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Session objectives

Discuss recent Auditing Standards Board (ASB) activity
Discuss ASB clarity project
Describe ASB future projects
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Recent ASB activity
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Final ASB standards

SAS No. 118, Other Information in Documents Effective for audits of financial statements of non-
Containing Audited Financial Statements issuer entities for periods beginning on or after 15

SAS No. 119, Supplementary Information in December 2010. Early application is permitted.
Relation to the Financial Statements as a Whole

SAS No. 120, Required Supplementary
Information

SAS No. 121, Revised Applicability of Statementon  Effective for interim reviews of interim financial

Auditing Standards No. 100, Interim Financial information of non-issuer entities for periods
Information beginning after 15 December 2011. Early application
is permitted.

SSAE No. 16, Reporting on Controls at a Service Effective for service auditors’ reports of non-issuer
Organization entities for periods ending on or after 15 June 2011.
Earlier implementation is permitted.
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SAS No. 118 — Other information

Other information (Ol)

Information that is included in a document containing audited financial statements
and the auditor’s report thereon, excluding required supplementary information

Eliminates the distinction between Ol that is in an auditor submitted vs. client
prepared document
Requires the auditor to

Make arrangements with management or those charged with governance to obtain
the Ol prior to the report release date

Read the Ol that the auditor is aware of in order to identify material inconsistencies
with the AFS

If the auditor becomes aware of a material misstatement of fact or material
inconsistency, discuss with management

After discussion — request management to consult and then consider the advice
received

Notify those charged with governance
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SAS No. 119 — Supplementary information

In order to opine on whether supplementary information
(Sl) is fairly stated in relation to the financial statements
as a whole:

The auditor needs to determine that certain conditions are met

SAS 119 specifies the procedures to be performed in addition to the
procedures performed during the f/s audit

SAS 119 report is different from extant AICPA AU
Section 551 report

Reporting language is expanded to include:

A statement that Sl is the responsibility of management and was
derived from and related directly to underlying accounting and other
records used to prepare the f/s

Discussion of the limited auditing procedures applied

1110-1301638 _
Page 6 ASB update Ell ERNST & YOUNG

Quality In Everything We Do



SAS No. 120 — Required supplementary
iInformation

Required supplemental information (RSI)

Information that a designated accounting standard setter requires
to accompany an entity’s basic f/s, RSl is not part of the basic f/s

A designated accounting standard setter considers the information
to be an essential part of the financial reporting for placing the
basic f/s in an appropriate operational, economic, or historical
context

Authoritative guidelines for the methods of measurement and
presentation of the information have been established
Include an explanatory paragraph in the auditor’s report
on the f/s referring to the RSI.
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SAS 121 — Revised applicability of
SAS No. 100

SAS 121 applies (and therefore SSARSs are not applicable) to
reviews of interim financial information if:
The entity’s latest annual financial statements have been audited by the
accountant or a predecessor;
The auditor either:
has been engaged to audit the entity’s current year financial statements or

audited the entity’s latest annual financial statements and, when it is expected
that the current year financial statements will be audited,

the appointment of another accountant to audit the current year financial

statements is not effective prior to the beginning of the period covered by
the review; and

The entity prepares its interim financial information in accordance with the
same financial reporting framework as that used to prepare the annual
financial statements
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Service organizations

The following two standards replace SAS No. 70:

SSAE No. 16, Reporting on Controls at a Service Organization
(for service auditors)

Clarified SAS, Audit Considerations Relating to an Entity Using a
Service Organization (for user auditors)
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Service organizations

AICPA SOC 1 Report on Controls at a Service
Organization Relevant to User Entities’ Internal Control
over Financial Reporting (SSAE No. 16)

AICPA SOC 2 Report on Controls at a
Service Organization Relevant to Security, Availability,
Processing Integrity, Confidentiality and/or Privacy

AICPA SOC 3 Trust Services Report

1110-1301638

Page 10 ASB update Ell ERNST & YOUNG

Quality In Everything We Do



ASB clarity project
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ASB clarity project — overview

Goals
Address concerns over length and complexity of standards

Make standards easier to read, understand and implement
Will lead to enhancements in audit quality
Convergence with International Standards on Auditing (ISAs)

Harmonize, not adopt
Most audits performed internationally are of nonpublic entities — therefore,
ASB and IAASB have a similar focus

Avoid unnecessary differences with PCAOB
ASB standards—more “should”s than ISAs, but less than existing SASs

Effective for audits of periods ending on or after December 15,
2012

IAASB, ASB, GAO, PCAOB
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Current status of clarity project

Final Exposed Draft
SASs Going
117-120 concern
Internal
Audit
SASs 122 - HALOTS
124 A|grtC;[O
Intended use
(40 SASSs)
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SAS No. 122, Clarification and Recodification
of Statements on Auditing Standards

Issued October 2011

Contains all finalized clarified standards except for those
already issued (SAS No. 117 — 121) and those not yet
finalized

Topics not finalized when SAS No. 122 was issued:
SAS No. 51, Reporting on Financial Statements Prepared for Use
In Other Countries (see SAS 124);

SAS No. 59, The Auditor’s Consideration of the Entity’s Ability to
Continue as a Going Concern, as amended;

SAS No. 65, The Auditor’'s Consideration of the Internal Audit
Function in an Audit of Financial Statements;

SAS No. 87, Restricting the Use of an Auditor's Report
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SAS 123 and SAS 124

SAS No. 123, Omnibus Statement on Auditing
Standards—2011

Amendments to conform SAS Nos. 117-118 to SAS No. 122 and
address other changes necessitated by the Clarity Project
SAS No. 124, Financial Statements Prepared in
Accordance With a Financial Reporting Framework
Generally Accepted in Another Country

Supersedes SAS No. 51, Reporting on Financial Statements
Prepared for Use in Other Countries

Requires an emphasis-of-matter paragraph to highlight the foreign
financial reporting framework, but permits the auditor to express an
unqualified opinion
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Codification

Two codifications — extant and clarified
Caodification numbers set by SAS No. 122

Temporary use of “AU-C” section identifier (until 2014)

The “AU-C” identifier will revert to “AU” in 2014, when the
clarified SASs become fully effective

Additions to clarified codification:

Preface, Principles Underlying an Audit Conducted in
Accordance With Generally Accepted Auditing Standards

Cross-reference old AU numbers to new AU numbers
Summary of differences between SASs and ISAs
Glossary
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Changes from existing auditing standards
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Changes from extant standards

No substantive changes to requirements for

Audit documentation

Auditor's communication with those charged with governance
Risk assessment standards

External confirmations

Analytical procedures

Audit sampling

Auditing accounting estimates

Written representations

Subsequent events

Consideration of omitted procedures after the report release date

1110-1301638
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Changes from extant standards — summary

Primary difference relates to Group Audit Standard

More specific as to what group engagement partner is responsible
for

Additional quality control (QC) guidance
QC responsibilities for the audit more specifically described

Overall QC function remains “firm” responsibility, but
responsibilities are engagement partner’'s and engagement team'’s

Some changes in audit report to more clearly describe
management’s responsibility
New format to use report headings
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Special considerations — Audit of group
Financial Statements (AU 600)

Acceptance and continuance - group auditor;
identify components; preconditions

Understanding - group; components;
component auditors; make reference?

Materiality decisions and responding to risks
of material misstatement

Other procedures - consolidation process;
subsequent events; evaluating evidence

Communications - with component auditors;
with group governance and management
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Effect of selected standards — Group Audits

Materiality

» Group and
component

» Make reference or
take responsibility

Significant

- component

= roup » Individual
» Component significant RMM

» Not significant

Levels of

Evidence
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Effect of selected standards — Group audits

OLD OLD NEW
Part of the audit “Principal Group auditor

performed by Auditor’ Component
other auditors Q§ “Other auditor” auditor
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Effect of selected standards — quality control

QC SAS

Engagement Partner
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Effect of selected standards — auditor reports

Headings and subheadings

Management’s responsibilities

Opinion
(Basis for qualified, adverse, or
disclaimer)

Explanatory paragraphs:
» Emphasis of matter
» Other matter

Other auditor reporting
responsibilities

—>

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]
Report on the Financial Statements

We ahs dlkfjasl kd jflkajsl kdfas jfjakl sdfklas jdfj aksljdf klasjf kljask lfjkla sjfklasjf Ikjaslkf
djalks;j fdlkajsfk ljaskl dklasdj fkljak lsdfjlk asjfdkl jasklfasdf.

Management’s Responsibility for the Financial Statements

Manaidisflak aslkdfikla da kdsf] aksdfj alk;sjdfklajdf akldsjf aklsdfj la;ksdjf lkasjflkas
kljaskltd ajsdfk askljfaklj fklajf klaj flajfkla jklaj kifjaslk fakljflkasj fklas; flkasj flkaj flkaj Ikf
j asklfj alksf jlkasjd f

Auditor’s Responsibility

Our responsibility klasdjfa akldfjka jsdfklaj dfaklsdf) klasjdf kljaskldf klajsdf dkafj akldfjkd

akdsjfoinmkasdk klasdjfkla skljaskldfjkalsj faklsdjf Ikasjf klasjfklas; fakf] Ikajflkasj Isdf]
aslk:f jalk:s.

An audit involves ksdajfklaksldf akljsdfkljaklsdif kalsjdflka kldf lkasjfdlkas flkjaslkf jalksjf
lkasjf lkasj lkfjas Ikfd jalksd jflkasj flkasj dflkjas lkfjaslkdjf lkasdjf lkasj flkjasd flkjasd
lkfjaslkdf jalksj flkasd] flkasj flkjas dflkjasdflkjasdkl fjlkasdjf lkasd) flkasd) flkasjd fkl;.

We believe ksdjfkl lksadfjkas dklfjls dlkafjdsf) sadkljfaskldjf lkasjdf aksl,djf alks;dfj akdjf.
Opinion

ur opinion, skdjf klasjdf klasjdf aklsdjf kalsjdf alksjdf aklsjdf lkajsdflkas dflk;asjd flkasjdf
KT)d flkasjdf lkas)d flkdasj fklasdjfakls)df Ikasj dfklasdj fklasj fdlkasdj fsj klasd jklas .

Emdhasis of Matter

We draw attention to Note X to the financial statements, which aklsdfj aksklasjdf asdjf aklsdjf
klasjdf lkasjd flkasj dflkasj dfklasjd fklasdj fkldasj sajf klsdj fklsd flksj fasdf] adfjkdfjasdkif.
&hher Matter

Klsdfjakls aslkdfjkla sdfklajklsdfj aslkjdfjalks dflkasjdf aklsdf jklasjdikl askldfy klasjf lkas)

dfjaskl falksjdf klasj dfkdsaj fklasj fklasdjf klasdjfkl asdjfkla jkljdsfk lasdkf jaksdj fkaf akljdf
klsdjf klasdjf aklsjdf askldjf aklsdjf klsdjf dasj fklsaj fklasj .

Report on Other Legal and Regulatory Requirements

Akjsdfj asjdfhasikd fikahsdfjkas kdfjask fjkasd dfklasj kifasdlkdf jaslkjdf klasjdf kalsdjf
klasjdf klasj dflkjasdklf jasklf jsadkf jlksdj fklsdj flksadj fkdsaj flksadj fklasdj fklasdjfkl
jasdlkf jalsdjf lkasdjf klasdj flkasdj fklasdj fklasdj fklasdj flkasdjflkasdjflkjasdklf jasf jalksdjf
lkasd jflkasj dflkasdj flkasjdf.

[Auditor’s signature]
[Auditor’s address]

[Date of the auditor’s report]
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Auditor reports — management’s
responsibility

T ; ol sta | ’ ility of
Freregeraent

Management is responsible for the preparation and fair
presentation of the financial statements in accordance
with [the applicable financial reporting framework]; this
includes 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.
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Effect of selected standards — auditor reports

Emphasis-of-matter paragraph
Matters appropriately presented or disclosed
Examples:

Going concern (required)

Uncertainty relating to a pending unusually important litigation matter
(elective)

Other-matter paragraph
To understand audit matters

Examples:

Material inconsistency in other information in documents containing
audited financial statements (required)

Reporting on more than one set of financial statements (elective)
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Clarity project website resources

http://www.aicpa.org/InterestAreas/AccountingAndAuditing/
Resources/AudAttest/AudAttestStndrds/ASBClarity/Pages/
ImprovingClarityASBStandards.aspx

Guide to Clarified and Converged Standards for Auditing
and Quality Control

All finalized SASs
Mapping of Existing AU sections to Clarified SASs

Summary of Differences Between Existing SASs and
Clarified SASs

Clarity Project FAQs
Matrixes of detailed differences from ISAs
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Future ASB activities
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Future ASB activities

Clarify and finalize remaining SASs (going concern and
internal auditors)

Convergence of attestation standards
ASB strategic planning:

ASB strategic planning task force is considering which projects
and initiatives it should undertake
Three to four year timeframe

ASB survey

sent to a variety of constituents, including CPAs, regulators, state
societies, members of academia, and standard setters

Also available on AICPA website
ASB received over 240 responses to the survey
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Questions?
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