IAASB Main Agenda (September 2010) Ag enda Item
2-C

ENGAGEMENTS TO COMPILE HISTORICAL FINANCIAL
INFORMATION—

DRAFT REVISED INTERNATIONAL STANDARD ON RELATED
SERVICES 4410

[MARKED UP FROM JUNE DRAFT]

(Effective for compilation engagements for periods beginning on or after [date])

CONTENTS
Paragraph

Introduction
SCOPE OF tNIS ISRS ... 1-3
The Engagement to Compile Financial Information ............ccccoeveveiiivivenvciieseenn, 43-59
AuUthority 0f thiS ISRS ..o e 6101014
o 1 TR Al BT =SSP 1115
(O] o] =101 {1V 1216
DETINITIONS ...oeiiiiec ettt e et e e s be e e sabe e e sabeeeeareeenes 13173418
Requirements
Conduct of a Compilation Engagement in Accordance with this ISRS ................ 19-21
Ethical REQUITEMENTS .....oiuiiiiiie e 1522
Professional JUAGMENT ..........ocoiiiiiieee e 1623
QUALILY CONLIOL ..o sre e 1724-25
Engagement Acceptance and Continuance ConsiderationsWhen-Accepting

HRE ERGAGEMIENT L. ettt 8261929
Communication with Management and Those Charged with Governance............. 30
Performing the ENgagement ..o 23313639
[ Lo Y10 g T=T 01 ¢ £ o] o PR 3140
The Practitioner’s REPOIT .......occviiiieiie ittt 3241-3342
Application and Other Explanatory Material
SCOPE OF tNIS ISRS ... Al-A3
The Engagement to Compile Financial Information ..........cccccoveieiiiiiiinneennen, A4-A5

Prepared by: Joanne Moores (August 2010) Page 1 of 48




Engagements to Compile Historical Financial Information—Draft Revised ISRS 4410
IAASB Main Agenda (September 2010)

DETINITIONS ...t e et e et e e s bre e ebeeesnreeens A6-A816
OBtV ES T e e AS-ALL
Ethical REQUIFEMENTS .....ocveeiiee ettt sre e Al1217-A1318
Professional JUAGMENT .........ooiiiiiie e A1419-A1520
QUAIIEY CONLIOL ..ot sre e A1621-A2130
Engagement Acceptance and Continuance Censiderations-\When-Acecepting

e o e e e A2231-A4049
Agreeing the Terms of ENQagement ..........cccoovriiiriiienenesees e A41-A45
Communication with Management and Those Charged with Governance............. A50
Performing the ENQAgemMENT .........cooiiiiiiiiieie e A4651-A6062
DOCUMENTALION ...viiiiiiiiciiee ettt ettt e eare e et e e s be e e sbeeesabeeesnreeens A631-A64
The Practitioner’s REPOIT .......c.oiveiieiieieee et ens AB265-A6971

Appendix 1: lllustrative Engagement Letter for a Compilation Engagement
Appendix 2: lllustrative Practitioners’ Compilation Reports-fer-CompHation-Engagements

International Standard on Related Services (ISRS) 4410, “Engagements to Compile Financial
Information” should be read in conjunction with the “Preface to the International Standards on
Quality Control, Auditing, Review, Other Assurance and Related Services.”

Agenda Item 2-C
Page 2 of 48



Engagements to Compile Historical Financial Information—Draft Revised ISRS 4410
IAASB Main Agenda (September 2010)

Introduction
Scope of this ISRS

1.

Fhe-purpese-ef-tThis International Standard on Related Services (ISRS) is-te-establish
standards—and-provide—guidance—endeals with the practitioner’s responsibilities when

engaged to compile and report on historical financial information in accordance with
this ISRS, and the form and content of the practitioner’s report the-practitionerissuesto
accompany—the—compHed—historical—Hnancial—informationfor  the  compilation
engagement.

This ISRS is directed towards the-compilation engagements ef for historical financial
information. Thise-Standard ISRS is to be applied, adapted as necessary, to compilation
engagements performed in accordance with this ISRS for te—eempHe—financial
information other than historical financial information. It may also be applied to
compilation engagements te-cempieperformed in accordance with this ISRS for non-
financial information. Hereinafter in this StandardISRS reference to “financial
information” means “historical financial information.” (Ref: Para. A12-A3)

The Engagement to Compile Financial Information

3.

Financial information of an entity may be required for various purposes. The operating

and governance arrangements in which the responsibility for financial information of an
entity is established include:

(a) Requirements to produce financial information for an entity in a specified form, as
part of mandatory requirements for compliance or reporting purposes established
in law or requlation; or

(b) Any requests to produce financial information of the entity, either as required for
purposes established by the entity’s owners or those charged with governance, or
under other ongoing periodic reporting requirements, such as to report on use of
funds received for purposes linked to a funding grant.

Management of an entity, or those charged with governance as appropriate, ordinarily

has the responsibility to provide financial information of the entity as required for a
particular purpose, and for its proper preparation in the required form. This
responsibility requires:
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(a) Identification of the financial reporting framework to be used in preparing the
financial information, for example:

(i) As specified in the context of applicable law or requlation that requires
provision of financial information by the entity; or

(ii) As specified in the context of a contract that requires provision of financial
information by the entity; or

(iii) By selection of an acceptable financial reporting framework in other cases,
for example when the requirement to provide financial information arises
from operating or governance arrangements applicable to the entity;

(b) Preparation of the financial information in accordance with that framework; and

() Inclusion of an adequate description of, or reference to, that financial reporting
framework as part of the financial information.

5. Preparation of financial information in accordance with the framework will often
require management to apply judgment, for example in the selection and application of
appropriate accounting policies and for developing reasonable accounting estimates.

6. Management may use a professional accountant in public practice to assist with the
preparation of financial information. In doing so, however, management retains its
responsibility for the financial information. (Ref: Para. A4)

47.  The value of a _compilation engagements to users of compiled financial information
results from the application of the practitioner’s expertise and ethical standards in
compiling the information_in accordance with relevant quality control and professional
standards. Accordingly, tr—additien; in performing the engagement the practitioner is

required to complyeemplies with the-relevant ethical regquirementsprinciples, including
integrity, objectivity, and-professional competence and due care. (Ref:Para-A4-A5)

8. This ISRS does not impose responsibilities on_management or those charged with
governance, or override laws and regulations that govern their responsibilities. This
ISRS does not relieve management or those charged with governance of their
responsibilities regarding the provision of financial information of an entity, including
its proper preparation in the required form. A compilation engagement performed in
accordance with this ISRS is conducted on the premise that management, or those
charged with governance where appropriate, have acknowledged certain responsibilities
that are fundamental to the performance of the compilation engagement.

59. A compilation engagement is not an assurance engagement. As such, Aa compilation
engagement does not involve gathering evidence for the purpose of expressing a review
conclusion or audit opinion on the financial information. (Ref: Para. A57-A8)

Authority of this ISRS

610. This ISRS applies to all practitioners engaged to compile financial information and
report thereon_the compilation of the financial information as required in this standard.
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711.  This ISRS contains the objectives of the practitioner in following the ISRS, which provides
the context in which the requirements of this ISRS are set, and is intended to assist the
practitioner in understanding what needs to be accomplished in the compilation
engagement.

812. TheStandardThis ISRS contains requirements, expressed using “shall,” that are designed to
enable the practitioner to meet the stated objectives.

913. Inaddition, thise ISRS contains introductory material, definitions, and application and other
explanatory material, that provides context relevant to a proper understanding of the ISRS.

1014. The application and other explanatory material provides further explanation of the
requirements and guidance for carrying them out. While such guidance does not in itself
impose a requirement, it is relevant to the proper application of the requirements. The
application and other explanatory material may also provide background information on
matters addressed in this ISRS that assist in the application of the requirements-a-this tSRS.

Effective Date

1115. This ISRS is effective for compilation engagements for periods beginning on or after
December 15, [insert-date].

Objectives

1216. The practitioner’s objectives in a compilation engagement under this ISRS are-to: (Ref:
Para-A6-A8)
(@ To Aapply accounting and reporting expertise to assist management in_presenting

financial information in accordance with an applicable financial reporting framework
based on information provided by management;; and

(b) To tissue a report as required under this ISRSto-accompany-the-compied-financial

Definitions (Ref: Para-A9-ALL)

1417. The following terms have the meanings attributed below for the purposes of this ISRS:
(Ref: Para. A6)

(a)  Applicable financial reporting framework—The financial reporting framework

adopted by management and, where appropriate, those charged with governance
in the preparation of the financial information that is acceptable in view of the
nature of the entity and the objective of the financial information, or that is
required by law or requlation. (Ref: Para. A7-A13)
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(@b) Compile—To apply accounting and reporting expertise to present financial
information in accordance with an applicable financial reporting framework.

(bc) Compilation Engagement—An engagement in which a practitioner compiles financial
information of an entity under the terms of an engagement and |ssues a report under
thls ISRS.

(ed) Practitione—A professional accountant in public practice who conducts the
compilation _engagement. Fhe—person—er—persens—econdueting—the—ecompHation
engagement—usualyThe term includes the practitioner or other members of the
engagement team, or, as applicable, the firm. Where this ISRS expressly intends that a
requirement or responsibility be fulfilled by the engagement partner, the term
“engagement partner” rather than “practitioner” is used. “Engagement partner” and
“firm” are to be read as referring to their public sector equivalents where relevant.

(de) Relevant ethical requirements—Ethical requirements the engagement team is
subject to, which ordinarily comprise Parts A and B of the }ESBAInternational
Ethics Standards Board for Accountants Code of Ethics for Professional
Accountants (IESBA Code) together with national requirements that are more
restrictive.

18. 13: The terms “management” and “those charged with governance are defined in the
Handbook’s Glossary of Terms? (the Glossary). For the purposes of this ISRS, references to
“management” should hereafter be read as “management erand, where appropriate, those
charged with governance.”—as—appropriate.= Where it is_intended that requirements or
guidance apply only to those charged with governance the relevant text of this ISREISRS
refers only to those charged with governance-states-that. (Ref: Para. A1015-A1116)

Requirements
Ethical RequirementsConduct of a Compilation Engagement in Accordance with this ISRS

19. The practitioner shall have an understanding of the entire text of this ISRS, including its
application and other explanatory material, to understand its objectives and to apply its
requirements properly.

Complying with Relevant Requirements

20. The practitioner shall comply with each requirement of this ISRS unless a particular
requirement is not relevant to the compilation engagement, for example if the
circumstances addressed by the requirement do not exist in the engagement.

21. The practitioner shall not represent compliance with this ISRS unless the practitioner has
complied with all requirements of this ISRS relevant to the compilation engagement.

i The Glossary of Terms relating to International Standards issued by the IAASB in the Handbook of International Quality
Control, Auditing, Review, Other Assurance and Related Services Pronouncements (the Glossary), published by IFAC
Agenda Item 2-C
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Ethical Requirements
1522. The practitioner shall comply with relevant ethical requirements as they relate to
compilation engagements. (Ref: Para. A1217-A1318)
Professional Judgment
1623. The practitioner shall exercise professional judgment in planning and performing a
compilation engagement. (Ref: Para. A1419-A1520)
Quality Control (Ref: Para. A16- A21)
System of Quality Control

24. Quality control systems, policies and procedures are the responsibility of the firm. ISQC
1° applies to firms of professional accountants in respect of a firm’s engagements to
compile financial information. The provisions of this ISRS regarding quality control at
the level of individual compilation engagements are premised on the basis that firms are
subject to ISQC 1%or national requirements that are at least as demanding, when
performing compilation engagements. (Ref: Para. A21-A24)

Role of the Engagement Team

1725. The engagement partner shall take responsibility for the overall quality of theeach
compilation engagement_to which that partner is assigned. Within the context of the
firm’s system of quality control, the engagement partner shall take responsibility for the
compilation being performed in accordance with the firm’s quality control policies and

procedures, by: FhisresponsibHity-includes: (Ref: Para. A25-A29)

(a) Following appropriate procedures regarding the acceptance and continuance of
client relationships and engagements;_(Ref: Para. A30)

(b) Being satisfied that the engagement team collectively has the appropriate
competence and capabilities to perform the compilation engagement_and have

compiled with relevant ethical requwements—m—aeee%danee—wﬁh—p#e#es&en&l

(©)

pm%m%lerectlng, superwsmg and performlng the compllatlon
engagement in—erder—to—be—in compliance with professional standards and

applicable legal and regulatory requirements; and

(d) Maintaining appropriate engagement documentation.

Considerations-When-Acecepting-the-Engagement Acceptance and Continuance

8 International Standard on Quality Control (ISQC) 1, Quality Control for Firms that Perform Audits and Reviews of

Financial Statements, and Other Assurance and Related Services Engagements
4 1SQC 1, paragraph 4
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i : Lt : .
Factors Affecting Continuance of Client Relationships and Engagement Acceptance
1826. i

p;esent—pHeHe—aeeepHng—theengagemene Unless requwed by Iaw or_regulation, the

practitioner shall: not accept the engagement unless the practitioner is able to: (Ref: Para.
A31-A32)

(@) Identify the intended use of the financial information to be compiled, and be
satisfied that there is a rational purpose for the engagement (Ref: Para. A2333-A2434);

(b) Determine whether the-aceeptabiity-ef-the financial reporting framework adopted
by management for compilation of the financial information, is acceptable in the

context of theat intended use of the financial information; and (Ref: Para. A2535-
A3041);-and

(c) Obtain the agreement of management that theyit acknowledges and understands
that: (Ref: Para. A42-A44);

() In performing the engagement the practitioner will compile the financial
information on behalf of management-fer(Ref:Para-A31); and

(i) Management has the following overall responsibilities which are
fundamental to undertaking the compilation engagement in accordance with

this ISRS—Respensibility-for-(Ref-Para-A31-A32).

a.  Selection of the financial reporting framework that is acceptable in
view of the intended use of the financial information and the intended

LISETS Himairmipnt e o ol Ll s

b.  Preparation of the financial information in accordance with the
applicable financial reporting framework, including:

- The fair presentation of the financial information, where
relevant;

- sSelection of appropriate accounting policies under the financial
reporting framework where needed, and for management
judgments needed to develop any accounting estimates required

for-the-compHationunder the framework; and

b.c. Providing the practitioner with:

- All information of which management is aware that is relevant to
the preparation of the financial information such as records,
documents, explanations and other information-needed—for-the

purpose-of the- compHation-engagement;; and

- Additional information that the practitioner may request from

management er-these-charged-with-governanece-for the purpose of
completing-the compilation engagement;

Agenda Item 2-C
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e.d. The accuracy and completeness of the records, documents,
explanations and other information provided by management for the
compilation engagement as described in paragraph £826(c)(ii)c; and

on behalf of management in accordance with the applicable financial

reporting framework-en-behat-of-management.

¢-e. The financial information eempHed-by-that the practitioner_compiles

Agreeing the Terms of Engagement (Ref-Para-A41-A44)

2027. The practitioner shall agree the terms of engagement with management prior to
performing the engagement. (Ref: Para. A4245)

2128. The agreed terms of engagement shall be recorded in an engagement letter or other
suitable form of written agreement, and shall include: (Ref: Para. A4446-48)

(@ The objective and scope of the compilation engagement, including a statement
that the engagement is not an assurance engagement and accordingly the
practitioner does not express any audit opinion or review conclusion in respect of
the compiled financial information;

(b) The responsibilities of the practitioner, including the requirement to comply with
relevant ethical requirements;

(c) The responsibilities of management, including those described in paragraph
1826(c);

(d) Identification of the applicable financial reporting framework;

(e) The intended use and distribution of the compiled financial information, and any
restrictions on either its use or its distribution; and

(H  The expected form and content of the practitioner’s written—report-that—wil-be
provided.
Agenda Item 2-C
Page 9 of 48




Engagements to Compile Historical Financial Information—Draft Revised ISRS 4410
IAASB Main Agenda (September 2010)

Recurring Engagements

2229.

On recurring compilation engagements, the practitioner shall assessevaluate whether
circumstances, including changes in the engagement acceptance considerations—n
paragraph-19, require the terms of engagement to be revised and whether there is need
to remind management of the existing terms of the-engagement. (Ref: Para. A4549)

Communication with Management and Those Charged with Governance

30.

The practitioner shall communicate with management or those charged with governance

as appropriate, on a timely basis during the course of the compilation engagement. The
practitioner shall address all significant matters concerning the compilation engagement
that, in the practitioner’s professional judgment, need to be communicated. (Ref: Para. A50)

Performing the Engagement

The Practitioner’s Knowledge and Understanding

| 2331,

35.

2533.

34.

To perform the compilation engagement the practitioner shall obtain:

(@ Knowledge and understanding of the entity’s business and operations, including
the entity’s accounting system and accounting records;; and

(b) An understanding of the applicable financial reporting framework, including its
application in the industry in which the entity operates,

sufficient to be able to compile the financial information. (Ref: Para. A51-A52)

Compiling the Financial Information (Ref:Para-—A49-A60)
2432.

The practitioner shall compile the financial information using the records, documents,
explanations and other information provided by management, in accordance with the
applicable financial reporting framework as specified in the agreed terms of the
engagement. (Ref: Para. A53-A54)

The practitioner shall discuss and agree with management those matters that require
significant judgment in compiling the financial information. (Ref: Para. A55-A56)

If in the course of the compilation engagement, the practitioner becomes aware that the
records, documents, explanations or other information provided by management for the
compilation are incomplete or inaccurate, or otherwise unsatisfactory, the practitioner
shall bring this to the attention of management for appropriate action-se—that—the
practitioner will be able to complete the compilation. (Ref: Para. A572)

If, during the compilation engagement, the practitioner determines that the financial

reporting framework initially selected by management is not acceptable, but another
financial reporting framework can be used that is acceptable in view of the intended use
of the financial information so that the information will not be materially misstated or
misleading, the practitioner shall:

Agenda Item 2-C
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(@) Recommend that management select another acceptable financial reporting
framework; and

(b) If management agrees to select another financial reporting framework, issue an
amended engagement letter to record the change to the terms of engagement. (Ref:

Para. A58)

2636. Prior to completion of the compilation engagement, Fthe practitioner shall: (Ref. Para

A59-A60)

(a) -rRead the compiled financial information,—apphying with the knowledge and
understanding described in paragraph 3123; and

(b) HIf afteron reading the eempiled-financial information the practitioner becomes
aware that: (Ref:-Para-A53-A56)

@ () ——TFthe eempHed-financial information does not adequately
refer to, or describe the applicable financial reporting framework; or

by (i) Fthere are obvieus—material misstatements in the ecempiled
financial information or that the—cempHed—financial—infermationit Is
ebvioushy-misleading,
the practitioner shall propose to management appropriate amendments to the compiled
financial informationte-management.

The practitioner shall discuss and agree the proposed amendments with management,

and then make those amendments to the compiled financial information. (Ref: Para. A60)

2838. If management:
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Does not agree to the practitioner’s recommendation to use another financial

reporting framework that is acceptable in view of the intended use of the financial
information; or

(b) Declines refuses-to-make-the amendments to the compiled financial information

proposed by the practitioner,_including amendments needed for the applicable
financial reporting framework to be properly referred to or described in the

fmanC|aI mformatlon %dees—net—agree—te—th&pmeﬁtrenees—reeemmendaﬁen—te
mtendeetuseef—th&eempuedﬁfmanetaLmieFmatten—so that the complled flnanC|aI

information wiH-net-beis not materially misstated or misleading, the practitioner
shall communicate with management about the implications for the compilation
engagement._(Ref: Para. A61)

Unless prohibited by law or regulation; the practitioner shall withdraw from the
engagement, and inform management or those charged with governance, if applicable,
of the reasons for withdrawing, whenif:

(@)

(b)

(©)

The practitioner is not able to complete the compilation because management has
falled to provide records, Ihe—documents explanations or ether—information

. that are #rcomplete; and
maccurate for the purposes of the compllatlon or additional information as

requested bv the practltloner,re#ethe%eunsattsfaetepy—sethat—th&p#aewenet

The applicable financial reporting framework used to compile the financial
information is not adequately referred to or described in the compiled financial
information, and management refusesdeclines the amendments proposed by the

practitioner-underparagraphs-26{a); or

The compiled financial information is ebvioushy—materially misstated; or
obvioushy-misleading-to-the—intended-users, and management refuses—te—address

the-situation-throughdeclines either:

(i) Agreeing-te-make-tThe practitioner’s-prepesed-amendments to the compiled
financial information proposed by the practitionerunderparagraph-26(b); or

(i) Agreeing-to-tThe practitioner’s recommendation to use another appropriate

financial reporting framework that is acceptable forin view of the intended

use of the compiled financial information-under-paragraph-2+7.

30——If withdrawal from the engagement is not permitted—under—apphicable—law—or
regulationpossible the practitioner shall take determine the professional and legal

responsibilities applicable in the circumstances.appropriate—steps—to—avoid—breaching
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Documentation

3140. The

practltloner mclude in_the enqaqement documentatlonshau—deeumem—au

(b)

wﬁh—m&nagemen{&qulcant matters dlscussed with manaqement and requiring

their agreement;

The sources from which the financial information was compiled including a

(be)

record of how the compiled financial information reconciles with the underlying
records, documents, explanations and other information provided by management
for the compilation; and

A copy of the compiled financial information and the practitioner’s aceempanying
compilation report.;-and

with-management—(Ref: Para. A63-A641)

The Practitioner’s Report

3241. The practitioner’s report issued for a compilation engagement shall be in writing, and
shall contain the following elements: (Ref: Para. A6265-A6671)

(@)
(b)

()

The report titleReportFitle;

The addressee(s) being the engaging party, or otherwise as required by the terms
of the engagement;_(Ref: Para. A66)

An introductory paragraph that:

(i) Identifies the compiled financial information, including the title of each
element of the compiled financial information if it comprises more than one
element, the date of the financial information and the period thatto which it
relates-te;
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(if) Identifies the applicable financial reporting framework-used-te-compHe-the
financial-information; and

(iii) States that the financial information has been compiled by the practitioner

based on information provided by management, er—those—charged—with
goverpance,—as—appropriate; In accordance with the agreed terms of the

engagement;

@ A descrlptlon of the resp0n5|b|I|t|esy of management er—ether—applﬁepﬂate—tefm

#maneral—mie#maﬂen—mcludmg an explanatlon of the respon5|b|I|tles of
management, or those charged with governance as appropriate, in relation to the
compilation engagement and in relation to the compiled financial information;

(e) A description of the practitioner’s responsibilitiesy in compiling the financial
information, including that the engagement was performed in accordance with this
ISRS and in accordance with the-relevant ethical requirements;

() Adescription of what a compilation of financial information entails in accordance
with this ISRS, and a statement that neither an audit nor a review has been carried
out and accordingly the practitioner does not express an audit opinion or a review
conclusion on the compiled financial information;

(g) If the compiled financial information is in the form of special purpose financial
statements, under a separate heading in the report: (Ref: Para. A6869-A6970)

(i)  Adescription of the purpose for which the financial information is prepared
and, if necessary, the intended users, or a reference to a note in the compiled
financial statements that contains that information; and

(i)  An alert to users of the practitioner’s report that the financial statements are
prepared in accordance with a special purpose framework and that, as a
result, the financial statements may not be suitable for another purpose;

() The date of the practitioner’s report;
()  The practitioner’s signature; and

(1)) The location—in—the—country—orjurisdiction—where—the—practitioner or firm’s
address.practices:

3342. The engagement is completed when management has accepted responsibility for the
compiled financial information by approving that information. The practitioner shall
date the report on the date the compilation engagement is completed. (Ref: Para. A67)

***k
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Application and Other Explanatory Material
Scope of this ISRS (Ref: Para. 1-32)

Al.

Practitioners’ involvement with activities relating to preparation or presentation of an

A2L,

A32.

entity’s financial information can take many different forms. A practitioner’s
involvement in such activities falls within the scope of this standardISRS if they-are
undertaken as part of performing a compilation engagement as defined in this ISRS.
Such activities do not fall within the scope of this standardISRS if they are provided for
an_entity withoutwhen the practitioner beingis not engaged to perform a compilation
engagement, or whente the practitioner is engaged to collect, classify or summarize
financial information of an entity, or to but-witheut-present ag-the-financial information
in accordance with an appheable-financial reporting framework, erwithout providing a
report as required in this ISRSte-accompany-the financial-information . For-example;
such as when a practitioner provides ealy-accounting services for management without
prowdlnq the report requwed by this ISRSsueh—m#eh*ement—dees—net—f&H—wﬁhm—the

This ISRS addresses the compilation of historical financial information but is also to be
applied, adapted as necessary, to the compilation of other financial information. Seme
eExamples of other types of financial information that practitioners may compile are:

. Pro forma financial information.
. Management budgets or forecasts.
. Prospective financial information.

Practitioners may also perform engagements to compile non-financial information, for
example greenhouse gas statements, statistical returns or information returns and may
use this ISRS for those compilations, adapted as necessary.

Agenda Item 2-C
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The Engagement to Compile Financial Information (Ref: Para. 46 and-59)
er a compllatlon engagement the practltloner B—asseeraeed—wmh—the—ﬁnanerel

A4,

m#ermafuen—'lihe—eraenﬂener—may alseperform eehepactlvmes in addltlon to presentlnq
the financial information the-course-ef-the-compHation-engagement-depending on the
extent to which management has already prepared the underlying financial
informationthat—s—the—subject—of the—compHation—engagement. For example, the
practitioner may compile the financial information from a preliminary trial balance
provided by management. In other cases the practitioner may be—invelved—also i
processirg information about underlying transactions and events of the entity as-part-of
keepingfor the entity’s accounting records as-part-efin the course of providing services

to the-management of the entity. This is often partictarhy-in-the case for smaller entities
that do not have well-developed accounting systems or that prefer to outsource

preparatlon of accountlng records to external providers. Wh#e%ueh%emﬁne&may—be

Achievementof the practitioner’sobjective—in—aA compilation engagement does not

entail performance of the types of procedures that provide a basis for the practitioner to
express assurance on the compiled financial information. To avoid misunderstanding the
practitioner is required to elearly-statecommunicate that the compilation engagement is
not an assurance engagement when agreeing the terms of the engagement with
manaqement and in the practitioner’s reportﬁsued%&aeeemeaaneemﬂmmmanem
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Definitions (Ref: Para. 1317-14)

AGS.

This ISRS describes belew-the-meanings attributed to certain terms for the-purposes of

this ISRS. These definitions—are provided to assist practitioners in the consistent

application and interpretation of this ISRS, and are not intended to override definitions

that may be established for other purposes, whether in law, regulation or otherwise. Fhe
AN

le _-‘v-'A' Othe A LH-an A'n
Related-ServicesProneuncements—{the-Glossary)-The Handbook’s Glossary of Terms®
(the Glossary) includes the terms defined in this ISRS. The Glossary also includes
descriptions of other terms found in this ISRS to assist in common and consistent

interpretation and translation. (Ref:-Para—13-14}

The Applicable Financial Reporting Framework (Ref: Para. 17(a))

A7. Different financial reporting frameworks can be used to prepare and present financial
information, depending on the intended purpose of the financial information and the
nature of the entity. Financial information provided for financial reporting purposes may
be characterized as being either “general purpose” or “special purpose.”

AS8. General purpose financial information is intended to meet common financial

information needs of a wide range of users, and is very often provided in the form of
general purpose financial statements prepared in accordance with either a “fair
presentation framework” or a “compliance framework.” The term “fair _presentation
framework” is used to refer to a financial reporting framework that requires compliance
with the requirements of the framework, and:

(a) Acknowledges explicitly or implicitly that, to achieve fair presentation of the
financial statements, it may be necessary for management to provide disclosures
beyond those specifically required by the framework:; or

(b) Acknowledges explicitly that it may be necessary for management to depart from
a_requirement of the framework to achieve fair presentation of the financial
statements. Such departures are expected to be necessary only in extremely rare
circumstances.

The term “compliance framework™ is used to refer to a financial reporting framework
that requires compliance with the requirements of the framework, but does not contain
the acknowledgements in sub-paragraphs A8(a) or A8(bh) above.

The Glossary of Terms relating to International Standards issued by the IAASB in the Handbook of International

Quality Control, Auditing, Review, Other Assurance and Related Services Pronouncements (the Glossary), published

by IFAC.
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Special purpose financial information, which may be in the form of special purpose

Al0.

financial statements, is intended to meet the financial information needs of specific
users, for example:

. Under the terms of a funding agreement with a grant provider, the financial
information may comprise a statement of cash receipts and payments in relation to
funds advanced;

e Under the terms of a financing agreement with a lending institution, the financial
information required may be financial statements prepared in accordance with a
recognized general purpose financial reporting framework, but modified in one or
more respects to be customized for the institution’s requirements.

) The financial information may be a statement required by management of an
entity for internal use, prepared on a basis specified by management to meet their
particular needs.

Financial reporting frameworks that encompass primarily the financial reporting

All.

standards established by an organization that is authorized or recognized to promulgate
standards to be used by entities for preparing general purpose financial statements are
often designed to achieve fair presentation, for example, International Financial
Reporting Standards (IFRS) issued by the International Accounting Standards Board.

In some cases, the financial reporting framework may encompass both financial

Al2.

reporting standards established by an authorized or recognized standards setting
organization and legislative or requlatory requirements. Other sources may provide
direction on the application of the applicable financial reporting framework. In some
cases, the applicable financial reporting framework may encompass such other sources,
or may even consist only of such sources. Such other sources may include:

. The legal and ethical environment, including statutes, requlations, court decisions,
and professional ethical obligations in relation to accounting matters

. Published accounting interpretations of varying authority issued by standards
setting, professional or requlatory organizations

. Published views of varying authority on emerging accounting issues issued by
standards setting, professional or requlatory organizations

. General and industry practices widely recognized and prevalent

. Accounting literature.

Where conflicts exist between the financial reporting framework and the sources from
which direction on its application may be obtained, or among the sources that encompass
the financial reporting framework, the source with the highest authority prevails.

The requirements of the applicable financial reporting framework determine the form and

content of the financial information. Regarding presentation of the financial information in
the required form, although the framework may not specify how to account for or disclose
all transactions or events, it ordinarily embodies sufficient broad principles that can serve as
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a_basis for developing and applying accounting policies that are consistent with the
concepts underlying the requirements of the framework. Regarding the presentation of
required content, many financial reporting frameworks concern the preparation of a set of
financial statements that are intended to provide information about the financial position,
financial performance and cash flows of an entity. For such frameworks a complete set of
financial statements would include a balance sheet, an income statement, a statement of
changes in equity, a cash flow statement and related notes. For some other financial
reporting frameworks, a single financial statement and the related notes might constitute a
complete set of financial statements.

Al13. The applicable financial reporting framework may be either relatively more or less
complex in different financial reporting settings, depending on the intended use of the
information and the needs of the intended users. For example, the applicable financial
reporting framework may be:

. The cash receipts and disbursements basis of accounting, to present cash flow
information required for a creditor; or

. The balance sheet of an entity as at a reporting date and the income statement for
the year then ended, on the historical cost basis, reflecting all cash transactions
with the addition of trade accounts payable, trade accounts receivable, inventory
accounted for on an average cost basis, and capitalization of significant long-lived
assets amortized over their estimated useful lives; or

. IFRS for preparation of full general purpose financial statements. This is an example
of a financial reporting framework which is more complex, and accordingly requires a
significantly higher level of knowledge and expertise of the practitioner.

Compilation Engagement (Ref: Para. 17(c))

Al4. As applicable in the circumstances, the compilation engagement may include collecting,
classifying or summarizing underlying information of the entity in addition to presentation
of the financial information in accordance with a financial reporting framework.

Use of Terms “Management™ and “Those Charged with Governance” #-thisSRS (Ref: Para. 183)

A1015.The way the practitioner applies the requirements of this ISRS regarding management
or those charged with governance is affected by the fact that i—which—the
responsibilities_of management and those charged with governance are likely to differ
between various types of entities, and between jurisdictions. In small entities where one
or more owners also manage the business, the roles of management and those charged
with governance coincide. The words “where appropriate” used in the phrase
“management and, where appropriate, those charged with governance” signal that in
different entity environments the practitioner will need to take into account the relevant
management and governance structure and arrangements of the entity for which the
practitioner is compiling financial information.
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Various responsibilities relating to fer-preparation of financial information erand external

financial reporting are-deseribed-and-divided-betweenwill fall to either management andor
those charged with governance wit-vary-according to factors such as:

. The resources and structure of the entity;
. The respective roles of management and those charged with governance within

the entity as set out in relevant law or regulation or, if the entity is not regulated,
in any formal governance or accountability arrangements established for the entity
(for example, as recorded in contracts, or a constitution or other type of document

by which an entity is established).

~——and

‘—ReleV&HHﬁWS—&Hd—FegHJ-&HGHS—- .

For example, in small entities there is often no separation of the management and
governance roles for the entity, or those charged with governance of the entity may also
be involved in managing an entity. In most other cases, especially in larger entities,
management is responsible for execution of the business or activities of the entity and
reporting thereon, while those charged with governance have oversight of management.
In larger entities, those charged with governance will often have or assume
responsibility for approving the financial information of the entity, particularly when it
is_intended for use by external parties. In large entities often a subgroup of those
charged with governance such as an audit committee, is charged with certain oversight
responsibilities. In different jurisdictions the legal responsibility for preparation of
financial statements for an entity in accordance with a specified framework is the legal

responsibility of those charged with governance, and in other jurisdictions it is a
management responsibility.

Agenda Item 2-C
Page 20 of 48



Engagements to Compile Historical Financial Information—Draft Revised ISRS 4410
IAASB Main Agenda (September 2010)

Ethical Requirements_(Ref: Para. 1522)

' b Rl eal

A1217.Part A of the IESBA Code establishes the fundamental principles of professional ethics
that practitioners must comply with, and provides a conceptual framework for applying
those principles. The fundamental principles are:

(@) Integrity;

(b) Objectivity;

(c) Professional competence and due care;
(d) Confidentiality; and

(e) Professional behavior.

Part B of the Code illustrates how the conceptual framework is to be applied in specific
situations. In complying with the IESBA Code, threats to the practitioner’s compliance
with relevant ethical requirements are required to be identified and appropriately
addressed as required in the IESBA Code.

A1318.Netwithstanding—that—tThe IESBA Code does not required independence in a
compilation engagement;. rRHowever, national ethical codes and laws or regulations
may require the practitioner to be independent in order to perform a compilation
engagement, or may specify disclosure rules or requirements, for example concerning
impairment of the practitioner’s independence when that is the case.

Professional Judgment (Ref: Para. 1623)

A1419.Professional judgment is essential to the proper conduct of a compilation engagement.
This is because interpretation of relevant ethical requirements and the requirements of
this ISRS, and the informed decisions that are required throughout performance of a
compilation cannot be made without the application of relevant knowledge and
experience to the facts and circumstances. Professional judgment is necessary in
particular regarding decisions about:

. The acceptability of the financial reporting framework that is to be used to
compile the financial information of the entity in view of the intended purpose and
intended users of the financial information.

. The application of the applicable financial reporting framework, such as when the
practitioner provides assistance to management regarding:

(i) Selection of appropriate accounting policies under the applicable financial
reporting framework, and

(i) Development of accounting estimates that are needed for the financial
information being compiled.

. Performance of procedures under the requirements specified in this ISRS to
complete the compilation of the financial information.
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A1520.The exercise of professional judgment in individual compilation engagements is based
on the facts and circumstances that are known to the practitioner up to the date of the
practitioner’s report, including ;—Fhe-practitionerwil-be-guided-by-such-matters-as-the
olleine:

. Knowledge acquired from performance of other engagements undertaken for the
entity, where applicable (for example, taxation services);

e The practitioner’s knowledge and understanding of the entity’s business and
operations including its accounting systems, and understanding of the application

of the applicable financial reporting framework aceeunting—principles—and
practices-efin the industry in which the entity operates;; and

. -The extent to which preparation of the underlying financial information requires
exercise of management judgment.

Quiality Control

System of Quality Control and-Rele-of-EngagementTeams-(Ref: Para. 243-and-17)

A1621.1SQC 1 deals with the firm’s responsibilities to establish and maintain its system of
guality control for related services engagements, including compilation engagements.
Those responsibilities are directed at establishing quality control system, policies and
procedures at the level of the firm.

A22.—A jurisdiction that has not adopted ISQC 1 in relation to compilation engagements may
have national standards that set out requirements for quality controls in firms
performing such engagements. The provisions of this ISRS regarding quality controls at
the level of individual engagements are premised on the basis that such national
requirements are at least as demanding as those of ISQC 1. National requirements are at
least as demanding as ISQC 1 when they impose obligations on the firm that achieve
the aims of the objectives to which the requirements of ISQC 1, including in relation to
the elements of a system of quality control set out in ISQC 1.

A23. Under ISQC 1 the firm has an obligation to establish and maintain a system of quality
control to provide it with reasonable assurance that:

(@ The firm and its personnel comply with professional standards and regulatory and
legal requirements; and

(b) Fhe+Reports issued by the firm or engagement partners are appropriate in the
circumstances.®

® ISQC 1, paragraph 11
Agenda Item 2-C
Page 22 of 48



Engagements to Compile Historical Financial Information—Draft Revised ISRS 4410
IAASB Main Agenda (September 2010)

cludes

AQ A N ala as
- e v

quality control for review engagements. The stemofqulity control in
policies and procedures that address each of the following elements:

. Leadership responsibilities for quality within the firm;

. Relevant ethical requirements;

. Acceptance and continuance of client relationships and specific engagements;
. Human resources;

. Engagement performance; and

. Monitoring.

Role of the Engagement Team (Ref: Para. 18)

A1925.Within the context of the firm’s system of quality control, engagement teams are-have a

responsibleility forto implementing quality control procedures that—are—applicable to
individual-compilation-the engagements.

A2026.Engagement teams are entitled to rely on the firm’s system of quality control, unless

A27.

information provided by the firm or other parties suggests otherwise. For example, the
engagement team may rely on the firm’s system of quality control in relation to:

. Competence of personnel through their recruitment and formal training.
. Maintenance of client relationships through acceptance and continuance systems.
. Adherence to regulatory and legal requirements through the monitoring process.

In considering deficiencies identified in the firm’s system of quality control that may
affect the compilation engagement, the engagement partner may have regard to
measures taken by the firm to rectify the situation that the engagement partner considers
are sufficient in the context of that compilation engagement.

A deficiency in the firm’s systems of quality control does not necessarily indicate that a

compilation engagement was not performed in accordance with professional standards
and applicable legal and requlatory requirements, or that the practitioner’s report was
not appropriate.

A2128.The actions of the engagement partner and appropriate messages to the other members

of the engagement team, in taking responsibility for the overall quality on each review

engagement; emphasize the importance te-the-engagement-of achieving quality efin the
engagement, including with regard to:
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(@) Performing work that complies with professional standards and regulatory and
legal requirements;

(b) Complying with the firm’s quality control policies and procedures as applicable;
(c) Issuing the practitioner’s report for the engagement; and
(d) The engagement team’s ability to raise concerns without fear of reprisals.

Compliance with Ethical Requirements in relation to the Engagement

A29.

ISOC 1 set out the responsibilities of the firm for establishing policies and procedures

designed to provide it with reasonable assurance that the firm and its personnel comply
with relevant ethical requirements. This ISRS sets out the engagement partner’s
responsibilities with respect to relevant ethical requirements, including evaluating
whether members of the engagement team have complied with relevant ethical
requirements, and determining the appropriate action if matters come to the engagement
partner’s attention that indicate that members of the engagement team have not
complied with relevant ethical requirements.

Acceptance and Continuance of Client Relationships and Compilation Engagements (Ref: Para. 25(a))

A30.

ISOC 1 requires the firm to obtain such information as it considers necessary in the

circumstances before accepting an engagement with a new client, when deciding whether to
continue an existing engagement, and when considering acceptance of a new engagement
with an existing client. Information that assists the engagement partner in_determining
whether acceptance or continuance of client relationships and compilation engagements is
appropriate may include information concerning the integrity of the principal owners, key
management and those charged with governance. If the engagement partner has cause to
doubt management’s integrity to a degree that is likely to affect proper performance of the
compilation, it may not be appropriate to accept the engagement to perform a compilation
as_doing so may lead to the practitioner being associated with the entity’s financial
statements in an inappropriate manner.

Considerations-when-Aceepting-the-Engagement Acceptance and Continuance
Preconditionsfora-Compilation-EngagementFactors Affecting Continuance of Client

Relationship and Engagement Acceptance (Ref: Para. 1826)

A3l.

Under the IESBA Code the practitioner must not knowingly be associated with financial

information that is materially false or misleading, including by omission of relevant
information or disclosures. If the practitioner is not satisfied that the requirements of
this ISRS regarding continuation of client relationships and engagement acceptance are
met, the threat from being knowingly associated with materially false or misleading
information is considered so significant that no safequards can reduce the threat to an
acceptable level, and in accordance with paragraph 26 the practitioner is required to
decline the engagement.

Agenda Item 2-C
Page 24 of 48



Engagements to Compile Historical Financial Information—Draft Revised ISRS 4410
IAASB Main Agenda (September 2010)

A32. Other factors may also influence the practitioner’s decision about whether to accept a
compilation engagement, for example, if the practitioner has cause to suspect that
management may lack integrity to a degree that may affect proper performance of the
compilation engagement.

The |ntended use of financial |nformat|on to be complled is |dent|f|ed with reference to
applicable law, regulation, or other arrangements established concerning the provision
of financial information of the entity, bearing in mind the financial information needs of
parties internal or external to the entity who are the intended users. eExamples isare
financial information used-required to be provided by an entity in connection with
undertaking transactions or financing applications undertaken-with external parties such
as suppliers, banks or other providers of finance or funding.

A2434.The practitioner’s identification of the intended use of the financial information also
involves understanding such factors as the engaging party>s, or management’s particular
purpose(s) that are intended to be served throuqh requestinq the compilation
engagement.;
engagement—rn—paragraphll— For example a qrant fundlnq body may require compllatlon
of financial information by a professional accountant to obtain that information
prepared in a specified form about certain aspects of an entity’s operations or activities
in support of the provision or continued provision of a grant.

Acceptability of the Financial Reporting Framework (Ref: Para. 26(b))

A2535.The practitioner’s determination of the acceptability of the financial reporting
framework that management identifies for use in the compilation is made in the context
of the practitioner’s understanding of the engaging—party’s—purpese—or-management’s
purpese—as—appropriate,—assoctated—withintended use of the compiled financial

information that is to be compiled, as described in the agreed terms of engagement.

A2636.Factors that aremay be relevant to the practitioner’s determination of the acceptability
of the financial reporting framework to be used to compile the financial information

required thatis-reguired-include:

. The nature of the entity and whether it is a requlated form of entity, —Ffor
example,: whether it is a profit-oriented business enterprise,; a public sector entity,

+or a-netfor-profit-an organization not for profit;
Agenda Item 2-C
Page 25 of 48




A37.

Engagements to Compile Historical Financial Information—Draft Revised ISRS 4410
IAASB Main Agenda (September 2010)

. The purpose of the financial information to be compiled and the nature—of
intended users, —~for example,: the financial information thatis-may be compiled
for use only by management-ef-the—entity; or financialinformationit may be
intended for use-by-external users,; or it could be financial-statements-intended to
be either general purpose financial information or financial information for a
special purpose.mee ! tal i A

. The nature and form of the financial information to be compiled under the
applicable financial reporting framework, —Ffor example,: a complete set of
financial statements;, a single financial statement;, or financial information
compiled in a format agreed between the parties to an agreement—er—between
contracting parties); and

. Whether the applicable financial reporting framework is prescribed or specified in
relevant laws or regulation, or specified as part of governance or accountability
arrangements adopted voluntarily by-applicable-te the entity.

The engaging party generally agrees the nature and form of financial information that is

A38.

intended to be used for a “special purpose” with the intended users of the information,

for example under the financial reporting provisions of a contract or a project grant. The
relevant contract may require use of a recognized financial reporting framework, such
as a fair presentation framework established by an authorized or recognized standard-
setting organization or by law or regulation, but modified or adapted in certain respects
in_consideration of the financial information needs of the contracting parties. In this
example the applicable financial reporting framework may be described as “the
financial reporting provisions of the contract” rather than being described with
reference to the recognized financial reporting framework used on the modified or
adapted basis. The special purpose framework may not be a fair presentation framework
even if the financial reporting framework on which it is based is a fair presentation
framework, because the special purpose framework may not comply with all the
requirements of the financial reporting framework necessary to achieve fair

presentation.
An entity may only need to prepare special purpose financial information, for example

if it is not subject to general purpose financial reporting requirements under applicable
law_or requlation. In such circumstances the compiled special purpose financial
information may be used by users other than those for whom the applicable financial
reporting framework is designed. Notwithstanding the broader distribution of the
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financial information in those circumstances, under the agreed terms of the engagement
the financial statements are still required to be treated as special purpose financial
statements for purposes of this ISRS. The requirements for the practitioner’s report are
designed to avoid misunderstandings about the purpose for which the financial
information are prepared and the intended users of the financial information.

A2839. In many cases the practitioner may presume, in the absence of any indications to contrary,
that the applicable financial reporting framework is acceptable, for example a financial
reporting framework that is prescribed by laws or regulations in a jurisdiction to be used in
the preparation of general purpose financial statements for certain types of entities.

A40.

Management may decide to select another financial reporting framework that is acceptable

A4l

in view of the intended use of the financial information being compiled if, during the
engagement, there are indications that the applicable financial reporting framework is not
acceptable. This could occur, for example, if use of that framework would result in material
misstatements in the compiled financial information which would not occur if another
framework were used. Management may want to select another financial reporting
framework that is acceptable in view of the intended use of the compiled financial
information, to avoid the compiled financial information being materially misstated or
misleading. When management agrees to select another financial reporting framework as
the applicable financial reporting framework, new terms of engagement are agreed to reflect
the change as the previously agreed terms will no longer be accurate.

When the applicable financial reporting framework is a special-purpose framework, the

practitioner is required by this ISRS to record any restrictions on either use or
distribution of the compiled financial information in the engagement letter and to
include an alert in the practitioner’s compilation report that the financial information is
prepared for a special purpose and as a result may not be suitable for another purpose.
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aeel—ether— The form of the mformatlon prowded by management for the purpose of the

compilation_—will vary in different engagement circumstances. In broad terms it will
comprise records, documents, explanations and other information relevant to the

preparatlon of the flnanC|aI mformatlon lhe—ptaetltlener—ls—ehtltled—te—rely—eh—mahagement

en—an—aeeurate—eemplete—anel—tlmely—basle The |nformat|on growded may mclude for

example, information about management assumptions, intentions or plans underlying the
development of an accounting estimates needed ferthe-to compileation_the information
under the applicable financial reporting framework. The practitioner is entitled to rely on
management to provide all relevant information for the compilation on an accurate,
complete and timely basis.

A3443.Because of the significance of the preconditions—set—out—in—paragraph—18—for

Ad4.

undertakingpremise that applies when a compilation engagement is performed,
regarding management’s responsibilities for the financial information and in relation to
its compilation by the practitioner on management’s behalf, the practitioner is required
to obtain agreement from management and;—where—appropriate—these—charged—with
governaneebefore accepting the engagement that theymanagement acknowledges and
understands theirits responsibilities deseribed—in-that-paragraph,—before—acecepting-the
compilation—engagement.. Notwithstanding the practitioner’s responsibility in the

engagement to compile the financial information in accordance with this ISRS,
management remains responsible for the financial information.

If management does not acknowledge its responsibilities as described under paragraph

26(c) the practitioner is not able to undertake the engagement and it is not appropriate to
accept the engagement unless law or requlation requires the practitioner to do so. In
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circumstances where the practitioner is nevertheless required to accept the compilation
engagement, the practitioner may need to communicate with management about the
importance of these matters and the implications for the engagement.
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Agreeing the Terms of Engagement

A4145.1n cases where the engaging party is someone other than management or those charged
with governance of the entity, the terms of agreement are agreed with the engaging

party instead. (Ref:Para—20)

Engagement Letter or Other Form of Written Agreement (Ref: Para. 2028)

A4246.1t is in the interests of both the entity and the practitioner that the practitioner sends an
engagement letter prior to performing the compilation engagement to help avoid
misunderstandings with respect to the engagement. An engagement letter confirms the
practitioner’s acceptance of the engagement and helps avoid misunderstanding
regarding such matters as the objectives and scope of the engagement, the extent of the
practitioner’s responsibilities and the form of the report to be issued, and the
responsibilities of management in relation to the compilation and in relation to the
financial information to be compiled.

Form and €content of the Eengagement Lletter (RefPara21)

A4347.The form and content of the engagement letter may vary for each entity. In addition to

tneluding-the matters required by paragraph—21this ISRS; an engagement letter may
make reference to, for example:

. Arrangements concerning the involvement of other practitioners and experts in
some aspects of the compilation.

. Arrangements to be made with the predecessor practitioner, if any, in the case of
an initial compilation engagement.

. That management may be requested to confirm certain information or explanations
conveyed orally to the practitioner during the engagement, in writing.

. The agreement of management to inform the practitioner of facts that may affect
the compiled financial information, of which management may become aware
during the course of the compilation up to the date of issuancecompletion of the

compilation engagementrepert-and-the-compHed-financialinformation.
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. Ownership of the information used for the compilation, distinguishing between
documents and mformatlon of the entlty provided for the compllatlon and the
practitioner’s w

engagement documentatlon and havmg regard to any—#elevan{—prewens—e#

applicable laws andor regulations.

. A request for management to acknowledge receipt of the engagement letter and to
agree to the terms of the engagement outlined therein.
Illustrative Eengagement Lletter
A4448.An example-ofanillustrative engagement letter is set out in Appendix 1 to this ISRS.

Recurring Engagements (Ref: Para. 2229)

A4549.The practitioner may decide not to send a new engagement letter or other written
agreement each period. However, the following factors may makeindicate that it is
appropriate to revise the terms of the compilation engagement, or to remind
management of the existing terms of the engagement:

. Any indication that the entity misunderstands the objective and scope of the
compilation engagement.

. Any revised or special terms of the engagement.

. A recent change of senior management.

. A significant change in ownership.

. A significant change in nature or size of the entity’s business.

. A change in legal or regulatory requirements.

. A change in the financial reporting framework or other basis of accounting to be
used to compile the financial information that is the subject of the engagement.

Communication with Management or Those Charged with Governance (Ref: Para. 30)

AB0. The purpose of the practitioner’s communications in the course of the engagement with
management, or those charged with governance as appropriate, includes obtaining
information and management comments relevant for the compilation. The appropriate
timing for communications with management will vary with the circumstances of the
compilation engagement. Relevant circumstances include the significance and nature of
the matter and any action expected to be taken by management or those charged with
governance. For example, it may be appropriate to communicate a significant difficulty
encountered during the compilation as soon as practicable if management or those
charged with governance are able to assist the practitioner to overcome the difficulty.

Agenda Item 2-C
Page 31 of 48




Engagements to Compile Historical Financial Information—Draft Revised ISRS 4410
IAASB Main Agenda (September 2010)

Performing the Engagement
The Practitioner’s Knowledge and Understanding (Ref: Para. 2331)

breadth and depth of the knowledge and understanding the practitioner has or obtains
about the entity and its business is less than that which is possessed by management.- It
is directed at the level that is sufficient for the practitioner to be able to present the
compiled financial information in accordance with the applicable financial reporting
framework and the terms of the engagement, and to comply with this ISRS.

A4852.Some examples of relevant factors the practitioner considers in developing a knowledge

and understanding of the entity’s business and operations eencerning-the-entity-and-its
environmentare:

. The size and complexity of the entity and its operations;

. The complexity of the applicable financial reporting framework;

. The entity’s financial reporting obligations or requirements, whether they exist under
applicable laws and regulation or in the context of voluntary financial reporting
arrangements, e-g-for example, with third parties;

. The level of development of the entity’s management and governance structure
regarding management and oversight of the entity’s accounting records and financial
reporting systems that underpin the preparation of financial information for financial
reporting purposes;

. The degree of complexity or otherwise of the entity’s financial accounting and
reporting systems; and

. The level of development and proper design or relative sophistication of the entity’s
accounting systems and related controls through which the entity’s accounting records
and related information is maintained.

Compiling the Financial Information (Ref: Para. 24-2732)

A49—Ab3. The scope of a compilation engagement will vary depending on the circumstances of
the engagement, but will in every case involve assisting management to present the entity’s
financial information in accordance with the applicable financial reporting framework,
based on the information provided by management. In some engagements management
may have already prepared the financial information in draft or preliminary form, and may
request only that the practitioner complete the compilation of the financial information in
accordance with the applicable financial reporting framework. In other cases the
practitioner may undertake further activities on behalf of management, for example
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collecting, classifying and summarizing information from source documents in the form of
accounting records through to the production of a trial balance, as needed prior to being
able to present the information in accordance with the applicable financial reporting
framework.

The engagement documentation is required to include a record of how the compiled

financial information reconciles with the underlying records, documents, explanations
and other information provided by management. The practitioner may, for example,
keep a schedule showing the reconciliation of the entity’s general ledger account
balances to the compiled financial information, including management’s adjusting
journal entries made in the course of the engagement.

Matters Requiring Significant Management Judgment (Ref: Para. 33)

Assisting Management with Development of Accounting Estimates

AS55.

The practitioner may assist management in developing accounting estimates required for

the financial information under the applicable financial reporting framework. The
practitioner’s discussions with management may include agreeing the basis used for
significant _accounting estimates with management, and confirming those estimates in

writing.

Consideration of Going Concern

AS56.

Where the applicable financial reporting framework requires uncertainties that exist

regarding an entity’s ability to continue as a going concern to be addressed in the
financial information, the practitioner may, for example, discuss significant issues
affecting the entity’s status as a going concern with management, and management’s
assessment of the entity’s ability to continue as a going concern. Using this information
the practitioner may, where relevant, suggest an appropriate presentation under the
applicable financial reporting framework and related disclosures concerning the entity’s
ability to continue as a going concern
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Accuracy and Completeness of Information Provided by Management (Ref: Para. 34)

A5257. The practitioner does not perform procedures designed to assess or evaluate the accuracy

and completeness, or otherwise, of the records, documents, explanations, and other

information provided by management-forpurpeses-ef-the-compHation-engagement. H-tThe
practitioner is_however required to respond as required under this ISRS if becemes-the

practitioner becomes aware that the decuments—explanations—and—other—information
Qrowded is ape—net—mcomplete -of maccurate— or that—they—alteuother\mse unsatlsfactory- e

Acceptability of the Financial Reporting Framework (Ref: Para. 35)

AS58.

The practitioner may propose to management use of another financial reporting

framework that is acceptable for the compilation of the financial information in view of
its intended use. For example, the compiled financial information may be presented
using the general purpose financial reporting framework of a particular jurisdiction on a
modified basis, with appropriate reclassification of the financial information to special
purpose financial information. In this situation the practitioner’s report would signal the
special purpose nature of the financial information and that the financial information
may not be suitable for purposes other than those described in the accompanying
financial information. When appropriate, this disclosure may be supplemented by an
additional clause that restricts either or both the distribution and the use of the report
and the compiled financial information to the intended users only.

Reading the financial information (Ref: Para. 36)
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erdinarty—adequately—fulfiled—through—tThe practitioner’s reading of the compiled
financial information—Fhe—+reading—performed with the-practitioner’s-knowledge and
understanding deseribed-ir-paragraph-26;0f the entity’s business and operations, and the
applicable financial reporting framework, enables the practitioner to consider whether
the eempiled-financial information centains-any-ebvious-is materially misstated ments
or is—ebwiously—misleading. This reading is ordinarily adequate to fulfill the
practitioner’s ethical obligation to not knowingly be associated with financial
information that is materially false or misleading.® The practitioner’s reading involves
consideration of materiality as described or required to be applied by the applicable
financial reporting framework. If the compiled financial information uses a fair
presentation framework, the practitioner’s reading involves consideration of whether
additional disclosures are needed for the financial information to be fairly presented, in
all material respects, or to give a true and fair view.

IESBA Code, Part A, paragraph 110.2 states: “A professional accountant shall not knowingly be associated with

reports, returns, communications or other information where the professional accountant believes that the

information:

(a) Contains a materially false or misleading statement;

(b) Contains statements or information furnished recklessly; or

(c) Omits or obscures information required to be included where such omission or obscurity would be
misleading.

When a professional accountant becomes aware that the accountant has been associated with such information,

the accountant shall take steps to be disassociated from that information.”
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Proposing Amendments to the Compiled Financial Information (Ref: Para. 37)

AS5660.1f, on reading the compiled financial information-in-aceerdance-with-paragraph-26; the

practitioner becomes aware that the compiled financial information as presented:
(@) Does not adequately describe the applicable financial reporting framework;; or

(b) Is obviously materially misstated or obviously misleading,

the practitioner is in a position to propose amendments to the compiled financial
information to address those matters so that the compiled financial information
adequately refers to, or describes, the applicable financial framework-used, and is not
obwiouslhy-materially misstated or misleading-te-the-intended-users.

Conditions that Require the Practitioner to Withdraw from the Engagement (Ref: Para. 38-39)

A5861.If
management refusesdeclines the practltloner s proposed amendments to the complled
financial information; so that the financial information will not be materially misstated

or_misleading, the practltloner |s requwed ender—pa#agraph—zg—te—wwhd#aw—#em—the

pF&GH—t—IGHGFFS—FGQHF&d—HHdGFp&F&g-F&Bh—Zg—tO communlcate Wlth management about the
implications for the engagement-when-managementrefuses-to-make-thepractitioner’s
propesed—amendments.. Such communications provide opportunity to explain the
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practitioner’s ethical obligations in performing the engagement and being associated
with the compiled financial information.

AB062.The practitioner’s report is not used as a vehicle to communicate information about
whether the practitioner is aware the compiled financial information contains ebvieus
material mlsstatements or whethepthe—miepmaneprls ebweusly—mlsleadmg Fhis-would

and—beeauseu%Domg S0 would amount to expressing an op|n|on ora conclu3|on on the
compiled financial statements, which is not the purpose of a compilation engagement.

Documentation (Ref: Para. 3140)

requ#ed—te—be—deeumented—m—paragraph%i—ﬂhe practltloner may alse—con3|der
including the following in the engagement documentation_in addition to that required

under this ISRS, in relation to any significant matters regarding the engagement:—the

tetlonas

(@) A copy of the entity’s trial balance, summary of significant accounting records or
other information that the practitioner used to perform the compilation.

(b) A record of adjustments made—te—the—eemm#ed—ﬁnaneal—mie#n&ﬂen—that—were

(e) Notes of the practitioner’s consultations undertaken with other suitably competent
persons about any difficult or contentious areas.

(9) Notes ofon any ethersignificant aspects of the engagement, that-were-significant-in
the—view—ofthe—practitioner,—or matters that required exercise of significant

professional judgment by the practitioner.
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A64. Regarding the practitioner’s communications with management and those charged with
governance as appropriate in the course of the engagement, the practitioner may
consider documenting the following matters concerning those communications:

() Amendments made to the description of the applicable financial reporting
framework in the compiled financial information, and any amendments that were
proposed but not accepted by management.

(b) Information and explanations provided by management in relation to any areas of
significant _management judgment reflected within the compiled financial
information as presented, including information relevant to management’s
assessment of the entity’s ability to continue as a going concern when the
applicable financial reporting framework addresses how the entity’s status as a
going concern affects the way the financial information is prepared and presented
under that framework.

The Practitioner’s Report (Ref: Para. 3241-3342)

AB265.The written report encompasses reports issued in hard copy format and those using an
electronic medium.

Elements.of the Practitioner’s Renort

AB366.Law or regulation may specify to whom the practitioner’s report is to be addressed in
that particular jurisdiction. The practitioner’s report is normally addressed to the party
for whom the financial information is compiled under the terms of the engagement. The
engaging party is ordinarily the management of the entity.

AB567.When the practitioner is aware that the compiled financial information will be included
in a document that contains other information, such as a financial report, the practitioner
may consider, if the form of presentation allows, identifying the page numbers on which
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the compiled financial information is presented. This helps users to identify the
compiled financial information to which the practitioner’s report relates.

Financial Information Compiled for a Special Purpose, or That is-Prepared-forHas Restricted
Use or Fhat-is for Restricted Distribution (Ref: Para. 41(g))

AB868.The—cCompiled special purpose financial statements may be used for purposes other
than those for which they were intended. For example, a regulator may require certain
entities to place the compiled special purpose financial statements on public record. To
avoid misunderstandings, the practitioner alerts users of the practitioner’s report that the
financial statements are compiled in accordance with a special purpose framework and,
therefore, may not be suitable for another purpose.

Restriction on Distribution and Use of the Practitioner’s Report

AB969. 1n-additionto-thealertrequired-byparagraph-32(g),—tThe practitioner may consider it

appropriate to indicate that the practitioner’s report is intended solely for the specific
users, in addition to the alert that they have been prepared for a special purpose.
Depending on the law or regulation of the particular jurisdiction, this may be achieved
by restricting the distributions or use of the practitioner’s report. In these circumstances,

the additional-paragraphreferred-to-inparagraph-32{g)alert required by this ISRS may

be expanded to include these other matters.

Approval of the Compiled Financial Information by Management ((Ref: Para. 42)

A70. Processes that exist within the entity regarding the approval of the financial
information by management, or by those charged with governance as appropriate, are
relevant further considerations for the practitioner. Depending on the nature and purpose
of the information compiled by the practitioner, there may be an established approval
process that management or those charged with governance is required to follow, or that
is prescribed in applicable law or regulation, for preparation and finalization of the
financial information or financial statements of the entity. The practitioner takes account
of whether such an approval process exists, and whether it applies to the compiled
financial information when completing the compilation engagement.

Illustrative Reports

AB671.Appendix 2 to this ISRS contains illustrations of practitioners’ compilation reports fer

compHation—offinanetalinformation—incorporating the required elements set out in
paragraph 32.
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Appendix 1
(Ref: Para. A4448)

lllustrative Engagement Letter for a Compilation Engagement

The following is an example of an engagement letter for a compilation engagement that illustrates
the relevant requirements and guidance contained in this ISRS. This letter is not authoritative but is
intended only to be a guide that may be used in conjunction with the considerations outlined in this
ISRS. It will need to be varied according to individual requirements and circumstances. It is
drafted to refer to the compilation of financial information for a single reporting period and would
require adaptation if intended or expected to apply to a recurring engagement {see-paragraph—22
ofas described in this ISRS}. It may be appropriate to seek legal advice that any proposed letter is
suitable.

This engagement letter illustrates the following circumstances:

. The financial information is to be compiled for sole use by the directors of a company (ABC
Company), and use of the financial information will be restricted to the company directors.
Use and distribution of the practitioner’s report is also restricted to the directors.

. The compiled financial information will comprise only the balance sheet of the company as
at 31 December 20X1 and the income statement for the year then ended, without notes. The
directors have requested that the financial information be prepared on a full accruals basis.

**k%x

To the Directors of ABC Company:
[Objective and scope of the compilation engagement]
You*? have requested that we provide the following services:

On the basis of information that management will provide we will compile the balance sheet of
ABC Company as of 31 December 20X1 and the income statement for the year then ended, on
the historical cost basis, reflecting all cash transactions with the addition of trade accounts
payable, trade accounts receivable, inventory accounted for on an average cost basis, income
taxes payable as at the reporting date, and capitalization of significant long-lived assets
amortized over their estimated useful lives. These compiled financial statements will not include
explanatory notes.

The purpose for which the compiled financial statements will be used is to provide full year
financial information showing the entity’s financial position and financial performance at the
financial reporting date of 31 December 20X1. The compiled financial statements will be for the
sole use of the directors, and will not be distributed to other parties.

2" Throughout this illustrative engagement letter, references to “you,” “we,” “us,” “management,” “those charged

with governance” and “auditor” would be used or amended as appropriate in the circumstances.
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Our Responsibilities

We will perform the compilation engagement in accordance with the International Standard on
Related Services (ISRS) 4410, Engagements to Compile Historical Financial Information and
comply with the Code of Ethics for Professional Accountants of the International Ethics
Standards Board for Professional Accountants.

We are pleased to confirm our acceptance and our understanding of this compilation engagement
by means of this letter.

A compilation involves applying expertise in accounting and reporting to present financial
information in accordance with the applicable financial reporting framework. A compilation does
not include gathering evidence for the purpose of expressing an audit opinion or a review
conclusion. Accordingly, we will not express an audit opinion or a review conclusion on the
compiled financial statements.

Responsibilities of Management™

The compilation to be performed is conducted on the basis that management acknowledges and
understands that the financial statements will be compiled on their behalf. Accordingly they have
the following overall responsibilities that are fundamental to undertaking the compilation
engagement in accordance with ISRS 4410:

(@) Selection of the applicable financial reporting framework te—be—used—(+e-that is, as
described above) that is acceptable in view of the purpose for which the compiled financial
information will be used, and selection of appropriate accounting policies under the
applicable framework that are to be applied in the compiling the financial statements; and

(b) Preparation of the financial statements in accordance with the applicable financial reporting

framework (kesthat is, as described above):—ineludingand the selectedien—of-appropriate
accounting policies; including and—fer—management judgments needed to develop any

accounting estimates required for the compiled financial information; and

(c) Providing to us all relevant records, documents, explanations and other information needed to
compile the financial information, and any additional information or explanations we may
require to complete the compilation engagement; including responsibility for the accuracy and
completeness of those records, documents, explanations and other information; and

(d) Acceptance of responsibility for the financial statements that we compile on theirmanagement’s
behalf in accordance with the applicable financial reporting framework (ke-that is, as described
above).

As part of our compilation of the financial information, we may request from management and,
where appropriate, from the directors, written confirmation of information and explanations
conveyed to us orally in connection with the compilation engagement.

We look forward to full cooperation from management and staff during our engagement.

B3 References to management in this engagement letter should be read as “management or those charged with

governance as appropriate.”
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Compilation Report

As part of our engagement we will issue a report attached to the compiled financial statements,
which will describe the compiled financial statements and the work we performed for this
compilation engagement. The report will also note that the use of financial statements is
restricted to the purpose set out in this engagement letter, and that use and distribution of our
report provided for the compiled financial statements is restricted to you, as the company
directors.

Please sign and return the attached copy of this letter to indicate your acknowledgement of, and
agreement with, the arrangements for our engagement to compile the financial statements
described herein, and our respective responsibilities.

[Other relevant information]

[Insert other information, such as fee arrangements, billings and other specific terms, as
appropriate.]

XYZ & Co.

Acknowledged and agreed on behalf of ABC Company by
(signed)

Name and Title
Director
Date
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Appendix 2
(Ref: Para. A6671)

Ilustrative Practitioners’ Compilation Reports-for-CompHation-Engagements

Financial information prepared for a special purpose
Examplelllustration 1: Practitioner’s compilation Rreport for an engagement to compile

financial statements-to-be-used-fora-specificpurpose;information for
use only by the directorsmanagement of a company

Exampllllustratione 2: Practitioner’s compilation Rreport for an engagement to compile
special purpose financial statements_required under the terms of a
contract

Financial information prepared for a general purpose

Examplelllustration 3: Practitioner’s compilation Rreport for an engagement to compile
general purpose financial statements
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Illustration 1

o Practitioner’s compilation report for an engagement to compile financial
information that is intended for the special purpose of use only by the
management of a company

o The financial information comprises historical financial statements
incorporating certain accruals, compiled without notes for management’s use,
for management’s own purposes.

PRACTITIONER’S COMPILATION REPORT-ON-COMPH-ED-FINANCIALIINFORMAHON

To the-DirectorsManagement of ABC Company

accompanying financial statements of ABC Company in accordance with our terms of

engagement, based on information you have provided. agreed-with-you-as-the-directors 6f ABC

Company. These financial statements comprise a balance sheet as at December 31, 20X1 and an
income statement for the year then ended.

Management IS responS|bIe for thepreparatleneﬁthese flnanC|aI statements anel—ﬁeptheaeeuraey

Ihmwespen&hrmy—lnclud_ges selectlon ofng the fmancral reportlnq framework and the
accuracy and completeness of the |nformat|on used to compile the frnanC|aI statements on
manaqements behalf

Our—responsibitity-is-to-compHe-the-financial-statements—\We have-performed thisthe compilation

engagement in accordance with International Standard on Related Services 4410, Engagements
to Compile Historical Financial Information. This Standard requires that we comply with quality
control standards and relevant ethical requirements including observing ethical principles

relatrnq to |nteqr|ty, oblectlvrty, professronal competence and due care. and—hav&eemphed—\mth

A compilation involves applying expertise in accounting and reporting to present financial
information in accordance with the applicable financial reporting framework. A compilation does
not include gathering evidence for the purpose of expressing an audit opinion or a review
conclusion. Accordingly, we do not express an audit opinion or a review conclusion on these
financial statements.

Restriction on Distribution and Use

The specific purpose for which this financial information has been prepared is described in the
engagement letter that contains the terms of our engagement agreed with you. These financial
statements are for the exclusive use of the directersmanagement of ABC Company, and are-may
not be suitable for any-other purposes. Our report is intended solely for the directersmanagement
of ABC Company, and should not be distributed to, or used by any other parties.
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[Practitioner’s signature]
[Date of Practitioner’s report]
[Practitioner’s address]
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Illustration 2

Practitioner’s compilation report for an engagement to compile special purpose
financial statements required under the terms of a contract

PRACTITIONER’S COMPILATION REPORT ON-COMPH-ED-FINANCIAL- STATEMENTS
[To the Engaging Party]

We have compiled the accompanying financial statements of ABC Company in accordance with
Clause Z of the provisions of ABC Company’s contract with ZYX Limited dated [insert date of
relevant contract/agreement], based on information provided by management. These financial
statements comprise [name all the elements of the financial statements prepared under the agreed
special purpose financial reporting framework and the period/ date to which they relate].

Management is responsible for these financial statements, including selection of the financial
reporting framework, and the accuracy and completeness of the information used to compile the
financial statements on management’s behalf.

We performed the compilation engagement in accordance with International Standard on Related
Services 4410, Engagements to Compile Historical Financial Information. This Standard
requires that we comply with quality control standards and relevant ethical requirements
including observing ethical principles relating to integrity, objectivity, professional competence
and due care.

A compilation involves applying expertise in accounting and reporting to present financial
information in accordance with the applicable financial reporting framework. A compilation does
not include gathering evidence for the purpose of expressing an audit opinion or a review
conclusion. Accordingly, we do not express an audit opinion or a review conclusion on these
financial statements.

Restriction on Distribution and Use

The specific purpose for which these special purpose financial statements have been prepared is
described in [insert reference to the applicable note to the special purpose financial statements].
These financial statements were compiled exclusively for the benefit of [insert the specified
intended users identified under the terms of engagement]. As a result, they may not be suitable
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for another purposes. Our report is intended solely for [the specified intended users] and should |
not be distributed to or used by other parties.

[Practitioner’s signature]
[Date of Practitioner’s report]
[Practitioner’s address]
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Illustration 3

Practitioner’s compilation report for an engagement to compile general purpose
financial statements

PRACTITIONER’S COMPILATION REPORT-ON-COMPH-ED-FINANCIAL- STATEMENTS
[To the Engaging Party]

We have compiled the accompanying financial statements of ABC Company in accordance with
[applicable financial reporting framework] based on information provided by management.
These financial statements comprise the balance sheet of ABC Company as at December 31,
20X1, and the income statements, statement of -——changes in equity and cash flow statement for
the year then ended, and a summary of significant accounting policies and other explanatory
information.

Management is responsible for these financial statements, including selection of the financial

reporting framework, and the accuracy and completeness of the information used to compile the
financial statements on management’s behalf.

We performed the compilation engagement in accordance with International Standard on Related
Services 4410, Engagements to Compile Historical Financial Information. This Standard
requires that we comply with quality control standards and relevant ethical requirements
including observing ethical principles relating to integrity, objectivity, professional competence
and due care.

[Include reference to relevant laws or regulations where applicable].

A compilation involves applying expertise in accounting and reporting to present financial
information in accordance with the applicable financial reporting framework. A compilation does
not include gathering evidence for the purpose of expressing an audit opinion or a review
conclusion or audit opinion. Accordingly, we do not express an audit opinion or a review
conclusion on these financial statements.

[Practitioner’s signature]
[Date of Practitioner’s report]
[Practitioner’s address]
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