OVERVIEW OF SAS 134 THROUGH 140

“The creation of a thousand forests is in one acorn.” – Ralph Waldo Emerson
The Statements on Auditing Standards (SASs) Nos. 134 through 140 deal primarily with substantial changes to the auditor’s report.  They are composed as, and intended to be implemented as, a group.  
SASs 134 – 140 will be implemented for periods ending on or after December 15, 2021.  Early implementation is permitted and encouraged.  All these SASs should be implemented simultaneously as they are related.  In April of 2020 the Auditing Standards Board (ASB) of the American Institute of Certified Public Accountants (AICPA) decided to delay the implementation of this group by one year.  The implementation had originally been scheduled for December 2020, but the Board was concerned over the impact of the COVID-19 pandemic on the ability of CPA firms and their clients to effectively and efficiently engage the implementation process.  
In this article we will enjoy a brief overview of the SAS 134 – 140 suite.  Detailed review of the new Statements on Auditing Standards by users is encouraged in order for the reader to gain a thorough working understanding of the subject matter.  
For purposes of this article we will use the definition of “related parties” as found in GASB 62 paragraph 57 - A government’s related organizations, joint ventures, and jointly governed organizations,
as defined in Statement No. 14, The Financial Reporting Entity, as amended; elected and
appointed officials of the government; its management; members of the immediate
families of elected or appointed officials of the government and its management; and other
parties with which the government may deal if one party can significantly influence the
management or operating policies of the other to an extent that one of the transacting
parties might be prevented from fully pursuing its own separate interests. Another party
also is a related party if it can significantly influence the management or operating
policies of the transacting parties (for example, through imposition of will as discussed in
Statement 14, as amended) or if it has an ownership interest in one of the transacting
parties and can significantly influence the other to an extent that one or more of the
transacting parties might be prevented from fully pursuing its own separate interests.
For the purposes of this article, we will us the definition of “significant unusual transaction” as found in SAS 135, - Significant transactions that are outside the normal course of business for the entity or that otherwise appear to be unusual due to their timing, size, or nature.
SAS No. 134 – Auditor Reporting and Amendments, Including Amendments Addressing Disclosures in the Audit of Financial Statements
SAS number 134 addresses the auditor’s responsibility to form an opinion on the financial statements based on sufficient appropriate evidence.  It discusses communicating key audit matters (KAM) in the independent auditor’s report.  This reporting of key audit matters is intended to provide greater transparency regarding the audit.  In addition, modifications to the opinion in the auditor’s report are reviewed.  These modifications include a qualified opinion, an adverse opinion, and a disclaimer of opinion.  Finally, Emphasis-of-Matter (EOM) paragraphs and Other-Matter paragraphs are discussed.  The requirements for the auditor to include these paragraphs and the form of the paragraphs are detailed as well.
Things to Consider: This SAS will have minimal impact to audit clients.  Its focus is primarily an auditor function.
SAS No. 135 – Omnibus Statement on Auditing Standards - 2019
This standard is intended to more closely align Auditing Standards Board (ASB) guidance with the Public Company Accounting Oversight Board (PCAOB).
This standard addresses the auditor’s responsibilities in agreeing upon the terms of the audit engagement with management and, when appropriate, those charged with governance (TCWG).  Certain preconditions are established for an audit, for which management and, when appropriate TCWG are responsible.  It establishes whether preconditions are present (i.e., acceptable financial reporting framework exists, and management acknowledges and accepts its responsibility for financial statement presentation), whether the internal control system is in place, whether the auditor is provided with access to all information, and confirms that a common understanding exists of the terms of the audit.
SAS 135 addresses the auditor’s responsibilities relating to fraud in an audit of financial statements.  This responsibility rests primarily with TCWG and management.  The auditor is responsible for obtaining reasonable assurance that the financial statements as a whole are free from material misstatement, whether caused by fraud or error.
SAS 135 provides the overarching framework for the auditor’s communication with TCWG and identifies some specific matters to be communicated.  The SAS addresses the auditor’s responsibility to communicate to TCWG and management, deficiencies in internal control that the auditor has identified.  However, no additional responsibilities on the auditor are imposed regarding obtaining an understanding of the internal control system.
The auditor is required to obtain an understanding of the entity and its environment and assessing the risk of material misstatement.  The auditor is required to perform risk assessment procedures (inquiry of management, analytical procedures, observation, and inspection).  In response to the understanding of risk of material misstatement the auditor must design and perform audit procedures to obtain sufficient appropriate evidence to support an opinion.
The auditor must obtain sufficient appropriate evidence regarding whether opening balances contain misstatements, appropriate accounting policies are reflected in the opening balances, and changes to accounting policies have been accounted for and disclosed.  
SAS 135 addresses the auditor’s responsibility to understand the entity’s related party relationships and ensure that appropriate accounting and disclosure measures are taken. Going forward, auditors will inquire about related party and significant unusual transactions not approved and authorized according to established policies and procedures.  In addition, they will inquire about related party and significant unusual transactions for which exceptions to policies and procedures were granted and the reasons for granting those exceptions.
This SAS addresses the auditor’s, and predecessor auditor’s, responsibilities regarding subsequent events; those that provide evidence of conditions that existed at the date of the financial statements and those that provide evidence of conditions that arose after the date of the financial statements.  
Generally accepted auditing standards apply to group audits (e.g., Annual Comprehensive Financial Report).  SAS 135 also addresses special considerations that apply to group audits.  The group engagement partner is required to be satisfied that those performing the audit engagement collectively possess the appropriate competence and capabilities. 
Auditor’s responsibilities when engaged to review interim financial information is an important topic covered as well.  Remember, in these situations the auditor is not performing an audit.  The objective of the auditor when doing this work is to obtain a basis for reporting whether the auditor is aware of any material modifications that should be made to the interim financial information for it to be in accordance with the applicable financial reporting framework through performing limited procedures.
This standard establishes requirements and provides guidance that applies only when an auditor is engaged to perform an audit of internal control over financial reporting (ICFR) that is integrated with an audit of financial statements (integrated audit).  The auditor is to obtain reasonable assurance about whether material weaknesses exist as of the date specified in management’s assessment about the effectiveness of ICFR and express an opinion on the effectiveness of ICFR in a written report.
Things to Consider:   An audit client should have current documented policies and procedures (P&P) regarding the appropriate approval and disclosure of related party and significant unusual transactions.  The P&P should explain restrictions on related party and significant unusual transactions, the process for gaining approval for these transactions, any documentation requirements for this approval, and documentation of the business purpose for the transactions.
SAS No. 137 – The Auditor’s Responsibilities Relating to Other Information Included in Annual Reports
SAS 137 addresses the auditor’s responsibilities relating to other information, whether financial or nonfinancial information (other than financial statements and the auditor’s report thereon), included in an entity’s annual report.  An entity’s annual report may be a single document or a combination of documents that serve the same purpose.  The auditor’s opinion on the financial statements does not cover the other information, nor is the auditor required to obtain audit evidence beyond that required to form an opinion on the financial statements. 
Things to Consider: This SAS will have minimal impact to audit clients.  Its focus is primarily an auditor function.
SAS No. 138 – Amendments to the Description of the Concept of Materiality
SAS No. 138 amends various AU-C sections in AICPA Professional Standards, to align the materiality concepts discussed in AICPA Professional Standards with the description of materiality used by the Public Company Accounting Oversight Board (PCAOB), the Securities Exchange Commission (SEC), and the Financial Accounting Standards Board (FASB).  The FASB believes it is in the public interest to eliminate inconsistencies between AICPA Professional Standards and the description of materiality used by the U.S. judicial system and other U.S. standard setters and regulators.
SAS 138 addresses overall auditor’s responsibilities when conducting an audit of financial statements in accordance with Generally Accepted Auditing Standards (GAAS).  It sets out overall objectives for the auditor and explains the nature and scope of an audit designed to meet those objectives.  It also explains the scope, authority, and structure of GAAS.  
This SAS addresses the auditor’s responsibility to apply the concept of materiality in planning and performing an audit.  In addition, it addresses the auditor’s responsibility to evaluate the effect of identified misstatements on the audit and the effect of uncorrected misstatements, if any, on the financial statements.  
SAS 138 addresses special considerations that apply to group audits, in particular those that involve component auditors.  
This SAS addresses the auditor’s responsibility to form an opinion on the financial statements.  It also addresses the form and content of the auditor’s report issued as a result of an audit of financial statements.  This applies to an audit of a complete set of general purpose financial statements and is written in that context.  The objectives of the auditor are to form an opinion on the financial statements based on an evaluation of the audit evidence and to express that opinion in a written report.
Finally, SAS 138 discusses the auditor’s responsibility to form an opinion on the financial statements of employee benefit plans (EBPs) subject to the Employee Retirement Income Security Act of 1974 (ERISA).  It also addresses the form and content of the auditor’s report issued as a result of an audit of ERISA plan financial statements.  
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SAS No. 139 – Amendments to AU-C Sections 800, 805, and 810 to Incorporate Auditor Reporting Changes from SAS No. 134
SAS No. 139 aligns AU-C sections 800, Special Considerations – Audits of Financial Statements Prepared in Accordance with Special Purpose Frameworks, 805, Special Considerations – Audits of Single Financial Statements and Specific Elements, Accounts, or Items of a Financial Statement, and 810, Engagements to Report on Summary Financial Statements, with the reporting provisions of SAS No. 134, Auditor Reporting and Amendments, Including Amendments Addressing Disclosures in the Audit of Financial Statements, and other recently issued SASs.  These revised auditor’s reports involving special purpose accounting frameworks and other unique reporting scenarios provide additional transparency into the basis for the auditor’s opinion and the responsibilities of both entity management and auditors.
SAS 139 addresses special considerations in the application of AU-C sections 200 through 700 as applied to audits of financial statements.  These special considerations include issues that are relevant to the acceptance of the engagement, the planning and performance of the engagement, and forming an opinion and reporting on the financial statements.  SAS 139 does not purport to address all special considerations that may be relevant in the circumstance.
This SAS also addresses special considerations in the application of AU-C 200 through 700 to an audit of a single financial statement or a specific element, account, or item of a financial statement.  The special considerations addressed here are largely the same as those in the previous paragraph.
SAS 139 also addresses the auditor’s responsibilities relating to an engagement to report separately on summary financial statements derived from financial statements audited in accordance with GAAS by the same auditor.  In such an engagement, the auditor forms an opinion about whether the summary financial statements are consistent, in all material respects, with the audited financial statements from which they have been derived.  This section does not apply to condensed financial statements or summarized financial information presented as comparative information.  
Things to Consider: This SAS will have minimal impact to audit clients.  Its focus is primarily an auditor function.
SAS No. 140 – Amendments to AU-C Sections 725, 730, 930, 935, and 940 to Incorporate Auditor Reporting Changes from SAS Nos. 134 and 137
SAS No. 140 completes the ASB’s yearlong effort to conform GAAS with the reporting provisions of SAS No. 134, Auditor Reporting and Amendments, Including Amendments Addressing Disclosures in the Audit of Financial Statements, and other recently issued SASs.  In addition, certain other AU-C sections in AICPA Professional Standards have been amended to reflect practice issues that have arisen since the most recent revisions to these AU-C sections, and AU-C Section 935, Compliance Audits, has also been amended to be consistent with current governmental requirements.
SAS 140 addresses the auditor’s responsibility to report on whether supplementary information is fairly stated, in all material respects, in relation to the financial statements as a whole.  This report on supplementary information is not considered necessary for the financial statements to be fairly presented.  
Also addressed in this SAS is the auditor’s responsibility with respect to information that a designated accounting standard setter requires to accompany an entity’s basic financial statements.  In the absence of any separate requirement, the auditor’s opinion on the basic financial statements does not cover required supplementary information.  
This SAS also discusses circumstances in which an auditor practicing in the United States is engaged to report on financial statements that have been prepared in accordance with a financial reporting framework generally accepted in another country, not adopted by an appropriate body in the United States, when such statements are intended for use outside the United States.  This SAS does not preclude the use of those statements within the United States.  The objective of the auditor in this circumstance is to address the special considerations relevant to the acceptance of the engagement, the planning and performance of the engagement, and forming an opinion and reporting on the financial statements.
SAS 140 also discusses comfort letters to specific parties.  Auditors are not required by GAAS to accept an engagement to issue a comfort letter.  Comfort letters developed as a response to underwriters’ request for assurance of financial stability.  A comfort letter may include the independence of the auditor, whether the financial statements comply regarding form with the 1933 Act, unaudited financial statements, other financial information, and negative assurance about whether nonfinancial information complies with Regulation S-K.
This SAS addresses the auditor’s responsibilities when engaged to review interim financial information under specific conditions.  The objective of the auditor in these circumstances is to review the interim financial information to determine whether any material modifications should be made to the interim financial information for it to be in accordance with the applicable framework.
Governments frequently establish governmental audit requirements for entities to undergo an audit of their compliance with applicable compliance requirements.  This SAS is applicable when an auditor is engaged to perform a compliance audit with GAAS, under Government Auditing Standards (GAS), and a governmental audit requiring an opinion on compliance.  The auditor’s objective here is to make a determination whether the entity materially complied with requirements, and identify requirements supplementary to GAAS and GAS and perform those requirements.
SAS 140 also establishes requirements and provides guidance that applies only when an auditor is engaged to perform an audit of internal control over financial reporting (ICFR) that is integrated with an audit of financial statements (integrated audit).  GAAS can be adapted to apply to an audit of ICFR that is integrated with an audit of financial statements.  The auditor’s objectives here are to obtain reasonable assurance about whether a material weakness exists in the ICFR and express an opinion on the effectiveness of ICFR.
Things to Consider: This SAS will have minimal impact to audit clients.  Its focus is primarily an auditor function.
SAS No. 141 – Amendments to the Effective Dates of SAS Nos. 134 – 140 
SAS No. 141 delays by one year the effective dates of SAS Nos. 134 – 140 (which, among other things, substantially changes the auditor’s report) from December 15, 2020 to December 15, 2021, and also permits early implementation of this suite of standards.
______

This new suite of standards issued by the AICPA provides a fresh updated approach to auditor reporting on financial statements.  Thanks to these updates financial statement users can look forward to greater understanding of the information provided to them by auditors and auditors can have confidence that the information they provide is more closely aligned with user needs.  More SAS updates will be available soon.

