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The New Requirements of SAS 103
by Allan Larson and Chas McElroy

The accounting profession has issued a new audit stan-
dard (“Statement on Auditing Standards 103—Audit 
Documentation”) that will require changes in how 
audits are planned, completed, and dated. If the audit 
is not issued within a couple weeks of when manage-
ment approves the financial statements and signs the 
representation letter, more audit work on “subsequent 
events” will be required. This is likely to add time and 
cost to an audit.

reporting and tax files could be electronically prepared. 
Currently, the majority of our workpapers are in an electronic 
format, and all hard copy documents are scanned and filed 
electronically. By the end of 2006, all our professionals will 
have been trained and will have the tools and equipment 
to be paperless. In offices where we have implemented the 
paperless process, many clients are changing their processes 
also so that the audit can be more efficient.

This summer and fall LarsonAllen will train our auditors 
on the new SAS 103 and discuss how it will affect our audit 
work. The combination of an efficient paperless environment 
and the new requirements of SAS 103 should result in closer 
collaboration between clients and auditors.

SAS 103 potentially adds time to an audit because it 
requires auditors to document procedure conclusions in 
our audit files. The most visible change is the new guidance 
on when to date the auditors’ report. In the past, auditors 
dated their report after they finished their fieldwork and 
left the client’s location. In the future, the auditors’ report 
will be dated when the auditor has obtained sufficient audit 
evidence to support the opinion. According to SAS 103, 
sufficient audit evidence is defined as follows:

Appropriate audit evidence includes 
evidence that the audit documentation has 
been reviewed and that the entity’s financial 
statements, including disclosures, have been 
prepared and that management has asserted 
that it has taken responsibility for them. 
This will ordinarily result in a report date 
that is close to the date the auditor grants the 
entity permission to use the auditors’ report 
in connection with the financial statements. 
Delays in releasing the report may require the 

Definition of “Subsequent Events”
Events or transactions that sometimes 
occur subsequent to the balance sheet 
date, but prior to the issuance of the finan-
cial statements, that have a material effect 
on the financial statements and therefore 
require adjustment or disclosure in the 
statements.

LarsonAllen committed to re-engineering our audit 
process two years ago. Our commitment included 
implementing a paperless process so that all our financial 

This sample audit plan incorporates the quick release 
(auditors’ report date) requirements of SAS 103.

1. Client and auditor schedule periodic meetings throughout the year to avoid year-end surprises.

2. Auditor issues an audit preparation letter to client that allows plenty of time for client to prepare.

3. Prior to year-end, client and auditor have a planning meeting to discuss audit and evaluate adjustments that 
must be made prior to year-end.

4. Client and auditor agree upon specific due dates for the auditor’s report.

5. Confirmations are prepared and ready to be mailed at year-end.

6. Client emails preliminary trial balance at year-end and then a final balance at least one week before fieldwork.

7. Client identifies and posts all possible journal entries prior to providing auditors with the final trial balance used 
to prepare the first draft of the financial statements.

8. Client and auditor agree on a time frame that is sufficient to complete the majority of the audit work.

9. A principal reviews work in the field.

10. Management and the finance or audit committee hold an exit conference on the last day of fieldwork.

11. Auditors prepare a representation letter for signature as they leave the field.

12. Auditors conduct a quality review immediately after leaving the field.

13. The audit report is issued within two weeks of securing the final significant audit documentation.
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auditor to perform additional procedures to 
comply with the requirements of SAS No. 1 
“Subsequent Events.”

Auditors and clients will need to discuss the clients’ 
priorities, the audit preparation process, and the meetings 
needed to approve the financial statements. For some clients, 
the priority is to get the corporate tax return filed by the due 
date, and the audit is a secondary priority. In those situa-
tions, our auditors do fieldwork to make adjustments to the 
clients’ general ledger. We take a break to prepare and file 
the appropriate tax returns, then return to the field later to 
finalize audit documentation for completion and issuance 
of the audit.

It is critical that the client completes all the core required 
audit workpapers prior to the start of the audit fieldwork. 
Sometimes clients wait until the auditors arrive to work on 
these documents, which can hinder the audit. If all of the 
requested work is completed by the start of fieldwork, man-
agement and client staff can immediately address any addi-
tional issues that are identified during the fieldwork. This 
preparation, combined with effective meetings during the 
year, will help resolve all audit issues within the  needed to 
issue the audit report in accordance with the new standard.

Clients that have the best results in preparing for and 
completing their audits view the audit favorably, as a type of 
continuous improvement process. These clients are open to 
periodic meetings during the year to discuss their business 
issues, participate in effective planning meetings prior to 
year-end, and have a clearly defined audit process and time 
frame for the fieldwork and issuance of the report. Our 
most efficient clients also have effective month-end closing 
procedures. If these procedures are in place and followed 
consistently, the probability of an efficient audit at year-end 
increases dramatically.

New standards require all of us to change our processes 
and procedures. By working closely with your auditors and 
proactively planning, you can transform change into an 
opportunity to increase efficiency.

Allan Larson is a health care principal. Contact Allan at 
ablarson@larsonallen.com or 314/336-3679. Chas McElroy is 
managing principal of quality for LarsonAllen. Contact Chas at 
cmcelroy@larsonallen.com or 612/376-4700.

What’s a VEBA?
by Mark Raschiatore

The majority of health and welfare plans operate under the guidance 
of the U.S. Department of Labor and are subject to the provisions of 
the Employee Retirement Income Security Act of 1974 (ERISA), as 
amended. ERISA was created to protect the interests of participants and 
their beneficiaries, and governs the regulations under which employee 
benefit plans operate. In addition to detailing reporting standards, 
ERISA provides the standards of conduct for plan administrators as well 
as the appropriate penalties and sanctions for those who fail to follow 
the guidelines. There are many different methods of funding health and 
welfare plans under ERISA, but one of the least known is the VEBA.

One of the best features of a VEBA is that the 
assets can grow free of tax (subject to IRS limits) 

and are not subject to the claims of creditors.
A Voluntary Employee Beneficiary Association (VEBA) is a tax-exempt 

organization established under section 501(c)(9) of the Internal Revenue 
Code. VEBAs are entities completely independent of the employer and 
can be utilized to fund retiree medical or welfare benefits as a supplement 
to a company’s retirement package. The entity provides for the payment 
or reimbursement of medical and other welfare benefits to its members, 
designated beneficiaries, or dependents. However, no part of the entity’s 
earnings can benefit any individual or shareholder.

The idea of a VEBA is fairly simple: the assets are held in trust, most 
often with a bank as the trustee. The employer remits contributions to 
the VEBA and receives a tax deduction, up to the IRS limits. One of the 
best features of a VEBA is that the assets can grow free of tax (subject to 
IRS limits) and are not subject to the claims of creditors. VEBAs are also 
flexible in their design: a VEBA can fund one or more single-employer 
plans or a multi-employer plan. And a VEBA may be an opportunity 
for businesses that can no longer fund their retirement plans and need a 
different method to provide health and other welfare benefits to retired 
employees.

Welfare benefit plans can provide a variety of benefits to employees, 
dependents, and retired employees. For instance, a plan can provide 
health and dental benefits; life benefits (benefits payable because of the 
death of a member or dependents); vacation benefits; long-term and 
short-term sick and accident benefits for members or dependents; long-
term care benefits; adoption assistance; dependent care for preschool and 
school-age children or adult day care for certain dependents including 
spouses, adult children, or parents; or education and training benefits.

Creation of a VEBA as a funding vehicle may add some complexity to 
providing benefits, but it may also result in tax savings for the employer. 
And a VEBA’s flexibility provides an employer with a wide range of 
choices when assembling a competitive benefits package that will help 
attract and retain employees. Though you may not hear much about the 
VEBA, in the right situation it is a unique and valuable tool.

Mark Raschiatore is a principal in the employee benefit assurance group. 
Contact Mark at mraschiatore@larsonallen.com or 267/419-1168.


