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EXECUTIVE SUMMARY

PART 1. ACCOUNTING

Did You Know? Making Sense of Recent Standards:
Measurement and Disclosure of Credit Losses....... 3

Susan Longo, CPA, explores the Financial Accounting
Standards Board’s issuance of ASU 2016-13, which
marked a significant shift in the measurement and
disclosure of credit losses, transitioning from an incurred
loss model to the current expected credit loss (CECL)
framework. This session unpacks the complexities of the
standard through a practical lens, focusing on its impact
on both financial institutions and small businesses.
Unlike previous practices that relied on subjective
judgment or historical averages, CECL demands a
forward-looking, data-driven approach that incorporates
historical experience, current conditions, and reasonable,
supportable forecasts. The content emphasizes how this
shift affects the evaluation of loans, debt securities, and
trade receivables—including those held by entities
unaccustomed to segmenting financial assets or
conducting rigorous environmental analyses. Through
clear explanations, illustrative journal entries, and
detailed examples—including vintage loss assessments,
aging schedules, and valuation adjustments—Iearners are
guided in applying the new rules. The standard’s broad
scope and strict disclosure requirements further stress the
need for consistent, transparent methodologies across
portfolio segments. By grounding credit loss recognition
in predictive analytics rather than retrospective
guesswork, ASU 2016-13 establishes a new era of
accountability and accuracy in financial reporting.
[Running time: 45:11]

Learning Objectives: Upon completion of this
segment, the user should be able to:

e Identify the requirements in recent authoritative
standards.

e Pose and answer FAQs related to recent standards.

e Explain recent changes in accounting rules to staff
professionals and client personnel.

PART 2. AUDITING
Fundamentals of Audit Documentation ................ 21

Christopher K. Martin leads this session on audit
documentation, which is the backbone of every effective
and defensible audit. This session provides a
comprehensive guide to mastering the principles under
AU-C 230, unpacking the essential purpose, content, and
quality standards for documentation that supports audit
conclusions and compliance with GAAS. The material
emphasizes the "reperformability” standard—ensuring
that an experienced auditor with no prior connection to
the engagement can clearly understand what work was
done, why it was done, and what conclusions were
reached. Through detailed breakdowns and engaging
examples, learners will explore proper documentation
techniques, common  misconceptions, practical
applications, and effective use of tools like tick marks,
cross-referencing, and self-review practices. The session
also highlights key areas where firms often fall short,
such as overreliance on prior-year workpapers, excessive
or insufficient documentation, and lack of clarity in
significant findings. Participants will learn how
thoughtful, concise, and timely documentation can
reduce peer review deficiencies, support audit quality,
and facilitate future engagements. With practical tips,
audit file walkthroughs, and real-world insights, this
session equips auditors at all levels to create
documentation that not only complies with standards but
enhances audit effectiveness, efficiency, and professional
credibility. /[Running time: 1:31:54]

Learning Objectives: Upon completion of this
segment, the user should be able to:

e Explain the requirements of AU-C 230, Audit
Documentation.

e Explain why the AICPA is focused on improving
audit documentation.

e Describe quality documentation.

e list ways to meet the audit “reperformability”
standard.
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EXPERT ANALYSIS AND COMMENTARY

PART 1. ACCOUNTING

Did You Know? Making Sense of Recent Standards: Measurement and
Disclosure of Credit Losses

Welcome, everyone, to our first session on the A and A portion of this month’s program. In this
session, we’ll break down the new credit loss standard, ASU 2016-13, and explain how it changes
the way we measure and disclose credit losses. You’ll learn how the shift from the incurred loss
model to the current expected credit loss model impacts everything from trade receivables to debt
securities. We’ll use clear examples and simple illustrations to help you understand what’s required
and how to apply it. Now let’s join our expert, Susan Longo, who will lead us as we explore today’s
accounting topic, Making Sense of Measurement and Disclosure of Credit Losses.

Ms. Longo

Hello, I'm Susan Longo and we're going to talk about the standard that the FASB issued in 2016, about the
measurement and disclosure of credit losses. This standard significantly changed the rules for what is included in a
credit loss evaluation.

It is a standard that wasn't particularly earth shattering to the financial institution world because they had been doing
that for some, some time. It does, however, significantly affect our small businesses that were not, number one, data
driven. They were tempted to be more, you know, a rule of thumb, or thumb in the air about what should be an
allowance against receivables, but that also, for the small businesses, the recognition that there is, there's not the
consistency that they tend to want to display and that the practitioner tends to think actually occurs. So, consequently
having to have a multi-year view of, of allowances is a, is a very different kind of operation, and, and technically in
terms of the measurement, but also in terms of, of the disclosures of it. So, we're going to talk about that standard at
some length.

So, let's talk about credit losses as is now defined. The standard we're talking about is ASU 2016 and -13. It was
effective in the period of 2023, so we have about, you know, a few years of experience behind it. It was, however,
effective as of 1/1/23, and therein did lie the, the problem in that a lot of people who only think about things in terms
of annual financial statements really had not made the modification to their accounting systems early enough to track
the change. There was a, a requirement to do a modified retrospective with a cumulative adjustment to retained
earnings from the beginning for everything that is, is presented.

So, what's actually happened? Maybe we'll take a step back and ask, “Well, why did they do this?”” The answer is all
because of Topic 606, which is the Revenue Standard. So, what the Revenue Standard said was at the transaction
date, not at the end of the month, the quarter or a couple of months after year-end when the auditor sits down and has
a conversation with Karen, but at the transaction date you are required to determine collectability.

Now, that's very different because it takes away that, “Well, I have subsequent cash collections,” because you don't
have subsequent cash collections at the date of the transaction. You may have a pattern that gives you a clue as to
what those might be, but you don't have them.

It also says you look at this at the transaction date based upon a, a, a sort of a, a multi looksee, which does not allow
you to, once again, say, “Well, ['ve had the client for 30 years and they've never had a, you know.” Well, then we
look at 1992, 2008 and, and 2019, and we know that's not a good analysis.

So, what has happened is we have moved from an incurred loss model. That's the one that said we're going to have
the conversation with Karen and, “Where is this receivable and that receivable and that receivable, and do we have
an allowance sufficient to address that to now a current expected loss model?”




It requires that a recognition of the full amount of expected losses. So, the new guidance applies to loans, debt
securities, trade receivables, net investments and leases, off balance sheet exposures, standby letters of credit, lines
of credit, reinsurance receivables and anything else not excluded.

So, the answer is what's not -- what is excluded? Well, pledges for a nonprofit, for a not-for-profit, and loans in an
employee benefit plan. Those are the two things that are excluded. Everything else falls under this. So, the, the
important thing is the exclusion of the not-for-profit and the employee benefit plan. Those are the things that you,
you encounter most frequently.

So, if we looked at the guidance, what's unique about the guidance? Well, an asset is measured at amortized cost, and
now it's net of the amount expected to be collected. Is that any different than what was done prior to that point? We
have the accounts receivable measured at amortized cost net of the allowance; not any different.

Now, what is unique is we have to make sure that we have a collective view when we have assets of similar
characteristics. So, therefore, it does require small entities who are not used to doing this to actually group similar
assets. So, whether you want to call it grouping or segmenting, whatever, it does, it does require that to happen.

Now, we also have a change in terminology. It's now “an allowance for credit losses,” and the reason is because it
includes more than just the allowance related to receivables. So, that valuation account is now called an “allowance
for credit losses.”

So, please, no more an allowance for uncollectable, an allowance for bad debts, those sorts of things. It's got to be an
allowance for credit losses. It is deducted from the advertised cost. Is that different? No. The income statement
includes the credit losses. Is that different? No. So, so far nothing different.

Now, here's what is different, and that is the measurement rule. The measurement rule requires that you use historical
experience, current conditions and a reasonable forecast. You can't just say, “Well, this is what the pattern is for the
last three years.” And so, we, we often saw that on workpapers.

The allowance for doubtful accounts, $30,000 in that, in each of the last three years. Analytics shows it's consistent,
no further procedures deemed necessary, but historical experience doesn't hold true whenever there is some market
disruption, whether it be economic, industry or whatever. So, therefore you have got to look at the current conditions.
And for most entities, current conditions means, “Is somebody paying?” And they're asking here that you are more
environmentally sensitive, that is, you're actually monitoring what's happening to all of these transactions.

And then what will happen. because the collection period extends for some time, is a knowledge of what's the
disruption that could occur. It's a reasonable forecast period. It doesn't have to go out 20- or 30-years, but it's
something more than one month.

So, we want to take a look at the specific rules for receivables, the specific rules for available-for-sale securities,
make sure that we have a foundation of what's actually happening, and then what we're going to do is look at a whole
bunch of, of illustrations.

So, for available-for-sale securities, the credit loss is in an allowance account, whereas right prior to this standard
being issued, you actually reduced the amortized cost. So, debt securities, bonds, notes when there is a, a loss was
actually recorded right in the investment account, and now we use an allowance account. The allowance account is
limited to the difference between fair value and amortized cost, and the changes in the allowance is a credit-loss
expense. Now, again we don't have a bad-debt expense, we have a credit-loss expense.

The allowance for purchased available for sales securities with a more than insignificant amount of credit
deterioration, PDCS is treated like any other available-for-sales security; however, the initial allowance gets added
to the purchase price. It's only the subsequent changes that wind up with a credit-loss expense.




So, just to make sure everybody understands this, because what we find is that people are still doing pretty much
what they've always done, which is they get a broker-dealer statement, they take a look at cost, they took it take a
look at fair value and on an aggregate basis they make an adjustment in the books, and the adjustment aggregated is
one that doesn't reflect the requirements of the new standard. Sometimes it's a net that goes into other comprehensive
income. Rarely do we say an allowance that's disclosed properly that shows the decline in value of the available-for-
sale security.

So, here's an example. We have a five-year $10,000 bond with a 5% coupon. It is an available-for-sale debt security.
The amortized cost basis is $10,000, and we expect to collect less than the contractual cash flows for years three and
four. Only $250 of interest would be collected and only $9,000 of principal and no interest in the next year.

Now, we know that the fair value is $6,000, which implies a yield or discount rate of 16% based upon the new
estimated cash flows. We don't intend to sell the security, and it's not more likely than not that the entity would be
required to liquidate it for some operating need. So, what do we have to look at? But to look at the fact that we initially
thought that the cash flows would be $12,500, the principal plus the interest and we would discount that at 5%.

Now, we know that the revised cash flows are only $10,250 discounted at 5%, it's only $8,550. And we also know
that the fair value is only $6,000. So, we have to find a way to get from that $10,000 original to that $6,000 fair value
amount. Now, the difference in the gross cash flows between $12,500 and $10,250 is $1,750. That discounted at 5%
turns the calculation is $1,450. That is the credit loss, and other comprehensive income is charged for everything else
that is market-risk related.

So, the journal entry is literally credit-loss expense and allowance for credit losses of $1,450, other comprehensive
income and that portion can reduce the investment. The balance sheet would show a net carrying amount of the
$6,000. The allowance is presented parenthetically on the face of the balance sheet.

The disclosure would require aggregation by the category of investment, aggregation by fair value, all the unrealized
losses of roll-forward schedule, and you must include in your accounting policy how you recognize the write-offs.

For available-for-sale in an unrealized loss position without an allowance account, then there's quantitative
information that is aggregated by category, and most importantly, a support why no allowance is sitting there.

So, the rule is, you need an allowance account. The fact of the matter is there are some that don't have the allowance
account, so we need support for why there isn't an allowance. It is not any longer a conversation with Karen. It is the
cause of the impairments, the severity of the impairments and performance indicators that would say we don't need
an allowance. It is all data-driven. It is not subjective evaluation, and it is not professional judgment. It is all data-
driven.

So, then we want to take a look at receivables, and some examples for receivables, because, quite frankly, this is
probably the area with the biggest change, and the area where most frequently our small business entities have to
struggle with a new way of developing an allowance account.

So, first of all, everybody needs to recognize that a receivable doesn't go bad immediately. There are some well-
defined indicators. Initially, the receivable may be paying right on schedule, and there's nothing on the horizon that
indicates that that will not continue for the next 12 months. However, there are others where the payments are perhaps
less than required each time or they may be skipping certain payments, but we know that at this point the probability
that 100% of the amounts will not be collected. So, what we need to be able to do is to determine the lifetime expected
loss.

Now, the nonperforming is, we're just not getting payments at all, and we've suspended everything and we're in
negotiations and they want to extend and all that sort of thing, and again, the issue is what's the lifetime potential?




Generally, one of the market indicators is an understanding of what's happening to a credit rating. And when we talk
about historical experience, current conditions and a reasonable forecast, it really is the credit rating and the
measurements of those credit ratings, that's the data that most of your small clients don't have.

Interestingly enough, they monitor their own credit ratings, and they have all these wonderful little apps that they
use, and the ones that have the little sliding scale that says, you know, if you want to buy this and he's paid this much
down and that and, and they, they see how that changes, and then they're totally, if you don't, don't play around with
certain apps because it will actually ruin your credit rating. So, you got it, you, you need to recognize that, that on a
personal basis, this concept of using credit ratings to understand the probability of collection is very visible in all the
apps that they use, and this standard is doing nothing more than leveraging that whole concept into an accounting
standard.

So, the guidance expands the data that has to be used in the evaluation of a credit loss. Now, there are multiple
methods that are illustrated in the standard as they really focus on five, but there are multiple methods, and there is
nothing in the standard that specifies you will use this method only. The inputs that are used are the important thing,
and they will need to change because there has to be data-driven.

So, whether you use trend analysis and multi-year comparisons or any other methodology, you've got to have support
for how you, that the entity is creating the allowance. So, the initial measurement can be discounted cash flow, a loss
rate method, a roll-rate method, a probability-of-default method or an aging schedule, and a lot of your clients use an
aging schedule.

So, here you see a pretty simplistic methodology that’s perfectly acceptable. You're not required to use the discounted
cash flow method because it's the first one listed, and you're not required to, to reconcile whatever you use to a
discounted cash flow. Is it the preferred method? Absolutely. Do you have to use it? Absolutely not. If you use a
discounted cash flow, you must use the financial assets effective interest rate. That is the, you know, that is the only
basic rule. So, it should measure expected credit losses even if the loss is remote.

So, here's a big shift as well, because before this idea of an incurred loss, we ignored anything except that was
probable and estimable, and now we don't do that. We measure all expected losses, but we also make sure that we
adjust for current conditions and a reasonable forecast.

In subsequent periods the allowance account can be adjusted. You can adjust based upon experience or change in the
market. That can be adjusted. You're not stuck with the number. You do need to create financial assets in the pool
with similar risk characteristics.

You do need to realize that we have two rules. Rule #1, nothing is 100% collectible. Nothing is 100% collectible.
There will be no statement in the financial statement that says, “Based upon management's evaluation, no allowance
for doubtful accounts deemed necessary.” There will always be an allowance for credit losses, always, and we're
going to point that out in an example in just a minute. And the other is, nothing is 100% uncollectible.

So, your client that says, “Well, we don't expect to get any money, but don't worry about it because the allowance is
large enough and we've covered that loss 100%.” If the potential for loss is determined to be 100%, it will require a

write-off.

Now, if you collect money, you know how to record that, but you don't keep anything in the books and records for
which there is 100% allowance. Nothing is 100% uncollectible, it gets written off.

Nothing is 100% collectible, there is always an allowance account.




So, we can look at risk and recognize that a portfolio has various risks. It is important as well that you recognize for
our smaller clients, they probably don't want to look at all of these credit quality factors. So, for some, they may just
start with the first one. Some third-party credit score or credit rating may be enough, but for others, they may have
much more sophisticated statistics available on historical loss patterns and the ability to create trends and forecasts.

It is required that you do an environmental analysis, which is how we get our forecast. The forecast, again, is not a
subjective sort of seat-of-the-pants. It is all data-driven. So, what do we know about the borrower's financial condition,
the ability to pay, the remaining payment terms, the time to maturity, the nature and volume of those assets, the
volume and severity of any past due, etcetera. It is in fact looking at an understanding where they sit now and what
it's going to take for them to pay the remaining amounts due.

So, again, credit-quality indicators, these are things that if you are the recipient of, you're not the issuer of the debt,
but that you are the holder of that debt, that are used all the time to determine in fact what your interest rate is. I mean,
three people can walk into the bank wanting to borrow the same $100,000 and they all could come back out with
$100,000. Not one of them will have the same terms, and it's all based upon credit quality indicators, consumer credit
risk scores, credit rating scores. Sometimes companies and financial institutions have their own risk grades, debt-to-
value, all of those metrics work.

Disclosures are both quantitative and qualitative. It is done by class of receivable and by major security type. So, the
first is what credit quality indicators are being used, and you organize by credit quality indicator, and you indicate
the date and range of dates when the information was last updated.

The disclosures are the credit-quality information, a roll-forward of the losses, past due status, non-accrual status,
that's when you're in that nonperforming PCDS are the purchased assets with credit deterioration. These are both
receivables and securities, collateral dependent assets and off-balance exposures.

The allowance for credit losses is done for each portfolio segment, in other words, each pool of assets. How was the
estimate developed? The methodology to estimate the risk characteristics, the factors that influence the current
estimate, any changes to the accounting policy, any changes to the amount of write-offs. So, it's a description of what's
happening in that allowance account.

Now, the accounting policy, the basis for the accounting, the method used in determining the lower of advertised
cluster fair value, the classification and method of accounting for certain of these securities and the method for
recognizing interest income.

Major categories of loans and receivables, the allowance by loan segment and the loans that serve as collateral for
borrowing, and it would look something that looks like this. So, what we have is looking at residential mortgages,
for instance, and understanding the potential loan losses over a period of years. And so, each of these is a category in
that, and this is, you know, for a financial institution, which is obviously the easiest one to illustrate but doesn't
necessarily mean that that's the pattern that you would use.

So, for instance, if you were an auto dealer, this applies to an auto dealer, and the auto dealer that is financing and
the, the categories can be as simple as what was a direct financing, what -- versus what was a lease finance financing,
and that those two categories would be segregated for an auto dealer. And there's ability to segment, being within
those two categories, but as a minimum, those would be two categories. As just another example, this is a financial
institution. It is not, the disclosure is not limited, not limited to financial institutions.

And then what's being illustrated is, what they have done is they have, it is a risk rating that is being used, and so
therefore, they have the ability to show where the losses are, based upon particular risk rating scores.




So, the illustration is to show you that if you have to segment by category, and then within that display what you are,
use or disclose what you are using for your credit quality factor. And, and for some this is going to be fairly simple
because you're going to use a standard-aging schedule. What you have to do then is to categorize your receivables
and apply it to the aging schedule. And then this is the ageing analysis used, and we show, again, the various categories
of, of receivables and, and an aggregate of what the credit losses turn out to be.

So, let's look at how this actually occurs, and, and have an appreciation for what is significantly different from what
we've had before. So, the first example would have a, a note receivable, par is $1,000,000, contract rate of 10%,
advertised cost of $980,000 with an effective interest rate of 10.64%. We are at December of X0, the, the note matures
at December of X4. So, what's going to happen?

Here are the contractual cash flows. Year 1, 2, 3 and 4, $100,000 in, in each of the first three years, $100,000 plus the
$1,000,000 repayment. So, the total cash flows are a $1.4. Here are the expected cash flows, $95K, $95K, $95K and
a $1,060,000 for a $1,345,000. Present value at 10.64%, $941,000. Amortized cost basis for $980,000, a credit loss
allowance of almost $39,000. So, contractual cash flows, expected cash flows over the entire life of the note
discounted, compared to amortized cost. The difference is the allowance.

Now, the next one is one that people should spend considerable amount of time on because what, what you'll see here
is a major shift of, of perception and thought and actual measurement from what we have been doing for years and
years. So, here we have, a wholesaler payment terms are net 30. The loss experience 2% on current, 9% on 1 to 30,
20% on 31 to 60, 50% on 61 to 90, and 90% on more than 90. That is the loss-rate experience, which would mean
that we then had historical experience.

Now, we have to look at current condition and a reasonable forecast, and that is we expect deterioration in the
reasonable, foreseeable future, and to do this, what they've done is adjust the rates by 10% across all categories. That
adjustment would have to be justified.

It would be hard to assume that it would be all categories, and it would be hard to assume that, that we could have
some sort of flat rate. So, you would have to actually justify it and justify it by some sort of data. Again, they have
tried to take out of this process that subjective evaluation and professional judgement and ground this in data.

So, here's what we have in terms of an aging schedule. Current and each of the categories yielding $970,000 worth
of receivables, and then we apply the evaluation. Be sure you note that the current category has a projected loss rate
applied to it. 99.99999% of the cases of an aging schedule prior to the implementation of that standard would have
said that amount is zero. It's current. And remember the rule, nothing is 100% collectible, and we do not have
subsequent cash collections to argue the point because we're doing this at the transaction day.

Now, notice what's happening. They have done a, that, that projected loss rate, it includes that 10% adjustment. So,
applying that for each of the categories would give us an allowance of $89,870. So, important to recognize that the
projected loss rate, the current expected credit loss rate applies to all categories.

Now, this would apply, you know, to that, that customer base. This would get revised, of course, if what we had was
different categories of customers and, and/or segments of pooled assets, and then we would be doing this multiple
times for each of the segments. The estimated loss is $89,870 and that's what will be reported.

Now, here's another one. We have a bank. It's financing new and used farm equipment. They approximate the same
amount of loans each year. The four-year amortizing loans that originated are secured by collateral with a consistent
range of loan-to-collateral value ratios. 90-days past due they repossess. They track based upon the year of
origination, and here is what they have in the way of a track record. The year of origination and the loss experience
in the years following origination.




And so, this is data that they have collected that allows them to say, you know, one year out $50, year 2, $120, year
3, $140, year 4, $30 total of $340. And that was the 2001 receivable. 2002 has it pretty much the same. 2003 a little
bit less. 2004 we're up above, and now we begin to see, you know, a, a particular pattern.

And what we have is, as well, is that we can divide this in that the transactions of one through -- year 1 through 5 are
completed transactions because they're only four year, year, it's only a four-year debt. So, we've already, we already
have true experience because we're done collecting on those. In 6, 7, 8, 9, we want to use that experience to create
the same kind of pattern and create our expected losses. So, it becomes a, a data-driven analysis that says what, what's
happened and can I apply that experience to my current outstanding receivable.

So, they use the historical loss information and most of the losses occur in years 2 and 3 of the loans. There's an
oversupply of used equipment in the resale market; therefore, a downward pressure on the collateral value. There's
also some severe weather that has affected crops and that trend intends to continue.

So, what we're doing here by looking at the resale market for collateral and the weather for the crop, that's how we're
creating our reasonable forecast. So, that's how the adjustment to historical loss for current conditions and the
reasonable forecast is made.

So, that is a quick review of what is required under the Credit Loss Standard, which does significantly change the
whole focus of both measurement and disclosure.
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in the continuing professional education field. She has also been
recognized as an “Outstanding Instructor” by the AICPA and numerous
state CPA societies.

She served as director of development for the AICPA and as accounting
department/MBA chair for two universities. She has practice expertise in
compliance auditing for nonprofit ordanizations, governmental entities,
employee benefit plans, HUD, financial institutions, broker-dealers, CIRAs,
and contractors.

After graduating from the University of Michigan, she joined a national

accounting firm, where she received extensive auditing experience with
governmental agencies, Fortune 500 companies, and in business consulting.
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Learning Objectives

Upon completion of this on-demand webinar, you should be able to—

« Identify the requirements in recent authoritative standards

« Pose and answer FAQs related to recent standards

« Explain recent changes in accounting rules to staff professionals and client personnel

[CETS
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ASU 2016-13

Measurement of Credit Losses on Financial Instruments

(Topic 326)

Effective Date

Public Entity Nonpublic Entity

Annual periods beginning on or after
December 15, 2022, and interim periods within
that year.

Interim and annual reporting periods ending on
or after December 15, 2019.

Early adoption is permitted after December 15, 2018
Modified retrospective

CERIZI
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ASU 2016-13: Transition Rules

Modified-retrospective approach through a cumulative-effect adjustment to retained earnings as of the
beginning of the first reporting period in which the guidance is effective

A prospective transition approach required for debt securities for which an other-than-temporary impairment
had been recognized before the effective date. The effect of a prospective transition approach is to maintain
the same amortized cost basis before and after the effective date of this Update.

Amounts previously recognized in accumulated other comprehensive income as of the date of adoption that
relate to improvements in cash flows expected to be collected should continue to be accreted into income
over the remaining life of the asset. Recoveries of amounts previously written off relating to improvements in
cash flows after the date of adoption should be recorded in earnings when received.

- Financial assets for which the guidance in Subtopic 310-30, Receivables—Loans and Debt Securities Acquired
with Deteriorated Credif Qualify, has previously been applied should prospectively apply the guidance in this
Update for PCD assets. A prospective transition approach should be used for PCD assets where upon adoption,
the amortized cost basis should be adjusted to reflect the addition of the allowance for credit losses.

The same rules apply to beneficial interests previously applied Subtopic 310-30 or have a significant
difference between contractual cash flows and expected cash flows.

CERIS!

CPEdge

it You Kncw? Maiing Sene of Rocer

Overview

+ Replaces existing “incurred loss” model for recognizing credit losses
— Incurred loss model = losses are not recorded until it is prabable that a loss has been incurred

« New model requires to recognition of the full amount of expected credit losses

* The current expected credit loss model (or CECL) will apply to all entities holding
financial assets and net investments in leases that are not accounted for at fair
value, with changes in fair value recognized through net income (FVNI)

CERISI
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Scope

The new guidance applies to loans, debt securities (including redeemable preferred shares, CMOs, and CDOs). trade
receivables, net investments in leases, off-balance-sheet credit exposures such as loan commitments and standby letters
of credit, lines of credit. reinsurance receivables, and any other financial assets not specifically excluded that carry the
contractual right to receive cash.

— Loan and debt securities held in a investment portfolio: historical or amortized cost

— Loans held for sale: lower of amortized cost or fair value

— Loans or debt securities, available for sale: FVOCI

— Does not apply to financial assets accounted for at FUNI

- Expanded scope applies to:

— Purchased financial assets with credit deterioration (PCD assets)

— Financial assets subject to prepayment

— Standby commitments to purchase

— Loans and trade receivables not held for sale

— Non-mortgage loans held for sale

— Loans net previously held for sale

- Amortization of discount or premium on notes

— Premium allocated to loans purchased in a credit card portfolio

— Hedged portfolio of loans

— Interest income CERIF

CPEdge

Assets Measured at Amortized Cost

* Under the new guidance, a financial asset (or a pool of financial assets) measured at
amortized cost basis will be presented at the net amount expected to be collected.
— Collective basis for financial assets with similar characteristics; otherwise, individual basis

An allowance for credit losses (i.e., a valuation account) will be deducted from the
amortized cost basis of a financial asset so that the net carrying value represents
the amount expected to be collected.

The income statement will reflect the measurement of credit losses for newly
recognized financial assets, as well as the expected increases or decreases in
expected credit losses on existing financial assets that have taken place during
the period.

CERIFT
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Assets Measured at Amortized Cost

« Under the new guidance, afinancial asset (or a pool of financial assets) measured at
amortized cost basis will be presented at the net amount expected to ected.

— Collective basis for financial assets with similar characteristics; otherwise, individual basis

An allowance for credit losses (i.e., a valuation account) will be deducted from the
amortized cost basis of a financial asset so that the net carrying value represents
the amount expected to be collected.

The income statement will reflect the measurement of credit losses for newly
recognized financial assets, as well as the expected increases or decreases in
expected credit losses on existing financial assets that have taken place during
the period.

Assets Measured at Amortized Cost o

+ The measurement of expected credit losses will be
based on relevant information about past events,
including historic nce, current conditio
and reasonable and supportable forecasts affecting
the collectability of the reported amount.

+ Judgment will be required in determining the
relevant information and estimation methods to
be applied that are appropriate in an entity’s
particular circumstances.

Measurementare

CERIFI CERIF/
CPEdge CPEdge
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Available-for-Sale Debt Securities
+ Credit losses relating to available-for-sale debt securities will be recorded through
an allowance for credit losses (i.e., a contra account), rather than, as is currently
the case, as a direct reduction of the security’s amortized cost.
; s * The allowance account is limited to the amount by which fair value is below
Available for Sale Securities amortized cost (i.e., hecause the classification as available for sale is premised on an
investment strategy that recognizes that an entity could limit its credit loss exposure
by selling a security, if the total fair value loss was less than the credit loss).
+ Changes in the allowance will be recorded as credit loss expense or as reversal of
credit loss expense.
CERIST CERIFI
CPEdge CPEdge
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Available-for-Sale Debt Securities

» The allowance for credit losses for purchased available-for-sale securities with a
more-than-insignificant amount of credit deterioration since origination will be
determined in a manner similar to that for other available-for-sale debt securities.

» However, the initial allowance for credit losses will be added to the purchase
price instead of reported as a credit loss expense.

+ Only subsequent changes in the allowance for credit losses will be recorded in
credit loss expense.

« Interest income will be recognized based on the effective interest rate, excluding
the discount embedded in the purchase price that is attributable to the acquirer’s
assessment of credit losses at acquisition.

Example 1
Allowance for Credit Losses on Available for Sale Debt Securities

Assume Entity E purchases a five-year, $10,000 par hond with a 5% coupon (a
market rate at the time of purchase) on 1 January 20X0. The bond is accounted for
under ASC 320 and is classified as an AFS debt security. As of 31 December 20X0,
the amortized cost basis of the AFS debt security is $10,000 and Entity E expects
to collect less than the contractual cash flows for the years 20X3 and 20X4. Entity
E estimates that only $250 of interest will be collected in 20X4 and only $9,000 of
the principal balance and no interest will be collected in 20X5.

As of 31 December 20X0, the fair value of the debt security is $6,000, which
implies an effective yield or discount rate of approximately 16% based on the new
estimate of cash flows expected to be collected. Also, assume that Entity E does
not intend to sell the debt security and it is not more likely than not Entity E will be
required to sell the debt security before recovery of its amortized cost basis.

CERIFI CERIFI
i CPEdge - CPEdge
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Example 1 Example 1
Allowance for Credit Losses on Available for Sale Debt Securities Allowance for Credit Lasses on Available for Sale Debt Securities
Original Revised Dol Journal entries, excluding interest and taxes
Cash Flows Cash Flows Cash Flows Credit loss expense 1,450
Allowance for credit losses 1,450
Total gross cash flows $12,500 $10,250 $1,750 B e 2,250
PV discounted at 5% $10,000 8,550 $1,450 Investment in AFS debt security 2,250
Fair value $6,000
At 31 December, Company A’s balance sheet would reflect the net $6,000 carrying value
- (i.e., the fair value) of the investment. The allowance of $1,450 would be presented
Initial carrying amount $10,000 parenthetically on the face of the balance sheet
Il_e"za'r’"‘;‘:‘!‘t The $1,450 credit loss would be recognized in income and the noncredit impairment of
Nlufranoe T e $2,550 would be separately recognized in OCI, net of income taxes. In a change from
losses (1.450) today's OTTI model, assuming all interest is accrued and collected and assuming Entity E
In OCI for other (2.550) (4,000) concludes that a write-off is not necessary, the amortized cost basis remains at $10,000
e (i.e., under today’s OTTI madel, the amortized cost basis would have been reduced by the
Fair value £6,000 recognized credit lass).
CERIZ CERIZI
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Disclosures: Available for Sale Debt Securities in Unrealized Loss Positions

+ As of each date for which a statement of financial position is presented, quantitative
information, aggregated by category of investment: aggregated fair value of
investments with unrealized losses; the aggregated amount of unrealized losses

* Tahular rollforward schedule
+ Accounting policy for recognizing write-offs

Disclosures: Available for Sale Debt Securities in Unrealized Loss Positions
without an Allowance for Credit Losses

+ As of each date for which a statement of financial position is presented,
quantitative information, aggregated by category of investment:
— aggregated fair value of investments with unrealized losses;
— the aggregated amount of unrealized losses
« Sufficient information to support why no allowance for credit losses is necessary
— Nature of the investments
— Cause of the impairments
— The number of positions that are in an unrealized loss position
— The severity of the impairments

— Performance indicators, debt to collateral value ratios, third-party guarantees, current levels
subordination, credit ratings, volatility of the security’s fair value, interest rate changes since

21 Dt You Know? Making
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Three Stage Impairment Model
[~ pcriotions | Stge1 | Smgez | Stges |
Referred as Performing Under performing Non-performing
Credit quality Not i Dsteri ignil ly Objective evid i
since its initial recognition since its initial recognition impairment
R s b l Credit risk Low Moderate to high Very high
ecelvables Recognize 12 month expected credit Lifetime expected credit loss  Lifetime expected credit loss
loss
Expected credit loss: Represents financialasset’s  Expected credit loss that
Probability of default life-time expected credit loss results from all possible
Exposure of default that are expected to arise default events over the
Loss give default from default events thatare  expected life of an
Discount rate possible within 12 months instrument.
Interest On gross basis On gross basis On net basis (gross carrying
value minus loss allowance)

Low credit rating at Assumed that risk has not increased significantly, hence apply 12 month expected credit
reporting date loss

CERI! CERIZY
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Measuring Expected Credit Losses

* The new guidance expands the data that must be considered in developing

expected credit loss estimates to include forecasted information.

« The new guidance does not specify a method for measuring expected credit

losses, and, thus, an entity will be able to apply methods that reasonably reflect
its expectations of credit loss estimates.

« While existing methods could, in many cases, continue to be applied under the

new rules, the inputs used to record the alm,mm e for credit lo will need to
change to reflect an estimate of all expected credit losses and the use of
reasonable and supportable forecasts.

CERIS/
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Initial Estimate of Credit Losses

= An entity’s estimate of expected credit losses should include a measure of the

expected risk of credit loss even if that risk is remote, regardless of the method
applied to estimate credit losses.

However, an entity is not required to measure expected credit losses ona
financial asset (or group of financial assets) in which historical credit loss
information adjusted for current conditions and reasonable and supportable
forecasts results in an expectation that nonpayment of the amortized cost basis is
zero. An entity should not expect nonpayment of the amortized cost basis to be
zero solely on the basis of the current value of collateral securing the financial
asset(s) but, instead, also should consider the nature of the collateral, potential
future changes in collateral values, and historical loss information for financial
assets secured with similar collateral.

CERII

Initial Estimate of Expected Credit Losses

The allowance for credit losses may be determined using various methods. For example, an entity
may use discounted cash flow methods, loss rate methods, roll-rate methods, probability-of-default
methods, or methods that utilize an aging schedule. An entity is not required to utilize a discounted
cash flow method to estimate expected credit losses. Similarly, an entity is not required to reconcile
the estimation technique it uses with a discounted cash flow method.

If an entity estimates expected credit losses using methods that project future principal and
interest cash flows (that is, a discounted cash flow method), the entity shall discount expected
cash flows at the financial asset’s effective interest rate. When a discounted cash flow method is
applied, the allowance for credit losses shall reflect the difference between the amortized cost
basis and the present value of the expected cash flows.

If an entity estimates expected credit losses using a method other than a discounted cash flow
method, the allowance for credit losses should reflect the entity’s expected credit losses of the
amortized cost basis of the financial asset(s) over the contractual term of the financial asset(s) as
of the reporting date.

CERIZ/
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ESubsequent Measurement;

i» In subsequent periods

— Adjustments of the allowance account should be reported in net income as a credit loss expeme
or as a reversal of the expense

— Evaluate whether a financial assets in a pool continue to exhibit similar risk characteristics
— Full or partial write-offs should be deducted from the allowance in the period deemed uncollectible

— Recoveries of financial assets, including trade receivables, previously written off should be
recorded as received

2
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Risk Characteristics: Credit Quality Factors Risk Characteristics: Environmental Factors
+ Internal or external (third-party) credit score or credit ratings - The borrower’s financial condition, credit rating, credit score, asset quality, or business prospects
+ Risk ratings or classification = The borrower’s ability to make scheduled interest or principal payments
il . + The remaining payment terms of the financial asset(s)
+ Financial asset type 3 = N K L
* The remaining time to maturity and the timing and extent of prepayments on the financial asset(s)
+ Collateral type * The nature and volume of the entity’s financial asset(s)
« Size + The volume and severity of past due financial asset(s) and the volume and severity of adversely classified or rated
A financial asset(s
« Effective interest rate {s) 5 g } 3
i + The value of underlying collateral on financial assets in which the collateral-dependent practical expedient has

+ Term not been utilized
+ Geographical location j ] = The entity’s lending policies and procedures, including changes in lending strategies, underwriting standards,

collection, writeoff, and recovery practices, as well as knowledge of the borrower's operations or the borrower’s
* Industry of the borrower standing in the community
* Vintage + The quality of the entity’s credit review system
+ Historical or expected credit loss patterns - The experience, ability, and depth of the entity's management, lending staff, and other relevant staff

d - The environmental factors of a borrower and the areas in which the entity’s credit is concentrated, such
* Reasonable and supportable forecast periods. CERIFI regulatory and legal exposure, general market conditions, economic and business conditions cem
CPEdge CPEdge
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« An entity’s internal credit risk grades
« Debt-to-value ratios

« Collateral

* Collection experience

« Other internal metrics.

29 DieYou Know? Making Sens

Credit Quality Indicators

« Consumer credit risk scores
« Credit-rating-agency ratings

CERIFI
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Disclosures

= Quantitative and qualitative information by class of financing receivable and
major security type about the credit quality of financial assets:
— Adescription of the credit quality indicator(s)
— The amortized cost basis, by credit quality indicator

— For each credit quality indicator, the date or range of dates in which the information was last
updated for that credit quality indicator.

/////I I l
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Disclosures

« Credit quality information

+ Rollforward of the allowance for credit losses
* Past-due status

» Nonaccrual status

« Purchased financial assets with credit deterioration
» Collateral-dependent financial assets
-+ Off-balance-sheet credit exposures

iy
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Accounting Policy: Loans and Trade Receivables

» The basis for accounting for loans and trade receivables

The method used in determining the lower of amortized cost basis or fair value of
nonmortgage loans held for sale (that is, aggregate or individual asset basis)

The classification and method of accounting for interest-only strips, loans, other
receivables, or retained interests in securitizations that can be contractually
prepaid or otherwise settled in a way that the holder would not recover
substantially all of its recorded investment

The method for recognizing interest income on loan and trade receivables,
including a statement about the entity’s policy for treatment of related fees and
costs, including the method of amortizing net deferred fees or costs.

CERIF
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Disclosures
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Disclosures

- Allowance for credit losses: for each portfolio segment
— Adescription of how expected loss estimates are developed

— Adescription of the entity's accounting policies and methodology to estimate the allowance for credit losses, as well as
a discussion of the factors that influenced management’s current estimate of expected credit losses, including:
1. Pastevents
2 Current conditions
Reasonable and supportable forecasts about the future.
— Adiscussion of risk characteristics relevant to each portfolio segment

— Adiscussion of the changes in the factors that influenced management’s current estimate of expected credit losses and
the reasons for thase changes

— Identification of changes to the entity’s accounting policies, changes ta the methodology from the prior period, its
rationale for those changes, and the quantitative effect of those changes

— Reasons for significant changes in the amount of writeoffs, if applicable

— Adiscussion of the reversion method applied for periods beyond the reasonable and supportable forecast period

— The amount of any significant purchases of financial assets during each reporting period

— The amount of any significant sales of financial assets or reclassifications of held for sale during each reporting period.

GERI=
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Additional Disclosures: Loans and Trade Receivables

+ Major categories of loans and trade receivables

+ Allowance for credit losses, by loan portfolio segment, and any unearned income,
unamortized premiums and discounts, and net unamortized deferred fees and costs.

+ Required disclosures of carrying amount of loans, trade receivables, securities,

and financial instruments that serve as collateral for borrowing include the fair
value of the collateral, and any associated liabilities,
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Implementation Guidance: Receivables

CERIS/
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Example 1
Estimating Credit Losses on Notes Receivable

Assume that at December 31, 20X0, Company A originates a note receivable with
the following characteristics:

Par value (or unpaid principal balance) of $1 million
Contractual interest rate of 10%

Amortized cost of $980,000

Effective interest rate of 10.64%

The note matures on 31 December 20X4 with the contractual cash flows
presented below in the first column. Company A uses the concepts in ASU
2016-13 to estimate the cash flows it expects to receive, which are shown in
the table below.

CERIF
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Example 1
Estimating Credit Losses on Notes Receivable

Example 2

Estimating Credit Lasses on Trade Receivables

Estimating Credit Losses on Trade Receivables

+ Further assume that, based on Client Company’ s reasonable and supportable
forecasts, economic conditions in the region are expected to deteriorate
somewhat in the foreseeable future.

Contractual Expected « Client Company, Inc. is a wholesaler of automotive supplies whose main credit
Cash Flows Cash Flows customers are retail auto parts stores in the region.
= Under Client Company’ s payment terms, receivables are due netin 30 days (i.e.,
SR ecenben 20X 37.200.000 3219000 there is no discount for early payment).
31 December 20X2 100,000 95,000
31 December 20X3 100,000 95,000 * Assume that Client Company’ s loss experience on trade accounts receivable,
9% Daterber 20X 1,100,000 1,060,000 which has been steady over the years, is as follows:
Total gross cash flows $1,400,000 $1,345,000 1) 2% on accounts that are current;
2) 9% onaccounts that are 1-30 days past due;

PV of cash flows @ 10.64% $ 941,010 3) 20% on accounts that are 31-60 days past due;
Amortized cost basis 980,000 4) 50% on accounts that are 61-90 days past due; and
Difference $ 38,990 5) 90% on accounts that are more than 90 days past due.
Recognize an allowance for credit losses of $38,990 CERIS CERIF

) CPEdge CPEdge
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Example 2 Example 2

Estimating Credit Losses on Trade Receivables

+ Finally, assume that, at the reporting date, Client Company’ s aging schedule
appears as follows:

Estimating Credit Losses on Trade Receivables

Using a combination of Client Company’ s historical loss experience and its
evaluation of short-term economic prospects for the region in which it operates,
estimated credit loss on accounts receivable at the reporting date would be
calculated as follows:

Past-Due Status Amortized Cost Basis Projected Loss Rate  Estimated Credit Loss

+ Accordingly, Client Company has adjusted its historical loss rates by a factor of Current $600,000
10% across all categories of aged receivables. 5 s s 230,000
31-60 days past due 90,000
61-90 days past due 35,000
Over 90 days past due 15,000
Total $970,000
CERIF Lo
G e R RS CPEdge CPEdge
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Example 2 Example 2

Estimating Credit Losses on Trade Receivables

+ The estimated credit loss on accounts receivable as of the reporting date is $89,870.

« Note that the projected loss rates are computed as the historical rates increased
by a factor of 10% to give effect to Client Company’ s reasonable and supportable
forecasts of short-term economic conditions.

Estimating Expected Credit Losses on a Vintage-Year Basis

+ Bank Cis a lending institution that provides financing to consumers purchasing
new or used farm equipment throughout the local area. Bank C originates
approximately the same amount of loans each year. The four-year amortizing
loans it originates are secured by collateral that provides a relatively consistent
range of loan-to-collateral-value ratios at origination. If a borrower becomes
90 days past due, Bank C repossesses the underlying farm equipment collateral
for sale at auction.

Bank C tracks those loans on the basis of the calendar year of origination. The
following pattern of credit loss information has been developed based on the
amount of amortized cost basis in each vintage that was written off as a result of
credit losses.

cERrE
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Current $600,000 2.2% $13,200
1-30 days past due 230,000 9.9% 22,770
31-60 days past due 90,000 22.0% 19,800
61-90 days past due 35,000 55.0% 19,250
Over 90 days past due 15,000 99.0% 14,850
Total $970,000 $89,870
CPEdge
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Example 3 Example 3

Estimating Expected Credit Losses on a Vintage-Year Basis

Year of Loss Experience in Years Following Origination

oo
$50 $30 $340

20X1 $120 $140

20%2 $40 $120 $140 $40 $340

20x3 $40 $110 $150 $30 $330

20X4 $60 $110 $150 $40 $360

20X5 $50 $130 $170 350 $400

20X6 570 $150 $180 $60 $460 5 60

20X7 $80 $140 $190 $70 $480 $260

20X8 $70 $150 $200 $80 $500 $430

20X9 $70 $160 $200 $80 $510 $510

£ Did You Know? Making Sense of Rscent Standat it BN DRoEL 038 ?:Esgdge
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Example 3
Estimating Expected Credit Losses on a

age-Year Basis

In estimating expected credit losses on the remaining outstanding loans at December 31, 20X9,
Bank C considers its historical loss information. It notes that the majority of losses historically
emerge in Year 2 and Year 3 of the loans. It notes that historical loss experience has worsened
since 20X3 and that loss experience for loans originated in 20X6 has already equaled the loss
experience for loans originated in 20X5 despite the fact that the 20X6 loans will be outstanding for
one additional year as compared with those originated in 20X5. In considering current conditions
and reasonable and supportable forecasts, Bank C notes that there is an oversupply of used farm
equipment in the resale market that is expected to continue, thereby putting downward pressure on
the resulting collateral value of equipment. It also notes that severe weather in recent years has
increased the cost of crop insurance and that this trend is expected to continue. On the basis of
those factors, Bank C determines adjustments to historical loss information for current conditions
and reasonable and supportable forecasts. The remaining expected losses reflect those
adjustments, and Bank C arrives at expected losses of $60, $260, $430, and $510 for loans
originated in 20X6, 20X7, 20X8, and 20X9, respectively. Therefore, the allowance for credit losses
for the reporting period date would be $1,260.
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Learning Objectives

You should now be able to—

+ Identify the requirements in recent authoritative standards

» Pose and answer FAQs related to recent standards

+ Explain recent changes in accounting rules to staff professionals and client personnel

ceRiEr
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Instructor Contact Information

* Susan C. Longo, CPA, MBA
+ slongo@makingauditorsproficient.com

Available for audit efficiency assessments, engagement reengineering, and quality
control services. Contact me for more details.

CERIS!
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Proceed to the next page for discussion questions.
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GROUP STUDY MATERIALS

. Discussion Questions

Under the current expected credit loss (CECL) model, how should the allowance for credit losses on available-
for-sale debt securities be recognized?

Which of the following best explains why historical loss data alone is insufficient under CECL?

Why is it incorrect under CECL to assume a current receivable has zero risk of loss?

17



B.

Suggested Answers to Discussion Questions

1.

Under the current expected credit loss (CECL) model, how should the allowance for credit losses on
available-for-sale debt securities be recognized?

As an allowance account limited to the amount by which fair value is below amortized cost

Under ASU 2016-13, the CECL model introduces a significant change in how entities recognize credit losses on
available-for-sale (AFS) debt securities. Instead of writing down the security's amortized cost basis, credit
losses are now recorded through an allowance for credit losses, which is a contra-asset account. This allowance
approach enables the reversibility of credit losses if conditions improve in the future.

However, the amount of the allowance is limited — it cannot exceed the difference between the amortized
cost and fair value of the security. This limitation is crucial because an AFS debt security is assumed to be
sellable; hence, the investor can limit their credit risk exposure by selling the asset. Therefore, credit losses are
only recognized to the extent the decline in fair value is attributable to credit risk, not general market
conditions.

When determining this allowance, entities must consider:

e Historical loss experience on similar securities,

e Current conditions (e.g., borrower’s financial condition, delinquency status),

e Reasonable and supportable forecasts (c.g., projected defaults or downgrades).
In addition:

¢ Non-credit-related fair value changes (e.g., due to changes in interest rates) are recorded through other
comprehensive income (OCI).

e The journal entry typically involves debiting credit loss expense and crediting the allowance for credit
losses.

e The AFS debt security’s amortized cost is not directly reduced, preserving its original acquisition cost
on the books.

This model provides improved transparency and more consistent treatment of credit risk, while preserving
comparability and reversibility in financial reporting.
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Which of the following best explains why historical loss data alone is insufficient under CECL?

It ignores current and forecasted conditions that impact collectability

Under ASU 2016-13, the Current Expected Credit Loss (CECL) model fundamentally shifts the approach to
estimating credit losses. Unlike the incurred loss model, which relied heavily on historical experience and the
identification of a triggering event, CECL requires a forward-looking and comprehensive approach. This
means an entity must not only consider historical loss data, but also current conditions and reasonable and
supportable forecasts.

Relying solely on historical loss rates is insufficient for several reasons:

L.

Economic Environments Change:

o Historical patterns may not hold true under different economic conditions (e.g., recessions,
inflationary pressures, or post-pandemic disruptions).

o For example, past low default rates may be irrelevant in a rising interest rate environment or amid
geopolitical instability.

2. Industry-Specific Risks Evolve:

o A historically stable borrower may face new risks due to changes in regulation, technology, or
competitive pressures.

3. CECL Requires a Lifetime Loss Estimate:

o The model demands estimation of expected losses over the contractual life of the asset, not just
based on past data but by anticipating future risks that could affect collectability.

4. Forward-Looking Requirements:

o CECL mandates inclusion of forecasted information that is reasonable and supportable—this
may include macroeconomic indicators like unemployment rates, GDP trends, or housing market
forecasts, depending on the nature of the asset.

5. Regulatory Emphasis on Data-Driven Models:

o The FASB emphasizes that credit loss estimates must be grounded in quantitative evidence, not

simply qualitative judgment or retrospective analysis.
Key Takeaway:

While historical data provides a useful starting point, CECL requires a more dynamic, responsive, and
forward-looking model. The failure to incorporate current and future conditions would undermine the
reliability of the estimate and result in non-compliance with the CECL standard.
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3. Why is it incorrect under CECL to assume a current receivable has zero risk of loss?

All receivables must have some level of expected loss recognized

Under ASU 2016-13, which implements the Current Expected Credit Loss (CECL) model, entities are required
to estimate and record expected credit losses for all financial assets measured at amortized cost—this includes
current receivables, regardless of their payment status or perceived creditworthiness.

Here's why assuming zero risk for current receivables is incorrect:

1. No Financial Asset is Assumed 100% Risk-Free:

o CECL explicitly prohibits the assumption that any receivable is fully collectible.

o Even receivables that are current and from longstanding customers carry some probability—
however remote—of default or delay, especially in uncertain economic conditions.

2. Measurement is Based on the Transaction Date:

o The assessment of expected credit losses must be done at the transaction date, not in hindsight
using later collections.

o Therefore, future events, including actual collections, cannot be used to justify the absence of an
allowance.

3. Expected Losses Must Cover the Full Life of the Asset:

o Even if a receivable is current today, CECL requires an evaluation of the full contractual life,
considering whether economic changes, customer deterioration, or external market pressures
could impact future payment behavior.

4. Allowance Required Even for Minimal Risk:

o CECL allows for low expected loss amounts—but not for zero—unless reliable historical,

current, and forecasted data clearly indicate no risk of loss, which is extremely rare in practice.
5. No Professional Judgment Override:

o The standard aims to minimize subjective overrides and reinforce that allowances must be data-

driven, not based on assumptions like “they always pay on time.”
6. FASB's Guiding Principle:

o One of CECL’s guiding principles is: “Nothing is 100% collectible.”

o This principle ensures consistency, reduces audit risk, and increases comparability across financial
statements.

Summary:

Even for current and seemingly low-risk receivables, CECL demands recognition of some level of expected
loss based on reasonable and supportable assumptions. Entities must document their methodology and avoid
blanket assumptions of full collectibility, ensuring compliance with both the letter and the spirit of the standard.
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PART 2. AUDITING

Fundamentals of Audit Documentation

Welcome to the second and final program section of the A and A portion of this month's program.
In this session, we’ll explore the fundamentals of audit documentation and how to meet the key
requirements of AU-C 230. You’ll learn how to create clear, complete, and reperformable
workpapers that support your audit conclusions and comply with professional standards. We’ll also
cover practical tips, common pitfalls, and how strong documentation can make your audits more
efficient and defensible. Now let’s join Chris Martin as we explore today’s auditing topic and
delve into the fundamentals of audit documentation.

Mr. Martin

Hi, I'm Chris. I am going to be an instructor today for the Fundamentals of Audit Documentation. Now, the topic of
audit documentation may seem like somewhat of a little bit of a dry topic, right, but throughout my career as an
auditor and at various levels, as you see here on my bio slide, and as an audit teacher for many, many years, I find
that this is one of the areas that's easy to master, and doing it correctly can really make our jobs a whole lot easier, I
think more interesting, more effective, and a lot more efficient as well. And it's not a hard area, but it does take some
mindful attention to the details.

So, today we're going to be discussing the requirements of the audit standard, which is AU-C 230. I'm going to be
navigating out the Checkpoint in just a moment to show you where you can find that audit standard because I know
you're going to have some questions after today's presentation, and you may want to do a little bit more research, and
by the way, it's one of those audit standards that I really, really encourage that you take some time to read.

It's not a very long standard. It's easy to read, it's easy to implement, and I think you'll do yourself a great favor by
actually taking some time out to read through that particular standard. I think it's going to shed a lot of light on the
ways that you can improve your documentation using a lot of the different tools, the techniques and the tips that I'll
be sharing with you here today.

Now, even though the AU-C 230 documentation standard outlines the baseline of what documentation will entail,
you're going to note that just like any other audit area, there's a lot of subjectivity in that particular standard, and that's
going to require you and your team to use some professional judgment. We'll be covering a number of those particular
areas to help you exercise that judgment to make your audits even better.

Let's take a look at our learning objectives for today's presentation. So, all of that being said, okay, upon completion
of today's presentation, you should be better able, first of all, explain the requirements of AU-C 230, which again is
the primary standard that deals specifically with the how, the what, the why, the by whom of documentation.

We're also then going to explain why the AICPA is focused on improving documentation, and we'll see a shocking
statistic that actually every one of four reviewed audit files has actually received a materially non-conforming rating,
right, and that's pretty sad because the documentation piece is actually relatively easy to get through as you're going
to learn here today. So, we definitely don't want to be one of those firms that gets one of these materially non-
conforming ratings, right?

Now, we will then describe quality documentation, okay. Now this is one of those subjective moments, define quality,
if you will, and then finally, we're going to list ways to meet what we call the reperformability standard within AU-
C 230.

And to me, this reperformability test is one of the best tools to help me judge the quality of my work and of the work
that I'm going to be reviewing in my role within the profession, whether that be as an audit staff, an audit senior, a
manager, a partner, a QC reviewer, a peer reviewer, etcetera.
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So, whether you are the original documenter or you happen to be one of those levels of reviewers, today's presentation
is going to help you be better at all of those different roles that you play within our profession.

Now, as we get into the details of the documentation standard, just keep in mind that what you learned today applies
to those workpapers that you'll be creating from scratch, okay. So, new workpapers, maybe it's a new client, for
example, and for those from a prior that you might be using as a guide. And a lot of firms refer to this as “SALY,” S-
A-L-Y, “Same As Last Year”; right? Sometimes SALY is a welcome member of our engagement team. Sometimes
SALY is someone to be avoided; right. Sometimes we want to take a look at last year's workpapers and say, “We don't
want to do it that way.”

And I think after today's presentation, you'll be able to critically review a lot of the workpaper documentation that
maybe you've generated or you've reviewed in the past to come up with some better ways to actually do some of that
documentation.

Now, just keep in mind that just as you follow the documentation from a prior period, that definitely doesn't ensure
your compliance with the standard, okay, as we're seeing from some continual peer review deficiency reports that are
out there. And throughout my auditing career and especially as a consultant with Thompson Reuters where we are
oftentimes engaged to perform some effectiveness and efficiency reviews of various engagements, I and our teams
have seen so many different examples of poor documentation that seems to continue year, after year, after year
because the teams just follow along with documentation that probably was never in compliance with the standards,
anyway. And I'm sure many of you've seen this as well. So, we'll actually see some of these workpapers throughout
today's discussions.

I often also found it very frustrating as an audit staff to get review points when I was following last year's work to the
“T,” right, when many times that work had been performed by the reviewer who is now giving me those review
comments on that same documentation; right? I hope that's not going to be you, but I know that I have also been
guilty of that as well when someone was maybe following my documentation from last year, and now as the reviewer
I'm making some review comments on that, especially if they relate to the documentation itself.

Now, these bullets directly from the Standard itself provide a checklist that you can follow and can help us all make
our documentation more effective, i.e., more in compliance with the standards and more efficient, i.e., easier to
perform, easier to review, cleaner and easier to follow, cleaner and easier to understand.

This in turn, then, makes our current engagement and future engagements easier to plan and perform. For those of
you who are maybe moving into roles where planning engagements and reviewing workpapers will be required,
you're going to find that proper documentation this year will make your work so much more rewarding and easier
next year and allow you to focus more on the things that you and your team are interested in, such as maybe better
risk assessments, better ways to gather more convincing evidence, stronger conclusions, etcetera.

So, let's take a look at the slide here. First of all, it provides evidence for a conclusion about achieving objectives.
Remember, our conclusion is our opinion. It's not a fact, but it's based on the evidence that we've been exposed to in
order to support that opinion.

So, unlike many of the opinions that we seem to be inundated in the media, social media, etcetera, because we're
CPAs that follow a Code of Professional Conduct, okay, we ensure that our opinions are reasonable based on the
evidence that our audit procedures have allowed us to obtain.
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These procedures are all about ensuring the achievement of the audit objectives. For example, in my opinion, right,
maybe inventories are free of material misstatement. That tells me, right, or tells the user or the reader of that work
that these inventories exist, they're complete, the client owns them, they're properly valued, they're properly classified
on the balance sheet and all related disclosures have been included in the financial statements.

Now, that may sound familiar because we're actually concluding or opining on the various financial statement
assertions that comprise those financial statement line items.

Number 2, it provides evidence that the engagement was planned and performed in accordance with generally
accepted auditing standards, okay, or whatever standards that this engagement is intended to comply with, okay,
maybe, for example, that's governmental standards. This documentation then demonstrates that we actually planned
the engagement in accordance with those standards and will perform the engagement according to that plan.

Now, this includes the documentation of what we know about the client, the environment, the industry, the economy,
the client’s personnel, etcetera, in order to perform our risk assessments and ultimately to plan the procedures that
we're going to execute in order to gather the evidence that we're going to need to make that opinion or that conclusion,
or, you know, that particular judgmental decision that we make about the work that we've seen.

Number 3, it assists in the direction and the supervision of the engagement team. Now, as a supervisor or reviewer,
you're going to need something to look at to ensure that the team is performing the work, and you'll also need a
repository then to gather the evidence that supports the team's conclusion.

It also, as you see in the next bullet point, it retains matters of significance for future engagements. A lot of firms
refer to that as their “PERM File,” so that might include, for example, you know, loan agreements, certain contracts,
the incorporation documents, etcetera, of the company. It also enables those internal and external reviews, including
the QC reviewers, the peer reviewers and maybe any other regulatory requirements that you might have. And finally,
as [ mentioned previously, a real bonus here is the foundation for planning the current and future engagements. It also
serves as a great training tool for auditors that are maybe new to your firm, maybe that are new to your team and/or
maybe to this particular client.

Now, a good way to think about our documentation is to realize that we are creating an audit trail of the work that we
did and the evidence that we obtained that allowed us to render the opinion that we're going to render or that we've
already rendered, and remember, the reviewer of our work is actually auditing us.

Okay. Now I've got a few bonus slides for you at the end of your material. So, I'm going to go ahead and share one
of our bonus slides right now. So, I'm going to jump to the end.

In this first bonus slide is the four ways to gather audit evidence. Now, whenever we talk about any kind of an audit
procedure, right, we're simply going to use some combination of the four ways to gather audit evidence that you see
on the slide, inquiry, observation, inspection, reperformance/recomputation.

Now, sometimes you might have other audit instructors that tell you, “Hey, you know, what, what about analytical
procedures? What about confirmations?” Those are true as well. So, if you'd like to, you can add those to this
particular slide, but for me, in my professional judgement, I think that confirmations and analytics are still part of the
basic four ways to gather evidence that you see here.

Now, the most primary and the most common way that you're going to gather any audit evidence is through inquiry;
right? You're going to ask questions of your client. You're going to send out a PBC request list. You might send out
e-mail questionnaires; right? You might do various interviews throughout the personnel that you're going to be
working with.
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Those are all different forms of inquiry, and inquiry is a very valid form of audit evidence, but notice the little red
plus that's next to it, because inquiry alone is not sufficient audit evidence. We must corroborate those inquiries to
make sure that the client can support what it is that they just told us, whether that is an oral telling or whether that's
something that they provide to us in writing.

Okay. So, I want to trust my client, but I have to verify what it is that they've told me if I want to use that for audit
evidence. So, we call this “corroboration.” How do I corroborate? I simply corroborate by adding one or more of the
other ways to gather audit evidence.

So, I might ask you certain questions and then I might watch you do it; right? I might observe. Maybe I go see that
particular asset, for example, okay. I might inspect your work. “Let me see the supporting documentation.” “Let me
see the check copy.” “Let me see the contract.” “Let me see that particular report.”

I might reperform your work, okay, or reperform or recomputate some of your calculations. So, when we're turning
in our audit documentation to the senior, the manager or the partner or above, they simply then are auditing us
performing one or more of these ways to gather audit evidence. They're probably going to ask us a lot of questions to
see if we know what we're doing. They're probably hopefully observing our work as we're performing it, maybe kind
of checking in with us on a regular basis. They're available for questions, okay. Maybe they're providing real-time
information that provides additional information that we would need to perform these particular procedures. They're
going to be inspecting our documentation and most likely they're also going to be reperforming some of our work.

Now, that reviewer is going to audit us, as [ was just mentioning, but they're also going to apply some risk assessments
to us. So, if I'm an intern, that reviewer's probably going to do a more in-depth review of my work than if I'm an
experienced staff person. The partner's going to do a less in-depth review of the workpapers because it's already been
through the senior and the manager, for example. So, hopefully the risk has decreased by that application of those
monitoring controls of those various stages of review before it got to him or her. Okay. So, just think of it as you are
providing some documentation for the reviewer to actually come back and audit you, audit your work.

Now, let's get into the audit standard itself. Before I get there, I'm going to go ahead and share my screen with you.
I'm going to navigate out to Checkpoint. Checkpoint happens to be my chosen subscription, the way that I do all of
my different research. You might be subscribed to something different like maybe Accounting Research Manager,
and that's perfectly acceptable. No matter what tool you use, you most likely have access to the AICPA standards,
and that's where I'm going to navigate to first.

Let me share that screen with you. Okay. You should see my home screen to checkpoint on your screen now, okay?
And if you take a look at the upper right-hand corner, you'll see that there's a link to the AICPA Standards. The AICPA
is going to be the source of all of the different audit standards that we're going to need to comply with. So, it's a great
place to start to take a look at what generally accepted auditing standards is going to require from a documentation
standard.

Now, once we're in the AICPA link, we're simply going to navigate into the professional standards themselves, and
once we're there, we're going to find the US Auditing Standards that are clarified.

That's those AU-C prefixes that we see in front of a bunch of numbers. Those are the clarified audit standards that are
the ones that are applicable currently. So, once I expand that, we're going to navigate into AU-C 200 section. Those
are the general principles and responsibilities of an auditor, and as I expand that one, we're going to see here that we
have AU-C 230. Everything you could ever want to know about audit documentation.

Now, if [ were to hit this print button there, you're going to see that it's about 12 pages long, which is not a lot; right?
It's, it's double spaced, it's big letters. There's a few tables and things that are in there. So, it's not an intimidating
read. So, again, I'm going to highly encourage you to check this one out very, very soon after today's presentation,
and then that way you'll be even better at your documentation. Maybe you'll even learn some things that you can
share with your engagement team to help improve their documentation as well. Okay. So it's easy to find AU-C 230.
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Okay. So, once we get into AU-C 230, let's find out what these requirements actually are, okay.

Now we see here that audit documentation should also be prepared timely, okay? I don't know about all of you, right,
but sometimes 1 can't remember what I did just a minute ago, much less what I did yesterday or last week or last
month or, you know what, even three years ago. So, we have to train ourselves to document in the moment so that
we capture the information that we need the first time.

Now, obviously this is going to have a huge impact on the way that we conduct ourselves with audit personnel as we
can improve our interview skills in our evidence gathering capabilities.

Also, imagine the positive impact of not having so many review notes, especially the ones that are related to lack of
adequate documentation, and then having to go back to the client personnel again and again to ask follow-up questions
or to request information over and over.

We'll also see on a future slide here in just a few minutes that the dating of the auditor's report will also be based on
the timely completion and the review of the work that's performed. So, documentation issues can easily affect that
date and therefore the types in the amount of follow- up work that will ultimately need to be performed after the team
leaves the field.

So, as the reviewer, I can see what it is that you did, okay, and be able to follow your judgment or your rationale,
okay, your logical thought process, your mindful debate that you held with yourself as to how you actually reached
the conclusion that you reached.

Now, if I'm a member of the engagement team, | may need or want to debate that with you, okay, for us to be able to
reach an agreement on your conclusion, and we'll see in a few minutes that that debate is also going to be documented.
We may not be able to agree, and we'll see that the standard actually allows for those disagreements and requires that
those be documented as well.

Just remember, the accounting and auditing standards are not always clear cut on how something has to be accounted
for or how something gets audited. Those gray areas require that professional judgement, and that's why our
profession needs smart professionals like you who are able to think critically and actually be able to argue your point
based on evidence.

If I'm an external reviewer, let's say I'm your peer reviewer coming in to review the work, I'm going to be looking to
ensure that your team has complied with the standards. Now, in this case, I, as a professional exercising my judgement,
may disagree with your conclusion, but that's not really the objective of my review. I'm going to be looking to see if
I can follow your team's logical thought process in reaching the conclusion that you reached. Okay. Did you document
that? Can I follow it through? If you can, I have to give you a Gold Star for your documentation and move on. I agree
to disagree with you. You know that client a whole lot better than I do, right, so I have to trust that you knew what
you were talking about and what you were thinking through, and if you reach the type of evidence that you needed,
then I have to trust your professional judgement.

Now, note the second bullet that's here, okay. It does say “to an experienced auditor” there towards the end of that
sentence. Now this experienced auditor will be the audience, it's the reader of your documentation. So, that's going
to set an expectation for whom you're documenting. It's not the general public. It's not an investor. It's not a user of
the financial statements. It's not even the client personnel. It's an experienced auditor, okay, and we're going to see
how the AU-C defines this person in just a moment.

Prepared timely. Now, like I missed just a, just a moment ago, the timeliness of the documentation is really key,
especially since we're often really busy. We're distracted, we're overwhelmed, often times we're rushed; right? We've
got all those deadlines. So, take a look at what the slide says.
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Auditors should prepare documentation at the time such work is performed or shortly thereafter. That documentation
is likely to be more accurate than the documentation prepared at a much later time, and you go, “Duh”; right.

Okay. So, take the time to get the information that you need or at least take some good notes of what you think you're
going to need to be able to satisfy yourself about the audit objectives that you're working on. Make a point of
discussing any difficulties, uncertainties, potential issues, etcetera, with the appropriate engagement team members
so we can devise a plan to deal with those and potentially discuss them with the client.

Now, as you see on the slide, good documentation enhances the quality of the audit, and it enables those effective
reviews and the evaluation of the evidence and ultimately the adequacy of the conclusions that you reached.

Now, here's some advice. If you're a reviewer, okay, set some time aside each day during your engagement to review
at least some of the engagement team's documentation so that you can head off any deficiencies, any problems,
etcetera, before the team gets too far along and it becomes a nightmare to manage.

Now, as a former audit client, I know that I like working with teams that were organized and didn't have to keep
coming back for information again and again or asking for more and more support for various items. And I'm not
talking about for those times that more evidence was actually needed, but when they're simply needed because of the
lack of thoroughness or the lack of documentation the first time.

Okay. So, who is that experienced auditor that we mentioned just a moment ago? We see here that the experienced
auditor is an individual, whether that is a person that's internal to your firm or external to your firm, again, like maybe
a peer reviewer who has practical audit experience and a reasonable understanding of audit processes, the engagement
requirements. So, from a generally accepted auditing standards or maybe even legal or regulatory requirements of
that particular engagement. They also have an understanding of the entity's business environment in the industry and
relevant auditing and financial reporting issues.

So, as the experienced auditor reviewer, | don't know your client, but I do know how to audit. I know what the
standards and the regulations require. I understand the industry and I'm aware of the relevant auditing and financial
reporting issues that this type of engagement typically has. So again, keep that person in mind. That's the person that
you're documenting to, that's your audience.

Now, since the experienced auditor reviewer doesn't have a connection with this client, our documentation then has
to fill in the blanks to allow that reviewer to be able to understand, first of all, well, who our client is; right? The size,
the industry, the complexity. Think through how our planning work helps us learn and document this understanding.

They also need to be able to understand the nature of the work. What did we do from a procedural standpoint? What
was the test? Was it a confirmation? Was it a reconciliation, a test of controls, an analytical procedure, a sample?
Okay. How were the items chosen for testing? Was it scopes? Was it a judgmental selection? Was it sampled, and
what did you actually do with those particular items that you chose?

Now, once the items are chosen for testing, there are really only four ways to go about testing them; right? We saw
these just a moment ago in that bonus slide. We can inquire about them, we can observe them, we can inspect them,
we can inspect supporting documentation for them, we can recompute, we can reperform them; right? Those four
ways to gather audit evidence. Every work program step is just simply a combination of those various items. Now,
remember, though, inquiry alone is never sufficient, okay? So, it has to be supported in at least one of those other
ways. Remember that's called corroboration.

Finally, how conclusive was the, was the evidence based on your risk assessment? Okay. Tell me, were there things
that didn't meet your expectations? Maybe there was a suspected error or suspected fraud. Maybe there were
exceptions to tested controls. Okay, what did you do about them? Is there a change in risk assessment that's needed?
Do we need to do more work? Can we enter you’re feeling comfortable that enough work's been done?
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You're the one that gets to make this decision. And then remember, if you're the original documenter and the original
tester, you then turn over that evidence for review by the next level above. They audit that. They determine whether
or not they are satisfied that enough evidence was obtained in order to reach their conclusion. If not, they might write
review points and send that back to you to go and gather additional pieces of information or to maybe enhance the
documentation to better explain what it is that you did or what you looked at, or to give a better paper trail as to how
someone might be able to reperform that work.

Okay. The additional requirements of AU-C 230. Okay. Again, the ability to understand the nature of the timing and
the extent of those procedures, the results of those procedures, the evidence that was obtained and any information
about significant findings or issues and conclusions that were reached, okay, including the significant professional
judgments made to reach those particular conclusions.

Let's talk about those just a little bit further. What about the nature and the timing and the extent of the procedures?
What does that actually mean? So, your documentation demonstrates what you did, when you did it, how much you
did, what you found, what you needed to convince yourself. So, what evidence it was that you felt that was required
in order for you to rely upon it.

So, you provide this information to me, the reviewer, so that again, I can inspect your work and reperform your
procedures, if I so choose, using the assistance of your client. Okay. So, you don't have to provide every piece of
paper or every piece of evidence that you obtained from the client. You can simply describe that to me, and if I can
utilize the assistance of your client and go request that same piece of information, then that's all you would need to
include in your workpapers.

We're going to see some examples of this in just a few minutes. And I like to refer to this as, “what did you obtain”
versus “what did you feel that you needed to retain in the workpapers?” So, there'll be a big difference between the
evidence that was obtained versus the evidence that was actually retained. And we'll get into that just a little bit later,
okay.

Now, to do this, you see there in Bullet Point A that you're going to need to provide me with the identifying
characteristics of the specific items that you looked at. Okay. Now again, there'll be a slide coming up here in just a
moment that will facilitate a further discussion on this, and we'll have a little quiz as well.

Okay. So, I want to know who did the work, the date that they did it. I'll also want to see that the work was reviewed,
who did the review and when that review was done. And we'll see and discuss some real-world examples and have a
little quiz again on that in just, in just a moment.

Now, when we are exact with our documentation, it has a huge impact on the effectiveness and the efficiency of the
engagement not only this year but in subsequent years as well. The purpose of the procedure is going to be key. Why
did we do what we did? Okay, that helps us refine the objective of the procedure. So, as we document and review our
documentation, did I do the appropriate work and gather the appropriate evidence that met or meets that audit
objective?

So, for example, based on my observation and testing of the inventory count, do I feel comfortable that a complete
and accurate count was achieved? Based on my confirmation of accounts receivable and my other test over accounts
receivable, such as maybe some analytical procedures, maybe tracing subsequent collections, do I feel comfortable
that accounts receivable actually exist and that they're properly valued, i.e., are they collectible?

So, knowing and understanding the objective of your procedure will assist you in properly documenting your logical
methodology that helps you get to the point of making that conclusion. So, as the slide here shows, the purpose
improves my procedures, it improves my documentation, it demonstrates my competence in doing the appropriate
procedures and, again, facilitates an effective and efficient way to get there.
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So, here's that further discussion of the identifying characteristics that you use to convince yourself, since you need
to allow me to be able to reperform your work. Okay, again, if [ so choose, you're going to need to give me enough
guidance to get to the same stuff that you looked at.

So, if you did an inquiry, well, who did you speak to? Why did you talk to that particular person? When did you talk
to them? What did you learn? Okay. Remember inquiry alone is not sufficient audit evidence. So, you're going to
need to observe, inspect and or reperform what it is that you learn from this particular person. Okay, corroborate
what you learned.

If you performed an observation, but what did you observe? Well, why did you observe that? When did you observe
it? What did you learn from that observation? If you did an inspection, what did you inspect? Why did you inspect
that? When did you inspect it? What did you learn from that inspection?

Reperformance; right? Starts to sound like a, a skipped record; right? What did you perform? Why did you reperform
that? When did you reperform it? What did you learn from that reperformance?

When you choose items for test of details, you're going to be using some things like judgmental selection, you might
use scope selections, you might use sampling, so be specific on how you chose those items. Where did you select
them from? Why was that particular methodology chosen?

Now, let me share another bonus slide with you really quickly that's going to kind of help understand all of those
different components.

So, I'm going to skip down with you to slide Number 49, and I call this the “further audit procedures tree.” I also
refer to this one often times as the “seesaw diagram.” And let me just walk this through you really quickly, because
all of these different items are things that you would want to include in your documentation.

So, whenever we're deciding on how we're going to audit a particular area, we're going to go through kind of a
hierarchy of the different procedures that would be made available to us as auditors.

Now we see here on the upper left-hand side, the first thing that we might want to consider is, “Well, do we want to
test the operating effectiveness of the key controls of this particular area?”

Let's say for example, we're auditing accounts receivable, okay? Now, remember whenever we're auditing a financial
statement line item, we really are auditing the various financial statement assertions that are comprising that particular
financial statement line item. So, within accounts receivable, we're testing, do they exist, right, which is a test of
overstatement. Does the client truly own them? So, that's the right assertion. Are they complete? Are they possibly
understated, in other words? Are they properly valued? Are they properly classified? Are they in the proper period?
Are they accurately computed?

Okay, 1,2, 3,4, 5, 6,7, seven financial statement assertions are all the different things that we're going to be auditing
and we're gathering evidence about each one of those particular financial statement assertions if we deem, through
our professional judgement, that those assertions are what we call relevant assertions during this particular audit.

Okay. So “relevant assertions” is an important term to understand and you're going to need to refer back to SAS 145,
SAS 145 being one of the newest auditing standards that is been released. It became effective December the 15th of
2023, and it gave us new definitions that allow us better opportunities to use our professional judgement to determine
which assertions are relevant during this particular audit.
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Okay. To put it in a nutshell, a relevant assertion is an assertion that contains at least one risk of material misstatement.
A risk of material misstatement under SAS 145 is a risk that would be material. Okay. So, it would cross the line of
materiality and it is greater than a remote likelihood. So, it's at least reasonably possible, and the actual magnitude of
the, of the error or the fraud could easily cross that line of materiality. If we have one of those, then we would have a
relevant assertion.

So, when we're designing our work programs, the first thing we would want to consider, “Hey, do we want to test the
operating effects of the key controls, or do we want to take a substantive test approach?”

Okay. So, I'm going to put a line under these and I'm going to put a fulcrum there because there's an inverse
relationship at work. So, these are sitting on a seesaw.

If you can go out and test the operating effectives of the key controls and you find that those controls work, then you
can reduce the amount of substantive tests that you're going to perform on that same assertion. However, if you don't
test the internal controls or you do test them and you find that those internal controls do not work, they're not reliable,
then your reliance on those would go down and you know you need to do more work with substantive tests.

Remember the nature, extent and timing that we talked about just a little bit ago, you would modify the nature, extent
and timing of those substantive tests.

Okay. Now, never will you test the operating effects of internal controls and say, “That's all the evidence I need.”
You can't rely only on the client's internal control system. You're going to need to do some substantive test work. Let
your seesaw swing. That's going to be a lot. That's going to be somewhere in the middle or it's just going to be a little
bit of substantive test. Your professional judgment is going to play a huge role in that determination, but it's never
going to be zero, okay?

So, when you decide that you're going to start performing your substantive test, notice you've got a couple of choices
here as well. We can choose substantive analytics, or you can choose test of details. And I'm going to put an “and/or”
here, okay.

Now, subset analytics are simply a comparison of your expectation to the, what the client has recorded. Okay, we
have other learning opportunities for you to learn how to better do, better subset of analytics. As a matter of fact,
there are other On-Demand webinars. There's one called Perfecting Analytical Procedures that will teach you how
to get better at designing and performing and concluding on those subset of analytics. So, I invite you to check that
other learning out as well as an addition to today's presentation.

So, if you go out there and if you take a look at this, we're going to put those two items on another seesaw because
there's an inverse relationship at work here. If you can test something analytically and your analysis makes you
believe that everything looks okay, then you can reduce and/or possibly eliminate the test of details that you would
need to perform.

You'll learn in that other presentation that analytical procedures out on a substantive basis are not required by GAAS,
so it's an optional choice. So, you may decide, “Hey, we don't want to do an analytical procedure.” Or maybe you did
an analytical procedure and it showed you that something was off or something was fishy, you couldn't get a good
explanation from your client, so therefore your reliance on that analytical procedure goes down and you know you're
going to spend more time and effort on the test of details.

Okay. Once you decide, “Hey, I need to do some test of details,” notice you've got three choices there as well; right?
You can choose the items that you're going to be testing with details by using some kind of a dollar scope. You can
use some kind of judgmental criteria to choose those various items, or you could possibly use sampling, whether
that's statistical or non-statistical, to choose those particular items for testing.
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So, you have got a lot of choices, okay, in front of you, you're simply going to document which choices you made
and why. Why were those appropriate? Now, typically these choices are going to be documented in your audit work
program. So, that's just one other place where you're going to have this adequate documentation of what you chose
to do, why you chose to do it, and ultimately the execution of those particular procedures and the conclusions that
you reached.

Okay. So, let's take a little quiz here and see how well we understand this thought process about how we identify the
various items that we've chosen, okay, to do test work on.

So, going back to our discussion a few minutes ago about documenting the identifying characteristics of the evidence
that you used to convince yourself, let's go through this little quiz together. So, let's look at each one of these
individually.

I'd like for you to think through to yourself, did this auditor provide enough identifying characteristics to enable you
to get to the same evidence that they used if you were going to reperform the procedures that they performed?

Now, as you do this for this particular exercise, we're not judging their entire procedure. We're just looking to see
whether or not they provided the road map to their evidence. So, let's take a look at Number 1. I haphazardly selected
the following five purchase orders from the 12/31 current year-to-date purchase order report, which was PO 12782,
and then they listed out 1, 2, 3, 4, 5, different purchase orders that they chose from that particular report.

So, if you were going to do what they did to these various items, could you get to these items? And I'm going to say,
yes, | think you could; right? I think I could; right? I see exactly the purchase orders that this auditor looked at.
They've listed them out for me. They've shown me the source of those particular items.

Now here's the question for you: Would this auditor have to make copies of these purchase orders, put tick marks,
notes, etcetera, on them and include those various items in their workpapers? And the answer here is going to be
“no”; right?

Remember the concept of obtain versus retain that [ mentioned just a little bit ago, okay. And again, I'm going to be
discussing this concept several times over the remainder of this presentation, but just know that everything that you
obtain doesn't necessarily have to be retained. If I can get to the evidence using the assistance of your client, you don't
need to scan it, copy it, etcetera, and include it in your workpapers.

Now that being said, your engagement team may decide differently. The senior, the manager, the partner, and others
are often times going to help you decide what you need to keep in the workpapers and what you don't need or what
they don't want you to keep.

Now, regardless of the retention in the workpapers, you're going to need to at least temporarily retain your evidence
until that senior, that manager, that partner, and others have completed their reviews and you've cleared their review
comments, then these particular items can be returned to the client or destroyed if they were copies; right? That's the
time to start shredding those particular items.

Let's take a look at Bullet Number 2. We corroborated the reconciliation of accounts receivable controls with the
client without exception. Could you reperform this, get to the same stuff that they did? Okay, and I'm going to give
this one a, “No”; right? I don't think I could. You know, what do they mean by the word corroborated here? Okay,
remember, corroborated means that you used another evidence gathering procedure to back up and support the
procedure that you performed. So, did they inspect something? Did they observe something? Did they reperform
something?

Which controls did they look at? They just said the accounts receivable controls. Who's the client, right? Name the
person; right? Give me their title. Give me their role. For me, the client is that entity that we're auditing their financial
statements for. So, that one's a big “no.”
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Number 3, T selected all checks paid subsequent to year-end greater than $15,000. Now, this appears that they're
probably performing maybe a subsequent cash disbursements test.

Okay. So, would we be able to get to the same stuff that they did? I selected all checks paid subsequent to year-end
greater than $15,000. There's a little bit of information there; right? They're subsequent to year-end, they're greater
than $15,000, but through what dates? From what account? Why this scope?

Okay. Now, let's pretend that those particular items were included. Okay. So, you're happy with the specific
characteristics. Would I need to list out each one of those items with tick marks, et cetera? Okay. Again, probably not
necessarily. You could easily describe in a few sentences how to get to the items and what you did to each of them,
and that would allow me then to reform the procedures as you did.

Let's take a look at Number 4. We obtained the 12/31 current year account detail report number 14567, which tied to
the general ledger without exception. Based on the sample size calculation at workpaper A-11, we selected every
100th invoice with a random start of 56.

Okay, I'm going to give this one a “Yes”; right. I see the source document. I see that that source document ties to the
General Ledger. I can see where you calculated your sample. You tell me you're going to use systematic sampling
methods. So, you give me the starting point and the selection criteria. I can now use your client to get to the same
items.

Okay. Now I was going to mention that you might need to include here the sorting of the report, i.e., was it sorted by
date, by client name, alphabetically, etcetera, so that if I use this same sort to get to the same items; right. This is a
systematic selection, so random start, right, and every Nth item after that. Again, you might choose to list these
particular items out or not. Either way, the identifying characteristics are likely sufficient.

Okay. Now that we've discussed the nature of the timing and the extent, let's look at the results of these procedures
and any additional evidence that you might have needed.

So, what were the results of your procedures, okay? I'm looking for documentation of those results. For example, 10
of the 40 confirmations we sent out weren't received. But what did you do about that? Did we perform the alternative
procedures to satisfy ourselves in the audit objective of existence of the accounts receivable has been achieved.

What if there's a gray area? Let's say it's the valuation assertion. Let's say where the staff person thinks that the
accounts receivable are all collectible based on the alternative procedures and increase with the appropriate client
personnel, but the engagement partner isn't yet convinced.

Well, okay. In this particular case, a debate, albeit probably a short one in this particular case, that debate is then going
to ensue where the team is going to discuss the situation and decide to maybe gather more evidence, maybe have a
meeting with the client personnel and the partner to resolve that particular issue.

Sometimes there might be times where the disagreement can't be resolved. Okay. Let's say it's a complex accounting
issue. And again, remember I mentioned this a little bit earlier, that's going to be okay, and the auditing standards
actually allow that disagreement of professional opinion, okay, Remember, this again is a job for professional
judgment. It's going to be paramount. There can be differences of opinion. Hopefully there aren't many of these and
the team will be able to appropriately resolve those, but again, if they're still left out there, they must be documented,
and it's perfectly acceptable per the auditing standards.

The next item here, any significant findings or issues and the ultimate conclusions that were reached on those
particular items, okay. Notice here, significant findings or issues and conclusions reached, including the significant
professional judgments made to reach those conclusions. Things like discussions with management, those charged
with governance or others, as well as when and with whom those discussions took place, okay.
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For example, maybe there was an incidence of fraud, maybe there was a GAAS departure or maybe even a GAAP
departure. Maybe it was a highly subjective item like a pension accrual or evaluation issue. So, as the reviewer, I'm
looking for documentation of these significant items, okay, if there happened to be any, and ultimately how the team
resolved them to conclusion.

Now, when we talk about significant findings or issues, okay, these are things like matters that involve the selection,
the application, the consistency of accounting practices, including the disclosures that are related to those particular
items. Things like maybe accounting for complex transactions or maybe items that are new or unusual for your client.
Maybe it's a new accounting pronouncement. How did the client choose the way that they implemented their
procedure? For accounting estimates and uncertainties, how did they come up with their own estimates? What was
their thought process? What information did they use when we have matters that give rise to those significant risks?

Remember we talked about significant risk just a moment ago and the fact that a significant risk item has been
redefined by SAS 145. It's something that is incredibly risky, meaning that there is a high degree of probability of
this particular item is going to happen and it would be very material, okay. So, everything, that’s a risk is going to
have some kind of combination of likelihood and potential magnitude.

So, matters that give rise to a significant risk, we go to AU-C 315 that helps us to find that subjective area as to an
identified and assessed risk material misstatement in our judgment would require what they call “special audit
consideration”; right? And that definition really helps; right, right.

So, think of'it, it's the big stuff, okay? And we do cover that particular standard in other trainings and other SAS 145
trainings itself. So, just for now, just know that it's the really risky stuff. Your engagement team will come together
when you do your risk assessments, we'll identify what we believe the significant risks are going to know. So, for
now, just know that these are the items that are based on your professional judgement are very risky. They probably
carry a high level of inherent risk, meaning there's a very high risk of the material error fraud will get into the general
ledger and there may be no internal controls whether those are present, present or operating, okay.

The identification of significant risk, though, does carry some additional auditor responsibilities. First of all, if you
have an assertion that carries a significant risk, it's going to automatically tell you that you have a transition -- a
significant transaction cycle that will deemed be sig- -- that will be deemed significant that you and your engagement
team will need to understand the controls over. Meaning you are going to have to assess the design effectiveness and
verify the implementation of the related key controls in that particular area.

Also, if we refer back to that seesaw diagram, I had told you there's an inverse relationship between analytical
procedures and tests of details, okay. And I told you that if your analytical procedure is strong enough, you may not
need to perform any further test of details. Remember the “and/or,” okay, but if you have a significant risk area, the
standards tell us that you cannot provide substantive analytics alone as your only evidence. You would need to either
test some controls and/or add on some test of details in that particular area. And again, you can just go back to that
seesaw diagram and see all of those various inverse relationships, just know significant risks, you cannot rely on
substantive analytics alone.

Now, the results of those procedures that indicate that the financial statements may be misstated or need or maybe
we need to revise our previous or expected risk assessments, okay. “I thought for example that the valuation and the
existence of inventory might be low, okay, it was last year. However, during my inventory observation, I noted a leak
in the warehouse roof that resulted in a significant amount of damage to the inventory at year-end.” The risk of
existence and evaluation now would be higher as the inventory is maybe used as the primary collateral for the bank
who is the primary user of the financial statements. So, that would be one of those items that maybe causes us to
reassess the risk related to it.

32



Maybe we had significant auditing difficulties. Maybe we had trouble getting the evidence that we needed. Maybe
there were destroyed documents, for example. Maybe there are findings that might result in modification of our
auditor's report. Again, there's other specific training that is offered through Checkpoint Learning that talks about
dealing with report modifications and their auditing standards within that AICPA link that I showed you in
Checkpoint, that has its own section on how to go about developing the auditor’s report and the various report
modifications that you would need to make under certain circumstances.

Lastly, communication amongst the engagement team members is going to be vitally important here to help you
identify and deal with any of these particular significant items.

Now, AU-C 230 also includes things for GAAS departures and that report release date, and I mentioned that just a
little bit earlier. So, one of the significant items that is specifically addressed is a GAAS departure. Maybe, for
example, you aren't able to confirm accounts receivable, okay. Just know that accounts receivable is what we call a
“presumptively mandatory auditing requirement.”

If I were your peer reviewer coming into your workpapers, and I know that there are accounts receivable at this
particular client, I'm going to expect to see accounts receivable confirmations. However, if you take a look at the
confirmation auditing standard, there are some exceptions to the rule.

You don't always have to confirm if you meet one of these exceptions, but because that's a presumptively mandatory
requirement, you need to document the fact that you knew that that was your requirement and here's why you did not
choose to do that particular procedure, and ultimately, what you choose -- chose to do as an alternative to that and
how you felt that that was sufficient evidence to be able to allow you to conclude.

The standard also addresses the report release date, which as we all know is not necessarily or automatically the date
that we leave the field. The audit standard essentially defines this report date as what you see here on the slide. It's
the date that the audit work has been completed, it's been reviewed, the financial statements have been prepared, and
management has accepted responsibility for those financial statements. So, for example, the management letter has
been signed and received by the auditor.

Now, AU-C 230 also addresses the situations when the report has been released, but new evidence has been uncovered
that might affect your procedures and your conclusions. Let's take a look at the slide here. So, in a rare circumstance,
again after the date of the report, the auditor becomes aware of information that existed at the time of the report or
realizes maybe that a necessary procedure has been omitted, okay.

The auditor in this particular situation would document the circumstances that were encountered, the new or
additional procedures, the evidence was obtained and the new conclusions that were reached, the effect on the report,
if any, and who and when made and reviewed all of those resulting changes.

So, you can't just go in and change your workpaper documentation after the report has been released. It's basically
locked down, and so any changes subsequent to that date has to be documented as to who did it, why they did it,
when they did it, okay, and the resulting results and conclusions that might have changed based on that new evidence
that was prepared and added to the workpaper documentation.

AU-C 230 also deals with the timing of the assembly of the documentation. So, when it can be deleted, what to do if
there's a need to add to or modify the existing documentation? So, let's take a look here at the slide.

So, assembly of documentation no later than 60 days, that date is often times less for SEC or certain states. So, you
need to look at the jurisdiction that you happen to be working in to see if a particular jurisdiction has a, a more timely
date than the 60 days.

Also, we have to make sure that we maintain the confidentiality of the client information, especially, for example, if
we're storing that information off-site.
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When we're deleting information, okay, we cannot delete anything until the end of the document retention, and that's
at least five years. If you're going to be adding to or modifying the information that's in those workpapers, other than
those new or admitted procedures that we saw on the previous slide, again, you can't just go in there and make the
change. There has to be a specific reason for that change, and then we have to document when and who the changes
were made by and who ultimately reviewed those.

Now, as you take a look at this particular slide, you may go, “Hey, you know what? Our firm has a different policy,”
and that's perfectly acceptable. These are the minimums that are required by the standard, okay? So, your firm policy
may speed up the finalization of the files, may extend the retention date of the documentation.

Now, we talked a little bit earlier about that obtained versus retain. So, what about the documents that were used in
the audit but weren't included in the audit documentation? When do we discard that, okay. So, again, remembering
our discussion about obtain versus retain we had a little bit earlier, you're going to want to hold on to those documents
pending their review and sign off by all members of the engagement team. Those documents should be returned to
the client or destroyed after all the interested members of the engagement team have signed off.

Now, firms have their own policies, but typically this information should be included in the files, or it should be
destroyed or returned as of the audit report date. Keep in mind that should any kind of litigation ever ensue for any
reason, any information, any documentation in your possession at that time becomes discoverable, okay. So,
knowingly comply with your firm's policy related to audit notes, keeping copies of documents, keeping emails, text
messages, phone communications, etcetera, make the decision to either retain them in the workpapers or clear your
workspace of all of those various items.

Okay. So, now that we've covered the foundation requirements of the standard, let's get down to the why does this
stuff matter? Why should we as the auditor actually care? What's the big deal here?

Well, as I mentioned earlier today, right, one of four reviewed files is what the AICPA considers to be materially non-
conforming and that's not good; right? There are consequences to this and trust me, you don't want to be one of those
firms that gets a materially non-conforming peer reviewed deficiency item. You have to go through additional
training. There's a lot of hoops that you have to jump through, etcetera; right? So, it's not good to have this particular
rating happen to you or your firm.

Okay. Now, there are three common misconceptions that auditors have related to their lack of documentation, this
middle area. Let's take a look at those here on this next slide.

So. often times, for example, overall audit, the overall audit objectives can be met without documentation. Now,
unfortunately, if it's not documented, it's assumed that you didn't do it. Okay. It's just like, you know, inquiry of a
client, if we can't back up those inquiries with some kind of inspection of supporting documentation or of observation
or reperformance, there's no evidence there. So, you can't utilize that as audit evidence. So, if you didn't document it,
it doesn't count.

Bullets at point Number 2 audit program signoffs are sufficient. Okay, now here's the deal with this one. Signing off
could work, okay, if the nature, the timing, the extent, the results, the evidence and the conclusions are all included
in the work program. And I've actually I've been on engagements where this type of documentation was the focus,
but I have also found that it's very rare.

It takes some real organization and a lot of teamwork in order to get your engagement team or your firm to that
particular point where your audit work programs are so detailed that a sign-off would be sufficient to enable someone
to come in and reperform your work again using the assistance of your client. So, often times we're going to need to
include some kind of additional documentation in our workpapers.
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Misconception Number 3, an oral explanation as a sole substitute. Okay, remember, you can't just tell me you did it.
As a reviewer, remember I'm auditing you, and remember, inquiry alone is not sufficient audit evidence. So, you have
to allow me to be able to corroborate your work. And here after the fact, it's likely going to need to be an inspection,
okay? I can't observe you doing something that you did last week or last month or last year, okay. I can possibly
reperform it, but I can't reperform an oral explanation. I need to see it, right? [ need to be able to inspect that evidence.

Okay. That last bullet point in the third one here, additional resources, what are we talking about? Well, just keep in
mind that so many other auditing standards make reference to the documentation standards. So, you're going to see
these discussions over and over and over. They're summarized in AU-C 230, where, for example, the analytics
standard, AU-C 520, it talks about the documentation of analytical procedures. So, again, you see references to this
all over the place.

Also, I showed you Checkpoint just a little bit earlier where you can go find the actual documentation, standard, AU-
C 230, but the AICPA, PPC, other methodology producers like CCH, Checkpoint Research, Checkpoint Learning, all
of those various items are great additional resources to allow you and your team and learning more and getting better
and better and better with your documentation. You just have to be mindful that you want to make it better and you
have to just sneak through that reperformability standard and make sure that you meet those various required
components.

Now, as we discussed a little bit earlier, it's really important that we think about the purpose of the workpaper prior
to including it in the file. That purpose of that workpaper helps us determine, “Hey, is this particular item needed? Is
it necessary? Could I maybe document this in a different or maybe in a better way? Is this something that I maybe be
able to get from the client again at a future date if necessary?”

So, for example, if this is a report or something that my client could only produce at this particular point in time then
they're not going to be able to come back and get that next year or three years from now, then we might need to
capture that particular item in our workpapers.

Okay. So, as we discussed that,, again, that concept of obtained versus retained earlier, remember that it's definitely
not necessarily or necessary to include everything in your audit file. Do you really need all of that? Does it add value?
So, for example, should I attach this 100-page PDF; right?

If you include something, remember it has to be documented, it has to be reviewed, it has to be signed off by members
of the engagement team. Does this subject us to inefficient use of our time? And you know, I laugh at this, but, you
know, did the staff literally spend weeks during busy seasons scanning documents? Okay, | know sometimes you do.

Does the inclusion potentially increase the litigation risk? Remember, if it's in the file, it's fair to be questioned during
the legal proceeding. So, a lot of firms have been really giving a lot of attention to their audit documentation to try to
reduce that in order to ultimately reduce some of the litigation risk that they might be subjected to if that were to ever
go to a lawsuit, for example.

We see “information overkill” on the upper right-hand side, okay. Just get to the point. I don't necessarily need a full
transcript of every word, thought, etcetera. Just edit, edit, edit. Discuss it with your team. Seniors, get with your staff,
discuss what you think should be documented. Help them understand what is and what is not needed or what is or
maybe what is it desired.

If you have a personal preference, communicate that so they know what you want to include, what you don't want to
include. Okay. Managers and partners, do yourselves a favor and have this same discussion with your seniors. Make
your needs and desires known as they relate to the documentation.
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Do you want them, for example, to include copies of bank statements in their cash testing? Okay. That would require
using cross reference or maybe hyperlinks to other parts of the file, or could they maybe exclude those copies of the
bank statements and use tick marks instead of those cross references and hyperlinks? Make it clear for them; right?
Don't have them include it only to have to pull it out after the fact.

On the lower left-hand side, you see SALY, JELLY, WALY, all those different acronyms that are there, right? “Same
As Last Year,” JELLY, “Just Exactly Like Last Year.” These are acronyms that we've seen firms use sometimes. Those
are okay, right, but just give some thought to it. Don't use WALY, W-A-L-Y. We included this one because I've
actually seen this in an audit file before and they said “Wrong As Last Year”; right? So, maybe you don't want to
include that, okay, that you might have done something wrong as in a prior year, okay.

Don't joke around in your workpapers either; right? It's not a time or place for being funny or for being cute, right?
Now, however, if you do note something that was done wrong, okay, maybe we tested the wrong assertion or maybe
we had inappropriate procedures, let's fix it for the upcoming engagement and/or carry this knowledge into the other
engagements where similar work might be being performed.

Okay. So, for example, if the concern is with cash overstatement, okay, which means the existence assertion, right.
What's your primary concern with outstanding checks as you're testing that bank statement reconciliation, okay?
Likely it's going to be that you're concerned about the completeness of the outstanding checks because leaving
outstanding checks off of the reconciliation would ultimately cause an overstatement of cash. So, you might not want
to test the existence of outstanding checks with the same scope as you would the completeness assertion.

The lower right-hand side, review notes. What review notes do you often see with your own work, okay? Let's head
off these potential documentation issues at the very beginning of the engagement by maybe having a teaching session,
a discussion about expectations, etcetera. Let's learn from each other.

Now as a senior and as a manager, | often required my staff and seniors to perform a thorough self-review prior to
providing me with the workpapers for my review. Consider creating a self-review checklist for them, right, with your
requirements and your preferences, so again, they have something to refer back to and they can check off and do their
own reviews before they turn it over to you.

I also prefer, okay, when time and logistics allow to have the performer and the documenter of the work actually
present when [ was reviewing their work because it made it so much easier for me and served as a great training tool
to help them understand what the reviewer might be looking for.

Now, I talked about tick marks just a moment ago, okay. So, what is a “tick mark,” okay, first of all. So, a tick mark
is a tool that we use to reference to something that's external to the workpapers. So, it's unlike a cross-reference that
references to items that are included within the workpapers, okay.

So, whenever you're using tick marks, just treat them like all the other documentation tools that we've discussed.
Remember the reperformance standard? Document only what you did, not what you intended to do.

So, at Anderson, when I worked there, we called this “ghost ticking,” where you might put your tick marks down
with the intention of actually going to do the work. Then you get distracted, you come back, you're like, “Yeah, I
think I did that. I'm not really sure”; right. So, be careful and only tick mark or only document what you actually did.
Be precise. Write your thoughts, your interpretations.
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Remember, this is your judgement. Convince your senior, your manager, your partner. Be prepared to debate. Be
prepared to defend your work. Bring information to the table for discussion and don't just cave if they disagree.
Remember, you're the original, original auditor here. You're the one that read that document. You're the one that had
that conversation with the client. So, make sure that you feel confident enough to be able to share your thoughts and
your concerns or maybe your opinions and your professional judgment with the other engagement team members.
And as I just mentioned just a moment ago, perform that thorough self-review, okay? And oftentimes you want to do
this cold and do it before you submit that work for review.

Now, “quality workpaper documentation.” Okay. When we think about this quality workpaper documentation, okay,
and the title here is just a little bit misleading. This slide is really more about reviewing your documentation for
quality.

So, for Bullets 1 and 2, okay, are there clearly defined steps? Is there specific details for the evidence that were
obtained? Are these steps clearly defined in the work program or in the workpapers? Did you include those details
that, again, will allow someone to come in behind you and reperform it?

On Bullet 3 there, do the scopes and the risk assessments relate to what's documented in the planning and the other
risk assessment documents? So, for example, are we doing a ton of work on the low risk area and vice versa? Vice
versa, maybe not enough work on a higher risk area? Do your cross references tie out? Are they really needed, okay?
So, for example, is that other document really needed in the workpapers? Could it have been a tick mark instead?
Consider this the same with hyperlinks, okay, because hyperlinks are basically just cross references within the
workpapers.

Bullet point Number 5 there, “results at the top.” I always like when my team puts their conclusions at the top. That
way | know what the conclusion is as I start to review all of the different pieces of evidence that led them to that
particular conclusion.

And then finally here, “self-review.” Was it performed, that self-review again? And finally, okay, it says “all
information is visible.” No hidden sales and spreadsheets, for example. So, consider not hiding columns or rows in
Excel and other types of spreadsheets. Remember, the reviewer's going to need to see what is there and you don't
want any inappropriate information to accidentally get into the workpapers.

I guarantee you if your workpapers were ever discovered in a subpoena, those attorneys that are looking to prosecute
your firm are going to unhide all of those cells and all of those rows and columns to see what's in there, and again,
remember, that's fair game. So just keep everything visible, okay, transparent, let them see how things actually were
derived. There's no reason to hide those.

Real quick question on practical application. What do you think here? Which is not a good practice when following
prior year workpapers. And I think following prior year workpapers is a really good idea, okay? Would it be A, use
them as a guide only, B, copy the tick marks exactly from last year for efficiency purposes, or C, understand current
risks compared to the prior year.

So, which is not a good practice? The one that's not a good practice most likely here is B; right? You don't want to
just copy the tick marks exactly from last year for efficiency purposes. And we discussed this a little bit earlier.
Remember, SALY, “same as last year,” okay.

Now, if those tick marks were good, if the information was great, maybe that's a really good practice, but we don't
want to just do it kind of robotically the, “Oh, let's do exactly what they did last year.” We need to make sure that it's
appropriate, like doing A, use them as a guide, C understanding the current year risks compare to the prior years.
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Now let's take a look at a few more examples. See what you think. Okay. So, this slide and the next one is kind of
like going to the eye doctor; right? Which one's better, Number one? Number two? Now, these are pretty easy when
you see the level of documentation here, but I think it's great to use this practice for seeing some of the ways that
maybe you can get better at documenting your work.

Okay. So example number one, we obtained the bank statement and we audited it. Now, you're probably laughing,
but trust me, this documentation is not as rare as you might think, okay.

Example 2, “We obtained the January 31st, 2000, current year plus-one bank statement for the client sole checking
account ending in 6985 from the Chase Bank. We selected all checks greater than $5000 per the cash audit program
procedure number 2a to test for proper inclusion and exclusion on the outstanding checklist. See workpaper D-2.”

Okay. I've actually seen the auditor include even more information, like maybe how they determine proper inclusion
and exclusion, etcetera, but remember your audience, okay? Remember, we're documenting to an experienced auditor,
so consider the necessity of those additional details. An experienced auditor probably knows what you're doing with
these different checks to determine whether they were properly included or excluded on that outstanding checklist.

Okay. Now on Example 2 there, okay, as a follow-up from our previous discussion, would you need to include the
bank statement with the tick marks, etcetera? And the answer is no; right? But remember this is going to be a personal
preference of the senior, the manager and remember our CYA discussions just a little bit earlier. You probably want
to hold on to those various items until those reviewers have gotten through their review and all of their different
review notes have been cleared.

All right, next one here. Which one is better, Number 1 or Number 2? Okay. So, Example Number 1, we tied fixed
asset additions to copies of invoices. Not really reperformable, is it; right?

Example 2, we trace the additions for the Green Water Plumbing project, the invoices PPI-7342, 7463 and 7759 from
the Pacific Plumbing vendor. The total amount per each invoice agreed to the total Green Water Plumbing project
addition in the manufacturing plant.

Okay, now on Example 1 there, this was probably on one of those generic work programs, okay, just like that. So, we
just copied what that was. Consider enhancing your work programs as we talked about a little bit earlier, making
them very client and engagement specific. That goes back to that discussion a little bit earlier. Can a sign off on a
work program step be sufficient documentation? It can if you enhance it by including the required component, but if
it's generically written like this one, probably not; right? You're going to need some additional information.

All right, now, here's some things to be on the lookout for. Now, these are some very common phrases to keep an eye
out or an ear out for. Okay, “Based on my understanding of the client,” “Scanned for unusual items,” “Reviewed
supporting documentation,” “Per discussion with Chris,” “No significant transactions were noted,” “Examined all
large checks.”

Do these sound familiar; right? Unless I'm a mind reader, I don't know your understanding of the client, so I can't
follow your logical thought process. You scanned for unusual items, but you scanned what? What did you consider
unusual? What were you looking for?

Reviewed the supporting documentation. What was it? Was it checked copies? What is invoices? Which ones; right?

For discussion with Chris? Who's Chris; right? Was Chris the appropriate person to discuss this with? What's his or
her name and title?

No significant transactions were noted. What do you consider to be significant? Was it some dollar scope; right? Was
it some other judgmental attribute that you were looking for?
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Examined all large checks; right? Again, what do you consider large? Tell me what it is.

Now, these are easy to fix and you can correct them this year, next year. That way SALY can be even more appropriate
next year if you fix them now.

Okay. Some common documentation misses that are out there. These are pretty easy to kind of think through
mechanically. So, mechanically performing steps without fully understanding the procedures and the relationships.

Carelessness. There's incomplete information resulting in inaccuracies that would require additional follow-up.

Inadequate documentation of your conclusions. Oftentimes when I'm teaching various audit classes, the staff people,
sometimes the seniors, sometimes even managers and partners, they don't know how to conclude on various
workpapers.

You know, remember, if you know what the purpose of the workpaper was for, right, it's easy to conclude whether or
not that purpose was achieved. That's really what you're ultimately concluding on, okay. Once you can conclude on
those audit objectives, it becomes easier to conclude on the overall financial statement assertions that make up that
financial statement line item, and once you can conclude on all the different financial statement line items, it's easy
to conclude on the financial statements taken as a whole.

Failure to explain why steps were not applicable or were not considered necessary. Now, this goes to those firms that
maybe you're using some of those generic work programs from CCH or McGladrey or PPC, for example, and those
steps are not considered necessary, so they just put “NA” by them, okay, “Not Applicable.”

Well, you know what, sometimes you might want to explain why they're not applicable. My personal preference in
my own practice would be just delete those steps that I didn't deem to be appropriate. So, all I'm working from is a
work program that is the design that's been designed to gather the evidence that we actually need and the evidence
that we want.

Okay. So, be careful just putting “NA” by different things without necessarily explaining why those weren't
applicable. Your peer reviewer may come back and ask that. If you were to get litigated, I can guarantee you a
prosecuting attorney is going to start asking questions about why these particular steps were considered not applicable
in order to make you look bad in front of a jury.

And ineffective self-review, there's that “self-review” again. Recreating a workpaper when maybe a copy of a client
document would have been enough. Maybe your client already does certain procedures that you could utilize as your
own documentation.

I can remember, for example, when I was a staff person, we went through a real training session with our engagement
team on doing better substantive analytics, and we wanted to do a more analytic approach on a number of our clients
during the year. And so, in designing our work programs, we came up with a whole bunch of different types of
analytical procedures that we wanted our client to compute for us.

And so, I went about going to the client to explain what it is that we wanted them to do on the PBC request list, and
I went over all these various key performance indicators and all these different computations like the AR turnover
ratio, the accounts payable turnover ratio, etcetera, with the client. And the controller goes, “Chris, we're more than
happy to do these for you, right, but have you ever seen our month-end board reporting package?” And I'm like, “no.”
So, he pulled out this, this board reporting package and they already had done all kinds of different analytical
procedures with all of management's discussion and analysis for the board of directors, and I never even knew that
this existed; right? And I'm like, “You know what, forget all of these analytics that I'm asking for, I want that month-
end board reporting package that has everything that we're going to need.”
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Now, of course, I had to go back and fuss at the audit partner because that audit partner often times went to those
board of directors’ meetings and never mentioned that the client had that document. That could have saved us a lot
of time and effort because all we needed to do was obtain that document, include that in our workpapers, and maybe
recalculate or reperform some of the client's work to make sure that they did those calculations appropriately. So, be
careful with necessarily recreating things when maybe the client already does a lot of different things for you.

You might also consider PBC-ing some of your audit procedures to the client. For example, a real common one is,
“Hey, client, how did you test the completeness assertion for your accounts payable and accrued liabilities at the end
of the accounting?” And of course, your client's going to go “What,” right? “What do you, what do you mean,” and
say, “Hey, you know what, there's this thing called a Subsequent Cash Disbursements Test where it helps you
determine whether you captured all of your accounts payable and accrued liabilities.”

Maybe we could teach our client how to do a subsequent cash disbursements test, give them a scope, have them
document all of their work, and then we could include that as our work and just go back and reperform it at maybe a
higher scope. Maybe something that you would want to consider doing, okay. If you can get a client to actually take
on all of those different types of procedures.

It's worth asking; right? If you don't ask, you're never going to get it. If you do ask, maybe you would, and it's a really
good item to maybe get in the habit of having your client do because it kind of is an enhancement of their own internal
control processes; right? So, you might use a subsequent cash disbursements test as a monitoring control for them,
and then you could use that maybe even as a test of controls as well. Just something to consider. What kind of audit
procedures might we be able to push out onto our clients?

Now, some documentation, tips, and best practices. Remember, adequacy matters and it is relative. So, we want to
make sure we have this discussion with our engagement team members. The details matter. So, details, details, details.
Remember, this has to be reperformable. Don't become one of those statistics that you're going to get these peer
review deficiencies from something that is easy to remediate as the documentation.

Remember we want quality over quantity. It's not the amount of documentation, it's how good the documentation
actually is. Remembering that reperformability is the big key here. Be crystal clear. Tell the story. Let me see your
logical thought process. Let me understand what it is that you know about your client and how you led yourself to
that particular conclusion that you've made.

Now, I know that many of you actually use electronic workpapers, so just a few tips on those. These are just some
personal preferences; right? Keep it on the screen when you can. If you have to scroll, a lot of reviewers prefer a
vertical scroll over a horizontal scroll.

Okay, delete excess sheets, limit the colors and symbols. Use merge sales. Wrap text to make it easier to understand
and to read. Put the results at the top. That's one of my personal preferences, one of your conclusions right at the top.

Utilize hyperlinks so that I can go back and forth when you're cross-referencing hyperlinking various documents.
Again, remember we talked about this one earlier. Don't hide those cells, those rows, or those columns.

Think of the 30-second rule. Now, this one didn't come from me, but it came from one of my colleagues that she used
when she used to work for one of the Big Four, and they had what they called the “30-second rule.” So, within 30
seconds, I should be able to know what the purpose of the work program was, or the workpaper was, what the
procedures were, and what the conclusion was. So, it's very easy for me to understand exactly what happens to be
going on here. They called it the “30-second rule.”

Okay. I'm not opposed to that. I think it's a pretty good rule of thumb to possibly use. Could somebody within 30
seconds really understand what I'm trying to communicate in this documentation?

Scrub, scrub, scrub. It just gets back to a little bit earlier. I said “Edit, edit, edit,” right; clear, concise, get to the point.
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Okay. Remember PSPR, a lot of firms require this as part of their firm policy. What's the purpose of the workpaper?
What was the scope? What was the procedure? What was the result?

Now, if you were working for me, I don't have you necessarily restate all of those on every workpaper. If those are
apparent on the work program and you've cross-referenced your work program to the workpaper, then I wouldn't
necessarily have you repeat those, but again, this would be something that you would want to discuss with the
reviewer or the reviewers to see what are their particular preferences.

The purpose, the scope, the procedures and the results have to be apparent somewhere in the workpapers. They don't
have to be on every workpaper, but again, personal preference comes sometimes rules here, so make sure that you
ask and you understand that.

Perform cold self-reviews when you can. Again, that thorough self-review. Talk to the senior, the manager and partner
about their personal preferences. Maybe they have a self-review checklist that they can help you create that would
help you be a better documenter and a better self-reviewer.

I think if you happen to be a staff person, remember when you become a senior or a supervisor and ultimately a
manager and maybe even a partner, you're going to be reviewing workpapers throughout your career. So, you want
to get really good at this early on and starting as a staff person, reviewing your own work is a great best practice to
initiate and start doing.

And then the last one here, keep things light and tight. I'm not really sure exactly what that means, but I think it just
means, “You know what? Keep that documentation tight” and, again, “clean, clean and concise and light,” meaning
don't include everything; right? Start to get better at giving proper descriptions of the evidence that would allow that
re-performance, and don't feel like you have to retain everything in your workpapers.

We've got a few, what we call the top five worthless workpapers from the Home Office in Auditville; right? I don't
know if these are the most worthless ones that are out there. The ones that you're going to see are pretty worthless, I
think, but as we take a look at these five examples, remember these were pulled from real files and see if this makes
you go, “Wow, you know what? We might be culprits similar to the ones that we are seeing here,” okay, as you start
to review your workpapers.

The first, so the first one here; right? This is obviously a scan into the workpapers. It's not very legible. It's kind of
hard to read. So, remember, be careful what you scan in. The workpaper details need to be legible, okay? If they're
not, maybe we need to retype it or have a new print out or something like that, or do something to, to use a different
filter or something to clean up those particular items before we include them in the workpapers themselves.
Remember, somebody's got to review all of that and sign off on it so make it legible.

Number 2 here. Okay, take a look at this particular documentation. This auditor looks like they're auditing cash, and
we see here from this, it says they obtained the detail from the petty cash from this particular bank account, right? All
balances were confirmed, counted and recorded as of March 31st, which I guess is the end of their year. And they
were counting petty cash of $4,000 when materiality is $170,000.

So, I think, right, even if that was completely misstated, it's not going to be material. So, they're probably very
ineffective and inefficient in this work. This would have been one of those areas that even if this was on the work
program, “Hey senior, hey manager, hey partner, do we really want to do this,” right? They probably did it just
because it was same as last year. “Hey, they did it last year. We probably need to do it this year.” Do you really? It's
way below your scope; right? Bring this up as a discussion item in your planning meeting, and if it wasn't brought up
in planning meeting, talk about it when you're actually in the field doing the work.
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Here's one I see these oftentimes, you know, where, you know, no assets were found that matched this particular
report criteria so this auditor felt the need to actually scan this in, include it, right? Maybe it could have been a tick
mark rather than a workpaper, right, from the lead schedule. So, you know, keep these worthless types of
documentation out. Somebody has to review this, sign off of it. It takes time, it takes attention and over the course of
a busy season, right, all of these different 5-minutes here, 5-minutes there, they add up to possibly hours and hours
of time that you could have spent with your family and friends rather than cleaning up workpapers or clearing up
review notes or doing documentation itself.

Here's one that I think is really an important one to note as well. This looks like this particular auditor is doing some
accounts receivable analytical procedures. They're doing some key performance indicators, looks like accounts
receivable to current assets, AR to total assets, AR to net sales. They're doing some percentages changes from one
year to the next.

Remember, bad math leads to wrong conclusions. If you take a look at this change that the auditor is computing,
okay, they did not compute the percentage change from one year to the next appropriately; right? This is not a 5.9%
change. It's actually 133% change. So, be careful in your computations and ensure that you do it appropriately.

Now, here's one that I think is a really good obtain versus retain top of an example. This particular auditor is doing
some walkthroughs, okay. Walkthrough is a procedure that we perform that would help us verify the implementation
of a key control. Sorry, I accidentally advanced that really too quickly, right?

So, this is an example of some walkthrough documentation that they looked at. And again, a walkthrough is a way
that we can, as auditors, verify the implementation of key controls within one of the significant business cycles.
Walkthroughs aren't required by GAAS, but it is a way that many, many firms choose to do the verification of
implementation of those key controls, okay.

You can simply inquire, inspect, observe and reperform. That would be sufficient from a GAAS standpoint, but this
particular auditor is using a walkthrough and a total of 36 individual documents were scanned. All of those items are
documents that were reviewed during a walkthrough --walkthrough, and again, each one of these then had to have a
preparer and a reviewer sign off at various levels. So, it added a lot of inefficiency to the workpapers themselves right
into those reviews.

So, could these have been left out, not retained in the workpapers and just maybe referred to in maybe a paragraph or
maybe just in the workpapers themselves? And the answer is yes. So, again, have that discussion about obtain versus
retain with the appropriate members of your engagement team.

Okay. Here are those couple of bonus slides that I had had referred to a little bit earlier. Remember those four ways
to gather audit evidence. I hope that kind of let a light bulb go off for you because even if you come up to an area and
you're like, “I don't know how to audit this,” the answer is, “Sure you do”; right? I bet you want to ask some questions,
talk to some appropriate people. You probably want to observe something or watch something happening. You might
want to inspect some supporting documentation for it, and you might want to reperform it or recalculate it or
recompute it, whatever you want to call that particular item.

So, it allows you to be a creative problem solving solver as an auditor because you can now audit anything that
happens to be out there by simply utilizing a combination of these four ways to gather audit evidence.

I hope that this bonus slide, the seesaw diagram, this further audit procedures tree, whatever you would like to call it,
was a helpful tool for you. I encourage you to maybe print this particular one out, bring it to your planning meetings,
have it posted up in your cubicle or wherever you happen to work until you can get this committed to memory. It's
going to serve you very well. [ bring this to every planning meeting that I facilitate and it really does help us stay on
track with the hierarchy of the types of procedures that we would want to perform.
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It's not specifically necessarily for the documentation, but again, it helps you understand what that peer reviewer
might be looking for as they look to see why did you perform the procedures that you performed and linking those
particular procedures back to your risk assessments.

Okay. So, a high risk, we did a lot of work; right? Remember, we changed the nature, extended and timing of the
work. If we have lower risk items, we either eliminated work or we did lower amounts of work, and that linkage is a
really important documentation that we have to include in our workpapers.

Here's our learning objectives again. Hopefully now you feel more confident in your better able to explain the
requirements of AU-C 230. Remember, that's the audit documentation standard. You're going to go read this one after
today's presentation; right? We can now explain why the AICPA is focused on improving that audit documentation.
It's simply because it seems to continue to be a recurring problem at many, many firms out there every year.

We now know how to describe that quality documentation and how to better perform it, and we can list ways to meet
that reperformability standard, which kind of is the litmus test for all the different procedures that we have.

Okay, here's my LinkedIn contact information. Join me on LinkedIn. It's a great place for us to network, and that way
also it's a great place that you can ask me any particular questions related to documentation or any other questions
about items that we teach here on Checkpoint Learning. I'll be happy to engage with you there and answer those
questions to the best of my ability. I try to stay pretty timely with any of those particular inquiries. So, again, check
me out on Linkedln, let's network and ask some questions that happen to be there as well.

I want to say thank you. I hope you enjoyed today's presentation.
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Requirements of AU-C 230

Audit Documentation should—
- Be prepared timely

» Be adequate to provide a sufficient understanding of both the work performed, its
results, and the judgments (rationale) made in reaching conclusions to an
experienced auditor
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Who is the Experienced Auditor?

Experienced Auditor — An individual (whether internal or external to the firm) who
has practical audit experience and a reasonable understanding of—

+ Audit processes

« Engagement requirements (GAAS and legal/regulatory)
= Entity’s business environment/industry and

+ Relevant auditing and financial reporting issues
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Additional Requirements of AU-C 230

Ability to understand:

+ Nature, timing and extent of procedures
* Results of those procedures

« Evidence obtained

= Significant findings or issues and conclusions
reached (including the significant professional
judgements made to reach those conclusions)

Prepared Timely...

“Auditors should prepare documentation at the time such work is performed or
shortly thereafter. That documentation is likely to be more accurate than
documentation prepared at a much later time.” AU-C 230.A3
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Ensuring Adequacy

“The auditor should prepare audit documentation that is sufficient to enable an
experienced auditor, having no previous connection with the audit, to understand...”
AU-C 230.08

Factors to Consider

En“ty fvmg
- Size - Procedures - RMM
= Complexity = Significance of evidence = Methodology and forms

- Extent of exceptions = Extent of judgement

- Conclusion involved
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Additional Requirements of AU-C 230

Ability to understand:
* Nature, timing and extent of procedures
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The identifying characteristics of the specific items

or matters tested; ((A14)

: Facilitates

b Who performed the audit work and the date such
* / work was completed; and ‘

Who reviewed the audit work performed and the Purpose

date and extent of such review. ((A15)
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Identifying Characteristic Considerations

* Procedures using...
— Inquiries of specific entity personnel
— Observations of a process
+ Procedures requiring...
— Selection of all items over a specific amount

— Sampling from a population of documents
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Additional Requirements of AU-C 230

Ability to understand:

* Results of those procedures

— Additional procedures or resolutions of differences of
opinion

- Evidence obtained

— Abstracts or copies of contracts or agreements
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“Significant Findings or Issues?”

« Matters involving the selection, application, and consistency of accounting practices
— Accounting for complex or unusual transactions
— Accounting estimates and uncertainties

= Matters that give rise to significant risks

+ Results of audit procedures that indicate

— The financial statements might be misstated (including corrected and uncorrected
misstatements) or

— The need to revise risk assessments

= Significant difficulties in applying necessary audit procedures

.

Findings that could result in modification of the audit opinion or addition of an
emphasis-of-matter paragraph

CERIF

CPEdge
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New Evidence After Report Released?

After the date of the report

Auditor becomes aware of information that existed at the
time of the report, or

Realizes a necessary procedure was omitted

Circumstances encountered

New or additional procedures, evidence obtained and
conclusions reached

Effect on the report

Who and when made & reviewed resulting changes

CERIFI

CPEdge
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Did They Identify it Right?

1. TIhaphazardly selected the following five purchase orders from the 12/31/CY
year-to-date purchase order report (PO 12782): 12456, 14321, 15726,
17999 and 19201

2. We corroborated the reconciliation of accounts receivable controls with the
client without exception.

3. Iselected all checks paid subsequent to year end greater than $15,000.

4. We obtained the 12/31/CY account detail (Report #14567), which tied to the
G/L without exception. Based on the sample size calculation at WP A-11, we
selected every 100%" invoice with a random start of 56.

CERIFI

CPEdge
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Additional Requirements of AU-C 230

Ability to understand:

= Significant findings or issues and conclusions
reached (including the significant professional
judgements made to reach those conclusions)
— Discussions with management, those charged with

governance, or others as well as when and with whom the
discussions took place

CERI=I

CPEdge
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AU-C 230 Also Includes...

GAAS = Justifications for departure from GAAS
Departure * How alter.ngtlve procedures performed
were sufficient
R i * Report date
=l * Audit work has been reviewed
Release S — X v
Date inancial statements prepare

= Management taken responsibility

CERI=I
CPEdge
20 Fundamentalsof Audit Documentation
Assembly & Retention
Assembly of Deleting Add/Modify
Documentation Information Information
No Later than End of Document Stherihan How
- % 5 — or Omitted
60 Days Retention Period
Procedures
Less for SEC or Specific Reasons for
7| Certain States htlgastb¥ears Change
Confidentiality of When & Who the
1 Client Inf i | | Changes were Made
ient Information el
cERIZ/
5 R CPEdge
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Why Should I Care

23 Fundamentalsof AuditDocumentation

CERIZI

CPEdge

23

3 Common Misconceptions

ALSE documentation

J TRUE
() FA

oue  Overall audit objective can be met without

Audit program signoffs are sufficient

¢ Oral explanation as a sole substitute

CPEdge
25
Quality vs. Quantity
« Is it needed?
+ Is it necessary?
» Can we document it in a better way?
CERI=/
CPEdge
27

What'’s the Big Deal

1in4
Engagements is
Nonconforming

3 Common
Misconceptions

24 Fundamentalsof Audit Documentation

Additional
Resources

24

Don’t Forget About Available Tools!

e ©

1in4
Engagements is
Nonconforming

3 Common
Misconceptions

U J

Additional
Resources

cERIF
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51 it R Bseserdi CPEdge
26
What Do We Mean...
Scanning Information
Overload Overkill
CERI=
CPEdge

28

Adequate Tickmark Documentation

- Remember the reperformance standard
+ Document only what you did

- Be precise

= Write YOUR thoughts and interpretations

+ Perform a thorough self-review before submitting
for review

29 Fundamentals of Audt Documentation

CERIFI

CPEdge

Quality Reviewer Workpaper

» Clearly defined steps?

.

Specific details for evidence obtained?

.

Linked to/from planning and risk assessment?

.

Properly cross-referenced or hyperlinked?

.

Results at top?

.

Self-review performed?

.

All info visible (e.g., no hidden cells
inspreadsheets)?

30 Fundamentsls of Audit Dosumentation

CERIFI

CPEdge
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Practical Application

Which is not a good practice when “following prior-year workpapers”?
A. Use them as a guide only

B. Copy tickmarks exactly from last year for efficiency purposes

C. Understand current year risks compared to prior year

Which One is Better...

Example #1...
“We obtained the bank statement and audited it.”
Example #2.

“We obtained the January 31, 20CY+1 bank statement for the client’s sole checking account ending
in #6985 from Chase bank and selected all checks greater than $5,000 (per the cash audit program
procedure #2a) to test for proper inclusion/exclusion on the outstanding check list. See WP D-2."

CERI=T CERI=I
dge CPEdge
31 Fundamentalsof AuditDocumentation 52 Fundamentals of Audit Docamentation
Which One is Better...
Example #1...
“We tied fixed asset additions to copies of invoices.”
Example #2...
“We traced the additions for the green water plumbing project to invoices #PPI-7342, #PPI-7463
and #PPI-7759 from the Pacific Plumbing vendor. The total amount per each invoice agreed to the h k
total green plumbing project addition in the manufacturing plant.” Be on the LDD OUt
CERIZI CERI=T
CPEdge S CPEdge
33 Fundamentai of Audit Documentation

Keep A Look Out...

« “Based on my understanding of the client” !
« “Scanned for unusual items” m
- “Reviewed supporting documentation”
= “Per discussion with Chris”

= “No significant transactions noted”

- “Examined all large checks”

CERIZI

CPEdge

35 rundamentals of AudtDocumentstion

Common Documentation Misses

Mechan |Ca“.y = Performing steps thhouF fully_understandlng the
procedures and the relationships

Care l.eSSn ess . Incofnpleteliljformatlon resulting in inaccuracies that
require additional follow-up

Inadeq uate - Documentation of conclusions
Failure = To e).q)laln why steps were not applicable or not
considered necessary
Ineffective - “Self-review”
Recreati ng = The workpaper when a copy of a client document would
be enough —
CPEdge

36 Fundamentals of Audit Documentaion
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36

Documentation Tips & Best Practices

* Adequacy matters and is relative
= Details, details, details

+ Don’t become a statistic

= Quality over quantity

= Remember reperformability is key

- Be crystal clear—tell the story

CERIFT

CPEdge
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Documentation Tips - Workpapers

PAAA
1

- Keepit on the screen
» If you must scroll, vertical is usually best
» Delete excess sheets

= Limit colors/symbols

vy

= Use merged cells and wrapped text

« Put results at top

LAAR AARE
|

= Hyperlink

« Don't hide cells, rows, or columns

AA

|0

CERIZI

CPEdge
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Documentation Tips — Workpapers

* Think of the 30-second Rule!

[l

+ Perform COLD Self Reviews
» Keep things TIGHT n LIGHT!

A A

* Scrub, Scrub, Scrub! :!
* PSPR B
— Purpose ; —
— Scope - a
-1
— Procedure P
— Result = .
-

CERIZI

CPEdge
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Top 5 Worthless Workpapers
From the Home Office in Auditville, AV

40 Fundamentals of Audit Documentation
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Top 5 Worthless Workpapers

cERiZ1

Top 5 Worthless Workpapers

Cash

Annotation

Account Prolim Adj's Raclass Rep

Rop 03107 tsChy

[T

%)

000105 BETTY CASH oo 379555 @)
T Loc il 17,5000 0
A CashBank indebtedness (FLIP)  1,206,802.61 U027 (0SA6200) AT o ol forpty o o 07
I = o TRoT 530540 0o 0m 36,30 — <17 (10}
RS DENT TRUST AcCOUNT (36,305.48) 000 D03 (38,308 Al balanced confimved, caurted and (10)
e cons trust una w0 ) 7] resored a1 af btarch 21 w b

CERI=I
@ CPEdge
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46 Edit Footerswith Headsr & Fos

CPEdge
1 Fundamentalof utitcscumantation 52 Fundementalcf Audt Documentaton
Top 5 Worthless Workpapers Top 5 Worthless Workpapers
S Disosl D Aoguied  Curentdoaum Net Ganiloss Resked G e
No Ext CoAssetNo  Description Cl_Dale Date L Value afion Proceeds: st Basis Gain (Loss]
Ne assets were found thal mateh repart erteria.
CERI=T CERIFI
CPEdge CPEdge
a3 Fundamenais o AudtResumentaien 24 Fundementals Audit Documentaton
Top 5 Worthless Workpapers
e 2|
B f\CﬂZBHiugx&th?s:\‘w:!
Bonus Slides
P
CERI=T CERI=/
CPEdge CPEdge
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Bonus Slide - 4 Ways to Gather Audit Evidence

= Inquiry (+)

= Observation

« Inspection

» Reperformance/Recomputation

Bonus Slide — Further Audit Procedures

Further Audit
Procedures
1

1
Perform Substantive

f
Test Operating
Effectiveness of Key
Tests
Controls -

Analytical Procedures Detail

It
[ 1

Individually Significant

29 Fundamentals of Audit Documentation

e | Sampling
|
————
Scope Judgment s N e
($ Value) (Risk Attribute)
CERLS CERIZI
CPEdge CPEdge
47 Fundamentals of Audit Documentation 48 Fundamentals of Audit Documentation
47 48
Learning Objectives Instructor Contact Information
You should now be able to— + Christopher K. Martin, CPA
+ Explain the requirements of AU-C 230, Audit Documentation - www.linkedin.com/in/ckmartin
+ Explain why the AICPA is focused on improving audit documentation
« Describe quality documentation
« List ways to meet the audit “reperformability” standard
CERI=I CERIFT
CPEdge CPEdge
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51 Fundementalsof Auci Documentation

Proceed to the next page for discussion questions.
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GROUP STUDY MATERIALS

A. Discussion Questions

1.

2.

What is one key reason the AICPA is focused on improving audit documentation?

Which purpose is supported by properly prepared audit documentation?

According to AU-C 230, what should the documentation demonstrate when a disagreement arises in judgment?
What is one primary benefit of documenting the purpose, scope, procedure, and result (PSPR) in workpapers?
Why should audit teams be cautious about scanning and including excessive client documents?

What is a primary reason audit documentation must be clear and reperformable?
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B.

Suggested Answers to Discussion Questions

1.

What is one key reason the AICPA is focused on improving audit documentation?
Inadequate documentation is a frequent cause of materially non-conforming ratings.

A primary driver behind the AICPA’s emphasis on improving audit documentation is the high incidence of peer
review deficiencies resulting from insufficient or unclear documentation. According to peer review findings,
approximately one in four audit files reviewed are found to be materially non-conforming, often because the
documentation fails to demonstrate that the audit was properly planned, executed, and concluded in accordance
with professional standards. These failures may involve missing evidence of risk assessments, lack of clarity in
audit procedures, undocumented conclusions, or inadequate descriptions of judgments applied—especially in
areas involving significant findings or complex transactions. Poor documentation also hinders reperformability,
which is a foundational requirement under AU-C 230. That standard requires the documentation to be clear
enough that an experienced auditor with no prior connection to the engagement can understand what was done,
why it was done, the results obtained, and the conclusions reached. Because documentation serves as the audit
trail and is the primary means of demonstrating compliance with Generally Accepted Auditing Standards
(GAAS), its quality directly affects the auditor's ability to withstand internal and external inspection, defend
against litigation, and maintain public trust. Therefore, the AICPA has prioritized this issue to elevate audit quality
and reduce the frequency of avoidable deficiencies across the profession.

Which purpose is supported by properly prepared audit documentation?
Facilitating the review and supervision of audit team members.

One of the explicit purposes of audit documentation, as defined in AU-C 230, is to assist in the direction,
supervision, and review of audit team members. Well-prepared documentation provides a clear roadmap of what
procedures were performed, by whom, when, and with what results—enabling managers, partners, and quality
control reviewers to evaluate the adequacy of the work. This promotes consistency, strengthens engagement
oversight, and supports efficient delegation of tasks. It also allows reviewers to identify whether appropriate
professional judgment was exercised and whether the planned procedures were responsive to the assessed risks.
Furthermore, when documentation is clear and organized, it facilitates real-time coaching opportunities and
improves on-the-job learning for junior staff. Inadequate documentation, on the other hand, leads to
inefficiencies, excessive review notes, and potential gaps in audit evidence. Therefore, thorough and timely audit
documentation not only fulfills regulatory and professional requirements but also enhances team collaboration,
quality control, and audit effectiveness across all levels of the engagement.
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3. According to AU-C 230, what should the documentation demonstrate when a disagreement arises in
judgment?

That the disagreement and rationale were clearly documented.

AU-C 230 explicitly requires that when a disagreement in professional judgment arises—whether between audit
staff and reviewers or among senior members of the engagement team—the nature of the disagreement and the
basis for the differing views must be thoroughly documented. This includes a description of the significant
professional judgments made, the alternatives considered, the rationale supporting the final decision, and the
timing and parties involved in any related discussions. The purpose is not to eliminate disagreement but to ensure
transparency, demonstrate due diligence, and show that audit conclusions were reached thoughtfully and with
consideration of all relevant viewpoints. This is especially important in areas involving complex accounting
estimates, subjective assessments, or significant risks, where reasonable professionals may arrive at different—
but defensible—conclusions. Proper documentation of such debates allows peer reviewers, regulators, or legal
stakeholders to follow the audit trail and assess whether the audit team’s final decision was based on sound
professional judgment, even if others may have chosen a different path. Ultimately, documenting these
disagreements protects both the audit firm and the individuals involved by showing adherence to GAAS and the
integrity of the audit process.

4. What is one primary benefit of documenting the purpose, scope, procedure, and result (PSPR) in
workpapers?

It supports clear and efficient reviews by experienced auditors.

Documenting the purpose, scope, procedure, and result (commonly referred to as PSPR) in audit workpapers
provides essential context that allows an experienced auditor—such as a reviewer, quality control inspector, or
peer reviewer—to quickly understand what was done, why it was done, how it was done, and what conclusion
was reached. This format promotes reperformability, a key requirement under AU-C 230, which mandates that
an experienced auditor with no prior involvement must be able to understand the nature, timing, extent, and
results of audit procedures performed. By including the PSPR, the documentation tells a complete, logical story
of the auditor's work and rationale, reducing ambiguity and minimizing the number of review notes or follow-up
questions. Additionally, PSPR documentation supports real-time supervision, effective knowledge transfer
among team members, and more defensible audit conclusions in the event of regulatory review or litigation.
While the work program may capture some of these elements, embedding PSPR directly in the workpaper ensures
completeness and makes it easier for the reviewer to evaluate whether audit objectives were appropriately met
and aligned with risk assessments. Thus, PSPR serves as both a quality enhancement and a time-saving best
practice in audit engagements.
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Why should audit teams be cautious about scanning and including excessive client documents?
It may result in inefficient reviews and increased litigation risk.

Including excessive or unnecessary client documentation in the audit file can hinder audit quality and expose the
firm to unintended consequences. From a practical standpoint, excessive documentation slows down the review
process, as supervisors and reviewers must spend more time sorting through voluminous workpapers that may
not contribute meaningfully to audit conclusions. This can reduce efficiency, increase costs, and result in unclear
audit trails. More importantly, from a legal perspective, any documentation retained in the audit file becomes
discoverable in litigation, even if it was irrelevant, redundant, or never actually used in drawing audit
conclusions. This introduces litigation risk, especially if the retained documents contradict other findings,
include inconsistent or outdated information, or reveal internal uncertainties or uncorrected errors. Therefore,
audit teams are strongly encouraged to apply professional judgment and consider the “obtain versus retain”
principle: while certain evidence may be reviewed during the audit, it should not be retained unless it adds value,
supports audit objectives, or is necessary for reperformability. Instead of scanning full source documents, auditors
should describe identifying characteristics in the workpapers sufficient to allow reperformance, as permitted
under AU-C 230. Limiting documentation to what's needed helps maintain a clean, efficient, and defensible
audit file—aligned with both regulatory standards and risk management practices.

What is a primary reason audit documentation must be clear and reperformable?
To allow reviewers or peer reviewers to follow the audit team’s logic and decisions.

Under AU-C 230, audit documentation must be prepared in a manner that enables an experienced auditor, with
no previous connection to the engagement, to understand the nature, timing, and extent of procedures
performed, the results obtained, and the conclusions reached. This principle is referred to as "reperformability."
It is central to the quality and defensibility of the audit. Clear and reperformable documentation ensures that
reviewers—whether internal (managers, partners, quality control) or external (peer reviewers, regulators, or
litigators)—can trace the auditor’s work and reasoning without ambiguity. This is especially important when
exercising professional judgment, assessing risk responses, or addressing significant findings. Reperformability
serves several critical functions: it supports engagement quality control, allows for efficient supervision and
coaching, reduces the risk of misunderstandings or redundant work, and forms the basis of the audit trail used in
inspections or legal proceedings. Failure to meet this standard can result in peer review deficiencies, disciplinary
actions, or reduced credibility in litigation. Therefore, clear documentation that communicates the audit team's
logical thought process, professional judgments, and evidence-based conclusions is not merely a best
practice—it is a requirement for compliance with generally accepted auditing standards (GAAS) and a pillar of
audit integrity.
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GLOSSARY

AICPA—Association of Certified Fraud Examiners

Audit Documentation—An auditor's primary record of the audit procedures applied, evidence obtained, and
conclusions reached in an audit engagement. Examples of audit documentation include audit programs, analyses,
memoranda, letters of confirmation and representation, abstracts or copies of entity documents, and schedules or
commentaries prepared or obtained by the auditor. Audit documentation may be in paper form, electronic form, or
other media. Audit documentation is also referred to as workpapers.

Audit Procedures—An audit procedure is specific and specialized steps or actions auditors take to meet audit
objectives. It may vary for different audit engagements, depending on the complexity of the accounting system, the
type of entity, and other factors unique to the engagement. Audit procedures are to be tailored to the engagement, as
compared to audit standards, which do not change. Audit procedures are used for test of controls and substantive
testing. The seven basic audit procedures are recalculation, observation and examination, confirmation, inquiry and
written representations, scanning, analytical procedures, and examination of documents in two directions, vouching
from the accounting records back to the original source documents and tracing from the source documents forward
through the accounting process to the final recording of the transaction.

Disclosure—Additional information attached to an entity's financial statements, usually as explanation for activities
which have significantly influenced the entity's financial results

FASB—Financial Accounting Standards Board

Forecasting—An Estimate of future demand using both quantitative and qualitative methods.
GAAP—Generally Accepted Accounting Principles

GAAS—Generally Accepted Auditing Standards

Measurement—Measurement is the choice of an attribute and unit of measure by which to quantify a recognized
item.

SFAC 6.65-.72

Items reported in financial statements are measured by different attributes, depending on the nature of the item and
the relevance and reliability of the attribute measured. The five measurement attributes for assets and liabilities
currently used include (SFAC 5.67):

1. Historical cost (proceeds): the amount of cash, or its equivalent, paid to acquire the asset (received to incur
the liability). Used for property, plant, and equipment, and most inventories (also “historical exchange rate” or
“transaction-based”).

2. Current cost: replacement cost. The amount of cash, or its equivalent, that would have to be paid currently to
acquire the same asset. Used for some inventories.

3. Current market value: the amount of cash, or its equivalent, that could be obtained by selling the asset. Used
for some investments in marketable securities and liabilities involving marketable commodities.

4. Net realizable value: settlement value. The nondiscounted amount of cash, or its equivalent, which is expected
to be received (paid) upon conversion (liquidation) of the asset (liability) in due course of business less direct
costs. Used for short-term receivables and some inventories, trade payable and warranty obligations.

5. Present value: the present, or discounted (at the implicit or historical rate), value of future cash flows. Used for
long-term receivables and payables.

Measurement scale or unit of measurement is nominal units of money (i.e., unadjusted for changes in purchasing
power).
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Professional Judgment—The application of the accumulated knowledge and experience gained through a relevant
accounting or auditing training, by making use of the ethical standards, resulting in making informed decisions about
the courses of action that are appropriate in specific circumstances

Significant Risks—Those risks for which the assessment of inherent risk is close to the upper end of the spectrum
of inherent risk.

SSARS—Statements on Standards for Accounting and Review Services
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Choose the best response and record your answer in the space provided on the answer sheet.

1. Which of the following financial assets is excluded from the scope of ASU 2016-13?

ocawyx

Debt securities held for investment
Loans in an employee benefit plan
Reinsurance receivables

Trade receivables

2. What is the correct treatment if a financial asset is determined to be 100% uncollectible under CECL?

ocawy»

Maintain the full amount in the allowance account

Reclassify the asset to a suspense account

Recognize an unrealized loss through other comprehensive income
Write off the asset in full

3. Which method is permitted for estimating expected credit losses under ASU 2016-13?

Cawx

Any method the auditor prefers
Discounted cash flow method only
Loss rate method

Straight-line method of amortization

4. How should entities support their choice to adjust historical loss rates in response to changing economic
conditions under CECL?

oow»

By deferring evaluation until year-end

By providing data that justifies the adjustments to reflect forecasted changes
By referencing unrelated industry averages

Through subjective analysis based on management experience

5. Which of the following is a disclosure requirement under CECL for the allowance for credit losses?

SOowp

Identification of audit procedures used to verify aging schedules
Reconciliation of allowance to net income

Rollforward of the allowance account and discussion of key assumptions
Separate income statement for each loan portfolio

Continued on next page
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10.

According to AU-C 230, audit documentation must be sufficient to allow:

An experienced auditor with no previous connection to understand the work performed
Any third party to understand the audit conclusions

Investors to assess audit evidence

Legal counsel to provide opinions on internal controls

ocawy

Which of the following is one of the four basic ways to gather audit evidence?

A. Budget reconciliation

B. Financial ratio calculation
C. Industry benchmarking

D. Inquiry

What is the key standard that outlines the auditor’s responsibilities for documentation?

A. AU-C 230
B. AU-C315
C. AU-C 520
D. AU-C 540

Which of the following is a poor practice when referencing prior-year audit workpapers?

Copying prior tick marks for efficiency
Reassessing the relevance of prior audit steps
Understanding changes in current year risks
Using prior workpapers as a guide

Cawp

Which is a best practice for reviewers of audit documentation?

Avoid reviewing workpapers until fieldwork is complete
Re-perform all procedures regardless of audit risk

Require full hard copies of all client documents

Review documentation incrementally throughout the engagement

oow»

Continued on next page
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1.

12.

13.

14.

15.

When is it acceptable to exclude original source documents from audit workpapers?

When identifying characteristics are documented and can be reobtained
When the firm is under time pressure

When they were previously audited

When they were reviewed verbally with a manager

ocawy»

What is an appropriate reason to modify audit documentation after the report release date?

To change reviewer initials

To delete immaterial documents for file size reduction

To improve formatting or add hyperlinks

To reflect auditor’s change of opinion due to newly discovered prior evidence

ocawy»

Which documentation error could most likely lead to a peer review deficiency?

Including a client’s audit request list

Omitting documentation of conclusions and professional judgment
Preparing a tickmark legend on a separate document

Using color-coded spreadsheets in audit files

OSOowp

Which of the following items is considered a significant finding under AU-C 230?

The auditor received prompt responses to emails

The client applied a new, complex accounting method
The client changed the layout of their office

The client hired a new receptionist

oCaowpx

What is the purpose of the “30-second rule” as described in the presentation?

To complete each workpaper in under 30 seconds

To ensure the client responds to PBCs within 30 seconds

To help reviewers quickly understand the purpose, procedures, and results
To limit all documentation to a 30-second summary

> 0w
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CeriFi CPE Network

Accounting & Auditing Report

Volume 38, Issue 07 August 2025

Subscriber Survey

Evaluation Form

Please take a few minutes to complete this survey related to CeriFi CPE Network A&A Report and return with your quizzer
or group attendance sheet to CeriFi, LLC. All responses will be kept confidential. Comments in addition to the answers to
these questions are also welcome. Please send comments to grading-cpedge@cerifi.com.

How would you rate the topics covered in this issue of CeriFi CPE Network A&A Report? Rate each topic on a
scale of 1-5 (5=highest):

Topic
Topic Content/  Topic Video Audio  Written
Relevance Coverage Timeliness Quality  Quality Material

Accounting Session | || || || || | ] |

Auditing Session | || || || || | ] |

Which segments of this issue of CeriFi CPE Network A&A Report did you like the most, and why?

Which segments of this issue of CeriFi CPE Network A&A Report did you like the least, and why?

What would you like to see included or changed in future issues of CeriFi CPE Network A&A Report?




How would you rate the effectiveness of the speakers in this issue of CeriFi CPE Network A&A Report? Rate each
speaker on a scale of 1-5 (5 highest):

Knowledge Presentation

Overall of Topic Skills
Accounting Speaker | | | | | |
Auditing Speaker | | | | | |
Are you using CeriFi CPE Network A&A Report for: CPE Credit [ Information ] Both 1]

Were the stated learning objectives met? Yes [J No [J

If applicable, were prerequisite requirements appropriate? Yes [ No [

Were program materials accurate? Yes [J No [
Were program materials relevant and contribute to the achievement of the learning objectives? Yes [ No [
Were the time allocations for the program appropriate? Yes [ No O

Were the supplemental reading materials satisfactory? Yes [] No O

Were the discussion questions and answers satisfactory? Yes [1  No []

Specific Comments:

Name/Company

Address

City/State/Zip

Email

Once Again, Thank You...

Your Input Can Have a Direct Influence on Future Issues!



CeriFi CPE Network

CERI=
CPEdge

CPE Group Attendance Sheet

Firm/Company Name:

Account #:

Location:

Program Title: CeriFi CPE Network Accounting and Auditing Report, August 2025 Date:

Total IRS PTIN ID
Name Email Hrs (if applicable Tax only) Sign In Sign Out

| certify that the above individuals viewed and were participants in the group discussion with this issue/segment of the CeriFi CPE Network
newsletter, and earned the number of hours shown.

Instructor Name: Date:

E-mail address:

License State and Number:

grading-cpedge@cerifi.com



CeriFi CPE Network/Webinar Delivery Tracking Report @ CPEdge

Course Title

Course Date:

Start Time:

End Time:

Moderator Name, Credentials, and Signature Attestation of
Attendance:

Delivery Method:

Group Internet Based

Total CPE Credit:

3.0

Instructions:

During the webinar, the moderator must verify student presence a minimum of 3 times
per CPE hour. This is achieved via polling questions. Sponsors must have a report which
documents the responses from each student. The timing of the polling questions should
be random and not made known to students prior to delivery of the course. Record the
polling question responses below. Refer to the CeriFi CPE Network User Guide for more
instructions. Partial credit will not be issued for students who do not respond to at least
3 polling questions per CPE hour.

Brief Description of Method of Polling

Example: Zoom: During this webinar, moderator asked students to raise their hands
3 times per CPE hour. The instructor then noted the hands that were raised in the
columns below.

First CPE Hour CPE Hour 2 CPE Hour 3 FOR CeriFi USE ONLY|

First Name Last Name Student Email

Polll1 | Poll2 | Poll3 Polll1 | Poll2 | Poll3 Polll1 | Poll2 | Poll3 Certificate Issued?




CeriFi CPE NETWORK CPE

CERIFI CPE NETWORK
USER GUIDE

REVISED August 2025

Welcome to CeriFi CPE Network!

CeriFi CPE Network programs enable you to deliver training programs to those in your firm in a
manageable way. You can choose how you want to deliver the training in a way that suits your
firm’s needs: in the classroom, virtual, or self-study. You must review and understand the
requirements of each of these delivery methods before conducting your training to ensure you
meet (and document) all the requirements.

This User Guide has the following sections:

“Group Live” Format: The instructor and all the participants are gathered into a common
area, such as a conference room or training room at a location of your choice.

“Group Internet Based” Format: Deliver your training over the internet via Zoom, Teams,
Webex, or other application that allows the instructor to present materials that all the
participants can view at the same time.

“Self-Study” Format: Each participant can take the self-study version of the CeriFi CPE
Network program on their own computers at a time and place of their convenience. No
instructor is required for self-study.

What Does It Mean to Be a CPE Sponsor?: Should you decide to vary from any of the
requirements in the 3 methods noted above (for example, provide less than 3 full CPE
credits, alter subject areas, offer hybrid or variations to the methods described above),
CeriFi CPE Network will not be the sponsor and will not issue certificates. In this scenario,
your firm will become the sponsor and must issue its own certificates of completion. This
section outlines the sponsor’s responsibilities that you must adhere to if you choose not
to follow the requirements for the delivery methods.

Getting Help: Refer to this section to get your questions answered.
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IMPORTANT: This User Guide outlines in detail what is required for the formats above.
Additionally, because you will be delivering the training within your firm, you should review the
Sponsor Responsibilities section as well. To get certificates of completion for your participants
following your training, you must submit all the required documentation. (This is noted at the
end of each section.) CeriFi CPE Network will review your training documentation for
completeness and adherence to all requirements. If all your materials are received and
complete, certificates of completion will be issued for the participants attending your training.
Failure to submit the required completed documentation will result in delays and/or denial of
certificates.

IMPORTANT: If you vary from the instructions noted above, your firm will become the sponsor
of the training event and you will have to create your own certificates of completions for your

participants. In this case, you do not need to submit any documentation back to CeriFi, LLC.

If you have any questions on this documentation or requirements, refer to the “Getting Help”
section at the end of this User Guide BEFORE you conduct your training.

We are happy that you chose CeriFi CPE Network for your training solutions.

Thank you for your business and HAPPY LEARNING!

Copyrighted Materials

CeriFi CPE Network program materials are copyrighted and may not be reproduced in
another document or manuscript in any form without the permission of the publisher. As
a subscriber of the CeriFi CPE Network Series, you may reproduce the necessary number
of participant manuals needed to conduct your group study session.



“Group Live” Format

CPE Credit

All CeriFi CPE Network products are developed and intended to be delivered as 3 CPE credits.
You should allocate sufficient time in your delivery so that there is no less than 2.5 clock hours:

50 minutes per CPE credit TIMES 3 credits = 150 minutes = 2.5 clock hours

If you wish to have a break during your training session, you should increase the length of the
training beyond 2.5 hours as necessary. For example, you may wish to schedule your training
from 9 AM to 12 PM and provide a % hour break from 10:15 to 10:45.

*Effective November 1, 2018: CeriFi CPE Network products ‘group live’ sessions must be
delivered as 3 CPE credits and accredited to the field(s) of study as designated by CeriFi CPE
Network. CeriFi CPE Network will not issue certificates for

“group live” deliveries of less than 3 CPE credits (unless the course was delivered as 3 credits
and there are partial credit exceptions (such as late arrivals and early departures). Therefore, if
you decide to deliver the “group live” session with less than 3 CPE credits, your firm will be the
sponsor as CeriFi CPE Network will not issue certificates to your participants.

Advertising / Promotional Page

Create a promotion page (use the template after the executive summary of the transcript). You
should circulate (e.g., email) to potential participants prior to training day. You will need to
submit a copy of this page when you request certificates.

Monitoring Attendance

You must monitor individual participant attendance at “group live” programs to assign the
correct number of CPE credits. A participant’s self-certification of attendance alone is not
sufficient.

Use the attendance sheet. This lists the instructor(s) name and credentials, as well as the first
and last name of each participant attending the seminar. The participant is expected to initial
the sheet for their morning attendance and provide their signature for their afternoon
attendance. If a participant arrives late, leaves early, or is a “no show,” the actual hours they
attended should be documented on the sign-in sheet and will be reflected on the participant’s
CPE certificate.



Real Time Instructor During Program Presentation

“Group live” programs must have a qualified, real time instructor while the program is being
presented. Program participants must be able to interact with the instructor while the course is
in progress (including the opportunity to ask questions and receive answers during the
presentation).

Elements of Engagement

A “group live” program must include at least one element of engagement related to course
content during each credit of CPE (for example, group discussion, polling questions,
instructor-posed question with time for participant reflection, or use of a case study with
different engagement elements throughout the program).

Make-Up Sessions

Individuals who are unable to attend the group study session may use the program materials for
self-study online.

e [f the emailed materials are used, the user should read the materials, watch the
video, and answer the quizzer questions on the CPE Quizzer Answer Sheet. Send
the answer sheet and course evaluation to the email address listed on the
answer sheet and the CPE certificate will be mailed or emailed to the user.
Detailed instructions are provided on Network Program Self-Study Options.

e If the online materials are used, the user should log on to her/his individual
CeriFi account to read the materials, watch the interviews, and answer the
quizzer questions. The user will be able to print her/his/their CPE certificate upon
completion of the quizzer. (If you need help setting up individual user accounts,
please contact your firm administrator or customer service.)

Awarding CPE Certificates

The CPE certificate is the participant’s record of attendance and is awarded by CeriFi CPE
Network after the “group live” documentation is received (and providing the course is
delivered as 3 CPE credits). The certificate of completion will reflect the credit hours earned by
the individual, with special calculation of credits for those who arrived late or left early.

Subscriber Survey Evaluation Forms

Use the evaluation form. You must include a means for evaluating quality. At the conclusion
of the “group live” session, evaluations should be distributed and any that are completed are
collected from participants. Those evaluations that are completed by participants should be
returned to CeriFi CPE Network along with the other course materials. While it is required that
you circulate the evaluation form to all participants, it is NOT required that the participants fill
it out. A preprinted evaluation form is included in the transcript each month for your
convenience.



Retention of Records

Regardless of whether CeriFi CPE Network is the sponsor for the “group live” session, it is
required that the firm hosting the “group live” session retain the following information for
a period of five years from the date the program is completed unless state law dictates
otherwise:

e Record of participation (Group Study Attendance sheets; indicating any late
arrivals and/or early departures)

e Copy of the program materials

e Timed agenda with topics covered and elements of engagement used

e Date and location of course presentation

e Number of CPE credits and field of study breakdown earned by participants

e Instructor name and credentials

e Results of program evaluations.

Finding the Transcript

The entire transcript is available as a pdf via the link in the email sent to administrators.

Requesting Participant CPE Certificates
When delivered as 3 CPE credits, documentation of your “group live” session should be sent

to CeriFi CPE Network by the following means:

Email: grading-cpedge@cerifi.com

When sending your package to CeriFi, you must include ALL of the following items:

Form Name Included? Notes

Advertising / Complete this form and circulate to your audience

Promotional Page before the training event.

Attendance Sheet Use this form to track attendance during your training
session.

Subscriber Survey Circulate the evaluation form at the end of your

Evaluation Form training session so that participants can review and
comment on the training. Return to CeriFi any
evaluations that were completed. You do not have to
return an evaluation for every participant.

Incomplete submissions will be returned to you.



“Group Internet Based” Format

CPE Credit

All CeriFi CPE Network products are developed and intended to be delivered as 3 CPE credits. You
should allocate sufficient time in your delivery so that there is no less than 2.5 clock hours:

50 minutes per CPE credit TIMES 3 credits = 150 minutes = 2.5 clock hours

If you wish to have a break during your training session, you should increase the length of the
training beyond 2.5 hours as necessary. For example, you may wish to schedule your training
from 9 AM to 12 PM and provide a % hour break from 10:15 to 10:45.

*Effective November 1, 2018: CeriFi CPE Network products ‘group live’ sessions must be
delivered as 3 CPE credits and accredited to the field(s) of study as designated by CeriFi CPE
Network. CeriFi CPE Network will not issue certificates for

“group live” deliveries of less than 3 CPE credits (unless the course was delivered as 3 credits and
there are partial credit exceptions (such as late arrivals and early departures. Therefore, if you
decide to deliver the “group live” session with less than 3 CPE credits, your firm will be the
sponsor as CeriFi CPE Network will not issue certificates to your participants.

Advertising / Promotional Page

Create a promotion page (use the template following the executive summary in the transcript.
You should circulate (e.g., email to potential participants prior to training day. You will need to
submit a copy of this page when you request certificates.

Monitoring Attendance in a Webinar

You must monitor individual participant attendance at “group internet based” programs to assign
the correct number of CPE credits. A participant’s self-certification of attendance alone is not
sufficient.

Use the Webinar Delivery Tracking Report. This form lists the moderator(s name and credentials,
as well as the first and last name of each participant attending the seminar. During a webinar you
must set up a monitoring mechanism (or polling mechanismto periodically check the participants’
engagement throughout the delivery of the program. Participants’ two-way video should remain on
during the entire presentation.


https://get.adobe.com/reader/
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In order for CPE credit to be granted, you must confirm the presence of each participant 3 times
per CPE hour and the participant must reply to the polling question. Participants that respond to
less than 3 polling questions in a CPE hour will not be granted CPE credit. For example, if a
participant only replies to 2 of the 3 polling questions in the first CPE hour, credit for the first CPE
hour will not be granted. (Refer to the Webinar Delivery Tracking Report for examples.)

Examples of polling questions:

1. You are using Zoom for your webinar. The moderator pauses approximately every 15
minutes and asks that participants confirm their attendance by using the “raise hands”

feature. Once the participants raise their hands, the moderator records the participants
who have their hands up in the webinar delivery tracking report by putting a YES in the
webinar delivery tracking report. After documenting in the spreadsheet, the instructor (or
moderator) drops everyone’s hands and continues the training.

2. You are using Teams for your webinar. The moderator will pause approximately every 15
minutes and ask that participants confirm their attendance by typing “Present” into the
Teams chat box. The moderator records the participants who have entered “Present” into
the chat box into the webinar delivery tracking report. After documenting in the
spreadsheet, the instructor (or moderator) continues the training.

3. If you are using an application that has a way to automatically send out polling questions to
the participants, you can use that application/mechanism. However, following the event,
you should create a webinar delivery tracking report from your app’s report.

Additional Notes on Monitoring Mechanisms:

1. The monitoring mechanism does not have to be “content specific.” Rather, the intention
is to ensure that the remote participants are present and paying attention to the training.

2. You should only give a minute or so for each participant to reply to the prompt. If, after a
minute, a participant does not reply to the prompt, you should put a NO in the webinar
delivery tracking report.

3. While this process may seem unwieldy at first, it is a required element that sponsors must
adhere to. And after some practice, it should not cause any significant disruption to the
training session.

4. You must include the Webinar Delivery Tracking report with your course submission if
you are requesting certificates of completion for a “group internet based” delivery
format.



Real Time Moderator During Program Presentation

“Group internet based” programs must have a qualified, real time moderator while the
program is being presented. Program participants must be able to interact with the moderator
while the course is in progress (including the opportunity to ask questions and receive answers
during the presentation). This can be achieved via the webinar chat box, and/or by unmuting
participants and allowing them to speak directly to the moderator.

Where individual participants log into a group live program they are required to enable two-
way video to participate in a virtual face-to-face setting (with cameras on), elements of
engagement are required (such as group discussion, polling questions, instructor posed
guestions with time for reflection, or a case study with engagement throughout the
presentation) in order to award CPE credits to the participants. Participation in the two-way
video conference must be monitored and documented by the instructor or attendance monitor
in order to authenticate attendance for program duration. The participant-to-attendance

monitor ratio must not exceed 25:1, unless there is a dedicated attendance monitor in which
case the participant-to-attendance monitor ratio must not exceed 100:1.

Make-Up Sessions

Individuals who are unable to attend the “group internet based” session may use the program
materials for self-study either in print or online.

e If emailed materials are used, the user should read the materials, watch the
video, and answer the quizzer questions on the CPE Quizzer Answer Sheet. Send
the answer sheet and course evaluation to the email address listed on the
answer sheet and the CPE certificate will be mailed or emailed to the user.
Detailed instructions are provided on Network Program Self-Study Options.

e If the online materials are used, the user should log on to her/his individual CeriFi
CPE account to read the materials, watch the interviews, and answer the quizzer
questions. The user will be able to print her/his CPE certificate upon completion
of the quizzer. (If you need help setting up individual user accounts, please
contact your firm administrator or customer service.)

Awarding CPE Certificates

The CPE certificate is the participant’s record of attendance and is awarded by CeriFi CPE
Network after the “group internet based” documentation is received (and providing the
course is delivered as 3 CPE credits). The certificate of completion will reflect the credit
hours earned by the individual, with special calculation of credits for those who may not
have answered the required amount of polling questions.



Subscriber Survey Evaluation Forms

Use the evaluation form. You must include a means for evaluating quality. At the conclusion of
the “group live” session, evaluations should be distributed and any that are completed are
collected from participants. Those evaluations that are completed by participants should be
returned to CeriFi CPE Network along with the other course materials. While it is required that
you circulate the evaluation form to all participants, it is NOT required that the participants fill
it out. A preprinted evaluation form is included in the transcript each month for your
convenience.

Retention of Records

Regardless of whether CeriFi CPE Network is the sponsor for the “group internet based”
session, it is required that the firm hosting the session retain the following information for a
period of five years from the date the program is completed unless state law dictates
otherwise:

e Record of participation (Webinar Delivery Tracking Report)

e Copy of the program materials

e Timed agenda with topics covered

e Date and location (which would be “virtual”) of course presentation

e Number of CPE credits and field of study breakdown earned by participants
e Instructor name and credentials

e Results of program evaluations

|II

Finding the Transcript

The email sent to administrators each month has a link to the pdf for the newsletter. The
email may be forwarded to participants who may download the materials or print them as
needed.



Requesting Participant CPE Certificates

When delivered as 3 CPE credits, documentation of your “group internet based” session
should be sent to CeriFi CPE Network by the following means:

Email: grading-cpedge@cerifi.com

When sending your package to CeriFi, you must include ALL the following items:

Advertising / Complete this form and circulate to your audience
Webinar Delivery Use this form to track the attendance (i.e., polling
Evaluation Form Circulate the evaluation form at the end of your

training session so that participants can review and
comment on the training. Return to CeriFi any
evaluations that were completed. You do not have to

Incomplete submissions will be returned to you.
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“Self-Study” Format

If you are unable to attend the live group study session, we offer two options for you to
complete your Network Report program.

Self-Study—Email
Follow these simple steps to use the printed transcript and video:

e Watch the video.

e Review the supplemental materials.

e Read the discussion problems and the suggested answers.

e Complete the quizzer by filling out the bubble sheet enclosed with the transcript
package.

e Complete the survey. We welcome your feedback and suggestions for topics of interest
to you.

e E-mail your completed quizzer and survey to:

grading-cpedge@cerifi.com

Self-Study—Online
Follow these simple steps to use the online program:
e Go to https://cerificpedge.com/.

e Login using your username and password assigned by your firm’s administrator in the
upper right-hand margin (“Login or Register”).

NIN CERI=I ContactUs  E
1S NOW
CPEdge
Waystolearn  Explore Courses  CPE Subscriptions  BuyforTeam  Support

Q

Checkpoint Learning is now CeriFi CPEdge!

CeriFi CPEdge CPE for CPAs

The highest quality continuing professional education for CPAs and EAs looking to
grow their knowledge in tax, accounting, finance, and more.

Achieve your goals, your way. Formats for every learning style and schedule.
A
Stay up to date ~ Live events On-demand courses
Dive deep into the details of evolving
{Eaulations AR Best bfactises, with coirsss Webinars and Virtual Conferences - @ Self Study and Online Grading -
delivered by trusted experts on a wide range of
topics.
Grow your expertise v

Learn the way you like

<

Conferences — @ Video Learning -
@ On-Demand Webinars —

Upskill your organization v



¢ In the CeriFi CPE Network tab, select the desired Network Report and then the
appropriate edition.

® Ftose

Homeroom CPE Network Status Reports Activity History Learning Resources

Subscription Latest
CPE Network Expiration Issue
Date Available
NETWORK TAX REPORT 1152118 July 2025
NETWORK ACCOUNTING AND AUDITING REPORT 11752118 July 2025
GOVERNMENTAL NONPROFIT ACCOUNTING REPORT 911912027 July 2025
The Chapter Menu is in the gray bar at the left of your screen:
@ CeriFi CPEdge - Google Chrome - [m} 5

@ File  Cy/xml/production/working/mohan.katpelly/nt0825/ebook/frameset.htm

CPE Network Tax Rep

Course Information )

1. Individuals

2. S Corporations Upon successful completion of this course, the user should be able to:

Exam

understand the key determinants of Social Security eligibility and benefit calculation;

evaluate the impacts of legislative changes on Social Security planning;

analyze the effects of timing and earnings on Social Security benefit amounts;

apply COLA and Trust Fund forecasting knowledge to client scenarios;

identify the ordering rules for S corporation loss limitations, including basis, at-risk, pz
business loss provisions, to determine the deductibility of shareholder losses; and

evaluate the requirements for nonrecognition treatment under Section 351, including
control test, and the treatment of boot.

Introduction 10% Complete

Click down to access the dropdown menu and move between the program Chapters.

e Course Information is the course Overview, including information about the authors
and the program learning objectives



@ CeriFi CPEdge - Google Chrome

= O X
@ File  C:/xml/production/working/mohan katpelly/nt0825/ebook/frameset.htm
=: CPE Network Tax Report August 2025

Course Information ) 5
Course Information

1. Individuals Title (ol

Welcome (@]

2. S Corporations f this course, the user should be able to:
Course Information

e Learning Objectives Y ninants of Social Sec urity eligibility and benefit calculation;

gislative changes on Social Security planning;
g and earnings on Social Security benefit amounts;
« apply COLA and Trust Fund forecasting knowledge to client scenarios;

« identify the ordering rules for S corporation loss limitations, including basis, at-risk, pz
business loss provisions, to determine the deductibility of shareholder losses; and

« evaluate the requirements for nonrecognition treatment under Section 351, including
control test, and the treatment of boot.

Introduction

10% Complete

e Each Chapter is self-contained. Each chapter contains the executive summary and
learning objectives for that segment, followed by the interview, the related
supplemental materials, and then the self-study questions. This streamlined approach
allows administrators and users to more easily access the related materials.

CeriFI CPE Network Accounting and Auditing Report August =, ~
= m

Transcripts ( on

PLEASE PRESS BNl TO START THE VIDEO

4

CPE Network

‘ > ir Timely News and In-Dept

|

Chapter 1.A, Page 2 of 8

Video segments may be downloaded from the player by clicking on the download
button. Tip: you may need to scroll down to see the download button.



Transcripts for the interview segments can be viewed at the right side of the screen via a toggle
button at the top labeled Transcripts

Click the arrow at the bottom of the video to play it, or click the arrow to the right side of the
screen to advance to the supplemental material.

@ Cerifi CPEdge - Google Chrome

@ File  C/xml/production/working/mohan katpelly/nt0825/ebook/frameset htm

l))—

CPE Network Tax Report August 2025

001 /150

Chapter 1.A, Page 2 of T

The supplemental materials are available via the toolbox and the link will pop up the pdf

version in a separate window.

@ Cerifi CPEdge - Google Chrome

QFie C Katpell htm

= P

=5 CPE Network Tax Report August 2025 = M o=
Supplemental Materials
The supplemental materials for this segment, , consists of a
slide deck. The PDF supplement may be accessed from the link here as well as under Course References from within the

Toolbox on the menu bar.

Chapter 1.8, Page 5 of 1

23% Complete

Transcripts m -

Welcome to this edition of CeriFi «

CPE Network. In a few moments
we'll get started with our
program. Now, let's meet our
experts.

Timothy J. Sundstrom, CPA and
CFP, is a partner at Wealthcare
Financial Group, LLC, located in
Newtown Square, Pennsylvania.
Tim helps entrepreneurs and
business executives make sound
tax and financial decisions. His
firm serves a diverse group of
clients, with a specialty in the
construction and entertainment
industries. Prior to starting his
own business, he was a manager
at a national accounting firm.

21% Complete

-]
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Exit & Resume Later

@ Wa4211 - Google Chvome
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CPE Network Tax Report August 2025
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Changes Made By SSA

Chapter 1.8, Page 5 of 11

23% Complete

, consists of a

¢! from the link here as well as under Course References from within the



Continuing to click the arrow to the right side of the screen will bring the user to the self-study
questions related to the segment.

@ Cerifi CPEdge - Google Chrome

@® File  C:/xml/production/working/mohan.katpelly/nt0825/ebook/frameset htm

CPE Network Tax Report August 2025

Select the best answer.

What determines the amount of earnings required to earn a quarter of coverage?

A. Average Wage Index (AWI)
B. CPI-W adjustments
C. Individual work history

D. Federal budget limits

Chapter 1.B, Page 6 of 11



The Exam is accessed by clicking the last gray bar on the menu at the left of the screen or
clicking through to it. Click the orange button to begin.

When you have completed the quizzer, click the button labeled Grade or the Review button.

@ Cerifi CPEdge - Google Chrome - m] b

@ File  C:/xml/production/working/mohan.katpelly/nt0825/ebook/frameset htm

CPE Network Tax Report August 2025

You have completed the exam for this course

Please choose your next course of action by selecting on one
of the buttons below:

"Review My Answers" will take you back through exam,
giving you the opportunity to make changes.

“Grade My Answers" will result in providing you with a final score
for this course.

Grode My Answen

Course, Completed 100% Complete

o Click the button labeled Certificate to print your CPE certificate.
o The final quizzer grade is displayed and you may view the graded answers by
clicking the button labeled view graded answer.

Additional Features Search

CeriFi CPE offers powerful search options. Click the magnifying glass at the upper right of the
screen to begin your search. Enter your choice in the Search For: box.

Search Results are displayed with the number of hits.

Print

To display the print menu, click the printer icon in the upper bar of your screen. You can print
the entire course, the transcript, the glossary, all resources, or selected portions of the course.
Click your choice and click the orange Print.



What Does It Mean to Be a CPE Sponsor?

If your organization chooses to vary from the instructions outlined in this User Guide, your firm
will become the CPE Sponsor for this monthly series. The sponsor rules and requirements noted
below are only highlights and reflect those of NASBA, the national body that sets guidance for
development, presentation, and documentation for CPE programs. For any specific questions
about state sponsor requirements, please contact your state board. They are the final
authority regarding CPE Sponsor requirements. Generally, the following responsibilities are
required of the sponsor:

e Arrange for a location for the presentation

e Advertise the course to your anticipated participants and disclose significant
features of the program in advance

e Set the start time

e Establish participant sign-in procedures

e Coordinate audio-visual requirements with the facilitator

e Arrange appropriate breaks

e Have a real-time instructor during program presentation

e Ensure that the instructor delivers and documents elements of engagement

e Monitor participant attendance (make notations of late arrivals, early departures,
and “no shows”)

e Solicit course evaluations from participants

e Award CPE credit and issue certificates of completion

e Retain records for five years

The following information includes instructions and generic forms to assist you in fulfilling your
responsibilities as program sponsor.

CPE Sponsor Requirements

Determining CPE Credit Increments

Sponsored seminars are measured by program length, with one 50-minute period equal to one
CPE credit. One-half CPE credit increments (equal to 25 minutes) are permitted after the first
credit has been earned. Sponsors must monitor the program length and the participants’
attendance in order to award the appropriate number of CPE credits.



Program Presentation

CPE program sponsors must provide descriptive materials that enable CPAs to assess the
appropriateness of learning activities. CPE program sponsors must make the following
information available in advance:

e Learningobjectives.

¢ Instructional delivery methods.

¢ Recommended CPE credit and recommended field of study.

e Prerequisites.

e Program level.

e Advance preparation.

e Program description.

e Courseregistration and, where applicable, attendance requirements.

e Refund policy for courses sold for a fee/cancellation policy.

e Complaint resolution policy.

¢ Official NASBA sponsor statement, if an approved NASBA sponsor (explaining final
authority of acceptance of CPE credits).

Disclose Significant Features of Program in Advance

For potential participants to effectively plan their CPE, the program sponsor must disclose the
significant features of the program in advance (e.g., through the use of brochures, website,
electronic notices, invitations, direct mail, or other announcements). When CPE programs are
offered in conjunction with non-educational activities, or when several CPE programs are
offered concurrently, participants must receive an appropriate schedule of events indicating
those components that are recommended for CPE credit. The CPE program sponsor’s
registration and attendance policies and procedures must be formalized, published, and made
available to participants and include refund/cancellation policies as well as complaint
resolution policies.

Monitor Attendance

While it is the participant’s responsibility to report the appropriate number of credits earned,
CPE program sponsors must maintain a process to monitor individual attendance at group
programs to assign the correct number of CPE credits. A participant’s self-certification of
attendance alone is not sufficient. The sign-in sheet should list the names of each instructor
and her/his credentials, as well as the name of each participant attending the seminar. The
participant is expected to initial the sheet for their morning attendance and provide their
signature for their afternoon attendance. If a participant leaves early, the hours they attended
should be documented on the sign-in sheet and on the participant’s CPE certificate.



Real Time Instructor During Program Presentation

“Group live” programs must have a qualified, real-time instructor while the program is being
presented. Program participants must be able to interact with the real time instructor while
the course is in progress (including the opportunity to ask questions and receive answers
during the presentation).

Elements of Engagement

A “group live” program must include at least one element of engagement related to course
content during each credit of CPE (for example, group discussion, polling questions,
instructor-posed question with time for participant reflection, or use of a case study with

different engagement elements throughout the program).

Awarding CPE Certificates

The CPE certificate is the participant’s record of attendance and is awarded at the conclusion of
the seminar. It should reflect the credit hours earned by the individual, with special calculation
of credits for those who arrived late or left early.

CFP credit is available if the firm registers with the CFP board as a sponsor and meets the CFP
board requirements. IRS credit is available only if the firm registers with the IRS as a sponsor

and satisfies their requirements.

Seminar Quality Evaluations for Firm Sponsor

NASBA requires the seminar to include a means for evaluating quality. At the seminar
conclusion, evaluations should be solicited from participants and retained by the sponsor for
five years. The following statements are required on the evaluation and are used to determine
whether:

1. Stated learning objectives were met.

2. Prerequisite requirements were appropriate (if any).

3. Program materials were accurate.

4. Program materials were relevant and contributed to the achievement of the
learning objectives.

5. Time allotted to the learning activity was appropriate.

6. Individual instructors were effective.

7. Facilities and/or technological equipment were appropriate.

8. Handout or advance preparation materials were satisfactory.

9. Audio and video materials were effective.

You may use the enclosed preprinted evaluation forms for your convenience.



Retention of Records

The seminar sponsor is required to retain the following information for a period of five years
from the date the program is completed unless state law dictates otherwise:

= Record of participation (the original sign-in sheets, now in an editable, electronic
signable format)

»= Copy of the program materials

= Timed agenda with topics covered and elements of engagement used

= Date and location of course presentation

= Number of CPE credits and field of study breakdown earned by participants

* |nstructor name(s) and credentials

= Results of program evaluations



Appendix: Forms

Here are the forms noted above and how to get access to them.

Sheet

Delivery Method Form Name Location Notes

“Group Live” / Advertising / Transcript Complete this form and

“Group Internet Promotional Page circulate to your audience

Based” before the training event.

“Group Live” Attendance Sheet Transcript Use this form to track
attendance during your
training session.

“Group Internet Webinar Delivery Transcript Use this form to track the

Based” Tracking Report ‘polling questions’ which
are required to monitor
attendance during your
webinar.

“Group Live” / Evaluation Form Transcript Circulate the evaluation

“Group Internet form at the end of your

Based” training session so that
participants can review
and comment on the
training.

Self Study CPE Quizzer Answer Transcript Use this form to record

your answers to the quiz.




Getting Help

Should you need support or assistance with your account, please see below:

Support Group | Phone Number | Email Address Typical Issues/Questions
Technical 844.245.5970  |cpedgesupport@cerifi.com | ® Browser-based
Support e Certificate discrepancies

e Accessing courses

e Migration questions

e Feed issues
Product 844.245.5970 cpedgesupport@cerificom | @ Functionality (how to
Support use, where to find)

e Content questions

e Login Assistance
Customer 844.245.5970 cpedgesupport@cerifi.com | e Billing
Support e Existing orders

e Cancellations

e Webinars

e Certificates



mailto:cpedgesupport@cerifi.com
mailto:cpedgesupport@cerifi.com
mailto:cpedgesupport@cerifi.com
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