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It’s All Just Reporting, Right?
By Nancy Geary, CPA, CLFP 
Compilation … review … audit … standalone financial statement preparation … it’s all 
just reporting, right? Not by far, assures ECS Financial's Nancy Geary.

We often receive inquiries regarding the various lev-
els of financial statement presentation and attestation 
services provided by Certified Public Accountants. 
Companies we speak with think they need or want 
one or another level of service without really under-
standing what is included at each level, and what is 
really appropriate for their needs. 

First, it is helpful to explain a few terms that apply to 
all levels of service:

•  Generally Accepted Accounting Principles (GAAP) 
– The standard accounting rules, regulations, and 
procedures used by companies in maintaining their 
financial records in the United States. GAAP pro-
vides companies and accountants with a consistent 
set of guidelines that cover both broad accounting 
principles and specific practices.

•  Applicable reporting framework – GAAP or other 
comprehensive basis of accounting on which the 
financial statements are prepared.

•  Independence – a state of objectivity in fact and 
appearance, including the absence of any significant 
conflicts of interest. When an accountant is inde-
pendent, they do not have control, nor do they par-
ticipate in any management decision making related 
to a company’s accounting policies, procedures or 
performance.

•  Accountant’s letter – A letter issued as a part of the 
basic financial statements issued by a certified public 
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accountant. The letter will indicate the level of assur-
ance the accountant is offering (compilation, review 
or audit), whether the statements are prepared using 
GAAP or another comprehensive basis of account-
ing, whether the statements contain any departure 
from GAAP (or the other basis of accounting being 
used), and whether the accountant is independent 
with respect to the financial statements.

The following information will address the major 
types of financial statements offered by CPAs, includ-
ing compiled, reviewed and audited. 

Compilation: A compilation is the most basic level 
of attestation services provided by a certified public 
accountant. At this level of service, the CPA assists 
the company in presenting its financial statements. A 
compilation does not require the accountant to obtain 
an understanding of the company’s internal control, 
or assess fraud risk. The accountant does not have any 
obligation to analyze the statements or conduct inqui-
ries of management, although they should review the 
statements for reasonableness. A compilation does not 
provide any assurance regarding the information pre-
sented in the financial statements.

The Accountant’s Compilation Letter should dis-
close the applicable reporting framework (and any 
departures from that method, if they exist) and the 
lack of assurance provided. While some CPAs will 
literally compile the data with no further steps taken, 
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many will assist the client with reconciliations, adjustments and/
or workpaper preparation. Sometimes the accountant will partici-
pate in management decisions related to the statements, in which 
case the letter will disclose their lack of independence, and if the 
accountant chooses, the reason why they are not independent.

An accountant’s lack of independence is not necessarily a bad thing 
in this level of service. In many cases the accountant is not inde-
pendent because they have helped a company that lacks appro-
priate internal expertise to properly record transactions in com-
pliance with the applicable reporting framework. In our opinion, 
using an outside expert to help comply with proper accounting 
is not a bad thing. Be aware, however, that the accountant’s lack 
of independence does not give way to a higher level of assurance 
on the statements. The accountant generally provides assistance 
where requested, and operates based on data provided from the 
company, without confirming the accuracy of the data provided.

The Accountant’s Compilation Letter also discloses any depar-
ture from the applicable reporting framework. The most common 
departure is the lack of financial statement disclosures (footnotes), 
which is only allowed in compilations. The disclosures help the 
reader to gain a better understanding of the company’s account-
ing systems and the activity presented in the financial statements. 
However, due to the time and expertise required to prepare the 
disclosures, some companies elect not to include them in their 
financial statements.

Many companies find compiled financial statements provide ade-
quate information for their needs, and do not feel compelled to 
look for a higher level of attestation service unless a bank or other 
funding source requires it of them. 

Review: In a review, the accountant provides limited assurance 
that there are no material modifications that need to be made to a 
company’s financial statements for them to be in conformity with 
the applicable reporting framework. A review does not require the 
accountant to obtain an understanding of the company’s internal 
control, or assess fraud risk.  

The accountant performs those procedures necessary to provide a 
reasonable basis for obtaining limited assurance that no material 
changes are needed to bring the financial statements into com-
pliance with the applicable reporting framework. These proce-
dures generally include inquiry of accounting and management 
personnel, as well as analysis of financial data and performance. 
A review does not include confirmation of any information with 
third parties

The Accountant’s Review Letter should disclose the applicable 
reporting framework (and any departures from that method, if 
they exist). It will also indicate the accountant’s limited assurance 
that there are no material modifications that need to be made to 
an entity’s financial statements for them to be in conformity with 
the applicable financial reporting framework.

In a review engagement, the accountant must be independent.
Banks and other funding sources may request reviewed financial 
statements to gain some additional assurance. Depending on the 
extent of funding, they may not feel the need for the added assur-
ance (and cost) of an audit.

Audit: In a financial statement audit, the independent auditor 
examines an entity’s financial statements and accompanying disclo-
sures and provides a higher level of assurance than either a review 
or compilation.

An audit includes risk assessment, testing of transactions and con-
firmation with third parties with regard to relevant account bal-
ances and/or transactions. The auditor may choose to test internal 
control to assess the possibility of reducing the level of transaction 
related testing required, however the auditor does not express an 
opinion on the effectiveness of the entity’s internal control.

The Independent Auditor’s Report attests to the fairness of the 
presentation of the financial statements and related disclosures. 
It details the responsibilities of management and the auditor with 
respect to the financial statements. The report will also indicate 
the audit opinion, generally that the financial statements are pre-
sented fairly, in all material respects. 

Public companies are required to have an annual financial state-
ment audit. Banks, investors and other funding sources may also 
require an audit in order to gain a higher level of assurance on the 
financial statements being presented. Some companies may seek 
an audit to provide potential future investors a higher level of 
assurance if they have plans of selling or going public. 

Standalone Financial Statement Preparation: In addition to the 
compilation, review and audit services traditionally offered, there is 
also a new regulation allowing CPAs to offer standalone financial 
statement preparation services.  Financial statements are prepared 
in conformity with the accounting framework used by your com-
pany, with no accompanying report being issued and the financial 
statements marked that no assurance is provided. This would be 
used in a situation where the company generates internal financial 
statements and the CPA offers limited assistance. 

Conclusion
We generally recommend our compilation clients choose to 
include financial statement disclosures with their financial state-
ments, as it provides the user with a more complete picture and 
presents a more professional image for financial statement users 
such as potential funding sources or business partners.

In any case, a higher level of assurance is not a guarantee. Even 
audits, based on testing and risk assessment, are not fail-proof !
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