audit procedures to address the 
reliability of the data such as inspection of the original documents or performing 
tests of internal controls over the transformation and maintenance of the 
information

▪ Testing internal controls becomes even more important when the information is 
electronically initiated, recorded, processed, or reported and is only available in 
electronic form

▪ Sufficiency and appropriateness of the evidence usually depends on the 
effectiveness of controls related to data accuracy and completeness

▪ When the source documents are electronic there is more risk that the 
documents could be inappropriately initiated or altered, and the fraudulent 
activity remain undetected
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▪Audit procedures:
▪ Inspection (text recognition programs can be used to examine documents);

▪ Observation (use of drone technology);

▪ External confirmation;

▪ Reperformance;

▪ Recalculation (use of technology to recalculate); and

▪ Inquiry
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▪ Analytical procedures and use of data analytics

▪ Risk assessment procedures

▪ Substantive testing

An auditor was testing entity level internal controls and obtained information from the 
internal audit department to support the entity’s monitoring activities. He decided that the 
information would be good to use in a substantive analytical procedure.  Before using it, 
the auditor evaluated the information to ensure that it was sufficiently detailed and 
precise to use for the secondary purpose

An auditor wanted to use audit data analytics as a risk assessment procedure to look for 
unusual transactions or events and amounts, ratios and trends that might indicate an 
area of higher risk. She found it easier to spot issues by looking at visualizations of 
transactional detail. She prepared an analytic of sales data displayed as a visual 
highlighting per unit values and number of items in a population. Although the procedure 
was primarily performed as a risk assessment procedure, the auditor determined that it 
yielded sufficiently precise information and the output could be used in a substantive 
analytical procedure as well
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▪ Audit documentation is very important in all audits but particularly where new 
audit techniques are used. It is highlighted by the AICPA as an important 
component of SAS 142. However, AU-C 230 was not amended as a result of the 
standard

▪ As in all audits, the auditor should prepare audit documentation that is sufficient 
to enable an experienced auditor, having no previous connection with the audit:

▪ To understand the nature, timing, and extent of the audit procedures performed to 
comply with professional and legal requirements; and

▪ To understand the results of the audit procedures performed, and the audit 
evidence obtained

98



▪ The auditor should document discussions of significant findings or issues with 
management, those charged with governance, and others, including the nature 
of the significant findings or issues discussed, and when and with whom the 
discussions took place

▪ Since audit data analytics can yield results that are different from recorded 
balances, SAS 142 specifically highlights the need to document areas where 
these discrepancies occur, the auditor’s investigation of those instances, and 
how the auditor addressed the inconsistency
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•Background

-Accounting estimates becoming more complex

-Estimates include risk of estimation uncertainty and risk of management bias

-ASB considered guidance in recently issued standards from the IAASB and 

PCAOB

-ASB primarily using IAASB as base, but using terms more common in U.S.

-Proposed guidance applies to all audit estimates and is designed to be scalable to 

all types of estimates
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Key revisions

• Provides more extensive guidance on risk assessment specific to accounting 

estimates

• Requires that inherent risk and control risk surrounding audit estimates be 

assessed separately

—Inherent risk affected by estimation uncertainty, complexity, and subjectivity that 

affect susceptibility of assertion to misstatement

—Auditor takes into account whether further audit procedures contemplate 

planned reliance on controls.
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Key revisions (continued)

• Requires auditor to review outcome of previous accounting estimates or 

subsequent re-estimation to assess risk of material misstatement

• Further audit procedures should include one or more of these:

—Obtaining audit evidence from events occurring up to the date of the auditor’s 

report

—Testing how management made the accounting estimate

—Developing the auditor’s point estimate or range
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Key revisions (continued)

• For significant risks involving accounting estimates, SAS No. 143 requires that 

—test of controls be done in the current period.

—Tests of details be performed when the auditor’s approach only involves 

substantive procedures.
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Key revisions

• AU-C section 501: Expands application guidance to address auditor’s procedures 

when management’s specialists use a proprietary model. Procedures include the 

following:

—Reviewing descriptions of the model

—Testing controls over entity’s evaluation of the specialist’s work

—Testing mathematical accuracy of the calculations under the model

—Assessing inputs to and outputs from the model
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• Emphasizes importance of considering key assumptions made by management’s 

specialist, including consistency of those assumptions.
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Key revisions (continued)

• AU-C section 540: Adds an appendix to include guidance for auditors to consider 

when using pricing information from the following:

—A single pricing service

—Multiple pricing services

—Broker-dealer

106



• AU-C section 620: Enhances guidance related to the use of an auditor’s specialist and 

notes the importance of reaching agreement on respective roles and responsibilities 

related to the following:

—Testing source data

—Evaluating significant assumptions used by the entity or management’s specialists

—Evaluating methods used by the entity or management’s specialist for testing the 

process used to develop an accounting estimate.

• Notes that when key audit matters are included in the auditor’s report, the auditor may 

decide to refer to the work of an auditor’s specialist in the description of a key audit matter
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Key revisions

• Retains requirement to perform risk assessment procedures to identify and assess 

the risk of material misstatement at the overall financial statement level and 

assertion level.

—Does not change key concepts such as audit risk, inherent risk, or control risk, 

but provides expanded guidance.

—Modernizes the standard in relation to IT considerations, particularly IT general 

controls and their impact on automated controls.
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—complexity in the nature of the entity that is the primary driver of scalability.

—Notes that even smaller entities have complex business models.

• Requires understanding of each of five components of internal control.
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Key revisions (continued)

• Emphasizes that risks at the assertion level consists of inherent risk and control 

risk.

—Requires separate assessments of inherent risk and control risk.

—Includes concept of “spectrum of inherent risk” to recognize that inherent risk 

factors are higher for some assertions relative to others.

—Makes it clear that if the auditor does not plan to test controls, the control risk is 

at maximum and the assessment of risk of material misstatement is equal to 

inherent risk.
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• Emphasizes that “significant risks” are based on inherent risk considerations only.

• Changes reference from “internal control” to be “system of internal control” to 

emphasize the importance of considering each of the 

5 components of internal control and how the function together. 

• Requires the auditor to perform risk assessment procedures for each 

of the five components
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Key revisions (continued)

• SAS No. 145 differentiates indirect controls from direct controls:

—Indirect controls. Controls that are typically more “indirect” in nature given they 

generally do not directly address the risks of material misstatement at the 

assertion level. Rather, they are more indicative of risks at the financial statement 

level. The three components of internal control that are “indirect controls” include 

the control environment, risk assessment, and monitoring.

—Direct controls. Controls that typically directly address the risks of material 

misstatement at the assertion level. The two components of internal control that 

are “direct controls” include information system and communication and control 

activities.
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Key revisions (continued)

• Expands auditor’s consideration of entity’s IT environment, including requirements 

to understand the entity’s use of IT in its business and system of internal control.

—Places guidance on IT general controls in context of control activities, 

particularly automated controls.
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• Requires the auditor to identify general IT controls that address the risks arising 

from the use of IT, including evaluating their design and implementation.

—General information technology (IT) controls: controls over the entity’s IT 

processes that support the continued proper operation of the IT environment, 

including the continued effective functioning of information-processing controls 

and the integrity of information in the entity’s information system.

—Risks arising from the use of IT: Susceptibility of information-processing 

controls to ineffective design or operation, or risks to the integrity of information in 

the entity’s IT processes
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Key revisions (continued)

• Requires the auditor to identify the relevant assertions in which risks of material 

misstatements exist and need to be addressed by further audit procedures.

• Adds new “stand-back” requirement for the auditor to evaluate the completeness of 

the identification of significant classes of transactions, account balances, and 

disclosures. 

—The focus is on those that have not been determined by the auditor to be 

significant.

• Documentation requirements.
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SAS No. 145 does note that less complex entities may have fewer structured 

processes and systems.

• Not all elements of the control environment may be in documentary form

• Risk assessment processes may not be formalized

• Fewer number of employees may be involved in financial reporting

• There may not be a written code of conduct, but the management has developed a 

culture that emphasizes the importance of integrity

SAS No. 145 integrates these kinds of considerations throughout the standard.
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•Statement on Quality Management Standards (SQMS) No. 1, A Firm’s System of 

Quality Management

•SQMS No. 2, Engagement Quality Reviews (New)

•SAS No. 146, Quality Management for Engagements Performed in Accordance with 

Generally Accepted Auditing Standards

•Related conforming amendments, including SSARS No. 26

Affects every firm that performs engagements in accordance with SASs, 

SSAEs or SSARS.

117



1. New risk-based approach focused on quality management tailored to the firm’s 

circumstances

2. Revised components of the system of quality management, including information 

and communication

3. More robust leadership and governance requirements

4. Enhanced monitoring and remediation process

5. New! Requirements for networks and service providers

The five key changes clarify and improve existing quality management 

processes
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• New focus on quality management, through risk-based

approach

• Evolved from a linear and soloed system, to a system 

that operated in an iterative and integrated manner

• Proactive approach, with a continual flow of 

remediation and improvement

• Tailored system, scalable to the nature and

circumstances of the firm and the engagements it performs
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•Leadership

–Specified responsibilities 

–Required to undertake an annual evaluation of the system and conclude thereon 

–Appropriate qualifications, influence and authority 

–Periodic performance evaluations of leadership 

•Focus on culture that demonstrates a commitment to quality, which permeates 

throughout the firm 

–The firm’s role in serving the public interest

–Links quality to the firm’s strategic decisions and actions 

•Other matters 
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•Establish quality objectives

–Quality objectives are required by SQMS No. 1.

–Additional quality objectives when necessary to achieve the objective of the system. 

•Identify and assess quality risks

–Understand conditions, events, circumstances, actions, or inactions.

–Risks with a reasonable possibility of occurring and affecting the achievement of a quality 

objective.

•Design and implement responses

–Design and implement firm’s responses and include certain responses specified in the 

standard.

Establish policies or procedures to identify information indicating the need for 

additions to quality objectives, quality risks, or responses 
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•Human, technological and intellectual resources used in the system and in 

performing engagements

–Appropriateness of resources (including financial)

–Obtain or develop, implement, maintain, and use resources 

–Includes obtaining external individuals if needed

–Accountability of personnel and their commitment to quality 

•External service providers used in the system or in performing engagements 

–Component auditors from outside the firm’s network 

–Determine that the resources from the service provider are appropriate for use
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•Relevant and reliable information needed to operate the system 

—Information exchange embedded in culture of the firm 

—Establish an information system 

•Two-way communication, internally and externally 

•Communication with external parties 

—All external communication about the system 

—Firm addresses when it is appropriate to communicate with external parties 

—Specific information communicated, form of communication and nature, timing and 

extent of communication determined by the firm 

123



•Monitor the whole system

•Tailor monitoring activities

—Depends on many factors, e.g., design of the system, circumstances of the firm, 

changes in the system, information known about the system

•Inspect completed engagements

—Increased focus on appropriate selection taking into consideration risk and other 

monitoring activities

—Select engagement partners on a cyclical basis 
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•Framework for evaluating findings and identifying deficiencies, and evaluating 

severity and pervasiveness of deficiencies

—Includes investigating the root cause(s) of deficiencies

•Appropriate remediation of deficiencies, and determining that remedial actions are 

effective

•Communication to leadership, engagement teams and others
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•Network requirements/services (e.g., policies or procedures, methodology, IT applications)

•Firm responsible for its own system –should not place undue reliance on network

•Requirements include

–Understand network requirements/services

–Determine effect on the firm’s system (e.g., adapt/supplement)

–Determine effect of network-level monitoring activities on the firm’s monitoring activities 

–Understand network-wide monitoring, including how the network determines that network 

requirements are implemented across the network 

–Exchange information with the network 
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•Engagement performance

—Professional judgement and professional skepticism at the engagement level

•Selection of engagements for engagement quality (EQ) review

—Expanded —includes focus on entities of significant public interest and when a 

review is appropriate based on risk

•Relevant ethical requirements

—Principles-based approach

—Includes others external to the firm (e.g., network or service providers) to the 

extent that the firm’s relevant ethical requirements apply to them
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–Only applies when EQ review performed 

–Eligibility requirements for EQ reviewers 

—Consider threats to objectivity but no cooling-off period required

—Sufficient time to perform EQ review 

—Permitted use of qualified external EQ reviewers and assistants 

—Actions when eligibility of EQ reviewer is impaired 

–Performance of EQ reviews 

—Focus on significant matters and significant judgements 

—Involvement of EQ reviewer at appropriate points in time throughout engagement 

—Stand-back requirement: whether performance requirements of SQMS 2 have been 

fulfilled 

—Engagement partner precluded from issuing engagement report until notification of 

completion from EQ reviewer
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SAS No. 146, Quality management for an engagement 

conducted in accordance with GAAS
•Evolving use of varying audit delivery models

•Engagement team may be located together or across different geographic regions

•Revised definition of engagement team that includes partner, staff and any other 

individuals who perform audit procedures on the engagement, including those 

engaged by a network firm

•Requirements have been enhanced to recognize the use of technological resources 

in the audit
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The engagement partner’s overall responsibility

•Sufficient and appropriate involvement throughout the engagement

•Leadership responsibility – EP is responsible for achieving quality at the 

engagement level.

•Stand back – EP should be satisfied that involvement has been sufficient and 

appropriate to provide basis for taking overall responsibility.

•Direction, supervision and review – EP is responsible for nature, timing, and 

extent, in view of the engagement circumstances.
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Important!  Information on the Effective Date

Firms must have completed the risk assessment and implemented the risk 

response, such that the system is operational, BY December 15, 2025.

This may seem like a long ways off, but the implementation period is long so that 

you can:

•Start now, 

•Do it right the first time,

•Get it done on time

Early adoption is permitted if all three standards are implemented at the same 

time.
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What should I be doing now?

1. Understand the standards 

• Gain an overall understanding of the standards. The AICPA has developed the 

following resources to help you: 

• Executive Summaries of the standards 

• Comparison of extant and new AICPA quality management standards 

• AICPA webcasts 

• AICPA Practice Aids 

•CPE courses  
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What should I be doing now?

2. Develop a plan for implementation

•Who in the firm will own and lead the implementation process?

•What resources will be needed for successful implementation?

•Talk with your peer reviewer

•Determine how information will be documented

•Develop a timeline
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What should I be doing now?

3. Perform the risk assessment

•Establish the required quality objectives 

•Identify and assess quality risks

•No formal ratings or score required

•Can do one component at a time
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Risk Assessment Process:  Identify and 

Assess Quality Risks

• Understand the factors (conditions, events, circumstances, actions or inactions) 

that may adversely affect the achievement of the quality objective. 

• Consider how, and the degree to which, the factors may adversely affect the 

achievement of the quality objective.

• Assessed quality risk:  A risk that has a reasonable possibility of:

(i) Occurring: and

(ii) Individually, or in combination with other risks, adversely affecting 

the achievement of one or more quality objectives.
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What should I be doing now?

4. Perform a gap analysis

•Match the quality risks to your current responses (that is, policies or 

procedures)

•Identify any quality risk without any appropriate responses

•Identify any current responses that don’t map to a quality risk

•Make sure to include responses required by SQMS No. 1
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What should I be doing now?

5. Design and implement new responses for those risks that are not addressed

•Helpful resources include AICPA Practice Aids, third-party providers of 

Quality Management Materials, and peer reviewers.

•Current responses that don’t map to a risk may no longer be necessary.
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What should I be doing now?

6. Get your documentation prepared

•Not required to document every single consideration

•May be helpful to include reasons for conclusions about risk

•Documentation will differ based on firm’s complexity

•For a less complex firm, documentation may include lists of the quality 

objectives and quality risks, and a memorandum that explains the responses 

and how they address the quality risks.

•As the complexity of the firm’s SQM increases, there may be a need to have  

more granular documentation that indicates the quality objective, the related 

quality risk(s), and the related responses to address those quality risks
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What should I be doing now?

7. Establish process for ongoing monitoring and remediation

•Factors you are required to consider when establishing monitoring activities:

•The reasons for the assessments given to the quality risks

•The design of the responses

•The design of the firm’s risk assessment process and monitoring and 

remediation process

•Changes in the SQM

•Previous monitoring activity
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What should I be doing now?

8. Evaluate the new system

•A new requirement in SQMS No. 1 is for a firm leader to evaluate, at least annually, 

whether the SQM provides reasonable assurance that the objectives of the SQM are 

being met. 

**The effective date for this evaluation is within one year of December 15, 2025. 

•Firm leadership is required to make this evaluation even in a peer review year. 

•It is comparable to management’s assertion about its system of internal control over 

financial reporting (ICFR), which remains management’s responsibility regardless of 

whether an audit of an entity’s system of ICFR is performed.
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A Peek at the PEEC - Recent 

Interpretations
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• Staff Augmentation

• Beneficially owned 

• Client Affiliates 

• Loans/loans with financial institutions

• Immediate family members

• Unpaid fees

• Accounting standards implementation services
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• New interpretations “Responding to noncompliance with laws and regulations” 

(ET sec.1.170.010 and 2.170.010)

• Revised interpretation “Ethical Conflicts” (ET sec. 1.000.020 and 2.000.020)

• Note:  PEEC deferred the effective date of the revised independence 

interpretation, “Information Systems Services” (ET sec. 1.295.145 until 

January 1, 2023, with early implementation allowed.
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AICPA Focus on Engagement Quality
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▪Enhancing Audit Quality Initiative (EAQ) in 2014

▪Data-driven approach to improving audit quality

▪ The AICPA:
▪ Collects data from peer reviews and other reviews, for example, from 

regulatory agencies;

▪ Analyzes the data to see where deficiencies are prevalent;

▪ Studies emerging trends; and

▪ Takes action to create articles, webcasts, tools and other resources to help 
auditors improve
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▪Engagement review
▪ Review assesses engagement’s conformity with engagement specific 

professional standards

▪System review, a peer reviewer obtains an understanding of:
▪ The firm’s accounting and auditing practice; and

▪ The design of the firm’s system, including its policies and procedures and 
how it monitors compliance with the policies and procedures

▪ Must select engagements

▪ The peer reviewer assesses the risk in the different parts of the 
firm’s practice

146



▪ Purpose of Annual Report on Oversight

▪ Issued May 2022

▪ Provides general overview of PRP and whether its objectives are being met

▪ Covers peer reviews accepted between 2017 and 2021

▪ Objectives of the PRB’s oversight activities are to assure that:

▪ Administering entities (AEs) are complying with the administrative procedures 
established by the PRB as set forth in AICPA peer review guidance; 

▪ The reviews are being conducted and reported upon in accordance with the AICPA 
Standards for Performing and Reporting on Peer Reviews; 

▪ The results of the reviews are being evaluated on a consistent basis by all AE peer 
review committees; and 

▪ The information provided via the AEs’ websites is accurate and timely
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2021 2020 %

System review # %

Pass 3,200 86 79

Pass with deficiencies 358 10 14

Fail 167 4 7

Subtotal 3,725

Engagement reviews

Pass 3,890 85 84

Pass with deficiencies 467 10 11

Fail 245 5 5

Subtotal 4,602

Total reviews 8,327
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Year % Non-Conforming 

Engagements

% Non-Conforming Audits

2017 11% 12%

2018 11% 11%

2019 10% 15%

2020 16% 26%

2021 14% 27%

149

Increase in 2019 -21 number of non-conforming engagements is due to 

increased focus on the risk assessment standards in reviews accepted in 
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▪Objectives:
▪ Focus on must-select engagements;

▪ Sample heavily skewed toward audits of EBPs and Single and/or governmental audits

▪ Identify material departures from professional standards;

▪ Evaluate the performance of peer reviewers; and

▪ Provide education and feedback to peer reviewers and firms

▪Reviewer detection of non-conforming engagements is improving
▪ 22% of non-conforming engagements identified in 2014

▪ 80% of non-conforming engagements identified in 2019

▪ 54% of non-conforming engagements identified in 2021
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ERISA Engagements

▪ Lack of appropriate risk assessment 

▪ Lack of documentation and testing of internal controls

▪ Inappropriate and overuse of SOC reports

▪ Insufficient substantive procedures

▪ Preliminary analytics

▪ Benefit/claim testing

▪ Census data

▪ Investments
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Government Audits

▪ Failure to test internal controls over preparation of SEFA

▪ Inadequate testing of compliance requirements

▪ Lack of documentation of risk of material noncompliance

▪ Inadequate sample sizes when testing

▪ Failure to perform major program determination
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▪ Top issue identified – Risk assessment

▪ Documentation – 25% of engagements subject to review were materially 
nonconforming due to failure to comply with documentation standards

▪ Single Audits – Remain a significant focus area
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▪ Failure to follow or document compliance with professional standards in the 
following:

▪ Risk assessment (and linkage of risks to procedures performed) 

▪ Planning analytics 

▪ Understanding of IT environment 

▪ Internal control testing

▪ Consideration of going concern

▪ Incorrect reporting

▪ Incomplete representation letters

▪ Inadequate documentation concerning the use of a specialist
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▪ Effective with December 31, 2021 year-ends, auditors will be implementing seven new 
SASs 

▪ SASs 134-140 have significant important changes, some of which will be discussed in 
this program. Auditors should take care to update engagement letters, representation 
letters, and other communications to ensure that they are in compliance

▪ One concern that many have is that audit programs will change to reflect some new 
procedures prescribed by the standards

▪ Firms with peer reviews coming up in the next year or so where the engagements will 
be covered by the new standards are concerned about the possibility of MFC, FFC, 
and deficiencies being reported

▪ In an open meeting on October 21, 2021, the AICPA provided guidance to peer 
reviewers
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Thank You!


