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Keview

Genera! Standards

4401.01 Applicability

4401.02

Every engagement, regardless of its nature or size, is subject to
review. The review procedures that relate primarily to accounting
and reporting ‘matters are discussed in this chapter. Review
procedures applicable to other services rendered by the firm are
described at Chapter 6300, Tax Manual, and Chapter 7800, :
Management Advisory Services Manual.

Responsibilities
Independent review procedures are an integral part of applymcr
due professional care, and their 1mportance cannot be
overemphasized.

Responsibility for an engagement extends to every person who
contributes to the final result. Because of the nature of our
services, errors of principle or detail may enter into the work at

- any point. For this reason, each engagement is reviewed

4401.03

carefully, and each level of review is recorded in the work papers.
Certain engagements entail a statutory legal liability that
exceeds an accountant’s liability under common law. Other
engagements may involve special reporting considerations.
Ordinarily, such engagements require additional administrative
and review procedures. See Appendix C for an index of approval
and notification requirements, Section 3405 for notification
procedures, and Section 4406 for technical review procedures.

Levels of Review—Audit Engagenents

The review process for audit engagenients is a related
interdependent process with five distinct levels of responsibility
as follows:

o

In-charge accountant’
2. Account administrator
3. Review department

4, Tax department
5

. Post-review

Each function has its distinct purpose, and the person performing
the review should not be comforted by the fact that his work will
in turn be reviewed. Specific responsibilities that must be
completed at each level of review before a report is released are
described in Sections 4402 through 4405.

For unaudited financial statements, the levels of review differ
somewhat. See Section 3809.
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- Review

idence of Review o
oL gﬁide’;ce oJ; audit work paper review is provided by signing Index
1100—Work Paper Review of the Guide to Audit Objectives and
Procedures and by initials or signatures, as appropriate, on
individual Audit Guide modules and work papers. .
Evidence of work paper review for unaudited financial
statement engagements is provided by signing the appropriate
confidential engagement programs and initialing work papers.
ction 3802. ' .
Se’gvsiceience of report review is provided by signing the ‘“Report
Guide Sheet” (Form 1-311).

. eview Questionnaires _

HOLE llgeview guestiormaires tend to duplicate procedqres in )
engagement programs. For example,. such questionnaires may
ask whether confirmations were obtained or inventories observed
when the same questions are posgd in the engagement program.
Consequently, it is the firm's policy not to use review
questionnaires.

1.06 Final Reading and Signing of Report .
0 All financial itatements are finally read and interchecked by the.
review partner or his delegate. All audit report letters are signed
by the review partner or another partner.

isposal of Nonevidential Matter . .

HOLET gleﬁng thef course of an engagement, certain r}onevxdenhal
matter is accumulated. This includes “to do” lists, open N
questions, point sheets, superseded work papers, and reviewers
notes. At the conclusion of all review procedures, the work
papers must be complete and in support of the report, and all
nonevidential matter shall be destroyed. Any matters of
continuing significance should be incorporated ina
memorandum to the account administrator. See Section
3502.04—Data for Subsequent Year.

roval and Notification Requirements .
HOL Ié;g;tain matters regluire ciearance or notification of such parties
as the regional director of accounting and auditing, firm
counsel in the National office, assistant national managing
partner-technical, and the regional managing partner. Such
matters are indexed in Appendix C. . : '
Ordinarily, clearances should be evidenced by an appropriate
interoffice memorandum prepared by the review departmentand
addressed to the regional director of accounting and auditing.

e v+ T
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4402 In-charge Accountant

4402.01 General .

The responsibilities of the in-charge accountant are set forth in
Section 3205. His responsibility includes the adequacy of the
work of all personnel assisting in the engagement.

Concurrent reviewing by the in-charge accountant takes place
continuously throughout the field work as a part of supervision
and training. However, such review is not a substitute for
performing the procedures in this section before submitting the
report and work papers for review by the account administrator.

4402.02 Work Papers and Permanent Files
The in-charge accountant enters his signature on Index
1100—Work Paper Review of the Guide to Audit Objectives and
Procedures only after being satisfied that all work paper review
comments developed during this level of review have been
. disposed of (including appropriate revisions of the work papers)
and the audit documentation is, to the best of the in-charge
accountant’s knowledge and belief, complete. -
In performing the work paper review, the in-charge
accountant:

* Determines that the scope of work defined in the respective
sections of the Guide to Audit Objectives and Procedures (or such
other audit program as may be applicable in the circumstances)
has been carried out and that any significant matters or

problems noted have been properly considered, resolved, and
documented.

» Determines that adequate audit evidence has been obtained to
provide a reasonable basis for the auditor’s report letter in

observance of the generally accepted auditing standards of field
work. 3

* Determines that all phases of the work have been concluded in
accordance with the engagement plan and the work papers
completed in accordance with Chapter 3500.

* Reviews each lead schedule and related Audit Guide mddule,
commentaries, and supporting analyses and initials and dates
all work papers prepared by others.

» Initials and dates the trial balance, lead schedules, and
commentaries and dates and signs the final procedure in each
Audit Guide module, indicating that the audit objectives for each
segment of the audit were met and that significant factors
considered in meeting the objectives were summarized in the
appropriate sections of the work papers. ‘

* Resolves all points and questions raised in the work papers.

(AN
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Review '

+ Determines that the work papers contain only information
related to the specific engagement and that all nonevidential

matter has been disposed of.
 Reviews all journal entries to see that they have been properly

prepared. ‘

« Obtains the account administrator’s approval of the journal
entries (preferably before leaving the field) before submitting

them to the client for approval.

» Obtains the account administrator’s approval that the field
work is in fact complete.

e Evaluates the performance of those assisting in the conduct of
the field work. '

| 4402.03 Financial Statements and Auditors’ Report

! The “Report Guide Sheet” (Form 1-311) is prepared by the

§ in-charge accountant. After he is satisfied that all report review

‘ comments developed during his review have been disposed of,
and the financial statements and auditors’ report letter are in
conformity with professional standards and the firm’s policies
and procedures, the in-charge accountant signs the report review

section of the “Report Guide Sheet.”
4403 Account Administrator

4403.01 General
The account administrator conducts a review of the engagement

as part of his ultimate responsibility for each of the firm’s clients
assigned to him. His intimate knowledge of the client’s affairs
provides him with an informed basis for appraising the adequacy
of procedures and the adherence to proper accounting principles.
His review also alerts him to pertinent matters relating to his
overall consulting activities with the client.

The account administrator’s review is a continuing matter nct
restricted to the period immediately following the field work
phase of the engagement. It is imperative that he periodically visit
the client’s offices during the course of the engagement to review
progress and to determine that all questions raised have been
satisfactorily resolved.

Only in rare instances is it anticipated that an account
administrator will delegate his review function to another
individual: In such cases, it may only be delegated to a partner or
manager who is familiar with the account. However, in all
instances, the account administrator remains responsible for such
review and should ascertain that the review has been properly
performed before the work papers and report are forwarded to

the review department.

7

- Review

The deor: v il ;
revien, S gxeeref of detail in which the account administrator’s
Cil'CUDISi;arlicesO:)?lqu depends on various factors perﬁne:nt to the
degree of e € engagement and wil] be influenced by
e ¥ 1ance which he can place on the staff ex el
n ‘ .
review. Hoyors ¢ degree to which there was » prelimina
ol re;vie ver, the account administrator is not re o,
W procedures as tracing figures and mechanica]

accuracy; the responsibilit
rovie departme};t. y for these procedures rests with the

th;/\/fﬁge Cgeag,ible, the'account adﬁﬁnistrator revi
uring the final stages of the audit, Thig permits the

account admini i |
dministrator to more easily resolve any questions which

arise an its hi
and permits him to extend audit procedures if that appear
) s

necessary,

4403.02 'Ilf}ll;aerk Papers and Permanent Files
account administrator ent. is si .
LA _ ers his signature on Indey
Work Paper ReV}ew of the Guide to Audit Objeg‘ze';es and

» Rea i
e gs;”g;et ;rlzazzdbfg;_ce,-lead schedules, individual modules of
dotermie czr jectives and Procedures, and commentax;es to
beer mine generally accepted auditing standards hav
ployed, paying particular attention to: e

D. . 1 . . [_"

* Determi
ermines the adequacy of explanations for substantia]

variances between nd
Current a i i i
alances. Prior year financial statement

¢ Reads supporiin
- analyses , )
particular 3 ttenﬁgn to:y and permanent file data, giving

e Suffici i
vl fﬁ:tcty 91‘ competent evidential matter in support of ou
represe“rtaegé Specifically considering confirmationg =
i ns, minutes, contract ’
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agreements, and similar documents ases, loan
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«s Documentation of planning, execution of the engagement,
including control and budgeting of time.
e+ Completeness of audit memorandums and commentaries,
with specific emphasis on content, as outlined in Section
3501.04.
» Approves journal entries (preferably in the field) before they
are submitted to the client for approval.

« Resolves all questions raised in the review performed by the
in-charge accountant.

» Initials key work papers as follows:
o« Initials and dates the trial balance, lead schedules, the
“Reviewed By’ box on the first page of each Audit Guide

module, and commentaries, indicating that the audit
objectives for each segment of the audit were met and that

significant factors considered in meeting the objectives were
summarized in the appropriate sections of the work papers.

o Initials and dates selected other work papers that he deems
necessary, especially those where his intimate knowledge of
the client’s affairs is particularly applicable.

« Evaluates the performance of the in-charge accountant and
assistants in the conduct of the engagement. :

4403.03 Financial Statements and Auditors’ Report
The account administrator signs the report review section of the
“Report Guide Sheet” after being satisfied that all report review
comments developed during his review have been disposed of
and the financial statements and auditors’ report letter are in
conformity with professional standards and the firm's policies

and procedures.
In performing the financial statement and auditors’ report letter

review, the account administrator:

+ Analyzes the financial statements and notes to make certain
that representations and amounts in the report make sense
from a business standpoint. x

« Reads the complete report to determine that generally accepted
auditing standards have been employed, giving particular
attention to:

s« Presentation of financial statements.in accordance with
generally accepted principles of accounting that have been

consistently observed.
s+ Disclosures necessary for a fair presentation of the financial
statements have been made by the client.

S R
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The account administrator is also responsible for reviewing the

report with the client after i pr "
e wth, er it has been approved by the review

fnancal statements on hich e have rencered b opiacn
reports and pﬁntirlg}a:r%ggssgfc tihgocrlgﬁgms o afts of annual
L s encs o mtemans T s
the dlient refuses o comply with our reques the s
accounting and auditi;gmfn(%i?tggé txig)nhgy? ;1;&3 regional director of

4404 Review i)epartment

4404.01 §?{partial Review of Audit Engagements
aulcs1 .:he policy of the firm to require an {:npartial review of each
au ﬂl1 er;gagemept by an individual unreiated to the engagem t
e client. This function is performed in each officegb f';th .
person designated as the review partner or his delegate} )

4404.02 Report Letter Signatures
All reports are finally read and interchecked by the review

partner or his delegate. All audit report letters are signed by the

review partner or another partner.

4404.03 One-Partrer Offices

In one-partr fi nagin 'p
. g ner offices the manaed i i
revieny parne e Managing 5:»artne.r 1s responsible for the
view tunction. If there is a regu larly assigned reviewer other
!

than t i i i
he managing partner in such office, then the following .

procedures apply:

. Ilit)arnzngagements where the account administrator is the
ar pg;rfxg rg}az;neei,e \t;l;e regularly assigned reviewer of the office
: -ViIew department review, since the
managing partner is responsible for performing the account

administrator review on th
e . .
account administrator. engagements for which he is the

* All reports are finall : . :
managing partmer. | o interchecked, and signed by the

B ot e
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In one-partner offices where there is no regularly assigned
reviewer other than the managing partner, the following
procedures apply:

« The managing partner personally performs the review
department review on all audited financial statements
engagements except those on which he is the account
administrator.

e Forthe review department review of those engagements where -
the managing partner is the account administrator, such review
must be performed by the review department of the nearest
separate office; the regional director of accounting and auditing
approves the office selected for the review. .

« The managing partner or the review partner of the reviewing
ffice finally reads and signs all reports.

Engagements Involving More Than One Office

Ordinarily, the operating office that performs the work is
responsible for conducting all levels of review in conformity with
Sections 4402 through 4405.- This applies to engagements
involving a division, subsidiary, cr other segment of a business
where the overall engagement is under the primary control of
another operating office. However, the controlling or principal

~ office méay assume full responsibility for performing the tax

department review (Section 4405) and review department review
(Section 4404) and in such cases should notify the offices involved
of the decision.

When all levels of review are performed by the operating office
that conducted the engagement, the principal operating office
should read the work papers, permanent file, and report (if any)
to determine whether there are matters that may affect the
consolidating or combining of accounts in the financial ¢
statements, financial statement disclosures, or audit procedures
applicable to the entire engagement.

If the work for another office consists of observation of
inventories, counting petty cash, or other procedures not
constituting a complete audit of an entity, the principal office
ordinarily assumes the review responsibility for such work.

Responsibilities Shared with Tax Departinent

Income taxes are generally material in relation ‘o the financial
statements. Because of the complexities of the tax laws and their
effect on current professional pronouncements, the tax and
review departments share the respensibility for approving
income tax amounts and disclosures in financial statements.
Accordingly, it is essential that these two departments coordinate
their respective reviews to assure that the objectives of the
impartial review are met. Moreover, it is important to have a clear
understanding of the differences between treatment of items in

781

cie?red, S0 as to avoid last-minute chanes
statement and balance sheet accourits °

Ea partment i \
ch de ent is expected to have a sufficient knowledge of
O

accounting for income taxes to i

: : meet the firm's object:
review of the income tax accruals and related exp]erfst:s/es or

4404.06 Approval

The review department reviewer ent

permarient file review commenis developed durixfga Itjliirsalzgel of

| review i i i
! have been disposed of (including appropriate revisions of

the work papers), and th i
t ’ e audit s d
the reviewer’s belief, complete. documentation is, to the best of

professional standards and the
and procedures. Before signing. the revie )
(S)i%}lled’ Ialé;certam that all hold items have %eengivroéerjz'lrcgzgided
on the eport Guide Sheet”; itis the responsibility of the partner
t(; mar ratggg; Stlk;gntmﬁ ﬁ)rlgnal release on the “Report Guide Sheet’”
g In that all hold items have been cleg; eview
) ) leared. The

grc;ptir;rgﬁnt should'conmder w1thh01ding signature for iif Zleev‘lyew

eport Guide Sheet” whenever a hold item inv:)Ives a

matter that could materiall i
. v C ¢ :
auditors’ eport letter. J hange the financial statements or

4404.08 Acceptance for Review

Frequently, the review d
7, epartment performs a curso i
Upon receipt of a report draft and related files to det:ayrr:ier‘:;ew

whether, on its face, it
. ,-4-€, 1t appears to be acceptable for revi
department review. If there are obvious opmissions tr;e:lew

€ngagement is returned to the account administrator for

completion, If the engagement
n. I appears complete, t
€ngagement is scheduled for review departrgent rel\;ifew
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. Review

4404.09 Review Procédures

The steps set forth on the Standard Review Department
Procedures at Section 4404.10 will be performed as a minimum
review by a review department for audit engagements.

The review of audited financial statement engagements
requires the exercise of judgment. Accordingly, a reviewer
should expand the scope of his review beyond the standard
procedures to the extent he feels necessary in the circumstances.

The review partner is responsible for closely supervising the
work of the review department. The degree of supervision
depends on the qualifications and experience of the reviewers
and the tasks to which they are assigned on certain engagements.
The review partner may assign certain phases of the review
department review procedures, outlined in Section 4404.10, to
various members of the review staff. In the case of certain
mechanical accuracy test procedures, persons outside the
department may be delegated mechanical steps 1-4 of Section
4404.10 only, provided that all of the requirements for review

department are met. If the review department is satisfied that
such mechanical accuracy steps have been effectively performed,
it need not also perform them. Nevertheless, the review
department remains responsible for assuring that the mechanical

accuracy procedures are performed.

4404.10 Standard Review Department Procedures

Overall objectives. The overall objectives of the review

department review of audit engagements are to determine that

the work papers and financial statements, standing alone,
demonstrate and document compliance with: . :

» Generally accepted auditing standards.

+ Generally accepted accounting principles.
» Policies and procedures of the firm as set forth in its manuals.

Mechanical accuracy. The objective of the mechanical accuracy

review is to assure the mechanical and arithmetical accuracy of
the report and related work papers. Some calculations involve
analyses of complex agreements and judgments about the

applicability of certain provisions. In such cases, the calculation

should be tested as part of the audit verification reviews.
The mechanical accuracy review includes:
1. Tracing amounts that arrive at account balances to lead
schedules. (For example, Work Paper Index 6310 to Work
Paper Index 6300.)

2. Tracing lead schedules to working trial balances. (For example,

Work Paper Index 6300 to Work Paper Index 1402,)
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3. Tracing all figures in report to work papers.
4. Interchecking all figures in report to work papers.

5. Iest-checkin im ant calculat w
port i \
S g . t calc la ons in the ork papers, such

* Accruals for interest income and expense

. Accr .
ccruals and provisions for State and federal income taxes

* Accruals for pension and profit-sharing plans
Accrued bonuses.

* Depreciation (if the original calculation was made by us).
* Inventory price testing (if adjustments result therefrom).
* Installment sale income, '

6. Checking in detail certain calculations, Among these are:
* Earnings per share. |
* Compliance with loan agreement restrictions.
¢ Loose figures for footnotes.

firm’ o . :
m’s policies and procedures for assembling evidentia] matter

necessary to support the i i
ropart o pp Tepresentation stated in our auditors’

)

* Preparation of financia] i
statem i i
formats set forth in Chapter 47%%?5 " conformity with the.

» Clearance of accountin in 4
: . g and reportin i
regional office, as listed at Appgndix %Im aHiers with the

S ¢ . . - . i
* oupervision, administration, and control of the engagement

» Organization, indexin
1, ind 8. and content of work g
permanent files, in conformity with Chap?err BPSB%EIS and

» Filing, tailoring, cross-referenci
. e =l - ncing, P ,
Audit Objectives and Procedures mgcoi?SmSIPnl?g; e Guide to
3502.03. Tuty with Section

. O i i .
Completion of tax grouping sheets and income tax returns prior

to receipt of the engage . !
Section 3505.03. gagement for review, in conformity with

Assembly of footnote data in the work papers at Index 1600
Completeness of the permanent file, ' .

Use of audit technj
b ques, such as statisti i
AUDASSIST, and flow charting. @l sampling,

TR et St e

s
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« Use of flow charts, portraying our understand?ngﬂofetsk'le
accounting policies and procedures, prepared in cases:

o+ Where the accounting policies and procedures weixl'f .
sufficiently intricate to require flow charting to ga

understanding of the system.

i liance on the
. the audit approach placed greater rel r
:\c’?cirl;ting systemp(}ijncludi;x.é tests 01f9 cc;my.zllar;cgt;:/;xt;c[};r ;?e
nting procedures—see AICPA Professional Star )
iféogectiogn%zo.SS) in deterrrunm(gpt;nep ne}tur% ;}rrb%zlféaizs
' tantive tests (see AIC rofession rds,
i\grsltegtfigﬁgzgg.@—%) of particular classes of transactions

or balances.

", : r”
o+ Where the engagement required a report on. compliance,
that is, determining whether certain regulations or -
contractual agreements were met. (See AICPA Profess

Standards, AU Sections 640-641.)

Audit verificat'ion. The objectives of the audit verification

review are to: ’ . .
Determine whether the scope of work def1qed inthe iiafgetcgr\:e

‘ sections of the audit program has been carried out anO era{ y
significant matters or problems noted have been properly

considered and resolved.

« Determine whether adequate audit evidence hfxs bee‘nt ?:tt'fel:led
to provide a reasonable basis for the auditors’ repor .

Consider the following factors in evaluating whether the audit
objectives have been met.
« Nature and timing of verification procedures
« Scope of work
«« Period covered
+¢ Size and definition of field
¢« Salient factors tested
+» Sample selection method
«« Number of items tested .
+ Quality of corroborating evidential matter examined
+ Clarity of work performed
« Resolution of questions
« Adequacy of commentaries

In the conduct of the review department revievy, th?éce;/tlii\::'er
should consider the following key areas of audit veri :

{
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* Proper treatment of areas that may lead to, or are susceptible to,

material misstatement of the financial report. Adequacy of

account administrator’s review of such areas and consideration

of the peculiarities of the client and its industry during the
review., :

accounting policies and procedures that affect the nature,
timing, and extent of audit procedures to be applied in the
examination of the financial statements.

to Audit Objectives and Procedures (or such other audit program
applicable in the circumstances) that pertain to the engagement
and modifications that are necessitated by changes in the
client’s business practices and accounting policies and
procedures. ‘

Adequacy of explanations of material variations between
‘current and prior year financial statement amounts,

Completeness of representation letters.

* Propriety of reporting and disclosure of transactions with

related parties.

Adequacy of support for and accuracy of all material journal
entries prepared by us. :

» Factors that may have a bearing on amounts reported in the

balance sheet, such as:

*« Results of accounts receivable verification by confirmation
and supplementary procedures. : )

** Adequacy of allowance for doubtful accounts,

s+ Adequacy of inventory verifications, including validity of
conclusions as to price testing, physical invento
observations, and factors relating to possible obsolescence.
Reliability of confirmations of inventory held for and by
third parties. Conformity of cost accounting procedures to
generally accepted accounting principles. Proper use and
documentation of “lower cost or market.”

¢ Valuation of investments.

»+ Adequacy of examination of property, planf, and equipment
accounts. :

s« Valuation and amortization of intangibles.

*+ Realizability of assets at carrying amounts.

¢+ Scope, basis of selection, and results of liability verification.
*+ Adequacy of accrued liabilities. '

Relevarice of commentaries describing the characteristics of the

Selection of the standard audit procedures outlined in the Guide -
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«+ Adequacy of provision for income taxes. (See Section
4404.05.)

ificati . S -term debt,
«e Adequacy of verification procedures on long eb!
inch?dincgyconﬁrmations and review of indenture restricions.

«» Adequacy of examination of capital accounts.

Factors that may have a bearing on the results of operations,
such as:

++ Proper period for reporting of income and expense.

ignifi i tices for sales, costs, and
ignificant aspects of business prac : :
oe gx%enses, anc}l) the accounting methods employed, mcltudmg
current year changes that may affect the engagement.

os Accounting policies and procedures for the sales/ai:coun::
receivable/cash receipts funcﬁons,.the purchases/ aLcoEn
ayable/cash disbursements functions, ax:xd the gayr?e e
functions that may affect the nature, timing, an ex
audit procedures applied.

«+ Adequacy of the tests of the applicable books and records.

) General journal
b) Sales journal book
sh receipts bOOKS
c% (A:Licounts r%ceivable subsidiary ledger
¢) Inventory records
£) Cash sales journal
g) Purchases
h) Accounts payable
i) Cash disbursements
j) Payroll journal o
k) Payroll laber cost distribution

«« Adequacy of the tests of the underlying documents.

a) Sales invoices

b) Customer orders

¢) Shipping documents

d) Credit memos

¢) Purchase orders

f) Vouchers _

g) Vendors' invoices

h) Cancelled checks. _

i) Wage rate authorization
j) Time cards

s Adequacy of the tests of other income and experise accounts.

Financial statements and auditors’ report review. T};it eview
objectives of the financial statements and auditors’ rep

are to:

- : e e SR SR AT T
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+ Determine whether management’s representations in the *
financial statements as to the company’s financial position,
results of operations, and changes in financial position are in
agreement or reconciled with the company’s records.

» Determine whether the individual items comprising the
financial statements are properly classified and described and

that they are satisfactorily grouped to avoid showing
unnecessary detail.

» Determine that our report letter is appropriate in the
circumstances.

Factors to consider in evaluating whether the audit objectives
have been met include:

» Report terminology, content, and presentation conform o
standards set forth in Chapter 4700.

o Our report letter complies with Chapter 3900 and with the
AICPA statements on auditing standards.

e Accounting principles conform to opinions, statements, and
interpretations of the body designated by the AICPA to
establish such pronouncements.

» Completeness of footnote disclosures. See Section 4715—Notes
to Financial Statements.

 Reports on companies filing with regulatory agencies conform
to the SEC Guide. :

Concluding the review. In concluding his review, the reviewer
does the following:

» Clears all questions with the account administrator.
Controversial points that cannot be resolved between the
review partner and account administrator are referred to the
‘managing partner for decision.

» Communicates any suggested changes in our report letter or
the financial statements to the account administrator. The
reviewer should ordinarily not make the changes himself.

« Communicates suggestions (in addition to those developed by
the in-charge accountant) for the following year to the account
administrator. Such suggestions would typically include
statistical sampling, assistance of client’s personnel to prepare
schedules, use of computer audit specialists and AUDASSIST,
and possible reduction of test scope.

o If necessary, requests review partner to communicate
comments about adequacy of in-charge accountant review and
the account administrator review to managing partner.
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. Ascertains that all hold items hal\:e been pr%%gtr}llyé?ilcl%rg:? t:er;
: rr : 1

#Report Guide Sheet.” (It is the responsis :
tolzemangger signing for final release on the Reporlt GufeThe
Sheet” to ascertain that all hold gems .Iggzelgt;ﬁg Sci ;ﬁiu;e he

i ider withho
review department sho/1:11d consi O g fold

Jed review on the “Report Guide oie

iiilinvolves a matter that could materially change the report.)

« Signs Index 1100 of the work papers as reviewer.

« Siens the “Report Guide Sheet”’ as reviewer.
(=}
4405 Tax Department

440500 ?rf:oerrxfé taxes are generally material in relation to the financial

statements. Accordingly, it is the ;folicy of tl;seﬁrxglx; ;cs)erg?talggi::é

: als prior to
department approval of tax accru : e

i i i ] statements. Therefore,
and certain unaudited financial s : e |
i the field) each client’'s

epartment reviews (preferably in _
idnc%ame tax accruals and related expenses. (See also Stec;tlon
3809.01 with respect to unaudited financial statements.

35 ibilities and Procedures .
0502 Iéeesc}t)ig’;SIGSIOS of the Tax Manual states the tax acc:rual. revlegects
policies applicable to the tax department. The following subj

are included:

« Review policy

« Concurrent review of tax accrual and tax retuns

« Cursory review

« Consultation with audit staff .

« Responsibilities shared with review department (see Section
4404.05) |

« Approval of work papers and permanent files

« Approval of financial statements and report letter

o Review procedurés

105 Return Review ST :
4405.03 1_1?;13; tax department’s review of tax returns is discussed in the Tax

Manual.
4406 Technical Review's

eneral . o h
0600 gl";he account administrator hai1 thefpnmary ;‘i’s;p&z:esgléxrtg ;O;pz '
i i i therefore revi
of his assigned clients, and efore : . i
and all audit reports related to tii2 client prior to i1ssuanc

4405 -
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In conducting their respective reviews, the in-charge and the
account administrator perform such procedures as they deem
necessary to fulfill the objectives of Sections 4402 and 4403.

4406.02 Applicability of Technical Review Policy

The review policies discussed in this section apply to the
following:

» All registration statements under the Securities Act of 1933,
such as Forms S-1, S-8, S-11, and $-14, including
posteffective amendments thereto.

» Applications for exemption under Regulation A.

o Registration statements on Form 10 under the Securities
Exchange Act of 1934.

+ Proxy statements involving business combinations.

« Sale or acquisition audits where financial statements with

which we are associated may be relied upon by the buyer
and/or seller.

» Audits of broker-dealers and broker-dealer stock exchange
questionnaires.

« Blue sky filings containing financial statements with which
our name is associated. :

» Private offering circulars containing financial statements with
which our name is associated.

« Foreign securities offerings that include financial statements
with which our name is associated.

o Reports pursuant to the Investment Advisers Act of 1940.
» Local government securities offerings.

Refer to Sections 3405 and 4401.08 for notification requirements.

In addition to the foregoing situations, regional directors of
accounting and auditing are authorized to require technical

reviews on a case-by-case basis in such situations as they deem
appropriate. )

4406.03 Reports Not Covered by Technical Review Policy
Specifically not covered by the technical review policy are
current, quarterly, and annual reports filed with the SEC.
However, if a publicly held client is planning to file a registration
statement for the sale of additional securities or as a posteffective
amendment because of outstanding warrants or employee stock

options, the annual report on Form 10-K should be subjected to
these review policies prior to its filing.

PR

e
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Review

sibilities of the Technical Reviewer o
I’;}isengirzir:il:i{;tfinc{ion of the technical reviewer is to as?ure tlzle
quality of our work, both as to compliance with thg rlu es 1ain o
regulations of the regulatory agency and the essential quality
the underlying audit. The role of the technical re\}?e“igrbe
encompasses the following goals, and his effort shou
directed specifically toward their accomplishment.

* To make high-level technical experience available to all offices
and account administrators on an as-needed basis.

irm’ i technical accounting
To enhance the firm’s reputation on t cal a :
) matters in the eyes of the SEC and the entire financial

community. ’ |
» To protect the other partners of the firm from 1§ht(}21 substantial
liability that can be incurred in connection with these
engagements. . . ' .
° Togminimize the costs to our clients in connection k\iAlllith fl'ciiese
technical engagements by bringing in addition:;il skills an
experience at an early point in the engagement.

The technical reviewer is expected to remain al?rea§t oi? qun:lnt
developments in regulatory areas. In this connection, individu 3
interested in assuming this role should so direct their reading an

professional development courses. The individual who assumes -

ibility of a technical reviewer is required to make
;}i\fn;iifp :\f";illzlll)llteyto consult with the account admnki‘istrator med
connection with any client problems for which hﬁ as e}siuin
responsibility and to keep in close contact with the r?gtfataarise
director with respect to problems axzd policy questions
i ion with the engagement. .
a Ictoigllieicetlf?lnction of thegteghnical reviewer to give each 4
engagement to which he is assigned a careful, cntfﬁiall' asv o
impartial review. The technical reviewer must be {:}1\ “
the responsibility which he has undertaken to protec
i the firm. :
mt’ie"}iriiszicc;fnical reviewer should determine the scope and the
extent of the review that he feels are appropriate after 4
consultation with the regional director of accox_mtmlg an
auditing. In situations where the engagement involves arﬁ .
established client that has been filing regularly with an kf»\c angc,'f
the technical reviewer may make the decision to limit t ; SCOp
his review. But, where an initi_al filing is ipvqlved, an , -
particularly in situations involving companies in the deve(&i 'czprr(l) °n
stage, the technical reviewer may w1sh‘to review the aﬁ 1t Kéx
papers and underlying documents and un'der'take suc % her
review procedures as he feels will best fulfill his. respor\sll< i es.
The extent to which the technical reviewer examines work pap
and underlying documents rests in his discretion.

T
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Review

’

The technical reviewer’s role is that of a detached final
reviewer. Generally, his review should not be conducted in the
client’s office; his review is essentially an internal matter and
should be handled away from the pressures of client situations.

The technical reviewer should remain in close touch with the
account administrator during the field work phase of the

- engagement until the engagement is completed and should be
prepared to make himself available for consultation as required.
He should give final approval of comfort letters and participate in
the selection of the individuals who can best represent the firm in ,
attending due-diligence meetings, meetings with the SEC, and

* the consideration of key questions.

The technical reviewer should keep the regional director
informed of progress and important matters and should inform
the regional director, the director of quality control—National
office, and the account administrator of the completion of the

assignment by use of the “Technical Review Notification” form
(see Section 3405.54). :

4406.05 Responsibilities of the Account Administrator '
The account administrator has primary responsibility for the
conduct of the engagement. He is responsible for the conduct of
the audit, meeting deadlines, maintaining client contact, and -
dealing with all essential client and staff-oriented problems. The
details of the account administrator’s usual responsibilities are
discussed at Section 3200. The account administrator’s review of
each engagement for which he is responsible is discussed in detajl
at Section 4403. .

In working with the technical reviewer, the account
administrator has certain important obligations to the technical
reviewer. It must be kept in mind that the technical reviewer is
frequently a partner from another office who has client ;
responsibilities comparable to those of the account administrator.,
In assuming the review responsibility, he has agreed to make
himself available on matters not involving his clients for an
unpredictable amount of time. Therefore, it is imperative that the
account administrator be sensitive to this situation and advise the
technical reviewer well in advance of al] unusual problems or
questions involved in the engagement. He should keep the
technical reviewer informed about the anticipated timing of the
entire engagement and the time that will be required of the
technical reviewer. In addition, it is generally helpful if the
account administrator provides the technical reviewer with copies
of old reports, registration statements, and other data that will be
helpful in acquainting the reviewer with the client’s operations
and problems. He should also undertake to keep the technical
reviewer advised of all current developments during the progress
of the engagement. Finally, it is the responsibility of the account
administrator to see that copies of drafts, proofs, and the related

94-081 O - 77 - 51
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i ived by ical revi Il as by the
material are received by the technical reviewer, as well ¢
director of quality control—National office and the regional
director of accounting and auditing.

Hoe.06 %i{eegtgillnorﬁcal reviewer may not delegate his responsibility to any
other person. However, he may delegate a portion of his rtetvx;v.v
on a particular assignment to another person whois subject to his
direct administfa'tign and cohtrol. Ordinarily, the decmoz; to
delegate should be discussed with the regional director o
accounting and auditing.

4410 Unaudited Financial Statements

ion 3 i i i olicies and
See Section 3809 for a discussion of review p
procedures applicable to unaudited financial statements.

4411 Limited Purpose Reports

imited purpose reports containing incomplete financial
ijlrg;leflta}:ioni are sgbject to the same review procedurets as
reports containing full financial statements. Letters cf:pn aining
incomplete financial presentations come within the' 31r.m s L as
definition of limited purpose reports and must be 38v1e\:ire42 80
though they were formal reports. See Chapters 4000 an .

4420 Review by Others

l o
w00 %i’ée::tenﬁon of work papers is necessary to protect thek.1 firm sk
position in the event of subsequent inquiry. Generally},lt fg wor
papers are the only evidence of work performed by t e1 1r:n.
While the rules in the following section apply particularly 011
reviews conducted by other accounting firms, tl}ey are eguaﬁy
applicable to others, such as1 attorneys or actuaries. See Section
3504, Work Papers—Control. ,

' Jagz);':gtrllr(es th; be followed in the event that a partner or t
employee of the firm is served with a subpoena to testify ;)r tz'oe
produce records are set out at Section 1603 of the Administrativ
Manual.

cessor Accountants . o
D02 §rlf1ce firm’s policy in those cases invplvmg an exammahec:;;igg r:)mr
work papers by other accounting firms 1s£that up?n rt Y w%ll
instructions in writing from the client or former clien A w .
permit such examination, subject to the following conditions:

o The review can only be conducted with the approval of the
account administrator ana managing partner.
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* The examination must be made in our offices during regular
working hours.

* Arepresentative of our firm must always be present during the
review, :

* No papers may be removed from our office under any
circumstances. :

» All fees due the firm must b
work papers is permitted.

Frequently, successor accountants request copies of our
permanent file and work paper data. As a general rule, we do not
allow the successor firm to copy our audit programs (e.g., Guide

to Audit Procedures and Objectives) and work paper conclusions.

Ordinarily, we allow the successor accountant to copy work
papers containing accounting information of continuing
significance, such as work papers supporting balance sheet
accounts and those applicable to contingencies.

e paid before any examination of

4420.03 Successor Auditors

It is also the policy of our firm to comply with AU Section 315 of
AICPA Professional Standards concerning communications with
successor auditors. Our conduct is similar to the policy described

in Section 4420.02. However, the following conditions are also
applicable:

» Ordinarily, we will be available to consult with the successor
auditor and allow him to review our work papers.

* There should be agreement as to which work papers are to be
reviewed and which are to be copied.

* We should limit our consultation and work paper review to the
successor auditor who has accepted the engagement (unless we
have made suitable fee arrangements with the client).

* When the account administrator and managing partner
conclude that, for certain reasons, they are unwilling to permit
the review of our work papers, concurrence of the regional
director of accounting and auditing must be obtained.

4420.04 Governmental Agencies

When governmental agencies request access to our work papers,
the firm permits such inspection only on written authorization of
the client or in response to a subpoena. In the event that work
papers are subpoenaed, either by a governmental agency or'in
connection with civil litigation, the regional director of accounting
and auditing and the firm counsel in the National office are
immediately notified. In addition, any work papers-that are
subpoenaed by governmental agencies must be microfilmed or

photocopied before such papers are released from our
possession.

e
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Review

It is the policy of the firm to cooperate with revenue agents
conducting routine examinations of income tax returns filed by
our clients. Generally, work papers are not volunteered to the -
revenue agent, and those submitted to the agent are limited in
scope to the particular question raised. In all instances, we insist
that the papers be made available only upon written
authorization of the client or in response to a subpoena. (See
Section 6404 of the Tax Manual for policies related to the

examination of work papers by the Internal Revenue Service.)

Regional Director Review

Post-review of Reports

Copies of certain reports are required to be sent to regional
offices. See Section 4305.01 for details. Such reports are
postreviewed on a-test basis in the regional offices.

Significant comments or suggestions are forwarded to the local
office review department and the responsible account
administrators. Account administrators should take appropriate
action to correct deficiencies that are called to their attention.

Review of Correspondence

Correspondence relating to auditing or accounting matters is
reviewed by the regional directors of accounting and auditing. If
deemed necessary, comments or suggestions are issued to the
operating office.

Audit Standards Review

Audit standards reviews of operating offices are conducted
annually.

Such reviews are conducted by audit standards team leaders
assisted by partners, managers, and cther selected personnel _-
from offices other than that under review. '

For further details of audit standards reviews, refer to the Audit
Standards Team Leader Guide.
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