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REVIEW OF INTERIM FINANCIAL INFORMATION PERFORMED
BY THE INDEPENDENT AUDITOR OF THE ENTITY

Inquiries, Analytical and Other Review Procedures

19.

20.

21.

The auditor should make inquiries, primarily of persons responsible for
financial and accounting matters, and perform analytical and other review
procedures to enable the auditor to conclude whether, on the basis of the
procedures performed, anything has come to the auditor’s attention that
causes the auditor to believe that the interim financial information is not
prepared, in all material respects, in accordance with the applicable
financial reporting framework.

A review ordinarily does not require tests of the accounting records through
inspection, observation or confirmation. Procedures for performing a review of
interim financial information are ordinarily limited to making inquiries,
primarily of persons responsible for financial and accounting matters, and
applying analytical and other review procedures, rather than corroborating
information obtained concerning significant accounting matters relating to the
interim financial information. The auditor’s understanding of the entity and its
environment, including its internal control, the results of the risk assessments
relating to the preceding audit and the auditor’s consideration of materiality as it
relates to the interim financial information, affects the nature and extent of the
inquiries made, and analytical and other review procedures applied.

The auditor ordinarily performs the following procedures:

. Reading the minutes of the meetings of shareholders, those charged with
governance, and other appropriate committees to identify matters that may
affect the interim financial information, and inquiring about matters dealt
with at meetings for which minutes are not available that may affect the
interim financial information.

. Considering the effect, if any, of matters giving rise to a modification of
the audit or review report, accounting adjustments or unadjusted
misstatements, at the time of the previous audit or reviews.

. Communicating, where appropriate, with other auditors who are
performing a review of the interim financial information of the reporting
entity’s significant components.

. Inquiring of members of management responsible for financial and
accounting matters, and others as appropriate about the following:

o  Whether the interim financial information has been prepared and
presented in accordance with the applicable financial reporting
framework.

o  Whether there have been any changes in accounting principles or in
the methods of applying them.



REVIEW OF INTERIM FINANCIAL INFORMATION PERFORMED
BY THE INDEPENDENT AUDITOR OF THE ENTITY

o  Whether any new transactions have necessitated the application of a
new accounting principle.

o Whether the interim financial information contains any known
uncorrected misstatements.

o Unusual or complex situations that may have affected the interim
financial information, such as a business combination or disposal of
a segment of the business.

o Significant assumptions that are relevant to the fair value
measurement or disclosures and management’s intention and ability
to carry out specific courses of action on behalf of the entity.

o  Whether related party transactions have been appropriately
accounted for and disclosed in the interim financial information.

o Significant changes in commitments and contractual obligations.

o Significant changes in contingent liabilities including litigation or
claims.

o Compliance with debt covenants.

o Matters about which questions have arisen in the course of applying
the review procedures.

o Significant transactions occurring in the last several days of the
interim period or the first several days of the next interim period.

o Knowledge of any fraud or suspected fraud affecting the entity
involving:
— Management;

— Employees who have significant roles in internal control; or

—  Others where the fraud could have a material effect on the
interim financial information.

o Knowledge of any allegations of fraud, or suspected fraud, affecting
the entity’s interim financial information communicated by
employees, former employees, analysts, regulators, or others.

o Knowledge of any actual or possible noncompliance with laws and
regulations that could have a material effect on the interim financial
information.

Applying analytical procedures to the interim financial information
designed to identify relationships and individual items that appear to be
unusual and that may reflect a material misstatement in the interim
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financial information. Analytical procedures may include ratio analysis
and statistical techniques such as trend analysis or regression analysis and
may be performed manually or with the use of computer-assisted
techniques. Appendix 2 to this ISRE contains examples of analytical
procedures the auditor may consider when performing a review of interim
financial information.

. Reading the interim financial information, and considering whether
anything has come to the auditor’s attention that causes the auditor to
believe that the interim financial information is not prepared, in all
material respects, in accordance with the applicable financial reporting
framework.

The auditor may perform many of the review procedures before or
simultaneously with the entity’s preparation of the interim financial
information. For example, it may be practicable to update the understanding of
the entity and its environment, including its internal control, and begin reading
applicable minutes before the end of the interim period. Performing some of the
review procedures earlier in the interim period also permits early identification
and consideration of significant accounting matters affecting the interim
financial information.

The auditor performing the review of interim financial information is also
engaged to perform an audit of the annual financial statements of the entity. For
convenience and efficiency, the auditor may decide to perform certain audit
procedures concurrently with the review of interim financial information. For
example, information gained from reading the minutes of meetings of the board
of directors in connection with the review of the interim financial information
also may be used for the annual audit. The auditor may also decide to perform,
at the time of the interim review, auditing procedures that would need to be
performed for the purpose of the audit of the annual financial statements, for
example, performing audit procedures on significant or unusual transactions that
occurred during the period, such as business combinations, restructurings, or
significant revenue transactions.

A review of interim financial information ordinarily does not require
corroborating the inquiries about litigation or claims. It is, therefore, ordinarily
not necessary to send an inquiry letter to the entity’s lawyer. Direct
communication with the entity’s lawyer with respect to litigation or claims may,
however, be appropriate if a matter comes to the auditor’s attention that causes
the auditor to question whether the interim financial information is not prepared,
in all material respects, in accordance with the applicable financial reporting
framework, and the auditor believes the entity’s lawyer may have pertinent
information.

The auditor should obtain evidence that the interim financial information
agrees or reconciles with the underlying accounting records. The auditor

8
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may obtain evidence that the interim financial information agrees or reconciles
with the underlying accounting records by tracing the interim financial
information to:

(&)  The accounting records, such as the general ledger, or a consolidating
schedule that agrees or reconciles with the accounting records; and

(b)  Other supporting data in the entity’s records as necessary.

The auditor should inquire whether management has identified all events
up to the date of the review report that may require adjustment to or
disclosure in the interim financial information. It is not necessary for the
auditor to perform other procedures to identify events occurring after the date of
the review report.

The auditor should inquire whether management has changed its
assessment of the entity’s ability to continue as a going concern. When, asa
result of this inquiry or other review procedures, the auditor becomes
aware of events or conditions that may cast significant doubt on the entity’s
ability to continue as a going concern, the auditor should:

(@  Inquire of management as to its plans for future actions based on its
going concern assessment, the feasibility of these plans, and whether
management believes that the outcome of these plans will improve
the situation; and

(b)  Consider the adequacy of the disclosure about such matters in the
interim financial information.

Events or conditions which may cast significant doubt on the entity’s ability to
continue as a going concern may have existed at the date of the annual financial
statements or may be identified as a result of inquiries of management or in the
course of performing other review procedures. When such events or conditions
come to the auditor’s attention, the auditor inquires of management as to its
plans for future action, such as its plans to liquidate assets, borrow money or
restructure debt, reduce or delay expenditures, or increase capital. The auditor
also inquires as to the feasibility of management’s plans and whether
management believes that the outcome of these plans will improve the situation.
However, it is not ordinarily necessary for the auditor to corroborate the
feasibility of management’s plans and whether the outcome of these plans will
improve the situation.

When a matter comes to the auditor’s attention that leads the auditor to
question whether a material adjustment should be made for the interim
financial information to be prepared, in all material respects, in accordance
with the applicable financial reporting framework, the auditor should
make additional inquiries or perform other procedures to enable the
auditor to express a conclusion in the review report. For example, if the

-10-



REVIEW OF INTERIM FINANCIAL INFORMATION PERFORMED
BY THE INDEPENDENT AUDITOR OF THE ENTITY

auditor’s review procedures lead the auditor to question whether a significant
sales transaction is recorded in accordance with the applicable financial
reporting framework, the auditor performs additional procedures sufficient to
resolve the auditor’s questions, such as discussing the terms of the transaction
with senior marketing and accounting personnel, or reading the sales contract.
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AU Section 722
Interim Financial Information

{Supersedes SAS No. 71}
Source: SAS No. 100.
Effective for interim periods within fiscal years beginniné after December 15, 2002.

Analytical Procedures, Inquiries, and Other
Review Procedures

.15 Procedures for conducting a review of interim financial information
generally are limited to analytical procedures, inquiries, and other procedures
that address significant accounting and disclosure matters relating to the in-
terim financial information to be reported. The accountant performs these pro-
cedures to obtain a basis for communicating whether he or she is aware of any
material modifications that should be made to the interim financial informa-
tion for it to conform with generally accepted accounting principles. The specific
inquiries made and the analytical and other procedures performed should be
tailored to the engagement based on the accountant's knowledge of the entity’s
business and its internal control. The accountant's knowledge of an entity's
business and its internal control influences the inquiries made and analyti-
cal procedures performed. For example, if the accountant becomes aware of a
significant change in the entity's control activities at a particular location, the
accountant may consider (¢) making additional inquiries, such as whether man-
agement monitored the changes and considered whether they were operating as
intended, (b) employing analytical procedures with a more precise expectation,
or (c¢) both.

.16 Analytical procedures and related inquiries. The accountant should
apply analytical procedures to the interim financial information to identify
and provide a basis for inquiry about the relationships and individual items
that appear to be unusual and that may indicate a material misstatement.
Analytical procedures, for the purposes of this section, should include:

9 See paragraph .28 of this section.

AU §722.14
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® Comparing the quarterly interim financial information with compa-
rable information for the immediately preceding interim period and
the quarterly and year-to-date interim financial information with the
corresponding period(s) in the previous year, giving consideration to
knowledge about changes in the entity's business and specific trans-
actions.

® Considering plausible relationships among both financial and, where
relevant, nonfinancial information. The accountant also may wish to
consider information developed and used by the entity, for example,
information in a director's information package or in a senior commit-
tee's briefing materials.

¢ Comparing recorded amounts, or ratios developed from recorded
amounts, to expectations developed by the accountant. The accoun-
tant develops such expectations by identifying and using plausible
relationships that are reasonably expected to exist based on the ac-
countant's understanding of the entity and the industry in which the
entity operates (see paragraph .17 of this section).

® Comparing disaggregated revenue data, for example, comparing rev-
enue reported by month and by product line or operating segment dur-
ing the current interim period with that of comparable prior periods.

See Appendix A [paragraph .54] of this section for examples of analytical pro-
cedures an accountant may consider performing when conducting a review of
interim financial information. The accountant may find the guidance in section
329, Analytical Procedures, useful in conducting a review of interim financial
information.

.17 Expectations developed by the accountant in performing analytical
procedures in connection with a review of interim financial information ordi-
narily are less precise than those developed in an audit. Also, in a review the
accountant ordinarily is not required to corroborate management's responses
with other evidence. However, the accountant should consider the reasonable-
ness and consistency of management's responses in light of the results of other
review procedures and the accountant's knowledge of the entity's business and
its internal control.1®

.18 Inquiries and other review procedures. The following are inquiries the
accountant should make and other review procedures the accountant should
perform when conducting a review of interim financial information:

a. Reading the available minutes of meetings of stockholders, directors,
and appropriate committees, and inquiring about matters dealt with
at meetings for which minutes are not available, to identify matters
that may affect the interim financial information.

b.  Obtaining reports from other accountants, if any, who have been en-
gaged to perform a review of the interim financial information of sig-
nificant components of the reporting entity, its subsidiaries, or its other
investees, or inquiring of those accountants if reports have not been
issued.?

¢. Inquiring of members of management who have responsibility for fi-
nancial and accounting matters concerning:

10 See paragraph .22 of this section.

11 In these circumstances, the accountant ordinarily is in a position similar to that of an auditor
who acts as principal auditor (see section 543, Part of Audit Performed by Other Independent Auditors)
and makes use of the work or reports of other auditors in the course of an audit of financial statements.

AU §722.18
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®  Whether the interim financial information has been prepared in
conformity with generally accepted accounting principles consis-
tently applied.

e  Unusual or complex situations that may have an effect on the
interim financial information. (See Appendix B [paragraph .55] of
this section for examples of unusual or complex situations about
which the accountant ordinarily would inquire of management.)

®  Significant transactions occurring or recognized in the last several
days of the interim period.

e  The status of uncorrected misstatements identified during the pre-
vious audit and interim review (that is, whether adjustments had
been recorded subsequent to the prior audit or interim period and,
if so, the amounts recorded and period in which such adjustments
were recorded).

e  Matters about which questions have arisen in the course of apply-
ing the review procedures.

© Events subsequent to the date of the interim financial informa-
tion that could have a material effect on the presentation of such
information.

®  Their knowledge of any fraud or suspected fraud affecting the en-
tity involving (1) management, (2) employees who have significant
roles in internal control, or (3) others where the fraud could have
a material effect on the financial statements.

e  Whether they are aware of allegations of fraud or suspected fraud
affecting the entity, for example, received in communications from
employees, former employees, analysts, regulators, short sellers,
or others.

e Significant journal entries and other adjustments.
e Communications from regulatory agencies.

¢  Significant deficiencies, including material weaknesses, in the de-
sign or operation of internal controls which could adversely affect
the issuer's ability to record, process, summarize, and report fi-
nancial data.

d. Obtaining evidence that the interim financial information agrees or
reconciles with the accounting records. For example, the accountant
may compare the interim financial information to (1) the accounting
records, such as the general ledger; (2) a consolidating schedule de-
rived from the accounting records; or (3) other supporting data in the
entity's records. In addition, the accountant should consider inquiring
of management as to the reliability of the records to which the interim
financial information was compared or reconciled.

e. Reading the interim financial information to consider whether, based
on the results of the review procedures performed and other informa-
tion that has come to the accountant's attention, the information to be
reported conforms with generally accepted accounting principles.

. Reading other information that accompanies the interim financial in-
formation and is contained in reports (1) to holders of securities or
beneficial interests or (2) filed with regulatory authorities under the
Securities Exchange Act of 1934 (such as Form 10-Q or 10-QSB), to
consider whether such information or the manner of its presentation

AU §722.18
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is materially inconsistent with the interim financial information.?? If
the accountant concludes that there is a material inconsistency, or be-
comes aware of information that he or she believes is a material mis-
statement of fact, the action taken will depend on his or her judgment
in the particular circumstances. In determining the appropriate course
of action, the accountant should consider the guidance in section 550,
Other Information in Documents Containing Audited Financial State-
ments, paragraphs .04 through .06).

.19 Many of the aforementioned review procedures can be performed be-
fore or simultaneously with the entity's preparation of the interim financial
information. For example, it may be practicable to update the understanding
of the entity's internal control and begin reading applicable minutes before the
end of an interim period. Performing some of the review procedures earlier in
the interim period also permits early identification and consideration of signif-
icant accounting matters affecting the interim financial information.

20 Inquiry concerning litigation, claims, and assessments. A review of
interim financial information does not contemplate obtaining corroborating ev-
idence for responses to inquiries concerning litigation, claims, and assessments
(see paragraph .07 of this section). Consequently, it ordinarily is not necessary
to send an inquiry letter to an entity's lawyer concerning litigation, claims,
and assessments. However, if information comes to the accountant's attention
that leads him or her to question whether the interim financial information
departs from generally accepted accounting principles’® with respect to litiga-
tion, claims, or assessments, and the accountant believes the entity's lawyer
may have information concerning that question, an inquiry of the lawyer con-
cerning the specific question is appropriate.

.21 Inquiry concerning an entity's ability to continue as a going concern. A
review of interim financial information is not designed to identify conditions
or events that may indicate substantial doubt about an entity's ability to con-
tinue as a going concern. However, such conditions or events may have existed
at the date of prior-period financial statements.!* In addition, in the course of
performing review procedures on the current-period interim financial informa-
tion, the accountant may become aware of conditions or events that might be
indicative of the entity's possible inability to continue as a going concern. In
either case, the accountant should (a) inquire of management as to its plans for
dealing with the adverse effects of the conditions and events and (b) consider
the adequacy of the disclosure about such matters in the interim financial in-
formation.® It ordinarily is not necessary for the accountant to obtain evidence

2 The principal accountant also may request other accountants invelved in the engagement, if
any, to read the other information.

3 In accordance with APB Opinion No. 28 and Article 10 of Regulation S-X, contingencies and
other uncertainties that could be expected to affect the fairness of the presentation of financial data
at an interim date should be disclosed in interim reports in the same manner required for annual
reports. Such disclosures should be repeated in interim and annual reports until the contingencies
have been removed, resolved, or become immaterial. The significance of a contingency or uncertainty
should be judged in relation to annual financial statements.

1 For purposes of this section, "conditions or events that existed at the date of prior-period finan-
cial statements” include (a) substantial doubt about the entity’s ability to continue as a going concern
that existed at the preceding year end, regardless of whether the substantial doubt was alleviated
by the auditor’s consideration of management's plans, or (b) conditions and events disclosed in the
immediately preceding interim period.

15 Information that might be disclosed is set forth in section 341A, The Auditor's Consideration
of an Entity's Ability to Continue as a Going Concern, paragraph .10. If the accountant determines
that the disclosure about the entity's possible inability to continue as a going concern is inadequate,
a departure from generally accepted accounting principles exists.

AU §722.21
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in support of the information that mitigates the effects of the conditions and
events.

.22 Extension of interim review procedures. If, in performing a review of
interim financial information, the accountant becomes aware of information
that leads him or her to believe that the interim financial information may
not be in conformity with generally accepted accounting principles in all ma-
terial respects, the accountant should make additional inquiries or perform
other procedures that the accountant considers appropriate to provide a basis
for communicating whether he or she is aware of any material modifications
that should be made to the interim financial information. For example, if the
accountant's interim review procedures lead him or her to question whether a
significant sales transaction is recorded in conformity with generally accepted
accounting principles, the accountant should perform additional procedures,
such as discussing the terms of the transaction with senior marketing and ac-
counting personnel, reading the sales contract, or both, to resolve his or her
questions.

.23 Coordination with the audit. The accountant performing the review of
interim financial information ordinarily will also be engaged to perform an au-
dit of the annual financial statements of the entity. Certain auditing procedures
may be performed concurrently with the review of interim financial informa-
tion. For example, information gained from reading the minutes of meetings of
the board of directors in connection with the review also may be used for the
annual audit. Also, there may be significant or unusual transactions occurring
during the interim period under review for which the auditing procedures that
would need to be performed for purposes of the audit of the annual financial
statements could be performed, to the extent practicable, at the time of the in-
terim review, for example, business combinations, restructurings, or significant
revenue transactions.
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