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Purpose of this publication

CPA Canada has developed this Practitioner Client Briefing (Briefing) to pro-
vide practitioners with a document for discussion with clients and materials for
their clients to have a discussion with the users of their financial statements.

It discusses implementation of the new review engagement standard.

How to use this publication

To enable users of this Briefing to distinguish its different content areas,
we have organized the information into three distinct sections, each aimed
at a specific group of readers. The Briefing is structured as follows:

Part A—Practitioner Briefing developed specifically for you, the practitioner
Part B—Client Briefing developed for your clients

Part C—Third-Party Briefing developed for lenders and other users of financial statements

This Briefing has been prepared so you can separate or “tear out” the parts
of the Briefing and distribute them as you see fit. As a result, when designing
the Briefing to satisfy the informational needs of three distinct groups, a cer-
tain amount of repetition was inevitable, since it is expected that most readers
will refer to only a single part of this Briefing.




PART A

Practitioner Briefing

When does CSRE 2400 affect my practice?

CSRE 2400 is effective for reviews of annual and interim financial statements
(except when the interim engagement falls under the scope of Section 7060,
Auditor Review of Interim Financial Statements) for periods ending on or after
December 14, 2017; planning for the implementation of this new standard
should begin before then. CPA Canada has published an Audit & Assurance
Alert that raises awareness of CSRE 2400, outlines some of the implications for
your practice and shows what you can do to be ready when it comes into force.

2016 and 2017 2018
Planning for the Full application
application of CSRE 2400

March 31, 2016
Standard released

Why should | discuss this Briefing with my client?

This Briefing will provide you with information to start the discussion with your

clients on the implications of the implementation of CSRE 2400. The following

points are matters you may address:

« Effective Date: CSRE 2400 is effective for reviews of financial statements
for periods ending on or after December 14, 2017.

¢ Engagement Letter and Representation Letter: Your clients will receive
a new engagement letter and will be asked to prepare and sign a new
representation letter.

¢ Review Engagement Report: There will be a new review engagement
report attached to the client’s financial statements; clients and third-party
users of these financial statements should be informed in advance.

« Impact of these changes on users of the financial statements: Users of
the financial statements may be interested in the change to the commu-
nication that will accompany the reviewed financial statements. The latter
part of this Briefing can be separated and provided to users of the financial
statements.

How can | learn more?

The Chartered Professional Accountants of Canada website provides a full

range of information and learning opportunities.

1. Guide to Review Engagements (CSRE 2400)

2. Audit & Assurance Alert: Engagements to review historical financial
statements (CSRE 2400 )

3. Free webinar: Practitioner’s pulse (September 2016)
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PART B

Client Briefing

The report from your CPA who performs a review engagement
on your financial statements will change for financial statements
for periods ending on or after December 14, 2017

Your CPA (practitioner) will be applying a new review engagement
standard, Canadian Standard on Review Engagements (CSRE) 2400,
Engagements to Review Historical Financial Statements. This document
has been prepared to help you understand what to expect.

What should | expect?

¢ New letters: Your practitioner will require you to sign a new engagement
letter. This letter will explain your responsibilities and your practitioner’s
responsibilities relating to the review engagement. There may also be
changes to the representation letter.

¢ More communication: The new review engagement standard includes a
greater emphasis on communication with you as management (and those
charged with governance (TCWG), if separate), including:

— communication of all misstatements accumulated during the review
and a request that management correct those misstatements

— a request for written representation of management about whether
they believe the effects of uncorrected misstatements are immaterial,
individually or in the aggregate, to the financial statements as a whole

¢ More discussion and inquiry: The new review engagement standard
emphasizes focusing on the areas where material misstatements are likely
to occur. Therefore, different questions may be asked because there are
more specific requirements in this new standard regarding the inquiry and
analytics to be performed.

« A new report: The most significant change you may notice is to the
review engagement report (the communication attached to the reviewed
financial statements). A sample report is included as an Appendix to this
Client Briefing.
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What are the changes to the review engagement report?

You may want to communicate these changes to the users of your
financial statements. This Briefing has prepared some tools to help
you—a separate section for the users!

¢ The previous review engagement report briefly described what a review
is and provided the practitioner’s conclusion.

e The new report summarizes both management’s and the practitioner’s
responsibilities (describing a review engagement as a limited assurance
engagement) and then provides the practitioner’s conclusion.

¢  Remember: A review engagement is not an audit; it is a limited assurance
engagement. The procedures performed in a review are substantially less
in extent than, and vary in nature from, those performed in an audit.

¢ Based on certain circumstances, the review engagement report may also
include an Emphasis of Matter paragraph or Other Matter paragraph:

— Emphasis of Matter paragraphs will be included if the practitioner
considers it necessary to draw users’ attention to a matter presented or
disclosed in the financial statements that, in the practitioner’s judgment,
is of such importance that it is fundamental to users’ understanding of
the financial statements. Such paragraphs will refer only to information
presented or disclosed in the financial statements.

» Examples include:
= when the financial statements are for a special purpose
(e.g., financial statements prepared in accordance with
the financial reporting provisions of an agreement)
because they may not be suitable for another purpose
= if a material uncertainty exists relating to going concern

— Other Matter paragraphs will be included if the practitioner considers
it necessary to communicate a matter other than those presented or
disclosed in the financial statements that, in the practitioner’s judgment,
is relevant to users’ understanding of the review, the practitioner’s
responsibilities or the practitioner’s report

» Examples include:
= when the prior-period financial statements were reviewed
or audited by a predecessor practitioner
= when the prior-period financial statements were not reviewed
or audited
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Appendix: A Review Engagement Report
with an Unmodified Conclusion

INDEPENDENT PRACTITIONER’S REVIEW ENGAGEMENT REPORT

[Appropriate Addressee]

We have reviewed the accompanying financial statements of ABC Company

that comprise the balance sheet as at December 31, 20X1, and the statements
of income, retained earnings and cash flows for the year then ended, and a
summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these
financial statements in accordance with Canadian accounting standards for
private enterprises, and for such internal control as management determines is
necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

Practitioner’s Responsibility

Our responsibility is to express a conclusion on the accompanying financial
statements based on our review. We conducted our review in accordance with
Canadian generally accepted standards for review engagements, which require
us to comply with relevant ethical requirements.

A review of financial statements in accordance with Canadian generally
accepted standards for review engagements is a limited assurance engage-
ment. The practitioner performs procedures, primarily consisting of making
inquiries of management and others within the entity, as appropriate, and
applying analytical procedures, and evaluates the evidence obtained.

The procedures performed in a review are substantially less in extent than,
and vary in nature from, those performed in an audit conducted in accordance
with Canadian generally accepted auditing standards. Accordingly, we do not
express an audit opinion on these financial statements.

Conclusion

Based on our review, nothing has come to our attention that causes us to

believe that the financial statements do not present fairly, in all material

respects, the financial position of ABC Company as at December 31, 20X1,
and the results of its operations and its cash flows for the year then ended
in accordance with Canadian accounting standards for private enterprises.

[Practitioner’s signature]
[Date of the practitioner’s report]
[Practitioner’s address]
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PART C

Third-Party Briefing:

For Lenders and Other Users
of the Financial Statements

The report from a CPA who performs a review engagement
is changing

Do you read financial statements prepared by private companies? (i.e., are you
a banker, lender, funder, etc.?)

Canadian Standard on Review Engagements (CSRE) 2400, Engage-
ments to Review Historical Financial Statements was issued March 31,
2016, and is effective for reviews of annual and interim financial state-
ments (except when the interim engagement falls under the scope
of Section 7060, Auditor Review of Interim Financial Statements)
for periods ending on or after December 14, 2017.

Early application is not permitted.

It is important to remember that the implementation of CSRE 2400 does not
change the responsibility of the entity to prepare financial statements. A
review engagement report provides limited assurance that the financial
statements are prepared in accordance with the applicable financial reporting
framework (e.g., Accounting Standards for Private Enterprises, Accounting
Standards for Not-for-Profit organizations).

The following diagram summarized the parties
involved in the process:

Management

TCWG —Those charged with governance (TCWG) and TCWG

Practitioner

are often not separate from management in Responsible \ / o
. for P . eviews
smaller entities. In those cases, management takes or Preparation
on the responsibility of TCWG to prepare and Historical Financial
Statements

approve the financial statements.

The practitioner is a Chartered Professional Reads ‘
Accountant (CPA) in public practice.

] Intended Users
And of course, you are considered one of the

intended users of the financial statements.
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To understand the benefits and limitations of a review engagement (as com-
pared to a compilation engagement and an audit engagement) it can be useful
to illustrate the nature of the three engagements as follows:

Assurance Engagement Description

No Assurance Compilation e an engagement to compile an entity’s financial
statements based on information received from
a client

¢ no expression of assurance is provided

Limited Assurance Review ¢ an engagement to perform a review of finan-
cial statements and to form a conclusion on
whether anything has come to the practitioner’s
attention to cause the practitioner to believe
that the financial statements are not prepared,
in all material respects, in accordance with the
applicable financial reporting framework

¢ limited assurance provided; limited assurance
is less than reasonable assurance provided in
an audit

¢ a practitioner performs primarily inquiry and
analytical procedures to obtain sufficient appro-
priate evidence as the basis for a conclusion on
the financial statements as a whole

Reasonable Assurance Audit ¢ an engagement to perform an audit of financial
statements and to form an opinion on whether
the financial statements are prepared, in all
material respects, in accordance with the
applicable financial reporting framework

¢ reasonable assurance is a high level of assur-
ance achieved when the auditor has obtained
sufficient appropriate audit evidence to reduce
audit risk (i.e., the risk of an inappropriate opin-
ion when the financial statements are materially
misstated) to an acceptably low level

No Limited Reasonable 100%
Assurance Assurance Assurance Assurance

Cost and the amount of time required increase

>
COMPILATION REVIEW AUDIT
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How will this affect me?

The most significant change you will see is the actual review engagement
report attached to the financial statements. See an example of a report with
an unmodified conclusion on the next page. You should expect to see this
new report for financial statements for which a review engagement has been
requested, starting in 2018 (i.e., financial statements with a period ending on
or after December 14, 2017).

Based on certain circumstances, the review engagement report may also
include an Emphasis of Matter paragraph or Other Matter paragraph, as follows:

« Emphasis of Matter paragraphs will be included if the practitioner consid-
ers it necessary to draw users’ attention to a matter presented or disclosed
in the financial statements that, in the practitioner’s judgment, is of such
importance that it is fundamental to users’ understanding of the financial
statements. Such paragraphs will refer only to information presented or
disclosed in the financial statements; Examples include:

— when the financial statements are for a special-purpose (e.g., financial
statements prepared in accordance with the financial reporting provi-
sions of an agreement) because they may not be suitable for another
purpose

— if a material uncertainty exists relating to going concern

¢« Other Matter paragraphs will be included if the practitioner considers it
necessary to communicate a matter other than those presented or dis-
closed in the financial statements that, in the practitioner’s judgment, is
relevant to users’ understanding of the review, the practitioner’s responsi-
bilities or the practitioner’s report; Examples include:
— when the prior-period financial statements were reviewed or
audited by a predecessor practitioner
— when the prior-period financial statements were not reviewed
or audited
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A Review Engagement Report
with an Unmodified Conclusion

INDEPENDENT PRACTITIONER’S REVIEW ENGAGEMENT REPORT
[Appropriate Addressee]

We have reviewed the accompanying financial statements of ABC Company
that comprise the balance sheet as at December 31, 20X1, and the statements
of income, retained earnings and cash flows for the year then ended, and a
summary of significant accounting policies and other explanatory information.

Management’s
Responsibility

Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these
financial statements in accordance with Canadian accounting standards for
private enterprises, and for such internal control as management determines
is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error. Practitioner’s
- - Responsibility
Practitioner’s Responsibility
Our responsibility is to express a conclusion on the accompanying financial
statements based on our review. We conducted our review in accordance with
Canadian generally accepted standards for review engagements, which require
us to comply with relevant ethical requirements.

A review of financial statements in accordance with Canadian generally Limited
accepted standards for review engagements is a limited assurance engage- Assurance
ment. The practitioner performs procedures, primarily consisting of making
inquiries of management and others within the entity, as appropriate, and
applying analytical procedures, and evaluates the evidence obtained.

The procedures performed in a review are substantially less in extent than,
and vary in nature from, those performed in an audit conducted in accordance
with Canadian generally accepted auditing standards. Accordingly, we do not
express an audit opinion on these financial statements.

Conclusion

Based on our review, nothing has come to our attention that causes us to

believe that the financial statements do not present fairly, in all material

respects, the financial position of ABC Company as at December 31, 20X1,
and the results of its operations and its cash flows for the year then ended
in accordance with Canadian accounting standards for private enterprises.

[Practitioner’s signature]
[Date of the practitioner’s report]
[Practitioner’s address]
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About this Publication

The Research, Guidance and Support group of the Chartered Professional
Accountants of Canada (CPA Canada) undertakes initiatives to support practi-
tioners and businesses in the implementation of professional standards.

The views and conclusions expressed in this non-authoritative publication are
those of the authors. This publication contains general information only and is
not intended to be comprehensive or to provide specific assurance, business,
financial, investment, legal, tax or other professional advice or services.

This publication is not a substitute for such professional advice or services,
nor should it be acted on or relied upon or used as a basis for any decision
or action that may affect you or your business.

This publication has not been updated since its March 2017 publication date.
Practitioners are expected to use professional judgment in determining
whether the material in this publication is both appropriate and relevant

to the circumstances of each engagement.

CPA Canada expresses its appreciation to the author, Jane M. Bowen, FCPA,
FCA, for developing this Practitioner Client Briefing.

Comments on this Practitioner Client Briefing, or suggestions
for future guidance should be sent to:

Taryn Abate, CPA, CA, CPA (lllinois)

Principal

Chartered Professional Accountants of Canada
277 Wellington Street West

Toronto, Ontario M5V 3H2

Email: tabate@cpacanada.ca

DISCLAIMER
This publication was prepared by the Chartered Professional Accountants of Canada (CPA Canada) as non-authoritative guidance.

CPA Canada and the authors do not accept any responsibility or liability that might occur directly or indirectly as a consequence of the use, application
or reliance on this material. This Practitioner Client Briefing has not been issued under the authority of the Auditing and Assurance Standards Board.

Copyright © 2017 Chartered Professional Accountants of Canada
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