Path to Implementation: CSRS 4200

Path to Implementation:
CSRS 4200
Compilation Engagements

ASK ing Inc.

CSRS 4200 Compilation Engagements

« Effective for compiled financial information for periods ending on or
after December 14, 2021 (that is, December 2021 year ends)

* Earlier adoption permitted
* Replaces Section 9200 Compilation Engagements
* Deals with:
a) The practitioner’s responsibilities
b) The form and content of the compilation engagement report
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Terminology

Financial Information
versus
Financial Statements

General Matters — Decisions Required

* What is the firm’s target implementation date?

* How will you communicate with clients?
oWhen will you communicate?

* How will you communicate with third parties?
oWhen will you communicate?

CSRS 4200 Requirements

ASK @ Consulting Inc.
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Scope

Scope Exclusions

* The CSRS does not apply in certain circumstances

« If multiple services provided must meet ALL exceptions for scope
exclusion

* The standard does not apply practitioners are:
a) Acting as a member of the entity’s finance department
b) Performing bookkeeping services
c) Preparing Fl for use solely in government prescribed tax forms
d) Preparing Fl as part of another service

Scope Exclusions — Internal

* Acting as a member of the entity’s finance department
oMaking company decisions

* Preparing internal financial statements
oNo communication attached
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Scope Exclusions — Bookkeeping Service

* Providing bookkeeping services only:
oThe collection, classifying, summarizing and processing data to create
underlying accounting records
oResults in a general ledger and trial balance
* Preparing system-generated financial information
oNo communication attached
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Scope Exclusions — Tax Information
* Providing tax preparation services only:
olnformation prepared solely in government-prescribed tax forms
* Preparing information for inclusion in tax returns
oNo communication attached
11

Scope Exclusions — Other

* Other certain activities:
oActing in the capacity of trustee, receiver, liquidator
olnformation subject to an audit engagement or review engagement
by another practitioner

oAs part of another service such as:
= Preparation of forms by regulatory bodies (example, insurers)
= Business valuation
= Litigation support
= Personal financial planning

12
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Scope Exclusions

* If multiple services provided must meet ALL exceptions

* Can perform compilation engagement and issue report
oAt the request of management
oWhen circumstances dictate

13

Scope Exclusions — Decisions Required

* What is the process to clarify services provided to your clients? Where
do scope exclusions exist?

* Documentation?

14

Overall Requirements

15
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Overall Requirements — Compliance

* Understand the entire text of the CSRS
* Comply with all requirements
* Comply with relevant ethical requirements
* Set out in the Professional Code of Conduct
olntegrity
oObjectivity
oProfessional competence and due care
oConfidentiality
oProfessional behaviour

16

Overall Requirements — Independence

* Not required to be independent for a compilation engagement

* No substantive change in independence requirements

* Independence driven by Code of Professional Conduct (Rule 204)
oThreat
oProhibition

« If not independent disclose in the compilation engagement report

17

Overall Requirements — Decisions Required

* What is the process for identifying independence?

* Where independence matters exist, what is process to include
disclosure in compilation report?

* Documentation?

18
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Acceptance and Continuance

19

Acceptance and Continuance

* Prior to accepting or continuing an engagement, required to:
a) Make inquiries about intended use of Fl

b) Obtain acknowledgement from management on the basis of
accounting

20

Intended Use

Inquiry 1
* What is intended use of the compiled FI? Management only or is the FI
intended to be given to a third party?

Management response: “Information is for us and the
shareholders only.” (Internal Use)

Management response: “Information is for the bank
(or third party xx).” (Third Party Use)

Management response: “Not sure.” (Unknown User)

21
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Intended Use

« Examples of third parties:
oBanker
oSupplier
oCustomer
oPurchases of the business
oParty to dispute or litigation
oFunder
oOther?

22

Intended Use — Internal

Scenario 1: Management use only
« Still under the standard
« Obtain acknowledgment about the basis of accounting to be applied

* Include in engagement letter:
olnternal use only
oBasis of accounting to be applied

CONCLUSION:

Perform the engagement in accordance with
all the requirements of CSRS 4200

23

Intended Use — Third Parties
——

Inquiry 2
* Is the third party who will use the financial information in a position to
request and obtain further information from management?

Management response: “The bank (or third party xx) has access to
further information.” (With Access)

Management response: “Third party xx does not have access to
further information.” (Without Access)

Management response: “Not sure.” (Unknown)

24
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Intended Use — Third Parties WITH Access

Scenario 2(a): Specific third party WITH access to further information

* Confirm with management
oThird party in a position to request and obtain further information

* Not required to verify with third party

* Include in engagement letter:
oFl to be used by third party who has access to further information
oBasis of accounting to be applied

CONCLUSION:

Perform the engagement in accordance with all the
requirements of CSRS 4200
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Intended Use — Third Parties WITHOUT Access

Scenario 2(b): Specific third party WITHOUT access but agreed upon
basis of accounting

* Confirm with management
oAgreed upon basis of accounting with third party
* Not required to verify with third party
* Include in engagement letter:
oFl used by third party with agreed upon basis of accounting
oBasis of accounting to be applied
CONCLUSION:

Perform the engagement in accordance with all
the requirements of CSRS 4200

26

Intended Use — Unknown

Scenario 2(c): Unknown user
* When management unable to inform the practitioner of the use of the
financial information

CONCLUSION:

Option 1: Do not accept/continue engagement

Option 2: Accept/continue the engagement but use a general
purpose framework in the preparation of the FI

27
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Intended Use — Unknown

Scenario 2(d): General third party (therefore no access nor agreed upon

basis of accounting)

* Evaluate if sufficient information available to determine whether to
accept/continue engagement

“FI to be used for future borrowing purposes.”
Similar to 2(a): Third party WITH access

“Not sure.”
Similar to 2(c): Unknown user

28

Engagement Letter

* Obtain an engagement letter prior to performing the engagement
* Tailor engagement letter to include specific inclusions for:
oBasis of accounting
olntended use of financial statements
oAcknowledgement of use by third parties who:
= Are in a position to access to further information
OR
= Agreed upon basis of accounting

29

Engagement Letter

* No requirement to issue every year however required to evaluate
whether a change/revision/reminder is required

* Considerations:
oAny indication management misunderstands objective
oRevised or special terms
oChange in management
oChange in ownership
oSignificant change in nature or size of entity
oChange in legal, regulatory or contractual provisions affecting entity
oExpected change in use of FI

* Document assessment

30
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Acceptance and Continuance — Decision Required

Intended Use
* What is process for determining intended use of the FI?

* Process to verify with management third parties have access to further
information or agreed upon basis of accounting?

* Documentation?

31

Acceptance and Continuance — Decisions Required

Engagement Letter

* What is process to update the firm’s engagement letter template?
* When will the initial engagement letter be sent?

* How often will engagement letter be sent thereafter?

32

Basis of Accounting

33
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Basis of Accounting

* Fl prepared in accordance with a “basis of accounting”

* Purpose?
oTo assist users in understanding how the compiled Fl is prepared

34

Basis of Accounting

Inquiry 3

* What is the basis of accounting to be applied in the compiled FI?

Management response: “Cash basis with some accruals and estimates.”
Management response: “The basis is as outlined in the
banking agreement.”
Management response: “No clue.”

35

Basis of Accounting — Example

Services Company

The basis of accounting to be applied in the preparation of the financial
information is on the historical cost basis, reflecting cash transactions with
the addition of:

* Accounts receivable less an allowance for doubtful accounts

* Work-in-process accounted for on a net realizable value basis

* Property, plant and equipment amortized on the same basis as for
income taxes

* Accounts payable and accrued liabilities

* Current income taxes payable as at the reporting date

36
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Basis of Accounting — Disclosure

* “Typical” policies

[e]

o
o
o
o

Revenue/receivables

Accounts payable and accrued liabilities
Property, plant and equipment
Inventory

Current income taxes

37

Basis of Accounting — Disclosure

“Unique” policies

O O 0 OO0 O O O

WIP

Agricultural

Investments

Leases

Rental property

Significant estimates

Asset retirement obligations
Other?

38

Basis of Accounting — Disclosure

* Consider client portfolio
oTypes of industries

* Develop template basis of accounting notes for each type

* Tailor to specific client circumstances

39

A Consulting Inc.



Path to Implementation: CSRS 4200

Basis of Accounting — Disclosure

* Not allowed to say “in accordance with ASPE except for. . . ”

* Can assist in determining however . . .
oManagement is responsible for final selection
* Include basis of accounting in engagement letter

40
Basis of Accounting — Decisions Required
* How many template notes will be required based on client portfolio?
* What is process for drafting template basis of accounting notes?
* How will basis of accounting note be tailored to specific clients?
* Documentation?
41

Performing the Engagement

42
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Performing the Engagement

* Obtain knowledge the entity’s business and operations through:
oDiscussion with management
oPerforming other engagements
oPast experience

43

Performing the Engagement

* Required to obtain knowledge of:
a) The entity’s accounting system and accounting records including:
oNature and extent of accounting adjustments
oTypes of matters requiring adjustments in prior periods
oWhether the information provided is not otherwise misleading
b) The basis of accounting

44

Knowledge of the Business — Operations

* Consider:

oNature of the entity’s assets, liabilities, revenues and expenses

oThe size and complexity of the entity and its operations
« Also consider:

oGovernance and ownership

oRelated parties

olndustry and nature of operations

oEntity’s products or services

oSize (# employees)

oDebt or financing arrangements

oSignificant changes from prior year

45
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Knowledge of the Business — Systems & Records

Consider:

oSoftware used

oWho inputs data and prepares accounting records

oMajor cycles:
= Revenue, receivables, receipts (customers, nature, sources)
= Purchases, payables, payments (suppliers, payment, contracts)
= Payroll (# employees, service provider/in-house)

oOther areas:
= Reconciliations
= Journal entries
= Estimates

46
Performing the Engagement — Decisions Required
* What is approach to gathering knowledge of the business?
* Documentation?
* When will knowledge information be documented?
* How will staff be trained on documentation tools?
47

Compiling
Financial Information

48
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Compiling Financial Information

PREPARED IN ACCORDANCE WITH THE BASIS OF ACCOUNTING

Significant
Judgements

UNDERLYING COMPILED FINANCIAL
ACCOUNTING RECORDS INFORMATION

ADJUSTING JOURNAL ENTRIES

49

Compiling FI — Stand-back Requirement
=

* New requirement

* Read the compiled Fl in light of knowledge of the entity
and basis of accounting

* Consider whether such information is misleading

« If believe misleading, bring these matters to the
attention of management

50

‘Compiling Fl — Other Considerations

* Comparative information
oStandard does not require or prohibit inclusion of comparative
information
oConsider alternatives if change in basis of accounting
= Retrospective restatement with description
= No retrospective restatement only description
= Nothing (assuming change does not make FI misleading)

51
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Compiling FI — Other Considerations

* Notes
oOnly note required is basis of accounting
oStandard does not require or prohibit inclusion of notes
olnclude if consider useful or necessary

52

Compiling FI — Other Considerations
=

* Compiled financial information
oStandard does not require labeling each page as “unaudited”

53

Compiling FI — Decisions Required
—

* What is the format of the compiled financial information?

* Are any updates to firm templates required?
* How to include the basis of accounting note?

54
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Other Matters

55

Other Matters — Change in Intended Use
=

 During the engagement, may become aware of change in intended use
* Consider if revising the terms of the engagement is necessary

* No responsibility to monitor intended use after compiled Fl has been
issued

56
Other Matters — Subsequent Events
« If a fact becomes known after the date the compiled Fl has been issued:
oDiscuss the matter with management
oDetermine whether the compiled Fl needs to be amended
olnquire how management intends to address the matter
57
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Other Matters — Subsequent Events
=

« If compiled Fl are amended and a new report issued:

oPrepare the amended Fl including a note describing the nature of
the amendment

oRefer to the note in the new compilation engagement report and to
the earlier compilation engagement report
oAdvise management to:
= Inform users that the compiled Fl has been amended
= Provide users with the amended report and Fl

58

Other Matters — Withdrawing
=

* Required to withdraw from an engagement in certain circumstances

« If occurs, consult

59

Other Matters — Decisions Required

* None

60
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Documentation

61

Documentation — Requirements

* Minimum documentation requirements include:
a) Engagement letter
b) Knowledge of business and basis of accounting
c) Reconciliation of accounting records to the compiled FI
d) Significant judgments
e) Communication to management
f) Copy of final version of FI
g) Copy of compilation engagement report
h) Reasons for withdrawing from engagement (where applicable)

62

Documentation — Reconciliation and Final Version

* Document reconciliation of underlying accounting records to the
compiled FI

* Requirement to obtain an acknowledgment from management that it
has have taken responsibility for the final version of the compiled FI

63
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Documentation — Final version of FI

* Requirement to obtain an acknowledgment from management that it
has have taken responsibility for the final version of the compiled FI

* How?
« Signature on the final version of the compiled FI
* Written communication — paper, electronic

« Oral acknowledgment documented by the practitioner

64
Documentation — Decisions Required
* What is the process to determine engagement template file set up?
* How will the firm document knowledge of the business?
* How will the firm document management approval of FI?
* How will the firm meet other documentation requirements?

65

Compilation

Engagement Report

66
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Compilation Engagement Report

* New compilation engagement report

Date the report on the date
management approves the compiled Fl

67

Compilation Engagement Report

To Management of ABC Company

On the basis of information provided by management, we have compiled the balance sheet of ABC Company as at December 31, 20X1,
the statement of income and retained earnings for the year then ended, and Note X, which describes the basis of accounting applied in
the preparation of the compiled financial information [and, if applicable, other expl i ion] (*financial i i

is ible for the ing financial ion, including the accuracy and completeness of the underlying
information used to compile it and the selection of the basis of accounting.

We performed this engagement in accordance with Canadian Standard on Related Services (CSRS) 4200, Compilation Engagements,
which requires us to comply with relevant ethical our ibility is to assist in the of the
financial information.

We did not perform an audit engagement or a review engagement, nor were we required to perform procedures to verify the accuracy
or of the i ion provided by ingly, we do not express an audit opinion or a review conclusion,
or provide any form of assurance on the financial information.

Readers are cautioned that the financial information may not be appropriate for their purposes.

Practitioner’s Signature
Date of report
Practitioner's Address

68

Compilation Engagement Report — Decisions Required

* How is the compilation engagement report updated into client template?

* Are any changes in workflow needed due to approval/dating
requirement?

69
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Implementation

70
Next Steps — Implementation Plan
Implementation Scopi Overall Acceptance &
Timing coping Requirements Continuance
Basis of Performing the
Accounting Engagement
71
General Matters — Decisions Required
=

* What is the firm’s target implementation date?
oEarly adoption
o Engagements ending on or after [DATE]
oWhen effective

* How will you communicate new standard requirements with clients? When?
o CPA Canada Management Briefing
o Determine timeframe

* How will you communicate new standard requirements with any third parties?
When?

o CPA Canada Third Party Briefing
o Determine timeframe

72
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General Matters
* How? When? Other communication considerations:
oFee discussions needed?
o Coordinate with new engagement letter?
* Firm branding: Create “wrap around” communication using CPA Canada Guides?|
*cpa= “epa==
Compilation Engagements | Compilation Engagements
Management Briefing Third-Party i
o ou Need to Knoiw

Scoping — Decisions Required

* What is the process to determine the services provided to your clients?
oAll at once vs. engagement by engagement
oFormal vs. informal
oReview client engagements and:
= Discuss services provided with your client
= Understand the service being provided
= Conclude on scope exclusions

* How are you going to document scoping exercise?
oExisting firm client listing
oScoping spreadsheet
oOther

74

Overall Requirements — Decisions Required

* What is the process for identifying independence matters?
oCode of Professional Conduct (Rule 204)
oDiscuss with client
oPerform in conjunction with scoping exercise

* Do any independence issues exist?
oldentify clients where further independence consideration required
oConclude on independence

* Where independence matters exist, what is process to ensure included
in compilation report?
olnclude in report if not independent

75
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Acceptance and Continuance — Decisions Required

* What is process for determining intended use of the FI?
oDiscuss with client
oPerform in conjunction with scoping exercise
olf third party user confirm:
= Third party in a position to obtain further information
= Agreed upon basis of accounting

76

Scoping — Sample Scoping Spreadsheet
=

Firm Name

Client Scoping Template

Partner &

CSRS 4200 Implementation

Effective date: Engagements ending on or after December 14, 2021

oo 86,

oravide reasen
tor
continuingfmer
Ingepandance | Intended use | 1 provised continuing | New standard | Engagement
wampen a1 ot toaThee 4 | angapemans, |dmsusesiien | lster et
oot Hame. {Dwscriba) appes? (Y7} adrwsa? (/4] | [wscribe) | Pay? [1/M) | (/M) | Paery? (/) | (wperiba) | chuer (Oma} | (Data]
0 0 € 3 [l T f

3 T
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Acceptance and Continuance — Decisions Required
=

* What is the process to update the firm’s engagement letter template?
oCSRS 4200 Appendix 1
oPEG Engagement letter
oSpecific firm tailoring
oSpecific client tailoring
* When will the initial engagement letter be sent?
oTiming of initial engagement letter
* How often will engagement letter be sent thereafter?
oAnnually
oEvery #x years

78
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Acceptance and Continuance — Engagement Letter

* Tailor engagement letter for:
oBasis of Accounting
olntended use of compiled financial information
= Management only?
= Third parties?
“*Access to further information
«»Agreed upon basis of accounting

* Additional tailoring for:
oFirm branding
oClient circumstances
oAdditional clauses — privacy, termination, fees, terms, legal

79
Basis of Accounting — Decisions Required
* How many template notes will be required?
oDefine industries based on firm’s client portfolio
oCreate preliminary “template” for each industry identified
* What is the firm’s process for drafting template basis of accounting
notes?
oDraft template notes
oEnsure accessible for all
= Shared drive
= Client file
= Template file
80

Basis of Accounting — Sample Notes

Appendix C - Examples of Descriptions of the Basis
of ng

CPA Canada CSRS Implementation
Tool for Practitioners

Appendix C: Examples provided for
certain specific industries:

* Real Estate Rental

* Retail

* Professional Services s
- Agriculture .
* Investment Companies

basis o acceumting spes
o

sors I understancing how tha compsad

81
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Basis of Accounting — Decisions Required

* How will basis of accounting note be tailored to specific client
circumstances?
oTailor
oConsider unique situations
olnclude reference to basis of accounting in engagement letter

82

Basis of Accounting — Sample Notes

* Draft by financial statement line item, not industry
* Not required to have a policy for every item
* Factors to consider in tailoring to client:
oNature of the industry
olntended use of the compiled FI
o0“Unique” circumstances
oSpecific financial reporting requirements
= Applicable law
= Regulatory reporting requirements
= Contractual provisions with third party

83

Performing the Engagement and Documentation —
Decisions Required

* What is the client engagement template file set up?
oExisting template
oRevision

* What is the client engagement template format?
oAcceptance/continuance
oKnowledge of the business
oCompletion

84
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Performing the Engagement and Documentation —
Decisions Required

* What is the approach to documenting knowledge of the business? When?
o Consider timing
oDocumentation approach
= PEG
= Firm tailored checklist
= Memo
* How will the firm document management approval of FI?
o Consider alternatives
= Email
= Verbal (with documentation)
= Written
= Sign off of final FI
* How will the firm meet other documentation requirements?
o Evaluate if other documents necessary

85

Knowledge of the Business — Documentation

A25. In obtaining knowledge of the entity’s business and operation, consider:
a) The nature of the entity’s assets, liabilities, revenues and expenses; and
b) The size and complexity of the entity and its operations.

A.26 In obtaining knowledge accounting system and accounting records, consider:
a) How transactions are recorded, classified and summarized in the entity’s
financial information to determine:

i.  The nature and extent of accounting adjustments that might need to be
made for the compiled Fl to be prepared in accordance with the basis
of accounting selected by management; and

ii. Whether information provided is not otherwise misleading;

b) The types of matters that required accounting adjustment to the entity’s
financial information prior periods.

86

Knowledge of the Business — Documentation

* Documentation:
oPEG forms?
oFirm tailored forms?
oCombination?
« Starting point depends on what is currently used in existing files to
document client knowledge

87
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Knowledge of the Business — Documentation

* CSRS 4200 PEG forms released (2020 release)
* Includes:
0C1-10 — Engagement acceptance/continuance
0C2-10 — Knowledge of the entity
0C2-90 — Worksheet — Time budget
0C3-10 — Completion checklist
0C3-90 — Worksheet - Withdrawal
0C3-95 — Report transmittal

88

Performing the Engagement and Documentation —
Decisions Required

* How will staff be trained on file set up and documentation tools?
oDevelop training plan
oDetermine timing of training
* How will the firm roll out the tools and templates?
oFull roll out
oPilot files

89

‘Compiling the FI — Decisions Required

* What is the format of the compiled financial information?
oSet up financial information template
oNew template needed or existing template adequate?
oConsider timing in conjunction with issuing new report
* What is the process to add basis of accounting note?
oTailor to client specific circumstances
oWhere to save?

90
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Other Matters — Decisions Required

* None
oRespond as necessary if situation encountered during engagement
oDocument and include in file

91

Compilation Engagement Report — Decisions Required

* How is the compilation engagement report updated into client template?
oUpdate firm templates
* Are any changes in workflow needed due to approval/dating
requirement?
oConsider workflow
oConsider approval of FI
oConsider current Fl release procedures

92

Final Steps — Decisions Required

* What other firm decisions are required as a result of implementation of
the new standard?

oTo address as required
* Any other matters to consider?
oTo address as required

93
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Bringing It All Together

94
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COPYRIGHT NOTICE

This material is delivered to you by ASK KSA Consulting Inc. (ASK KSA). All rights reserved. Other than for internal use only,
no part of this course material/publication may be reproduced, stored in a retrieval system, or transmitted, in any form or
by any means (photocopying, electronic, mechanical, recording or otherwise) without permission from ASK KSA.

DISCLAIMER

This course material deals with complex matters and may not apply to parti umstances. As well, the
course material and the references contained therein reflect standards, laws and practices which are subject to change. For
these reasons, the course material should not be relied upon as a substitute for specialized professional advice in
connection with any particular matter. Although the course material has been carefully prepared, ASK KSA does not accept
any legal responsibility for its contents or for any consequences arising from its use.
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