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Your	success	in	completing	any	compilation	work	will	depend	on	how	well	you	understand	the	client’s	needs	(the	purpose	of	the	financial	statements),	the	industry,	and	their	unique	reporting	requirements.	This	is	where	you	familiarize	yourself	with	the	AICPA’s	SSARS	guidelines	(in	addition	to	learning	the	client’s	business).	You’ll	also	work	with	the
client	here	to	choose	a	reporting	framework.	In	this	step,	request	the	client’s	financial	information,	like	the	general	ledger,	trial	balance,	and	any	other	information	necessary	for	the	financial	statements.	Your	financial	statements	will	depend	on	the	information	provided	by	the	client,	so	if	you	can’t	collect	certain	information,	you	can	decide	to
withdraw	from	the	engagement	(if	compliance	is	at	stake)	or	state	it	in	the	report.	Being	an	essential	part	of	a	company’s	financial	information,	any	amount	owed	to	creditors	or	suppliers	should	be	captured	to	present	a	more	accurate	picture	of	the	client’s	finances.	This	helps	the	business	owners	or	lenders	to	understand	the	company’s	liabilities	and
accrued	expenses.	Information	about	the	amounts	owed	to	the	business	is	just	as	necessary	(as	every	other	information)	as	it	helps	the	business	owner	and	stakeholders	understand	the	company’s	assets	and	impacts	the	income	statement.	Omitting	this	information	(which	includes	the	aging	report,	customer	balances,	and	day	sales	outstanding)	could
constitute	a	significant	misrepresentation	of	the	financial	statements.	When	transactions	are	not	assigned	to	any	account,	they	might	end	up	in	the	miscellaneous	accounts.	This	is	where	you	collaborate	with	the	client	to	resolve	these	transactions	by	sending	them	all	the	transactions	that	need	categorizing.	For	Financial	Cents	users,	you	won’t	have	to
export	the	transactions	into	spreadsheets.	From	the	client’s	profile,	you	can	see	the	QBO	transaction,	and	with	the	click	of	a	button,	you	can	share	it	with	the	client.	Once	they	provide	the	information	you	need	to	categorize	them,	you	can	push	them	back	to	QuickBooks	to	put	them	in	their	proper	accounts.	Reconcile	bank	and	credit	card	transactions.
Comparing	a	client’s	internal	financial	records	(e.g.,	general	ledger	or	accounting	software)	with	external	statements	(e.g.,	bank	or	credit	card	statements)	ensures	they	match.	Ensuring	that	bank	and	credit	card	reconciliation	makes	the	resulting	financial	statements	more	reliable.	Reconcile	sales	&	additional	accounts.	Similarly,	comparing	the
client’s	revenues	with	bank	deposits,	point	of	sales	reports,	and	sales	invoices	helps	to	ensure	that	the	sales	figures	correspond	with	the	actual	transactions.	Once	all	data	collection	and	organization	are	complete,	prepare	the	compilation	report.	The	compilation	report	should	not	be	more	than	one	page	of	a	document.	This	report	identifies	the	client,
the	period	the	compilation	covers,	and	the	resulting	financial	statements.	The	report	has	a	single	paragraph	without	a	title	and	states	that	the	management	is	responsible	for	the	accuracy	of	the	financial	statements	since	no	review	or	verification	was	done.	Add	your	signature	at	the	bottom	of	the	report	with	your	state,	city,	and	completion	date.	In	this
step,	the	reviewer	looks	at	the	files	and	reports	for	errors.	Once	all	errors	are	corrected,	the	work	proceeds	to	the	next	stage.	At	this	stage,	the	work	is	completed.	Share	the	report	with	the	client	using	your	secure	file-sharing	software.	Free	Compilation	Accounting	Checklist	Created	by	Michael	Case	of	Case	CPA	Professional	Corporation,	this
checklist	has	helped	at	least	43	other	accounting	firm	owners	solve	their	biggest	compilation	workflow	challenges.	The	checklist	template	has	10	tasks,	3	client	tasks,	and	automations	that	can	change	the	tags	on	the	project	or	send	an	email	to	update	the	client	on	work	progress	without	manual	intervention.	Click	here	to	download	this	checklist	to
improve	the	accuracy	of	your	compilation	work	today.	Compliance	Requirements	for	Accounting	Compilations	1.	Follow	SSARS	Guidelines	Accounting	compilations	in	the	US	are	governed	by	AICPA’s	Statement	on	Standards	for	Accounting	and	Review	Services	(SSARS).	Getting	familiar	with	its	guidelines	now	will	enable	you	to	meet	the	performance
and	communication	requirements	for	accounting	compilation.	For	example,	some	of	the	SSARS	requirements	include:	Signing	an	engagement	letter	that	outlines	the	objectives,	scope,	responsibilities,	and	limitations	of	the	compilation.	Having	adequate	knowledge	of	the	industry	and	the	reporting	framework	to	be	used.	Disclosure	of	any	material
departure	from	the	reporting	framework	in	the	compilation	report.	A	compilation	report	stating	compliance	with	SSARS	and	describing	your	responsibility.	The	complete	SSARS	guidelines	are	available	here.	2.	Use	an	Appropriate	Financial	Reporting	Framework	The	three	most	common	reporting	frameworks	for	small	businesses	(that	require
compilation)	are:	Cash	Basis,	which	focuses	on	when	cash	is	received.	Modified	Cash	Basis,	which	combines	the	cash	basis	and	the	accrual	basis	Income	Tax	Basis,	which	uses	the	accounting	methods	in	your	client’s	federal	income	tax	return.	Whichever	one	you	use	(based	on	the	client’s	preference),	stick	to	it	throughout	the	compilation	to	keep	the
results	accurate.	3.	Include	a	Proper	Compilation	Report	This	report	is	important	because	it	defines	your	role	in	the	compilation	engagement	and	the	scope	of	work	done.	It	helps	to	clarify	expectations	for	anyone	interested	in	the	financial	statements	you	have	compiled.	4.	Keep	Proper	Documentation	&	Workpapers	Retaining	the	documents	and
relevant	information	is	another	requirement	of	the	SSARS	guidelines.	These	documents	include:	The	engagement	letter	Financial	statements	Compilation	report	Communications	with	management	Steps	taken	to	address	findings	5.	Client	Acknowledgment	of	Responsibility	The	client’s	acknowledgment	of	responsibility	is	usually	contained	in	the
engagement	letter,	which	includes:	Responsibility	for	preparing	and	presenting	the	financial	statements	in	line	with	a	financial	reporting	framework	that	fits	the	purpose	of	the	compilation.	Responsibility	for	the	accuracy	and	completeness	of	the	financial	information	that	makes	up	the	financial	statements.	Best	Practices	for	a	Smooth	Compilation
Process	a.	Use	an	Accounting	Practice	Management	Software	for	Better	Workflow	Compilation	projects	are	fairly	quick	to	complete,	but	a	disorganized	workflow	system	can	cause	unnecessary	delays.	A	good	accounting	practice	management	software	centralizes	all	the	information	and	resources	you	need	to	manage	a	compilation	engagement,
keeping	you	up	to	date	on	project	updates.	This	makes	it	easy	to	see	which	task	is	causing	bottlenecks	in	your	compilation	projects	(and	every	other	client’s	work)	and	how	you	can	address	them.	b.Ensure	Clear	Communication	with	Clients	About	Expectations	Don’t	assume	your	client	knows	what	to	expect.	You’ll	be	amazed	that	some	of	your	clients
don’t	know	the	limitations	of	a	compilation	engagement	versus	a	review	or	audit.	Clear	and	timely	communication	will	enable	you	to	put	things	in	perspective	for	them.	Scope	creep	could	also	be	a	challenge	when	effective	communication	is	lacking.	With	clear	and	timely	communication,	you	can	explain	the	scope	of	a	compilation	engagement	and
where	your	client	might	need	to	engage	you	separately.	c.	Keep	Detailed	Documentation	to	Maintain	Compliance	and	Accuracy	As	mentioned	above,	having	an	audit	trail	of	the	documents	and	communication	used	in	the	audit	work	gives	you	something	to	fall	back	on	if	you	need	to	show	the	accuracy	of	your	work	and	adherence	to	applicable	reporting
frameworks	and	guidelines.	Moreover,	you	might	be	required	by	law	to	retain	the	engagement	files	for,	say,	7	years	(in	the	United	States).	d.	Automate	Data	Collection	to	Reduce	Errors	Like	every	other	client	engagement,	automation	can	be	your	superpower	in	accounting	compilation.	First,	automatic	data	collection	makes	it	quicker	to	get	client
responses	by	automatically	reminding	them	when	they	forget	to	send	the	information.	Secondly,	it	gives	you	the	clearheadedness	to	focus	on	presenting	your	client’s	financial	information	in	the	most	accurate	way	possible	while	adhering	to	relevant	regulatory	guidelines	like	SSARS.	Manage	Your	Compilation	Tasks	with	Financial	Cents	All	your
knowledge	of	accounting	compilation	may	not	translate	to	efficient	and	accurate	compilation	projects	until	you	learn	to	take	advantage	of	technology.	Here	are	some	crucial	Financial	Cents	features	and	how	they	can	improve	your	compilation	process:	I.	Workflow	Automation	and	Management	Workflow	Dashboard:	This	dashboard	presents	all	your
projects	and	their	important	information,	like	due	dates,	progress	reports,	status,	assignees,	etc.,	so	you	can	make	decisions	quickly.	Workflow	Filter:	This	allows	you	to	find	information	on	your	dashboard	faster	using	a	search	term	or	filtering	criteria.	Recurring	Compilation:	If	you	have	clients	with	repetitive	compilation	(or	other	kinds	of)	projects,
this	feature	helps	you	create	them	automatically.	II.	Project	Tracking	and	Collaboration	Team	Chat:	This	enables	your	team	to	collaborate	inside	each	project,	centralizing	your	team’s	collaboration.	Templates:	With	this	feature,	you	can	easily	break	down	your	compilation	projects	into	smaller,	actionable	bits.	You	won’t	have	to	create	from	scratch,
which	could	increase	the	risk	of	forgetting	an	important	step,	in	addition	to	the	time	and	effort.	Automated	Task	Assignment:	This	lets	you	assign	responsibility	for	client	projects	to	your	team	members,	enhancing	accountability	in	your	firm.	Progress	Bar:	An	Automatic	project	report	to	show	how	much	work	each	project	needs	to	be	completed.	III.
Manage	Uncategorized	Transactions	(ReCats)	Automatic	Uncategorized	Transaction:	From	the	client’s	profile	in	Financial	Cents,	you	can	pull	and	share	uncategorized	QuickBooks	transactions	with	the	client	without	exporting	to	a	spreadsheet	first.	Auto-Reminders:	automatically	notifies	your	clients	about	pending	inquiries	about	uncategorized
transactions.	Notes,	Description,	and	Documents:	Collect	all	notes,	descriptions,	and	documents	necessary	to	clarify	uncategorized	transactions	from	your	clients	inside	Financial	Cents.	Push	Transactions	to	QuickBooks:	categorize	uncategorized	transactions	in	QuickBooks	with	a	click.	IV.	Automated	Client	Requests	Client	Tasks:	create	and	share	a
list	of	the	files	and	information	you	need	from	clients	in	advance.	Auto-Follow-Up:	Financial	Cents	will	automatically	remind	your	clients	when	you	send	a	client	task.	Client	Collaboration:	Financial	Cents’	client	portal	allows	you	to	discuss	your	files	and	information	requests	with	your	client.	V.	Client	Management	(and	Collaboration)	Client	Profile:	The
client	profile	in	Financial	Cents	allows	you	to	store	and	access	client	information	in	one	place.	Activity	Feed:	This	lets	you	see	who	last	spoke	with	a	client,	the	mood	of	the	conversation,	and	what	they	discussed.	Client	Vault:	A	vault	that	makes	sensitive	client	information	(like	credit	cards	and	passwords)	inaccessible	to	unauthorized	persons.	Client
Emails:	Financial	Cents	auto-pulls	your	client	emails	from	your	Gmail	and	Outlook	accounts	to	streamline	your	client	communication.	Client	Portal:	The	portal	is	a	passwordless	(but	even	more	secure)	hub	to	share	files	and	information	with	your	clients.	Passwordless	means	your	client	won’t	need	to	create	or	provide	a	password	to	access	it.	It	uses	a
more	secure	and	convenient	means	of	access.	VI.	Billing	and	Invoicing	One-Off	or	Recurring	Billing:	invoice	for	one-time	projects	and	prevent	missing	recurring	invoices	by	setting	them	up	in	advance.	Multiple	Payment	Options:	Your	clients	can	pay	you	with	ACH	and	Credit	Cards.	Automated	Reminders:	Choose	a	reminder	frequency,	and	Financial
Cents	will	remind	your	clients	to	make	payments	when	they	forget.	User	Permission:	This	enables	control	of	who	can	access	the	client’s	billing	information.	Make	Accounting	Compilation	Simpler	and	More	Actionable	for	Your	Team	Accounting	compilation	is	a	simpler	engagement	(than	a	review	or	an	audit),	but	the	simplest	projects	get	difficult	and
overwhelming	when	they	are	not	broken	down	into	smaller,	actionable	tasks.	The	Accounting	Compilation	checklist	above	outlines	the	steps	that	make	up	the	compilation	process.	Download	it,	edit	it	as	you	see	fit,	and	empower	your	team	to	compile	financial	statements	confidently.	Start	a	Free	Trial	Book	a	Free	Demo	A	compilation	refers	to	a
company’s	financial	statements	that	have	been	prepared	or	compiled	by	an	outside	accountant.	A	compilation	is	usually	part	of	an	accounting	firm’s	write-up	service.	With	compilations,	or	compiled	financial	statements,	the	outside	accountant	converts	the	client’s	data	into	financial	statements	without	providing	any	assurances	or	auditing	services.	A
compilation	report	should	accompany	the	compiled	financial	statements	to	indicate	that	the	financial	statements	1)	are	the	representation	of	the	company’s	management,	and	2)	have	not	been	reviewed	or	audited	and	therefore	the	accountant	does	not	offer	an	opinion	or	any	assurances	on	the	financial	statements.	Compilations	allow	companies
without	an	accountant	to	have	financial	statements	prepared	by	an	outside	professional	without	the	higher	cost	of	reviewed	or	audited	financial	statements.	Example	of	a	Compilation	A	company	prepares	its	own	monthly	financial	statements	by	using	popular	accounting	software.	However,	as	part	of	the	company’s	loan	agreement	with	its	bank,	the
company	must	provide	the	bank	with	annual	financial	statements	that	have	been	compiled	by	a	certified	public	accountant.	(The	bank	does	not	require	the	borrower	to	incur	the	expense	of	a	CPA’s	review	or	audit.)	All	BlogsAccounting	ResourcesStatement	of	Cash	FlowCash	Flow	StatementInvesting	Cash	FlowsCash	Flow	From	Investing
ActivitiesFinancing	Cash	FlowsCash	Flow	From	Financing	ActivitiesFund	Flow	StatementsFund	Flow	StatementFund	Flow	Statement	FormatCash	Flow	StatementBOOT	CAMP	-	Financial	Modeling	(6	Hrs)Boot	Camp:	LEARN	Financial	Modeling	in	Just	6	Hours!Table	Of	Contents	A	Statement	of	Cash	Flow	is	an	accounting	document	that	tracks	the
incoming	and	outgoing	cash	and	cash	equivalents	from	a	business.	It	helps	identify	the	availability	of	liquid	funds	with	the	organization	in	a	particular	accounting	period.	Thus,	it	accounts	for	a	company's	financial	standing	and	reveals	the	corporate	efficiency	in	managing	its	cash	and	liquidity	position.	Besides,	statement	of	cash	flow	equation	also
classifies	business	activities	into	operational,	investing,	and	financing	activities.	This	differentiation	helps	identify	a	company's	profitability	arising	from	each	activity.	It	also	enables	stakeholders	like	investors,	shareholders,	and	creditors	to	assess	the	extent	of	risk	and	return	expected	from	a	business.	A	cash	flow	statement	records	the	overall	cash
movement	in	and	out	of	business	throughout	an	accounting	period.	It	ascertains	the	closing	balance	of	cash	and	cash	equivalents	at	the	end	of	the	year.	It	accounts	for	three	major	business	activities	in	which	cash	is	exchanged,	i.e.,	operating,	investing,	and	financing.	The	operating	activities	include	everyday	business	cash	transactions.	The	investing
activities	comprise	the	long-term	asset	purchase	or	sale.	In	contrast,	the	financing	activities	involve	all	transactions	that	affect	the	equity	and	liabilities	of	a	company.	There	are	two	ways	of	calculating	cash	flows:	direct	and	indirect.	A	cash	flow	statement	(CFS)	is	one	of	a	business's	most	important	financial	reports.	Unlike	the	income	statement	and
balance	sheet,	which	concentrate	on	accounting	profits,	a	CFS	deals	with	the	cash	component	of	a	business.	Since	cash	provides	liquidity,	it	is	decisive	for	the	survival	of	a	business.A	CFS	records	a	firm’s	all	cash-based	transactions	during	a	particular	accounting	period.	In	other	words,	it	mirrors	the	availability	and	usage	of	business	funds	to	reveal
its	current	state	of	liquidity.	Thus,	it	explains	how	well	a	corporate	unit	manages	its	resources	(cash	and	cash	equivalents)	to	ensure	uninterrupted	business	functioning	and	generate	profits.Further,	statement	of	cash	flow	analysis	is	essential	for	corporate	planning	in	the	short	run	as	it	gauges	a	company’s	capacity	to	meet	its	short-term	obligations.
Besides,	it	is	also	crucial	for	business	forecasting,	determining	liquidity	status,	dividend	decision-making,	borrowing	in	case	of	monetary	shortage,	and	wisely	allocating	surplus	funds.Besides,	it	discloses	vital	information	regarding	the	solvency	of	a	business.	As	opposed	to	other	financial	statements,	it	is	more	difficult	to	manipulate	and,	therefore,
more	reliable.	Hence	it	is	widely	sought	after	by	the	stakeholders	of	a	business.The	cash	flows	in	a	business	from	three	significant	activities:	operating,	investing,	and	financing.	Thus,	a	cash	statement	presents	the	cash	generated	and	spent	on	all	these	activities	individually	and	collectively.Following	are	the	basic	steps	to	preparing	a	CFS:	Take	the
opening	balance	of	cash	and	bank	available	at	the	beginning	of	the	respective	accounting	year.	Add	to	it	all	the	incoming	cash	from	various	sources	like	cash	sale	of	goods	or	services,	proceeds	from	the	sale	of	assets	or	investments,	the	funds	acquired	by	the	issue	of	shares	or	through	bank	loans,	etc.	Subtract	the	cash	outflows	from	payments	like
salaries,	dividends,	rent,	insurance,	loan	repayment,	stock	repurchase,	taxes,	etc.	Also,	deduct	the	money	invested	in	business	projects	or	offered	as	a	loan.	Then	the	net	amount	so	evaluated	is	the	cash	in	hand	remaining	with	the	company.Let	us	understand	the	formula	that	shall	act	as	a	basis	for	us	to	form	a	statement	of	cash	flow	equation	as
explained	below.Net	Cash	Flow	=	Operating	Activities	+	Investing	Activities	+	Financing	ActivitiesHere,Operating	Activities	=	Cash	transactions	related	to	core	business	operations,	including	receipts	and	payments	for	goods	and	services.Investing	Activities	=	The	cash	transactions	related	to	the	acquisition	and	sale	of	long-term	assets.Financing
Activities	=	It	involves	cash	transactions	with	the	company's	owners	and	creditors,	including	equity	and	debt-related	activities.Let	us	understand	the	purpose	of	this	concept	through	the	discussion	below.	The	statement	of	cash	flow	equation	provides	a	comprehensive	snapshot	of	a	company's	cash	position,	detailing	cash	inflows	and	outflows	during	a
specific	period.	One	of	its	primary	purposes	is	to	assess	the	liquidity	of	a	business.	It	helps	stakeholders	understand	if	the	company	has	enough	cash	to	cover	its	short-term	obligations.	By	categorizing	cash	flows	into	operating,	investing,	and	financing	activities,	the	statement	offers	insights	into	the	sources	and	uses	of	cash,	helping	immensely	in
evaluating	the	company's	operational	efficiency.	Investors	and	creditors	utilize	the	statement	of	cash	flow	to	measure	a	company's	ability	to	generate	positive	cash	flows.	A	positive	cash	flow	shows	financial	stability,	which	brings	confidence	among	stakeholders.	Management	relies	on	the	statement	of	cash	flow	for	strategic	decision-making.	It	assists
in	planning	investments,	managing	working	capital,	and	determining	the	need	for	external	financing.	It	serves	as	a	key	indicator	of	a	company's	overall	financial	health.	A	consistent	positive	cash	flow	from	operating	activities	indicates	effective	financial	management,	while	negative	cash	flow	may	raise	serious	concerns.	The	CFS	is	subdivided	into
three	categories:Cash	Flow	from	Operating	Activities	includes	cash	used	in	or	generated	from	the	daily	core	business	activities.	The	operational	activities	are	the	principal	revenue-generating	or	expense-incurring	activities	of	the	company.	It	includes	selling	goods	or	services	and	payment	towards	expenses	like	salaries,	taxes,	etc.Some	operating
activities	that	result	in	cash	inflows	and	outflows	are	listed	below.	Cash	flow	from	Operating	Activities	Cash	Inflows	Cash	Outflows	Sales	revenue	received	from	customers	Rent	paid	The	commission,	brokerage,	royalty,	and	other	fees	received	Cash	payment	to	suppliers	and	vendors	Receipts	from	debtors	Salary,	wages,	and	commission	paid			Taxes
paid	Purchase	of	stock	in	cash	Freight	and	other	expenses	paid	Cash	flow	from	Investing	Activities	represents	the	outgoing	or	incoming	cash	from	acquiring	or	disposing	of	a	company's	long-term	assets	and	holdings.	Assets	include	land,	property,	plant	&	equipment,	investments	in	other	companies,	etc.Listed	below	are	some	of	the	cash	flows	through
investing	activities:	Cash	flow	from	Investing	Activities	Cash	Inflows	Cash	Outflows	Proceeds	from	the	sale	of	fixed	asset	Purchase	of	fixed	assets	Cash	is	received	from	selling	investments	in	other	companies	like	bonds,	fixed	assets,	equity,	debentures,	etc.	Buying	of	shares,	debentures,	and	other	long-term	or	short-term	investment	instruments	issued
by	other	companies	Money	received	on	maturity	of	shares,	debentures,	and	bonds.			Dividends	and	interest	received	on	investments.	Cash	Flow	from	financing	activities	shows	the	capital	receipts	and	payments	marked	by	the	transactions	with	the	corporate	finance	providers	like	banks,	shareholders,	and	promoters.	Given	below	are	some	the
examples	of	cash	flows	from	financing	activities:	Cash	flow	from	Financing	Activities	Cash	Inflows	Cash	Outflows	Proceeds	from	borrowings	from	banks	and	other	financial	institutions	Repayment	of	borrowings	or	loan	installments	Proceeds	from	issuance	of	the	shares	and	debentures	Buyback	of	debentures	and	shares			Interest	paid	on	loans	and
borrowings.	Dividend	paid	on	shares	issued.	As	discussed,	the	CFS	is	a	sum	of	all	operating,	investing,	and	financing	activities.	Thus,	it	reflects	the	net	increase	or	decrease	in	cash	flows	of	a	business.There	are	two	methods	for	calculating	cash	flows:	direct	and	indirect.	Note	that	the	difference	between	the	two	methods	lies	in	computing	cash	flows
from	operating	activities.	In	contrast,	the	cash	flows	from	investing	and	financing	activities	are	treated	similarly	in	direct	and	indirect	methods.Only	the	cash	operating	items	are	recorded	using	the	direct	method	of	preparing	CFS.	This	method	is	relatively	easy	to	understand	as	it	considers	the	actual	cash	transactions.The	cash	from	operating
activities	can	be	straightaway	computed	by	adding	all	the	cash	receipts	and	deducting	all	the	cash	payments.	Later	the	cash	from	all	the	three	activities,	i.e.,	operating,	investing,	and	financing,	can	be	summed	up	to	get	the	closing	balance	of	cash	and	cash	equivalents.			Cash	Flow	Statement	-	Direct	Method	Particulars	Amount	Total	amount	Opening
Cash	Balance			XXXX	Cash	flow	from	operating	activities:					Receipts	from	sale	of	goods	and	services,	royalties,	etc.	XXXX			Payment	to	employees,	taxes,	suppliers,	etc.	(XXXX)			Net	cash	from	operating	activities	(A)	XXXX			Cash	flow	from	investing	activities:					Sale	of	investments,	vehicles,	property,	etc.	XXXX			Purchase	of	machinery,	plant,
equipment,	etc.	(XXXX)			Net	cash	from	investing	activities	(B)	(XXXX)			Cash	flow	from	financing	activities:					Proceeds	from	issuing	shares,	borrowings	from	banks,	etc.	XXXXX			Repayment	of	loan	(XXXX)			Payment	of	dividends	to	shareholders	(XXX)			Net	cash	from	financing	activities	(C)	XXXX			Add:	Net	cash	flow	during	the	year	(A	+	B	+	C)		
XXXX	Ending	Cash	Balance			XXXXX	The	Financial	Accounting	Standards	Board	(FASB)	and	International	Accounting	Standards	Board	(IASB)	suggest	that	companies	record	their	cash	flows	through	the	direct	method.	But	it	is	not	a	handy	method	for	the	organizations	since	various	accrual	incomes	and	outstanding	expenses	are	equally	significant	in
accounting.The	statement	of	cash	flow	analysis	prepared	through	an	indirect	method	requires	adjustment	of	the	non-cash	items	which	are	earned	but	not	yet	received.	These	changes	are	made	to	the	net	profit	or	loss	of	the	company	in	the	particular	accounting	year.The	non-cash	and	non-operating	expenses	are	added	back	to	the	net	profit/loss,	while
all	the	non-operating	and	accrued	incomes	are	subtracted.	Thus,	it	is	the	reverse	treatment	of	the	income	statement	and	provides	the	operating	profit	before	the	working	capital	changes.			Cash	Flow	Statement	-	Indirect	Method	Particulars	Amount	Total	amount	Cash	flow	from	operating	activities:					Profits	before	tax	XXXX			Add:	Non-operating
expenses					Depreciation,	accounts	payable,	accrued	expenses,	etc.	XXXX			Less:	Non-operating	income					Accounts	receivable,	prepaid	expenses,	unearned	revenue,	etc.	(XXXX)			Operating	profits	before	working	capital	changes	XXXX			Add:	Decrease	in	current	assets	and	increase	in	current	liability	XXXX			Less:	Decrease	in	current	liability	and
increase	in	current	assets	(XXXX)			Net	Cash	from	operating	activities	(A)			XXXX	Cash	flow	from	investing	activities:					Proceeds	from	sale	of	fixed	assets	XXXX			Purchase	of	fixed	assets	(XXXX)			Net	cash	from	investing	activities	(B)			XXXX	Cash	flow	from	financing	activities:					Proceeds	from	issuing	shares,	borrowings	from	banks,	etc.	XXXX		
Payment	of	borrowings,	dividends,	etc.	(XXXX)			Net	cash	from	financing	activities	(C)			XXXX	Net	cash	flow	during	the	year	(A	+	B	+	C)			XXXX	Add:	Opening	cash	balance			XXXX	Ending	Cash	Balance			XXXX	The	corporates	widely	use	the	indirect	method	since	the	books	of	accounts	are	on	an	accrual	basis,	thus	making	it	a	more	practical
approach.Now	that	we	understand	the	theoretical	aspect	of	the	statement	of	cash	flow	equation	through	the	discussion	so	far,	let	us	also	understand	the	practicality	of	the	concept	through	the	examples	below.ABC	Inc.	presented	the	following	CFS	for	the	year	ending	March	31,	2021:Note	that	we	have	considered	the	direct	method	of	preparing	the
CFS	as	recommended	by	IASB	and	FASB.	Thus,	we	can	say	that	by	the	end	of	the	accounting	year	2020-2021,	ABC	Inc.	is	left	with	$1,774,000	as	cash	and	cash	equivalents.Now,	moving	on	to	a	real-world	example,	let	us	discuss	the	cash	flows	of	Box	Inc.	from	2014	to	2017.source:	ycharts	Cash	Flow	from	Operations	–	Consists	cash	generated	from
Software-as-a-Service	(SaaS)	cloud	content	management	platform.	Box	cash	flow	from	operations	is	weak	due	to	back-to-back	losses	over	the	years.	Cash	Flow	from	Investing	Activities	–	Box	cash	flow	from	investing	activities	was	at	-$7.57	million	in	2016	compared	to	-$80.86	million	in	2015.	This	reduced	cash	flow	was	primarily	due	to	reduced
capital	expenditure	in	the	core	business.	Cash	flow	from	Financing	Activities	–	Box	cash	flow	from	financing	activities	has	shown	a	variable	trend.	In	2015,	Box	came	up	with	its	IPO.	This	magnified	its	cash	flow	from	financing	($345.45	million)	in	2015.	Before	its	IPO,	Private	Equity	Investors	financed	Box	Inc.	Let	us	understand	the	importance	of	the
concept	through	the	points	below.	The	statement	of	cash	flow	analysis	is	crucial	for	evaluating	a	company's	liquidity	and	its	ability	to	meet	its	short-term	obligations,	as	it	provides	a	clear	picture	of	cash	inflows	and	outflows.	By	segregating	cash	flows	into	operating,	investing,	and	financing	activities,	the	statement	helps	investors	and	stakeholders
understand	the	sources	of	a	company's	cash	and	how	it	is	allocated.	Investors	often	rely	on	the	statement	of	cash	flow	to	verify	a	company's	financial	stability.	A	positive	cash	flow	indicates	efficient	financial	management	and	the	ability	to	fund	operations	and	growth	without	relying	heavily	on	external	financing.	For	management,	the	statement	of	cash
flow	is	a	decision-making	tool.	It	assists	in	strategic	planning,	helping	executives	make	decisions	about	investments,	financing,	and	day-to-day	operations.	Monitoring	cash	flow	is	instrumental	in	identifying	potential	financial	distress.	A	negative	cash	flow	from	operating	activities	could	signal	issues	that	require	immediate	attention.	While	both	these
statements	provide	important	insights	into	the	financial	health	of	the	business,	there	are	distinctions	in	their	fundamentals	and	implications.	Let	us	understand	them	through	the	comparison	below.	It	primarily	deals	with	the	movement	of	cash	in	and	out	of	the	business.	Includes	operating,	investing,	and	financing	activities,	offering	a	detailed	view	of
cash-related	movements.	It	provides	insights	into	the	company’s	ability	to	meet	short-term	obligations	and	assess	its	overall	liquidity.	It	also	emphasizes	the	timing	of	cash	transactions,	regardless	of	when	revenues	or	expenses	are	recognized.	The	income	statement	focuses	on	the	company's	profitability	during	a	specific	period,	detailing	revenues,
expenses,	and	net	income.	It	utilizes	accrual	accounting	principles,	recognizing	revenues	and	expenses	when	incurred,	irrespective	of	cash	movements.	It	reflects	the	company's	operational	performance	and	efficiency	in	generating	profits.	Also,	it	includes	non-cash	items	like	depreciation,	which	impact	profitability	but	may	not	involve	actual	cash
transactions.	What	is	a	statement	of	cash	flows?	A	cash	flow	statement	is	a	financial	report	that	keeps	a	record	of	the	inward	and	outward	movement	of	business	cash	and	equivalents	in	a	given	accounting	period.	It	helps	to	figure	out	the	funds	available	to	the	company.	How	to	prepare	a	cash	flow	statement?	Following	are	the	basic	steps	to	proceed
with	a	cash	flow	statement:1.	Write	the	opening	balance	of	cash	and	bank	for	the	year.2.	Add	all	the	annual	cash	inflow	from	operating,	investing,	and	financing	activities.3.	Deduct	all	outbound	cash	flows	via	operating,	investing,	and	financing	activities.4.	Finally,	you	get	the	cash	and	cash	equivalents	closing	balance	for	the	respective	accounting
period.	What	is	the	purpose	of	the	cash	flow	statement?	The	chief	aim	of	preparing	a	cash	flow	statement	is	to	trace	the	cash	journey	from	opening	to	the	ending	balances.	This	journey	traces	the	sources	of	cash	generation	and	usage	during	a	particular	accounting	year.	Is	cash	flow	the	same	as	profit?	Cash	flow	indicates	the	available	funds	with	the
company	at	the	end	of	the	accounting	year.	On	the	other	hand,	profit	is	an	organization’s	earnings	after	all	expenses	have	been	met	in	a	particular	period.	As	a	business	owner	or	manager,	having	accurate	financial	information	is	essential	for	making	informed	decisions.	This	is	where	the	expertise	of	an	accountant	or	CPA	comes	in.	CPAs	can	provide
various	financial	services	such	as	audits,	reviews,	and	compilations.	Let’s	take	a	look	at	compilation	reports	and	why	businesses	require	them.		A	compilation	is	a	financial	statement	service	that	a	CPA	or	accounting	firm	provides.	The	purpose	is	to	assist	a	small	business	or	organization	with	presenting	financial	information	in	a	proper	format	without
providing	any	assurance	or	opinion	on	the	financial	statements’	accuracy.	The	CPA	collects	and	presents	financial	data	from	the	organization’s	books	and	records	and	puts	them	in	a	financial	statement	format,	following	Generally	Accepted	Accounting	Principles	(GAAP).	A	compilation	report	is	a	formal	letter	from	the	CPA	indicating	that	they	have
performed	a	compilation	of	the	financial	statements.	The	report	outlines:	The	scope	of	the	work	performed	The	organization’s	responsibilities	The	accountant’s	responsibilities	A	compilation	also	includes	a	statement	by	the	accountant	that	they	do	not	assure	the	accuracy	of	the	financial	statements.	A	compilation	differs	from	an	audit	in	that	an	audit
provides	an	independent	opinion	on	the	accuracy	of	the	financial	statements.	In	an	audit,	the	CPA	obtains	evidence	to	support	the	amounts	and	disclosures	in	the	financial	statements.	In	contrast,	a	compilation	does	not	involve	obtaining	evidence	or	performing	procedures	to	support	the	amounts	and	disclosures	in	the	financial	statements.	Instead,	the
CPA	relies	on	information	provided	by	the	organization.	Any	organization	can	use	a	compilation	report	to	present	financial	information	in	a	proper	format.	However,	compilations	are	commonly	used	by	small	businesses	and	non-profit	organizations	when	seeking	business	loans	or	funding.		An	experienced	CPA	can	help	your	organization	prepare
accurate	and	reliable	statements,	identify	areas	of	improvement,	and	provide	recommendations	to	strengthen	your	financial	position.	In	particular,	compilation	can	provide	several	benefits,	such	as:	Meet	reporting	requirements	–	Lenders	or	investors	may	require	a	compilation	report	before	approving	a	loan	or	investment.	Improve	financial	credibility
–	A	compilation	report	can	enhance	your	organization’s	financial	credibility	by	demonstrating	that	the	financial	statements	have	been	properly	compiled	and	presented.	Facilitate	decision-making	–	Accurate	financial	information	is	crucial	for	making	informed	decisions.	A	compilation	report	can	provide	the	financial	information	you	need	to	make
informed	decisions.	A	compilation	report	can	help	organizations	present	financial	information	in	a	proper	format,	meet	reporting	requirements,	and	enhance	financial	credibility.	While	a	compilation	does	not	provide	an	independent	opinion	on	the	accuracy	of	the	financial	statements,	it	can	still	be	beneficial	for	organizations	that	do	not	require	an
audit.	The	best	way	to	ensure	that	your	financial	statements	are	accurate	and	reliable	is	to	consult	an	experienced	CPA.	In	the	modern	corporate	world,	based	on	the	below	audit	opinion,	types	of	the	audit	report	is	determined:Sr	No.OpinionType	of		Audit	Report1UnQualified	OpinionClean	Report2Qualified	OpinionQualified	Report3Disclaimer	of
OpinionDisclaimer	Report4Adverse	OpinionAdverse	Audit	ReportLet’s	understand	each	audit	report	opinion	types	with	an	example:It	is	the	most	common	opinion	given	by	the	auditors	and	always	expected	by	the	auditee.	In	this	type	of	audit	report,	the	advice	given	by	the	auditor	will	be	unqualified,	without	any	adverse	comments	or	any	disclaimer
about	any	clauses	or	process.	As	per	the	auditor,	by	this	report,	they	are	satisfied	with	the	company's	performance	and	finding	its	functions	in	sync	with	governance	and	applicable	statute.Example:	HSBC	Bank-Calendar	Year	2018-	Unqualified/Clean	Audit	ReportIn	our	opinion,	HSBC	(“The	Company”)	Group	financial	statements	and	parent	company
financial	statements:	Give	a	true	and	fair	view	of	the	state	of	the	company's	affairs	on	December	31,	2018	and	the	company's	profit	and	cash	flows	for	the	year	then	ended;	Have	been	prepared	under	the	requirements	of	the	Companies	Act	2006,	and	complying	requirements	of	the	Group	financial	statements,	Article	4	of	the	IAS	Regulation;	and	Have
been	properly	prepared	under	UK	GAAP	and	IFRSs	as	adopted	by	the	European	Union.	This	type	of	audit	report,	an	auditor	gives	when	he	is	not	confident	about	any	specific	process	oThis	type	of	audit	report,	an	auditor	gives	when	he	is	not	confident	about	any	specific	process	or	transaction,	based	on	which	they	are	not	in	the	position	to	issue
Clean/Unqualified	Opinion.	Investors	and	organizations	do	not	accept	a	qualified	opinion	as	it	creates	a	negative	impression.Example:	General	Format	in	the	UK	as	per	UK	GAAP	or	IFRSIn	our	opinion,	except	for	the	effects	of	the	matter	described	in	the	basis	for	qualified	opinion	section,	the	financial	statements:	Give	an	accurate	and	fair	view	of	the
state	of	the	company's	affairs	as	of	December	31,	2018	and	its	profit	for	the	year	ended;	Have	adequately	been	prepared	following	the	United	Kingdom	Generally	Accepted	Accounting	Practice	/	IFRSs	as	adopted	by	the	European	Union;	and	Have	been	prepared	under	the	requirements	of	the	Companies	Act	2006.	A	Basis	for	Qualified	OpinionThe
notes	to	the	financial	statements	do	not	disclose	that	one	of	the	company’s	directors,	John	Smith,	controls	ABC	Ltd.,	from	which	the	company	purchased	goods	and	services	during	the	year	of	xxx.	Such	disclosure	is	required	by	IFRS	102	/	IFRSs	as	adopted	by	the	European	Unio].We	have	audited	as	per	International	Standards	on	Auditing	(UK)	(ISAs)
and	applicable	law.	We	are	independent	of	the	company	under	the	ethical	requirements	relevant	to	our	audit	of	the	financial	statements	in	the	UK,	including	the	FRC's	Ethical	Standard,	and	we	have	fulfilled	our	other	ethical	responsibilities	under	these	requirements.	We	believe	that	the	audit	evidence	we	have	obtained	is	sufficient	and	appropriate	to
provide	a	basis	for	our	qualified	opinion.Disclaimer	reports	by	auditors	distance	them	from	giving	any	opinion	on	the	financial	statements.	The	main	reason	for	providing	the	disclaimer	of	opinion	can	be	reasons	like	putting	a	limitation	on	the	scope	of	the	auditors,	not	obtaining	satisfactory	explanation	and	not	being	able	to	determine	the	true	nature
of	transactions,	not	obtaining	sufficient	audit	evidence,	etc.	This	kind	of	audit	opinion	is	considered	very	harsh	and	creates	a	negative	image.Example	General	Format	in	the	UK	as	per	UK	GAAP	or	IFRSWe	do	not	express	an	opinion	on	the	accompanying	financial	statements	of	the	company.	Because	of	the	significance	of	the	matter	described	in	the
basis	for	the	disclaimer	of	the	opinion	section	of	our	report,	we	have	not	been	able	to	obtain	sufficient	appropriate	audit	evidence	to	provide	a	basis	for	an	audit	opinion	on	these	financial	statements.A	Basis	for	Disclaimer	of	OpinionWe	can	also	not	confirm	the	bank	balance	(including	overdraft)	and	interest	payable	thereon	since	statutory	authorities
freeze	the	accounts	because	of	the	non-deposition	of	the	statutory	dues.	As	a	result,	the	facility	ceased	to	operate,	and	they	reported	the	same	matter	in	the	previous	year.In	addition,	we	were	unable	to	verify	by	alternative	means	balance	of	accounts	receivable	and	balance	of	accounts	payable	and	corresponding	gain	or	loss,	if	any	of	these	balances	is
not	recorded	for	the	year	ended	December	31,	2018	and	reported	the	same	matters	in	a	previous	year.An	auditor	gives	an	adverse	report	when	he	is	not	satisfied	with	the	financial	statements,	or	there	is	a	high	level	of	material	misstatements,	irregularities	that	can	breach	the	trust	of	investors	and	the	government.	Qualified	reports	are	considered	the
auditor's	primary	weapon,	which	they	can	use	as	public	accountability.	As	a	responsible	professional,	the	auditor	can	attract	the	public's	attention	about	any	non-acceptable	approach	the	companies	accept.Example:	General	Format	in	the	UK	as	per	UK	GAAP	or	IFRSIn	our	opinion,	because	of	the	lacking	of	the	information	mentioned	in	the	basis	for
the	Adverse	Opinion	paragraph,	the	financial	statements	do	not	present	the	information	required	by	the	Companies	Act	2006	as	required	and	also	do	not	give	a	true	and	fair	view	in	line	of	the	UK	GAAP	or	IFRS	that	state	of	affairs	of	the	company	as	on	December	31,	2018	and	its	profit/loss	and	cash	flow	for	the	year	ended	on	that	date.A	Basis	for
Adverse	OpinionThe	company’s	borrowings	have	matured,	and	the	outstanding	amount	is	payable	on	March	31,	2019.	The	company	cannot	take	loans,	and	there	are	chances	of	defaulting.	These	events	indicate	a	material	uncertainty	about	its	ability	to	continue	its	going	concern	assumption.	Therefore,	there	are	high	chances	of	realizing	funds	from
the	sale	of	assets	and	paying	out	its	liabilities	to	continue	the	business.	The	financial	statements	(and	notes)	do	not	disclose	this	fact.	April	23,	2025	April	23,	2025/	Steven	Bragg	In	an	audit	engagement,	the	auditor	must	corroborate	the	ending	balances	in	the	client's	accounts	and	disclosures.	This	calls	for	the	examination	of	source	documents,	third
party	confirmations,	physical	inspections,	tests	of	controls,	and	other	procedures	as	needed.What	is	a	Review?In	a	review	engagement,	the	auditor	conducts	analytical	procedures	and	makes	inquiries	to	ascertain	whether	the	information	contained	within	the	financial	statements	is	correct.	The	result	is	a	limited	level	of	assurance	that	the	financial
statements	being	presented	do	not	require	any	material	modifications.What	is	a	Compilation?In	a	compilation	engagement,	the	auditor	simply	presents	financial	statements	based	on	the	representations	made	by	management,	with	no	effort	to	verify	this	information.	The	auditor	does	not	engage	in	any	of	the	audit	work	that	is	found	in	a	full	audit	or	a
review,	so	there’s	no	examination	of	controls,	or	walk-throughs	of	transactions,	or	tracing	account	balances	back	to	the	supporting	documentation.	In	short,	a	compilation	isn’t	designed	to	provide	any	assurance	about	the	information	contained	within	the	financial	statements.Related	AccountingTools	CoursesHow	to	Conduct	a	Compilation
EngagementHow	to	Conduct	a	Review	EngagementHow	to	Conduct	an	Audit	EngagementComparing	an	Audit,	Review,	and	CompilationIn	short,	the	differences	between	an	audit,	a	review,	and	a	compilation	are	as	follows:Level	of	assurance.	The	level	of	assurance	that	the	financial	statements	of	a	client	are	fairly	presented	is	at	its	highest	for	an	audit
and	at	its	lowest	(none	at	all)	for	a	compilation,	with	a	review	somewhere	in	between.Reliance	on	management.	In	all	three	cases,	the	auditor	begins	with	the	account	balances	provided	by	management,	but	an	audit	requires	in	a	significant	amount	of	corroboration	of	this	information.	A	review	requires	some	testing	of	the	information,	while	a
compilation	almost	entirely	relies	on	the	presented	information.Understanding	of	internal	control.	The	auditor	only	tests	the	internal	controls	of	the	client	in	an	audit;	no	testing	is	conducted	for	a	review	or	a	compilation.Work	performed.	An	audit	requires	a	significant	number	of	hours	to	complete,	since	there	are	many	audit	procedures	to	be
performed.	A	review	requires	substantially	fewer	hours,	while	the	effort	associated	with	a	compilation	is	relatively	minor.Price.	It	requires	vastly	more	effort	for	an	auditor	to	complete	an	audit,	so	audits	are	much	more	expensive	than	a	review,	which	in	turn	is	more	expensive	than	a	compilation.Another	issue	is	the	level	of	demand	for	each	of	these
services.	The	users	of	financial	statements,	such	as	investors	and	lenders,	nearly	always	demand	an	audit,	since	it	provides	the	greatest	assurance	that	what	they	are	reading	is	a	fair	representation	of	the	financial	results,	financial	position,	and	cash	flows	of	the	reporting	entity.The	following	exhibit	summarizes	the	key	differences	between	an	audit,	a
review,	and	a	compilation.	April	23,	2025/	Steven	Bragg/	As	a	small	business	owner,	you	juggle	various	responsibilities,	from	managing	operations	to	handling	finances.	One	term	you	may	have	encountered	is	a	“compilation	engagement	or	report.”	If	you’re	wondering	what	it	is,	how	it	differs	from	your	QuickBooks	Online	financials	or	tax	returns,	and
whether	you	need	one,	this	guide	is	for	you.	Who’s	the	introduction	of	compilation	engagement/	report	for?	Business	owners	and	managers	Investors	assessing	financial	statements	Anyone	curious	about	financial	reporting	Continue	reading	if	you’re	looking	to	understand…	What	is	a	Compilation	engagement	or	report?	Differences	between	a
Compilation,	QuickBooks	Online	financials,	and	tax	return	Engagement	and	reporting	requirements	Who	can	prepare	a	Compilation	report?	Contents	of	the	report	Why	does	this	matter	to	me?	Understanding	the	Notice	to	Reader	or	Compilation	Report	matters	because	it	sheds	light	on	the	financial	health	of	a	business.	Whether	you’re	a	business
owner,	investor,	or	simply	interested	in	financial	transparency,	this	blog	will	demystify	its	purpose.	A	compilation	engagement/report	is	a	financial	statement	prepared	by	an	accountant	that	presents	information	provided	by	a	business	in	a	structured	format.	Unlike	audits	or	reviews,	a	compilation	does	not	involve	verifying	the	accuracy	of	the
information	or	providing	any	assurance	about	its	reliability.Think	of	it	as	an	organized,	professional	snapshot	of	your	financial	data,	tailored	for	external	users	like	lenders	or	investors	who	want	to	understand	your	business’s	financial	position.	Always	check	the	requirements	of	the	external	party	you’re	dealing	with	to	confirm	whether	a	compilation
report	is	necessary.	If	you’re	a	corporation	in	British	Columbia,	it’s	also	important	to	be	aware	of	ongoing	compliance	obligations.No,	a	compilation	report	must	be	prepared	by	a	qualified	accountant,	typically	a	CPA	(Chartered	Professional	Accountant).	While	you	or	your	bookkeeper	can	maintain	your	financial	records	and	produce	internal	reports,
only	a	professional	accountant	can	issue	a	compilation	report	because	it	adheres	to	specific	accounting	standards.The	report	aims	to	present	your	financial	data	clearly	and	concisely,	making	it	easier	for	external	users	to	understand.A	compilation	report	is	a	valuable	tool	for	small	business	owners	who	need	to	present	their	financial	information
professionally.	Investing	in	a	compilation	report	can	help	you	take	your	business	to	the	next	level	by	demonstrating	financial	transparency	and	professionalism.If	you’re	unsure	whether	you	need	one	or	how	to	proceed,	contact	us	today	to	guide	you	through	the	process.	Let	us	look	at	the	compilation	report	example	to	understand	the	concept
better:Compilation	Report	on	the	Financial	Statements	of	We	have	conducted	a	compilation	engagement	to	compile	the	accompanying	financial	statements	of	as	of	,	including	the	balance	sheet,	income	statement,	statement	of	changes	in	stockholders'	equity,	and	statement	of	cash	flows.	These	financial	statements	have	been	prepared	following
generally	accepted	accounting	principles.The	responsibility	for	preparing	and	fairly	presenting	these	financial	statements	lies	with	the	management	of	.	As	the	accounting	firm	engaged	in	the	compilation,	we	are	responsible	for	compiling	these	financial	statements	based	on	the	information	provided	by	management.	Accordingly,	we	have	not	audited
or	reviewed	the	financial	statements	and	do	not	express	an	opinion	or	any	other	assurance.Our	compilation	followed	the	standards	established	by	the	American	Institute	of	Certified	Public	Accountants.	These	standards	require	us	to	plan	and	perform	the	compilation	to	ensure	the	financial	statements	are	free	from	material	misstatement	reasonably.
However,	our	procedures	are	not	designed	to	detect	or	prevent	fraud	or	other	irregularities.	Nevertheless,	we	did	perform	certain	analytical	procedures	on	the	financial	statements	and	made	inquiries	of	management	regarding	any	known	or	suspected	fraud	affecting	the	company.Based	on	our	compilation	procedures,	we	are	unaware	of	any	material
modifications	that	should	be	made	to	the	financial	statements	for	them	to	follow	generally	accepted	accounting	principles.We	would	like	to	emphasize	that	a	compilation	is	less	in	scope	than	an	audit	or	a	review,	and	the	objective	is	solely	to	assist	in	presenting	the	financial	statements	in	the	appropriate	format.	Consequently,	this	compilation	report
should	not	be	used	as	a	substitute	for	an	audit	or	review	conducted	following	generally	accepted	auditing	standards.	Depending	on	the	size,	nature,	and	industry	of	a	business,	there	are	varying	financial	reporting	requirements	for	every	business	entity.	Small	and	medium	enterprises	usually	do	not	prepare	formal	financial	statements	and	rely	on
bookkeeping.	However,	there	are	many	circumstances	when	the	presentation	of	formal	financial	statements	is	necessary.A	company	may	decide	to	prepare	the	financial	statements	in-house	or	hire	an	outside	CPA	to	prepare	the	financial	statements	formally.	In	the	former	situation,	the	company	will	have	to	incur	a	regular	cost	of	hiring	a	CPA	which
can	be	very	costly.However,	the	latter	scenario	is	more	affordable	and	convenient	for	small-budget	companies	as	they	can	get	the	services	of	a	CPA	without	incurring	a	recurring	cost.Depending	on	the	company’s	needs,	the	business	entity	can	hire	a	certified	public	accountant	to	prepare	one	or	more	compilation	financial	statements.In	this	article,	we
will	discuss	the	compilation	of	financial	statements	and	how	the	compilation	of	financial	statements	works	in	any	business	entity.Compilation	of	financial	statements	can	be	defined	as,When	a	company’s	financial	statements	are	prepared	or	compiled	by	an	external	certified	public	accountant,	it	refers	to	a	compilation	of	financial	statements.The
definition	of	the	compilation	does	not	clarify	its	purpose.	However,	the	essence	of	the	compilation	is	hidden	in	the	purpose	of	the	compilation.Basically,	the	business	entity	provides	accounting	data	in	the	form	of	entries,	ledger,	journals,	trial	balance,	etc.,	and	the	accountant	converts	it	into	formal	financial	statements.The	implications	of	compilation
also	include	no	assurance,	review,	or	internal	control	check,	as	in	the	case	of	reviewed	or	audited	financial	statements.Therefore,	an	accountant	does	not	ensure	that	the	financial	statements	present	a	fair	view.	There	is	also	no	assurance	that	all	the	GAAP	or	IRS	have	been	followed.Let’s	redefine	financial	statement	compilation.The	external
accountant,	mostly	a	CPA,	assists	a	company’s	management	in	presenting	the	accounting	data	in	the	form	of	financial	statements.	The	presentation	of	data	does	not	cover	any	assurance	about	any	material	modifications	needed	to	make	the	statements	according	to	a	prescribed	accounting	framework(GAAP	or	IFRS).The	definition	of	the	compilation
also	clarifies	the	scope	of	management’s	and	accountant’s	work	that	will	be	discussed	in	the	next	part	of	the	article.The	definition	of	a	compilation	financial	statement	or	compiled	financial	statement	can	be	derived	from	the	above	definition.	Therefore,	we	will	define	it	as,Related	article		How	to	Calculate	Long	Term	Liabilities	of	the	Company?The
financial	statements(usually	income	statement,	balance	sheet,	and	cash	flow	statement)	prepared	by	an	external	accountant	based	on	the	amounts	or	accounting	data	provided	by	the	client	business	entity	are	called	compiled	financial	statements.	These	statements	are	not	reviewed	or	audited	by	the	accountant	to	confirm	whether	the	business	entity
has	followed	the	generally	accepted	accounting	framework	or	not.The	compiled	financial	statements	present	the	company’s	financial	status	through	the	financial	data.	The	compiled	financial	statements	usually	include:Balance	SheetIncome	StatementStatement	Of	Cash	FlowsCertain	standards	govern	hiring	an	external	accountant	and	the	scope	of
compilation.	In	this	case,	the	American	Institute	Of	Certified	Public	Accountants(AICPA)	has	outlined	the	standards	and	regulations	for	compiling	financial	statements.Everything	about	compiled	financial	statements	has	been	described	under	AR	Section	80.	Every	CPA	undergoing	the	compilation	process	must	understand	and	engage	in	compilation
according	to	regulations	outlined	under	Section	AR	80.	He	should	also	present	a	compilation	report	to	the	client	under	prescribed	regulations.Under	AR	Section	80,	the	management	is	responsible	for:Identification	and	insurance	that	the	company	follows	all	the	laws	and	regulations	applicable	to	the	business	entityManagement	is	responsible	for
making	all	financial	records,	data,	and	information	readily	available	to	the	accountant(CPA).The	management’s	responsibility	is	that	the	financial	statements	are	prepared	and	presented	fairly	according	to	the	applicable	financial	reporting	framework(GAAP	or	IFRS).Detection	and	prevention	of	fraud	are	also	the	responsibility	of	the	company’s
management.A	company’s	management	is	liable	to	design,	implement,	and	maintain	the	internal	check	and	control	procedures	regarding	financial	statements’	preparation	and	fair	representation.Section	80	also	explains	the	duties	and	scope	of	the	accountant’s	work	in	case	of	compilation.	Under	regulations,	the	accountant	has	the	following	duties
and	responsibilities.Under	the	standards	of	AICPA,	the	certified	public	accountant	is	liable	to	conduct	the	engagement	according	to	Statements	on	Standards	for	Accounting	and	Review	Services(SSARSs).The	special	condition	in	compilation	engagement	is	that	there	is	no	requirement	to	disclose	errors,	frauds,	or	illicit	activities.If	any	material	errors
or	evidence	are	found	during	the	engagement,	the	accountant	will	inform	the	management	about	it.	However,	he	is	not	responsible	for	reporting	any	fraud	found	during	the	engagement.Related	article		7	types	of	Income	Statement	Ratios	-	Explained	with	ExampleThe	accountant	conducting	compilation	engagement	is	required	to	know	the	client	in	the
following	aspects:Understanding	of	the	client’s	businessUnderstanding	of	accounting	principles	and	applicable	accounting	framework	used	by	the	client.General	understanding	of	the	client’s	company	includes	but	is	not	limited	to	the	nature	of	business,	operating	characteristics,	income,	revenues,	expenses,	assets,	and	experience.He	must	understand
the	accounting	procedures	and	practices	that	the	client	uses	for	measuring,	recording,	recognizing,	and	disclosing	accounting	information	and	statements.The	accountant	must	possess	an	understanding	level	of	the	industry	in	which	the	client’s	business	operates.	It	includes	understanding	generally	used	accounting	frameworks,	procedures,	and
principles	in	most	industry	entities	that	will	help	accountants	compile	industry	standards.This	requirement	is	not	compulsory	for	an	accountant	to	accept	compilation	engagement.	If	he	has	no	previous	industry	experience,	he	can	consult	AICPA	guides,	industry	publications,	other	entities’	financial	statements	to	develop	an	understanding.When	the
accountant	has	completed	the	engagement	and	prepared	financial	statements,	he	must	read	the	statements	to	confirm	that	there	are	no	material	errors.He	should	also	ensure	that	the	financial	statements	are	in	an	appropriate	form.	He	should	check	for	errors	and	mistakes,	including	arithmetical	errors,	clerical	errors,	errors	in	accounting	principles
application,	and	inadequate	disclosure.AICPA	also	defines	the	scope	of	the	accountant’s	work	regarding	documentation	during	the	compilation	engagement.The	purpose	of	documentation	is	to	provide	enough	description	and	understanding	of	the	procedures	followed.	The	accountant	should	furnish	the	following	documents	from	the	start	to	the	end	of
the	engagement:Engagement	letter	to	explain	the	understanding	with	the	client’s	businessAny	results	or	findings	in	his	judgment	about	material	misstatementsThe	compilation	procedures	are	undertaken	to	resolve	those	issuesDocumentation	for	communication,	oral	or	written,	to	record	any	communication	with	management	about	any	fraud	or	illegal
act	he	found	during	the	engagement.All	the	financial	statements	that	the	accountant	has	compiledAfter	completing	the	engagement,	the	accountant	is	required	to	submit	financial	statements.	When	the	financial	statements	prepared	by	the	accountant	are	to	be	used	by	external	parties,	he	must	also	submit	a	report	along	with	the	financial
statements.The	report	aims	to	prevent	misinterpretation	of	the	information	and	the	degree	of	responsibility	of	the	accountant	related	to	compilation.The	compilation	report	prepared	by	the	accountant	has	the	following	basic	elements:Title	indicating	the	accountant’s	compilation	report	and	his	association	with	the	business	entity.	For	instance,	the
‘independent	accountant’s	compilation	report’	represents	that	the	independent	external	accountant	has	performed	compilation.Addressee	depends	on	the	circumstances	of	the	engagement.Introductory	paragraph	including	the	name	of	the	entity,	stating	the	compilation	of	financial	statements,	identification	of	statements	that	have	been	compiled,
specifying	date	or	period	for	which	compilation	was	made,	a	statement	explaining	the	scope	of	accountant	works	does	not	include	review	or	audit.Management	responsibility	for	preparing	true	and	fair	financial	statements,	performing	internal	control	procedures,	and	maintaining	internal	control.Accountant’s	responsibility	statement	to	explain	the
scope	and	conduct	of	the	accountant	during	the	engagementSignature	of	accountantDate	of	accountant’s	reportMany	people	might	be	concerned	about	the	objective	of	compilation	if	it	is	not	equivalent	to	a	review	or	audit	of	the	financial	statements.	The	audit	is	a	formal	requirement	of	many	corporations	and	business	entities.The	Certified	Public
Accountant	compiles	the	statement	according	to	the	specific	circumstances	of	the	business	entity.For	instance,	if	a	company	is	looking	to	get	a	small	amount	of	loan	requiring	collateral,	it	will	need	its	financial	statements.As	the	financial	statements	themselves	do	not	provide	any	assurance,	if	a	CPA	has	compiled	the	statements,	the	outside	parties	are
more	confident	in	transacting	with	such	business	entities.For	instance,	a	business	needs	machinery	to	add	to	the	current	facility.	If	the	company	goes	to	the	bank,	only	the	tax	return	will	not	be	enough	to	get	a	loan.The	bankers	will	require	you	to	furnish,	compile,	review,	or	audit	statements.	In	case	compiled	statements	are	required,	the	CPA
involvement	adds	confidence	to	your	financial	status.	The	credit	institutions	have	more	faith	in	CPA’s	prepared	statements.The	compilation	statement	is	a	requirement	of	many	business	entities	seeking	loans	or	other	purposes.	However,	there	are	certain	limitations	in	some	cases.	Many	financial	institutions	or	creditors	do	not	rely	on	the	compilation
statements	as	there	is	no	assurance	provided	in	the	statements.However,	we	have	explained	the	concept	of	compilation	and	when	do	the	companies	usually	go	for	compilation.	You	can	also	understand	the	scope	and	duties	of	a	CPA	performing	compilation.	Below	is	the	auditor	report	example	for	Facebook,	which	is	a	U.S	company,	so	it	should	be
compliant	with	GAAP	rules.	This	report	has	been	taken	from	the	Facebook	annual	report	for	2018.	Auditor	for	Facebook	is	Ernest	&Young.It	has	provided	its	audit	report	in	5	points	which	have	been	mentioned	below:In	the	first	paragraph,	the	auditor	has	indicated	they	have	an	audited	balance	sheet,	Income	Statement,	Shareholder’s	Equity,	and
Cashflow	Statement	of	the	company	for	the	last	3	years.	Also,	they	have	checked	all	the	related	notes,	which	explain	the	basis	for	the	numbers	and	some	accounting	guidelines.	Based	on	the	audit,	EY	is	confirming	that	financials	are	in	accordance	with	GAAP	(Generally	Accepted	Accounting	Principles)	standards.	Based	on	the	report,	they	have
provided	an	unqualified	clean	opinion;	it	means	the	auditor	is	satisfied	with	the	financials	provided.In	this	part,	the	auditor	mentioned	that	in	their	audit,	they	check	to	see	any	error,	misrepresentation,	or	fraud	in	the	data	provided.	They	have	taken	some	test	cases	to	check	the	amounts	that	are	provided	in	the	financial.	Also,	they	have	tested	the
accounting	principles	which	was	used	by	management.In	this	part,	an	auditor	has	checked	whether	the	company	is	having	control	over	its	finances	as	regulated	by	COSCO	(Committee	of	Sponsoring	Organization)	and	PCAOB	(Public	Company	Accounting	Oversight	Board).	E.Y.	has	audited	Income	Statement,	Balance	Sheet,	Cash	Flow,	and
Shareholder’s	Equity	for	this	purpose.Here	auditor	mentioned	their	process	for	forming	the	opinion.	They	have	mentioned	that	formally	audit	has	been	done	to	confirm	whether	the	control	mentioned	by	management	over	the	financial	are	reasonable.Here	the	auditor	tells	about	the	procedures	which	can	be	used	for	internal	control	such	as	“provide
reasonable	assurance	regarding	prevention	or	timely	detection	of	unauthorized	acquisition,”	etc.	Because	of	some	limitations,	there	can	be	cases	that,	even	after	adequate	internal	control,	there	can	be	some	misstatements.	Auditor	has	also	mentioned	the	same	in	this	report.	The	audit	report	format	is	as	follows		–	Title	Addressee	Introductory
Paragraph	Management’s	Responsibility	Auditor’s	Responsibility	Opinion	Basis	of	the	Opinion	Other	Reporting	Responsibility	Signature	of	the	Auditor	Place	of	Signature	Date	of	Audit	Report	Let	us	discuss	the	above	format	of	the	audit	report	in	detail.The	title	should	mention	-	‘Independent	Auditor’s	Report.’The	addressee	should	mention	to	whom
the	report	is	being	presented.A	statement	that	the	financial	statements	described	in	the	report	have	been	audited.This	section	of	the	audit	reports	format	should	mention	the	Management's	Responsibility	for	the	integrity	of	the	financial	statements,	which	gives	an	overview	of	the	company's	financial	condition,	cash	flows,	and	financial	performance.	It
should	mention	that	the	financial	statements	are	the	responsibility	of	the	organization's	management.	It	is	their	responsibility	to	formulate	and	execute	necessary	financial	controls	to	ensure	the	accuracy	of	the	financial	records.	The	responsibility	also	includes	the	maintenance	of	accounting	records	to	prevent	fraud.The	auditor's	responsibility	is	to
plan	and	execute	the	audit	to	procure	assurance	regarding	the	financial	statements.	The	Auditor's	responsibility	is	to	depict	an	unbiased	opinion	on	the	financial	statements	and	issue	an	audit	report.	The	report	is	based	on	Standards	on	Auditing.	The	Standards	require	that	the	auditor	complies	with	ethical	requirements.The	most	critical	content	in	an
Audit	Report	is	the	Auditor’s	Opinion.	It	mentions	the	impression	derived	after	auditing	the	financial	statements.It	should	mention	the	basis	of	achieving	the	opinion	as	reported	and	the	facts	of	the	premise.Any	other	responsibility	relating	to	reporting	exists.	It	may	include	Regulatory	requirements.	The	auditor	has	to	mention	the	same.The	auditor
needs	to	sign	the	audit	report,	thereby	confirming	the	report's	authenticity.The	name	of	the	city	in	which	the	signing	of	the	report	happened.The	date	on	which	the	audit	report	is	signed/reported;Below	mentioned	is	a	sample	format	of	an	Auditor’s	Report	:Independent	Auditor's	ReportTo	the	Members	of	X	CompanyReport	on	the	Financial
StatementsWe	have	audited	the	accompanying	consolidated	balance	sheets	of	X	Company	(the	Firm)	as	of	December	31,	20XX,	and	the	related	statements	of	income,	comprehensive	income,	retained	earnings,	changes	in	stockholders'	equity,	and	cash	flows	for	the	year	then	ended,	and	a	synopsis	of	the	accounting	policies	and	other	information.	We
also	have	audited	the	Firm’s	internal	control	over	financial	reporting	as	of	December	31,	20XX.Management’s	Responsibility	for	the	Financial	StatementsThese	financial	statements	are	the	responsibility	of	the	Firm’s	management.	The	Firm’s	Board	of	Directors	is	responsible	for	the	matters	concerning	preparing	these	financial	statements	that	give	a
true	and	fair	view	of	the	firm's	financial	position,	financial	performance,	and	cash	flows	following	accounting	principles	generally	accepted	in	the	United	States	of	America.Auditor’s	ResponsibilityOur	responsibility	is	to	express	an	opinion	based	on	our	audit	on	these	financial	statements.	The	audit	has	been	conducted	following	the	auditing	standards
generally	accepted	in	the	United	States	of	America.	The	standards	necessitate	us	to	plan	and	perform	the	audit	to	gain	assurance	on	the	authenticity	of	the	financial	statements	and	ensure	that	it	is	free	from	any	misstatements	or	possible	frauds.	The	audit	includes	an	inspection	of	the	amounts	and	disclosures	in	the	financial	statements.	The	audit	will
provide	a	reasonable	basis	for	our	opinion.In	our	opinion,	the	financial	statements	referred	to	above	present	justly,	the	financial	position	of	X	Company	as	of	December	31,	20XX,	conforms	to	the	accounting	principles	generally	accepted	in	the	United	States	of	America.	Also,	in	our	opinion,	the	Firm	maintained	effective	internal	control	over	financial
reporting	as	of	December	31,	20XX.	If	a	company	follows	an	accounting	principle,	it	should	keep	following	the	same	principle	until	a	better	one	is	found.	If	the	consistency	principle	is	not	followed,	the	company	will	jump	around	here	and	there,	and	financial	reporting	will	be	messy.	As	a	result,	it	would	be	difficult	for	investors	to	see	where	the
company	has	been	going	and	how	it	is	approaching	its	long-term	financial	growth.As	per	the	conservatism	principle,	accounting	faces	two	alternatives	–	one,	report	a	more	significant	amount,	or	two,	report	a	lesser	amount.	To	understand	this	in	detail,	let’s	take	an	example.	Let’s	say	that	Company	A	has	reported	that	it	has	machinery	worth	$60,000
as	its	cost.	Now,	as	the	market	changes,	the	selling	value	of	this	machinery	comes	down	to	$50,000.	Now	the	accountant	has	to	choose	one	from	two	choices	–	first,	ignore	the	loss	the	company	may	incur	on	selling	the	machinery	before	it’s	sold;	second,	report	the	loss	on	machinery	immediately.	As	per	the	conservatism	principle,	the	accountant
should	go	with	the	former	choice,	i.e.,	to	report	the	loss	of	machinery	even	before	the	loss	would	happen.	Conservatism	principle	encourages	the	accountant	to	report	more	significant	liability	amount,	lesser	asset	amount,	and	also	a	lower	amount	of	net	profits.As	per	the	going	concern	principle,	a	company	would	operate	for	as	long	as	it	can	in	the
near	or	foreseeable	future.	Therefore,	by	following	the	going	concern	principle,	a	company	may	defer	its	depreciation	or	similar	expenses	for	the	next	period.The	matching	principle	is	the	basis	of	the	accrual	principle	we	have	seen	before.	As	per	the	matching	principle,	it’s	said	that	if	a	company	recognizes	and	records	revenue,	it	should	also	record
all	costs	and	expenses	related	to	it.	So,	for	example,	if	a	company	records	its	sales	or	revenues,	it	should	also	record	the	cost	of	goods	sold	and	also	other	operating	expenses.As	per	this	principle,	a	company	should	disclose	all	financial	information	to	help	the	readers	see	the	company	transparently.	Without	the	full	disclosure	principle,	the	investors
may	misread	the	financial	statements	because	they	may	not	have	all	the	information	available	to	make	a	sound	judgment.	A	compiled	financial	statement	is	the	result	of	a	service	where	an	external	Certified	Public	Accountant	(CPA)	assists	a	company’s	management	in	presenting	its	financial	data	in	standardized	financial	statements.	The	CPA’s	role	is
to	organize	the	information	provided	by	the	business	into	a	professional	format.	A	characteristic	of	a	compilation	is	that	the	CPA	does	not	perform	procedures	to	verify	the	accuracy	of	the	underlying	data,	as	it	is	a	non-assurance	service,	meaning	the	accountant	does	not	express	an	opinion	or	conclusion	on	the	information’s	reliability.	Understanding
the	Compilation	Engagement	A	compilation	engagement	is	a	distinct	accounting	service	governed	by	professional	standards,	specifically	the	Statements	on	Standards	for	Accounting	and	Review	Services	(SSARS),	issued	by	the	American	Institute	of	Certified	Public	Accountants	(AICPA).	In	this	engagement,	the	CPA	applies	accounting	and	financial
reporting	expertise	to	help	management	present	its	financial	information	in	a	recognized	format,	but	the	responsibility	for	the	accuracy	of	that	information	remains	with	management.	A	new	standard	on	quality	management	will	become	effective	for	compilations	of	financial	statements	for	periods	beginning	on	or	after	December	15,	2025.	This	update
introduces	a	greater	focus	on	quality	management	for	the	engagement,	emphasizing	the	engagement	partner’s	responsibility	for	its	overall	quality.	A	CPA	is	not	required	to	be	independent	of	the	client	to	perform	a	compilation.	This	differs	from	review	and	audit	services,	where	independence	is	mandatory.	If	the	CPA	is	not	independent,	this	fact	must
be	clearly	disclosed	in	the	compilation	report.	The	process	begins	when	a	client	engages	a	CPA,	which	should	be	documented	in	an	engagement	letter.	This	letter	outlines	the	objectives	and	limitations	of	the	service.	The	CPA	will	then	read	the	financial	statements,	considering	whether	they	appear	appropriate	in	form	and	are	free	from	obvious
material	misstatements	based	on	the	accountant’s	understanding	of	the	industry	and	applicable	financial	reporting	framework,	such	as	U.S.	Generally	Accepted	Accounting	Principles	(GAAP).	Components	of	a	Compiled	Financial	Statement	Report	The	final	deliverable	from	a	compilation	engagement	consists	of	two	main	parts:	the	accountant’s
compilation	report	and	the	financial	statements	themselves.	These	components	present	the	company’s	financial	information	and	clarify	the	context	of	the	CPA’s	involvement.	The	accountant’s	compilation	report	is	a	brief	letter	that	precedes	the	financial	statements.	This	report	identifies	the	entity	and	the	financial	statements	that	were	compiled,
states	that	management	is	responsible	for	the	financial	statements,	and	specifies	the	date	or	period	covered.	It	also	includes	a	statement	that	the	engagement	was	performed	in	accordance	with	SSARS	and	explicitly	states	that	the	accountant	did	not	audit	or	review	the	statements	and	provides	no	form	of	assurance.	The	financial	statements	included
in	a	compiled	package	are	the	same	as	those	in	an	audited	or	reviewed	set.	This	includes:	A	Balance	Sheet,	which	shows	the	company’s	assets,	liabilities,	and	equity	at	a	specific	point	in	time.	An	Income	Statement,	detailing	revenues	and	expenses	over	a	period.	A	Statement	of	Cash	Flows,	which	tracks	the	movement	of	cash	from	operating,	investing,
and	financing	activities.	A	Statement	of	Owner’s	Equity	or	Retained	Earnings	may	also	be	part	of	the	package.	Additionally,	the	statements	may	be	accompanied	by	notes.	These	notes	provide	further	detail	on	the	accounting	policies	used	and	other	financial	information.	A	required	disclosure	in	a	compilation	is	a	description	of	the	basis	of	accounting



used,	such	as	the	cash	basis	or	tax	basis,	if	it	is	a	special-purpose	framework	other	than	GAAP.	Information	Required	for	a	Compilation	To	perform	a	compilation,	the	CPA	relies	entirely	on	financial	data	and	records	provided	by	the	company’s	management.	The	business	must	gather	and	organize	specific	documents	that	form	the	basis	of	the	financial
statements.	The	foundational	document	required	is	the	company’s	trial	balance,	which	lists	all	the	account	balances	from	the	general	ledger.	The	general	ledger	itself,	containing	a	detailed	record	of	all	transactions	for	the	period,	is	also	necessary.	Bank	statements	for	all	company	accounts,	along	with	corresponding	bank	reconciliations,	are	needed	to
ensure	cash	balances	are	correctly	stated.	Details	supporting	balances	on	the	trial	balance	are	also	required.	This	includes	schedules	for	fixed	assets,	detailing	acquisitions	and	disposals,	and	loan	agreements	or	amortization	schedules	for	liabilities.	For	businesses	with	customers	and	suppliers,	accounts	receivable	and	accounts	payable	aging	reports
are	important.	If	the	company	holds	inventory,	a	detailed	inventory	listing	is	necessary	to	establish	its	value.	The	CPA	may	ask	questions	if	the	provided	information	appears	incomplete	or	incorrect	but	is	not	required	to	verify	it.	Management	is	responsible	for	ensuring	the	accuracy	of	these	underlying	documents,	and	providing	well-organized	records
allows	the	CPA	to	assemble	the	statements	efficiently.	Common	Uses	for	Compiled	Statements	Compiled	financial	statements	serve	several	purposes	for	businesses,	particularly	when	a	higher	level	of	assurance	is	not	required	or	is	not	cost-effective.	They	are	often	used	for	internal	management	purposes,	providing	owners	and	executives	with	a	clear
and	professionally	formatted	overview	of	the	company’s	financial	health.	This	can	help	in	tracking	performance	and	making	strategic	decisions.	These	statements	are	frequently	used	to	support	applications	for	small	business	loans	or	lines	of	credit.	While	some	lenders	may	require	audited	or	reviewed	statements	for	larger	or	riskier	loans,	many	will
accept	compiled	statements,	especially	when	the	loan	is	secured	by	collateral.	Compiled	statements	can	also	be	useful	in	the	preliminary	stages	of	selling	a	business.	They	can	provide	prospective	buyers	with	initial	financial	information	to	gauge	their	interest	before	they	undertake	their	own	detailed	due	diligence.	This	allows	the	seller	to	present
financial	data	in	a	standardized	format	without	incurring	the	significant	cost	of	an	audit	early	in	the	process.	Finally,	some	third	parties,	such	as	vendors,	landlords,	or	surety	bond	agencies,	may	request	financial	statements	to	assess	a	company’s	financial	stability.	In	many	of	these	situations,	the	requirement	is	for	a	formally	presented	set	of	financial
statements,	and	a	compilation	prepared	by	a	CPA	fulfills	this	need	efficiently.	Auditors	come	in	with	a	huge	responsibility	to	ensure	that	the	information	revealed	does	not	lead	to	misstatement	and	misguidance.	A	qualified	opinion	on	audit	report	is	the	one	that	the	auditor	gives	stating	that	the	statements	are	not	as	per	the	rules	or	there	is	no
sufficient	evidence	of	a	particular	transaction,	all	of	which	are	not	pervasive.	Such	details	may	affect	the	use	of	those	documents.	Such	an	opinion	may	also	be	due	to	the	lack	of	information	disclosed	in	the	footnotes.Let’s	understand	the	concept	of	qualified	opinion	on	audit	report	with	the	help	of	a	few	examples,	which	can	result	in	an	Auditor
expressing	a	Qualified	Opinion.Rathi	and	Associates	conducted	Audit	of	ABC	International	as	per	the	relevant	provision	of	the	Act	and	observed	that	the	Sundry	Debtors/Accounts	Receivables	reported	by	ABC	International	includes	an	amount	of	$40000	which	is	due	from	an	entity	which	has	ceased	its	operations	and	the	debt	is	unsecured,	and	the
company	doesn't	have	any	security	to	liquidate	and	realize	its	dues.	Accordingly,	ABC	International	must	make	a	complete	provision	of	$40000	in	its	Profit	and	Loss	Account	and	reduce	its	Profit	by	the	same	amount	before	adjusting	for	tax.As	such,	in	my	opinion	(Auditor	Remark),	except	for	the	matter	described	above	as	the	basis	for	an	Audit	report
qualified	opinion,	the	financial	statements	present	a	true	and	fair	view	of	the	financial	position	of	ABC	International.Franklin	and	Associates	conducted	Audit	of	Bata	International	and	Observed	that	the	company	had	reported	Inventories	on	its	Balance	Sheet	at	Cost	instead	of	the	ideal	practice	of	stating	at	lower	of	Cost	or	Net	Realizable	Value	as	per
the	relevant	Accounting	Standard	pertaining	to	Valuation	of	Inventories.	As	per	the	records	shared	by	Bata	International	if	such	Inventories	were	recorded	at	lower	of	Cost	or	Net	Realizable	Value	would	have	resulted	in	Bata	International	Gross	Profit	falling	by	$20000	and	Income	Tax	Expenses	reduced	by	$2000	and	Net	Profit	down	by	$18000
respectively.As	such,	in	my	opinion	(Auditor	Remark),	except	for	the	incorrect	inventory	valuation	treatment	above	as	the	basis	for	an	Audit	report	qualified	opinion,	the	financial	statements	present	a	true	and	fair	view	of	the	financial	position	of	Bata	International.Clark	and	Associates	conducted	Audit	of	Moon	Pharmaceuticals	Limited,	which	reported
revenues	of	$250000,	out	of	which	$50000	were	cash	sales.	Auditors	were	unable	to	factually	satisfy	themselves	about	the	cash	sales	recorded	by	the	company	due	to	inadequate	systems	of	Internal	Control	and	recording	of	such	Cash	Sales.	As	such,	it	is	impossible	to	certify	that	the	recorded	revenues	are	free	from	material	error	relating	to	the
Overstatement	of	Revenues.As	such,	in	my	opinion	(Auditor	Remark),	except	for	the	matter	described	above	as	the	basis	for	an	audit	report	qualified	opinion,	the	financial	statements	present	a	true	and	fair	view	of	the	financial	position	of	Moon	Pharmaceuticals.Thus,	we	can	conclude	that	such	an	independent	auditor's	report	qualified	opinion	is	a
case	where	the	auditor	is	not	able	to	identify	or	gather	sufficient	proof	to	support	a	particular	adjustment	or	transaction	or	does	not	follow	the	rules	given	in	the	accounting	standards.	Lack	of	verification	and	support	leads	to	improper	disclosure	and	uncertainty	in	the	process.It	is	essential	to	note	that	this	opinion	is	mentioned	in	the	third	and	final
section	of	the	report.	This	section	points	out	to	the	position	of	the	accounting	statements	and	internal	control	procedures.	This	kind	of	opinion	shows	that	the	auditor	is	not	able	to	verify	the	details	to	the	fullest	extent	and	hence,	not	able	to	complete	the	report	properly.
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