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AT-C Section 395*

[Designated for AT Section 701,
Management’s Discussion and Analysis]

NOTE

SSAE No. 18 does not supersede chapter 7, "Management's Discussion and
Analysis," of SSAE No. 10, Attestation Standards: Revision and Recodifica-
tion, which is currently codified as AT section 701.

The Auditing Standards Board (ASB) has not clarified AT section 701 be-
cause practitioners rarely perform attest engagements to report on manage-
ment's discussion and analysis prepared pursuant to the rules and regula-
tions adopted by the U.S. Securities and Exchange Commission. Therefore,
the ASB decided that it would retain AT section 701 in its current unclarified
format as section 395 until further notice.

AT Section 701 —Management’s Discussion
and Analysis
Source: SSAE No. 10.

Effective when management's discussion and analysis is for a period
ending on or after June 1, 2001. Earlier application is permitted.

General

.01 This section sets forth attestation standards and provides guidance to
a practitioner concerning the performance of an attest engagement! with re-
spect to management's discussion and analysis (MD&A) prepared pursuant to
the rules and regulations adopted by the Securities and Exchange Commis-
sion (SEC), which are presented in annual reports to shareholders and in other
documents. 2

Applicability

.02 This section is applicable to the following levels of service when a prac-
titioner is engaged by (a) a public?® entity that prepares MD&A in accordance

* This section contains an "AT-C" identifier, instead of an "AT" identifier, to avoid confusion with
references to existing "AT" sections, which remain effective through April 2017.

1 Paragraph .01 of section 101, Attest Engagements, defines an attest engagement as one in which
a practitioner "is engaged to issue or does issue an examination, a review, or an agreed-upon proce-
dures report on subject matter, or an assertion about the subject matter (hereafter referred to as the
assertion), that is the responsibility of another party."

2 Because this section provides guidance specific to attest engagements concerning MD&A pre-
sentations, a practitioner should not perform a compliance attestation engagement under section 601,
Compliance Attestation, with respect to an MD&A presentation.

3 TFor purposes of this section, a public entity is any entity (a) whose securities trade in a public
market either on a stock exchange (domestic or foreign) or in the over-the-counter (OTC) market,
including securities quoted only locally or regionally, (b) that makes a filing with a regulatory agency
in preparation for the sale of any class of its securities in a public market, or (c) a subsidiary, corporate
joint venture, or other entity controlled by an entity covered by (a) or ().
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2350 Subject Matter

with the rules and regulations adopted by the SEC (see paragraph .04) or (b) a
nonpublic entity that prepares an MD&A presentation and whose management
provides a written assertion that the presentation has been prepared using the
rules and regulations adopted by the SEC:*

® An examination of an MD&A presentation

® A review of an MD&A presentation for an annual period, an in-
terim period, or a combined annual and interim period ®

A practitioner ® engaged to examine or review MD&A and report thereon should
comply with the general, fieldwork, and reporting standards established in sec-
tion 50, SSAE Hierarchy, and the specific standards set forth in this section.
A practitioner engaged to perform agreed-upon procedures on MD&A should
follow the guidance set forth in section 201, Agreed-Upon Procedures Engage-
ments.” [Revised, November 2006, to reflect conforming changes necessary due
to the issuance of SSAE No. 14.]

.03 This section does not—

a. Change the auditor's responsibility in an audit of financial state-
ments performed in accordance with generally accepted auditing
standards (GAAS).

b.  Apply to situations in which the practitioner is requested to pro-
vide management with recommendations to improve the MD&A
rather than to provide assurance. A practitioner engaged to pro-
vide such nonattest services should refer to CS section 100, Con-
sulting Services: Definitions and Standards.

c¢. Apply to situations in which the practitioner is engaged to pro-
vide attest services with respect to an MD&A presentation that
is prepared based on criteria other than the rules and regulations
adopted by the SEC. A practitioner engaged to perform an exam-
ination or a review based upon such criteria should refer to the
guidance in section 101, or to section 201 if engaged to perform
an agreed-upon procedures engagement. 8

4 Such assertion may be made by any of the following:

(a) Including a statement in the body of the MD&A presentation that it has been prepared using
the rules and regulations adopted by the SEC.

(b) Providing a separate written assertion to accompany the MD&A presentation.

(c) Providing a written assertion in a representation letter to the practitioner.

5 As discussed in paragraph .85k, a review report is not intended to be filed with the SEC as a
report under the Securities Act of 1933 (the 1993 Act) or the Securities Exchange Act of 1934 (the
1934 Act) and, accordingly, the review report should contain a statement of restrictions on the use
of the report to specified parties if the entity is (a) a public entity or (b) a nonpublic entity that is
making or has made an offering of securities and it appears that the securities may subsequently be
registered or subject to a filing with the SEC or other regulatory agency.

6 In this section, the terms practitioner or accountant generally refer to a person engaged to
perform an attest service on MD&A. The term accountant may also refer to a person engaged to review
financial statements. The term auditor refers to a person engaged to audit financial statements. As
this section includes certain requirements for the practitioner to have audited or performed a review
of financial statements in accordance with AU-C section 930, Interim Financial Information, the terms
auditor, practitioner, or accountant may refer, in this section, to the same person. [Footnote revised,
December 2012, to reflect conforming changes necessary due to the issuance of SAS Nos. 122-126.]

7 Practitioners should follow guidance in AU-C section 920, Letters for Underwriters and Certain
Other Requesting Parties, when requested to perform agreed-upon procedures on MD&A and report
thereon in a letter for an underwriter. [Footnote revised, December 2012, to reflect conforming changes
necessary due to the issuance of SAS Nos. 122-126.]

8 The guidance in this section may be helpful when performing an engagement to provide attest
services with respect to an MD&A presentation that is based on criteria other than the rules and reg-
ulations adopted by the SEC. Such other criteria would have to be suitable and available as discussed
in paragraphs .23-.33 of section 101.
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.04 The requirements for MD&A have changed periodically since the first
requirement was adopted by the SEC in 1974. As of the date of issuance of
this SSAE, the rules and regulations for MD&A adopted by the SEC are found
in Item 303 of Regulation S-K, as interpreted by Financial Reporting Release
(FRR) No. 36, Management's Discussion and Analysis of Financial Condition
and Results of Operations; Certain Investment Company Disclosures (Chapter
5 of the "Codification of Financial Reporting Policies"); Item 303 of Regulation
S-B for small business issuers; and Item 9 of Form 20-F for Foreign Private
Issuers. ? Item 303 of Regulation S-K, as interpreted by FRR No. 36, Item 303 of
Regulation S-B for small business issuers, and Item 9 of Form 20-F for Foreign
Private Issuers, provide the relevant rules and regulations adopted by the SEC
that meet the definition of suitable criteria in paragraphs .23-.32 of section
101. The practitioner should consider whether the SEC has adopted additional
rules and regulations with respect to MD&A subsequent to the issuance of this
section.

Conditions for Engagement Performance

Examination

.05 The practitioner's objective in an engagement to examine MD&A is to
express an opinion on the MD&A presentation taken as a whole by reporting
whether—

a. The presentation includes, in all material respects, the required
elements of the rules and regulations adopted by the SEC. 1

b.  The historical financial amounts have been accurately derived, in
all material respects, from the entity's financial statements. 1!

c¢.  The underlying information, determinations, estimates, and as-
sumptions of the entity provide a reasonable basis for the disclo-
sures contained therein. 12

.06 A practitioner may accept an engagement to examine MD&A of a pub-
lic or nonpublic entity, provided the practitioner audits, in accordance with
GAAS, 3 the financial statements for at least the latest period to which the

9 The SEC staff from time to time issues guidance related to the SEC's adopted requirements;
for example, Staff Accounting Bulletins (SABs), Staff Legal Bulletins, and speeches. Although such
guidance may provide additional information with respect to the adopted requirements for MD&A,
the practitioner should not be expected to attest to assertions on compliance with such guidance.
The practitioner may find it helpful to also familiarize himself or herself with material contained
on the SEC's website www.sec.gov that provides further information with respect to the SEC's views
concerning MD&A disclosures.

10 The required elements as of the date of issuance of this SSAE include a discussion of the entity's
financial condition, changes in financial condition, and results of operations, including a discussion of
liquidity and capital resources.

11 Whether historical financial amounts are accurately derived from the financial statements
includes both amounts that are derived from the face of the financial statements (which includes the
notes to the financial statements) and financial statement schedules and those that are derived from
underlying records supporting elements, accounts, or items included in the financial statements.

12 Whether the underlying information, determinations, estimates, and assumptions of the en-
tity provide a reasonable basis for the disclosures contained therein requires consideration of man-
agement's interpretation of the disclosure criteria for MD&A, management's determinations as to the
relevancy of information to be included, and estimates and assumptions made by management that
affect reported information.

13 Restrictions on the scope of the audit of the financial statements will not necessarily preclude
the practitioner from accepting an engagement to examine MD&A. Note that the SEC will generally
not accept an auditor's report that is modified for a scope limitation. The practitioner should consider
the nature and magnitude of the scope limitation and the form of the auditor's report in assessing
whether an examination of MD&A could be performed.
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2352 Subject Matter

MD&A presentation relates and the financial statements for the other periods
covered by the MD&A presentation have been audited by the practitioner or a
predecessor auditor. A base knowledge of the entity and its operations gained
through an audit of the historical financial statements and knowledge about the
industry and the environment is necessary to provide the practitioner with suf-
ficient knowledge to properly evaluate the results of the procedures performed
in connection with the examination.

.07 Ifapredecessor auditor has audited the financial statements for a prior
period covered by the MD&A presentation, the practitioner (the successor au-
ditor) should also consider whether, under the particular circumstances, he or
she can acquire sufficient knowledge of the business and of the entity's account-
ing and financial reporting practices for such period so that he or she would be
able to—

a. Identify types of potential material misstatements in MD&A and
consider the likelihood of their occurrence.

b.  Perform the procedures that will provide the practitioner with a
basis for expressing an opinion as to whether the MD&A presen-
tation includes, in all material respects, the required elements of
the rules and regulations adopted by the SEC.

c¢.  Perform the procedures that will provide the practitioner with a
basis for expressing an opinion on the MD&A presentation with
respect to whether the historical financial amounts have been ac-
curately derived, in all material respects, from the entity's finan-
cial statements for such period.

d. Perform the procedures that will provide the practitioner with
a basis for expressing an opinion as to whether the underlying
information, determinations, estimates, and assumptions of the
entity provide a reasonable basis for the disclosures contained
therein.

Refer to paragraphs .99-.101 for guidance regarding the review of the prede-
cessor auditor's working papers.

Review

.08 The objective of a review of MD&A is to report whether any information
came to the practitioner's attention to cause him or her to believe that—

a. The MD&A presentation does not include, in all material respects,
the required elements of the rules and regulations adopted by the
SEC.

b. The historical financial amounts included therein have not been
accurately derived, in all material respects, from the entity's fi-
nancial statements.

c¢. The underlying information, determinations, estimates, and as-
sumptions of the entity do not provide a reasonable basis for the
disclosures contained therein.

A review consists principally of applying analytical procedures and making in-
quiries of persons responsible for financial, accounting, and operational mat-
ters. A review ordinarily does not contemplate (a) tests of accounting records
through inspection, observation, or confirmation, (b) obtaining corroborating
evidential matter in response to inquiries, or (c¢) the application of certain
other procedures ordinarily performed during an examination of MD&A. A re-
view may bring to the practitioner's attention significant matters affecting the
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MD&A, but it does not provide assurance that the practitioner will become
aware of all significant matters that would be disclosed in an examination.

.09 A practitioner may accept an engagement to review the MD&A pre-
sentation of a public entity for an annual period provided the practitioner has
audited, in accordance with GAAS, the financial statements for at least the lat-
est annual period to which the MD&A presentation relates and the financial
statements for the other periods covered by the MD&A presentation have been
audited by the practitioner or a predecessor auditor. 1* A base knowledge of the
entity and its operations gained through an audit of the historical financial
statements and knowledge about the industry and the environment is neces-
sary to provide the practitioner with sufficient knowledge to properly evaluate
the results of the procedures performed in connection with the review.

.10 Ifapredecessor auditor has audited the financial statements for a prior
period covered by the MD&A presentation, the practitioner should also consider
whether, under the particular circumstances, he or she can acquire sufficient
knowledge of the business and of the entity's accounting and financial reporting
practices for such period so he or she would be able to—

a. Identify types of potential material misstatements in the MD&A
and consider the likelihood of their occurrence.

b. Perform the procedures that will provide the practitioner with
a basis for reporting whether any information has come to the
practitioner's attention to cause him or her to believe any of the
following.

(1) The MD&A presentation does not include, in all material
respects, the required elements of the rules and regula-
tions adopted by the SEC.

(2) The historical financial amounts included therein have not
been accurately derived, in all material respects, from the
entity's financial statements for such period.

(3) The underlying information, determinations, estimates,
and assumptions of the entity do not provide a reasonable
basis for the disclosures contained therein.

.11 A practitioner may accept an engagement to review the MD&A presen-
tation of a public entity for an interim period provided that both of the following
conditions are met.

a. The practitioner performs either (1) a review of the historical fi-
nancial statements for the related comparative interim periods
and issues a review report thereon in accordance with AU-C sec-
tion 930, Interim Financial Information, or (2) an audit of the in-
terim financial statements.

b. The MD&A presentation for the most recent fiscal year has been
or will be examined or reviewed by either the practitioner or a
predecessor auditor.

[Revised, December 2012, to reflect conforming changes necessary due to the
issuance of SAS Nos. 122-126.]

14 As discussed in paragraph .85k, a review report is not intended to be filed with the SEC as
a report under the 1933 Act or the 1934 Act and, accordingly, the review report should contain a
statement of restrictions on the use of the report to specified parties if the entity is (a) a public entity
or (b) a nonpublic entity that is making or has made an offering of securities and it appears that
the securities may subsequently be registered or subject to a filing with the SEC or other regulatory
agency.
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2354 Subject Matter

.12 If a predecessor auditor examined or reviewed the MD&A presentation
of a public entity for the most recent fiscal year, the practitioner should not
accept an engagement to review the MD&A presentation for an interim period
unless he or she can acquire sufficient knowledge of the business and of the
entity's accounting and financial reporting practices for the interim period to
perform the procedures described in paragraph .10.

.13 Ifanonpublic entity chooses to prepare MD&A, the practitioner should
not accept an engagement to perform a review of such MD&A for an annual
period under this section unless both of the following conditions are met.

a. The annual financial statements for the periods covered by the
MD&A presentation have been or will be audited and the prac-
titioner has audited or will audit the most recent year (refer to
paragraph .07 if the financial statements for prior years were au-
dited by a predecessor auditor).

b. Management will provide a written assertion that the presenta-
tion has been prepared using the rules and regulations adopted
by the SEC as the criteria. (See paragraph .02.)

.14 A practitioner may accept an engagement to review the MD&A pre-
sentation of a nonpublic entity for an interim period provided that all of the
following conditions are met.

a. The practitioner performs one of the following:

(1) A review of the historical financial statements for the re-
lated interim periods under the Statements on Standards
for Accounting and Review Services (SSARSs) and issues
a review report thereon

(2) A review of the condensed interim financial information
for the related interim periods under AU-C section 930 and
issues a review report thereon, and such interim financial
information is accompanied by complete annual financial
statements for the most recent fiscal year that have been
audited

(3) An audit of the interim financial statements

b. The MD&A presentation for the most recent fiscal year has been
or will be examined or reviewed.

c¢. Management will provide a written assertion stating that the
presentation has been prepared using the rules and regulations
adopted by the SEC as the criteria. (See paragraph .02.)

[Revised, December 2012, to reflect conforming changes necessary due to the
issuance of SAS Nos. 122-126.]

Engagement Acceptance Considerations

.15 In determining whether to accept an engagement, the practitioner
should consider whether management (and others engaged by management to
assist them, such as legal counsel) has the appropriate knowledge of the rules
and regulations adopted by the SEC to prepare MD&A.

Responsibilities of Management

.16 Management is responsible for the preparation of the entity's MD&A
pursuant to the rules and regulations adopted by the SEC. The preparation
of MD&A in conformity with the rules and regulations adopted by the SEC
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requires management to interpret the criteria, accurately derive the historical
amounts from the entity's books and records, make determinations as to the
relevancy of information to be included, and make estimates and assumptions
that affect reported information.

.17 An entity should not name the practitioner in a client-prepared docu-
ment as having examined or reviewed MD&A unless the MD&A presentation
and related practitioner's report and the related financial statements and au-
ditor's (or accountant's review) report are included in the document (or, in the
case of a public entity, incorporated by reference to such information filed with
a regulatory agency). If such a statement is made in a document that does not
include (or incorporate by reference) such information, the practitioner should
request that neither his or her name nor reference to the practitioner be made
with respect to the MD&A information, or that such document be revised to in-
clude the required presentations and reports. If the client does not comply, the
practitioner should advise the client that he or she does not consent to either
the use of his or her name or the reference to the practitioner, and he or she
should consider what other actions might be appropriate. '°

Obtaining an Understanding of the SEC Rules and Regulations
and Management’s Methodology for the Preparation of MD&A

.18 The practitioner should obtain an understanding of the rules and reg-
ulations adopted by the SEC for MD&A. (Refer to paragraph .04.)

.19 The practitioner should inquire of management regarding the method
of preparing MD&A, including matters such as the sources of the information,
how the information is gathered, how management evaluates the types of fac-
tors having a material effect on financial condition (including liquidity and cap-
ital resources), results of operations, and cash flows, and whether there have
been any changes in the procedures from the prior year.

Timing of Procedures

.20 Proper planning by the practitioner contributes to the effectiveness of
the attest procedures in an examination or a review of MD&A. Performing some
of the work in conjunction with the audit of the historical financial statements
or the review of interim financial statements may permit the work to be carried
out in a more efficient manner and to be completed at an earlier date. When
performing an examination or a review of MD&A, the practitioner may consider
the results of tests of controls, analytical procedures, !¢ and substantive tests
performed in a financial statement audit or analytical procedures and inquiries
made in a review of financial statements or interim financial information.

15 In considering what other actions, if any, may be appropriate in these circumstances, the prac-
titioner may wish to consult his or her legal counsel.

16 AU-C section 520, Analytical Procedures, defines analytical procedures as "evaluations of fi-
nancial information through analysis of plausible relationships among both financial and nonfinancial
data. Analytical procedures also encompass such investigation, as is necessary, of identified fluctua-
tions or relationships that are inconsistent with other relevant information or that differ from ex-
pected values by a significant amount." In applying analytical procedures to MD&A, the practitioner
develops expectations of matters that would be discussed in MD&A by identifying and using plausi-
ble relationships that are reasonably expected to exist based on the practitioner's understanding of
the client and of the industry in which the client operates, and the knowledge of relationships among
the various financial elements gained through the audit of financial statements or review of interim
financial information. Refer to AU-C section 520 for further discussion of analytical procedures. [Foot-
note revised, December 2012, to reflect conforming changes necessary due to the issuance of SAS Nos.
122-126.]

©2021, AICPA AT-C §395.20



2356 Subject Matter

Materiality

.21 The practitioner should consider the concept of materiality in planning
and performing the engagement. The objective of an examination or a review is
to report on the MD&A presentation taken as a whole and not on the individual
amounts and disclosures contained therein. In the context of an MD&A pre-
sentation, the concept of materiality encompasses both material omissions (for
example, the omission of trends, events, and uncertainties that are currently
known to management that are reasonably likely to have material effects on the
entity's financial condition, results of operations, liquidity, or capital resources)
and material misstatements in MD&A, both of which are referred to herein as
a misstatement. Assessing the significance of a misstatement of some items in
MD&A may be more dependent upon qualitative than quantitative considera-
tions. Qualitative aspects of materiality relate to the relevance and reliability of
the information presented (for example, qualitative aspects of materiality are
considered in assessing whether the underlying information, determinations,
estimates, and assumptions of the entity provide a reasonable basis for the dis-
closures in the MD&A). Furthermore, quantitative information is often more
meaningful when accompanied by qualitative disclosures. For example, quan-
titative information about market risk-sensitive instruments is more mean-
ingful when accompanied by qualitative information about an entity's market
risk exposures and how those exposures are managed. Materiality is also a
concept that is judged in light of the expected range of reasonableness of the
information; therefore, users should not expect prospective information (infor-
mation about events that have not yet occurred) to be as precise as historical
information.

.22 In expressing an opinion, or providing the limited assurance of a review
engagement, on the presentation, the practitioner should consider the omission
or misstatement of an individual assertion (see paragraph .34) to be material
if the magnitude of the omission or misstatement—individually or when ag-
gregated with other omissions or misstatements—is such that a reasonable
person using the MD&A presentation would be influenced by the inclusion or
correction of the individual assertion. The relative rather than absolute size of
an omission or misstatement may determine whether it is material in a given
situation.

Inclusion of Pro Forma Financial Information

.23 Management may include pro forma financial information with respect
to a business combination or other transactions in MD&A. The practitioner
should consider the guidance in paragraph .10 of section 401, Reporting on
Pro Forma Financial Information, when performing procedures with respect
to such information, even if management indicates in MD&A that certain in-
formation has been derived from unaudited financial statements. For example,
in an examination of MD&A, the practitioner's procedures would ordinarily in-
clude obtaining an understanding of the underlying transaction or event, dis-
cussing with management their assumptions, obtaining sufficient evidence in
support of the adjustments, and other procedures for the purpose of expressing
an opinion on the MD&A presentation taken as a whole and not for expressing
an opinion on (or providing the limited assurance of a review of) the pro forma
financial information included therein under section 401.

Inclusion of External Information

.24 An entity may also include in its MD&A information external to the
entity, such as the rating of its debt by certain rating agencies or comparisons
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with statistics from a trade association. Such external information should also
be subjected to the practitioner's examination or review procedures. For exam-
ple, in an examination, the practitioner might compare information concern-
ing the statistics of a trade organization to a published source; however, the
practitioner would not be expected to test the underlying support for the trade
association's calculation of such statistics.

Inclusion of Forward-Looking Information

.25 An entity may include certain forward-looking disclosures in the
MD&A presentation, including cautionary language concerning the achievabil-
ity of the matters disclosed. Although any forward-looking disclosures that are
included in the MD&A presentation should be subjected to the practitioner's
examination or review, such information is subjected to testing only for the
purpose of expressing an opinion that the underlying information, determina-
tions, estimates, and assumptions provide a reasonable basis for the disclosures
contained therein or providing the limited assurance of a review on the MD&A
presentation taken as a whole. The practitioner may consider the guidance in
section 301, Financial Forecasts and Projections, when performing procedures
with respect to forward-looking information. The practitioner may also consider
whether meaningful cautionary language has been included with the forward-
looking information.

.26 Section 27A of the Securities Act of 1933 (the 1933 Act) and Section
21E of the Securities Exchange Act of 1934 (the 1934 Act) provide a safe harbor
from liability in private litigation with respect to forward-looking statements
that include or make reference to meaningful cautionary language. However,
such sections also include exclusions from safe harbor protection in certain sit-
uations. Whether an entity's forward-looking statements and the practitioner's
report thereon qualify for safe harbor protection is a legal matter.

Inclusion of Voluntary Information

.27 An entity may voluntarily include other information in the MD&A pre-
sentation that is not required by the rules and regulations adopted by the SEC
for MD&A. When the entity includes in MD&A additional information required
by other rules and regulations of the SEC (for example, Item 305 of Regulation
S-K, Quantitative and Qualitative Disclosures About Market Risk), the practi-
tioner should also consider such other rules and regulations in subjecting such
information to his or her examination or review procedures. !’

Examination Engagement

.28 To express an opinion about whether (a) the presentation includes,
in all material respects, the required elements of the rules and regulations
adopted by the SEC, (b) the historical financial amounts have been accurately
derived, in all material respects, from the entity's financial statements, and
(c) the underlying information, determinations, estimates, and assumptions of
the entity provide a reasonable basis for the disclosures contained therein, the
practitioner seeks to obtain reasonable assurance by accumulating sufficient
evidence in support of the disclosures and assumptions, thereby restricting at-
testation risk to an appropriately low level.

17 To the extent that the voluntary information includes forward-looking information, refer to
paragraphs .25—.26.
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Attestation Risk

.29 In an engagement to examine MD&A, the practitioner plans and per-
forms the examination to obtain reasonable assurance of detecting both inten-
tional and unintentional misstatements that are material to the MD&A pre-
sentation taken as a whole. Absolute assurance is not attainable because of
factors such as the need for judgment regarding the areas to be tested and
the nature, timing, and extent of tests to be performed; the concept of selective
testing of the data; and the inherent limitations of the controls applicable to
the preparation of MD&A. The practitioner exercises professional judgment in
assessing the significant determinations made by management as to the rele-
vancy of information to be included, and the estimates and assumptions that
affect reported information. As a result of these factors, in the great majority
of cases, the practitioner has to rely on evidence that is persuasive rather than
convincing. Also, procedures may be ineffective for detecting an intentional mis-
statement that is concealed through collusion among client personnel and third
parties or among management or employees of the client. Therefore, the sub-
sequent discovery that a material misstatement exists in the MD&A does not,
in and of itself, evidence (a) failure to obtain reasonable assurance; (b) inade-
quate planning, performance, or judgment on the part of the practitioner; (c)
the absence of due professional care; or (d) a failure to comply with this section.

.30 Factors to be considered by the practitioner in planning an examina-
tion of MD&A include (a) the anticipated level of attestation risk related to as-
sertions embodied in the MD&A presentation, (b) preliminary judgments about
materiality for attest purposes, (c) the items within the MD&A presentation
that are likely to require revision or adjustment, and (d) conditions that may
require extension or modification of attest procedures. For purposes of an en-
gagement to examine MD&A, the components of attestation risk are defined as
follows.

a. Inherent risk is the susceptibility of an assertion within MD&A
to a material misstatement, assuming that there are no related
controls. (See paragraphs .34-.38.)

b.  Control risk is the risk that a material misstatement that could
occur in an assertion within MD&A will not be prevented or de-
tected on a timely basis by the entity's controls; some control risk
will always exist because of the inherent limitations of any inter-
nal control.

c¢. Detection risk is the risk that the practitioner will not detect a
material misstatement that exists in an assertion within MD&A.

Inherent Risk

.31 The level of inherent risk varies with the nature of the assertion. For
example, the inherent risk concerning financial information included in the
MD&A presentation may be low, whereas the inherent risk concerning the com-
pleteness of the disclosure of the entity's risks or liquidity may be high.

Control Risk

.32 The practitioner should assess control risk as discussed in paragraphs
.53—.57. Assessing control risk contributes to the practitioner's evaluation of
the risk that material misstatement in the MD&A exists. In the process of as-
sessing control risk (together with assessing inherent risk), the practitioner
may obtain evidential matter about the risk that such misstatement may exist.
The practitioner uses this evidential matter as part of the reasonable basis for
his or her opinion on the MD&A presentation taken as a whole.
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Detection Risk

.33 In determining an acceptable level of detection risk, the practitioner
assesses inherent risk and control risk, and considers the extent to which he
or she seeks to restrict attestation risk. As assessed inherent risk or control
risk decreases, the acceptable level of detection risk increases. Accordingly, the
practitioner may alter the nature, timing, and extent of tests performed based
on the assessments of inherent risk and control risk.

Nature of Assertions

.34 Assertions are representations by management that are embodied in
the MD&A presentation. They can be either explicit or implicit and can be clas-
sified according to the following broad categories:

a. Occurrence

b. Consistency with the financial statements
c¢. Completeness

d. Presentation and disclosure

.35 Assertions about occurrence address whether reported transactions or
events have occurred during a given period. Assertions about consistency with
the financial statements address whether—

a. Reported transactions, events, and explanations are consistent
with the financial statements.

b. Historical financial amounts have been accurately derived from
the financial statements and related records.

c¢. Nonfinancial data have been accurately derived from related
records.

.36 Assertions about completeness address whether descriptions of trans-
actions and events necessary to obtain an understanding of the entity's fi-
nancial condition (including liquidity and capital resources), changes in fi-
nancial condition, results of operations, and material commitments for capital
resources are included in MD&A; and whether known events, transactions, con-
ditions, trends, demands, commitments, or uncertainties that will result in or
are reasonably likely to result in material changes to these items are appropri-
ately described in the MD&A presentation.

.37 For example, if management asserts that the reason for an increase in
revenues is a price increase in the current year, they are explicitly asserting
that both an increase in revenues and a price increase have occurred in the
current year, and implicitly asserting that any historical financial amounts in-
cluded are consistent with the financial statements for such period. They are
also implicitly asserting that the explanation for the increase in revenues is
complete; that there are no other significant reasons for the increase in rev-
enues.

.38 Assertions about presentation and disclosure address whether infor-
mation included in the MD&A presentation is properly classified, described,
and disclosed. For example, management asserts that any forward-looking in-
formation included in MD&A is properly classified as being based on manage-
ment's present assessment and includes an appropriate description of the ex-
pected results. To further disclose the nature of such information, management
may also include a statement that actual results in the future may differ ma-
terially from management's present assessment. (See paragraphs .25-.26.)
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.39 The auditor of the underlying financial statements is responsible for
designing and performing audit procedures to obtain sufficient appropriate au-
dit evidence to be able to draw reasonable conclusions on which to base the
auditor's opinion, as discussed in AU-C section 500, Audit Evidence. Although
procedures designed to achieve the practitioner's objective of forming an opin-
ion on the MD&A presentation taken as a whole may test certain assertions
embodied in the underlying financial statements, the practitioner is not ex-
pected to test the underlying financial statement assertions in an examination
of MD&A. For example, the practitioner is not expected to test the completeness
of revenues or the existence of inventory when testing the assertions in MD&A
concerning an increase in revenues or an increase in inventory levels; assur-
ance related to completeness of revenues or for existence of inventory would
be obtained as part of the audit. The practitioner is, however, responsible for
testing the completeness of the explanation for the increase in revenues or the
increase in inventory levels. [Revised, December 2012, to reflect conforming
changes necessary due to the issuance of SAS Nos. 122-126.]

Performing an Examination Engagement

.40 The practitioner should exercise (@) due professional care in planning,
performing, and evaluating the results of his or her examination procedures
and (b) the proper degree of professional skepticism to obtain reasonable as-
surance that material misstatements will be detected.

41 In an examination of MD&A, the practitioner should perform the fol-
lowing.

a. Obtain an understanding of the rules and regulations adopted
by the SEC for MD&A and management's method of preparing
MD&A. (See paragraphs .18-.19.)

Plan the engagement. (See paragraphs .42—-.48.)

c¢. Consider relevant portions of the entity's internal control appli-
cable to the preparation of MD&A. (See paragraphs .49-.58.)

d. Obtain sufficient evidence, including testing completeness. (See
paragraphs .59-.64.)

e. Consider the effect of events subsequent to the balance-sheet
date. (See paragraphs .65—-.66.)

f Obtain written representations from management concerning its
responsibility for MD&A, completeness of minutes, events subse-
quent to the balance-sheet date, and other matters about which
the practitioner believes written representations are appropriate.
(See paragraphs .110-.112.)

g.  Form an opinion about whether the MD&A presentation includes,
in all material respects, the required elements of the rules and
regulations adopted by the SEC, whether the historical finan-
cial amounts included therein have been accurately derived, in
all material respects, from the entity's financial statements, and
whether the underlying information, determinations, estimates,
and assumptions of the entity provide a reasonable basis for the
disclosures contained in the MD&A. (See paragraph .67.)

Planning the Engagement

General Considerations

.42 Planning an engagement to examine MD&A involves developing an
overall strategy for the expected scope and performance of the engagement.
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When developing an overall strategy for the engagement, the practitioner
should consider factors such as the following:

® Matters affecting the industry in which the entity operates, such
as financial reporting practices, economic conditions, laws and reg-
ulations, and technological changes

® Knowledge of the entity's internal control applicable to the prepa-
ration of MD&A obtained during the audit of the financial state-
ments and the extent of recent changes, if any

® Matters relating to the entity's business, including its organiza-
tion, operating characteristics, capital structure, and distribution
methods

® The types of relevant information that management reports to ex-
ternal analysts (for example, press releases and presentations to
lenders and rating agencies, if any, concerning past and future per-
formance)

® How the entity analyzes actual performance compared to budgets
and the types of information provided in documents submitted to
the board of directors for purposes of the entity's day-to-day oper-
ations and long-range planning

® Theextent of management's knowledge of and experience with the
rules and regulations adopted by the SEC for MD&A

e Ifthe entity is a nonpublic entity, the intended use of the MD&A
presentation

® Preliminary judgments about (a) materiality, (b) inherent risk at
the individual assertion level, and (c¢) factors (for example, mat-
ters identified during the audit or review of the historical financial
statements) relating to significant deficiencies in internal control
applicable to the preparation of MD&A (See paragraph .58.)

® The fraud risk factors or other conditions identified during the au-
dit of the most recent annual financial statements and the practi-
tioner's response to such risk factors

® The type and extent of evidential matter supporting manage-
ment's assertions and disclosures in the MD&A presentation

® The nature of complex or subjective matters potentially material
to the MD&A presentation that may require special skill or knowl-
edge and whether such matters may require using the work of
a specialist to obtain sufficient evidential matter (See paragraph
A47))

® The presence of an internal audit function (See paragraph .48.)

.43 In planning an engagement when MD&A has not previously been ex-
amined, the practitioner should consider the degree to which the entity has
information available for such prior periods and the continuity of the entity's
personnel and their ability to respond to inquiries with respect to such periods.
In addition, the practitioner should obtain an understanding of the entity's in-
ternal control in prior years applicable to the preparation of MD&A.

Consideration of Audit Results

.44 The practitioner should also consider the results of the audits of the
financial statements for the periods covered by the MD&A presentation on the
examination engagement, such as matters relating to the following:
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® The availability and condition of the entity's records
® The nature and magnitude of audit adjustments

® Misstatements 18 that were not corrected in the financial state-
ments that may affect MD&A disclosures (for example, misclassi-
fications between financial statement line items)

[Revised, December 2012, to reflect conforming changes necessary due to the
issuance of SAS Nos. 122-126.]

.45 The practitioner should also consider the possible impact on the scope
of the examination engagement of any modification or contemplated modifica-
tion of the auditor's report, including matters addressed in explanatory lan-
guage. For example, if the auditor has modified the auditor's report to include a
going-concern uncertainty explanatory paragraph, the practitioner would con-
sider such a matter in assessing attestation risk.

Multiple Components

.46 In an engagement to examine MD&A, if the entity has operations
in several components (for example, locations, branches, subsidiaries, or pro-
grams), the practitioner examining the group's MD&A should determine the
components to which procedures should be applied. In making such a determi-
nation and in selecting the components to be tested, the practitioner examining
the group's MD&A should consider factors such as the following:

® The relative importance of each component to the applicable dis-
closure in the group's MD&A

® The degree of centralization of records

® The effectiveness of controls, particularly those that affect group
management's direct control over the exercise of authority dele-
gated to others and its ability to supervise activities at various
locations effectively

® The nature and extent of operations conducted at the various com-
ponents

® The similarity of operations and internal control for different com-
ponents

The practitioner examining the group's MD&A should consider whether the
audit base of the components is consistent with the components that are dis-
closed in MD&A Accordingly, it may be desirable for the practitioner examining
the group's MD&A to coordinate the audit work with the components that will
be disclosed. [Revised, December 2012, to reflect conforming changes necessary
due to the issuance of SAS Nos. 122-126.]

Using the Work of a Specialist

.47 In some engagements to examine MD&A, the nature of complex or sub-
jective matters potentially material to the MD&A presentation may require
specialized skill or knowledge in a particular field other than accounting or
auditing. For example, the entity may include information concerning plant
production capacity, which would ordinarily be determined by an engineer. In

18 Refer to paragraphs .05-.06 and .11-.13 of AU-C section 320, Materiality in Planning and
Performing an Audit, and paragraph .10 of AU-C section 450, Evaluation of Misstatements Identified
During the Audit. [Footnote revised, December 2012, to reflect conforming changes necessary due to
the issuance of SAS Nos. 122-126.]
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such cases, the practitioner may use the work of a specialist and should con-
sider the relevant guidance in AU-C section 620, Using the Work of an Auditor's
Specialist. An auditor's specialist may be either an auditor's internal specialist
(for example, a partner of the auditor's firm) or an external specialist. [Revised,
December 2012, to reflect conforming changes necessary due to the issuance of
SAS Nos. 122-126.]

Internal Audit Function

.48 Another factor the practitioner should consider when planning the en-
gagement is whether the entity has an internal audit function and the extent
to which internal auditors are involved in directly testing the MD&A presen-
tation, in monitoring the entity's internal control applicable to the preparation
of MD&A, or in testing the underlying records supporting disclosures in the
MD&A. A practitioner should consider the guidance in AU-C section 610, The
Auditor's Consideration of the Internal Audit Function in an Audit of Financial
Statements, when addressing the competence and objectivity of internal audi-
tors; the nature, timing, and extent of work to be performed; and other related
matters. [Revised, December 2012, to reflect conforming changes necessary due
to the issuance of SAS Nos. 122-126.]

Consideration of Internal Control Applicable to the
Preparation of MD&A

.49 The practitioner should obtain an understanding of the entity's inter-
nal control applicable to the preparation of MD&A sufficient to plan the en-
gagement and to assess control risk. Generally, controls that are relevant to an
examination pertain to the entity's objective of preparing MD&A in conformity
with the rules and regulations adopted by the SEC, and may include controls
within the control environment, risk assessment, information and communica-
tion, control activities, and monitoring components.

.50 The controls relating to operations and compliance objectives may be
relevant to an examination if they pertain to data the practitioner evaluates or
uses in applying examination procedures. For example, controls over the gath-
ering of information, which are different from financial statement controls, and
controls relating to nonfinancial data that are included in the MD&A presen-
tation, may be relevant to an examination engagement.

.51 In planning the examination, knowledge of such controls should be
used to identify types of potential misstatement (including types of potential
material omissions), to consider factors that affect the risk of material mis-
statement and to design appropriate tests.

.52 A practitioner generally obtains an understanding of the design of the
entity's internal control applicable to the preparation of MD&A by making in-
quiries of appropriate management, supervisory, and staff personnel; by inspec-
tion of the entity's documents; and by observation of the entity's relevant ac-
tivities, including controls over matters discussed, nonfinancial data included,
and management evaluation of the reasonableness of information included. The
nature and extent of procedures a practitioner performs vary from entity to en-
tity and are influenced by factors such as the entity's complexity, the length of
time that the entity has prepared MD&A pursuant to the rules and regulations
adopted by the SEC, the practitioner's knowledge of the entity's controls ob-
tained in audits and previous professional engagements, and judgments about
materiality.
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.53 After obtaining an understanding of the entity's internal control ap-
plicable to the preparation of MD&A, the practitioner assesses control risk for
the assertions embodied in the MD&A presentation. (Refer to paragraphs .34—
.39.) The practitioner may assess control risk at the maximum level (the great-
est probability that a material misstatement that could occur in an assertion
will not be prevented or detected on a timely basis by an entity's controls) be-
cause the practitioner believes controls are unlikely to pertain to an assertion,
are unlikely to be effective, or because evaluating their effectiveness would be
inefficient. Alternatively, the practitioner may obtain evidential matter about
the effectiveness of both the design and operation of a control that supports a
lower assessed level of control risk. Such evidential matter may be obtained
from tests of controls planned and performed concurrently with obtaining the
understanding of the internal control or from procedures performed to obtain
the understanding that were not specifically planned as tests of controls.

.54 After obtaining the understanding and assessing control risk, the prac-
titioner may desire to seek a further reduction in the assessed level of control
risk for certain assertions. In such cases, the practitioner considers whether ev-
idential matter sufficient to support a further reduction is likely to be available
and whether performing additional tests of controls to obtain such evidential
matter would be efficient.

.55 When seeking to assess control risk below the maximum for controls
over financial and nonfinancial data, the practitioner should perform tests of
controls to obtain evidence to support the assessed level of control risk. For
example, the practitioner may perform tests of controls directed toward the ef-
fectiveness of the design or operation of internal control over the accumulation
of the number of units sold for a manufacturing company, average interest rates
earned and paid for a financial institution, or average net sales per square foot
for a retail entity.

.56 The practitioner uses the knowledge provided by the understanding of
internal control applicable to the preparation of MD&A and the assessed level
of control risk in determining the nature, timing, and extent of substantive tests
for the MD&A assertions.

.57 The practitioner should document the understanding of the internal
control components obtained to plan the examination and the assessment of
control risk. The form and extent of this documentation is influenced by the
size and complexity of the entity, as well as the nature of the entity's controls
applicable to the preparation of MD&A.

.58 During the course of an engagement to examine MD&A, the practi-
tioner may become aware of control deficiencies in the design or operation of
controls applicable to the preparation of MD&A that could adversely affect the
entity's ability to prepare MD&A in accordance with the rules and regulations
adopted by the SEC. The practitioner should consider the implications of such
control deficiencies on his or her ability to rely on management's explanations
and on comparisons to summary accounting records. A practitioner's responsi-
bility to communicate these control deficiencies in an examination of MD&A is
similar to the auditor's responsibility described in AU-C section 265, Commu-
nicating Internal Control Related Matters Identified in an Audit, and AU-C sec-
tion 260, The Auditor's Communication With Those Charged With Governance.
[Revised, March 2006, to reflect conforming changes necessary due to the is-
suance of SAS No. 112. Revised, January 2010, to reflect conforming changes
necessary due to the issuance of SAS No. 115. Revised, December 2012, to re-
flect conforming changes necessary due to the issuance of SAS Nos. 122-126.]
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Obtaining Sufficient Evidence

.59 The practitioner should apply procedures to obtain reasonable assur-
ance of detecting material misstatements. In an audit of historical financial
statements, the practitioner will have applied audit procedures to some of the
information included in the MD&A. However, because the objective of those
audit procedures is to have a reasonable basis for expressing an opinion on
the financial statements taken as a whole rather than on the MD&A, certain
additional examination procedures should be performed as discussed in para-
graphs .60-.64. Determining these procedures and evaluating the sufficiency
of the evidence obtained are matters of professional judgment.

.60 The practitioner ordinarily should apply the following procedures.

a. Read the MD&A and compare the content for consistency with
the audited financial statements; compare financial amounts to
the audited financial statements or related accounting records
and analyses; recompute the increases, decreases, and percent-
ages disclosed.

b. Compare nonfinancial amounts to the audited financial state-
ments, if applicable, or to other records. (Refer to paragraphs .62—
.64.)

c¢. Consider whether the explanations in MD&A are consistent with
the information obtained during the audit; investigate further
those explanations that cannot be substantiated by information
in the audit working papers through inquiry (including inquiry of
officers and other executives having responsibility for operational
areas) and inspection of client records.

d. Examine internally generated documents (for example, variance
analyses, sales analyses, wage cost analyses, sales or service pric-
ing sheets, and business plans or programs) and externally gener-
ated documents (for example, correspondence, contracts, or loan
agreements) in support of the existence, occurrence, or expected
occurrence of events, transactions, conditions, trends, demands,
commitments, and uncertainties disclosed in the MD&A.

e. Obtain available prospective financial information (for example,
budgets; sales forecasts; forecasts of labor, overhead, and materi-
als costs; capital expenditure requests; and financial forecasts and
projections) and compare such information to forward-looking
MD&A disclosures. Inquire of management as to the procedures
used to prepare the prospective financial information. Evaluate
whether the underlying information, determinations, estimates,
and assumptions of the entity provide a reasonable basis for the
MD&A disclosures of events, transactions, conditions, trends, de-
mands, commitments, or uncertainties. 1°

f Consider obtaining available prospective financial information
relating to prior periods and comparing actual results with fore-
casted and projected amounts.

g Make inquiries of officers and other executives having responsi-
bility for operational areas (such as sales, marketing, and produc-
tion) and financial and accounting matters, as to their plans and

19 Refer to paragraph .26 for a discussion concerning the safe harbor rules for forward-looking
statements.
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expectations for the future that could affect the entity's liquidity
and capital resources.

h. Consider obtaining external information concerning industry
trends, inflation, and changing prices and comparing the related
MD&A disclosures to such information.

i. Compare the information in MD&A with the rules and regula-
tions adopted by the SEC and consider whether the presentation
includes the required elements of such rules and regulations.

J. Read the minutes of meetings to date of the board of directors
and other significant committees to identify matters that may af-
fect MD&A,; consider whether such matters are appropriately ad-
dressed in MD&A.

k. Inquire of officers as to the entity's prior experience with the SEC
and the extent of comments received upon review of documents
by the SEC; read correspondence between the entity and the SEC
with respect to such review, if any.

[.  Obtain public communications (for example, press releases and
quarterly reports) and the related supporting documentation
dealing with historical and future results; consider whether
MD&A is consistent with such communications.

m. Consider obtaining other types of publicly available information
(for example, analyst reports and news articles); compare the
MD&A presentation with such information.

Testing Completeness

.61 The practitioner should design procedures to test the presentation for
completeness, including tests of the completeness of explanations that relate
to historical disclosures as discussed in paragraphs .36—.37. The practitioner
should also consider whether the MD&A discloses matters that could signifi-
cantly impact future financial condition and results of operations of the entity
by considering information that he or she obtained through the following:

a. Audit of the financial statements

b. Inquiries of the entity's officers and other executives directed to
current events, conditions, economic changes, commitments and
uncertainties, within both the entity and its industry

c¢. Other information obtained through procedures such as those
listed in paragraphs .60 and .65-.66

As discussed in paragraph .31, the inherent risk concerning the completeness
of disclosures may be high; if it is, the practitioner may extend the procedures
(for example, by making additional inquiries of management or by examining
additional internally generated documents).

Nonfinancial Data

.62 Management may include nonfinancial data (such as units produced;
the number of units sold, locations, or customers; plant utilization; or square
footage) in the MD&A. The practitioner should consider whether the defini-
tions used by management for such nonfinancial data are reasonable for the
particular disclosure in the MD&A and whether there are suitable criteria (for
example, industry standards with respect to square footage for retail opera-
tions), as discussed in paragraphs .23—.32 of section 101.

.63 In some situations, the nonfinancial data or the controls over the non-
financial data may have been tested by the practitioner in conjunction with
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the financial statement audit; however, the practitioner's consideration of the
nature of the procedures to apply to nonfinancial data in an examination of
MD&A is based on the concept of materiality with respect to the MD&A presen-
tation. The practitioner should consider whether industry standards exist for
the nonfinancial data or whether there are different methods of measurement
that may be used, and, if such methods could result in significantly different
results, whether the method of measurement selected by management is rea-
sonable and consistent between periods covered by the MD&A presentation.
For example, the number of customers reported by management could vary de-
pending on whether management defines a customer as a subsidiary or "ship
to" location of a company rather than the company itself.

.64 In testing nonfinancial data included in the MD&A, the practitioner
may seek to assess control risk below the maximum for controls over such
nonfinancial data, as discussed in paragraph .55. The practitioner weighs the
increase in effort of the examination associated with the additional tests of
controls that is necessary to obtain evidential matter against the resulting de-
crease in examination effort associated with the reduced substantive tests. For
those nonfinancial assertions for which the practitioner performs additional
tests of controls, the practitioner determines the assessed level of control risk
that the results of those tests will support. This assessed level of control risk is
used in determining the appropriate detection risk to accept for those nonfinan-
cial assertions and, accordingly, in determining the nature, timing, and extent
of substantive tests for such assertions.

Consideration of the Effect of Events Subsequent to the
Balance-Sheet Date

.65 As there is an expectation by the SEC that MD&A considers events
through a date at or near the filing date, 2° the practitioner should consider in-
formation about events 2! that comes to his or her attention after the end of the
period addressed by MD&A and prior to the issuance of his or her report that
may have a material effect on the entity's financial condition (including liquid-
ity and capital resources), changes in financial condition, results of operations,
and material commitments for capital resources. Events or matters that should
be disclosed in MD&A include those that— 22

® Are reasonably expected to have a material favorable or unfavor-
able impact on net sales or revenues or income from continuing
operations.

®  Are reasonably likely to result in the entity's liquidity increasing
or decreasing in any material way.

® Will have a material effect on the entity's capital resources.

®  Would cause reported financial information not to be necessarily
indicative of future operating results or of future financial condi-
tion.

20 A registration statement under the 1933 Act speaks as of its effective date.

21 Such events are only referred to as subsequent events in relation to an MD&A presentation if
they occur after the MD&A presentation has been issued. The annual MD&A presentation ordinarily
would not be updated for subsequent events if an MD&A presentation for a subsequent interim period
has been issued or the event has been reported through a filing on Form 8-K.

22 The practitioner should refer to the rules and regulations adopted by the SEC for other exam-
ples of events that should be disclosed.
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The practitioner should consider whether events identified during the examina-
tion of the MD&A presentation or the audit of the related financial statements
require adjustment to or disclosure in the MD&A presentation. When MD&A
will be included or incorporated by reference in a 1933 Act document that is
filed with the SEC, the practitioner's procedures should extend up to the filing
date or as close to it as is reasonable and practicable in the circumstances. 23 If
a public entity's MD&A presentation is to be included only in a filing under the
1934 Act (for example, Forms 10-K or 10-KSB), the practitioner's responsibility
to consider subsequent events does not extend beyond the date of the report on
MD&A. Paragraphs .94—.98 provide guidance when the practitioner is engaged
subsequent to the filing of the MD&A presentation.

.66 In an examination of MD&A, the practitioner's fieldwork ordinarily
extends beyond the date of the auditor's report on the related financial state-
ments. ?* Accordingly, the practitioner generally should—

a. Read available minutes of meetings of stockholders, the board of
directors, and other appropriate committees; as to meetings for
which minutes are not available, inquire about matters dealt with
at such meetings.

b. Read the latest available interim financial statements for periods
subsequent to the date of the auditor's report, compare them with
the financial statements for the periods covered by the MD&A,
and inquire of and discuss with officers and other executives hav-
ing responsibility for operational, financial, and accounting mat-
ters (limited where appropriate to major locations) matters such
as the following:

® Whether interim financial statements have been pre-
pared on the same basis as the audited financial state-
ments

® Whether there were any significant changes in the en-
tity's operations, liquidity, or capital resources in the sub-
sequent period

® The current status of items in the financial statements for
which the MD&A has been prepared that were accounted
for on the basis of tentative, preliminary, or inconclusive
data

® Whether any unusual adjustments were made during the
period from the balance-sheet date to the date of inquiry

c¢. Make inquiries of members of senior management as to the cur-
rent status of matters concerning litigation, claims, and assess-
ments identified during the audit of the financial statements and

23 Additionally, if the practitioner's report on MD&A is included or incorporated by reference in
a 1933 Act document, the practitioner should extend his or her procedures with respect to subsequent
events from the date of his or her report on MD&A up to the effective date or as close thereto as is
reasonable and practicable in the circumstances.

24 Undertaking an engagement to examine MD&A does not extend the auditor's responsibility to
update the subsequent events review procedures for the financial statements beyond the date of the
auditor's report. However, see AU-C section 560, Events and Subsequently Discovered Facts. Also, see
AU-C section 925, Filings With the U.S. Securities and Exchange Commission Under the Securities Act
of 1933, as to an auditor's responsibility when his or her report is included in a registration statement
filed under the 1933 Act. [Footnote revised, December 2012, to reflect conforming changes necessary
due to the issuance of SAS Nos. 122-126.]
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of any new matters or unfavorable developments. Consider ob-
taining updated legal letters from legal counsel. ?°

d. Consider whether there have been any changes in economic con-
ditions or in the industry that could have a significant effect on
the entity.

e. Obtain written representations from appropriate officials as to
whether any events occurred subsequent to the latest balance-
sheet date that would require disclosure in the MD&A. (See para-
graphs .110-.112.)

f Make such additional inquiries or perform such other procedures
as considered necessary and appropriate to address questions
that arise in carrying out the foregoing procedures, inquiries, and
discussions.

Forming an Opinion

.67 The practitioner should consider the concept of materiality discussed
in paragraphs .21-.22, and the impact of any modification of the auditor's report
on the historical financial statements in forming an opinion on the examination
of MD&A, including the practitioner's ability to evaluate the results of inquiries
and other procedures.

Reporting

.68 In order for the practitioner to issue a report on an examination of
MD&A, the financial statements for the periods covered by the MD&A presen-
tation and the related auditor's report(s) should accompany the MD&A presen-
tation (or, with respect to a public entity, be incorporated in the document con-
taining the MD&A by reference to information filed with a regulatory agency).
In addition, if the entity is a nonpublic entity, one of the following conditions
should be met.

a. A statement should be included in the body of the MD&A presen-
tation that it has been prepared using the rules and regulations
adopted by the SEC.

b. A separate written assertion should accompany the MD&A pre-
sentation or such assertion should be included in a representation
letter obtained from the entity.

.69 The practitioner's report on an examination of MD&A should include
the following:

a. A title that includes the word independent

b. Anidentification of the MD&A presentation, including the period
covered

c¢. A statement that management is responsible for the preparation
of the MD&A pursuant to the rules and regulations adopted by
the SEC, and a statement that the practitioner's responsibility
is to express an opinion on the presentation based on his or her
examination

25 See paragraphs .16—.24 of AU-C section 501, Audit Evidence—Specific Considerations for Se-
lected Items, for guidance concerning obtaining legal letters. [Footnote revised, December 2012, to
reflect conforming changes necessary due to the issuance of SAS Nos. 122-126.]
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d. A reference to the auditor's report on the related financial state-
ments, and if the report was other than a standard report, the
substantive reasons therefor

e. A statement that the examination was conducted in accordance
with attestation standards established by the AICPA and a de-
scription of the scope of an examination of MD&A

[ A statement that the practitioner believes the examination pro-
vides a reasonable basis for his or her opinion

g. A paragraph stating that—

(1) The preparation of MD&A requires management to inter-
pret the criteria, make determinations as to the relevancy
of information to be included, and make estimates and as-
sumptions that affect reported information

(2) Actual results in the future may differ materially from
management's present assessment of information regard-
ing the estimated future impact of transactions and
events that have occurred or are expected to occur, ex-
pected sources of liquidity and capital resources, operating
trends, commitments, and uncertainties

h. Ifthe entity is a nonpublic entity, a statement that, although the
entity is not subject to the rules and regulations of the SEC, the
MD&A presentation is intended to be a presentation in accor-
dance with the rules and regulations adopted by the SEC

i. The practitioner's opinion on whether—

(1) The presentation includes, in all material respects, the re-
quired elements of the rules and regulations adopted by
the SEC

(2) The historical financial amounts have been accurately de-
rived, in all material respects, from the entity's financial
statements

(3) The underlying information, determinations, estimates,
and assumptions of the entity provide a reasonable basis
for the disclosures contained therein

J. The manual or printed signature of the practitioner's firm

k. The date of the examination report
Appendix A [paragraph .114], "Examination Reports," includes a standard ex-
amination report. (See Example 1.)
Dating

.70 The practitioner's report on the examination of MD&A should be dated
as of the completion of the practitioner's examination procedures. That date
should not precede the date of the auditor's report on the latest historical fi-
nancial statements covered by the MD&A.

Report Modifications

.71 The practitioner should modify the standard report described in para-
graph .69, if any of the following conditions exist.

® The presentation excludes a material required element under the
rules and regulations adopted by the SEC. (See paragraph .72.)
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® The historical financial amounts have not been accurately derived,
in all material respects, from the entity's financial statements.
(See paragraph .72.)

® The underlying information, determinations, estimates, and as-
sumptions used by management do not provide the entity with a
reasonable basis for the disclosure in the MD&A. (See paragraph
72.)

® There is a restriction on the scope of the engagement. (See para-
graph .73.)

® The practitioner decides to refer to the report of another practi-
tioner as the basis in part for his or her report. (See paragraph
.74.)

® The practitioner is engaged to examine the MD&A presentation
after it has been filed with the SEC or other regulatory agency.
(See paragraphs .94-.98.)

.72 The practitioner should express a qualified or an adverse opinion if (a)
the MD&A presentation excludes a material required element, (b) historical fi-
nancial amounts have not been accurately derived in all material respects, or
(c) the underlying information, determinations, estimates, and assumptions of
the entity do not provide a reasonable basis for the disclosures; for example,
if there is a lack of consistency between management's method of measuring
nonfinancial data between periods covered by the MD&A presentation. The ba-
sis for such opinion should be stated in the practitioner's report. Appendix A
[paragraph .114] includes several examples of such modifications. (See Exam-
ple 2.) Also refer to paragraph .107 for required communications with the audit
committee.

.73 Ifthe practitioner is unable to perform the procedures he or she consid-
ers necessary in the circumstances, the practitioner should modify the report or
withdraw from the engagement. If the practitioner modifies the report, he or she
should describe the limitation on the scope of the examination in an explana-
tory paragraph and qualify his or her opinion, or disclaim an opinion. However,
limitations on the ability of the practitioner to perform necessary procedures
could also arise because of the lack of adequate support for a significant repre-
sentation in the MD&A. That circumstance may result in a conclusion that the
unsupported representation constitutes a material misstatement of fact and,
accordingly, the practitioner may qualify his or her opinion or express an ad-
verse opinion, as described in paragraph .72.

Reference to Report of Another Practitioner

.74 If another practitioner examined the MD&A presentation of a compo-
nent (refer to paragraph .46), the practitioner examining the group's MD&A
may decide to make reference to such report of the component practitioner as
a basis for his or her opinion on the group's consolidated MD&A presentation.
The practitioner examining the group's MD&A should disclose this fact in the
introductory paragraph of the report and should refer to the report of the com-
ponent practitioner in expressing an opinion on the group's consolidated MD&A
presentation. These references indicate (1) that the practitioner examining the
group's MD&A is not taking responsibility for the work of the component prac-
titioner, and (2) the source of the examination evidence with respect to those
components for which reference to the examination of component practitioners
is made. Appendix A [paragraph .114] provides an example of a report for such
a situation. (See example 3.) Refer to paragraph .105 for guidance when the
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other practitioner does not issue a report. [Revised, December 2012, to reflect
conforming changes necessary due to the issuance of SAS Nos. 122-126.]

Emphasis of a Matter

.75 In a number of circumstances, the practitioner may wish to emphasize
a matter regarding the MD&A presentation. For example, he or she may wish
to emphasize that the entity has included information beyond the required ele-
ments of the rules and regulations adopted by the SEC. Such explanatory com-
ments should be presented in a separate paragraph of the practitioner's report.

Review Engagement

.76 The objective of a review engagement, including a review of MD&A for
an interim period, is to accumulate sufficient evidence to provide the practi-
tioner with a basis for reporting whether any information came to the practi-
tioner's attention to cause him or her to believe that (¢) the MD&A presentation
does not include, in all material respects, the required elements of the rules and
regulations adopted by the SEC, (b) the historical financial amounts included
therein have not been accurately derived, in all material respects, from the en-
tity's financial statements, or (¢) the underlying information, determinations,
estimates, and assumptions of the entity do not provide a reasonable basis for
the disclosures contained therein. MD&A for an interim period may be a free-
standing presentation or it may be combined with the MD&A presentation for
the most recent fiscal year. Procedures for conducting a review of MD&A gener-
ally are limited to inquiries and analytical procedures, rather than also includ-
ing search and verification procedures, concerning factors that have a material
effect on financial condition, including liquidity and capital resources, results of
operations, and cash flows. In a review engagement, the practitioner should—

a. Obtain an understanding of the rules and regulations adopted
by the SEC for MD&A and management's method of preparing
MD&A. (See paragraphs .18-.19.)

b. Plan the engagement. (See paragraph .77.)

c¢. Consider relevant portions of the entity's internal control appli-
cable to the preparation of the MD&A. (See paragraph .78.)

d. Apply analytical procedures and make inquiries of management
and others. (See paragraphs .79-.80.)

e. Consider the effect of events subsequent to the balance-sheet
date. The practitioner's consideration of such events in a review
of MD&A is similar to the practitioner's consideration in an ex-
amination. (See paragraphs .65—.66.)

f Obtain written representations from management concerning its
responsibility for MD&A, completeness of minutes, events subse-
quent to the balance-sheet date, and other matters about which
the practitioner believes written representations are appropriate.
(See paragraph .110.)

g.  Form a conclusion as to whether any information came to the
practitioner's attention that causes him or her to believe any of
the following.

(1) The MD&A presentation does not include, in all material
respects, the required elements of the rules and regula-
tions adopted by the SEC.
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(2) The historical financial amounts included therein have not
been accurately derived, in all material respects, from the
entity's financial statements.

(3) The underlying information, determinations, estimates,
and assumptions of the entity do not provide a reasonable
basis for the disclosures contained therein.

Planning the Engagement

.77 Planning an engagement to review MD&A involves developing an over-
all strategy for the analytical procedures and inquiries to be performed. When
developing an overall strategy for the review engagement, the practitioner
should consider factors such as the following:

® Matters affecting the industry in which the entity operates, such
as financial reporting practices, economic conditions, laws and reg-
ulations, and technological changes

® Matters relating to the entity's business, including its organiza-
tion, operating characteristics, capital structure, and distribution
methods

® The types of relevant information that management reports to ex-
ternal analysts (for example, press releases or presentations to
lenders and rating agencies concerning past and future perfor-
mance)

® Theextent of management's knowledge of and experience with the
rules and regulations adopted by the SEC for MD&A

® [If the entity is a nonpublic entity, the intended use of the MD&A
presentation

® Matters identified during the audit or review of the historical fi-
nancial statements relating to MD&A reporting, including knowl-
edge of the entity's internal control applicable to the preparation
of MD&A and the extent of recent changes, if any

® Matters identified during prior engagements to examine or review
MD&A

® Preliminary judgments about materiality

® The nature of complex or subjective matters potentially material
to the MD&A that may require special skill or knowledge

® The presence of an internal audit function and the extent to which
internal auditors are involved in directly testing the MD&A pre-
sentation or underlying records

Consideration of Internal Control Applicable to the
Preparation of MD&A

.78 To perform a review of MD&A, the practitioner needs to have suffi-
cient knowledge of the entity's internal control applicable to the preparation of
MD&A to—

® Identify types of potential misstatements in MD&A, including

types of material omissions, and consider the likelihood of their
occurrence.
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® Select the inquiries and analytical procedures that will provide
a basis for reporting whether any information causes the practi-
tioner to believe the following.

— The MD&A presentation does not include, in all mate-
rial respects, the required elements of the rules and reg-
ulations adopted by the SEC, or the historical financial
amounts included therein have not been accurately de-
rived, in all material respects, from the entity's financial
statements.

— The underlying information, determinations, estimates,
and assumptions of the entity do not provide a reasonable
basis for the disclosures contained therein.

Application of Analytical Procedures and Inquiries

.79 The practitioner ordinarily would not obtain corroborating evidential
matter of management's responses to the practitioner's inquiries in performing
a review of MD&A. The practitioner should, however, consider the consistency
of management's responses in light of the results of other inquiries and the
application of analytical procedures. The practitioner ordinarily should apply
the following analytical procedures and inquiries.

a. Read the MD&A presentation and compare the content for
consistency with the audited financial statements (or reviewed
interim financial information if MD&A includes interim informa-
tion); compare financial amounts to the audited or reviewed fi-
nancial statements or related accounting records and analyses;
recompute the increases, decreases, and percentages disclosed.

b. Compare nonfinancial amounts to the audited (or reviewed) fi-
nancial statements, if applicable, or to other records. (Refer to
paragraph .80.)

c. Consider whether the explanations in MD&A are consistent with
the information obtained during the audit or the review of interim
financial information; make further inquiries of officers and other
executives having responsibility for operational areas as neces-
sary.

d. Obtain available prospective financial information (for example,
budgets; sales forecasts; forecasts of labor, overhead, and materi-
als costs; capital expenditure requests; and financial forecasts and
projections) and compare such information to forward-looking
MD&A disclosures. Inquire of management as to the procedures
used to prepare the prospective financial information. Consider
whether information came to the practitioner's attention that
causes him or her to believe that the underlying information, de-
terminations, estimates, and assumptions of the entity do not pro-
vide a reasonable basis for the disclosures of trends, demands,
commitments, events, or uncertainties. 26

e. Make inquiries of officers and other executives having responsi-
bility for operational areas (such as sales, marketing, and produc-
tion) and financial and accounting matters, as to any plans and

26 Refer to paragraph .26 for a discussion concerning the safe harbor rules for forward-looking
statements.
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expectations for the future that could affect the entity's liquidity
and capital resources.

f Compare the information in MD&A with the rules and regula-
tions adopted by the SEC and consider whether the presentation
includes the required elements of such rules and regulations.

g.  Read the minutes of meetings to date of the board of directors
and other significant committees to identify actions that may af-
fect MD&A; consider whether such matters are appropriately ad-
dressed in the MD&A presentation.

h. Inquire of officers as to the entity's prior experience with the SEC
and the extent of comments received upon review of documents
by the SEC; read correspondence between the entity and the SEC
with respect to such review, if any.

i. Inquire of management regarding the nature of public communi-
cations (for example, press releases and quarterly reports) deal-
ing with historical and future results and consider whether the
MD&A presentation is consistent with such communications.

.80 Ifnonfinancial data are included in the MD&A presentation, the prac-
titioner should inquire as to the nature of the records from which such infor-
mation was derived and observe the existence of such records, but need not per-
form other tests of such records beyond analytical procedures and inquiries of
individuals responsible for maintaining them. The practitioner should consider
whether such nonfinancial data are relevant to users of the MD&A presenta-
tion and whether such data are clearly defined in the MD&A presentation. The
practitioner should make inquiries regarding whether the definition of the non-
financial data was consistently applied during the periods reported.

.81 However, if the practitioner becomes aware that the presentation may
be incomplete or contain inaccuracies, or is otherwise unsatisfactory, the prac-
titioner should perform the additional procedures he or she deems necessary
to achieve the limited assurance contemplated by a review engagement.

Reporting

.82 In order for the practitioner to issue a report on a review of MD&A
for an annual period, the financial statements for the periods covered by the
MD&A presentation and the related auditor's report(s) should accompany the
MD&A presentation (or with respect to a public entity be incorporated in
the document containing the MD&A by reference to information filed with a
regulatory agency).

.83 If the MD&A presentation relates to an interim period and the entity
is a public entity, the financial statements for the interim periods covered by
the MD&A presentation and the related accountant's review report(s) should
accompany the MD&A presentation, or be incorporated in the document con-
taining the MD&A by reference to information filed with a regulatory agency.
The comparative financial statements for the most recent annual period and
the related MD&A should accompany the MD&A presentation for the interim
period, or be incorporated by reference to information filed with a regulatory
agency. Generally, the requirement for inclusion of the annual financial state-
ments and related MD&A is satisfied by a public entity that has met its report-
ing responsibility for filing its annual financial statements and MD&A in its
annual report on Form 10-K.
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.84 If the MD&A presentation relates to an interim period and the entity
is a nonpublic entity, the following documents should accompany the interim
MD&A presentation in order for the practitioner to issue a review report:

a.

The MD&A presentation for the most recent fiscal year and re-
lated accountant's examination or review report(s)

The financial statements for the periods covered by the respective
MD&A presentations (most recent fiscal year and interim peri-
ods and the related auditor's report(s) and accountant's review
report(s))

In addition, one of the following conditions should be met.

A statement should be included in the body of the MD&A presen-
tation that it has been prepared using the rules and regulations
adopted by the SEC.

A separate written assertion should accompany the MD&A pre-
sentation or such assertion should be included in a representation
letter obtained from the entity.

.85 The practitioner's report on a review of MD&A should include the fol-

lowing:

AT-C §395.84

A title that includes the word independent

An identification of the MD&A presentation, including the period
covered

A statement that management is responsible for the preparation
of the MD&A pursuant to the rules and regulations adopted by
the SEC

A reference to the auditor's report on the related financial state-
ments, and, if the report was other than a standard report, the
substantive reasons therefor

A statement that the review was conducted in accordance with
attestation standards established by the AICPA

A description of the procedures for a review of MD&A

A statement that a review of MD&A is substantially less in scope
than an examination, the objective of which is an expression of
opinion regarding the MD&A presentation, and accordingly, no
such opinion is expressed

A paragraph stating that—

(1) The preparation of MD&A requires management to inter-
pret the criteria, make determinations as to the relevancy
of information to be included, and make estimates and as-
sumptions that affect reported information

(2) Actual results in the future may differ materially from
management's present assessment of information regard-
ing the estimated future impact of transactions and
events that have occurred or are expected to occur, ex-
pected sources of liquidity and capital resources, operating
trends, commitments, and uncertainties

If the entity is a nonpublic entity, a statement that although the
entity is not subject to the rules and regulations of the SEC, the
MD&A presentation is intended to be a presentation in accor-
dance with the rules and regulations adopted by the SEC
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J. A statement about whether any information came to the practi-
tioner's attention that caused him or her to believe that—

(1) The MD&A presentation does not include, in all material
respects, the required elements of the rules and regula-
tions adopted by the SEC

(2) The historical financial amounts included therein have not
been accurately derived, in all material respects, from the
entity's financial statements

(3) The underlying information, determinations, estimates,
and assumptions of the entity do not provide a reasonable
basis for the disclosures contained therein

k. If the entity is a public entity as defined in paragraph .02, or a
nonpublic entity that is making or has made an offering of securi-
ties and it appears that the securities may subsequently be regis-
tered or subject to a filing with the SEC or other regulatory agency
(for example, certain offerings of securities under Rule 144A of the
1933 Act that purport to conform to Regulation S-K), a statement
of restrictions on the use of the report to specified parties, because
it is not intended to be filed with the SEC as a report under the
1933 Act or the 1934 Act.

l. The manual or printed signature of the practitioner's firm
m. The date of the review report

Appendix B [paragraph .115], "Review Reports," provides examples of a stan-
dard review report for an annual and interim period.

Dating

.86 The practitioner's report on the review of MD&A should be dated as
of the completion of the practitioner's review procedures. That date should not
precede the date of the accountant's report on the latest historical financial
statements covered by the MD&A.

Report Modifications

.87 The practitioner should modify the standard review report described
in paragraph .86 if any of the following conditions exist.

® The presentation excludes a material required element of the
rules and regulations adopted by the SEC. (See paragraph .89.)

® The historical financial amounts have not been accurately derived,
in all material respects, from the entity's financial statements.
(See paragraph .89.)

® The underlying information, determinations, estimates, and as-
sumptions used by management do not provide the entity with a
reasonable basis for the disclosures in the MD&A. (See paragraph
.89.)

® The practitioner decides to refer to the report of another practi-
tioner as the basis, in part, for his or her report. (See paragraph
.90.)

® The practitioner is engaged to review the MD&A presentation af-
ter it has been filed with the SEC or other regulatory agency. (See
paragraphs .94—.98.)

.88 When the practitioner is unable to perform the inquiry and analyti-
cal procedures he or she considers necessary to achieve the limited assurance
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provided by a review, or the client does not provide the practitioner with a rep-
resentation letter, the review will be incomplete. A review that is incomplete is
not an adequate basis for issuing a review report. If the practitioner is unable
to complete a review because of a scope limitation, the practitioner should con-
sider the implications of that limitation with respect to possible misstatements
of the MD&A presentation. In those circumstances, the practitioner should also
refer to paragraphs .107-.109 for guidance concerning communications with
the audit committee.

.89 If the practitioner becomes aware that the MD&A is materially mis-
stated, the practitioner should modify the review report to describe the nature
of the misstatement. Appendix B [paragraph .115] contains an example of such
a modification of the accountant's report. (See Example 3.)

.90 Ifanother practitioner reviewed or examined the MD&A for a material
component, the practitioner may decide to make reference to such report of the
other practitioner in reporting on the consolidated MD&A presentation. Such
reference indicates a division of responsibility for performance of the review.

Emphasis of a Matter

.91 In some circumstances, the practitioner may wish to emphasize a mat-
ter regarding the MD&A presentation. For example, he or she may wish to em-
phasize that the entity has included information beyond the required elements
of the rules and regulations adopted by the SEC. Such explanatory comments
should be presented in a separate paragraph of the practitioner's report.

Combined Examination and Review Report on MD&A

.92 A practitioner may be engaged both to examine an MD&A presentation
as of the most recent fiscal year-end and to review a separate MD&A presen-
tation for a subsequent interim period. If the examination and review are com-
pleted at the same time, a combined report may be issued. Appendix C [para-
graph .116], "Combined Reports," contains an example of a combined report on
an examination of an annual MD&A presentation and the review of a separate
MD&A presentation for an interim period. (See Example 1.)

.93 If an entity prepares a combined MD&A presentation for annual and
interim periods in which there is a discussion of liquidity and capital resources
only as of the most recent interim period but not as of the most recent annual
period, the practitioner is limited to performing the highest level of service that
is provided with respect to the historical financial statements for any of the pe-
riods covered by the MD&A presentation. For example, if the annual financial
statements have been audited and the interim financial statements have been
reviewed, the practitioner may be engaged to perform a review of the combined
MD&A presentation. Appendix C [paragraph .116] contains an example of a re-
view report on a combined MD&A presentation for annual and interim periods.
(See Example 2.)

When Practitioner Is Engaged Subsequent to the
Filing of MD&A

.94 Management's responsibility for updating an MD&A presentation for
events occurring subsequent to the issuance of MD&A depends on whether the
entity is a public or nonpublic entity. A public entity is required to report sig-
nificant subsequent events in a Form 8-K or Form 10-Q, or in a registration
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statement; therefore, a public company would ordinarily not modify its MD&A
presentation once it is filed with the SEC (or other regulatory agency).

.95 Therefore, if the practitioner is engaged to examine (or review) an
MD&A presentation of a public entity that has already been filed with the SEC
(or other regulatory agency), the practitioner should consider whether mate-
rial subsequent events are appropriately disclosed in a Form 8-K or 10-Q, or a
registration statement that includes or incorporates by reference such MD&A
presentation. Refer to paragraphs .65—.66 for guidance concerning considera-
tion of events up to the filing date when the practitioner's report on MD&A will
be included (or incorporated by reference) in a 1933 Act document filed with
the SEC that will require a consent.

.96 If subsequent events of a public entity are appropriately disclosed in a
Form 8-K or 10-Q, or in a registration statement, or if there have been no ma-
terial subsequent events, the practitioner should add the following paragraph
to his or her examination or review report following the opinion or concluding
paragraph, respectively.

The accompanying Management's Discussion and Analysis does not consider
events that have occurred subsequent to Month XX, 20X6, the date as of which
it was filed with the Securities and Exchange Commission.

.97 If there has been a material subsequent event that has not been dis-
closed in a manner described in paragraph .95 and if the practitioner deter-
mines that it is appropriate to issue a report even though the MD&A presen-
tation has not been updated for such material subsequent event (for example,
because the filing of the Form 10-Q that will disclose such events has not yet
occurred), the practitioner should express a qualified or an adverse opinion (or
appropriately modify the review report) on the MD&A presentation. As dis-
cussed in paragraph .107, if such material subsequent event is not appropri-
ately disclosed, the practitioner should evaluate (a) whether to resign from the
engagement related to the MD&A presentation and (b) whether to remain as
the entity's auditor or stand for re-election to audit the entity's financial state-
ments.

.98 Because a nonpublic entity is not subject to the filing requirements of
the SEC, an MD&A presentation of a nonpublic entity should be updated for
material subsequent events through the date of the practitioner's report.

When a Predecessor Auditor Has Audited Prior Period
Financial Statements

.99 Ifapredecessor auditor has audited the financial statements for a prior
period covered by the MD&A, the need by the practitioner reporting on the
MD&A for an understanding of the business and the entity's accounting and
financial reporting practices for such prior period, as discussed in paragraph
.07, is not diminished and the practitioner should apply the appropriate pro-
cedures. In applying the appropriate procedures, the practitioner may consider
reviewing the predecessor auditor's working papers with respect to audits of
financial statements and examinations or reviews of MD&A presentations for
such prior periods.

.100 Information that may be obtained from the audit or attest working
papers of the predecessor auditor will not provide a sufficient basis in itself for
the practitioner to express an opinion with respect to the MD&A disclosures for
such prior periods. If the practitioner has audited the current year, the results
of such audit may be considered in planning and performing the examination
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of MD&A and may provide evidential matter that is useful in performing the
examination, including with respect to matters disclosed for prior periods. For
example, an increase in salaries expense may be the result of an acquisition in
the last half of the prior year. Auditing procedures applied to payroll expense
in the current year that validate the increase as a result of the acquisition may
provide evidential matter with respect to the increase in salaries expense in
the prior year attributed to the acquisition.

.101 In addition to the procedures described in paragraphs .49-.66, the
practitioner will need to make inquiries of the predecessor auditor and man-
agement as to audit adjustments proposed by the predecessor auditor that were
not recorded in the financial statements.

Communications Between Predecessor and Successor Auditors

.102 If the practitioner is appointed as the successor auditor, he or she
follows the guidance AU-C section 210, Terms of Engagement, in considering
whether or not to accept the engagement. If, at the time of the appointment
as auditor, the practitioner is also being engaged to examine or review MD&A,
the practitioner should also make specific inquiries of the predecessor audi-
tor regarding MD&A. [Revised, December 2012, to reflect conforming changes
necessary due to the issuance of SAS Nos. 122-126.]

.103 The practitioner's examination may be facilitated by (a) making spe-
cific inquiries of the predecessor regarding matters that the successor believes
may affect the conduct of the examination (or review), such as areas that re-
quired an inordinate amount of time or problems that arose from the condi-
tion of the records, and (b) if the predecessor previously examined or reviewed
MD&A, reviewing the predecessor's working papers for the predecessor's ex-
amination or review engagement.

.104 If, subsequent to his or her engagement to audit the financial state-
ments, the practitioner is requested to examine MD&A, the practitioner should
request the client to authorize the predecessor auditor to allow a review of the
predecessor's audit working papers related to the financial statement periods
included in the MD&A presentation. Although the practitioner may previously
have had access to the predecessor auditor's working papers in connection with
the successor's audit of the financial statements, ordinarily the predecessor au-
ditor should permit the practitioner to review those audit working papers re-
lating to matters that are disclosed or that would likely be disclosed in MD&A.

Another Auditor Audits a Significant Part of
the Financial Statements

.105 When one or more component auditors audits a significant part of a
group's financial statements, the practitioner 2’ may request that the compo-
nent auditor perform procedures with respect to the MD&A or the practitioner
may perform the procedures directly with respect to such component(s).28

27 The practitioner serving as auditor of the group's financial statements is presumed to have an
audit base for purposes of examining or reviewing the consolidated MD&A presentation. [Footnote
revised, December 2012, to reflect conforming changes necessary due to the issuance of SAS Nos.
122-126.]

28 The practitioner should consider whether he or she has sufficient industry expertise with re-
spect to a subsidiary audited by a component auditor to take sole responsibility for the group's consoli-

dated MD&A presentation. [Footnote revised, December 2012, to reflect conforming changes necessary
due to the issuance of SAS Nos. 122-126.]
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Unless the component auditor issues an examination or review report on a
separate MD&A presentation of such component(s) (see paragraph .74), the
practitioner examining the group's MD&A should not make reference to the
work of the component practitioner on MD&A in his or her report on MD&A °
Accordingly, if the practitioner examining the group's MD&A has requested
such component auditor to perform procedures, the practitioner examining the
group's MD&A should perform those procedures that he or she considers nec-
essary to take responsibility for the work of the other auditor. Such procedures
may include one or more of the following:

a. Visiting the component auditor and discussing the procedures
followed and the results thereof.

b. Reviewing the working papers of the component auditor with re-
spect to the component.

c. Participating in discussions with the component's management
regarding matters that may affect the preparation of the compo-
nent's MD&A.

d. Making supplemental tests with respect to such component.

The determination of the extent of the procedures to be applied by the practi-
tioner examining the group's MD&A rests with that practitioner alone in the
exercise of his or her professional judgment and in no way constitutes a reflec-
tion on the adequacy of the component auditor's work. Because the practitioner
examining the group's MD&A in this case assumes responsibility for his or her
opinion on the MD&A presentation without making reference to the procedures
performed by the other auditor, the judgment of the practitioner examining the
group's MD&A should govern as to the extent of procedures to be undertaken.
[Revised, December 2012, to reflect conforming changes necessary due to the
issuance of SAS Nos. 122-126.]

Responsibility for Other Information in Documents
Containing MD&A

.106 A client may publish annual reports containing MD&A and other
documents to which the practitioner, at the client's request, devotes attention.
See paragraphs .91-.94 of section 101 for pertinent guidance in these circum-
stances. See Appendix D of this section [paragraph .117], "Comparison of Ac-
tivities Performed Under SAS No. 8, Other Information in Documents Contain-
ing Audited Financial Statements, Versus a Review or an Examination Attest
Engagement." The guidance in AU-C section 925, Filings With the U.S. Secu-
rities and Exchange Commission Under the Securities Act of 1933, is pertinent
when the practitioner's report on MD&A is included in a registration statement,
proxy statement, or periodic report filed under the federal securities statutes.
[Revised, December 2012, to reflect conforming changes necessary due to the
issuance of SAS Nos. 122-126.]

Communications With the Audit Committee

.107 If the practitioner concludes that the MD&A presentation contains
material inconsistencies with other information included in the document

29 This does not preclude the practitioner from referring to the component auditor's report on
the financial statements in his or her report on the group's MD&A. [Footnote revised, December 2012,
to reflect conforming changes necessary due to the issuance of SAS Nos. 122-126.]
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containing the MD&A presentation or with the historical financial state-
ments, 3* material omissions, or material misstatements of fact, and manage-
ment refuses to take corrective action, the practitioner should inform the audit
committee or others with equivalent authority and responsibility. If the MD&A
is not revised, the practitioner should evaluate (a) whether to resign from the
engagement related to the MD&A, and (b) whether to remain as the entity's
auditor or stand for re-election to audit the entity's financial statements. The
practitioner may wish to consult with his or her attorney when making these
evaluations.

.108 If the practitioner is engaged after the MD&A presentation has been
filed with the SEC (or other regulatory agency), and becomes aware that such
MD&A presentation on file with the SEC (or other regulatory agency) has not
been revised for a matter for which the practitioner has or would qualify his or
her opinion, the practitioner should discuss such matter with the audit commit-
tee and request that the MD&A presentation be revised. If the audit committee
fails to take appropriate action, the practitioner should consider whether to re-
sign as the independent auditor of the company. The practitioner may consider
paragraphs .21-.23 and .27 of AU-C section 250, Consideration of Laws and
Regulations in an Audit of Financial Statements, concerning communication
with the audit committee and other considerations. [Revised, December 2012,
to reflect conforming changes necessary due to the issuance of SAS Nos. 122—
126.]

.109 If, as a result of performing an examination or a review of MD&A,
the practitioner has determined that there is evidence that fraud may exist,
that matter should be brought to the attention of an appropriate level of man-
agement. This is generally appropriate even if the matter might be considered
clearly inconsequential. If the matter relates to the audited financial state-
ments, the practitioner should consider the guidance in AU-C section 240, Con-
sideration of Fraud in a Financial Statement Audit, concerning communication
responsibilities, and the effect on the auditor's report on the financial state-
ments. [Revised, December 2012, to reflect conforming changes necessary due
to the issuance of SAS Nos. 122-126.]

Obtaining Written Representations

.110 In an examination or a review engagement, the practitioner should
obtain written representations from management.?3! The specific written rep-
resentations obtained by the practitioner will depend on the circumstances of
the engagement and the nature of the MD&A presentation. Specific represen-
tations should relate to the following matters:

a. Management's acknowledgment of its responsibility for the
preparation of MD&A and management's assertion that the

30 See AU-C section 720B, Other Information in Documents Containing Audited Financial State-
ments, for guidance on the impact of material inconsistencies or material misstatements of fact on the
auditor's report on the related historical financial statements. [Footnote revised, December 2012, to
reflect conforming changes necessary due to the issuance of SAS Nos. 122-126.]

31 Paragraph .21 of AU-C section 580, Written Representations, requires that written representa-
tions be in the form of a representation letter addressed to the auditor. Paragraph .095 of AU-C section
925 requires the auditor to obtain updated written representations from management at or shortly
before the effective date of the registration statement, about (a) whether any information has come to
management's attention that would cause management to believe that any of the previous represen-
tations should be modified, and (b) whether any events have occurred subsequent to the date of the
financial statements that would require adjustment to, or disclosure in, those financial statements.
(See paragraph .65.) [Footnote revised, December 2012, to reflect conforming changes necessary due
to the issuance of SAS Nos. 122-126.]
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MD&A presentation has been prepared in accordance with the
rules and regulations adopted by the SEC for MD&A 32

b. A statement that the historical financial amounts included in
MD&A have been accurately derived from the entity's financial
statements

c¢. Management's belief that the underlying information, determina-
tions, estimates, and assumptions of the entity provide a reason-
able basis for the disclosures contained in the MD&A

d. A statement that management has made available all significant
documentation related to compliance with SEC rules and regula-
tions for MD&A

e. Completeness and availability of all minutes of meetings of stock-
holders, directors, and committees of directors

f For a public entity, whether any communications from the SEC
were received concerning noncompliance with or deficiencies in
MD&A reporting practices

g.  Whether any events occurred subsequent to the latest balance-
sheet date that would require disclosure in the MD&A

h. If forward-looking information is included, a statement that—

® The forward-looking information is based on manage-
ment's best estimate of expected events and operations,
and is consistent with budgets, forecasts, or operating
plans prepared for such periods

® The accounting principles expected to be used for the
forward-looking information are consistent with the prin-
ciples used in preparing the historical financial state-
ments

® Management has provided the latest version of such bud-
gets, forecasts, or operating plans, and has informed the
practitioner of any anticipated changes or modifications
to such information that could affect the disclosures con-
tained in the MD&A presentation

i. If voluntary information is included that is subject to the rules
and regulations adopted by the SEC (for example, information
required by Item 305, Quantitative and Qualitative Disclosures
About Market Risk), a statement that such voluntary information
has been prepared in accordance with the related rules and reg-
ulations adopted by the SEC for such information

J. If pro forma information is included, a statement that—

® Management is responsible for the assumptions used in
determining the pro forma adjustments

® Management believes that the assumptions provide a rea-
sonable basis for presenting all the significant effects di-
rectly attributable to the transaction or event, that the
related pro forma adjustments give appropriate effect to
those assumptions, and that the pro forma column reflects

32 Management should specify the SEC rules (for example, Item 303 of Regulation S-K, Item
303 of Regulation S-B, or Item 9 of Form 20-F). For nonpublic entities, the practitioner also obtains
a written assertion that the presentation has been prepared using the rules and regulations adopted
by the SEC. (See paragraph .02.)
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the proper application of those adjustments to the histor-
ical financial statements

® Management believes that the significant effects directly
attributable to the transaction or event are appropriately
disclosed in the pro forma financial information

.111 In an examination, management's refusal to furnish written repre-
sentations constitutes a limitation on the scope of the engagement sufficient to
preclude an unqualified opinion and is ordinarily sufficient to cause a practi-
tioner to disclaim an opinion or withdraw from the examination engagement.
However, based on the nature of the representations not obtained or the circum-
stances of the refusal, the practitioner may conclude that a qualified opinion is
appropriate in an examination engagement. In a review engagement, manage-
ment's refusal to furnish written representations constitutes a limitation of the
scope of the engagement sufficient to require withdrawal from the review en-
gagement. Further, the practitioner should consider the effects of the refusal
on his or her ability to rely on other management representations.

.112 If the practitioner is precluded from performing procedures he or she
considers necessary in the circumstances with respect to a matter that is ma-
terial to the MD&A presentation, even though management has given repre-
sentations concerning the matter, there is a limitation on the scope of the en-
gagement, and the practitioner should qualify his or her opinion or disclaim
an opinion in an examination engagement, or withdraw from a review engage-
ment.

Effective Date

.113 This section is effective when management's discussion and analysis
is for a period ending on or after June 1, 2001. Early application is permitted.
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Appendix A—Examination Reports

Example 1: Standard Examination Report
1. The following is an illustration of a standard examination report.
Independent Accountant's Report

[Introductory paragraph]

We have examined XYZ Company's Management's Discussion and Analysis
taken as a whole, included [incorporated by reference] in the Company's [insert
description of registration statement or document]. Management is responsible
for the preparation of the Company's Management's Discussion and Analysis
pursuant to the rules and regulations adopted by the Securities and Exchange
Commission. Our responsibility is to express an opinion on the presentation
based on our examination. We have audited, in accordance with auditing stan-
dards generally accepted in the United States of America, the financial state-
ments of XYZ Company, which comprise the balance sheets as of December 31,
20X5 and 20X4, and the related statements of income, changes in stockholder's
equity, and cash flows for each of the years in the three-year period ended De-
cember 31, 20X5, and the related notes to the financial statements. In our report
dated [Month] XX, 20X6, we expressed an unmodified opinion on those financial
statements. 33

[Scope paragraph]

Our examination of Management's Discussion and Analysis was conducted in
accordance with attestation standards established by the American Institute
of Certified Public Accountants and, accordingly, included examining, on a test
basis, evidence supporting the historical amounts and disclosures in the presen-
tation. An examination also includes assessing the significant determinations
made by management as to the relevancy of information to be included and the
estimates and assumptions that affect reported information. We believe that
our examination provides a reasonable basis for our opinion.

33 If prior financial statements were audited by other auditors, this sentence would be replaced
by the following.

We have audited, in accordance with auditing standards generally accepted in the United States
of America, the financial statements of XYZ Company, which comprise the balance sheet as of
December 31, 20X5, and the related statement of income, changes in stockholder's equity, and
cash flows for the year then ended, and the related notes to the financial statements. In our report
dated [Month] XX, 20X6, we expressed an unmodified opinion on those financial statements. The
financial statements of XYZ Company; which comprise the balance sheet as of December 31, 20X4,
and the related statement of income, changes in stockholder's equity, and cash flows for each of the
years in the two-year period then ended, and the notes to the financial statements; were audited by
other auditors, whose report dated [Month] XX, 20X5, expressed an unmodified opinion on those
financial statements.

If the practitioner's opinion on the financial statements is based on the report of component auditors,
this sentence would be replaced by the following:

We have audited, in accordance with auditing standards generally accepted in the United States
of America, the financial statements of XYZ Company which comprise the balance sheets as of
December 31, 20X5 and 20X4, and the related statements of income, changes in stockholders'
equity, and cash flows for each of the years in the three-year period ended December 31, 20X5,
and the notes to the financial statements. In our report dated [Month] XX, 20X6, we expressed an
unmodified opinion on those financial statements based on our audits and the report of component
auditors.

Refer to Example 3 if the practitioner's opinion on MD&A is based on the report of another practi-
tioner on a component of the entity. [Footnote revised, December 2012, to reflect conforming changes
necessary due to the issuance of SAS Nos. 122-126.]
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[Explanatory paragraph)] 3*

The preparation of Management's Discussion and Analysis requires manage-
ment to interpret the criteria, make determinations as to the relevancy of in-
formation to be included, and make estimates and assumptions that affect
reported information. Management's Discussion and Analysis includes infor-
mation regarding the estimated future impact of transactions and events that
have occurred or are expected to occur, expected sources of liquidity and capi-
tal resources, operating trends, commitments, and uncertainties. Actual results
in the future may differ materially from management's present assessment of
this information because events and circumstances frequently do not occur as
expected.

[Opinion paragraph]

In our opinion, the Company's presentation of Management's Discussion and
Analysis includes, in all material respects, the required elements of the rules
and regulations adopted by the Securities and Exchange Commission; the his-
torical financial amounts included therein have been accurately derived, in all
material respects, from the Company's financial statements; and the underly-
ing information, determinations, estimates, and assumptions of the Company
provide a reasonable basis for the disclosures contained therein.

[Signature]
[Date]

Example 2: Modifications to Examination Report for a Qualified Opinion

2. An example of a modification of an examination report for a qualified opinion
due to a material omission described in paragraph .72 follows.

[Additional explanatory paragraph preceding the opinion paragraphl

Based on information furnished to us by management, we believe that the Com-
pany has excluded a discussion of the significant capital outlay required for its
plans to expand into the telecommunications industry and the possible effects
on the Company's financial condition, liquidity, and capital resources.

[Opinion paragraphl]

In our opinion, except for the omission of the matter described in the preced-
ing paragraph, the Company's presentation of Management's Discussion and
Analysis includes, in all material respects, the required elements of the rules
and regulations adopted by the Securities and Exchange Commission; the his-
torical financial amounts included therein have been accurately derived, in all
material respects, from the Company's financial statements; and the underly-
ing information, determinations, estimates, and assumptions of the Company
provide a reasonable basis for the disclosures contained therein.

3. An example of a modification of an examination report for a qualified opinion
when overly subjective assertions are included in MD&A follows.

34 The following sentence should be added to the beginning of the explanatory paragraph if the
entity is a nonpublic entity, as discussed in paragraph .69A:

Although XYZ Company is not subject to the rules and regulations of the Securities and Exchange
Commission, the accompanying Management's Discussion and Analysis is intended to be a pre-
sentation in accordance with the rules and regulations adopted by the Securities and Exchange
Commission.
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[Additional explanatory paragraph preceding the opinion paragraph]

Based on information furnished to us by management, we believe that the
underlying information, determinations, estimates, and assumptions used by
management do not provide the Company with a reasonable basis for the dis-
closure concerning [describe] in the Company's Management's Discussion and
Analysis.

[Opinion paragraphl]

In our opinion, except for the disclosure regarding [describe] discussed in the
preceding paragraph, the Company's presentation of Management's Discussion
and Analysis includes, in all material respects, the required elements of the
rules and regulations adopted by the Securities and Exchange Commission; the
historical financial amounts included therein have been accurately derived, in
all material respects, from the Company's financial statements; and the under-
lying information, determinations, estimates, and assumptions of the Company
provide a reasonable basis for the disclosures contained therein.

Example 3: Examination Report With Reference to the Report of Another
Practitioner

4. The following is an illustration of an examination report indicating a divi-
sion of responsibility with another practitioner, who has examined a sepa
rate MD&A presentation of a wholly-owned subsidiary, when the practi-
tioner reporting is serving as the auditor of the related group's consolidated
financial statements.

Independent Accountant's Report

[Introductory paragraphs]

We have examined XYZ Company's Management's Discussion and Analysis
taken as a whole, included [incorporated by reference] in the Company's [insert
description of registration statement or document]. Management is responsible
for the preparation of the Company's Management's Discussion and Analysis
pursuant to the rules and regulations adopted by the Securities and Exchange
Commission. Our responsibility is to express an opinion on the presentation
based on our examination. We did not examine Management's Discussion and
Analysis of ABC Corporation, a wholly-owned subsidiary, included in ABC Cor-
poration's [insert description of registration statement or document]. Such Man-
agement's Discussion and Analysis was examined by other accountants, whose
report has been furnished to us, and our opinion, insofar as it relates to infor-
mation included for ABC Corporation, is based solely on the report of the other
accountants.

We have audited, in accordance with auditing standards generally accepted
in the United States of America, the consolidated financial statements of XYZ
Company, which comprise the consolidated balance sheets as of December 31,
20X5 and 20X4, and the related consolidated statements of income, changes
in stockholders' equity, and cash flows, for each of the years in the three-year
period ended December 31, 20X5. In our report dated [Month] XX, 20X6, we
expressed an unmodified opinion on those financial statements based on our
audits and the report of other auditors.

[Scope paragraph]

Our examination of Management's Discussion and Analysis was conducted in
accordance with attestation standards established by the American Institute
of Certified Public Accountants and, accordingly, included examining, on a test
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basis, evidence supporting the historical amounts and disclosures in the presen-
tation. An examination also includes assessing the significant determinations
made by management as to the relevancy of information to be included and the
estimates and assumptions that affect reported information. We believe that
our examination and the report of other accountants provide a reasonable ba-
sis for our opinion.

[Explanatory paragraph] %

The preparation of Management's Discussion and Analysis requires manage-
ment to interpret the criteria, make determinations as to the relevancy of in-
formation to be included, and make estimates and assumptions that affect
reported information. Management's Discussion and Analysis includes infor-
mation regarding the estimated future impact of transactions and events that
have occurred or are expected to occur, expected sources of liquidity and capi-
tal resources, operating trends, commitments, and uncertainties. Actual results
in the future may differ materially from management's present assessment of
this information because events and circumstances frequently do not occur as
expected.

[Opinion paragraph]

In our opinion, based on our examination and the report of other accoun-
tants, the Company's presentation of Management's Discussion and Analy-
sis included [incorporated by reference] in the Company's [insert description
of registration statement or document] includes, in all material respects, the
required elements of the rules and regulations adopted by the Securities and
Exchange Commission; the historical financial amounts included therein have
been accurately derived, in all material respects, from the Company's financial
statements; and the underlying information, determinations, estimates, and as-
sumptions of the Company provide a reasonable basis for the disclosures con-
tained therein.

[Signature]
[Date]

[Revised, December 2012, to reflect conforming changes necessary due to the
issuance of SAS Nos. 122-126.]

35 The following sentence should be added to the beginning of the explanatory paragraph if the
entity is a nonpublic entity, as discussed in paragraph .69A.

Although XYZ Company is not subject to the rules and regulations of the Securities and Exchange
Commission, the accompanying Management's Discussion and Analysis is intended to be a pre-
sentation in accordance with the rules and regulations adopted by the Securities and Exchange
Commission.
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Appendix B—Review Reports

Example 1: Standard Review Report on an Annual MD&A Presentation

1. The following is an illustration of a standard review report on an annual
MD&A presentation.

Independent Accountant's Report
[Introductory paragraph]

We have reviewed XYZ Company's Management's Discussion and Analysis
taken as a whole, included [incorporated by reference] in the Company's [insert
description of registration statement or document]. Management is responsible
for the preparation of the Company's Management's Discussion and Analysis
pursuant to the rules and regulations adopted by the Securities and Exchange
Commission. We have audited, in accordance with auditing standards generally
accepted in the United States of America, the financial statements of XYZ Com-
pany, which comprise the balance sheets as of December 31, 20X5 and 20X4,
and the related statements of income, changes in stockholders' equity, and cash
flows for each of the years in the three-year period ended December 31, 20X5.
In our report dated [Month] XX, 20X6, we expressed an unqualified opinion on
those financial statements.

[Scope paragraph]

We conducted our review of Management's Discussion and Analysis in accor-
dance with attestation standards established by the American Institute of Cer-
tified Public Accountants. A review of Management's Discussion and Analysis
consists principally of applying analytical procedures and making inquiries of
persons responsible for financial, accounting, and operational matters. It is sub-
stantially less in scope than an examination, the objective of which is the ex-
pression of an opinion on the presentation. Accordingly, we do not express such
an opinion.

[Explanatory paragraph] 36

The preparation of Management's Discussion and Analysis requires manage-
ment to interpret the criteria, make determinations as to the relevancy of in-
formation to be included, and make estimates and assumptions that affect
reported information. Management's Discussion and Analysis includes infor-
mation regarding the estimated future impact of transactions and events that
have occurred or are expected to occur, expected sources of liquidity and capi-
tal resources, operating trends, commitments, and uncertainties. Actual results
in the future may differ materially from management's present assessment of
this information because events and circumstances frequently do not occur as
expected.

[Concluding paragraphl]

Based on our review, nothing came to our attention that caused us to believe
that the Company's presentation of Management's Discussion and Analysis

36 The following sentence should be added to the beginning of the explanatory paragraph if the
entity is a nonpublic entity, as discussed in paragraph .85i.

Although XYZ Company is not subject to the rules and regulations of the Securities and Exchange

Commission, the accompanying Management's Discussion and Analysis is intended to be a pre-

sentation in accordance with the rules and regulations adopted by the Securities and Exchange

Commission.
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does not include, in all material respects, the required elements of the rules and
regulations adopted by the Securities and Exchange Commission, that the his-
torical financial amounts included therein have not been accurately derived, in
all material respects, from the Company's financial statements, or that the un-
derlying information, determinations, estimates and assumptions of the Com-
pany do not provide a reasonable basis for the disclosures contained therein.

[Restricted use paragraph)] 3’

This report is intended solely for the information and use of [list or refer to
specified parties] and is not intended to be and should not be used by anyone
other than the specified parties.

[Signature]
[Date]

Example 2: Standard Review Report on an Interim MD&A Presentation

2. The following is an illustration of a standard review report on an MD&A
presentation for an interim period.

Independent Accountant's Report

[Introductory paragraph]

We have reviewed XYZ Company's Management's Discussion and Analysis
taken as a whole included in the Company's [insert description of registration
statement or document]. Management is responsible for the preparation of the
Company's Management's Discussion and Analysis pursuant to the rules and
regulations adopted by the Securities and Exchange Commission. We have re-
viewed, in accordance with standards established by the American Institute of
Certified Public Accountants, the interim financial information of XYZ Com-
pany as of June 30, 20X6 and 20X5, and for the three-month and six-month
periods then ended, and have issued our report thereon dated July XX, 20X6.

[Scope paragraph]

We conducted our review of Management's Discussion and Analysis in accor-
dance with attestation standards established by the American Institute of Cer-
tified Public Accountants. A review of Management's Discussion and Analysis
consists principally of applying analytical procedures and making inquiries of
persons responsible for financial, accounting, and operational matters. It is sub-
stantially less in scope than an examination, the objective of which is the ex-
pression of an opinion on the presentation. Accordingly, we do not express such
an opinion.

[Explanatory paragraph] 38

The preparation of Management's Discussion and Analysis requires manage-
ment to interpret the criteria, make determinations as to the relevancy of

37 This paragraph may be omitted for certain nonpublic entities. (Refer to paragraph .85k.)

38 The following sentence should be added to the beginning of the explanatory paragraph if the
entity is a nonpublic entity, as discussed in paragraph .85:.

Although XYZ Company is not subject to the rules and regulations of the Securities and Exchange

Commission, the accompanying Management's Discussion and Analysis is intended to be a pre-

sentation in accordance with the rules and regulations adopted by the Securities and Exchange

Commission.
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information to be included, and make estimates and assumptions that affect
reported information. Management's Discussion and Analysis includes infor-
mation regarding the estimated future impact of transactions and events that
have occurred or are expected to occur, expected sources of liquidity and capi-
tal resources, operating trends, commitments, and uncertainties. Actual results
in the future may differ materially from management's present assessment of
this information because events and circumstances frequently do not occur as
expected.

[Concluding paragraphl]

Based on our review, nothing came to our attention that caused us to believe
that the Company's presentation of Management's Discussion and Analysis
does not include, in all material respects, the required elements of the rules and
regulations adopted by the Securities and Exchange Commission, that the his-
torical financial amounts included therein have not been accurately derived, in
all material respects, from the Company's financial statements, or that the un-
derlying information, determinations, estimates, and assumptions of the Com-
pany do not provide a reasonable basis for the disclosures contained therein.

[Restricted use paragraph) 3®

This report is intended solely for the information and use of [list or refer to
specified parties] and is not intended to be and should not be used by anyone
other than the specified parties.

[Signature]
[Date]

Example 3: Modification to Review Report for a Material Misstatement

3. An example of a modification of the accountant's report when MD&A is ma-
terially misstated, as discussed in paragraph .89, follows.

[Additional explanatory paragraph preceding the concluding paragraphl]

Based on information furnished to us by management, we believe that the Com-
pany has excluded a discussion of the significant capital outlay required for its
plans to expand into the telecommunications industry and the possible effects
on the Company's financial condition, liquidity, and capital resources.

[Concluding paragraphl]

Based on our review, with the exception of the matter described in the pre-
ceding paragraph, nothing came to our attention that caused us to believe that
the Company's presentation of Management's Discussion and Analysis does not
include, in all material respects, the required elements of the rules and regu-
lations adopted by the Securities and Exchange Commission, that the histori-
cal financial amounts included therein have not been accurately derived, in all
material respects, from the Company's financial statements, or that the under-
lying information, determinations, estimates and assumptions of the Company
do not provide a reasonable basis for the disclosures contained therein.

[Revised, December 2012, to reflect conforming changes necessary due to the
issuance of SAS Nos. 122-126.]

39 This paragraph may be omitted for certain nonpublic entities. (Refer to paragraph .85k.)
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Appendix C—Combined Reports

Example 1: Combined Examination and Review Report on MD&A

1. An example of a combined report on an examination of an annual MD&A
presentation and the review of MD&A for an interim period discussed in
paragraph .92 follows.

Independent Accountant's Report

[Introductory paragraph]

We have examined XYZ Company's Management's Discussion and Analysis
taken as a whole for the three-year period ended December 31, 20X5, included
[incorporated by reference] in the Company's [insert description of registration
statement or document]. Management is responsible for the preparation of the
Company's Management's Discussion and Analysis pursuant to the rules and
regulations adopted by the Securities and Exchange Commission. Our respon-
sibility is to express an opinion on the annual presentation based on our ex-
amination. We have audited, in accordance with auditing standards generally
accepted in the United States of America, the financial statements of XYZ Com-
pany as of December 31, 20X5 and 20X4, and for each of the years in the three-
year period ended December 31, 19X5, and in our report dated [Month] XX,
20X6, we expressed an unqualified opinion on those financial statements.

[Scope paragraph]

Our examination of Management's Discussion and Analysis was conducted in
accordance with attestation standards established by the American Institute
of Certified Public Accountants and, accordingly, included examining, on a test
basis, evidence supporting the historical amounts and disclosures in the presen-
tation. An examination also includes assessing the significant determinations
made by management as to the relevancy of information to be included and the
estimates and assumptions that affect reported information. We believe that
our examination provides a reasonable basis for our opinion.

[Explanatory paragraph] 4°

The preparation of Management's Discussion and Analysis requires manage-
ment to interpret the criteria, make determinations as to the relevancy of in-
formation to be included, and make estimates and assumptions that affect
reported information. Management's Discussion and Analysis includes infor-
mation regarding the estimated future impact of transactions and events that
have occurred or are expected to occur, expected sources of liquidity and capi-
tal resources, operating trends, commitments, and uncertainties. Actual results
in the future may differ materially from management's present assessment of
this information because events and circumstances frequently do not occur as
expected.

40" The following sentence should be added to the beginning of the explanatory paragraph if the
entity is a nonpublic entity, as discussed in paragraph .69A.

Although XYZ Company is not subject to the rules and regulations of the Securities and Exchange
Commission, the accompanying Management's Discussion and Analysis is intended to be a pre-
sentation in accordance with the rules and regulations adopted by the Securities and Exchange
Commission.
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[Opinion paragraphl]

In our opinion, the Company's presentation of Management's Discussion and
Analysis for the three-year period ended December 31, 20X5, includes, in all
material respects, the required elements of the rules and regulations adopted
by the Securities and Exchange Commission; the historical financial amounts
included therein have been accurately derived, in all material respects, from
the Company's financial statements; and the underlying information, determi-
nations, estimates, and assumptions of the Company provide a reasonable basis
for the disclosures contained therein.

[Paragraphs on interims]

We have also reviewed XYZ Company's Management's Discussion and Analy-
sis taken as a whole for the six-month period ended June 30, 20X6 included
[incorporated by reference] in the Company's [insert description of registration
statement or document]. We have reviewed, in accordance with standards estab-
lished by the American Institute of Certified Public Accountants, the interim
financial information of XYZ Company as of June 30, 20X6 and 20X5, and for
the six-month periods then ended, and have issued our report thereon dated
July XX, 20X6.

We conducted our review of Management's Discussion and Analysis in accor-
dance with attestation standards established by the American Institute of Cer-
tified Public Accountants. A review of Management's Discussion and Analysis
consists principally of applying analytical procedures and making inquiries of
persons responsible for financial, accounting, and operational matters. It is sub-
stantially less in scope than an examination, the objective of which is the ex-
pression of an opinion on the presentation. Accordingly, we do not express such
an opinion.

Based on our review, nothing came to our attention that caused us to believe
that the Company's presentation of Management's Discussion and Analysis for
the six-month period ended June 30, 20X6, does not include, in all material
respects, the required elements of the rules and regulations adopted by the
Securities and Exchange Commission, that the historical financial amounts in-
cluded therein have not been accurately derived, in all material respects, from
the Company's unaudited interim financial statements, or that the underlying
information, determinations, estimates, and assumptions of the Company do
not provide a reasonable basis for the disclosures contained therein.

[Restricted use paragraph] !

This report is intended solely for the information and use of [list or refer to
specified parties] and is not intended to be and should not be used by anyone
other than the specified parties.

[Signature]

[Date]

Example 2: Review Report on a Combined Annual and Interim MD&A Pre-
sentation

2. An example of a review report on a combined MD&A presentation for annual
and interim periods follows.

41 This paragraph may be omitted for certain nonpublic entities. (Refer to paragraph .85k%.)
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Independent Accountant's Report

[Introductory paragraph]

We have reviewed XYZ Company's Management's Discussion and Analysis
taken as a whole included [incorporated by reference] in the Company's [insert
description of registration statement or document]. Management is responsible
for the preparation of the Company's Management's Discussion and Analysis
pursuant to the rules and regulations adopted by the Securities and Exchange
Commission. We have audited, in accordance with auditing standards gener-
ally accepted in the United States of America, the financial statements of XYZ
Company as of December 31, 20X5 and 20X4, and for each of the years in the
three-year period ended December 31, 20X5, and in our report dated [Month]
XX, 20X6, we expressed an unqualified opinion on those financial statements.
We have reviewed, in accordance with standards established by the American
Institute of Certified Public Accountants, the interim financial information of
XYZ Company as of June 30, 20X6 and 20X5, and for the six-month periods
then ended, and have issued our report thereon dated July XX, 20X6.

[Scope paragraph]

We conducted our review of Management's Discussion and Analysis in accor-
dance with attestation standards established by the American Institute of Cer-
tified Public Accountants. A review of Management's Discussion and Analysis
consists principally of applying analytical procedures and making inquiries of
persons responsible for financial, accounting, and operational matters. It is sub-
stantially less in scope than an examination, the objective of which is the ex-
pression of an opinion on the presentation. Accordingly, we do not express such
an opinion.

[Explanatory paragraph] 2

The preparation of Management's Discussion and Analysis requires manage-
ment to interpret the criteria, make determinations as to the relevancy of in-
formation to be included, and make estimates and assumptions that affect
reported information. Management's Discussion and Analysis includes infor-
mation regarding the estimated future impact of transactions and events that
have occurred or are expected to occur, expected sources of liquidity and capital
resources, operating trends, commitments, and uncertainties. Actual results in
the future may differ materially from management's present assessment of this
information because events and circumstances frequently do not occur as
expected.

[Concluding paragraph]

Based on our review, nothing came to our attention that caused us to believe
that the Company's presentation of Management's Discussion and Analysis
does not include, in all material respects, the required elements of the rules and
regulations adopted by the Securities and Exchange Commission, that the his-
torical financial amounts included therein have not been accurately derived, in

42 The following sentence should be added to the beginning of the explanatory paragraph if the
entity is a nonpublic entity, as discussed in paragraph .69A.

Although XYZ Company is not subject to the rules and regulations of the Securities and Exchange
Commission, the accompanying Management's Discussion and Analysis is intended to be a pre-
sentation in accordance with the rules and regulations adopted by the Securities and Exchange
Commission.
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all material respects, from the Company's financial statements, or that the un-
derlying information, determinations, estimates, and assumptions of the Com-
pany do not provide a reasonable basis for the disclosures contained therein.

[Restricted use paragraph] 43
This report is intended solely for the information and use of [list or refer to
specified parties] and is not intended to be and should not be used by anyone
other than the specified parties.
[Signature]
[Date]

43 This paragraph may be omitted for certain nonpublic entities. (Refer to paragraph .85k%.)
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A17

Subject Matter

Appendix D—Comparison of Activities Performed

Under SAS No. 118, Other Information in Documents
Containing Audited Financial Statements [AU-C Section
720B], Versus a Review or an Examination Attest

*
Engagement
SAS No. 118
Activities (AU-C Section 720B) Review Examination
Obtain an Not applicable Obtain an Same as for a review.

understanding of
SEC rules and

(N/A)—Auditor is
only required to read

understanding of the
rules and regulations

control.

portions of the
entity's internal
control applicable to
the preparation of
MD&A to identify the
types of potential
misstatements and to
select the inquiries
and analytical
procedures; no testing
of controls would be
performed.

regulations and the information in adopted by the SEC
management's the MD&A in order for MD&A.
methodology for to identify material
the preparation of | inconsistencies, if
Management's any, with the audited
Discussion and financial statements.
Analysis (MD&A).
Inquire of
management
regarding the method
of preparing MD&A.
Plan the N/A Develop an overall Develop an overall
engagement. strategy for the strategy for the
analytical procedures | expected scope and
and inquiries to be performance of the
performed to provide | engagement to obtain
negative assurance. reasonable assurance
to express an opinion.
Consider internal N/A Consider relevant Obtain an

understanding of
internal control
applicable to the
preparation of MD&A
sufficient to plan the
engagement and to
assess control risk;
controls may be tested
by performing
inquiries of client
personnel, inspection
of documents, and
observation of relevant
activities.

* Refer to AU-C section 720B, Other Information in Documents Containing Audited Financial
Statements. [Footnote revised, December 2012, to reflect conforming changes necessary due to the
issuance of SAS Nos. 122-126.]
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SAS No. 118
Activities (AU-C Section 720B) Review Examination
Test assertions. | N/A Apply the following Apply the following
analytical procedures analytical and
and make inquiries of corroborative

management and others;
no corroborating
evidential matter is
obtained:

® Read the MD&A
and compare the
content for
consistency with
the financial
statements;
compare financial
amounts to the
financial
statements or
related accounting
records and
analyses;
recompute
increases,
decreases and
percentages
disclosed.

® Compare
nonfinancial
amounts to the
financial
statements or
other records.

®  (Consider whether
MD&A
explanations are
consistent with
information
obtained during
the audit or review
of financial
statements; make
further inquiries,
as necessary. (Note:
Such additional
inquiries may
result in a decision
to perform other
procedures or
detail tests.)

procedures to obtain
reasonable assurance of
detecting material
misstatements:

® Read the MD&A
and compare the
content for
consistency with
the financial
statements;
compare financial
amounts to the
financial
statements or
related accounting
records and
analyses;
recompute
increases,
decreases and
percentages
disclosed.

® Compare
nonfinancial
amounts to the
financial
statements or
other records;
perform tests on
other records
based on the
concept of
materiality.

®  (Consider whether
explanations are
consistent with the
information
obtained during
the audit of
financial
statements;
investigate further
explanations that
cannot be
substantiated by
information in the
audit working
papers through
inquiry and
inspection of client
records.

©2021, AICPA
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the procedures
used to prepare
such information;
consider whether
information came
to the
practitioner's
attention that
causes him or her
to believe that the
underlying
information,
determinations,
estimates, and
assumptions do
not provide a
reasonable basis
for the MD&A
disclosures.

Obtain public
communications
and minutes of
meetings for
comparison with
disclosures in

MD&A.

Make inquiries of
the officers or
executives with
responsibility for
operational areas
and financial and
accounting
matters as to
their plans and
expectations for
the future.

Subject Matter
SAS No. 118

Activities (AU-C Section 720B) Review Examination
Compare Examine
information in internally and
MD&A with the externally
rules and generated
regulations documents in
adopted by the support of the
SEC. existence,

occurrence, or

Obtain and read .

Jabl expected
avaiiable occurrence of
prospective events
financial N "

. . ransactions,
information; conditions
inquire of trends, demands,
management as to commitments

and uncertainties
disclosed in
MD&A.

Compare
information in
MD&A with the
rules and
regulations
adopted by the
SEC.

Obtain and read
available
prospective
financial
information;
inquire of
management as
to the procedures
used to prepare
such information;
evaluate whether
the underlying
information,
determinations,
estimates, and
assumptions
provide a
reasonable basis
for the MD&A
disclosures.
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with the SEC and
the extent of
comments
received; read
correspondence.

Consider whether
there are any
additional
matters that
should be
disclosed in the
MD&A based on
the results of the
preceding
procedures and
knowledge
obtained during
the audit or
review of the
financial
statements.

SAS No. 118
Activities (AU-C Section 720B) Review Examination
Inquire as to Obtain public
prior experience communications

and minutes of
meetings; consider
obtaining other
types of publicly
available
information for
comparison with
the disclosures in
MD&A.

Make inquiries of
the officers or
executives with
responsibility for
operational areas
and financial and
accounting matters
as to their plans
and expectations
for the future.

Inquire as to prior
experience with
the SEC and the
extent of comments
received; read
correspondence.

Test completeness
by considering the
results of the
preceding
procedures and
knowledge
obtained during
the audit of the
financial
statements, and
whether such
matters are
appropriately
disclosed in the
MD&A; extend
procedures if the
inherent risk
relating to
completeness of
disclosures is high.
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representations
from management.

Subject Matter
SAS No. 118
Activities (AU-C Section 720B) Review Examination

Yes Yes Yes
Consider the effect
of events
subsequent to the
balance-sheet
date.
Obtain written Yes Yes Yes

Form a conclusion
and report.

The auditor has no
reporting
responsibility with
respect to MD&A
unless the auditor
concludes that there
is a material
inconsistency in the
MD&A that has not
been eliminated. In
such a situation, the
auditor may add an
other matter
paragraph to the
auditor's report on
the audited financial
statements
describing the
material
inconsistency or
withhold the
auditor's report.

If, while reading the
MD&A, the auditor
becomes aware of an
apparent material
misstatement of fact,
the auditor should
discuss such matter
with management
and take other
actions based on
management's
response.

Form a conclusion
based on the results of
the preceding
procedures and report
in the form of negative
assurance.

Form an opinion
based on the results of
the preceding
procedures and report
conclusion by
expressing an opinion.

[Revised, December 2010, to reflect conforming changes necessary due to the
issuance of SAS Nos. 118-120. Revised, December 2012, to reflect conforming

changes necessary due to the issuance of SAS Nos. 122-126.]
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