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An Introduction to Auditor Comfort Letters
Agenda

• Comfort Letter Basics

– What?  Why?  When?

• Auditing Standards No. 6101: Form and contents of a comfort letter

• Understanding the different levels of comfort

• Additional practice tips

• Refer to CLE packet for further reading and guidance
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What is a Comfort Letter?

• Letter delivered by issuer’s independent accountants 

to underwriters or initial purchasers

that provides assurances with respect to certain financial information included  

in the offering document used for a securities offering.

 Breaking it down:

– Underwriters vs. Initial purchasers; registered vs. unregistered offerings

– Assurances: positive vs. negative assurance; “cold” comfort

– “Certain” financial information – not all numbers can be comforted by auditors

– Offering document: registration statement, prospectus, offering memorandum, 
plus documents incorporated by reference

– Comfort Letter = Letter itself plus its attachments
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Why needed? Why does it matter?

• Obtaining comfort matters to underwriters 

– assists in establishing underwriter’s due diligence defense against Section 11 
liability and underwriter’s reasonable investigation of issuer and financials 

• Required by underwriting agreement or purchase agreement; closing condition 

• To aid and inform drafting and preparation of disclosure document

• To ensure no material misstatements or omissions in offering document

• To enhance comfort level of parties to transaction e.g., joint bookrunners, co-
managers

• Part of larger due diligence process for underwriter’s counsel
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Why Do Underwriters Obtain Comfort Letters? 

• The due diligence defense for underwriters in SEC registered offerings requires:

– As to “expertized” information (e.g., audited financial statements), the underwriter 
had no reasonable ground to believe, and did not believe, that statements were 
untrue or omitted to state a material fact 

– As to “non-expertized” information (e.g., interim financial statements, MD&A and 
other financial data), the underwriter, after reasonable investigation, had 
reasonable ground to believe, and did believe, that statements were true and did 
not omit to state a material fact.  

[See Tab 2: Section 11(b)(3) of Securities Act, item (C) vs. item (A); see also Section 12(a)(2)]

• Comfort letter = evidence or record of: underwriter’s “reasonable 
investigation” of statements re issuer’s financial condition; or a basis to say “no 
reasonable ground to believe” statements were untrue

• To help identify and elevate problematic issues
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When are Comfort Letters Delivered? 

• U.S. underwritten/Rule 144A/Reg S offerings: pricing and closing

– At pricing: the notion is that underwriters do not want to enter into contracts to 
sell the securities without assurances as to the financial information

– At closing (bring-down letter): the auditors confirm that there is no material 
change from the initial letter delivered at pricing 

• Bring-down letter is usually short

– Reaffirms statements in initial letter; updates cut-off date of auditors’ procedures 

• Programs, such as MTN programs 

– Establishment of program, significant or syndicated take-downs and in some cases periodically 
(e.g., annually or quarterly). 
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What is the Role of Underwriters’ Counsel?

• Identify areas of comfort at start of the transaction (prospectus, OM, 
incorporated documents e.g., 10-K, 10-Qs, 8-Ks)

• Often prepare the “circle-up” comfort request and send to the accountants 

• Review form and content of comfort letter against AS 6101 and precedents

• Negotiate form and “tickmark” levels with accountants

– Identify items circled by counsel but not given tickmarks by auditors

– Identify items given a lower level of comfort/tickmark by auditors

– Review and discuss with auditors deviations from past practice

– Ensure underwriters have no comments/further requests.

• Ensure delivery at signing and closing
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How? Practice tips to review and negotiate
Know + apply

1. Review AS 6101 and relevant comfort letter precedents

2. Obtain a SAS 72 rep letter for unregistered deals

3. Plan ahead

4. Mind the 135-day rule and dates for delivery of comfort letter

5. Understand the different levels of comfort 

6. Circle like a pro

7. Aim high but be realistic

8. Pay special attention to pro forma information 

9. Pay attention to special considerations for FPIs

10. Have a back-up plan [See Tab 5 “Top 10 Practice Tips: Comfort Letters”, Lexis (2021)]
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AS 6101: Form and Contents of Comfort Letter

• The contents are principally specified in Auditing Standards No. 6101: Letters 
for Underwriters and Certain Other Requesting Parties (“AS 6101”) of the Public 
Company Accounting Oversight Board (“PCAOB”)

– AS 6101 superseded AU Section 634 of the PCAOB, which in turn contained and 
codified Statement on Auditing Standards No. 72 (“SAS 72”) of the American 
Institute of Certified Public Accountants. 

– The term “SAS 72” is however still often used (e.g., “SAS 72 comfort letter”). 

• AS 6101 applies to both SEC-registered and non-SEC registered offerings. 

– Registered offerings: accountants provide a comfort letter to underwriters or other 
parties with a statutory due diligence defense under Section 11 of the Securities 
Act in connection with financial statements/schedules included/incorporated by 
reference in registration statements filed with the SEC. 
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AS 6101: Contents of Comfort Letter (cont’d)

– Non-registered offerings: accountants may provide a comfort letter to broker-
dealers or other financial intermediaries in offerings/placement of securities 
exempt from registration requirements of Section 5 of Securities Act e.g., 
Regulation S, Regulation D, Rule 144A offerings.  Will usually ask for a “SAS 72 rep 
letter.” Addressee must have a due diligence defense.

– In a “SAS 72 rep letter,” broker-dealer or financial intermediary represents that the 
due diligence undertaken by it in connection with the placement of securities is 
“substantially consistent” with the diligence that would have been undertaken in 
connection with acting as an underwriter in an SEC-registered offering. [See Tab 6, 
Form of SAS 72 rep letter under paragraph .07 of AS 6101]

• Variations exist among different audit firms, and reflect the financial statements 
and reporting process of the applicable issuer.  Obtain precedents.

• Qualifications, limitations and other language that are not expressly 
contemplated by AS 6101 are not frequent, and are proper subjects for 
negotiation 
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AS 6101: Contents of Comfort Letter (cont’d)
Specific parts of the letter

• Date: date of pricing (or date of closing for bring-down comfort letter)

• Addressees: e.g., issuer’s board of directors and underwriters

• Introduction: auditors have audited financial statements included in 10-K 
incorporated by reference in registration statement/offering document

• If applicable, reference to SAS 72 reps (diligence review by initial purchaser)

• Statement as to the independence of the accountants 

• Opinion whether audited financial statements comply as to form with 
Securities Act, Exchange Act and related SEC rules and regulations

• Procedures performed by accountants with respect to information other than 
audited financial statements:

– Unaudited (reviewed) quarterly/interim financial statements

– Unaudited financial statements (e.g. monthly financials)
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AS 6101: Contents of Comfort Letter (cont’d)
Specific parts of the letter

– Subsequent changes in key line items (e.g. change in capital stock, increase in long 
term debt, decrease in net income) from the date of last financials included or 
incorporated in the offering document through the cut-off date (often referred as 
the “change period” or “bring-down period”)

– Others: pro forma information, capsule financial information

• Comments/Conclusions with respect to above information

– Negative assurance re unaudited and any pro forma financial info

– Negative assurance as to changes in line items; specified procedures

• Additional procedures: “tick-and-tie comfort” (tables, other info incorporated)

– Purpose: identify financial information that has its source in the documents/records audited or 
reviewed by the auditors. 

• Disclaimers, non-reliance by third parties

• Signature, Annexes
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AS 6101: Contents of Comfort Letter (cont’d)
Examples A, B and F in AS 6101 (see tab 4)

• Date: “June 28, 19X6” at p.1 

• Addressees: “[Addressees]” at p.1

• Introduction: auditors have audited financial statements, at p.1

• Reference to SAS 72 reps, if applicable: not applicable

• Statement as to the independence of the accountants – item 1, at p.1  

• Opinion re audited financial statements – item 2, at p.1

• Auditor procedures performed with respect to information other than audited 
financial statements: - item 3, p. 1; cut-off-date: “June 23, 19X6” 

– Unaudited (reviewed) quarterly/interim financial statements – item 4(a) at p. 2

– Unaudited financial statements (e.g. monthly financials) – item 4(b) at p. 2
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– Subsequent changes in key line items – item 6, at p. 3

– Others: pro forma information, capsule financial information – not applicable

• Comments/Conclusions with respect to above information

– Negative assurance on quarterly financials – item 5(a), at p. 3

– Negative assurance on monthly financials – item 5(b), at p. 3 

– Negative assurance/specified procedures on key line items after monthlies to cut-
off date – item 6, p. 3

• Additional procedures: “ticking and tying” – items 7 to 9, at pp. 4 to 6

• Disclaimers, non-reliance by third parties – items 10 to 11 at p. 6

• Signature, Annexes – p. 6 onwards

AS 6101: Contents of Comfort Letter (cont’d)
Example A, B and F in AS 6101 (see tab 4)
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Sample

• See following sample comfort letter issued in MTN program quarterly update
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Examining Sample Comfort Letters –
Introduction to the Letter  
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Examining Sample Comfort Letters –
Independence of Auditors
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Examining Sample Comfort Letters – Audited 
Financial Statements and Compliance as to 
Form
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Examining Sample Comfort Letters – Comfort 
on Unaudited Quarterly Financial Statements
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Examining Sample Comfort Letters – Comfort 
on Unaudited Quarterly Financial Statements
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Examining Sample Comfort Letters – Comfort 
on Unaudited Monthly Financial Statements
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Examining Sample Comfort Letters – Comfort 
on Unaudited Monthly Financial Statements
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Examining Sample Comfort Letters – Comfort 
on Change Period
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Examining Sample Comfort Letters – “Tick-
and-Tie” Comfort
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Examining Sample Comfort Letters – “Tick and 
Tie” Comfort
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Examining Sample Comfort Letters – “Tick and 
Tie” Comfort
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Understand different levels of comfort from auditors
procedures performed + period covered = comfort level

• Year-end Audit of Financial Statements 

– e.g., years ended December 31, 2017, 2016 and 2015

• Interim Review of Quarterly Financial Statements

– e.g., quarterly periods ended March 31, 2018 and 2017

• Specified Procedures on Internal monthlies

– e.g., specified items as of May 31, 2018 (vs. March 31, 
2018), and for two-month period from April 1, 2018 to 
May 31, 2018 (vs. corresponding period in 2017)

• Specified Procedures on remaining change 
period

– e.g., specified items as of June 23, 2018 (vs. March 31, 
2018), and for period from April 1, 2018 to June 23, 
2018 (vs. corresponding period in 2017)
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Audited Annual Financial Statements

• Top level: financial statements audited by accountants in accordance with 
PCAOB standards and covered by auditor’s unqualified opinion

• Have been “expertized” (they have been audited). 

• Independent accountants consent to inclusion of financial statements and their 
report, and being named an expert in registration statement 

• Main objective of audit: provide accountants with a reasonable basis (and not 
an absolute basis) for expressing an unqualified opinion regarding financial 
statements of issuer taken as a whole (auditors call this the “attest function”).

• An audit opinion consists of two basic elements: 

– First, that the financial statements audited present fairly, in all material respects, the financial 
condition and results of operations for the issuer and its consolidated subsidiaries as of and for 
the periods covered; and 

– Second, that the financial statements have been prepared in accordance with applicable GAAP 
or IFRS. 
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Audited Annual Financial Statements

• Comfort level: positive assurance 

– Opinion in auditor’s report found in audited financial statements included in Form 10-K

– Comfort letter: “In our opinion, the consolidated financial statements audited by us and 
incorporated by reference in the registration statement comply as to form in all material respects 
with the applicable accounting requirements of the Securities Act and the Securities Exchange 
Act of 1934 and the related rules and regulations adopted by the SEC.“

• Compare this positive assurance with “negative” assurance

– Per AS 6101, procedures short of an audit, provide accountants with a basis for expressing, at 
most, negative assurance

– Negative assurance consists of a statement by accountants that, as a result of performing 
specified procedures, nothing came to their attention that caused them to believe that 
specified matters do not meet a specified standard
(for example, nothing came to our attention that caused us to believe that any material 
modifications should be made to the unaudited financial statements or unaudited condensed 
financial statements for them to be in conformity with GAAP.       [See footnote 10, AS 6101]
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Unaudited Quarterly Financial Statements

• Have not been “expertized” (they have not been audited). 

• An opinion is not given (AS No. SAS 100 (now AS 4105, Reviews of Interim 
Financial Information) establishes the standards for engagements by 
independent accountants concerning the review of interim financial 
information issued by public companies). 

– The purpose of a review is to provide the accountant with a basis for reporting whether material 
modifications are necessary for the interim financial information to be in accordance with GAAP 
or IFRS.  A review of interim financial information differs significantly from an audit of financial 
information because a review does not include the collection of corroborative evidence through 
the performance of typical substantive audit tests. 

– In performing a “SAS 100” review, the accountants will, among other things, (i) review minutes of 
shareholder and board meetings, (ii) make inquiries of management as to whether the interim 
financial statements are prepared in accordance with GAAP and whether there have been any 
changes in accounting principles or practices or in business activities, (iii) compare current interim 
period financial statements to the comparable previous interim period financial statements and 
(iv) compare recorded amounts to expectations. 
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Unaudited Quarterly Financial Statements

• Comfort level: Negative assurance

– “Nothing came to our attention as a result of the foregoing procedures, however, that 
caused us to believe that —

i. Any material modifications should be made to the unaudited condensed 
consolidated financial statements, incorporated by reference in the registration 
statement, for them to be in conformity with generally accepted accounting 
principles

ii. The unaudited condensed consolidated financial statements do not comply as to 
form in all material respects with the applicable accounting requirements of the 
Securities Exchange Act of 1934 as it applies to Form 10-Q and the related rules and 
regulations adopted by the SEC.” 
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Numbers in Change or Bring-Down Period

• The period between the last day of the stub period (period covered by interim 
financial statements) and the cut-off date (date up to which auditors have 
performed their specified procedures) for the comfort letter.

• The change or bring-down period can be broken down into two parts: 

– Any time period for which the company has prepared internal financial statements 

– The remaining time, for which the company has no internal financial statements 

• Procedures accountants perform are more limited than a SAS 100 review 

– e.g., reading monthly financial statements; inquiries of issuer’s officials whether 
monthly statements are prepared on a basis substantially consistent with audited 
financial statements incorporated in the offering document 
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Change or Bring-Down Period (cont’d)

• Accountants will compare (i) key balance sheet items found in the most recent 
monthly statements vs. corresponding items found in most recent balance 
sheet incorporated in offering document, and (ii) key income statement line 
items found in most recent monthly statements vs. corresponding items found 
in income statements for comparable period in prior year

• Relevant line item changes listed in AS 6101 include: 

– Changes in capital stock. 

– Increases in long-term debt. 

– Decreases in consolidated net current assets or shareholders’ equity. 

– Decreases in net sales. 

– Total or per-share amounts of income before extraordinary items. 

– Total or per-share amounts of net income. 

• Line items can vary e.g., depending on issuer, industry, peer practice 
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Changes in Line Items (cont’d)

• The best comfort accountants can give on change period is limited to assuring 
underwriters there have been no changes in key financial statement line items 
during period compared to comparable past periods covered by financials

– “Nothing came to our attention as a result of the foregoing procedures, however, that caused us 
to believe that— (a) at May 31, 2018, there was any change in the capital stock, increase in 
long-term debt, or any decreases in consolidated net current assets or stockholders' equity of the 
consolidated companies as compared with amounts shown in the March 31, 2018 unaudited 
condensed consolidated balance sheet incorporated by reference in the registration statement or 
(b) for the period from April 1, 2018, to May 31, 2018, there were any decreases, as compared 
with the corresponding period in the preceding year, in consolidated net sales or in the total or 
per-share amounts of income before extraordinary items or of net income, except in all instances 
for changes, increases, or decreases that the registration statement discloses have occurred or 
may occur.”
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Changes in Line Items (cont’d)
- “We have inquired of certain officials of the company who have responsibility for financial and 
accounting matters whether (a) at June 23, 2018, there was any change in capital stock, increase in 
long-term debt or any decreases in consolidated net current assets or stockholders' equity of the 
consolidated companies as compared with amounts shown on the March 31, 2018, unaudited 
condensed consolidated balance sheet included in the registration statement or (b) for the period from 
April 1, 2018, to June 23, 2018, there were any decreases, as compared with the corresponding period 
in the preceding year, in consolidated net sales or in the total or per-share amounts of income before 
extraordinary items or of net income.  On the basis of these inquiries and our reading of the minutes 
as described, nothing came to our attention that caused us to believe that there was any such change, 
increase, or decrease, except in all instances for changes, increases, or decreases that the registration 
statement discloses have occurred or may occur.”

• Confirm that no changes in key financial statement line items have occurred 
during change period that would need to be disclosed in offering  document. 

- If material changes in key financial statement line items have indeed occurred during the 

change period, to craft disclosure to include in the offering document describing those changes. 



36

The “135 Day” Rule under AS 6101

• If 135 days or more have elapsed since the date of the issuer’s most recent 
audited annual financial statements or reviewed interim financial statements, 
on the one hand, and the cut-off date of the comfort letter, on the other hand, 
then auditors will not be able to give any negative assurance as to subsequent 
changes in specified financial statement items. 

– Rather, they will be limited to reporting procedures performed and findings obtained.

• Likely to be an issue during Q1 of a year, when audited financials are being prepared. 

– There are 92 days in the fourth quarter, thus the Form 10-K must be filed in February (or the 
other applicable 2nd month of the quarter) for there to be no gap in coverage. 

• To illustrate, if accountants reviewed issuer’s interim financial statements for Q3 ended 
September 30, 2022, then they may provide negative assurance on increases or 
decreases in specified financial statement items as of any date up to February 11, 2023 
(134 days subsequent to September 30, 2022). 
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The “135 Day” Rule under AS 6101

• From February 12, 2023, which is the 135th day, the auditors will refuse to 
give negative assurance on the change period, since the September 30, 2022
interim financial statements then would not be less than 135 days old

• Implications: 

– Underwriters will often be unwilling to proceed with the deal if they do not 
receive negative assurance on the change period. In the above illustration, the 
underwriters may decide to postpone the deal until after the issuer files its 2022 
Form 10-K (that contains the year-end audited financial statements) in March 
2023.

• The 135 day rule under AS 6101 is different from and in addition to, the 
financial staleness rules of the SEC. 

[See Tab 7b for 2023 financial statement staleness calendar]
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Circle like a pro
What should be included in the “Circle-Up” request? 

• All financial information included or incorporated by reference in the offering 
document that can be tied to the financial statements (audited or unaudited), 
accounting books/records and company schedules. 

– This would include selected financial data tables, capitalization tables and dilution tables 
included in the body of the offering document, as well as those financials included in the SEC 
filings incorporated by reference in the offering document. 

– This would exclude SEC filings that are “furnished” rather than filed. 

• Figures that can be tied to contracts or agreements (e.g., principal amount of 
notes outstanding reflected in a global note or indenture) generally will not be 
circled and tickmarked.

• The actual financial statements and notes thereto, included in issuer’s Form 10-
K or Form 10-Q that are incorporated into the offering document do not need 
to be circled.  But circle the numbers appearing in the MD&A and OM.
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What should be included in the “Circle-Up”? 
(cont’d)

• Figures pertaining to the company’s market/industry that are not financial in 
nature (e.g., market data) do not need to be circled or tickmarked. 

• The number of employees, the square footage of facilities and backlog 
information are typically not circled or tickmarked. 

• AS 6101 lists examples of the types of quantitative information that can only be 
comforted if it is derived from accounting records subject to controls. 
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Tick-and-tie comfort

• After you send the circle-up request to the accountants, they will deliver their 
circle-up and will provide “tickmarks” next to circled numbers in the offering 
document and/or documents incorporated by reference and trace these 
numbers to the company’s financial statements, trial balance/general ledger or 
books and records. 

• The purpose is to identify financial information that has its source in the 
documents audited or reviewed by the auditors. 

• Accountants frequently will not cover certain numbers in the offering 
document (that they cannot trace to the company’s financial statements) such 
as share numbers, square feet, sales per square feet, backlog, employee counts 
and projected/estimated capital expenditures. 
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Tickmarks (cont’d)

• The tickmark letters or numbers represent varying levels of comfort depending 
on whether information is derived from audited financials, interim financials or 
other accounting books or records. 

• The applicable tickmark is placed next to each number in the offering 
document and/or documents incorporated by reference that the accountants 
will give comfort on. 

• The meaning of each tickmark is provided in the comfort letter with its purpose 
being to tie that number back to another source (principally the issuer’s 
audited or unaudited financial statements). 

• The accountants may sometimes have to trace numbers back directly to the 
books and records of the issuer or may even rely on a schedule prepared by 
company management. 
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Tickmarks (cont’d)

• When a number is tied back to anything other than financial statements or the 
issuer’s books and records, the value of such comfort decreases. 

• AS 6101 states that the comfort letter can only cover numbers that are derived 
from the company’s accounting records that are subject to the company’s 
system of internal accounting controls (some accountants define “accounting 
records” more broadly than others). 

• One of the most negotiated items on tickmarks is which numbers are tied to a 
“company-prepared schedule,” where neither the accountants nor the company 
have tied the data on the schedule to the underlying records. 
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Levels of tickmark comfort
Aim high but be realistic

• In general, there are several possible levels of tickmark comfort, including that 
(a) the auditors have compared or recalculated the number or percentage: 

– To or from amounts in the audited financial statements and found them to be in 
agreement. 

– To or from amounts in the reviewed interim financial statements and found them 
to be in agreement. 

– To or from amounts in the company’s accounting records and found them to be in 
agreement. 

– To or from amounts in a schedule prepared by the company based on its 
accounting records and found them to be in agreement; and  

• (b) the auditors have verified the arithmetic accuracy of certain calculations.

 Read and review the tickmark legend in the comfort letter when reviewing tick-and-
tie comfort on the circle-up request
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Sample tick-and-tie comfort
• “7. At your request, we have also read the items identified by you on the attached pages from the Prospectus, the 

Preliminary Prospectus Supplement, the Company’s Form 10-K for the year ended December 31, 2017, the Company’s 
Quarterly Reports on Form 10-Q for the quarters ended March 31, June 30, and September 30, 2018, and the 
Company’s Current Report on Form 8-K dated January 22, 2019 and have performed the following procedures, which 
were applied as indicated with respect to the letters explained below: 

• A.  Compared the dollar and other amounts either to the amounts in the audited consolidated financial 
statements described in the introductory paragraph of this letter or, for prior years, included in the Company’s 
annual reports to shareholders for the years 2016, 2015, 2014, or 2013 to the extent such amounts are included in or 
can be derived from such statements and found them to be in agreement. 

• B.  Compared the dollar and other amounts to the amounts in the unaudited consolidated financial statements 
included in the Company’s Quarterly Reports on Form 10-Q described in paragraph 3. to the extent such amounts 
are included in or can be derived from such statements and found them to be in agreement. 

• C.  Compared the dollar and other amounts not derived directly from the audited consolidated financial statements 
or the unaudited consolidated financial statements included in the Company’s Quarterly Reports on Form 10-Q to 
amounts in the Company's accounting records to the extent such amounts could be so compared directly and 
found them to be in agreement. 

• D.  Compared the dollar and other amounts not derived directly from audited consolidated financial statements, not 
derived from the unaudited consolidated financial statements included in the Company’s Quarterly Reports on Form 
10-Q or that could not be compared directly to the Company's accounting records, to amounts in analyses 
prepared by the Company from its accounting records and found them to be in agreement. 
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Sample tick-and-tie comfort (cont’d)

• E.  Proved the arithmetic accuracy of the percentages or amounts based on the data in the above-mentioned 
audited consolidated financial statements, unaudited consolidated financial statements included in the Company’s 
Quarterly Reports on Form 10-Q, accounting records or analyses, as applicable. With respect to any non-GAAP 
financial measures, we proved the arithmetic accuracy based on definitions contained within the Registration 
Statement, Form 10-K or the Company’s Quarterly Reports on Form 10-Q; we make no representation as to the 
appropriateness or completeness of such definitions. 

• F.  Compared the non-GAAP financial measure to the reconciliation of that non-GAAP financial measure to 
the corresponding GAAP measure included, or incorporated by reference, in the Registration Statement and found 
them to be in agreement. 

• NC.  No procedures performed” 
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Sample tick-and-tie comfort (cont’d)
• 10-K circle-up

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”)
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Sample tick-and-tie comfort (cont’d)
• 10-Q circle-up

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”)

• 8-K exhibit circle-up

Exhibit 99.2, Financial Supplement, Fourth Quarter 2018
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Limitations on Comfort

• Pay attention to different levels of comfort, as some comfort is minimal

• No comfort may be available in certain circumstances:

– 135 day rule 

– White Paper I (accounting industry guidance): cautions auditors against giving 
comfort on year-end financial information that is subject to change pending 
completion of an audit

• Information “furnished” with the SEC, but not “filed.” 

– This information is not part of the prospectus for liability purposes in an offering 

• The “dark period”: several days between the cut-off date and the date of letter. 
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Limitations on Comfort

• Key data not comforted (or subject to limited comfort) typically include:

 Mixed financial/operating data

 Estimates

 Projections

 EBITDA, Adjusted EBITDA and other non-GAAP financial measures

• Information proposed to be released to public before completion of auditor’s 
review procedures. 

– For example, financial projections or forecasts and earnings releases. 

– However, in some cases auditors will provide comfort on earnings releases (this 
happens when the offering prices after earnings are released but before the Form 
10-K/10-Q is filed). e.g., ask for comfort on 8-K earnings release exhibits

• Non-financial/business/market information 
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Have a back-up plan and look at the big picture

• Comfort letters are a part of the process of establishing a due diligence defense under 
federal securities laws.  They do not:

– Substitute for independent review and due diligence discussions with management and 
accountants about business and financial results

– Protect underwriters in the face of “red flags” (WorldCom litigation)

• “Financial” due diligence typically includes:

– Reading financial statements and notes

– Review of accounting presentation, historical results, financial policies, debt covenants and 
industry hot button issues with the CFO and other principal financial executives

– Review of financial projections and underlying assumptions with CFO and other principal 
financial executives

– Drafting sessions on financial disclosure (e.g., MD&A, EBITDA presentation, pro formas, recent 
developments)

– Auditor due diligence session

– Comfort letter
• Note that counsel 10b-5 negative assurance letters exclude financial statements and financial and 

accounting data
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Have a back-up plan (cont’d)
Heightened due diligence procedures

• In the event of limited comfort or red flags, heightened due diligence 
procedures may include:

– Specific calls with management and auditors on recent financial results or other significant 
developments

– Review of the issuer’s internal monthly financial statements

– CFO certificate/management comfort letter

– Additional back-up

– Conversations with Audit Committee

– Further review of offering documents to add protective disclosure, such as:

• Risk factors

• MD&A overview or trend disclosure

– Further internal review with the underwriter’s in-house counsel and committee

 The back-up is back-up
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Additional practice tips

• Discuss financial disclosure issues with the auditors as early in the offering 
process as practicable. 

• While drafting the offering document, solicit input from the auditors and draft 
the offering document with the comfort letter in mind. 

• Request a draft of the comfort letter from the auditors, provide any comments 
on the draft and send to the auditors the draft circle-up early in be offering 
process. 

• Agree on the final form of the comfort letter as soon as practicable before 
pricing of offering. 

– Ideally the final draft of the comfort letter should be agreed before filing of the 
registration statement in an SEC-registered offering or before finalizing the 
preliminary offering document in an unregistered offering. 
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Additional practice tips (cont’d)

• Discuss timing and logistics of comfort letter delivery with the auditors well in 
advance of pricing. 

– Make sure the auditors are aware of the expected date and time of pricing and that 
the underwriters expect the comfort letter to be delivered shortly thereafter. 

– Especially if the pricing comfort letter will cover the final offering document, make 
sure a representative of the auditors will be available to deliver the circle-up as the 
final offering document is being completed the night of pricing. 

• Send drafts to underwriters for their review and comment.
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Annex A: Special Issues / Additional items 
(for further reading)

• Pro forma financial information

• Capsule or flash financial information 

• Going concern issue

• Special considerations for foreign private issuers

• Worldcom case

• AICPA white paper
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What About Pro Forma Financial Information? 

• If the offering document includes pro forma financial statements (acquisition or 
merger related), the accountants provide negative assurance that the pro 
formas comply with Rule 11-02 of Regulation S-X. 

• The accountants also prove the arithmetic accuracy of the pro forma 
adjustments to confirm whether the pro forma adjustments have been properly 
applied to the historical amounts in the compilation of those statements. 

• In connection with the negative assurance, the accountants will first: 

– Read the pro forma statements, and 

– Make inquiries of management of the issuer. 
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What About Pro Forma Financial Information?
(cont’d)

• Pursuant to AS 6101, an accounting firm can only provide negative assurance 
on pro forma financial statements if that firm has audited or reviewed a 
substantial portion of the overall company. 

– This can be problematic where the pro formas include large acquisitions of 
companies that the accounting firm did not audit or review. 

• It is also important to obtain comfort on all of the historical information 
included in the pro forma financials. 

– Underwriters often want comfort on historical data in the pro formas even when 
there is no corresponding F-page financial statement disclosure. 

– This may require multiple comfort letters from various acquired entities’ 
accounting firms. 
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What About Capsule or Flash Financial Information? 

• Financial information more recent than the most recent financial statements included in 
an offering document is referred to as capsule or flash financial information. 

– e.g., potential offering in January or February of 2019, where auditors are in the process of 
completing the 2018 year end audit.  Deal question: should we include in the OM preliminary 
estimates/ranges of Q4 and 2018 year-end numbers, before filing of the 10-K?

• Typically, this information is in the form of narrative disclosure and the expected results 
may be stated in the form of a range. 

• The issuer may choose to include such information in the offering document because: 

– The information the company has about the period is materially negative, and therefore must 
be included for antifraud reasons or to satisfy SEC line-item disclosure requirements, such as 
the requirement to disclose known trends and uncertainties. 

– The information the company has about the period is positive, and therefore it would assist 
the marketing of the offering. 

• When capsule or flash information is included in an offering document, the underwriters 
often ideally would like to get some form of comfort on it from the auditors. 
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What About Capsule or Flash Financial Information? 
(cont’d)

• Type of comfort auditors provide is usually limited to “agreed upon 
procedures”.  Ask for a CFO certificate to cover capsule information. 

• Counsel should be aware that there are particular limitations on the comfort 
that can be given on fourth quarter and full-year capsule financial information. 

– These limitations are described in a 2005 AICPA White Paper regarding capsule 
financial information presented in a registration statement prior to the issuance of 
the year-end financial statements.  Affect January and February offerings.

– While the limitations on comfort described in the white paper technically only 
apply to fourth quarter and full-year capsule financial information, practitioners 
have reported that many auditors have increasingly been declining to give comfort 
on capsule financial information in all periods using the principles articulated in 
the white paper 
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Going-Concern Issue

• As part of the audit, an auditor must evaluate conditions or events discovered that raise 
questions about whether the issuer will be able to continue as a “going concern.”

• Information that raises going concern questions generally relates to the issuer’s ability to 
meet its maturing obligations without selling operating assets, restructuring debt or 
revising operations based on outside pressures or similar strategies. 

• SAS 59 (now AS 2415) concludes that the projection of the going-concern concept is 
limited to a reasonable period of time, which is defined as not exceeding one year 
beyond the date of the audited financial statements. 

• Auditors are required to evaluate information obtained during the course of the audit 
engagement to determine whether substantial doubt has been raised about the issuer’s 
continued existence as a going concern. 
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Going-Concern Issue (cont’d)

• Some conditions and events which may raise substantial doubt include: (i) recurring 
operating losses/negative cash flows from operations, (ii) defaults on indebtedness, (iii) 
the need to sell substantial assets, (iv) labor difficulties, (v) uneconomic long-term 
commitments, (vi) legal proceedings or pending legislation that may affect the issuer’s 
ability to continue operations and (vii) the loss of a principal customer. 

• When substantial doubt has been raised, the auditor is required to identify and evaluate 
management’s plans (which may also include an evaluation of management’s financial 
projections) for dealing with the conditions and events that prompted the substantial 
doubt conclusions. 

• If there is substantial doubt as to whether the issuer can continue as a going concern, the 
audited financial statements must adequately disclose the conditions/events that raised 
the going-concern issue and the auditor’s report must include language to the effect 
that “substantial doubt exists as to the issuer’s ability to continue as a going concern.”
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Special considerations for foreign private 
issuers

• Comfort letter should state that accountants are also independent under local standards

• Comfort letter should state that audited financial statements comply as to form with 
local accounting standards and the ’33 Act/’34 Act

• Currency translations can add a layer of complexity to “tick-and-tie” comfort

• Accounting firms in many non-U.S. jurisdictions request written “arrangement” or 
“engagement” letters (particularly if the securities are anticipated to be sold outside of 
the U.S.) that are commonly used outside of the U.S. and may, among other things, limit 
the liability of, and provide indemnification for, the accountants

– These letters should be reviewed carefully with counsel and possibly appropriate 
members of in-house counsel

– Care should be taken to ensure that any exculpation or indemnification provisions do 
not limit the value of the comfort letter in litigation
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WorldCom and Comfort Letters

• WorldCom’s underwriters claimed a due diligence defense in a securities action 
based upon the comfort letters received in an offering. 

• The court determined that the underwriters’ reliance on the statements in the 
comfort letter may have been unreasonable, in light of “warning signs” in the 
company’s financial statements. 

– Key financial ratios were out of line with those of competitors. 

• Impact: comfort letters may not provide as much protection as hoped, in the 
absence of other due diligence procedures by the underwriters on the financial 
statements. 

– Underwriters must consider the totality of the information. 
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AICPA White Paper

• AICPA White Paper I (2004): Auditors encouraged not to cover earnings releases until the 
related quarterly or annual reports are complete. 

• AICPA White Paper II (2005) draft relating to the auditor’s role in due diligence: 
purported to prohibit auditors from commenting on financial statements beyond what 
the comfort letter states. 

– The draft was withdrawn in light of protests from the financial industry. 
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to make the statements therein, in the light of the circumstances under which such
prospectus is, or is to be, used, not misleading. Upon issuance of an order under this
subsection, the Commission shall give notice of the issuance of such order and op-
portunity for hearing by personal service or the sending of confirmed telegraphic notice.
The Commission shall vacate or modify the order at any time for good cause or if such
prospectus has been filed or amended in accordance with such order.

(c) Any prospectus shall contain such other information as the Commission may by
rules or regulations require as being necessary or appropriate in the public interest or
for the protection of investors.

(d) In the exercise of its powers under subsections (a), (b), or (c), the Commission
shall have authority to classify prospectuses according to the nature and circumstances
of their use or the nature of the security, issue, issuer, or otherwise, and, by rules and
regulations and subject to such terms and conditions as it shall specify therein, to
prescribe as to each class the form and contents which it may find appropriate and
consistent with the public interest and the protection of investors.

(e) The statements or information required to be included in a prospectus by or
under authority of subsection (a), (b), (c), or (d), when written, shall be placed in a
conspicuous part of the prospectus and, except as otherwise permitted by rules or
regulations, in type as large as that used generally in the body of the prospectus.

(f) In any case where a prospectus consists of a radio or television broadcast, copies
thereof shall be filed with the Commission under such rules and regulations as it shall
prescribe. The Commission may by rules and regulations require the filing with it of
forms and prospectuses used in connection with the sale of securities registered under
this title.

CIVIL LIABILITIES ON ACCOUNT OF FALSE
REGISTRATION STATEMENT

SECTION 11. (a) In case any part of the registration statement, when such part
became effective, contained an untrue statement of a material fact or omitted to state a
material fact required to be stated therein or necessary to make the statements therein
not misleading, any person acquiring such security (unless it is proved that at the time
of such acquisition he knew of such untruth or omission) may, either at law or in equity,
in any court of competent jurisdiction, sue:

(1) Every person who signed the registration statement;

(2) Every person who was a director of (or person performing similar functions), or
partner in, the issuer at the time of the filing of the part of the registration statement
with respect to which his liability is asserted;

(3) Every person who, with his consent, is named in the registration statement as
being or about to become a director, person performing similar functions, or partner;

(4) Every accountant, engineer, or appraiser, or any person whose profession gives
authority to a statement made by him, who has with his consent been named as having
prepared or certified any part of the registration statement, or as having prepared or
certified any report or valuation which is used in connection with the registration
statement, with respect to the statement in such registration statement, report, or
valuation, which purports to have been prepared or certified by him;

(5) Every underwriter with respect to such security.

If such person acquired the security after the issuer has made generally available to its
security holders an earning statement covering a period of at least 12 months beginning
after the effective date of the registration statement, then the right of recovery under this
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subsection shall be conditioned on proof that such person acquired the securities relying
on such untrue statement in the registration statement or relying upon the registration
statement and not knowing of such omission, but such reliance may be established
without proof of the reading of the registration statement by such person.

(b) Notwithstanding the provisions of subsection (a) no person, other than the
issuer, shall be liable as provided therein who shall sustain the burden of proof:

(1) That before the effective date of the part of the registration statement with
respect to which his liability is asserted: (A) he had resigned from or had taken such
steps as are permitted by law to resign from, or ceased or refused to act in, every office,
capacity, or relationship in which he was described in the registration statement as
acting or agreeing to act, and (B) he had advised the Commission and the issuer in
writing, that he had taken such action and that he would not be responsible for such part
of the registration statement; or

(2) That if such part of the registration statement became effective without his
knowledge, upon becoming aware of such fact he forthwith acted and advised the
Commission, in accordance with paragraph (1), and, in addition, gave reasonable
public notice that such part of the registration statement had become effective without
his knowledge; or

(3) That:

(A) As regards any part of the registration statement not purporting to be made on
the authority of an expert, and not purporting to be a copy of or extract from a report or
valuation of an expert and not purporting to be made on the authority of a public official
document or statement, he had, after reasonable investigation, reasonable ground to
believe and did believe, at the time such part of the registration statement became
effective, that the statements therein were true and that there was no omission to state a
material fact required to be stated therein or necessary to make the statements therein
not misleading; and

(B) As regards any part of the registration statement purporting to be made upon his
authority as an expert or purporting to be a copy of or extract from a report or valuation of
himself as an expert: (i) he had, after reasonable investigation, reasonable ground to
believe and did believe, at the time such part of the registration statement became effective,
that the statements therein were true and that there was no omission to state a material fact
required to be stated therein or necessary to make the statements therein not misleading, or
(ii) such part of the registration statement did not fairly represent his statement as an expert
or was not a fair copy of or extract from his report or valuation as an expert; and

(C) As regards any part of the registration statement purporting to be made on the
authority of an expert (other than himself) or purporting to be a copy of or extract from a
report or valuation of an expert (other than himself), he had no reasonable ground to believe
and did not believe, at the time such part of the registration statement became effective, that
the statements therein were untrue or that there was an omission to state a material fact
required to be stated therein or necessary to make the statements therein not misleading, or
that such part of the registration statement did not fairly represent the statement of the
expert or was not a fair copy of or extract from the report or valuation of the expert; and

(D) As regards any part of the registration statement purporting to be a statement
made by an official person or purporting to be a copy of or extract from a public official
document, he had no reasonable ground to believe and did not believe, at the time such
part of the registration statement became effective, that the statements therein were
untrue, or that there was an omission to state a material fact required to be stated therein
or necessary to make the statements therein not misleading, or that such part of the
registration statement did not fairly represent the statement made by the official person
or was not a fair copy of or extract from the public official document.
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(c) In determining, for the purpose of paragraph (3) of subsection (b) of this section,
what constitutes reasonable investigation and reasonable ground for belief, the standard
of reasonableness shall be that required of a prudent man in the management of his
own property.

(d) If any person becomes an underwriter with respect to the security after the part
of the registration statement with respect to which his liability is asserted has become
effective, then for the purposes of paragraph (3) of subsection (b) of this section such
part of the registration statement shall be considered as having become effective with
respect to such person as of the time when he became an underwriter.

(e) The suit authorized under subsection (a) may be to recover such damages as shall
represent the difference between the amount paid for the security (not exceeding the
price at which the security was offered to the public) and: (1) the value thereof as of the
time such suit was brought, or (2) the price at which such security shall have been
disposed of in the market before suit, or (3) the price at which such security shall have
been disposed of after suit but before judgment if such damages shall be less than the
damages representing the difference between the amount paid for the security (not
exceeding the price at which the security was offered to the public) and the value thereof
as of the time such suit was brought: Provided, That if the defendant proves that any
portion or all of such damages represents other than the depreciation in value of such
security resulting from such part of the registration statement, with respect to which his
liability is asserted, not being true or omitting to state a material fact required to be
stated therein or necessary to make the statements therein not misleading, such portion
of or all such damages shall not be recoverable. In no event shall any underwriter (unless
such underwriter shall have knowingly received from the issuer for acting as an un-
derwriter some benefit, directly or indirectly, in which all other underwriters similarly
situated did not share in proportion to their respective interests in the underwriting) be
liable in any suit or as a consequence of suits authorized under subsection (a) for
damages in excess of the total price at which the securities underwritten by him and
distributed to the public were offered to the public. In any suit under this or any other
section of this title the court may, in its discretion, require an undertaking for the
payment of the costs of such suit, including reasonable attorney’s fees, and if judgment
shall be rendered against a party litigant, upon the motion of the other party litigant,
such costs may be assessed in favor of such party litigant (whether or not such
undertaking has been required) if the court believes the suit or the defense to have been
without merit, in an amount sufficient to reimburse him for the reasonable expenses
incurred by him, in connection with such suit, such costs to be taxed in the manner
usually provided for taxing of costs in the court in which the suit was heard.

(f)(1) Except as provided in paragraph (2), all or any one or more of the persons
specified in subsection (a) shall be jointly and severally liable, and every person who
becomes liable to make any payment under this section may recover contribution as in
cases of contract from any person who, if sued separately, would have been liable to
make the same payment, unless the person who has become liable was, and the other
was not, guilty of fraudulent misrepresentation.

(2)(A) The liability of an outside director under subsection (e) shall be determined
in accordance with Section 21D(f) of the Securities Exchange Act of 1934.

(B) For purposes of this paragraph, the term ‘‘outside director’’ shall have the
meaning given such term by rule or regulation of the Commission.

(g) In no case shall the amount recoverable under this section exceed the price at
which the security was offered to the public.
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CIVIL LIABILITIES ARISING IN CONNECTION WITH
PROSPECTUSES AND COMMUNICATIONS

SECTION 12. (a) In General. Any person who:

(1) Offers or sells a security in violation of Section 5, or

(2) Offers or sells a security (whether or not exempted by the provisions of Section
3, other than paragraphs (2) and (14) of subsection (a) thereof), by the use of any means
or instruments of transportation or communication in interstate commerce or of the
mails, by means of a prospectus or oral communication, which includes an untrue
statement of a material fact or omits to state a material fact necessary in order to make
the statements, in the light of the circumstances under which they were made, not
misleading (the purchaser not knowing of such untruth or omission), and who shall not
sustain the burden of proof that he did not know, and in the exercise of reasonable care
could not have known, of such untruth or omission, shall be liable, subject to subsection
(b), to the person purchasing such security from him, who may sue either at law or in
equity in any court of competent jurisdiction, to recover the consideration paid for such
security with interest thereon, less the amount of any income received thereon, upon the
tender of such security, or for damages if he no longer owns the security.

(b) Loss Causation. In an action described in subsection (a)(2), if the person who
offered or sold such security proves that any portion or all of the amount recoverable
under subsection (a)(2) represents other than the depreciation in value of the subject
security resulting from such part of the prospectus or oral communication, with respect
to which the liability of that person is asserted, not being true or omitting to state a
material fact required to be stated therein or necessary to make the statement not
misleading, then such portion or amount, as the case may be, shall not be recoverable.

LIMITATION OF ACTIONS

SECTION 13. No action shall be maintained to enforce any liability created under
Section 11 or Section 12(a)(2) unless brought within one year after the discovery of the
untrue statement or the omission, or after such discovery should have been made by the
exercise of reasonable diligence, or, if the action is to enforce a liability created under
Section 12(a)(1), unless brought within one year after the violation upon which it is
based. In no event shall any such action be brought to enforce a liability created under
Section 11, or Section 12(a)(1) more than three years after the security was bona fide
offered to the public, or under Section 12(a)(2) more than three years after the sale.

CONTRARY STIPULATIONS VOID

SECTION 14. Any condition, stipulation, or provision binding any person acquiring
any security to waive compliance with any provision of this title or of the rules and
regulations of the Commission shall be void.

LIABILITY OF CONTROLLING PERSONS

SECTION 15. (a) Controlling Person. Every person who, by or through stock
ownership, agency, or otherwise, or who, pursuant to or in connection with an
agreement or understanding with one or more other persons by or through stock
ownership, agency, or otherwise, controls any person liable under Section 11, or 12,
shall also be liable jointly and severally with and to the same extent as such controlled
person to any person to whom such controlled person is liable, unless the controlling
person had no knowledge of or reasonable ground to believe in the existence of the
facts by reason of which the liability of the controlled person is alleged to exist.
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Introduction

.01        This section provides guidance to accountants for performing and reporting on the

results of engagements to issue letters for underwriters and certain other requesting

parties described in and meeting the requirements of paragraph .03, .04, or .05 (commonly

referred to as "comfort letters") in connection with financial statements and financial

statement schedules contained in registration statements filed with the Securities and

Exchange Commission (SEC) under the Securities Act of 1933 (the Act) and other securities

offerings. In paragraph .09, this section also provides guidance to accountants for

performing and reporting on the results of engagements to issue letters for certain
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requesting parties, other than underwriters or other parties with a due diligence defense

under section 11 of the Act, that are described in, but do not meet the requirements of,

paragraph .03, .04, or .05.

.02        The service of accountants providing letters for underwriters developed following

enactment of the Act. Section 11 of the Act provides that underwriters, among others,

could be liable if any part of a registration statement contains material omissions or

misstatements. The Act also provides for an affirmative defense for underwriters if it can

be demonstrated that, after a reasonable investigation, the underwriter has reasonable

grounds to believe that there were no material omissions or misstatements. Consequently,

underwriters request accountants to assist them in developing a record of reasonable

investigation. An accountant issuing a comfort letter is one of a number of procedures

that may be used to establish that an underwriter has conducted a reasonable

investigation.

Applicability

.03        Accountants may provide a comfort letter to underwriters,  or to other parties with

a statutory due diligence defense under section 11 of the Act, in connection with financial

statements and financial statement schedules included (incorporated by reference) in

registration statements filed with the SEC under the Act. A comfort letter may be

addressed to parties with a statutory due diligence defense under section 11 of the Act,

other than a named underwriter, only when a law firm or attorney for the requesting party

issues a written opinion to the accountants that states that such party has a due diligence

defense under section 11 of the Act.  An attorney's letter indicating that a party "may" be

deemed to be an underwriter or has liability substantially equivalent to that of an

underwriter under the securities laws would not meet this requirement. If the requesting

party, in a securities offering registered pursuant to the Act, other than a named

underwriter (such as a selling shareholder or sales agent) cannot provide such a letter, he

or she must provide the representation letter described in paragraphs .06 and .07 for the

accountants to provide them with a comfort letter.

.04        Accountants may also issue a comfort letter to a broker-dealer or other financial

intermediary, acting as principal or agent in an offering or a placement of securities, in

connection with the following types of securities offerings:

Foreign offerings, including Regulation S, Eurodollar, and other offshore offerings

Transactions that are exempt from the registration requirements of section 5 of the

Act, including those pursuant to Regulation A, Regulation D, and Rule 144A

Offerings of securities issued or backed by governmental, municipal, banking, tax-

exempt, or other entities that are exempt from registration under the Act
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In these situations the accountants may provide a comfort letter to a broker-dealer or

other financial intermediary in connection with a securities offering only if the broker-

dealer or other financial intermediary provides in writing the representations described in

paragraphs .06 and .07.

.05        Accountants may also issue a comfort letter in connection with acquisition

transactions (for example, cross-comfort letters in a typical Form S-4 or merger proxy

situation) in which there is an exchange of stock and such comfort letters are requested by

the buyer or seller, or both, as long as the representation letter described in paragraphs .06

and .07 is provided. An accountants' report on a preliminary investigation in connection

with a proposed transaction (for example, a merger, an acquisition, or a financing) is not

covered by this section; accountants should refer to the guidance in AT section 201,

Agreed-Upon Procedures Engagements.

.06        The required elements of the representation letter from a broker-dealer or other

financial intermediary, or of other requesting parties described in paragraphs .03 and .05,

are as follows:

The letter should be addressed to the accountants.

The letter should contain the following:

"This review process, applied to the information relating to the issuer, is (will be)

substantially consistent  with the due diligence review process that we would

perform if this placement of securities (or issuance of securities in an acquisition

transaction) were being registered pursuant to the Securities Act of 1933 (the Act).

We are knowledgeable with respect to the due diligence review process that

would be performed if this placement of securities were being registered pursuant

to the Act."

The letter should be signed by the requesting party.

.07        An example of a letter, setting forth the required elements specified in paragraph

.06, from a party requesting a comfort letter follows:

[Date]

Dear ABC Accountants:

[Name of financial intermediary], as principal or agent, in the placement of

[identify securities] to be issued by [name of issuer], will be reviewing certain

information relating to [issuer] that will be included (incorporated by

reference) in the document [if appropriate, the document should be
identified], which may be delivered to investors and utilized by them as a

basis for their investment decision. This review process, applied to the

information relating to the issuer, is (will be) substantially consistent with the

due diligence review process that we would perform if this placement of
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securities  were being registered pursuant to the Securities Act of 1933 (the

Act). We are knowledgeable with respect to the due diligence review process

that would be performed if this placement of securities were being

registered pursuant to the Act. We hereby request that you deliver to us a

"comfort" letter concerning the financial statements of the issuer and certain

statistical and other data included in the offering document. We will contact

you to identify the procedures we wish you to follow and the form we wish

the comfort letter to take.

Very truly yours,

[Name of Financial Intermediary]

.08        When one of the parties identified in paragraphs .03, .04, and .05 requests a

comfort letter and has provided the accountants with the representation letter described

above, the accountants should refer in the comfort letter to the requesting party's

representations (see example P [paragraph .64]).

.09        When one of the parties identified in paragraphs .03, .04, or .05, other than an

underwriter or other party with a due diligence defense under section 11 of the Act,

requests a comfort letter but does not provide the representation letter described in

paragraphs .06 and .07, accountants should not provide a comfort letter but may provide

another form of letter. In such a letter, the accountants should not provide negative

assurance on the financial statements as a whole, or on any of the specified elements,

accounts, or items thereof. The other guidance in this section is applicable to performing

procedures in connection with a letter and on the form of the letter (see paragraphs .36

through .43 and .54 through .60). Example Q in the Appendix [paragraph .64] provides an

example of a letter issued in such a situation. Any such letter should include the following

statements:

a. It should be understood that we have no responsibility for establishing (and did

not establish) the scope and nature of the procedures enumerated in the

paragraphs above; rather, the procedures enumerated therein are those the

requesting party asked us to perform. Accordingly, we make no representations

regarding questions of legal interpretation  or regarding the sufficiency for your

purposes of the procedures enumerated in the preceding paragraphs; also, such

procedures would not necessarily reveal any material misstatement of the

amounts or percentages listed above as set forth in the offering circular. Further,

we have addressed ourselves solely to the foregoing data and make no

representations regarding the adequacy of disclosures or whether any material

facts have been omitted. This letter relates only to the financial statement items

specified above and does not extend to any financial statement of the company

taken as a whole.
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b. The foregoing procedures do not constitute an audit conducted in accordance

with the standards of the Public Company Accounting Oversight Board (United

States). Had we performed additional procedures or had we conducted an audit or

a review of the company's [give dates of any interim financial statements]

consolidated financial statements in accordance with the standards of the Public

Company Accounting Oversight Board, other matters might have come to our

attention that would have been reported to you.

c. These procedures should not be taken to supplant any additional inquiries or

procedures that you would undertake in your consideration of the proposed

offering.

d. This letter is solely for your information and to assist you in your inquiries in

connection with the offering of the securities covered by the offering circular, and

it is not to be used, circulated, quoted, or otherwise referred to for any other

purpose, including but not limited to the registration, purchase, or sale of

securities, nor is it to be filed with or referred to in whole or in part in the offering

document or any other document, except that reference may be made to it in any

list of closing documents pertaining to the offering of the securities covered by the

offering document.

e. We have no responsibility to update this letter for events and circumstances

occurring after [cutoff date].

.10        When a party other than those described in paragraphs .03, .04, or .05 requests a

comfort letter, the accountants should not provide that party with a comfort letter or the

letter described in paragraph .09 or example Q [paragraph .64]. The accountants may

instead provide that party with a report on agreed-upon procedures and should refer to AT

section 201, Agreed-Upon Procedures Engagements, for guidance.

General

.11        The services of independent accountants include audits of financial statements and

financial statement schedules included (incorporated by reference) in registration

statements filed with the SEC under the Act. In connection with this type of service,

accountants are often called upon to confer with clients, underwriters, and their respective

counsel concerning the accounting and auditing requirements of the Act and the SEC

and to perform other services. One of these other services is the issuance of letters for

underwriters, which generally address the subjects described in paragraph .22.

.12        Much of the uncertainty, and consequent risk of misunderstanding, with regard to

the nature and scope of comfort letters has arisen from a lack of recognition of the

necessarily limited nature of the comments that accountants can properly make with

respect to financial information, in a registration statement or other offering document

(hereafter referred to as a registration statement), that has not been audited in accordance



with the standards of the PCAOB and, accordingly, is not covered by their opinion. In

requesting comfort letters, underwriters are generally seeking assistance on matters of

importance to them. They wish to perform a "reasonable investigation" of financial and

accounting data not "expertized"  (that is, covered by a report of independent

accountants, who consent to be named as experts, based on an audit performed in

accordance with the standards of the PCAOB) as a defense against possible claims under

section 11 of the Act.  What constitutes a reasonable investigation of unaudited financial

information sufficient to satisfy an underwriter's purposes has never been authoritatively

established. Consequently, only the underwriter can determine what is sufficient for his or

her purposes. Accountants will normally be willing to assist the underwriter, but the

assistance accountants can provide by way of comfort letters is subject to limitations. One

limitation is that independent accountants can properly comment in their professional

capacity only on matters to which their professional expertise is substantially relevant.

Another limitation is that procedures short of an audit, such as those contemplated in a

comfort letter, provide the accountants with a basis for expressing, at the most, negative

assurance.  Such limited procedures may bring to the accountants' attention significant

matters affecting the financial information, but they do not provide assurance that the

accountants will become aware of any or all significant matters that would be disclosed in

an audit. Accordingly, there is necessarily a risk that the accountants may have provided

negative assurance of the absence of conditions or matters that may prove to have existed.

.13        This section deals with several different kinds of matters. First, it addresses whether,

in a number of areas involving professional standards, it is proper for independent

accountants, acting in their professional capacity, to comment in a comfort letter on

specified matters, and, if so, the form such a comment should take. Second, practical

suggestions are offered on which form of comfort letter is suitable in a given

circumstance, procedural matters, the dating of letters, and what steps may be taken

when information that may require special mention in a letter comes to the accountants'

attention.  Third, it suggests ways of reducing or avoiding the uncertainties, described in

the preceding paragraph, regarding the nature and extent of accountants' responsibilities

in connection with a comfort letter. Accountants who have been requested to follow a

course other than what has been recommended, with regard to points not involving

professional standards, would do well to consult their legal counsel.

.14        Comfort letters are not required under the Act, and copies are not filed with the

SEC. It is nonetheless a common condition of an underwriting agreement in connection

with the offering for sale of securities registered with the SEC under the Act that the

accountants are to furnish a comfort letter. Some underwriters do not make the receipt of

a comfort letter a condition of the underwriting agreement or purchase agreement

(hereafter referred to as the underwriting agreement) but nevertheless ask for such a

letter.12
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.15        The accountants should suggest to the underwriter that they meet together with

the client to discuss the procedures to be followed in connection with a comfort letter;

during this meeting, the accountants may describe procedures that are frequently

followed (see the examples in the appendix [paragraph .64]). Because of the accountants'

knowledge of the client, such a meeting may substantially assist the underwriter in

reaching a decision about procedures to be followed by the accountants. However, any

discussion of procedures should be accompanied by a clear statement that the

accountants cannot furnish any assurance regarding the sufficiency of the procedures for

the underwriter's purposes, and the appropriate way of expressing this is shown in

paragraph 4 of example A [paragraph .64].

.16        Because the underwriter will expect the accountants to furnish a comfort letter of a

scope to be specified in the underwriting agreement, a draft of that agreement should be

furnished to the accountants so that they can indicate whether they will be able to furnish

a letter in acceptable form. It is desirable practice for the accountants, promptly after they

have received the draft of the agreement (or have been informed that a letter covering

specified matters, although not a condition of the agreement, will nonetheless be

requested), to prepare a draft of the form of the letter they expect to furnish. To the extent

possible, the draft should deal with all matters to be covered in the final letter and should

use exactly the same terms as those to be used in the final letter (subject, of course, to the

understanding that the comments in the final letter cannot be determined until the

procedures underlying it have been performed). The draft letter should be identified as a

draft to avoid giving the impression that the procedures described therein have been

performed. This practice of furnishing a draft letter at an early point permits the

accountants to make clear to the client and the underwriter what they may expect the

accountants to furnish. Thus furnished with a draft letter, the underwriter is afforded the

opportunity to discuss further with the accountants the procedures that the accountants

have indicated they expect to follow and to request any additional procedures that the

underwriter may desire. If the additional procedures pertain to matters relevant to the

accountants' professional competence, the accountants would ordinarily be willing to

perform them, and it is desirable for them to furnish the underwriter with an appropriately

revised draft letter. The accountants may reasonably assume that the underwriter, by

indicating his or her acceptance of the draft comfort letter, and subsequently, by

accepting the letter in final form, considers the procedures described sufficient for his or

her purposes. It is important, therefore, that the procedures  to be followed by the

accountants be clearly set out in the comfort letter, in both draft and final form, so that

there will be no misunderstanding about the basis on which the accountants' comments

have been made and so that the underwriter can decide whether the procedures

performed are sufficient for his or her purposes. For reasons explained in paragraph .12,

statements or implications that the accountants are carrying out such procedures as they

consider necessary should be avoided, since this may lead to misunderstanding about the

responsibility for the sufficiency of the procedures for the underwriter's purposes. The

following is a suggested form of legend that may be placed on the draft letter for

identification and explanation of its purposes and limitations.
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This draft is furnished solely for the purpose of indicating the form of letter

that we would expect to be able to furnish [name of underwriter] in

response to their request, the matters expected to be covered in the letter,

and the nature of the procedures that we would expect to carry out with

respect to such matters. Based on our discussions with [name of
underwriter], it is our understanding that the procedures outlined in this

draft letter are those they wish us to follow.  Unless [name of underwriter]

informs us otherwise, we shall assume that there are no additional

procedures they wish us to follow. The text of the letter itself will depend, of

course, on the results of the procedures, which we would not expect to

complete until shortly before the letter is given and in no event before the

cutoff date indicated therein.

.17        Comfort letters are occasionally requested from more than one accountant (for

example, in connection with registration statements to be used in the subsequent sale of

shares issued in recently effected mergers and from predecessor auditors). At the earliest

practicable date, the client should advise any other accountants who may be involved

about any letter that may be required from them and should arrange for them to receive a

draft of the underwriting agreement so that they may make arrangements at an early

date for the preparation of a draft of their letter (a copy of which should be furnished to the

principal accountants) and for the performance of their procedures. In addition, the

underwriter may wish to meet with the other accountants for the purposes discussed in

paragraph .15.

.18        There may be situations in which more than one accountant is involved in the audit

of the financial statements of a business and in which the reports of more than one

accountant appear in the registration statement. For example, certain significant divisions,

branches, or subsidiaries may be audited by other accountants. The principal accountants

(that is, those who report on the consolidated financial statements and, consequently, are

asked to give a comfort letter with regard to information expressed on a consolidated

basis) should read the letters of the other accountants reporting on significant units. Such

letters should contain statements similar to those contained in the comfort letter

prepared by the principal accountants, including statements about their independence.

The principal accountants should state in their comfort letters that (a) reading letters of

the other accountants was one of the procedures followed, and ( b) the procedures

performed by the principal accountants (other than reading the letters of the other

accountants) relate solely to companies audited by the principal accountants and to the

consolidated financial statements.

.19        Regulations under the Act permit companies, in certain circumstances, to register a

designated amount of securities for continuous or delayed offerings during an extended

period by filing one "shelf" registration statement. At the effective date of a shelf

registration statement, the registrant may not have selected an underwriter (see footnote

12). A client or the legal counsel designated to represent the underwriting group might,
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however, ask the accountants to issue a comfort letter at the effective date of a shelf

registration statement to expedite the due diligence activities of the underwriter when he

or she is subsequently designated and to avoid later corrections of financial information

included in an effective prospectus. However, as stated in paragraph .12, only the

underwriter can determine the procedures that will be sufficient for his or her purposes.

Under these circumstances, therefore, the accountants should not agree to furnish a

comfort letter addressed to the client, legal counsel or a nonspecific addressee such as

"any or all underwriters to be selected." The accountants may agree to furnish the client or

legal counsel for the underwriting group with a draft comfort letter describing the

procedures that the accountants have performed and the comments the accountants are

willing to express as a result of those procedures. The draft comfort letter should include a

legend, such as the following, describing the letter's purpose and limitations:

This draft describes the procedures that we have performed and represents

a letter we would be prepared to sign as of the effective date of the

registration statement if the managing underwriter had been chosen at that

date and requested such a letter. Based on our discussions with [name of
client or legal counsel], the procedures set forth are similar to those that

experience indicates underwriters often request in such circumstances. The

text of the final letter will depend, of course, on whether the managing

underwriter who is selected requests that other procedures be performed to

meet his or her needs and whether the managing underwriter requests that

any of the procedures be updated to the date of issuance of the signed

letter.

A signed comfort letter may be issued to the underwriter selected for the portion of the

issue then being offered when the underwriting agreement for an offering is signed and

on each closing date.

.20        Accountants, when issuing a letter under the guidance provided in this section,

may not issue any additional letters or reports, under any other section, to the underwriter

or the other requesting parties identified in paragraphs .03, .04, and .05 (hereinafter

referred to as the underwriter) in connection with the offering or placement of securities,

in which the accountants comment on items for which commenting is otherwise

precluded by this section.

.21        While the guidance in this section generally addresses comfort letters issued in

connection with securities offerings registered pursuant to the Act, it also provides

guidance on comfort letters issued in other securities transactions. However, the guidance

that specifically refers to compliance of the information commented on with SEC rules

and regulations, such as compliance with Regulation S-X  or S-K,  generally applies only

to comfort letters issued in connection with securities offerings registered pursuant to the

Act.
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Guidance on the Format and Contents of Comfort Letters

.22        This section (paragraphs .22 through .62) provides guidance on the format and

possible contents of a typical comfort letter. It addresses how the comfort letter should be

dated, to whom it may be addressed, and the contents of the introductory paragraph of

the comfort letter. Further, it addresses the subjects that may be covered in a comfort

letter:

a. The independence of the accountants (paragraphs .31 and .32)

b. Whether the audited financial statements and financial statement schedules

included (incorporated by reference) in the registration statement comply as to

form in all material respects with the applicable accounting requirements of the

Act and the related rules and regulations adopted by the SEC (paragraphs .33 and

.34)

c. Unaudited financial statements, condensed interim financial information, capsule

financial information, pro forma financial information, financial forecasts,

management's discussion and analysis (MD&A), and changes in selected financial

statement items during a period subsequent to the date and period of the latest

financial statements included (incorporated by reference) in the registration

statement (paragraphs .29 and .35 through .53)

d. Tables, statistics, and other financial information included (incorporated by

reference) in the registration statement (paragraphs .54 through .62)

e. Negative assurance as to whether certain non-financial statement information,

included (incorporated by reference) in the registration statement complies as to

form in all material respects with Regulation S-K (paragraph .57)

Dating

.23        The letter ordinarily is dated on or shortly before the effective date (that is, the date

on which the registration statement becomes effective). On rare occasions, letters have

been requested to be dated at or shortly before the filing date (that is, the date on which

the registration statement is first filed with the SEC). The underwriting agreement

ordinarily specifies the date, often referred to as the "cutoff date," to which certain

procedures described in the letter are to relate (for example, a date five days before the

date of the letter). The letter should state that the inquiries and other procedures

described in the letter did not cover the period from the cutoff date to the date of the

letter.

.24        An additional letter may also be dated at or shortly before the closing date (that is,

the date on which the issuer or selling security holder delivers the securities to the

underwriter in exchange for the proceeds of the offering). If more than one letter is



requested, it will be necessary to carry out the specified procedures and inquiries as of the

cutoff date for each letter. Although comments contained in an earlier letter may, on

occasion, be incorporated by reference in a subsequent letter (see example C [paragraph

.64]), any subsequent letter should relate only to information in the registration statement

as most recently amended.

Addressee

.25        The letter should not be addressed or given to any parties other than the client and

the named underwriters,  broker-dealer, financial intermediary or buyer or seller. The

appropriate addressee is the intermediary who has negotiated the agreement with the

client, and with whom the accountants will deal in discussions regarding the scope and

sufficiency of the letter. When a comfort letter is furnished to other accountants, it should

be addressed in accordance with the guidance in this paragraph and copies should be

furnished to the principal accountants and their client.

Introductory Paragraph

.26        It is desirable to include an introductory paragraph similar to the following:

We have audited the [identify the financial statements and financial
statement schedules] included (incorporated by reference) in the

registration statement (no. 33-00000) on Form __________ filed by the

company under the Securities Act of 1933 (the Act); our reports with respect

thereto are also included (incorporated by reference) in that registration

statement. The registration statement, as amended as of ______________, is

herein referred to as the registration statement.

.27         When the report on the audited financial statements and financial statement

schedules included (incorporated by reference) in the registration statement includes one

or more explanatory paragraphs or a paragraph to emphasize a matter regarding the

financial statements, the accountants should refer  to that fact in the comfort letter and

discuss the subject matter of the paragraph.  In those rare instances in which the SEC

accepts a qualified opinion on historical financial statements, the accountants should refer

to the qualification in the opening paragraph of the comfort letter and discuss the subject

matter of the qualification. (See also paragraph .35f.)

.28        The underwriter occasionally requests the accountants to repeat in the comfort

letter their report on the audited financial statements included (incorporated by reference)

in the registration statement. Because of the special significance of the date of the

accountants' report, the accountants should not repeat their opinion.  The underwriter

sometimes requests negative assurance regarding the accountants' report. Because

accountants have a statutory responsibility with respect to their opinion as of the effective

date of a registration statement, and because the additional significance, if any, of
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negative assurance is unclear and such assurance may therefore give rise to

misunderstanding, accountants should not give such negative assurance. Furthermore,

the accountants should not give negative assurance with respect to financial statements

and financial statement schedules that have been audited and are reported on in the

registration statement by other accountants.

.29        The accountants may refer in the introductory paragraphs of the comfort letter to

the fact that they have issued reports on—

a. Condensed financial statements that are derived from audited financial

statements (see AS 3315, Reporting on Condensed Financial Statements and
Selected Financial Data).

b. Selected financial data (see AS 3315).

c. Interim financial information (see AS 4105).

d. Pro forma financial information (see AT section 401, Reporting on Pro Forma
Financial Information).

e. A financial forecast (see AT section 301, Financial Forecasts and Projections).

f. Management's discussion and analysis (see AT section 701, Management's
Discussion and Analysis).

Such a reference should be to the accountants' reports that were previously issued, and if

the reports are not included (incorporated by reference) in the registration statement, they

may be attached to the comfort letter.  In referring to previously issued reports, the

accountants should not repeat their reports in the comfort letter or otherwise imply that

they are reporting as of the date of the comfort letter or that they assume responsibility for

the sufficiency of the procedures for the underwriter's purposes. However, for certain

information on which they have reported, the accountants may agree to comment

regarding compliance with rules and regulations adopted by the SEC (see paragraphs .33

and .34). Accountants should not mention in a comfort letter reports issued in accordance

with AS 1305, Communications About Control Deficiencies in an Audit of Financial
Statements, or any restricted use reports issued to a client in connection with procedures

performed on the client's internal control in accordance with AT section 501, Reporting on
an Entity's Internal Control Over Financial Reporting.

.30        An underwriter may also request that the accountants comment in their comfort

letter on (a) unaudited interim financial information required by item 302(a) of Regulation

S-K, to which AS 4105 pertains or (b) required supplementary information, to which AS

2705 pertains. AS 4105 and AS 2705 provide that the accountants should expand the

auditor's unqualified report on the audited financial statements to refer to such

information when the scope of their procedures with regard to the information was

restricted or when the information appears not to be presented in conformity with
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generally accepted accounting principles or, for required supplementary information,

applicable guidelines. Such expansions of the auditor's unqualified report in the

registration statement would ordinarily be referred to in the opening paragraph of the

comfort letter (see also paragraph .35f). Additional comments on such unaudited

information are therefore unnecessary. However, if the underwriter requests that the

accountants perform procedures with regard to such information in addition to those

performed in connection with their review or audit as prescribed by AS 4105 and AS 2705,

the accountants may do so and report their findings.

Independence

.31        It is customary in conjunction with SEC filings for the underwriting agreement to

provide for the accountants to make a statement in the letter concerning their

independence. This may be done substantially as follows:

We are independent certified public accountants with respect to The Blank

Company, Inc., within the meaning of the Act and the applicable rules and

regulations thereunder adopted by the SEC.

Regulation S-K requires disclosure in the prospectus and registration statement of

interests of named experts (including independent accountants) in the registrant.

Regulation S-X precludes accountants who report on financial statements included

(incorporated by reference) in a registration statement from having interests of the type

requiring disclosure in the prospectus or registration statement. Therefore, if the

accountants make a statement in a comfort letter that they are independent within the

meaning of the Act and the applicable rules and regulations thereunder adopted by the

SEC, any additional comments on independence would be unnecessary.

.32        When comfort letters are requested from more than one accountant (see
paragraphs .17 and .18), each accountant must, of course, be sure he or she is independent

within the meaning of the Act and the applicable rules and regulations thereunder

adopted by the SEC. The accountants for previously nonaffiliated companies recently

acquired by the registrant would not be required to have been independent with respect

to the company whose shares are being registered. In such a case, the accountants should

modify the wording suggested in paragraph .31 and make a statement regarding their

independence along the following lines.

As of [insert date of the accountants' most recent report on the financial
statements of their client] and during the period covered by the financial

statements on which we reported, we were independent certified public

accountants with respect to [insert the name of their client] within the

meaning of the Act and the applicable rules and regulations thereunder

adopted by the SEC.

22a



Compliance With SEC Requirements

.33        The accountants may be requested to express an opinion on whether the financial

statements covered by their report comply as to form with the pertinent accounting

requirements adopted by the SEC.  This may be done substantially as follows:

In our opinion [include phrase "except as disclosed in the registration
statement," if applicable], the [identify the financial statements and
financial statement schedules] audited by us and included (incorporated by

reference) in the registration statement comply as to form in all material

respects with the applicable accounting requirements of the Act and the

related rules and regulations adopted by the SEC.

If there is a material departure from the pertinent rules and regulations adopted by the

SEC, the departure should be disclosed in the letter.  An appropriate manner of doing

this is shown in example K [paragraph .64]. 

.34        Accountants may provide positive assurance on compliance as to form with

requirements under the rules and regulations adopted by the SEC only with respect to

those rules and regulations applicable to the form and content of financial statements and

financial statement schedules that they have audited. Accountants are limited to

providing negative assurance on compliance as to form when the financial statements or

financial statement schedules have not been audited. (For guidance in commenting on

compliance as to form, see paragraph .37 regarding unaudited condensed interim

financial information, paragraph .42 regarding pro forma financial information, paragraph

.44 regarding a forecast, and paragraph .57 regarding Regulation S-K items. )

Commenting in a Comfort Letter on Information Other Than

Audited Financial Statements

General

.35        Comments included in the letter will often concern (a) unaudited condensed

interim financial information (see paragraphs .36 through .38),  (b) capsule financial

information (see paragraphs .36 and .39 through .41), (c) pro forma financial information

(see paragraphs .42 and .43), (d) financial forecasts ( see paragraphs .36 and .44), and (e)

changes in capital stock, increases in long-term debt, and decreases in other specified

financial statement items (see paragraphs .36 and .45 through .53). For commenting on

these matters, the following guidance is important:

a. As explained in paragraph .16, the agreed-upon procedures performed by the

accountants should be set forth in the letter, except that when the accountants

have been requested to provide negative assurance on interim financial

information or capsule financial information, the procedures involved in an AS 4105
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review need not be specified (see paragraphs .37 through .41 of this section and

paragraph 4 of example A [paragraph .64]).

b. To avoid any misunderstanding about the responsibility for the sufficiency of the

agreed-upon procedures for the underwriter's purposes, the accountants should

not make any statements, or imply that they have applied procedures that they

have determined to be necessary or sufficient for the underwriter's purposes. If the

accountants state that they have performed an AS 4105 review, this does not imply

that those procedures are sufficient for the underwriter's purposes. The

underwriter may ask the accountants to perform additional procedures. For

example, if the underwriter requests the accountants to apply additional

procedures and specifies items of financial information to be reviewed and the

materiality level for changes in those items that would necessitate further inquiry

by the accountants, the accountants may perform those procedures and should

describe them in their letter. Descriptions of procedures in the comfort letter

should include descriptions of the criteria specified by the underwriter.

c. Terms of uncertain meaning (such as general review, limited review, reconcile,

check, or test) should not be used in describing the work, unless the procedures

comprehended by these terms are described in the comfort letter.

d. The procedures performed with respect to interim periods may not disclose

changes in capital stock, increases in long-term debt or decreases in the specified

financial statement items, inconsistencies in the application of generally accepted

accounting principles, instances of noncompliance as to form with accounting

requirements of the SEC, or other matters about which negative assurance is

requested. An appropriate manner of making this clear is shown in the last three

sentences in paragraph 4 of example A [paragraph .64].

e. Matters to be covered by the letter should be made clear in the meetings with the

underwriter and should be identified in the underwriting agreement and in the

draft comfort letter. Since there is no way of anticipating other matters that would

be of interest to an underwriter, accountants should not make a general statement

in a comfort letter that, as a result of carrying out the specified procedures,

nothing else has come to their attention that would be of interest to the

underwriter.

f. When the report on the audited financial statements and financial statement

schedules in the registration statement departs from the auditor's unqualified

report, and the comfort letter includes negative assurance with respect to

subsequent unaudited condensed interim financial information included

(incorporated by reference) in the registration statement or with respect to an

absence of specified subsequent changes, increases, or decreases, the accountant

should consider the effect thereon of the subject matter of the qualification,

explanatory paragraph(s), or paragraph(s) emphasizing a matter regarding the

financial statements. The accountant should also follow the guidance in paragraph



.27. An illustration of how this type of situation may be dealt with is shown in

example I [paragraph .64].

Knowledge of Internal Control

.36        The accountants should not comment in a comfort letter on (a) unaudited

condensed interim financial information, (b) capsule financial information, (c) a financial

forecast when historical financial statements provide a basis for one or more significant

assumptions for the forecast, or (d) changes in capital stock, increases in long-term debt

and decreases in selected financial statement items, unless they have obtained

knowledge of a client's internal control as it relates to the preparation of both annual and

interim financial information. Knowledge of the client's internal control over financial

reporting includes knowledge of the control environment, risk assessment, control

activities, information and communication, and monitoring. Sufficient knowledge of a

client's internal control as it relates to the preparation of annual financial information

ordinarily would have been acquired, and may have been acquired with respect to interim

financial information, by the accountants who have audited a client's financial statements

for one or more periods. When the accountants have not audited the most recent annual

financial statements, and thus have not acquired sufficient knowledge of the entity's

internal control, the accountants should perform procedures to obtain that knowledge.

Unaudited Condensed Interim Financial Information

.37        Comments concerning the unaudited condensed interim financial information

included (incorporated by reference) in the registration statement provide negative

assurance as to whether (a) any material modifications should be made to the unaudited

condensed interim financial information for it to be in conformity with generally accepted

accounting principles and (b) the unaudited condensed interim financial information

complies as to form in all material respects with the applicable accounting requirements

of the Act and the related rules and regulations adopted by the SEC. Accountants may

comment in the form of negative assurance only when they have conducted a review of

the interim financial information in accordance with AS 4105. The accountants may (a)

state in the comfort letter that they have performed the procedures identified in AS 4105

for a review of interim financial information (see paragraphs 4a and 5a of example A

[paragraph .64] or (b) if the accountants have issued a report on the review, they may

mention that fact in the comfort letter. If it is mentioned in the comfort letter, the

accountants should attach the review report to the letter unless the review report is

already included (incorporated by reference) in the registration statement. When the

accountants have not conducted a review in accordance with AS 4105, the accountants

may not comment in the form of negative assurance and are, therefore, limited to

reporting procedures performed and findings obtained (see example O [paragraph .64]).
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.38        The letter should specifically identify any unaudited condensed interim financial

information and should state that the accountants have not audited the condensed

interim financial information in accordance with the standards of the PCAOB and do not

express an opinion concerning such information. An appropriate manner of making this

clear is shown in paragraph 3 of example A [paragraph .64].

Capsule Financial Information

.39        In some registration statements, the information shown in the audited financial

statements or unaudited condensed interim financial information is supplemented by

unaudited summarized interim information for subsequent periods (commonly called

"capsule financial information"). This capsule financial information (either in narrative or

tabular form) often is provided for the most recent interim period and for the

corresponding period of the prior year. With regard to selected capsule financial

information, the accountants—

a. May give negative assurance with regard to conformity with generally accepted

accounting principles and may refer to whether the dollar amounts were

determined on a basis substantially consistent with that of the corresponding

amounts in the audited financial statements if (1) the selected capsule financial

information is presented in accordance with the minimum disclosure

requirements of Accounting Principles Board (APB) Opinion No. 28, paragraph 30

[AC section I73.146], and (2) the accountants have performed an AS 4105 review of

the financial statements underlying the capsule financial information. If those

conditions have not been met, the accountants are limited to reporting

procedures performed and findings obtained.

b. May give negative assurance as to whether the dollar amounts were determined

on a basis substantially consistent with that of the corresponding amounts in the

audited financial statements if the selected capsule financial information is more

limited than the minimum disclosures described in APB Opinion 28, paragraph 30

(see example L [paragraph .64]), as long as the accountants have performed an AS

4105 review of the financial statements underlying the capsule financial

information. If an AS 4105 review has not been performed, the accountants are

limited to reporting procedures performed and findings obtained.

.40        The underwriter occasionally asks the accountants to give negative assurance with

respect to the unaudited interim financial statements or unaudited condensed interim

financial information (see paragraph .37 and the interim financial information

requirements of Regulation S-X) that underlie the capsule financial information and asks

the accountants to state that the capsule financial information agrees with amounts set

forth in such statements. Paragraphs 4b and 5b in example L [paragraph .64] provide an

example of the accountants' comments in these circumstances.



.41        The underwriter might ask the accountants to give negative assurance on the

unaudited condensed interim financial information, or information extracted therefrom,

for a monthly period ending after the latest financial statements included (incorporated by

reference) in the registration statement. In those cases, the guidance in paragraph .37 is

applicable. The unaudited condensed interim financial information should be attached to

the comfort letter so that it is clear what financial information is being referred to; if the

client requests, the unaudited condensed interim financial information may be attached

only to the copy of the letter intended for the managing underwriter.

Pro Forma Financial Information

.42        Accountants should not comment in a comfort letter on pro forma financial

information unless they have an appropriate level of knowledge of the accounting and

financial reporting practices of the entity (or, in the case of a business combination, of a

significant constituent part of the combined entity). This would ordinarily have been

obtained by the accountants auditing or reviewing historical financial statements of the

entity for the most recent annual or interim period for which the pro forma financial

information is presented. Accountants should not give negative assurance in a comfort

letter on the application of pro forma adjustments to historical amounts, the compilation

of pro forma financial information, whether the pro forma financial information complies

as to form in all material respects with the applicable accounting requirements of rule 11-

02 of Regulation S-X or otherwise provide negative assurance with respect to pro forma

financial information unless they have obtained the required knowledge described above

and they have performed an audit of the annual financial statements, or an AS 4105 review

of the interim financial statements, of the entity (or, in the case of a business combination,

of a significant constituent part of the combined entity) to which the pro forma

adjustments were applied. In the case of a business combination, the historical financial

statements of each constituent part of the combined entity on which the pro forma

financial information is based should be audited or reviewed.

.43        If the accountants have obtained the required knowledge as described in

paragraph .36, but have not met the requirements for giving negative assurance, the

accountants are limited to reporting procedures performed and findings obtained. (See
example O [paragraph .64].) The accountants should comply with the relevant guidance

on reporting the results of agreed-upon procedures in AT section 201.

Financial Forecasts

.44        For accountants to perform agreed-upon procedures on a financial forecast and

comment thereon in a comfort letter, they should obtain the knowledge described in

paragraph .36 and then perform procedures prescribed in AT section 301.69, for reporting

on compilation of a forecast. Having performed these procedures, they should follow the

guidance in AT section 301.18 and .19 regarding reports on compilations of prospective

financial information and should attach their report  thereon to the comfort letter.3029



Then they can perform additional procedures and report their findings in the comfort

letter (see examples E and O [paragraph .64]). Accountants may not provide negative

assurance on the results of procedures performed. Further, accountants may not provide

negative assurance with respect to compliance of the forecast with rule 11-03 of Regulation

S-X unless they have performed an examination of the forecast in accordance with AT

section 301.

Subsequent Changes

.45        Comments regarding subsequent changes typically relate to whether there has

been any change in capital stock, increase in long-term debt or decreases in other

specified financial statement items during a period, known as the "change period,"

subsequent to the date and period of the latest financial statements included

(incorporated by reference) in the registration statement (see paragraph .50). These

comments would also address such matters as subsequent changes in the amounts of (a)

net current assets or stockholders' equity and (b) net sales and the total and per-share

amounts of income before extraordinary items and of net income. The accountants

ordinarily will be requested to read minutes and make inquiries of company officials

relating to the whole of the change period.  For the period between the date of the latest

financial statements made available and the cutoff date, the accountants must base their

comments solely on the limited procedures actually performed with respect to that period

(which, in most cases, will be limited to the reading of minutes and the inquiries of

company officials referred to in the preceding sentence), and their comfort letter should

make this clear (see paragraph 6 of example A [paragraph .64]).

.46        If the underwriter requests negative assurance as to subsequent changes in

specified financial statement items as of a date less than 135 days from the end of the

most recent period for which the accountants have performed an audit or a review, the

accountants may provide such negative assurance in the comfort letter. For instance—

When the accountants have audited the December 31, 19X6, financial statements,

the accountants may provide negative assurance on increases and decreases of

specified financial statement items as of any date up to May 14 (135 days

subsequent to December 31).

When the accountants have audited the December 31, 19X6, financial statements

and have also conducted an AS 4105 review of the interim financial information as

of and for the quarter ended March 31, 19X7, the accountants may provide negative

assurance as to increases and decreases of specified financial statement items as

of any date up to August 14, 19X7 (135 days subsequent to March 31).

An appropriate manner of expressing negative assurance regarding subsequent changes

is shown in paragraphs 5b and 6 of example A [paragraph .64], if there has been no

decrease and in example M [paragraph .64], if there has been a decrease.
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.47        However, if the underwriter requests negative assurance as to subsequent changes

in specified financial statement items as of a date 135 days or more subsequent to the end

of the most recent period for which the accountants have performed an audit or a review,

the accountants may not provide negative assurance but are limited to reporting

procedures performed and findings obtained (see example O [paragraph .64]).

.48        In order that comments on subsequent changes be unambiguous and their

determination be within accountants' professional expertise, the comments should not

relate to "adverse changes," since that term has not acquired any clearly understood

meaning. If there has been a change in an accounting principle during the change period,

the accountants should note that fact in the letter.

.49        Comments on the occurrence of changes in capital stock, increases in long-term

debt, and decreases in other specified financial statement items are limited to changes,

increases, or decreases not disclosed in the registration statement. Accordingly, the phrase

"except for changes, increases, or decreases that the registration statement discloses have

occurred or may occur" should be included in the letter when it has come to the

accountants' attention that a change, increase, or decrease has occurred during the

change period, and the amount of such change, increase, or decrease is disclosed in the

registration statement. This phrase need not be included in the letter when no changes,

increases, or decreases in the specified financial statement items are disclosed in the

registration statement. 

.50        Change period. In the context of a comfort letter, a decrease occurs when the

amount of a financial statement item at the cutoff date or for the change period (as if

financial statements had been prepared at that date and for that period) is less than the

amount of the same item at a specified earlier date or for a specified earlier period. With

respect to the items mentioned in paragraph .45, the term decrease means (a) any

combination of changes in amounts of current assets and current liabilities that results in

decreased net current assets, (b) any combination of changes in amounts of assets and

liabilities that results in decreased stockholders' equity, (c) decreased net sales, and (d) any

combination of changes in amounts of sales, expenses and outstanding shares that results

in decreased total and per-share amounts of income before extraordinary items and of net

income (including, in each instance, a greater loss or other negative amount). The change

period for which the accountants give negative assurance in the comfort letter ends on

the cutoff date (see paragraph .23) and ordinarily begins, for balance sheet items,

immediately after the date of the latest balance sheet in the registration statement and,

for income statement items, immediately after the latest period for which such items are

presented in the registration statement. The comparison relates to the entire period and

not to portions of that period. A decrease during one part of the period may be offset by

an equal or larger increase in another part of the period; however, because there was no

decrease for the period as a whole, the comfort letter would not report the decrease

occurring during one part of the period (see, however, paragraph .62).



.51        The underwriting agreement usually specifies the dates as of which, and periods for

which, data at the cutoff date and data for the change period are to be compared. For

balance sheet items, the comparison date is normally that of the latest balance sheet

included (incorporated by reference) in the registration statement (that is, immediately

prior to the beginning of the change period). For income statement items, the comparison

period or periods might be one or more of the following: (a) the corresponding period of

the preceding year, (b) a period of corresponding length immediately preceding the

change period, (c) a proportionate part of the preceding fiscal year, or (d) any other period

of corresponding length chosen by the underwriter. Whether or not specified in the

underwriting agreement, the date and period used in comparison should be identified in

the comfort letter in both draft and final form so that there is no misunderstanding about

the matters being compared and so that the underwriter can determine whether the

comparison period is suitable for his or her purposes.

.52        The underwriter occasionally requests that the change period begin immediately

after the date of the latest audited balance sheet (which is, ordinarily, also the closing date

of the latest audited statement of income) in the registration statement, even though the

registration statement includes a more recent unaudited condensed balance sheet and

condensed statement of income. The use of the earlier date may defeat the underwriter's

purpose, since it is possible that an increase in one of the items referred to in paragraph .45

occurring between the dates of the latest audited and unaudited balance sheets included

(incorporated by reference) in the registration statement might more than offset a

decrease occurring after the latter date. A similar situation might arise in the comparison

of income statement items. In these circumstances, the decrease occurring after the date

of the latest unaudited condensed interim financial statements included (incorporated by

reference) in the registration statement would not be reported in the comfort letter. It is

desirable for the accountants to explain the foregoing considerations to the underwriter;

however, if the underwriter nonetheless requests the use of a change period or periods

other than those described in paragraph .50, the accountants may use the period or

periods requested.

.53        When other accountants are involved and their letters do not disclose matters that

affect the negative assurance given, an appropriate manner of expressing these

comments is shown in example J [paragraph .64]. When appropriate, the principal

accountants may comment that there were no decreases in the consolidated financial

statement items despite the possibility that decreases have been mentioned by the other

accountants. In such a case, the principal accountants could make a statement that

"nothing came to our attention regarding the consolidated financial statements as a result

of the specified procedures (which, so far as the related company was concerned,

consisted solely of reading the other accountants' letter) that caused us to believe that . . . ."



Tables, Statistics, and Other Financial Information

.54        The underwriting agreement sometimes calls for a comfort letter that includes

comments on tables, statistics, and other financial information appearing in the

registration statement.

.55        The accountants should refrain from commenting on certain matters in a comfort

letter. Except as indicated in the next sentence, they should comment only with respect to

information (a) that is expressed in dollars (or percentages derived from such dollar

amounts) and that has been obtained from accounting records that are subject to the

entity's controls over financial reporting or (b) that has been derived directly from such

accounting records by analysis or computation. The accountants may also comment on

quantitative information that has been obtained from an accounting record if the

information is subject to the same controls over financial reporting as the dollar amounts.

The accountants should not comment on matters merely because they happen to be

present and are capable of reading, counting, measuring, or performing other functions

that might be applicable. Examples of matters that, unless subjected to the entity's

controls over financial reporting (which is not ordinarily the case), should not be

commented on by the accountants include the square footage of facilities, number of

employees (except as related to a given payroll period), and backlog information.  The

accountants should not comment on tables, statistics, and other financial information

relating to an unaudited period unless (a) they have performed an audit of the client's

financial statements for a period including or immediately prior to the unaudited period or

have completed an audit for a later period or (b) they have otherwise obtained knowledge

of the client's internal control as provided for in paragraph .36 herein. In addition, the

accountants should not comment on information subject to legal interpretation, such as

beneficial share ownership.

.56        As with comments relating to financial statement information, it is important that

the procedures followed by the accountants with respect to other information be clearly

set out in the comfort letter, in both draft and final form, so that there will be no

misunderstanding about the basis of the comments on the information. Further, so that

there will be no implication that the accountants are furnishing any assurance with

respect to the sufficiency of the procedures for the underwriter's intended purpose, the

comfort letter should contain a statement to this effect. An appropriate way of expressing

this is shown in paragraph 10 of example F [paragraph .64] (see also paragraph .16 of this

section).

.57        Certain financial information in registration statements is included because of

specific requirements of Regulation S-K. Accountants may comment as to whether this

information is in conformity with the disclosure requirements of Regulation S-K if the

following conditions are met:
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a. The information is derived from the accounting records subject to the entity's

controls over financial reporting, or has been derived directly from such

accounting records by analysis or computation.

b. This information is capable of evaluation against reasonable criteria that have been

established by the SEC.

The following are the disclosure requirements of Regulation S-K  that generally meet

these conditions:

Item 301, "Selected Financial Data"

Item 302, "Supplementary Financial Information"

Item 402, "Executive Compensation"

Item 503(d), "Ratio of Earnings to Fixed Charges"

Accountants may not give positive assurance on conformity with the disclosure

requirements of Regulation S-K; they are limited to giving negative assurance, since this

information is not given in the form of financial statements and generally has not been

audited by the accountants. Even with respect to the above-mentioned items, there may

be situations in which it would be inappropriate to provide negative assurance with

respect to conformity of this information with Regulation S-K because conditions (a) and

(b) above have not been met. Since information relevant to Regulation S-K disclosure

requirements other than those noted previously is generally not derived from the

accounting records subject to the entity's controls over financial reporting, it is not

appropriate for the accountants to comment on conformity of this information with

Regulation S-K. The accountants' inability to comment on conformity with Regulation S-K

does not preclude accountants from performing procedures and reporting findings with

respect to this information.

.58        To avoid ambiguity, the specific information commented on in the letter should be

identified by reference to specific captions, tables, page numbers, paragraphs, or

sentences. Descriptions of the procedures followed and the findings obtained may be

stated individually for each item of specific information commented on. Alternatively, if the

procedures and findings are adequately described, some or all of the descriptions may be

grouped or summarized, as long as the applicability of the descriptions to items in the

registration statement is clear and the descriptions do not imply that the accountants

assume responsibility for the adequacy of the procedures. It would also be appropriate to

present a matrix listing the financial information and common procedures employed and

indicating the procedures applied to the specific items. Another presentation that could

be used identifies procedures performed with specified symbols and identifies items to

which those procedures have been applied directly on a copy of the prospectus which is

attached to the comfort letter. (See examples F, G, and H [paragraph .64]).
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.59        Comments in the comfort letter concerning tables, statistics, and other financial

information included (incorporated by reference) in the registration statement should be

made in the form of a description of the procedures followed; the findings (ordinarily

expressed in terms of agreement between items compared); and in some cases, as

described below, statements with respect to the acceptability of methods of allocation

used in deriving the figures commented on. Whether comments on the allocation of

income or expense items between categories of sales (such as military and commercial

sales) may appropriately be made will depend on the extent to which such allocation is

made in, or can be derived directly by analysis or computation from, the client's

accounting records. In any event, such comments, if made, should make clear that such

allocations are to a substantial extent arbitrary, that the method of allocation used is not

the only acceptable one, and that other acceptable methods of allocation might produce

significantly different results. Furthermore, no comments should be made regarding

segment information (or the appropriateness of allocations made to derive segment

information) included in financial statements, since the accountants' report encompasses

that information.  Appropriate ways of expressing comments on tables, statistics, and

other financial information are shown in examples F, G, and H [paragraph .64].

.60        In comments concerning tables, statistics, and other financial information, the

expression "presents fairly" (or a variation of it) should not be used. That expression, when

used by independent accountants, ordinarily relates to presentations of financial

statements and should not be used in commenting on other types of information. Except

with respect to requirements for financial statements and certain Regulation S-K items

discussed in paragraph .57, the question of what constitutes appropriate information for

compliance with the requirements of a particular item of the registration statement form

is a matter of legal interpretation outside the competence of accountants. Consequently,

the letter should state that the accountants make no representations regarding any

matter of legal interpretation. Since the accountants will not be in a position to make any

representations about the completeness or adequacy of disclosure or about the adequacy

of the procedures followed, the letter should so state. It should point out, as well, that such

procedures would not necessarily disclose material misstatements or omissions in the

information to which the comments relate. An appropriate manner of expressing the

comments is shown in examples F, G, and H [paragraph .64].

Concluding Paragraph

.61        In order to avoid misunderstanding of the purpose and intended use of the comfort

letter, it is desirable that the letter conclude with a paragraph along the following lines:

This letter is solely for the information of the addressees and to assist the

underwriters  in conducting and documenting their investigation of the

affairs of the company in connection with the offering of the securities

covered by the registration statement, and it is not to be used, circulated,

quoted, or otherwise referred to within or without the underwriting group
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for any other purpose, including, but not limited to, the registration,

purchase, or sale of securities, nor is it to be filed with or referred to in whole

or in part in the registration statement or any other document, except that

reference may be made to it in the underwriting agreement or in any list of

closing documents pertaining to the offering of the securities covered by the

registration statement.

Disclosure of Subsequently Discovered Matters

.62        Accountants who discover matters that may require mention in the final comfort

letter but that are not mentioned in the draft letter that has been furnished to the

underwriter, such as changes, increases, or decreases in specified items not disclosed in

the registration statement (see paragraphs .45 and .49), will naturally want to discuss them

with their client so that consideration can be given to whether disclosure should be made

in the registration statement. If disclosure is not to be made, the accountants should

inform the client that the matters will be mentioned in the comfort letter and should

suggest that the underwriter be informed promptly. It is recommended that the

accountants be present when the client and the underwriter discuss such matters.

Effective Date

.63        This section is effective for comfort letters issued on or after June 30, 1993. Early

application of this section is encouraged.

Appendix—Examples

.64        

1. The contents of comfort letters vary, depending on the extent of the information in the

registration statement and the wishes of the underwriter or other requesting party. Shelf

registration statements may have several closing dates and different underwriters.

Descriptions of procedures and findings regarding interim financial statements, tables,

statistics, or other financial information that is incorporated by reference from previous

1934 Act filings may have to be repeated in several comfort letters. To avoid restating these

descriptions in each comfort letter, accountants may initially issue the comments in a

format (such as an appendix) that can be referred to in, and attached to, subsequently

issued comfort letters.

Example A: Typical Comfort Letter

2. A typical comfort letter includes—



a. A statement regarding the independence of the accountants (paragraphs .31 and

.32).

b. An opinion regarding whether the audited financial statements and financial

statement schedules included (incorporated by reference) in the registration

statement comply as to form in all material respects with the applicable

accounting requirements of the Act and related rules and regulations adopted by

the SEC (paragraphs .33 and .34).

c. Negative assurance on whether—

1. The unaudited condensed interim financial information included

(incorporated by reference) in the registration statement (paragraph .37)

complies as to form in all material respects with the applicable accounting

requirements of the Act and the related rules and regulations adopted by the

SEC.

2. Any material modifications should be made to the unaudited condensed

consolidated financial statements included (incorporated by reference) in the

registration statement for them to be in conformity with generally accepted

accounting principles.

d. Negative assurance on whether, during a specified period following the date of the

latest financial statements in the registration statement and prospectus, there has

been any change in capital stock, increase in long-term debt or any decrease in

other specified financial statement items (paragraphs .45 through .53).

Example A is a letter covering all these items. Letters that cover some of the items may be

developed by omitting inapplicable portions of example A.

Example A assumes the following circumstances.  The prospectus (part I of the

registration statement) includes audited consolidated balance sheets as of December 31,

19X5 and 19X4, and audited consolidated statements of income, retained earnings

(stockholders' equity), and cash flows for each of the three years in the period ended

December 31, 19X5. Part I also includes an unaudited condensed consolidated balance

sheet as of March 31, 19X6, and unaudited condensed consolidated statements of income,

retained earnings (stockholders' equity), and cash flows for the three-month periods

ended March 31, 19X6 and 19X5, reviewed in accordance with AS 4105, Reviews of Interim
Financial Information, but not previously reported on by the accountants. Part II of the

registration statement includes audited consolidated financial statement schedules for

the three years ended December 31, 19X5. The cutoff date is June 23, 19X6, and the letter is

dated June 28, 19X6. The effective date is June 28, 19X6.

Each of the comments in the letter is in response to a requirement of the underwriting

agreement. For purposes of example A, the income statement items of the current interim

period are to be compared with those of the corresponding period of the preceding year.
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June 28, 19X6

[Addressee]

Dear Sirs:

We have audited the consolidated balance sheets of The Blank Company,

Inc. (the company) and subsidiaries as of December 31, 19X5 and 19X4, and

the consolidated statements of income, retained earnings (stockholders'

equity), and cash flows for each of the three years in the period ended

December 31, 19X5, and the related financial statement schedules all

included in the registration statement (no. 33-00000) on Form S-1 filed by

the company under the Securities Act of 1933 (the Act); our reports with

respect thereto are also included in that registration statement. The

registration statement, as amended on June 28, 19X6, is herein referred to as

the registration statement.

In connection with the registration statement—

1.    We are independent certified public accountants with respect to the

company within the meaning of the Act and the applicable rules and

regulations thereunder adopted by the SEC.

2.    In our opinion [include the phrase "except as disclosed in the
registration statement," if applicable], the consolidated financial statements

and financial statement schedules audited by us and included in the

registration statement comply as to form in all material respects with the

applicable accounting requirements of the Act and the related rules and

regulations adopted by the SEC.

3.    We have not audited any financial statements of the company as of any

date or for any period subsequent to December 31, 19X5; although we have

conducted an audit for the year ended December 31, 19X5, the purpose (and

therefore the scope) of the audit was to enable us to express our opinion on

the consolidated financial statements as of December 31, 19X5, and for the

year then ended, but not on the financial statements for any interim period

within that year. Therefore, we are unable to and do not express any opinion

on the unaudited condensed consolidated balance sheet as of March 31,

19X6, and the unaudited condensed consolidated statements of income,

retained earnings (stockholders' equity), and cash flows for the three-month

periods ended March 31, 19X6 and 19X5, included in the registration

statement, or on the financial position, results of operations, or cash flows as

of any date or for any period subsequent to December 31, 19X5.
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4.    For purposes of this letter we have read the 19X6 minutes of meetings of

the stockholders, the board of directors, and [include other appropriate
committees, if any] of the company and its subsidiaries as set forth in the

minute books at June 23, 19X6, officials of the company having advised us

that the minutes of all such meetings  through that date were set forth

therein; we have carried out other procedures to June 23, 19X6, as follows

(our work did not extend to the period from June 24, 19X6, to June 28, 19X6,

inclusive):

a.    With respect to the three-month periods ended March 31, 19X6 and 19X5,

we have—

b.    With respect to the period from April 1, 19X6, to May 31, 19X6, we have—

The foregoing procedures do not constitute an audit conducted in

accordance with the standards of the Public Company Accounting

Oversight Board. Also, they would not necessarily reveal matters of

Performed the procedures specified by the Public Company

Accounting Oversight Board (United States) for a review of interim

financial information as described in AS 4105, Reviews of Interim
Financial Information, on the unaudited condensed consolidated

balance sheet as of March 31, 19X6, and unaudited condensed

consolidated statements of income, retained earnings (stockholders'

equity), and cash flows for the three-month periods ended March 31,

19X6 and 19X5, included in the registration statement.

(i)

Inquired of certain officials of the company who have responsibility

for financial and accounting matters whether the unaudited

condensed consolidated financial statements referred to in a(i)

comply as to form in all material respects with the applicable

accounting requirements of the Act and the related rules and

regulations adopted by the SEC.

(ii)

Read the unaudited consolidated financial statements  of the

company and subsidiaries for April and May of both 19X5 and 19X6

furnished us by the company, officials of the company having

advised us that no such financial statements as of any date or for any

period subsequent to May 31, 19X6, were available.

(i)

Inquired of certain officials of the company who have responsibility

for financial and accounting matters whether the unaudited

consolidated financial statements referred to in b(i) are stated on a

basis substantially consistent with that of the audited consolidated

financial statements included in the registration statement.

(ii)

4
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significance with respect to the comments in the following paragraph.

Accordingly, we make no representations regarding the sufficiency of the

foregoing procedures for your purposes.

5.    Nothing came to our attention as a result of the foregoing procedures,

however, that caused us  to believe that—

a.

b.

6.    As mentioned in 4b, company officials have advised us that no

consolidated financial statements as of any date or for any period

subsequent to May 31, 19X6, are available; accordingly, the procedures carried

out by us with respect to changes in financial statement items after May 31,

19X6, have, of necessity, been even more limited than those with respect to

the periods referred to in 4. We have inquired of certain officials of the

company who have responsibility for financial and accounting matters

whether (a) at June 23, 19X6, there was any change in the capital stock,

increase in long-term debt or any decreases in consolidated net current

assets or stockholders' equity of the consolidated companies as compared

with amounts shown on the March 31, 19X6, unaudited condensed

Any material modifications should be made to the unaudited

condensed consolidated financial statements described in 4a(i),

included in the registration statement, for them to be in conformity

with generally accepted accounting principles. 

(i)

The unaudited condensed consolidated financial statements

described in 4a(i) do not comply as to form in all material respects

with the applicable accounting requirements of the Act and the

related rules and regulations adopted by the SEC.

(ii)

At May 31, 19X6, there was any change in the capital stock, increase in

long-term debt, or decrease in consolidated net current assets or

stockholders' equity of the consolidated companies as compared

with amounts shown in the March 31, 19X6, unaudited condensed

consolidated balance sheet included in the registration statement, or

(i)

for the period from April 1, 19X6, to May 31, 19X6, there were any

decreases, as compared to the corresponding period in the

preceding year, in consolidated net sales or in the total or per-share

amounts of income before extraordinary items or of net income,

except in all instances for changes, increases, or decreases that the

registration statement discloses have occurred or may occur.

(ii)

6
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consolidated balance sheet included in the registration statement or (b) for

the period from April 1, 19X6, to June 23, 19X6, there were any decreases, as

compared with the corresponding period in the preceding year, in

consolidated net sales or in the total or per-share amounts of income before

extraordinary items or of net income. On the basis of these inquiries and our

reading of the minutes as described in 4, nothing came to our attention that

caused us to believe that there was any such change, increase, or decrease,

except in all instances for changes, increases, or decreases that the

registration statement discloses have occurred or may occur.

7.    This letter is solely for the information of the addressees and to assist the

underwriters in conducting and documenting their investigation of the

affairs of the company in connection with the offering of the securities

covered by the registration statement, and it is not to be used, circulated,

quoted, or otherwise referred to within or without the underwriting group

for any purpose, including but not limited to the registration, purchase, or

sale of securities, nor is it to be filed with or referred to in whole or in part in

the registration statement or any other document, except that reference

may be made to it in the underwriting agreement or in any list of closing

documents pertaining to the offering of the securities covered by the

registration statement.

Example B: Letter When a Short-Form Registration Statement Is

Filed Incorporating Previously Filed Forms 10-K and 10-Q by

Reference

3. Example B is applicable when a registrant uses a short-form registration statement

(Form S-2 or S-3) which, by reference, incorporates previously filed Forms 10-K and 10-Q. It

assumes that the short-form registration statement and prospectus include the Form 10-K

for the year ended December 31, 19X5, and Form 10-Q for the quarter ended March 31, 19X6,

which have been incorporated by reference. In addition to the information presented

below, the letter would also contain paragraphs 6 and 7 of the typical letter in example A. A

Form S-2 registration statement will often both incorporate and include the registrant's

financial statements. In such situations, the language in the following example should be

appropriately modified to refer to such information as being both incorporated and

included.

June 28, 19X6

[Addressee]

Dear Sirs:



We have audited the consolidated balance sheets of The Blank Company,

Inc. (the company) and subsidiaries as of December 31, 19X5 and 19X4, and

the consolidated statements of income, retained earnings (stockholders'

equity), and cash flows for each of the three years in the period ended

December 31, 19X5, and the related financial statement schedules, all

included (incorporated by reference) in the company's annual report on

Form 10-K for the year ended December 31, 19X5, and incorporated by

reference in the registration statement (no. 33-00000) on Form S-3 filed by

the company under the Securities Act of 1933 (the Act); our report with

respect thereto is also incorporated by reference in that registration

statement. The registration statement, as amended on June 28, 19X6, is

herein referred to as the registration statement.

In connection with the registration statement—

1. We are independent certified public accountants with respect to the

company within the meaning of the Act and the applicable rules and

regulations thereunder adopted by the SEC.

2. In our opinion, the consolidated financial statements and financial

statement schedules audited by us and incorporated by reference in the

registration statement comply as to form in all material respects with the

applicable accounting requirements of the Act and the Securities Exchange

Act of 1934 and the related rules and regulations adopted by the SEC.

3. We have not audited any financial statements of the company as of any

date or for any period subsequent to December 31, 19X5; although we have

conducted an audit for the year ended December 31, 19X5, the purpose (and

therefore the scope) of the audit was to enable us to express our opinion on

the consolidated financial statements as of December 31, 19X5, and for the

year then ended, but not on the consolidated financial statements for any

interim period within that year. Therefore, we are unable to and do not

express any opinion on the unaudited condensed consolidated balance

sheet as of March 31, 19X6, and the unaudited condensed consolidated

statements of income, retained earnings (stockholders' equity), and cash

flows for the three-month periods ended March 31, 19X6 and 19X5, included in

the company's quarterly report on Form 10-Q for the quarter ended March

31, 19X6, incorporated by reference in the registration statement, or on the

financial position, results of operations, or cash flows as of any date or for any

period subsequent to December 31, 19X5.

4. For purposes of this letter, we have read the 19X6 minutes of the meetings

of the stockholders, the board of directors, and [include other appropriate
committees, if any] of the company and its subsidiaries as set forth in the

minute books at June 23, 19X6, officials of the company having advised us



that the minutes of all such meetings  through that date were set forth

therein; we have carried out other procedures to June 23, 19X6, as follows

(our work did not extend to the period from June 24, 19X6, to June 28, 19X6,

inclusive):

a. With respect to the three-month periods ended March 31, 19X6 and 19X5,

we have—

b. With respect to the period from April 1, 19X6, to May 31, 19X6, we have—

The foregoing procedures do not constitute an audit conducted in

accordance with the standards of the Public Company Accounting

Oversight Board. Also, they would not necessarily reveal matters of

Performed the procedures specified by the Public Company

Accounting Oversight Board (United States) for a review of interim

financial information as described in AS 4105, Reviews of Interim
Financial Information, on the unaudited condensed consolidated

financial statements for these periods, described in 3, included in the

company's quarterly report on Form 10-Q for the quarter ended

March 31, 19X6, incorporated by reference in the registration

statement.

(i)

Inquired of certain officials of the company who have responsibility

for financial and accounting matters whether the unaudited

condensed consolidated financial statements referred to in a(i)

comply as to form in all material respects with the applicable

accounting requirements of the Securities Exchange Act of 1934 as it

applies to Form 10-Q and the related rules and regulations adopted

by the SEC.

(ii)

Read the unaudited consolidated financial statements  of the

company and subsidiaries for April and May of both 19X5 and 19X6

furnished us by the company, officials of the company having

advised us that no such financial statements as of any date or for any

period subsequent to May 31, 19X6, were available.

(i)

Inquired of certain officials of the company who have responsibility

for financial and accounting matters whether the unaudited

consolidated financial statements referred to in b(i) are stated on a

basis substantially consistent with that of the audited consolidated

financial statements incorporated by reference in the registration

statement.

(ii)

8
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significance with respect to the comments in the following paragraph.

Accordingly, we make no representations about the sufficiency of the

foregoing procedures for your purposes.

5. Nothing came to our attention as a result of the foregoing procedures,

however, that caused us to believe that—

a. 

b. 

Example C: Letter Reaffirming Comments in Example A as of a

Later Date

4. If more than one comfort letter is requested, the later letter may, in appropriate

situations, refer to information appearing in the earlier letter without repeating such

information (see paragraph .24 and paragraph 1 of the Appendix). Example C reaffirms and

updates the information in example A.

July 25, 19X6

Any material modifications should be made to the unaudited

condensed consolidated financial statements described in 3,

incorporated by reference in the registration statement, for them to

be in conformity with generally accepted accounting principles.

(i)

The unaudited condensed consolidated financial statements

described in 3 do not comply as to form in all material respects with

the applicable accounting requirements of the Securities Exchange

Act of 1934 as it applies to Form 10-Q and the related rules and

regulations adopted by the SEC.

(ii)

At May 31, 19X6, there was any change in the capital stock, increase in

long-term debt, or any decreases in consolidated net current assets

or stockholders' equity of the consolidated companies as compared

with amounts shown in the March 31, 19X6 unaudited condensed

consolidated balance sheet incorporated by reference in the

registration statement or

(i)

for the period from April 1, 19X6, to May 31, 19X6, there were any

decreases, as compared with the corresponding period in the

preceding year, in consolidated net sales or in the total or per-share

amounts of income before extraordinary items or of net income,

except in all instances for changes, increases, or decreases that the

registration statement discloses have occurred or may occur.

(ii)



[Addressee]

Dear Sirs:

We refer to our letter of June 28, 19X6, relating to the registration statement

(no. 33-00000) of The Blank Company, Inc. (the company). We reaffirm as of

the date hereof (and as though made on the date hereof) all statements

made in that letter except that, for the purposes of this letter—

a. The registration statement to which this letter relates is as amended

on July 13, 19X6 [effective date].

b. The reading of minutes described in paragraph 4 of that letter has

been carried out through July 20, 19X6 [the new cutoff date].

c. The procedures and inquiries covered in paragraph 4 of that letter

were carried out to July 20, 19X6 [the new cutoff date] (our work did

not extend to the period from July 21, 19X6, to July 25, 19X6 [date of
letter], inclusive).

d. The period covered in paragraph 4b of that letter is changed to the

period from April 1, 19X6, to June 30, 19X6, officials of the company

having advised us that no such financial statements as of any date or

for any period subsequent to June 30, 19X6, were available.

e. The references to May 31, 19X6, in paragraph 5b of that letter are

changed to June 30, 19X6.

f. The references to May 31, 19X6, and June 23, 19X6, in paragraph 6 of that letter are

changed to June 30, 19X6, and July 20, 19X6, respectively.

This letter is solely for the information of the addressees and to assist the

underwriters in conducting and documenting their investigation of the

affairs of the company in connection with the offering of the securities

covered by the registration statement, and it is not to be used, circulated,

quoted, or otherwise referred to within the underwriting group for any other

purpose, including but not limited to the registration, purchase, or sale of

securities, nor is it to be filed with or referred to in whole or in part in the

registration statement or any other document, except that reference may be

made to it in the underwriting agreement or any list of closing documents

pertaining to the offering of the securities covered by the registration

statement.



Example D: Comments on Pro Forma Financial Information

5. Example D is applicable when the accountants are asked to comment on (a) whether

the pro forma financial information included in a registration statement complies as to

form in all material respects with the applicable accounting requirements of rule 11-02 of

Regulation S-X, and (b) the application of pro forma adjustments to historical amounts in

the compilation of the pro forma financial information (see paragraphs .42 and .43). The

material in this example is intended to be inserted between paragraphs 6 and 7 in

example A. The accountants have audited the December 31, 19X5, financial statements and

have conducted an AS 4105 review of the March 31, 19X6, interim financial information of

the acquiring company. Other accountants conducted a review of the March 31, 19X6,

interim financial information of XYZ Company, the company being acquired. The example

assumes that the accountants have not previously reported on the pro forma financial

information. If the accountants did previously report on the pro forma financial

information, they may refer in the introductory paragraph of the comfort letter to the fact

that they have issued a report, and the report may be attached to the comfort letter (see
paragraph .29). In that circumstance, therefore, the procedures in 7b(i) and 7c ordinarily

would not be performed, and the accountants should not separately comment on the

application of pro forma adjustments to historical financial information, since that

assurance is encompassed in the accountants' report on pro forma financial information.

The accountants may, however, agree to comment on compliance as to form with the

applicable accounting requirements of rule 11-02 of Regulation S-X.

7. At your request, we have—

a. Read the unaudited pro forma condensed consolidated balance

sheet as of March 31, 19X6, and the unaudited pro forma condensed

consolidated statements of income for the year ended December 31,

19X5, and the three-month period ended March 31, 19X6, included in

the registration statement.

b. Inquired of certain officials of the company and of XYZ Company (the

company being acquired) who have responsibility for financial and

accounting matters about—

The basis for their determination of the pro forma

adjustments, and

(i)

Whether the unaudited pro forma condensed

consolidated financial statements referred to in 7a

comply as to form in all material respects with the

applicable accounting requirements of rule 11-02 of

Regulation S-X.

(ii)



c. Proved the arithmetic accuracy of the application of the pro forma

adjustments to the historical amounts in the unaudited pro forma

condensed consolidated financial statements.

The foregoing procedures are substantially less in scope than an

examination, the objective of which is the expression of an opinion on

management's assumptions, the pro forma adjustments, and the

application of those adjustments to historical financial information.

Accordingly, we do not express such an opinion. The foregoing procedures

would not necessarily reveal matters of significance with respect to the

comments in the following paragraph. Accordingly, we make no

representation about the sufficiency of such procedures for your purposes.

8. Nothing came to our attention as a result of the procedures specified in

paragraph 7, however, that caused us to believe that the unaudited pro

forma condensed consolidated financial statements referred to in 7a
included in the registration statement do not comply as to form in all

material respects with the applicable accounting requirements of rule 11-02

of Regulation S-X and that the pro forma adjustments have not been

properly applied to the historical amounts in the compilation of those

statements. Had we performed additional procedures or had we made an

examination of the pro forma condensed consolidated financial statements,

other matters might have come to our attention that would have been

reported to you.

Example E: Comments on a Financial Forecast

6. Example E is applicable when accountants are asked to comment on a financial forecast

(see paragraph .44). The material in this example is intended to be inserted between

paragraphs 6 and 7 in example A. The example assumes that the accountants have

previously reported on the compilation of the financial forecast and that the report is

attached to the letter (see paragraph .29 and example O).

7. At your request, we performed the following procedure with respect to the

forecasted consolidated balance sheet and consolidated statements of

income and cash flows as of December 31, 19X6, and for the year then

ending. With respect to forecasted rental income, we compared the

occupancy statistics about expected demand for rental of the housing units

to statistics for existing comparable properties and found them to be the

same.

8. Because the procedure described above does not constitute an

examination of prospective financial statements in accordance with the

standards of the Public Company Accounting Oversight Board, we do not



express an opinion on whether the prospective financial statements are

presented in conformity with AT section 301, Financial Forecasts and
Projections, presentation guidelines or on whether the underlying

assumptions provide a reasonable basis for the presentation.

Had we performed additional procedures or had we made an examination of

the forecast in accordance with the standards of the Public Company

Accounting Oversight Board, matters might have come to our attention that

would have been reported to you. Furthermore, there will usually be

differences between the forecasted and actual results, because events and

circumstances frequently do not occur as expected, and those differences

may be material.

Example F: Comments on Tables, Statistics, and Other Financial

Information—Complete Description of Procedures and Findings

7. Example F is applicable when the accountants are asked to comment on tables,

statistics, or other compilations of information appearing in a registration statement

(paragraphs .54 through .60). Each of the comments is in response to a specific request.

The paragraphs in example F are intended to follow paragraph 6 in example A.

7. For purposes of this letter, we have also read the following, set forth in the

registration statement on the indicated pages.

Item Page Description

a 4 "Capitalization." The amounts under the captions "Amount

Outstanding as of June 15, 19X6" and "As Adjusted." The related

notes, except the following in Note 2: "See 'Transactions With

Interested Persons.' From the proceeds of this offering the

company intends to prepay $900,000 on these notes, pro rata. See
'Use of Proceeds.'"

b 13 "History and Business—Sales and Marketing." The table following

the first paragraph.

c 22 "Executive Compensation—19X5 Compensation."

d 33 "Selected Financial Data."

8. Our audit of the consolidated financial statements for the periods referred

to in the introductory paragraph of this letter comprised audit tests and

procedures deemed necessary for the purpose of expressing an opinion on

such financial statements taken as a whole. For none of the periods referred

10
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to therein, or any other period, did we perform audit tests for the purpose of

expressing an opinion on individual balances of accounts or summaries of

selected transactions such as those enumerated above, and, accordingly, we

express no opinion thereon.

9. However, for purposes of this letter we have performed the following

additional procedures, which were applied as indicated with respect to the

items enumerated above.

Item in 7 Procedures and Findings

a. We compared the amounts and numbers of shares listed under the caption

"Amount Outstanding as of June 15, 19X6" with the balances in the appropriate

accounts in the company's general ledger at May 31, 19X6 (the latest date for which

posting had been made), and found them to be in agreement. We were informed

by company officials who have responsibility for financial and accounting matters

that there have been no changes in such amounts and numbers of shares

between May 31, 19X6, and June 15, 19X6. We compared the amounts and numbers

of shares listed under the caption "Amount Outstanding as of June 15, 19X6,"

adjusted for the issuance of the debentures to be offered by means of the

registration statement and for the proposed use of a portion of the proceeds

thereof to prepay portions of certain notes, as described under "Use of Proceeds,"

with the amounts and numbers of shares shown under the caption "As Adjusted"

and found such amounts and numbers of shares to be in agreement. (However, we

make no comments regarding the reasonableness of the "Use of Proceeds" or

whether such use will actually take place.) We compared the description of the

securities and the information (except certain information in Note 2, referred to in

7) included in the notes to the table with the corresponding descriptions and

information in the company's consolidated financial statements, including the

notes thereto included in the registration statement, and found such description

and information to be in agreement.

b. We compared the amounts of military sales, commercial sales, and total sales

shown in the registration statement with the balances in the appropriate accounts

in the company's accounting records for the respective fiscal years and for the

unaudited interim periods and found them to be in agreement. We proved the

arithmetic accuracy of the percentages of such amounts of military sales and

commercial sales to total sales for the respective fiscal years and for the unaudited

interim periods. We compared such computed percentages with the

corresponding percentages appearing in the registration statement and found

them to be in agreement.

c. We compared the dollar amounts of compensation (salary, bonus, and other

compensation) for each individual listed in the table "Annual Compensation" with

the corresponding amounts shown by the individual employee earnings records



for the year 19X5 and found them to be in agreement. We compared the dollar

amount of aggregate executive officers' cash compensation on page 22 with the

corresponding amount shown in an analysis prepared by the company and found

the amounts to be in agreement. We traced every item over $10,000 on the

analysis to the individual employee records for 19X5. We compared the dollar

amounts shown under the heading of "Long-Term Compensation" on page 24 for

each listed individual and the aggregate amounts for executive officers with

corresponding amounts shown in an analysis prepared by the company and found

such amounts to be in agreement.

We compared the executive compensation information with the requirements of

item 402 of Regulation S-K. We also inquired of certain officials of the company

who have responsibility for financial and accounting matters whether the

executive compensation information conforms in all material respects with the

disclosure requirements of item 402 of Regulation S-K. Nothing came to our

attention as a result of the foregoing procedures that caused us to believe that this

information does not conform in all material respects with the disclosure

requirements of item 402 of Regulation S-K.

d. We compared the amounts of net sales, income from continuing operations,

income from continuing operations per common share, and cash dividends

declared per common share for the years ended December 31, 19X5, 19X4, and 19X3,

with the respective amounts in the consolidated financial statements on pages 27

and 28 and the amounts for the years ended December 31, 19X2, and 19X1, with the

respective amounts in the consolidated financial statements included in the

company's annual reports to stockholders for 19X2 and 19X1 and found them to be

in agreement.

We compared the amounts of total assets, long-term obligations, and redeemable

preferred stock at December 31, 19X5 and 19X4, with the respective amounts in the

consolidated financial statements on pages 27 and 28 and the amounts at

December 31, 19X3, and 19X2, and 19X1 with the corresponding amounts in the

consolidated financial statements included in the company's annual reports to

stockholders for 19X3, 19X2, and 19X1 and found them to be in agreement.

We compared the information included under the heading "Selected Financial

Data" with the requirements of item 301 of Regulation S-K. We also inquired of

certain officials of the company who have responsibility for financial and

accounting matters whether this information conforms in all material respects

with the disclosure requirements of item 301 of Regulation S-K. Nothing came to

our attention as a result of the foregoing procedures that caused us to believe that

this information does not conform in all material respects with the disclosure

requirements of item 301 of Regulation S-K.



10. It should be understood that we make no representations regarding

questions of legal interpretation or regarding the sufficiency for your

purposes of the procedures enumerated in the preceding paragraph; also,

such procedures would not necessarily reveal any material misstatement of

the amounts or percentages listed above. Further, we have addressed

ourselves solely to the foregoing data as set forth in the registration

statement and make no representations regarding the adequacy of

disclosure or regarding whether any material facts have been omitted.

11. This letter is solely for the information of the addressees and to assist the

underwriters in conducting and documenting their investigation of the

affairs of the company in connection with the offering of the securities

covered by the registration statement, and it is not to be used, circulated,

quoted, or otherwise referred to within or without the underwriting group

for any other purpose, including but not limited to the registration, purchase,

or sale of securities, nor is it to be filed with or referred to in whole or in part

in the registration statement or any other document, except that reference

may be made to it in the underwriting agreement or in any list of closing

documents pertaining to the offering of the securities covered by the

registration statement.

Example G: Comments on Tables, Statistics, and Other Financial

Information—Summarized Description of Procedures and Findings

Regarding Tables, Statistics, and Other Financial Information

8. Example G illustrates, in paragraph 9a, a method of summarizing the descriptions of

procedures and findings regarding tables, statistics, and other financial information in

order to avoid repetition in the comfort letter. The summarization of the descriptions is

permitted by paragraph .58. Each of the comments is in response to a specific request. The

paragraphs in example G are intended to follow paragraph 6 in example A.

7. For purposes of this letter, we have also read the following, set forth in the

registration statement on the indicated pages.

Item Page Description

a 4 "Capitalization." The amounts under the captions "Amount

Outstanding as of June 15, 19X6" and "As Adjusted." The related

notes, except the following in Note 2: "See 'Transactions With

Interested Persons.' From the proceeds of this offering the

company intends to prepay $900,000 on these notes, pro rata. See

'Use of Proceeds.'"

11



b 13 History and Business—Sales and Marketing." The table following

the first paragraph.

c 22 "Executive Compensation—19X5 Compensation."

d 33 "Selected Financial Data."

8. Our audit of the consolidated financial statements for the periods referred

to in the introductory paragraph of this letter comprised audit tests and

procedures deemed necessary for the purpose of expressing an opinion on

such financial statements taken as a whole. For none of the periods referred

to therein, or any other period, did we perform audit tests for the purpose of

expressing an opinion on individual balances of accounts or summaries of

selected transactions such as those enumerated above, and, accordingly, we

express no opinion thereon.

9. However, for purposes of this letter and with respect to the items

enumerated in 7 above—

a. Except for item 7a, we have (i) compared the dollar amounts either

with the amounts in the audited consolidated financial statements

described in the introductory paragraph of this letter or, for prior

years, included in the company's annual report to stockholders for

the years 19X1, 19X2, and 19X3, or with amounts in the unaudited

consolidated financial statements described in paragraph 3 to the

extent such amounts are included in or can be derived from such

statements and found them to be in agreement; (ii) compared the

amounts of military sales, commercial sales, and total sales and the

dollar amounts of compensation for each listed individual with

amounts in the company's accounting records and found them to be

in agreement; (iii) compared other dollar amounts with amounts

shown in analyses prepared by the company and found them to be

in agreement; and (iv) proved the arithmetic accuracy of the

percentages based on the data in the above-mentioned financial

statements, accounting records, and analyses.

We compared the information in items 7c and 7d with the disclosure

requirements of Regulation S-K. We also inquired of certain officials

of the company who have responsibility for financial and accounting

matters whether this information conforms in all material respects

with the disclosure requirements of Regulation S-K. Nothing came to

our attention as a result of the foregoing procedures that caused us

to believe that this information does not conform in all material

12



respects with the disclosure requirements of items 402 and 301,

respectively, of Regulation S-K.

b. With respect to item 7a, we compared the amounts and numbers of

shares listed under the caption "Amount Outstanding as of June 15,

19X6" with the balances in the appropriate accounts in the company's

general ledger at May 31, 19X6 (the latest date for which postings had

been made), and found them to be in agreement. We were informed

by officials of the company who have responsibility for financial and

accounting matters that there had been no changes in such

amounts and numbers of shares between May 31, 19X6, and June 15,

19X6. We compared the amounts and numbers of shares listed under

the caption "Amount Outstanding as of June 15, 19X6" adjusted for

the issuance of the debentures to be offered by means of the

registration statement and for the proposed use of a portion of the

proceeds thereof to prepay portions of certain notes, as described

under "Use of Proceeds," with the amounts and numbers of shares

shown under the caption "As Adjusted" and found such amounts and

numbers of shares to be in agreement. (However, we make no

comments regarding the reasonableness of "Use of Proceeds" or

whether such use will actually take place.) We compared the

description of the securities and the information (except certain

information in Note 2, referred to in 7) included in the notes to the

table with the corresponding descriptions and information in the

company's consolidated financial statements, including the notes

thereto, included in the registration statement and found such

descriptions and information to be in agreement.

10. It should be understood that we make no representations regarding

questions of legal interpretation or regarding the sufficiency for your

purposes of the procedures enumerated in the preceding paragraph; also,

such procedures would not necessarily reveal any material misstatement of

the amounts or percentages listed above. Further, we have addressed

ourselves solely to the foregoing data as set forth in the registration

statement and make no representations regarding the adequacy of

disclosure or regarding whether any material facts have been omitted.

11. This letter is solely for the information of the addressees and to assist the

underwriters in conducting and documenting their investigation of the

affairs of the company in connection with the offering of the securities

covered by the registration statement, and it is not to be used, circulated,

quoted, or otherwise referred to within or without the underwriting group

for any other purpose, including but not limited to the registration, purchase,

or sale of securities, nor is it to be filed with or referred to in whole or in part



in the registration statement or any other document, except that reference

may be made to it in the underwriting agreement or in any list of closing

documents pertaining to the offering of the securities covered by the

registration statement.

Example H: Comments on Tables, Statistics, and Other Financial

Information: Descriptions of Procedures and Findings Regarding

Tables, Statistics, and Other Financial Information—Attached

Registration Statement (or Selected Pages) Identifies With

Designated Symbols Items to Which Procedures Were Applied

9. This example illustrates an alternate format which could facilitate reporting when the

accountant is requested to perform procedures on numerous statistics included in a

registration statement. This format is permitted by paragraph .58. Each of the comments is

in response to a specific request. The paragraph in example H is intended to follow

paragraph 6 in example A.

7. For purposes of this letter, we have also read the items identified by you on

the attached copy of the registration statement (prospectus), and have

performed the following procedures, which were applied as indicated with

respect to the symbols explained below:

Compared the amount with the XYZ (Predecessor Company) financial

statements for the period indicated and found them to be in agreement.

Compared the amount with the XYZ (Predecessor Company) financial

statements for the period indicated contained in the registration statement

and found them to be in agreement.

Compared the amount with ABC Company's financial statements for the

period indicated contained in the registration statement and found them to

be in agreement.

Compared with a schedule or report prepared by the Company and found

them to be in agreement.

The letter would also contain paragraphs 8, 10, and 11 of the letter in example F.



[The following is an extract from a registration statement that illustrates how an
accountant can document procedures performed on numerous statistics included in the
registration statement.]

The following summary is qualified in its entirety by the financial statements and detailed

information appearing elsewhere in this Prospectus.

The Company

ABC Company (the "Company") designs, constructs, sells, and finances

single-family homes for the entry-level and move-up homebuyer. The

Company and its predecessor have built and delivered more single-family

homes in the metropolitan area than any other homebuilder for each of the

last five years. The Company delivered 1,000 homes in the year ending

December 31, 19X5, and at December 31, 19X5, had 500 homes  under

contract with an aggregate sales price of approximately $45,000,000. The

Company's wholly owned mortgage banking subsidiary, which commenced

operations in March 19X5, currently originates a substantial portion of the

mortgages for homes sold by the Company.

The Company typically does not engage in land development without

related homebuilding operations and limits speculative building. The

Company purchases only that land which it is prepared to begin developing

immediately for home production. A substantial portion of the Company's

homes are under contract for sale before construction commences.

The DEF area has been among the top five markets in the country in

housing starts for each of the last five years, with more than 90,000 single-

family starts during that period. During the same period, the DEF

metropolitan area has experienced increases in population, personal income,

and employment at rates above the national average. The Company is a

major competitive factor in three of the seven market areas, and is

expanding significantly in a fourth area.

The Offering

Stock Offered by the Company.................. 750,000

shares of Common Stock—$.01 par value

(the Common Stock")

Common Stock to Be Outstanding.............. 3,250,000 shares*

*
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Use of Proceeds......................................... To repay indebtedness incurred for the

acquisition of the Company.

Proposed NASDAQ Symbol...................... ABC

Summary Financial

Information

(In thousands, except per-

share data)

XYZ (Predecessor
Company)

Year Ended December 31,

ABC Company
Year Ended

December 31,

Income Statement
Data

19X1 19X2 19X3 19X4 19X5

Revenue from

home sales

$106,603 $88,970 $104,110 $115,837 $131,032

Gross profit

from sales

15,980 21,138 23,774 17,099 22,407

Income from home

building net of tax

490 3,473 7,029 1,000 3,425

Earnings per share — — — — $ 1.37

Example I: Alternate Wording When Accountants' Report on

Audited Financial Statements Contains an Explanatory Paragraph

10. Example I is applicable when the accountants' report on the audited financial

statements included in the registration statement contains an explanatory paragraph

regarding a matter that would also affect the unaudited condensed consolidated interim

financial statements included in the registration statement. The introductory paragraph of

example A would be revised as follows:

Our reports with respect thereto (which contain an explanatory paragraph

that describes a lawsuit to which the Company is a defendant, discussed in

note 8 to the consolidated financial statements) are also included in the

registration statement.



The matter described in the explanatory paragraph should also be evaluated to determine

whether it also requires mention in the comments on the unaudited condensed

consolidated interim financial information (paragraph 5b of example A). If it is concluded

that mention of such a matter in the comments on unaudited condensed consolidated

financial statements is appropriate, a sentence should be added at the end of paragraph

5b in example A:

Reference should be made to the introductory paragraph of this letter which

states that our audit report covering the consolidated financial statements

as of and for the year ended December 31, 19X5, includes an explanatory

paragraph that describes a lawsuit to which the company is a defendant,

discussed in note 8 to the consolidated financial statements.

Example J: Alternate Wording When More Than One Accountant Is

Involved

11. Example J applies when more than one accountant is involved in the audit of the

financial statements of a business and the principal accountants have obtained a copy of

the comfort letter of the other accountants (see paragraph .18). Example J consists of an

addition to paragraph 4c, a substitution for the applicable part of paragraph 5, and an

addition to paragraph 6 of example A.

[4]c.We have read the letter dated _________ of [the other accountants] with

regard to [the related company].

5.Nothing came to our attention as a result of the foregoing procedures

(which, so far as [the related company] is concerned, consisted solely of

reading the letter referred to in 4c), however, that caused us to believe that.

. . .

6. . . . On the basis of these inquiries and our reading of the minutes and the

letter dated ________ of [the other accountants] with regard to [the related
company], as described in 4, nothing came to our attention that caused us

to believe that there was any such change, increase, or decrease, except in all

instances for changes, increases, or decreases that the registration

statement discloses have occurred or may occur.

Example K: Alternate Wording When the SEC Has Agreed to a

Departure From Its Accounting Requirements

12. Example K is applicable when (a) there is a departure from the applicable accounting

requirements of the Act and the related rules and regulations adopted by the SEC and (b)

representatives of the SEC have agreed to the departure. Paragraph 2 of example A would



be revised to read as follows:

2. In our opinion [include the phrase "except as disclosed in the registration
statement," if applicable], the consolidated financial statements and

financial statement schedules audited by us and included (incorporated by

reference) in the registration statement comply as to form in all material

respects with the applicable accounting requirements of the Act and the

related rules and regulations adopted by the SEC; however, as agreed to by

representatives of the SEC, separate financial statements and financial

statement schedules of ABC Company (an equity investee) as required by

rule 3-09 of Regulation S-X have been omitted.

Example L: Alternate Wording When Recent Earnings Data Are

Presented in Capsule Form

13. Example L is applicable when (a) the statement of income in the registration statement

is supplemented by later information regarding sales and earnings (capsule financial

information), (b) the accountants are asked to comment on that information (paragraphs

.39 through .41), and (c) the accountants have conducted a review in accordance with AS

4105 of the financial statements from which the capsule financial information is derived.

The same facts exist as in example A, except for the following:

a. Sales, net income (no extraordinary items), and earnings per share for

the six-month periods ended June 30, 19X6 and 19X5 (both

unaudited), are included in capsule form more limited than that

specified by APB Opinion 28 [AC section I73.146].

b. No financial statements later than those for June 19X6 are available.

c. The letter is dated July 25, 19X6, and the cutoff date is July 20, 19X6.

Paragraphs 4, 5, and 6 of example A should be revised to read as follows:

4. For purposes of this letter we have read the 19X6 minutes of the meetings

of the stockholders, the board of directors, and [include other appropriate
committees, if any] of the company and its subsidiaries as set forth in the

minute books at July 20, 19X6, officials of the company having advised us

that the minutes of all such meetings  through that date were set forth

therein; we have carried out other procedures to July 20, 19X6, as follows (our

work did not extend to the period from July 21, 19X6, to July 25, 19X6,

inclusive):

a. With respect to the three-month periods ended March 31, 19X6 and 19X5,

we have—
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b. With respect to the six-month periods ended June 30, 19X6 and 19X5, we

have—

The foregoing procedures do not constitute an audit conducted in accordance with the

standards of the Public Company Accounting Oversight Board. Also, they would not

necessarily reveal matters of significance with respect to the comments in the following

paragraph. Accordingly, we make no representations regarding the sufficiency of the

foregoing procedures for your purposes.

Performed the procedures specified by the Public Company

Accounting Oversight Board (United States) for a review of interim

financial information as described in AS 4105, Reviews of Interim
Financial Information, on the unaudited condensed consolidated

balance sheet as of March 31, 19X6, and the unaudited condensed

consolidated statements of income, retained earnings (stockholders'

equity), and cash flows for the three-month periods ended March 31,

19X6 and 19X5, included in the registration statement.

(i)

Inquired of certain officials of the company who have responsibility

for financial and accounting matters whether the unaudited

condensed consolidated financial statements referred to in (i)

comply as to form in all material respects with the applicable

accounting requirements of the Act and the related rules and

regulations adopted by the SEC.

(ii)

Read the unaudited amounts for sales, net income, and earnings per

share for the six-month periods ended June 30, 19X6 and 19X5, as set

forth in paragraph [identify location].

(i)

Performed the procedures specified by the Public Company

Accounting Oversight Board for a review of financial information as

described in AS 4105on the unaudited condensed consolidated

balance sheet as of June 30, 19X6 and the unaudited condensed

consolidated statements of income, retained earnings (stockholders'

equity), and cash flows for the six-month periods ended June 30, 19X6

and 19X5 from which the unaudited amounts referred to in b(i) are

derived.

(ii)

Inquired of certain officials of the company who have responsibility

for financial and accounting matters whether the unaudited

amounts referred to in (i) are stated on a basis substantially

consistent with that of the corresponding amounts in the audited

consolidated statements of income.

(iii)



5. Nothing came to our attention as a result of the foregoing procedures,

however, that caused us to believe that—

a. 

i. Any material modifications should be made to the unaudited

condensed consolidated financial statements described in 4a(i),

included in the registration statement, for them to be in conformity

with generally accepted accounting principles.

ii. The unaudited condensed consolidated financial statements

described in 4a(i) do not comply as to form in all material respects

with the applicable accounting requirements of the Act and the

related rules and regulations adopted by the SEC.

b. 

c. At June 30, 19X6, there was any change in the capital stock, increase in

long-term debt or any decreases in consolidated net current assets or

stockholders' equity of the consolidated companies as compared with

amounts shown in the March 31, 19X6, unaudited condensed consolidated

balance sheet included in the registration statement, except in all instances

for changes, increases, or decreases that the registration statement discloses

have occurred or may occur.

6. Company officials have advised us that no consolidated financial

statements as of any date or for any period subsequent to June 30, 19X6, are

available; accordingly, the procedures carried out by us with respect to

changes in financial statement items after June 30, 19X6, have been, of

necessity, even more limited than those with respect to the periods referred

to in 4. We have inquired of certain officials of the company who have

responsibility for financial and accounting matters regarding whether (a) at

July 20, 19X6, there was any change in the capital stock, increase in long-

term debt or any decreases in consolidated net current assets or

stockholders' equity of the consolidated companies as compared with

amounts shown on the March 31, 19X6 unaudited condensed consolidated

The unaudited amounts for sales, net income and earnings per share

for the six-month periods ended June 30, 19X6 and 19X5, referred to in

4b(i) do not agree with the amounts set forth in the unaudited

consolidated financial statements for those same periods.

(i)

The unaudited amounts referred to in b(i) were not determined on a

basis substantially consistent with that of the corresponding

amounts in the audited consolidated statements of income.

(ii)



balance sheet included in the registration statement; or (b) for the period

from July 1, 19X6, to July 20, 19X6, there were any decreases, as compared

with the corresponding period in the preceding year, in consolidated net

sales or in the total or per-share amounts of income before extraordinary

items or of net income. On the basis of these inquiries and our reading of the

minutes as described in 4, nothing came to our attention that caused us to

believe that there was any such change, increase, or decrease, except in all

instances for changes, increases, or decreases that the registration

statement discloses have occurred or may occur.

Example M: Alternate Wording When Accountants Are Aware of a

Decrease in a Specified Financial Statement Item

14. Example M covers a situation in which accountants are aware of a decrease in a

financial statement item on which they are requested to comment (see paragraphs .45

through .53). The same facts exist as in example A, except for the decrease covered in the

following change in paragraph 5b.

b. 

Current
Assets

Current
Liabilities

Net Current
Assets

March 31, 19X6 $4,251 $1,356 $2,895

May 31, 19X6 3,986 1,732 2,254

6. As mentioned in 4b, company officials have advised us that no

consolidated financial statements as of any date or for any period

subsequent to May 31, 19X6, are available; accordingly, the procedures carried

At May 31, 19X6, there was any change in the capital stock, increase in long-term

debt or any decrease in consolidated stockholders' equity of the consolidated

companies as compared with amounts shown in the March 31, 19X6, unaudited

condensed consolidated balance sheet included in the registration statement, or

(i)

for the period from April 1, 19X6, to May 31, 19X6, there were any decreases, as

compared with the corresponding period in the preceding year, in consolidated

net sales or the total or per-share amounts of income before extraordinary items or

of net income, except in all instances for changes, increases, or decreases that the

registration statement discloses have occurred or may occur and except that the

unaudited consolidated balance sheet as of May 31, 19X6, which we were furnished

by the company, showed a decrease from March 31, 19X6, in consolidated net

current assets as follows (in thousands of dollars):

(ii)



out by us with respect to changes in financial statement items after May 31,

19X6, have been, of necessity, even more limited than those with respect to

the periods referred to in 4. We have inquired of certain officials of the

company who have responsibility for financial and accounting matters

regarding whether (a) there was any change at June 23, 19X6, in the capital

stock, increase in long-term debt or any decreases in consolidated net

current assets or stockholders' equity of the consolidated companies as

compared with amounts shown on the March 31, 19X6, unaudited condensed

consolidated balance sheet included in the registration statement; or (b) for

the period from April 1, 19X6, to June 23, 19X6, there were any decreases, as

compared with the corresponding period in the preceding year, in

consolidated net sales or in the total or per-share amounts of income before

extraordinary items or of net income. On the basis of these inquiries and our

reading of the minutes as described in 4, nothing came to our attention that

caused us to believe that there was any such change, increase, or decrease,

except in all instances for changes, increases, or decreases that the

registration statement discloses have occurred or may occur and except as

described in the following sentence. We have been informed by officials of

the company that there continues to be a decrease in net current assets that

is estimated to be approximately the same amount as set forth in 5b [or
whatever other disclosure fits the circumstances].

Example N: Alternate Wording of the Letter for Companies That

Are Permitted to Present Interim Earnings Data for a Twelve-

Month Period

15. Certain types of companies are permitted to include earnings data for a twelve-month

period to the date of the latest balance sheet furnished in lieu of earnings data for both

the interim period between the end of the latest fiscal year and the date of the latest

balance sheet and the corresponding period of the preceding fiscal year. The following

would be substituted for the applicable part of paragraph 3 of example A.

3. . . . was to enable us to express our opinion on the financial statements as

of December 31, 19X5, and for the year then ended, but not on the financial

statements for any period included in part within that year. Therefore, we are

unable to and do not express any opinion on the unaudited condensed

consolidated balance sheet as of March 31, 19X6, and the related unaudited

condensed consolidated statements of income, retained earnings

(stockholders' equity), and cash flows for the twelve months then ended

included in the registration statement. . . .



Example O: Alternate Wording When the Procedures That the

Underwriter Has Requested the Accountant to Perform on Interim

Financial Information Are Less Than an AS 4105 Review

16. The example assumes that the underwriter has asked the accountants to perform

specified procedures on the interim financial information and report thereon in the

comfort letter. The letter is dated June 28, 19X6; procedures were performed through June

23, 19X6, the cutoff date. Since an AS 4105 review was not performed on the interim

financial information as of March 31, 19X6 and for the quarter then ended, the accountants

are limited to reporting procedures performed and findings obtained on the interim

financial information. In addition to the information presented below, the letter would also

contain paragraph 7 of the typical comfort letter in example A.

June 28, 19X6

[Addressee]

Dear Sirs:

We have audited the consolidated balance sheets of The Blank Company,

Inc. (the company) and the subsidiaries as of December 31, 19X5 and 19X4,

and the consolidated statements of income, retained earnings (stockholders'

equity), and cash flows for each of the three years in the period ended

December 31, 19X5 and the related financial statement schedules all included

in the registration statement (no. 33-00000) on Form S-1 filed by the

company under the Securities Act of 1933 (the Act); our reports with respect

thereto are included in that registration statement. The registration

statement, as amended on June 28, 19X6, is herein referred to as the

registration statement.

Also, we have compiled the forecasted balance sheet and consolidated

statements of income, retained earnings (stockholders' equity), and cash

flows as of December 31, 19X6 and for the year then ending, attached to the

registration statement, as indicated in our report dated May 15, 19X6, which is

attached.

In connection with the registration statement—

1. We are independent certified public accountants with respect to the

company within the meaning of the Act and the applicable rules and

regulations thereunder adopted by the SEC.

2. In our opinion [include the phrase "except as disclosed in the registration
statement," if applicable], the consolidated financial statements and

financial statement schedules audited by us and included in the registration



statement comply as to form in all material respects with the applicable

accounting requirements of the Act and the related rules and regulations

adopted by the SEC.

3. We have not audited any financial statements of the company as of any

date or for any period subsequent to December 31, 19X5; although we have

conducted an audit for the year ended December 31, 19X5, the purpose (and

therefore the scope) of the audit was to enable us to express our opinion on

the consolidated financial statements as of December 31, 19X5, and for the

year then ended, but not on the financial statements for any interim period

within that year. Therefore, we are unable to and do not express any opinion

on the unaudited condensed consolidated balance sheet as of March 31,

19X6, and the unaudited condensed consolidated statements of income,

retained earnings (stockholders' equity), and cash flows for the three-month

periods ended March 31, 19X6 and 19X5, included in the registration

statement, or on the financial position, results of operations, or cash flows as

of any date or for any period subsequent to December 31, 19X5.

4. For purposes of this letter, we have read the 19X6 minutes of meetings of

the stockholders, the board of directors, and [include other appropriate
committees, if any] of the company as set forth in the minute books at June

23, 19X6, officials of the company having advised us that the minutes of all

such meetings  through that date were set forth therein; we have carried

out other procedures to June 23, 19X6, as follows (our work did not extend to

the period from June 24, 19X6, to June 28, 19X6, inclusive):

a. With respect to the three-month periods ended March 31, 19X6 and

19X5, we have—

Read the unaudited condensed consolidated balance sheet as

of March 31, 19X6, and unaudited condensed consolidated

statements of income, retained earnings (stockholders' equity),

and cash flows for the three-month periods ended March 31,

19X6 and 19X5, included in the registration statement, and

agreed the amounts contained therein with the company's

accounting records as of March 31, 19X6 and 19X5, and for the

three-month periods then ended.

(i)

Inquired of certain officials of the company who have

responsibility for financial and accounting matters whether the

unaudited condensed consolidated financial statements

referred to in a(i): (1) are in conformity with generally accepted

accounting principles  applied on a basis substantially

consistent with that of the audited consolidated financial

statements included in the registration statement, and (2)

(ii)
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b. With respect to the period from April 1, 19X6, to May 31, 19X6, we have
—

Those officials stated that (1) the unaudited consolidated financial
statements referred to in 4b(i) are stated on a basis substantially
consistent with that of the audited consolidated financial
statements included in the registration statement, (2) at May 31,
19X6, there was no change in the capital stock, no increase in long-
term debt, and no decrease in net current assets or stockholders'

comply as to form in all material respects with the applicable

accounting requirements of the Act and the related rules and

regulations adopted by the SEC. Those officials stated that the

unaudited condensed consolidated financial statements (1) are

in conformity with generally accepted accounting principles

applied on a basis substantially consistent with that of the

audited financial statements, and (2) comply as to form in all

material respects with the applicable accounting requirements

of the Act and the related rules and regulations adopted by the

SEC.

Read the unaudited condensed consolidated financial
statements of the company  for April and May of both 19X5
and 19X6 furnished us by the company, and agreed the
amounts contained therein to the company's accounting
records. Officials of the company have advised us that no such
financial statements as of any date or for any period
subsequent to May 31, 19X6, were available.

(i)

Inquired of certain officials of the company who have
responsibility for financial and accounting matters whether (1)
the unaudited financial statements referred to in b(i) are stated
on a basis substantially consistent with that of the audited
consolidated financial statements included in the registration
statement, (2) at May 31, 19X6, there was any change in the
capital stock, increase in long-term debt or any decrease in
consolidated net current assets or stockholders' equity of the
consolidated companies as compared with amounts shown in
the March 31, 19X6 unaudited condensed consolidated balance
sheet included in the registration statement, and (3) for the
period from April 1, 19X6, to May 31, 19X6, there were any
decreases, as compared with the corresponding period in the
preceding year, in consolidated net sales or in the total or per-
share amounts of income before extraordinary items or of net
income.

(ii)
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equity of the consolidated companies as compared with amounts
shown in the March 31, 19X6, unaudited condensed consolidated
balance sheet included in the registration statement, and (3) there
were no decreases for the period from April 1, 19X6, to May 31, 19X6, as
compared with the corresponding period in the preceding year, in
consolidated net sales or in the total or per-share amounts of
income before extraordinary items or of net income.

c. As mentioned in 4b(i), company officials have advised us that no

financial statements as of any date or for any period subsequent to

May 31, 19X6, are available; accordingly, the procedures carried out by

us with respect to changes in financial statement items after May 31,

19X6, have, of necessity, been even more limited than those with

respect to the periods referred to in 4a and 4b. We have inquired of

certain officials of the company who have responsibility for financial

and accounting matters whether (a) at June 23, 19X6, there was any

change in the capital stock, increase in long-term debt or any

decreases in consolidated net current assets or stockholders' equity

of the consolidated companies as compared with amounts shown on

the March 31, 19X6, unaudited condensed consolidated balance sheet

included in the registration statement, or (b) for the period from April

1, 19X6, to June 23, 19X6, there were any decreases, as compared with

the corresponding period in the preceding year, in consolidated net

sales or in the total or per-share amounts of income before

extraordinary items or of net income. Those officials stated that (1) at

June 23, 19X6, there was no change in the capital stock, no increase in

long-term debt and no decreases in consolidated net current assets

or stockholders' equity of the consolidated companies as compared

with amounts shown on the March 31, 19X6, unaudited condensed

consolidated balance sheet, and (2) for the period from April 1, 19X6,

to June 23, 19X6, there were no decreases, as compared with the

corresponding period in the preceding year, in consolidated net sales

or in the total or per-share amounts of income before extraordinary

items or of net income.

The foregoing procedures do not constitute an audit conducted in accordance with the

standards of the Public Company Accounting Oversight Board (United States). We make

no representations regarding the sufficiency of the foregoing procedures for your

purposes. Had we performed additional procedures or had we conducted an audit or a

review, other matters might have come to our attention that would have been reported to

you.

5. At your request, we also performed the following procedures:



a. Read the unaudited pro forma condensed consolidated balance

sheet as of March 31, 19X6, and the unaudited pro forma condensed

consolidated statements of income for the year ended December 31,

19X5, and the three-month period ended March 31, 19X6, included in

the registration statement.

b. Inquired of certain officials of the company and of XYZ Company
(the company being acquired) who have responsibility for financial
and accounting matters as to whether all significant assumptions
regarding the business combination had been reflected in the pro
forma adjustments and whether the unaudited pro forma
condensed consolidated financial statements referred to in (a)
comply as to form in all material respects with the applicable
accounting requirements of rule 11-02 of Regulation S-X.

Those officials referred to above stated, in response to our inquiries,
that all significant assumptions regarding the business
combination had been reflected in the pro forma adjustments and
that the unaudited pro forma condensed consolidated financial
statements referred to in (a) comply as to form in all material
respects with the applicable accounting requirements of rule 11-02
of Regulation S-X.

c. Compared the historical financial information for the company
included on page 20 in the registration statement with historical
financial information for the company on page 12 and found them
to be in agreement.
We also compared the financial information included on page 20 of
the registration statement with the historical information for XYZ
Company on page 13 and found them to be in agreement.

d. Proved the arithmetic accuracy of the application of the pro forma

adjustments to the historical amounts in the unaudited pro forma

condensed consolidated financial statements.

The foregoing procedures are less in scope than an examination, the

objective of which is the expression of an opinion on management's

assumptions, the pro forma adjustments, and the application of those

adjustments to historical financial information. Accordingly, we do not

express such an opinion. We make no representation about the sufficiency

of the foregoing procedures for your purposes. Had we performed additional

procedures or had we made an examination of the pro forma financial

information, other matters might have come to our attention that would

have been reported to you.



6. At your request, we performed the following procedures with respect to

the forecasted consolidated balance sheet and consolidated statements of

income and cash flows as of December 31, 19X6, and for the year then

ending. With respect to forecasted rental income, we compared the

occupancy statistics about expected demand for rental of the housing units

to statistics for existing comparable properties and found them to be the

same.

Because the procedures described above do not constitute an examination

of prospective financial statements in accordance with the standards of the

Public Company Accounting Oversight Board, we do not express an opinion

on whether the prospective financial statements are presented in

conformity with AT section 301, Financial Forecasts and Projections,

presentation guidelines or on whether the underlying assumptions provide

a reasonable basis for the presentation. Furthermore, there will usually be

differences between the forecasted and actual results, because events and

circumstances frequently do not occur as expected, and those differences

may be material. We make no representations about the sufficiency of such

procedures for your purposes. Had we performed additional procedures or

had we made an examination of the forecast in accordance with the

standards of the Public Company Accounting Oversight Board, matters

might have come to our attention that would have been reported to you.

Example P: A Typical Comfort Letter in a Non-1933 Act Offering,

Including the Required Underwriter Representations

17. Example P is applicable when a comfort letter is issued in a non-1933 Act offering. The

underwriter has given the accountants a letter including the representations regarding

their due diligence review process, as described in paragraphs .06 and .07, and the comfort

letter refers to those representations. In addition, the example assumes that the

accountants were unable, or were not requested, to perform an AS 4105 review of a

subsequent interim period and therefore no negative assurance has been given. See
paragraph .47.

November 30, 19X5

[Addressee]

Dear Sirs:

We have audited the balance sheets of Example City, Any State Utility

System as of June 30, 19X5 and 19X4, and the statements of revenues,

expenses, and changes in retained earnings and cash flows for the years

then ended, included in the Official Statement for $30,000,000 of Example



City, Any State Utility System Revenue Bonds due November 30, 19Z5. Our

report with respect thereto is included in the Official Statement. This Official

Statement, dated November 30, 19X5, is herein referred to as the Official

Statement.

This letter is being furnished in reliance upon your representation to us that

—

a. You are knowledgeable with respect to the due diligence review

process that would be performed if this placement of securities were

being registered pursuant to the Securities Act of 1933 (the Act).

b. In connection with the offering of revenue bonds, the review process

you have performed is substantially consistent with the due

diligence review process that you would have performed if this

placement of securities were being registered pursuant to the Act.

In connection with the Official Statement—

1. We are independent certified public accountants with respect to Example

City, Any State and its Utility System under rule 101 of the AICPA's Code of
Professional Conduct, and its interpretations and rulings.

2. We have not audited any financial statements of Example City, Any State

Utility System as of any date or for any period subsequent to June 30, 19X5;

although we have conducted an audit for the year ended June 30, 19X5, the

purpose (and therefore the scope) of the audit was to enable us to express

our opinion on the financial statements as of June 30, 19X5, and for the year

then ended, but not on the financial statements for any interim period

within that year. Therefore, we are unable to and do not express any opinion

on the financial position, results of operations, or cash flows as of any date or

for any period subsequent to June 30, 19X5, for the Example City, Any State

Utility System.

3. For purposes of this letter we have read the 19X5 minutes of the meetings

of the City Council of Example City, Any State as set forth in the minutes

books as of November 25, 19X5, the City Clerk of Example City having advised

us that the minutes of all such meetings  through that date were set forth

therein.

4. With respect to the period subsequent to June 30, 19X5, we have carried

out other procedures to November 25, 19X5, as follows (our work did not

extend to the period from November 26, 19X5, to November 30, 19X5,

inclusive):
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We have inquired of, and received assurance from, city officials who

have responsibility for financial and accounting matters, that no

financial statements as of any date or for any period subsequent to

June 30, 19X5, are available.

We have inquired of those officials regarding whether (a) at

November 25, 19X5, there was any increase in long-term debt or any

decrease in net current assets of Example City, Any State Utility

System as compared with amounts shown on the June 30, 19X5,

balance sheet, included in the Official Statement, or (b) for the period

from July 1, 19X5, to November 25, 19X5, there were any decreases, as

compared with the corresponding period in the preceding year, in

total operating revenues, income from operations or net income.

Those officials stated that (1) at November 25, 19X5, there was no

increase in long-term debt and no decrease in net current assets of

the Example City, Any State Utility System as compared with

amounts shown in the June 30, 19X5, balance sheet; and (2) there

were no decreases for the period from July 1, 19X5, to November 25,

19X5, as compared with the corresponding period in the preceding

year, in total operating revenues, income from operations, or net

income, except in all instances for changes, increases, or decreases

that the Official Statement discloses have occurred or may occur.

5. For accounting data pertaining to the years 19X3 through 19X5, inclusive,

shown on page 11 of the Official Statement, we have (i) for data shown in the

audited financial statements, compared such data with the audited financial

statements of the Example City, Any State Utility System for 19X3 through

19X5 and found them to be in agreement; and (ii) for data not directly shown

in the audited financial statements, compared such data with the general

ledger and accounting records of the Utility System from which such

information was derived, and found them to be in agreement.

6. The procedures enumerated in the preceding paragraphs do not

constitute an audit conducted in accordance with the standards of the

Public Company Accounting Oversight Board (United States). Accordingly,

we make no representations regarding the sufficiency of the foregoing

procedures for your purposes.

7. This letter is solely for the information of the addressees and to assist the

underwriters in conducting and documenting their investigation of the

affairs of the Example City, Any State Utility System in connection with the

offering of securities covered by the Official Statement, and it is not to be

used, circulated, quoted, or otherwise referred to for any other purpose,

including but not limited to the purchase or sale of securities, nor is it to be



filed with or referred to in whole or in part in the Official Statement or any

other document, except that reference may be made to it in the Purchase

Contract or in any list of closing documents pertaining to the offering of

securities covered by the Official Statement.

Example Q: Letter to a Requesting Party That Has Not Provided the

Representation Letter Described in Paragraphs .06 and .07

18. This example assumes that these procedures are being performed at the request of the

placement agent on information included in an offering circular in connection with a

private placement of unsecured notes with two insurance companies.  The letter is dated

June 30, 19X6; procedures were performed through June 25, 19X6, the cutoff date. The

statements in paragraphs 5 through 9 of the example should be included in any letter

issued pursuant to paragraph .09.

June 30, 19X6

[Addressee]

Dear Sirs:

We have audited the consolidated balance sheets of The Blank Company,

Inc. (the company) and subsidiaries as of December 31, 19X5 and 19X4, and

the consolidated statements of income, retained earnings (stockholders'

equity), and cash flows for each of the three years in the period ended

December 31, 19X5, included in the offering circular for $30,000,000 of notes

due June 30, 20X6. Our report with respect thereto is included in the offering

circular. The offering circular dated June 30, 19X6, is herein referred to as the

offering circular.

We are independent certified public accountants with respect to the

company under Public Company Accounting Oversight Board Rule 3520,

Auditor Independence.

We have not audited any financial statements of the company as of any date

or for any period subsequent to December 31, 19X5; although we have

conducted an audit for the year ended December 31, 19X5, the purpose (and,

therefore, the scope) of the audit was to enable us to express our opinion on

the consolidated financial statements as of December 31, 19X5, and for the

year then ended, but not on the financial statements for any interim period

within that year. Therefore, we are unable to and do not express any opinion

on the unaudited condensed consolidated balance sheet as of March 31,

19X6, and the unaudited condensed consolidated statements of income,

retained earnings (stockholders' equity), and cash flows for the three-month
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periods ended March 31, 19X6 and 19X5, included in the offering circular, or on

the financial position, results of operations, or cash flows as of any date or for

any period subsequent to December 31, 19X5.

1. At your request, we have read the 19X6 minutes of meetings of the

stockholders, the board of directors, and [include other appropriate
committees, if any] of the company as set forth in the minute books at June

25, 19X6, officials of the company having advised us that the minutes of all

such meetings  through that date were set forth therein; we have carried

out other procedures to June 25, 19X6 (our work did not extend to the period

from June 26, 19X6, to June 30, 19X6, inclusive), as follows:

a. With respect to the three-month periods ended March 31, 19X6 and

19X5, we have—

b. With respect to the period from April 1, 19X6, to May 31, 19X6, we have—

Read the unaudited condensed consolidated balance sheet as

of March 31, 19X6, and the unaudited condensed consolidated

statements of income, retained earnings (stockholders' equity),

and cash flows  of the company for the three-month periods

ended March 31, 19X6 and 19X5, included in the offering circular,

and agreed the amounts contained therein with the company's

accounting records as of March 31, 19X6 and 19X5, and for the

three-month periods then ended.

(i)

Inquired of certain officials of the company who have

responsibility for financial and accounting matters whether the

unaudited condensed consolidated financial statements

referred to in a(i) are in conformity with generally accepted

accounting principles applied on a basis substantially consistent

with that of the audited consolidated financial statements

included in the offering circular. Those officials stated that the

unaudited condensed consolidated financial statements are in

conformity with generally accepted accounting principles

applied on a basis substantially consistent with that of the

audited consolidated financial statements.

(ii)

Read the unaudited condensed consolidated financial statements of the

company for April and May of both 19X5 and 19X6, furnished us by the

company, and agreed the amounts contained therein with the company's

accounting records. Officials of the company have advised us that no financial

statements as of any date or for any period subsequent to May 31, 19X6, were

available.

(i)
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Those officials stated that (1) the unaudited condensed consolidated financial

statements referred to in b(ii) are stated on a basis substantially consistent with

that of the audited consolidated financial statements included in the offering

circular, (2) at May 31, 19X6, there was no change in the capital stock, no increase in

long-term debt, and no decrease in consolidated net current assets or

stockholders' equity of the consolidated companies as compared with amounts

shown in the March 31, 19X6, unaudited condensed consolidated balance sheet

included in the offering circular, and (3) there were no decreases for the period

from April 1, 19X6, to May 31, 19X6, as compared with the corresponding period in

the preceding year, in consolidated net sales or in the total or per-share amounts

of income before extraordinary items or of net income.

c. As mentioned in 1b, company officials have advised us that no financial statements

as of any date or for any period subsequent to May 31, 19X6, are available;

accordingly, the procedures carried out by us with respect to changes in financial

statement items after May 31, 19X6, have, of necessity, been even more limited than

those with respect to the periods referred to in 1a and 1b. We have inquired of

certain officials of the company who have responsibility for financial and

accounting matters whether (i) at June 25, 19X6, there was any change in the

capital stock, increase in long-term debt, or any decreases in consolidated net

current assets or stockholders' equity of the consolidated companies as compared

with amounts shown on the March 31, 19X6, unaudited condensed consolidated

balance sheet included in the offering circular or (ii) for the period from April 1,

19X6, to June 25, 19X6, there were any decreases, as compared with the

corresponding period in the preceding year, in consolidated net sales or in the total

or per-share amounts of income before extraordinary items or of net income. 

Those officials referred to above stated that (i) at June 25, 19X6, there was no

change in the capital stock, no increase in long-term debt, and no decreases in

consolidated net current assets or stockholders' equity of the consolidated

companies as compared with amounts shown on the March 31, 19X6, unaudited

Inquired of certain officials of the company who have responsibility for

financial and accounting matters whether (1) the unaudited condensed

consolidated financial statements referred to in b(i) are stated on a basis

substantially consistent with that of the audited consolidated financial

statements included in the offering circular, (2) at May 31, 19X6, there was any

change in the capital stock, increase in long-term debt or any decrease in

consolidated net current assets or stockholders' equity of the consolidated

companies as compared with amounts shown in the March 31, 19X6,

unaudited condensed consolidated balance sheet included in the offering

circular, and (3) for the period from April 1, 19X6, to May 31, 19X6, there were any

decreases, as compared with the corresponding period in the preceding year,

in consolidated net sales or in the total or per-share amounts of income

before extraordinary items or of net income.

(ii)



condensed consolidated balance sheet, and (ii) there were no decreases for the

period from April 1, 19X6, to June 25, 19X6, as compared with the corresponding

period in the preceding year, in consolidated net sales or in the total or per-share

amounts of income before extraordinary items or of net income.

2. At your request, we have read the following items in the offering circular

on the indicated pages.

Item Page Description

a 13 "History and Business—Sales and Marketing." The table following

the first paragraph.

b 22 "Executive Compensation—19X5 Compensation."

c 33 "Selected Financial Data."

3.  Our audits of the consolidated financial statements for the periods

referred to in the introductory paragraph of this letter comprised audit tests

and procedures deemed necessary for the purpose of expressing an opinion

on such financial statements taken as a whole. For none of the periods

referred to therein, nor for any other period, did we perform audit tests for

the purpose of expressing an opinion on individual balances of accounts or

summaries of selected transactions such as those enumerated above, and,

accordingly, we express no opinion thereon.

4. However, at your request, we have performed the following additional

procedures, which were applied as indicated with respect to the items

enumerated above.

Item in 2 Procedures and Findings

a. We compare the amounts of military sales, commercial sales, and

total sales shown in the registration statement with the balances in

the appropriate accounts in the company's accounting records for

the respective fiscal years and for the unaudited interim periods and

found them to be in agreement. We proved the arithmetic accuracy

of the percentages of such amounts of military sales and commercial

sales to total sales for the respective fiscal years and for the

unaudited interim periods. We compared such computed

percentages with the corresponding percentages appearing in the

registration statement and found them to be in agreement.

b. We compared the dollar amounts of compensation (salary, bonus,

and other compensation) for each individual listed in the table
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"Annual Compensation" with the corresponding amounts shown by

the individual employee earnings records for the year 19X5 and found

them to be in agreement. We compared the dollar amounts shown

under the heading of "Long-Term Compensation" on page 24 for

each listed individual and the aggregate amounts for executive

officers with corresponding amounts shown in an analysis prepared

by the company and found such amounts to be in agreement.

c. We compared the amounts of net sales, income from continuing

operations, income from continuing operations per common share,

and cash dividends declared per common share for the years ended

December 31, 19X5, 19X4, and 19X3, with the respective amounts in

the consolidated financial statements on pages 27 and 28 and the

amounts for the years ended December 31, 19X2, and 19X1, with the

respective amounts in the consolidated financial statements

included in the company's annual reports to stockholders for 19X2

and 19X1 and found them to be in agreement.

We compared the amounts of total assets, long-term obligations,

and redeemable preferred stock at December 31, 19X5 and 19X4, with

the respective amounts in the consolidated financial statements on

pages 27 and 28 and the amounts at December 31, 19X3, and 19X2,

and 19X1 with the corresponding amounts in the consolidated

financial statements included in the company's annual reports to

stockholders for 19X3, 19X2, and 19X1 and found them to be in

agreement.

5. It should be understood that we have no responsibility for establishing

(and did not establish) the scope and nature of the procedures enumerated

in paragraphs 1 through 4 above; rather, the procedures enumerated therein

are those the requesting party asked us to perform. Accordingly, we make

no representations regarding questions of legal interpretation  or

regarding the sufficiency for your purposes of the procedures enumerated in

the preceding paragraphs; also, such procedures would not necessarily

reveal any material misstatement of the amounts or percentages listed

above as set forth in the offering circular. Further, we have addressed

ourselves solely to the foregoing data and make no representations

regarding the adequacy of disclosures or whether any material facts have

been omitted. This letter relates only to the financial statement items

specified above and does not extend to any financial statement of the

company taken as a whole.
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6. The foregoing procedures do not constitute an audit conducted in

accordance with the standards of the Public Company Accounting

Oversight Board (United States). Had we performed additional procedures or

had we conducted an audit or a review of the company's March 31, April 30,

or May 31, 19X6 and 19X5, condensed consolidated financial statements in

accordance with the standards of the Public Company Accounting

Oversight Board, other matters might have come to our attention that

would have been reported to you.

7. These procedures should not be taken to supplant any additional inquiries

or procedures that you would undertake in your consideration of the

proposed offering.

8. This letter is solely for your information and to assist you in your inquiries

in connection with the offering of the securities covered by the offering

circular, and it is not to be used, circulated, quoted, or otherwise referred to

for any other purpose, including but not limited to the registration, purchase,

or sale of securities, nor is it to be filed with or referred to in whole or in part

in the offering document or any other document, except that reference may

be made to it in any list of closing documents pertaining to the offering of

the securities covered by the offering document.

9. We have no responsibility to update this letter for events and

circumstances occurring after June 25, 19X6.

Example R: Comfort Letter That Includes Reference to Examination

of Annual MD&A and Review of Interim MD&A

19. This example assumes the following circumstances.  The prospectus (part I of the

registration statement) includes audited consolidated balance sheets as of December 31,

19X5 and 19X4, and audited consolidated statements of income, retained earnings

(stockholders' equity), and cash flows for each of the three years in the period ended

December 31, 19X5. Part I also includes an unaudited condensed consolidated balance

sheet as of March 31, 19X6, and unaudited condensed consolidated statements of income,

retained earnings (stockholders' equity), and cash flows for the three-month periods

ended March 31, 19X6 and 19X5. Part II of the registration statement includes audited

consolidated financial statement schedules for the three years ended December 31, 19X5.

The accountants have examined the company's management's discussion and analysis

(MD&A) for the year ended December 31, 19X5, in accordance with AT section 701; the

accountants have also performed reviews of the company's unaudited condensed

consolidated financial statements, referred to above, in accordance with AS 4105, and the

company's MD&A for the three-month period ended March 31, 19X6, in accordance with AT

section 701. The accountant's reports on the examination and review of MD&A have been
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previously issued, but not distributed publicly; none of these reports is included in the

registration statement. The cutoff date is June 23, 19X6, and the letter is dated June 28,

19X6. The effective date is June 28, 19X6.

Each of the comments in the letter is in response to a requirement of the underwriting

agreement. For purposes of example R, the income statement items of the current interim

period are to be compared with those of the corresponding period of the preceding year.

June 28, 19X6

[Addressee]

Dear Sirs:

We have audited the consolidated balance sheets of The Blank Company,

Inc. (the company) and subsidiaries as of December 31, 19X5 and 19X4, and

the consolidated statements of income, retained earnings (stockholders'

equity), and cash flows for each of the three years in the period ended

December 31, 19X5, and the related financial statement schedules, all

included in the registration statement (no. 33-00000) on Form S-1 filed by

the company under the Securities Act of 1933 (the Act); our reports with

respect thereto are also included in that registration statement. The

registration statement, as amended on June 28, 19X6, is herein referred to as

the registration statement. Also, we have examined  the company's

Management's Discussion and Analysis for the year ended December 31,

19X5, included in the registration statement, as indicated in our report dated

March 28, 19X6; our report with respect thereto is attached.  We have also

reviewed the unaudited condensed consolidated financial statements as of

March 31, 19X6 and 19X5, and for the three-month periods then ended,

included in the registration statement, as indicated in our report dated May

15, 19X6, and have also reviewed the company's Management's Discussion

and Analysis for the three-month period ended March 31, 19X6, included in

the registration statement, as indicated in our report dated May 15, 19X6; our

reports with respect thereto are attached.

In connection with the registration statement—

1. We are independent certified public accountants with respect to the

company within the meaning of the Act and the applicable rules and

regulations thereunder adopted by the SEC.

2. In our opinion [include the phrase “except as disclosed in the registration
statement,” if applicable], the consolidated financial statements and

financial statement schedules audited by us and included in the registration
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statement comply as to form in all material respects with the applicable

accounting requirements of the Act and the related rules and regulations

adopted by the SEC.

3. We have not audited any financial statements of the company as of any

date or for any period subsequent to December 31, 19X5; although we have

conducted an audit for the year ended December 31, 19X5, the purpose (and

therefore the scope) of the audit was to enable us to express our opinion on

the consolidated financial statements as of December 31, 19X5, and for the

year then ended, but not on the financial statements for any interim period

within that year. Therefore, we are unable to and do not express any opinion

on the unaudited condensed consolidated balance sheet as of March 31,

19X6, and the unaudited condensed consolidated statements of income,

retained earnings (stockholders' equity), and cash flows for the three-month

periods ended March 1, 19X6 and 19X5, included in the registration statement,

or on the financial position, results of operations, or cash flows as of any date

or for any period subsequent to December 31, 19X5.

4. We have not examined any management's discussion and analysis of the

company as of or for any period subsequent to December 31, 19X5; although

we have made an examination of the company's Management's Discussion

and Analysis for the year ended December 31, 19X5, included in the

company's registration statement, the purpose (and therefore the scope) of

the examination was to enable us to express our opinion on such

Management's Discussion and Analysis, but not on the management's

discussion and analysis for any interim period within that year. Therefore, we

are unable to and do not express any opinion on the Management's

Discussion and Analysis for the three-month period ended March 31, 19X6,

included in the registration statement, or for any period subsequent to

March 31, 19X6.

5. For purposes of this letter we have read the 19X6 minutes of meetings of

the stockholders, the board of directors, and [include other appropriate
committees, if any] of the company and its subsidiaries as set forth in the

minute books at June 23, 19X6, officials of the company having advised us

that the minutes of all such meetings  through that date were set forth

therein; we have carried out other procedures to June 23, 19X6, as follows

(our work did not extend to the period from June 24, 19X6, to June 28, 19X6,

inclusive):

a. With respect to the three-month periods ended March 31, 19X6 and

19X5, we have inquired of certain officials of the company who have

responsibility for financial and accounting matters whether the

unaudited condensed consolidated balance sheet as of March 31,

19X6, and the unaudited condensed consolidated statements of
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income, retained earnings (stockholders' equity), and cash flows for

the three-month periods ended March 31, 19X6 and 19X5, included in

the registration statement, comply as to form in all material respects

with the applicable accounting requirements of the Act and the

related rules and regulations adopted by the SEC.

b. With respect to the period from April 1, 19X6, to May 31, 19X6, we have

—

The foregoing procedures do not constitute an audit of financial statements conducted in

accordance with the standards of the Public Company Accounting Oversight Board

(United States). Also, they would not necessarily reveal matters of significance with respect

to the comments in the following paragraph. Accordingly, we make no representations

regarding the sufficiency of the foregoing procedures for your purposes.

6. Nothing came to our attention as a result of the foregoing procedures,

however, that caused us  to believe that—

a. The unaudited condensed consolidated financial statements

described in item 5a do not comply as to form in all material respects

with the applicable accounting requirements of the Act and the

related rules and regulations adopted by the SEC.

b. 

Read the unaudited consolidated financial statements  of the

company and subsidiaries for April and May of both 19X5 and

19X6 furnished to us by the company, officials of the company

having advised us that no such financial statements as of any

date or for any period subsequent to May 31, 19X6, were available.

(i)

Inquired of certain officials of the company who have

responsibility for financial and accounting matters whether the

unaudited consolidated financial statements referred to in item

b(i) are stated on a basis substantially consistent with that of the

audited consolidated financial statements included in the

registration statement.

(ii)

At May 31, 19X6, there was any change in the capital stock, increase in

long-term debt, or decrease in consolidated net current assets or

stockholders' equity of the consolidated companies as compared with

amounts shown in the March 31, 19X6, unaudited condensed

consolidated balance sheet included in the registration statement, or

(i)

For the period from April 1, 19X6, to May 31, 19X6, there were any

decreases, as compared to the corresponding period in the preceding

year, in consolidated net sales or in the total or per-share amounts of

(ii)
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7. As mentioned in item 5b, company officials have advised us that no

consolidated financial statements as of any date or for any period

subsequent to May 31, 19X6, are available; accordingly, the procedures carried

out by us with respect to changes in financial statement items after May 31,

19X6, have, of necessity, been even more limited than those with respect to

the periods referred to in item 5. We have inquired of certain officials of the

company who have responsibility for financial and accounting matters

whether (a) at June 23, 19X6, there was any change in the capital stock,

increase in long-term debt or any decreases in consolidated net current

assets or stockholders' equity of the consolidated companies as compared

with amounts shown on the March 31, 19X6, unaudited condensed

consolidated balance sheet included in the registration statement or (b) for

the period from April 1, 19X6, to June 23, 19X6, there were any decreases, as

compared with the corresponding period in the preceding year, in

consolidated net sales or in the total or per-share amounts of income before

extraordinary items or of net income. On the basis of these inquiries and our

reading of the minutes as described in item 5, nothing came to our attention

that caused us to believe that there was any such change, increase, or

decrease, except in all instances for changes, increases, or decreases that the

registration statement discloses have occurred or may occur.

8. This letter is solely for the information of the addressees and to assist the

underwriters in conducting and documenting their investigation of the

affairs of the company in connection with the offering of the securities

covered by the registration statement, and it is not to be used, circulated,

quoted, or otherwise referred to within or without the underwriting group

for any purpose, including but not limited to the registration, purchase, or

sale of securities, nor is it to be filed with or referred to in whole or in part in

the registration statement or any other document, except that reference

may be made to it in the underwriting agreement or in any list of closing

documents pertaining to the offering of the securities covered by the

registration statement.

Footnotes (AS 6101 - Letters for Underwriters and Certain Other Requesting

Parties):

[Footnote deleted.]

income before extraordinary items or of net income, except in all

instances for changes, increases, or decreases that the registration

statement discloses have occurred or may occur.

[1]



The term underwriter is defined in section 2 of the Act as "any person who has

purchased from an issuer with a view to, or offers or sells for an issuer in connection

with, the distribution of any security, or participates or has a participation in the

direct or indirect participation in any such undertaking or participates or has a

participation in the direct or indirect underwriting of any such undertaking; but

such term shall not include a person whose interest is limited to a commission

from an underwriter or dealer not in excess of the usual and customary distributors'

or sellers' commission. As used in this paragraph, the term issuer shall include, in

addition to an issuer, any person directly or indirectly controlling or controlled by

the issuer, or any person under direct or indirect common control with the issuer."

This section is not intended to preclude accountants from providing to the

client's board of directors, when appropriate, a letter addressed to the board of

directors similar in content to a comfort letter. See the auditing interpretation

"Letters to Directors Relating to Annual Reports on Form 10-K" (paragraphs .01-.09

of AI 27, Letters for Underwriters and Certain Other Requesting Parties: Auditing
Interpretations of AS 6101).

It is recognized that what is "substantially consistent" may vary from situation to

situation and may not be the same as that done in a registered offering of the

same securities for the same issuer; whether the procedures being, or to be,

followed will be "substantially consistent" will be determined by the requesting

party on a case-by-case basis.

If a nonunderwriter requests a comfort letter in connection with a securities

offering pursuant to the Act, the wording of the representation letter should be

revised as follows:

"This review process . . . is substantially consistent with the due diligence

review process that an underwriter would perform in connection with this

placement of securities. We are knowledgeable with respect to the due

diligence review process that an underwriter would perform in connection

with a placement of securities registered pursuant to the Securities Act of

1933."

In an acquisition of securities, this sentence could be reworded to refer to

"issuance of securities." See paragraph .05.

If this letter is requested in connection with a secured debt offering, the

accountants should also refer to the attest interpretation "Responding to Requests

for Reports on Matters Relating to Solvency" (AT section 9101.23-.33) for inclusion of

additional statements.
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See the auditing interpretation "Consenting to Be Named as an Expert in an

Offering Document in Connection With Securities Offerings Other Than Those

Registered Under the Securities Act of 1933" (paragraphs .12-.15 of AI 26,

Responsibilities Regarding Filings Under Federal Securities Statutes: Auditing
Interpretations of AS 4101).

See AS 4101, Responsibilities Regarding Filings Under Federal Securities Statutes,

for a discussion of certain responsibilities of accountants that result from the

inclusion of their reports in registration statements.

Negative assurance consists of a statement by accountants that, as a result of

performing specified procedures, nothing came to their attention that caused

them to believe that specified matters do not meet a specified standard (for

example, that nothing came to their attention that caused them to believe that any

material modifications should be made to the unaudited financial statements or

unaudited condensed financial statements for them to be in conformity with

generally accepted accounting principles).

It is important to note that although the illustrations in this section describe

procedures that may be followed by accountants as a basis for their comments in

comfort letters, this section does not necessarily prescribe such procedures.

Except when the context otherwise requires, the word underwriter (or certain

other requesting parties, as described in paragraphs .03, .04, and .05), as used in this

section refers to the managing, or lead, underwriter, who typically negotiates the

underwriting agreement for a group of underwriters whose exact composition is

not determined until shortly before a registration statement becomes effective. In

competitive bidding situations in which legal counsel for the underwriters acts as

the underwriters' representative prior to opening and acceptance of the bid, the

accountants should carry out the discussions and other communications

contemplated by this section with the legal counsel until the underwriter is

selected.

When the accountants have been requested to provide negative assurance on

interim financial information or capsule financial information and the procedures

required for an AS 4105, Reviews of Interim Financial Information, review have been

performed, those procedures need not be specified. See paragraphs .37 through .41.

In the absence of any discussions with the underwriter, the accountants should

outline in the draft letter those procedures specified in the underwriting

agreement that they are willing to perform. In that event, the sentence to which

this footnote refers should be revised as follows: "In the absence of any discussions

with [name of underwriter], we have set out in this draft letter those procedures

referred to in the draft underwriting agreement (of which we have been furnished

a copy) that we are willing to follow."
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Regulation S-X, "Form and Content of and Requirements for Financial

Statements, Securities Act of 1933, Securities Exchange Act of 1934, Public Utility

Holding Company Act of 1935, Investment Company Act of 1940, and Energy Policy

and Conservation Act of 1975."

Regulation S-K, "Standard Instructions for Filing Forms Under Securities Act of

1933, Securities Exchange Act of 1934 and Energy Policy and Conservation Act of

1975."

An example of an appropriate form of address for this purpose is "The Blank

Company and XYZ & Company, as Representative of the Several Underwriters."

The accountants may also refer in the opening paragraph to expansions of their

report that do not affect their opinion on the basic financial statements, for

example, expansions of their report regarding (a) interim financial information

accompanying or included in the notes to audited financial statements (see AS

4105.50) or (b) required supplementary information described in paragraphs .08

through .11 of AS 2705, Required Supplementary Information. See paragraph .30 of

this section.

The accountants need not refer to or discuss explanatory paragraphs covering

consistency of application of accounting principles.

See AS 3110.03 through .08.

Except for a review report on management's discussion and analysis (MD&A), the

accountants should not refer to or attach to the comfort letter any restricted use

report, such as a report on agreed-upon procedures.

When the accountant does not perform a review or an examination of MD&A or

does not attach or refer to a report on MD&A, the accountant may perform agreed-

upon procedures with respect to items in MD&A, subject to controls over financial

reporting (see paragraph .55).

The SEC, in Financial Reporting Release No. 50 dated February 18, 1998,

recognized the establishment of the Independence Standards Board (ISB) and

indicated that the SEC intends to look to the ISB as the private sector body

responsible for establishing independence standards and interpretations for

auditors of public entities.

The phrase rules and regulations adopted by the SEC is used because

accountants should not be expected to be familiar with, or express assurances on

compliance with, informal positions of the SEC staff.
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Certain financial statements may be incorporated in a registration statement

under the Act by reference to filings under the Securities Exchange Act of 1934 (the

1934 Act). In those circumstances, the accountants may refer to whether the

audited financial statements and financial statement schedules included

(incorporated by reference) in the registration statement comply as to form in all

material respects with the applicable accounting requirements of the 1934 Act and

the related rules and regulations adopted by the SEC (see example B [paragraph

.64]). However, the accountants should not refer to compliance with the provisions

of the 1934 Act regarding internal accounting control. See AT section 501, Reporting
on an Entity's Internal Control Over Financial Reporting, paragraph .82.

Departures from rules and regulations adopted by the SEC that require mention

in a comfort letter ordinarily do not affect fair presentation in conformity with

generally accepted accounting principles; however, if they do, the accountants will,

of course, mention these departures in expressing their opinion and in consenting

to the use of their report in the registration statement. If departures from rules and

regulations adopted by the SEC that require mention in a comfort letter either are

not disclosed in the registration statement or have not been agreed to by

representatives of the SEC, the accountants should carefully consider whether a

consent to the use of their report in the registration statement should be issued.

Accountants should not comment in a comfort letter on compliance as to form

of MD&A with rules and regulations adopted by the SEC; accountants may agree to

examine or review MD&A in accordance with AT section 701.

The SEC requirements specify condensed financial statements. However, the

guidance in paragraphs .37 and .38 also applies to complete financial statements.

For purposes of this section, interim financial statements may be for a twelve-

month period ending on a date other than the entity's normal year end.

When accountants are engaged to perform procedures on interim financial

information, they may have additional responsibilities under certain circumstances.

The accountants should refer to AS 4105 for guidance.

For purposes of issuing a comfort letter, if the forecast is included in the

registration statement, the forecast must be accompanied by an indication that

the accountants have not examined the forecast and therefore do not express an

opinion on it. If a compilation report on the forecast has been issued in connection

with the comfort letter, the report need not be included in the registration

statement.

When a client's securities are subject to regulation by the SEC, the accountants

should be aware of the SEC's views regarding independence when agreeing to

perform a compilation of a forecast. Independence may be deemed to be impaired

when services include preparation or assembly of financial forecasts. The SEC
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generally will not question the accountants' independence, however, when services

are limited to issuing a report on a forecast as a result of performing the procedures

stated in paragraph 5 of AT section 301.69.

The answers to these inquiries generally should be supported by appropriate

written representations of the company officials.

Accountants generally will be unable to comment on nonfinancial data

presented in MD&A. However, when the accountants have conducted an

examination or a review of MD&A in accordance with AT section 701, they may

agree to trace nonfinancial data presented outside MD&A to similar data included

in the MD&A presentation. When the accountant does not perform a review or an

examination of MD&A or does not attach or refer to a report on MD&A, the

accountant may perform agreed-upon procedures with respect to items in MD&A

subject to controls over financial reporting.

Accountants should not comment in a comfort letter on compliance as to form

of MD&A with rules and regulations adopted by the SEC; accountants may agree to

examine or review MD&A in accordance with AT section 701.

See paragraph .30 regarding requests by an underwriter for comments on

interim financial information required by item 302(a) of Regulation S-K and

required supplementary information described in AS 2705.

When the letter is furnished by the accountants for a subsidiary and they are not

also accountants for the parent company, the letter should include the following

phrase at this point: "and for the use of the accountants for [name of issuer] in

furnishing their letter to the underwriters."

Footnotes (Appendix - Examples):

The example includes financial statements required by SEC regulations to be

included in the filing. If additional financial information is covered by the comfort

letter, appropriate modifications should be made.

The example assumes that the accountants have not previously reported on the

interim financial information. If the accountants have previously reported on the

interim financial information, they may refer to that fact in the introductory

paragraph of the comfort letter as follows:
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Also, we have reviewed the unaudited condensed consolidated financial

statements as of March 31, 19X6 and 19X5, and for the three-month periods

then ended, as indicated in our report dated May 15, 19X6, which is included

(incorporated by reference) in the registration statement. The report may be

attached to the comfort letter (see paragraph .29). The accountants may

agree to comment in the comment letter on whether the interim financial

information complies as to form in all material respects with the applicable

accounting requirements of the rules and regulations adopted by the SEC.

The accountants should discuss with the secretary those meetings for which

minutes have not been approved. The letter should be modified to identify

specifically the unapproved minutes of meetings that the accountants have

discussed with the secretary.

If the interim financial information is incomplete, a sentence similar to the

following should be added: "The financial information for April and May is

incomplete in that it omits the statements of cash flows and other disclosures."

If there has been a change in accounting principle during the interim period, a

reference to that change should be included herein.

AS 4105 does not require the accountants to modify the report on a review of

interim financial information for a lack of consistency in the application of

accounting principles provided that the interim financial information appropriately

discloses such matters.

See footnote 3 of the Appendix.

See footnote 4 of the Appendix.

In some cases it may be considered desirable to combine in one paragraph the

substance of paragraphs 7 and 9. This may be done by expanding the identification

of items in paragraph 9 to provide the identification information contained in

paragraph 7. In such cases, the introductory sentences in paragraphs 7 and 9 and

the text of paragraph 8 might be combined as follows: "For purposes of this letter,

we have also read the following information and have performed the additional

procedures stated below with respect to such information. Our audit of the

consolidated financial statements . . ."

In some cases the company or the underwriter may request that the

independent accountants report on "selected financial data" as described in AS

3315, Reporting on Condensed Financial Statements and Selected Financial Data.
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When the accountants report on this data and the report is included in the

registration statement, separate comments should not be included in the comfort

letter (see paragraph .30).

Other methods of summarizing the descriptions may also be appropriately used.

For example, the letter may present a matrix listing the financial information and

common procedures employed and indicating the procedures applied to specific

items.

See footnote 10 of the Appendix.

See paragraph .55.

Assumes no exercise of the Underwriters' overallotment option. See
"Underwriting".

See footnote 3 of the Appendix.

See footnote 3 of the Appendix.

See footnote 5 of the Appendix.

See footnote 4 of the Appendix.

See footnote 3 of paragraph .03.

This same example could be used in conjunction with a municipal bond offering

in which the accountant has not received the representation letter described in

paragraphs .06 and .07.

This example may also be used in connection with a filing under the Securities

Act of 1933 (the Act) when a party other than a named underwriter (for example, a

selling shareholder) has not provided the accountant with the representation letter

described in paragraphs .06 and .07. In such a situation, this example may be

modified to include the accountant's comments on independence and compliance

as to form of the audited financial statements and financial statement schedules

with the applicable accounting requirements of the Act and the related rules and

regulations adopted by the SEC. Example paragraph 1a(ii) may include an inquiry,

and the response of company officials, on compliance as to form of the unaudited

condensed interim financial statements.

See paragraphs .31 and .32 for guidance in commenting on independence. 

See footnote 3 of the Appendix.

See footnotes 4 and 5 of the Appendix.
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Generally, accountants should recognize that the criteria for summarized

financial information have not been established for entities other than SEC

registrants.

In some cases it may be considered desirable to combine in one paragraph the

substance of paragraphs 2 and 4. This may be done by expanding the identification

of terms in paragraph 4 to provide the identification information contained in

paragraph 2. In such cases the introductory sentences in paragraphs 2 and 4 and

the text of paragraph 3 might be combined as follows: "At your request, we have

also read the following information and have performed the additional procedures

stated below with respect to such information. Our audit of the consolidated

financial statements. . . ."

See footnote 10 of the Appendix.

See footnote 7 to paragraph .09.

The example includes financial statements required by SEC regulations to be

included in the filing. If additional financial information is covered by the comfort

letter, appropriate modifications should be made.

If the accountant has performed a review of the company's annual MD&A, the

opening paragraph of the comfort letter should be revised accordingly.

The accountant has elected to attach the previously issued reports to the

comfort letter (see paragraph .29).

See footnote 30 of the Appendix.

See footnote 3 of the Appendix.

See footnote 4 of the Appendix.

See footnote 5 of the Appendix.
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Form of Comfort Letter  

(per Examples A, B and F in AS 6101) 

 

 

June 28, 19X6 

[Addressees] 

Dear Sirs: 

We have audited the consolidated balance sheets of The Blank Company, Inc. (the company) 

and subsidiaries as of December 31, 19X5 and 19X4, and the consolidated statements of income, 

retained earnings (stockholders' equity), and cash flows for each of the three years in the period 

ended December 31, 19X5, and the related financial statement schedules, all included 

(incorporated by reference) in the company's annual report on Form 10-K for the year ended 

December 31, 19X5, and incorporated by reference in the registration statement (no. 33-00000) 

on Form S-3 filed by the company under the Securities Act of 1933 (the Act); our report with 

respect thereto is also incorporated by reference in that registration statement. The registration 

statement, as amended on June 28, 19X6, is herein referred to as the registration statement. 

 

In connection with the registration statement — 

 

1. We are independent certified public accountants with respect to the company within the 

meaning of the Act and the applicable rules and regulations thereunder adopted by the SEC. 

 

2. In our opinion, the consolidated financial statements and financial statement schedules 

audited by us and incorporated by reference in the registration statement comply as to form in 

all material respects with the applicable accounting requirements of the Act and the Securities 

Exchange Act of 1934 and the related rules and regulations adopted by the SEC. 

 

3. We have not audited any financial statements of the company as of any date or for any 

period subsequent to December 31, 19X5; although we have conducted an audit for the year 

ended December 31, 19X5, the purpose (and therefore the scope) of the audit was to enable us 

to express our opinion on the consolidated financial statements as of December 31, 19X5, and 

for the year then ended, but not on the consolidated financial statements for any interim period 

within that year. Therefore, we are unable to and do not express any opinion on the unaudited 

condensed consolidated balance sheet as of March 31, 19X6, and the unaudited condensed 

consolidated statements of income, retained earnings (stockholders' equity), and cash flows for 

the three-month periods ended March 31, 19X6 and 19X5, included in the company's quarterly 

report on Form 10-Q for the quarter ended March 31, 19X6, incorporated by reference in the 

registration statement, or on the financial position, results of operations, or cash flows as of any 

date or for any period subsequent to December 31, 19X5. 
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4. For purposes of this letter, we have read the 19X6 minutes of the meetings of the 

stockholders, the board of directors, and [include other appropriate committees, if any] of the 

company and its subsidiaries as set forth in the minute books at June 23, 19X6, officials of the 

company having advised us that the minutes of all such meetings through that date were set 

forth therein; we have carried out other procedures to June 23, 19X6, as follows (our work did 

not extend to the period from June 24, 19X6, to June 28, 19X6, inclusive): 

 

a. With respect to the three-month periods ended March 31, 19X6 and 19X5, we have— 

 

(i) Performed the procedures specified by the Public Company Accounting Oversight 

Board (United States) for a review of interim financial information as described in 

AS 4105, Reviews of Interim Financial Information, on the unaudited condensed 

consolidated financial statements for these periods, described in 3, included in 

the company's quarterly report on Form 10-Q for the quarter ended March 31, 

19X6, incorporated by reference in the registration statement. 

(ii) Inquired of certain officials of the company who have responsibility for financial 

and accounting matters whether the unaudited condensed consolidated financial 

statements referred to in a(i) comply as to form in all material respects with the 

applicable accounting requirements of the Securities Exchange Act of 1934 as it 

applies to Form 10-Q and the related rules and regulations adopted by the SEC. 

b. With respect to the period from April 1, 19X6, to May 31, 19X6, we have — 

 

(i) Read the unaudited consolidated financial statements of the company and 

subsidiaries for April and May of both 19X5 and 19X6 furnished us by the 

company, officials of the company having advised us that no such financial 

statements as of any date or for any period subsequent to May 31, 19X6, were 

available. 

(ii) Inquired of certain officials of the company who have responsibility for financial 

and accounting matters whether the unaudited consolidated financial statements 

referred to in b(i) are stated on a basis substantially consistent with that of the 

audited consolidated financial statements incorporated by reference in the 

registration statement. 

The foregoing procedures do not constitute an audit conducted in accordance with the 

standards of the Public Company Accounting Oversight Board. Also, they would not necessarily 

reveal matters of significance with respect to the comments in the following paragraph. 

Accordingly, we make no representations about the sufficiency of the foregoing procedures for 

your purposes. 
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5. Nothing came to our attention as a result of the foregoing procedures, however, that 

caused us to believe that— 

 

a.  

(i) Any material modifications should be made to the unaudited condensed 

consolidated financial statements described in 3, incorporated by reference in the 

registration statement, for them to be in conformity with generally accepted 

accounting principles. 

(ii) The unaudited condensed consolidated financial statements described in 3 do not 

comply as to form in all material respects with the applicable accounting 

requirements of the Securities Exchange Act of 1934 as it applies to Form 10-Q 

and the related rules and regulations adopted by the SEC. 

b.  

(i) At May 31, 19X6, there was any change in the capital stock, increase in long-term 

debt, or any decreases in consolidated net current assets or stockholders' equity 

of the consolidated companies as compared with amounts shown in the March 

31, 19X6 unaudited condensed consolidated balance sheet incorporated by 

reference in the registration statement or 

(ii) for the period from April 1, 19X6, to May 31, 19X6, there were any decreases, as 

compared with the corresponding period in the preceding year, in consolidated 

net sales or in the total or per-share amounts of income before extraordinary 

items or of net income, except in all instances for changes, increases, or decreases 

that the registration statement discloses have occurred or may occur. 

6.    As mentioned in 4b, company officials have advised us that no consolidated financial 

statements as of any date or for any period subsequent to May 31, 19X6, are available; 

accordingly, the procedures carried out by us with respect to changes in financial statement 

items after May 31, 19X6, have, of necessity, been even more limited than those with respect to 

the periods referred to in 4. We have inquired of certain officials of the company who have 

responsibility for financial and accounting matters whether (a) at June 23, 19X6, there was any 

change in the capital stock, increase in long-term debt or any decreases in consolidated net 

current assets or stockholders' equity of the consolidated companies as compared with amounts 

shown on the March 31, 19X6, unaudited condensed consolidated balance sheet included in the 

registration statement or (b) for the period from April 1, 19X6, to June 23, 19X6, there were any 

decreases, as compared with the corresponding period in the preceding year, in consolidated 

net sales or in the total or per-share amounts of income before extraordinary items or of net 

income. On the basis of these inquiries and our reading of the minutes as described in 4, 

nothing came to our attention that caused us to believe that there was any such change, 

increase, or decrease, except in all instances for changes, increases, or decreases that the 

registration statement discloses have occurred or may occur. 
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7. For purposes of this letter, we have also read the following, set forth in the registration 

statement on the indicated pages.  

 

Item Page Description 

a 4 "Capitalization." The amounts under the captions "Amount Outstanding as of 

June 15, 19X6" and "As Adjusted." The related notes, except the following in Note 

2: "See 'Transactions With Interested Persons.' From the proceeds of this offering 

the company intends to prepay $900,000 on these notes, pro rata. See 'Use of 

Proceeds.'" 

b 13 "History and Business—Sales and Marketing." The table following the first 

paragraph. 

c 22 "Executive Compensation—19X5 Compensation." 

d 33 "Selected Financial Data."  

 

8. Our audit of the consolidated financial statements for the periods referred to in the 

introductory paragraph of this letter comprised audit tests and procedures deemed necessary 

for the purpose of expressing an opinion on such financial statements taken as a whole. For 

none of the periods referred to therein, or any other period, did we perform audit tests for the 

purpose of expressing an opinion on individual balances of accounts or summaries of selected 

transactions such as those enumerated above, and, accordingly, we express no opinion thereon. 

 

9. However, for purposes of this letter we have performed the following additional 

procedures, which were applied as indicated with respect to the items enumerated above. 

 

Item in 7    Procedures and Findings 

 

a. We compared the amounts and numbers of shares listed under the caption "Amount 

Outstanding as of June 15, 19X6" with the balances in the appropriate accounts in 

the company's general ledger at May 31, 19X6 (the latest date for which posting had 

been made), and found them to be in agreement. We were informed by company 

officials who have responsibility for financial and accounting matters that there have 

been no changes in such amounts and numbers of shares between May 31, 19X6, 

and June 15, 19X6. We compared the amounts and numbers of shares listed under 

the caption "Amount Outstanding as of June 15, 19X6," adjusted for the issuance of 

the debentures to be offered by means of the registration statement and for the 

proposed use of a portion of the proceeds thereof to prepay portions of certain 

notes, as described under "Use of Proceeds," with the amounts and numbers of 

shares shown under the caption "As Adjusted" and found such amounts and 

numbers of shares to be in agreement. (However, we make no comments regarding 
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the reasonableness of the "Use of Proceeds" or whether such use will actually take 

place.) We compared the description of the securities and the information (except 

certain information in Note 2, referred to in 7) included in the notes to the table with 

the corresponding descriptions and information in the company's consolidated 

financial statements, including the notes thereto included in the registration 

statement, and found such description and information to be in agreement.  

 

b. We compared the amounts of military sales, commercial sales, and total sales shown 

in the registration statement with the balances in the appropriate accounts in the 

company's accounting records for the respective fiscal years and for the unaudited 

interim periods and found them to be in agreement. We proved the arithmetic 

accuracy of the percentages of such amounts of military sales and commercial sales 

to total sales for the respective fiscal years and for the unaudited interim periods. We 

compared such computed percentages with the corresponding percentages 

appearing in the registration statement and found them to be in agreement. 

  

c. We compared the dollar amounts of compensation (salary, bonus, and other 

compensation) for each individual listed in the table "Annual Compensation" with the 

corresponding amounts shown by the individual employee earnings records for the 

year 19X5 and found them to be in agreement. We compared the dollar amount of 

aggregate executive officers' cash compensation on page 22 with the corresponding 

amount shown in an analysis prepared by the company and found the amounts to be 

in agreement. We traced every item over $10,000 on the analysis to the individual 

employee records for 19X5. We compared the dollar amounts shown under the 

heading of "Long-Term Compensation" on page 24 for each listed individual and the 

aggregate amounts for executive officers with corresponding amounts shown in an 

analysis prepared by the company and found such amounts to be in agreement.  

 

We compared the executive compensation information with the requirements of item 

402 of Regulation S-K. We also inquired of certain officials of the company who have 

responsibility for financial and accounting matters whether the executive 

compensation information conforms in all material respects with the disclosure 

requirements of item 402 of Regulation S-K. Nothing came to our attention as a 

result of the foregoing procedures that caused us to believe that this information 

does not conform in all material respects with the disclosure requirements of item 

402 of Regulation S-K.  

 

d. We compared the amounts of net sales, income from continuing operations, income 

from continuing operations per common share, and cash dividends declared per 

common share for the years ended December 31, 19X5, 19X4, and 19X3, with the 

respective amounts in the consolidated financial statements on pages 27 and 28 and 

the amounts for the years ended December 31, 19X2, and 19X1, with the respective 

amounts in the consolidated financial statements included in the company's annual 

reports to stockholders for 19X2 and 19X1 and found them to be in agreement.  
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We compared the amounts of total assets, long-term obligations, and redeemable 

preferred stock at December 31, 19X5 and 19X4, with the respective amounts in the 

consolidated financial statements on pages 27 and 28 and the amounts at December 

31, 19X3, and 19X2, and 19X1 with the corresponding amounts in the consolidated 

financial statements included in the company's annual reports to stockholders for 

19X3, 19X2, and 19X1 and found them to be in agreement.  

 

We compared the information included under the heading "Selected Financial Data" 

with the requirements of item 301 of Regulation S-K. We also inquired of certain 

officials of the company who have responsibility for financial and accounting matters 

whether this information conforms in all material respects with the disclosure 

requirements of item 301 of Regulation S-K. Nothing came to our attention as a 

result of the foregoing procedures that caused us to believe that this information 

does not conform in all material respects with the disclosure requirements of item 

301 of Regulation S-K.  

 

10. It should be understood that we make no representations regarding questions of legal 

interpretation or regarding the sufficiency for your purposes of the procedures enumerated in 

the preceding paragraph; also, such procedures would not necessarily reveal any material 

misstatement of the amounts or percentages listed above. Further, we have addressed ourselves 

solely to the foregoing data as set forth in the registration statement and make no 

representations regarding the adequacy of disclosure or regarding whether any material facts 

have been omitted. 

 

11. This letter is solely for the information of the addressees and to assist the underwriters in 

conducting and documenting their investigation of the affairs of the company in connection 

with the offering of the securities covered by the registration statement, and it is not to be used, 

circulated, quoted, or otherwise referred to within or without the underwriting group for any 

other purpose, including but not limited to the registration, purchase, or sale of securities, nor is 

it to be filed with or referred to in whole or in part in the registration statement or any other 

document, except that reference may be made to it in the underwriting agreement or in any list 

of closing documents pertaining to the offering of the securities covered by the registration 

statement. 

 

Very truly yours,  

[Name of Auditors] 

[Enclosures]  
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This practice note discusses 10 practice points that can 
help you, as counsel to underwriters or initial purchasers, 
skillfully navigate the task of reviewing and negotiating 
comfort letters. A comfort letter is a letter delivered by 
an issuer’s independent accountants to the underwriters 
or initial purchasers in connection with an offering that 
provides certain assurances with respect to financial 
information included in a registration statement, prospectus, 
or offering memorandum used for the securities offering.

Underwriting agreements and purchase agreements typically 
require the delivery of one or more comfort letters, in form 
and substance reasonably acceptable to the underwriters, 
initial purchasers, or their counsel, as a condition to closing 
the securities offering. Comfort letters assist underwriters 
in establishing a due diligence defense under Section 
11 of the Securities Act and in creating a record of their 
reasonable investigation of the issuer and its financial 
condition to ensure there are no material misstatements or 
omissions in the offering document.

1.	 Review AS 6101 and Relevant Comfort Letter 
Precedents. The first order of business is to familiarize 
yourself with Auditing Standards No. 6101: Letters for 
Underwriters and Certain Other Requesting Parties 
(AS 6101) issued by the Public Company Accounting 
Oversight Board (PCAOB). AS 6101, available at 
https://pcaobus.org/Standards/Auditing/Pages/AS6101.
aspx, superseded AU Section 634 of the PCAOB 
which, in turn, had codified the earlier Statements 
on Auditing Standards No. 72 (SAS 72) issued by the 
American Institute of Certified Public Accountants 
(AICPA). While AS 6101 is the latest iteration of 
the relevant U.S. accounting standard, in common 
practice, the term SAS 72 has nonetheless stuck and 
practitioners today often refer to a SAS 72 comfort 
letter or a SAS 72 review. AS 6101 provides guidance 
to auditors on the form and content of comfort 
letters, including whether it is appropriate for auditors 
to comment on specified matters, and if so, the form 
that those comments should take. It also contains 
sample language and forms of letters suitable for 
various offerings, and sets forth practical suggestions 
on how to reduce or avoid uncertainties regarding the 
nature and extent of the accountant’s responsibilities 
in connection with a comfort letter. You also should 
review the Appendix in AS 6101 as it contains sample 
comfort letters that are oftentimes either replicated 
verbatim or substantially adopted by auditors. For 
instance, Example A in the Appendix prescribes 
language to be employed in a typical comfort letter, 
while Example B shows the language to use when the 
issuer files a short-form registration statement (such as 
a Form S-3) that incorporates by reference previously 
filed Forms 10-K and 10-Q.

https://pcaobus.org/Standards/Auditing/Pages/%20AS6101.aspx
https://pcaobus.org/Standards/Auditing/Pages/%20AS6101.aspx


Next, you should gather relevant comfort letter 
precedents. These would include comfort letters 
issued by the same audit firm for the same issuer in 
earlier offerings that are similar in type as the current 
offering; those issued by the same audit firm in 
securities offerings for other issuers that are peers of, 
or are active in the same industry as, the issuer; or 
those delivered by audit firms, in earlier similar deals, 
to joint book-runners or initial purchasers that are also 
participating in the current deal.

2.	 Obtain a SAS 72 Rep Letter for Unregistered 
Offerings and Coordinate with Auditors Regarding 
Any Needed Preliminaries. In an SEC-registered 
offering, accountants may issue a comfort letter to 
named underwriters, as well as to other parties with 
a statutory due diligence defense under Section 11 
of the Securities Act, such as, for instance, an agent 
under a registered medium-term note program. In 
the latter case, the requesting party must deliver to 
the accountants either an opinion from counsel that 
such party has a due diligence defense under Section 
11 of the Securities Act or a SAS 72 representation 
letter as described below. In an exempt offering 
(such as a Rule 144A or a Regulation S offering), 
accountants may issue a comfort letter to a broker-
dealer or other financial intermediary, acting as 
principal or agent in an offering of securities, if such 
broker-dealer or financial intermediary delivers a 
signed SAS 72 representation letter. In such a letter, 
the broker-dealer or financial intermediary represents 
that the due diligence undertaken by it in connection 
with the exempt offering is substantially consistent 
with the diligence that would have been undertaken 
in connection with acting as an underwriter in an 
SEC-registered offering. An example of a SAS 72 
representation letter is provided in paragraph .07 of AS 
6101, although in practice, each audit firm will have 
its own standard form. It is important for counsel to 
coordinate early with auditors and the broker-dealers 
regarding a requirement for, and the form and content 
of, the SAS 72 representation letter. Note that, in 
some instances, absent a signed SAS 72 representation 
letter, some audit firms will not participate in an 
accounting due diligence session or commence work 
on the comfort letter process. Also, remember that 
a named underwriter in an SEC-registered offering 
need not provide a SAS 72 representation letter. 
Ask the accountants to confirm that they are in a 
position to timely deliver the comfort letter and that 
any administrative or preliminary matters they need 
completed prior to their issuance of the comfort 
letter have been accomplished. Since the auditors are 

engaged by the issuer itself, some audit firms will not 
deliver or release the comfort letter absent receipt 
of a signed engagement letter from the issuer or a 
management representation letter.

3.	 Plan Ahead. Be mindful of the nature of the deal 
and communicate in advance comfort letter coverage, 
timing, and logistics with the auditors. Capital markets 
transactions come in different shapes and sizes and 
have varying execution time lines. A good lawyer 
always plans ahead, clearly communicates goals, 
expectations, and follows through. Recognize that shelf 
takedowns, such as investment grade debt offerings, 
can go to market quickly, hence the comfort letter 
process must commence immediately and proceed 
on an accelerated time line. Right after the kickoff 
call or deal engagement, and with the permission 
of the issuer or its counsel, reach out to the audit 
firm so that they are aware of the deal, the offering 
time line, the documents as to which comfort will be 
requested, and the required timing for delivery of the 
comfort letter and any bring-down comfort letter. Bear 
in mind that audit firms themselves have their own 
internal processes (e.g., national office approval), and 
these often require some lead time. Identify at the 
start of the transaction which documents would be 
covered by the comfort letter. These would include 
not only financial information contained in the actual 
offering document (e.g., financial information and 
schedules included in an offering document), but also 
documents incorporated by reference into the offering 
document (e.g., the issuer’s financial statements 
and financial schedules included in the short-form 
registration statement, its Annual Report on Form 10-
K, quarterly reports on Form 10-Q, current reports 
on Form 8-K, proxy statement, and any free writing 
prospectus). Request a draft of the comfort letter 
from the auditors, provide comments on the draft, 
and send to the auditors the draft circle-up early in 
the offering process. Agree on the final form of the 
comfort letter as soon as practicable before pricing the 
offering. Ideally, the final draft of the comfort letter 
should be in agreed form before filing the registration 
statement or before finalizing the preliminary offering 
document (e.g., the preliminary offering memorandum 
or preliminary prospectus supplement) that is used to 
market the deal to investors. Note that the practice 
in most U.S. underwritten offerings is that a fulsome 
comfort letter is delivered at pricing (the time of sale) 
and a shorter, bring-down comfort letter is issued 
at closing. Make sure the auditors are aware of the 
time of pricing and confirm they are able to deliver 
the comfort letter shortly thereafter. The accountants 



will usually ask to see the executed underwriting 
agreement before they release the signed comfort 
letter on pricing day. For closing, note that a number 
of audit firms will only issue and release the bring-
down comfort letter on the closing date itself, so 
remember to remind the auditors regularly that they 
will need to deliver the bring-down letter early in the 
morning so that settlement of the deal can commence 
promptly on closing day. Note that the timing and 
frequency of comfort letters may also vary depending 
on the nature of the transaction. For instance, in 
medium-term note programs and at-the-market 
offerings, comfort letters are required in connection 
with the establishment of the program and may be 
brought down in the future, for instance, periodically, 
on a quarterly or annual basis, or in connection with a 
syndicated takedown.

4.	 Mind the 135-day Rule and the Dates for Delivery of 
the Comfort Letter. Accountants may provide negative 
assurance as to subsequent changes in specified 
financial statement items as of a date less than 135 
days from the end of the most recent period for which 
the accountants have performed an audit or a review. 
If 135 days or more have elapsed since the date 
of the issuer’s most recent audited annual financial 
statements or reviewed interim financial statements, 
on one hand, and the cut-off date of the comfort 
letter, on the other hand, then auditors will not be 
able to give any negative assurance as to subsequent 
changes in specified financial statement items. Rather, 
they will be limited to reporting procedures performed 
and findings obtained. To illustrate, if the accountants 
have reviewed the issuer’s interim financial statements 
for the third quarter ended September 30, 2021, then 
they may provide negative assurance on increases 
or decreases in specified financial statement items 
as of any date up to February 11, 2022 (134 days 
subsequent to September 30, 2021). From February 
12, 2022, which is the 135th day, the auditors will 
refuse to give negative assurance on the change 
period, since the September 30, 2021 interim financial 
statements then would not be less than 135 days 
old. See paragraphs .46 and .47 of AS 6101 for some 
illustrations of the application of the 135-day rule. 
Since the type of comfort that auditors would be 
willing to provide underwriters will be limited (i.e., from 
negative assurance to agreed-upon procedures) as of 
the 135th day following the most recent audited or 
reviewed financial statements, it is important to pay 
particular attention to the issuer’s financial reporting 
cycle and factor this in the deal time line. Underwriters 
will often be unwilling to proceed with the deal if 

they do not receive negative assurance on the change 
period. In the above illustration, the underwriters may 
decide to postpone the deal until after the issuer 
files its 2021 Form 10-K (that contains the year-end 
audited financial statements) in March 2022.

Pay particular attention to the dates specified in 
the comfort letter. The comfort letter is dated and 
delivered as of the date of the pricing of the offering, 
while the bring-down comfort letter is dated and 
issued as of the closing date. The comfort letter will 
include a cut-off date, which is the date up to which 
the auditors have performed their procedures as 
specified in the comfort letter. Paragraph .23 of AS 
6101 says that the comfort letter should state that 
the inquiries and other procedures performed by the 
auditors do not cover the period from the cut-off 
date to the date of the comfort letter. While the cut-
off date is subject to some negotiation, it is common 
practice for a comfort letter to have a cut-off date that 
is one to three business days before the date of the 
comfort letter, and for a bring-down comfort letter to 
have a cut-off date that is one to two business days 
before the closing date.

5.	 Understand the Different Levels of Comfort That 
Auditors Provide. The procedures undertaken by 
accountants with respect to financial information 
contained in or incorporated by reference into the 
offering document will dictate the level of comfort they 
are willing to give on such information. In reviewing 
the comfort letter to determine whether you are 
receiving the appropriate level of comfort, visualize 
a cascading waterfall, where each level represents a 
particular time period in the issuer’s financial reporting 
cycle, the procedures performed by the accountants on 
available financial numbers covering that period, and 
the corresponding level of comfort accountants are 
willing to give as a result of those procedures.

•	 Year-End Audit of Annual Financial Statements. At 
the top level are annual financial statements audited 
by accountants in accordance with the standards of 
the PCAOB and covered by an auditor’s unqualified 
opinion. Regulation S-X under the Securities Act 
generally requires reporting companies to include 
two years of audited balance sheets and three years 
of audited statements of income, comprehensive 
income, changes in stockholders’ equity, and cash 
flows in their registration statement and in the 
Annual Report on Form 10-K. Remember that 
the preparation of financial statements is the 
responsibility of management. Accountants in 
turn perform an audit, which consists of a set of 



procedures that enable them to obtain reasonable 
assurance that the financial statements present 
fairly in all material respects the financial results of 
the issuer and are free from material misstatements. 
Such procedures include testing evidence that 
support amounts and disclosures in the financial 
statements, assessing accounting principles used and 
assumptions and estimates made by management, 
obtaining and testing samples from the company’s 
accounting records, and evaluating management’s 
presentation. The objective of the audit is for 
auditors to express an unqualified opinion that (1) 
the financial statements audited present fairly, in all 
material respects, the financial condition and results 
of operations of the issuer and its consolidated 
subsidiaries as of and for the periods covered and (2) 
that the financial statements have been prepared in 
accordance with U.S. generally accepted accounting 
principles (U.S. GAAP) or International Financial 
Reporting Standards (IFRS) as adopted by the 
International Accounting Standards Board (IASB). This 
positive assurance or formal opinion is the highest 
level of comfort possible. Since the audited financial 
statements and the auditor’s report containing 
the auditor opinion are typically included in the 
registration statement or incorporated by reference 
into the offering document, no additional procedures 
need to be performed on the audited financials 
for purposes of the comfort letter. The comfort 
letter need not repeat the contents of the auditor 
opinion. Instead, the comfort letter will contain an 
acknowledgment that the accountants have audited 
the issuer’s annual financial statements included in 
the offering document and have issued an opinion. 
Moreover, it is typical for underwriters to request 
accountants for another form of positive assurance, 
one relating to compliance as to form of the audited 
financials. In particular, underwriters will usually 
request, and the comfort letter will contain, language 
to the effect that, in the opinion of the accountants, 
the consolidated financial statements audited by 
them and included in or incorporated by reference 
in the registration statement comply as to form in 
all material respects with the applicable accounting 
requirements of the Securities Act and the Exchange 
Act and related rules and regulations adopted by the 
SEC.

•	 Interim Review of Quarterly Financial Statements. 
AS 6101 states that procedures short of an audit 
provide accountants with a basis for expressing, 
at most, negative assurance. Negative assurance 
consists of a statement by accountants that, as a 

result of performing specified procedures, nothing 
came to their attention that caused them to believe 
that specified matters do not meet a specified 
standard. With respect to quarterly financial 
statements of reporting companies, accountants 
perform a limited interim review in accordance 
with Auditing Standards No. 4105: Reviews of 
Interim Financial Information (AS 4105) issued 
by the PCAOB, which was formerly codified as 
Statements on Auditing Standards No. 100 (SAS 
100) issued by AICPA. A review of interim financial 
information differs significantly from an audit of 
financial information because a review does not 
include the collection of corroborative evidence 
through the performance of typical substantive 
audit tests. In performing a SAS 100 review, the 
accountants will, among other things, (1) review 
minutes of shareholder and board meetings, (2) make 
inquiries of management as to whether the interim 
financial statements are prepared in accordance with 
GAAP and whether there have been any changes 
in accounting principles or practices or in business 
activities, (3) compare current interim period financial 
statements to the comparable prior interim period 
financial statements, and (4) compare recorded 
amounts to expectations. The resulting level of 
comfort will be one of negative assurance. The 
typical formulation would be that, nothing has come 
to the attention of the accountants that caused 
them to believe that (1) any material modifications 
should be made to the unaudited quarterly financial 
statements for these to be in conformity with GAAP 
and (2) the unaudited quarterly financial statements 
do not comply as to form in all material respects 
with the applicable accounting requirements of the 
Securities Act and the Exchange Act and related 
rules and regulations adopted by the SEC.

•	 Specified Procedures on Internal Monthly Financial 
Statements. The period between the end of the last 
fiscal quarter up to the cut-off date of the comfort 
letter is commonly referred to as the “change period” 
or “bring-down period.” This period can be further 
divided into the time period for which the issuer has 
prepared internal monthly financial statements, and 
the remaining period for which no internal financial 
statements are available. The procedures accountants 
can perform on the period covered by internal 
monthly financials are more limited than a SAS 100 
review. These would include reading the monthly 
financial statements and making certain inquiries 
of officials of the issuer who have responsibility for 
financial and accounting matters, such as whether 



the monthly statements are stated on a basis 
substantially consistent with the audited consolidated 
financial statements incorporated by reference in 
the offering document. Accountants will compare (1) 
key balance sheet items found in the most recent 
monthly statements against the corresponding items 
found in the most recent balance sheet included or 
incorporated by reference in the offering document 
and (2) key income statement line items found in 
the most recent monthly statements against the 
corresponding items found in the income statements 
for the comparable period in the prior year. Key line 
item changes usually include changes in common 
stock or preferred stock, increases in long-term 
debt, decreases in consolidated total assets or 
shareholder’s equity, decreases in consolidated 
total revenues or net sales, decreases in total or 
per share amounts of income before extraordinary 
items, and decreases in total or per share amounts 
of net income. The list of key financial statement 
line items may change depending on the issuer’s 
business or industry practice. On the basis of 
applying such procedures, accountants can provide 
negative assurance that, except as disclosed in the 
comfort letter or except for changes, increases, or 
decreases that the registration statement discloses 
have occurred or may occur, nothing has come to 
their attention that caused them to believe that 
there was any change in specified balance sheet 
items compared with the prior quarter or that there 
was any change in specified income statement items 
as compared with the prior-year period. If material 
changes in key financial statement line items have 
in fact occurred during the change period, counsel 
should disclose this fact to the underwriters and 
determine if it is necessary to craft disclosure 
describing those changes, for inclusion in the 
offering document.

•	 Specified Procedures for Remaining Period Where 
No Internal Monthly Financial Statements are 
Available. The accountant’s procedures for this 
period would be much more limited and would 
usually consist of reading the minutes and making 
inquiries of responsible officers of the issuer 
regarding changes to key line items since the last 
balance sheet and period-end date. Based on these 
procedures, auditors can provide negative assurance 
that nothing has come to their attention that caused 
them to believe there had been any change to 
the key line items except for changes specifically 
identified in the comfort letter or except for such 

changes that the registration statement discloses 
have occurred or may occur.

6.	 Circle like a Pro. In preparing your circle-up of the 
offering document and the documents incorporated 
by reference into the offering document, know what 
to circle, what not to circle, and why. Generally, 
accountants will only provide tick-and-tie comfort to 
those circled numbers that can be traced back to or 
derived from the issuer’s audited financial statements, 
reviewed interim financial statements or internal 
accounting records. Paragraph .55 of AS 6101 provides 
that accountants should generally only comment 
on information that (1) is expressed in dollars (or 
percentages derived from such dollar amounts) and 
that has been obtained from the issuer’s accounting 
records that are subject to its controls over financial 
reporting, (2) has been derived directly from such 
accounting records by analysis or computation, or (3) 
is quantitative and that has been obtained from an 
accounting record if the information is subject to the 
same controls over financial reporting as the dollar 
amounts. Examples of numbers you should generally 
not circle include square footage of facilities, number 
of employees (except as related to a given payroll 
period), and backlog information. AS 6101 also tells 
accountants not to comment on information subject 
to legal interpretation, such as beneficial share 
ownership. There is no need to circle up the actual 
numbers appearing in the audited financial statements 
and accompanying notes because those have already 
been audited, are covered by the auditor opinion, 
and are incorporated by reference into the offering 
document. Same with the numbers appearing in the 
actual quarterly financial statements and accompanying 
notes since those have been reviewed by the auditors, 
covered by the negative assurance in the comfort letter 
and are incorporated by reference into the offering 
document. Do not circle numbers that do not pertain 
to the issuer such as general industry data, market 
statistics, or other nonfinancial or market data about 
the issuer’s industry or competitors. Do not circle 
numbers pertaining to estimates and projections, as 
auditors generally comment only on historical figures. 
Other examples of numbers that are generally not 
comforted by accountants include operating statistics, 
contracted amounts such as interest rates of financial 
instruments, or the principal amount of notes 
outstanding reflected in a global note or indenture, 
other legal concepts, non-GAAP financial information, 
and certain financial ratios of banks and bank holding 
companies. Note however that there are variations 



in practice and some audit firms may be willing to 
provide a low level of tick-and-tie comfort on certain 
of these numbers, rather than not comforting them 
altogether. Auditors may also comfort certain numbers 
covering issuers in particular industries (e.g., real estate 
investment trusts, banks). It is always a good idea to 
review relevant comfort letter precedents for their 
circle-up and tick-and-tie comfort for comparison. In 
some instances, accounting firms may take the lead in 
circling up numbers and provide underwriter’s counsel 
with a draft comfort letter, along with their tick-and-tie 
comfort, instead of underwriter’s counsel preparing the 
initial circle-up.

7.	 Aim High but Be Realistic. Negotiate for the highest 
level of tick-and-tie comfort possible, but recognize 
that auditors can ultimately comfort only what they can 
trace back to audited or reviewed financial statements 
or verifiable accounting records. Accountants will 
review the circle-up, and for each circled number, 
provide a tickmark that “ties” or traces back the 
number to a particular source. The applicable tickmark 
letter, number, or symbol is placed next to each 
circled number in the offering document or documents 
incorporated by reference. The tickmarks represent 
varying levels of comfort depending on whether 
information is derived from audited financials, reviewed 
interim financials, or other accounting books or records 
of the issuer. Generally speaking, there are several 
possible levels of tickmark comfort, including (arranged 
in descending order of comfort), that the auditors have 
compared or recalculated the number or percentage (1) 
to or from amounts in the audited financial statements 
and found them to be in agreement, (2) to or from 
amounts in the reviewed interim financial statements 
and found them to be in agreement, (3) to or from 
amounts in the company’s accounting records and 
found them to be in agreement, (4) to or from amounts 
in a schedule prepared by the company based on its 
accounting records, and (5) that the auditors have 
verified the arithmetic accuracy of certain calculations. 
The legend explaining the particular meaning of 
each tickmark is usually provided in tabular format in 
the comfort letter. With respect to levels (3) and (4), 
note that based on AS 6101, accountants can cover 
such numbers if they are derived from the company’s 
accounting records that are subject to the company’s 
system of internal accounting controls. If circled 
numbers are not derived from the issuer’s accounting 
records and are not subject to internal control over 
financial reporting, then the accountants may not cover 
these items. Internal control over financial reporting 

refers to systems and processes that are designed to 
provide reasonable assurance regarding the reliability 
of financial reporting. If those systems are weak, then 
accountants may have reason to provide no comfort. 
Pay particular attention to numbers that are tied to a 
company-prepared schedule. If the numbers in those 
schedules are tied back to anything other than the 
issuer’s financial statements or accounting books and 
records, then the value of such comfort decreases. 
If the sources are themselves not comforted by the 
accountants, then the numbers in the company-
prepared schedule may be valueless.

8.	 Pay Special Attention to Pro Forma Information. 
Obtaining comfort on pro forma financial information 
requires special attention and advance planning. Pro 
forma information presents historical balance sheet 
and income statement information adjusted as if a 
transaction had occurred at an earlier period. Pro 
formas assist investors in understanding the impact of 
a significant transaction, such as a merger, business 
combination, or disposition, by showing how such 
consummated or proposed transaction might have 
affected the issuer’s historical financial numbers. 
Auditors will typically only provide negative assurance 
that the pro forma financial information complies as 
to form in all material respects with the applicable 
accounting requirements of Rule 11-02 of Regulation 
S-X. Accountants may also be asked to comment on 
the arithmetic accuracy of the pro forma adjustments 
to confirm whether the pro forma adjustments have 
been properly applied to the historical amounts in 
the compilation of the pro forma financial statements. 
Note however that, per AS 6101, accountants may 
provide such negative assurance or such comment only 
if (1) they “have an appropriate level of knowledge of 
the accounting and financial reporting practices” of 
the entity (or, in the case of a business combination, 
of a significant constituent part of the combined 
entity) and (2) they have performed an audit of the 
annual financial statements, or an AS 4105 review of 
the interim financial statements, of the entity (or, in 
the case of a business combination, of a significant 
constituent part of the combined entity) to which the 
pro forma adjustments were applied. On a practical 
level, these limitations can be problematic where the 
pro formas include large acquisitions of companies that 
the issuer’s accounting firm did not audit or review. 
In such situation where the financial statements of 
the target company or target companies are required 
to be included in the offering document, then there 
would be multiple audit firms issuing multiple comfort 



letters (e.g., one for the acquirer and one for each 
target). Counsel should ensure to discuss these matters 
with issuer, issuer’s counsel, and the underwriters and 
involve the target’s auditors as early in the offering 
time line as practicable.

9.	 Pay Attention to Special Considerations for Foreign 
Private Issuers (FPIs) and for Comfort Letters Issued 
by Non-U.S. Accounting Firms. When dealing with 
FPIs, remember that certain rules and practices come 
into play and these may differ from those applicable 
to U.S. domestic issuers. FPIs generally do not prepare 
their financial statements in accordance with U.S. 
GAAP, but rather, in accordance with IFRS. If those 
financial statements are prepared in accordance with 
IFRS as issued by the IASB, then the FPI can utilize 
those statements without need for any reconciliation 
to U.S. GAAP. FPIs do not usually prepare quarterly 
financial statements and are not required to file 
unaudited quarterly financial information on Quarterly 
Reports on Form 10-Q, unlike U.S. domestic 
issuers. Certain FPIs that are Canadian issuers 
may utilize certain rules and procedures under the 
Multijurisdictional Disclosure System (MJDS) adopted 
by the SEC and Canadian Securities Administrators, 
which allow them to utilize streamlined registration 
statements permitting reliance on Canadian periodic 
filings to satisfy U.S. securities requirements.

All of these may impact the content and preparation 
process of the comfort letter. For example, the 
comfort letter should state that the accountants are 
“independent” not only within the meaning of the 
Securities Act and the applicable rules and adopted 
by the SEC and the PCAOB, but also in accordance 
with the local standards applicable to the non-U.S. 
accounting firm. For MJDS issuers, the comfort 
letter would typically also state that the issuer’s 
audited financial statements comply as to form in all 
material respects not only with the Securities Act and 
Securities Exchange Act, but also with related rules 
and regulations adopted by the SEC applicable to 
entities filing under the MJDS. FPIs that utilize IFRS 
instead of U.S. GAAP may provide negative assurance 
on compliance of the interim financial statements 
with the IASB’s International Accounting Standard No. 
34, Interim Financial Reporting, instead of AS 4105 
for U.S. domestic issuers. Pay particular attention 
to applicable standards cited in the comfort letter. 
Since FPIs may not have readily available quarterly 
financial statements, discuss this early on with issuer, 
issuer’s counsel, and underwriters. Note however 

that a number of the larger FPIs that regularly issue 
securities into the U.S. market do prepare and file 
quarterly financial statements in Form 6-Ks with the 
SEC. Moreover, currency translations can add a layer of 
complexity to tick-and-tie comfort in the comfort letter, 
so discuss the same with the auditors. Last, some audit 
firms in non-U.S. jurisdictions request a written letter 
of “arrangement” or “engagement” (especially if the 
securities are intended to be sold outside of the United 
States) that are commonly used outside of the United 
States. Some of these letters may limit the liability 
of and provide indemnification for, the accountants. 
Review these letters closely, socialize and discuss 
with underwriters’ in-house counsel if appropriate, 
and ensure that any exculpation or indemnification 
provisions do not limit the value of the comfort letter 
in possible future litigation.

10.	 Have a Back-Up Plan. Take comfort that it’s not the 
end of the world if you receive no or limited comfort 
from auditors or unearth red flags. Comfort letters 
are a part of the larger process of establishing a due 
diligence defense under the federal securities laws. 
They are not prepared, reviewed, and negotiated 
in a vacuum. Any financial numbers not comforted 
by auditors should be covered by another type of 
diligence and additional back-up. Ask the issuer’s CFO 
to confirm the accuracy of such numbers by way of 
a CFO certificate. This is a standard document that 
is widely used and accepted in securities offerings. A 
management letter to the same effect can also be 
utilized. Prepare a supplemental circle-up or back-up 
request covering these numbers and ask the issuer 
to provide documentary support. Employ heightened 
due diligence procedures to address limited comfort 
or red flags including discussing with auditors the 
underlying reasons for being unable to provide the 
desired comfort level, arranging specific calls with 
management and auditors on recent financial results 
or other significant developments or trends, and having 
conversations with auditors and the issuer’s accounting 
team and audit committee, particularly with respect 
to tracing back numbers to accounting records, and 
the adequacy of existing internal controls. Consider 
beefing up the offering document to add protective or 
enhanced disclosure in the risk factors, management 
discussion and analysis (MD&A), overview, trend 
disclosure, or recent developments sections. Consider 
strengthening issuer representations related to 
financial information in the underwriting agreement. 
After exhausting alternatives, do not be afraid to take 
out problematic financial information that cannot be 
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adequately addressed. Create and maintain a clear, 
organized written record that adequately documents 
the steps you have taken to assist your clients’ conduct 
of a reasonable investigation of the issuer and its 
financial results.
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TAB 6 



Form of SAS 72 Representation Letter  

(found in paragraph .07 of AS 6101) 

 

[Date] 

Dear ABC Accountants: 

[Name of financial intermediary], as principal or agent, in the placement of [identify securities] to 

be issued by [name of issuer], will be reviewing certain information relating to [issuer] that will be 

included (incorporated by reference) in the document [if appropriate, the document should be 

identified], which may be delivered to investors and utilized by them as a basis for their 

investment decision. This review process, applied to the information relating to the issuer, is (will 

be) substantially consistent with the due diligence review process that we would perform if this 

placement of securities were being registered pursuant to the Securities Act of 1933 (the Act). 

We are knowledgeable with respect to the due diligence review process that would be 

performed if this placement of securities were being registered pursuant to the Act. We hereby 

request that you deliver to us a "comfort" letter concerning the financial statements of the issuer 

and certain statistical and other data included in the offering document. We will contact you to 

identify the procedures we wish you to follow and the form we wish the comfort letter to take. 

Very truly yours, 

[Name of Financial Intermediary] 
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Comfort Letter Procedures 
Relating to Capsule Financial Information 

Presented In a Registration Statement 
Prior to the Issuance of the Year-End 

 Financial Statements
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Notice to Readers 

Issuers sometimes undertake securities offerings after their year-ends, but before the 
issuance of their annual audited financial statements. This paper provides a framework 
for evaluating the types of comfort letter procedures that an independent accountant 
could perform in connection with information included or incorporated by reference in 
securities offerings related materials relating to an issuer’s fourth quarter when the 
annual audited financial statements have not been issued. 

This paper was developed by, and reflects the views of, a task force of the Center for 
Public Company Audit Firms’ SEC Regulations Committee. It provides knowledgeable 
individuals with a framework to assess the types of procedures that could be performed, 
however caution and individual judgment, based on facts and circumstances should be 
exercised when considering performing procedures on information which is the subject 
of ongoing audit procedures and/or which is subject to change until the issuance of the 
annual audited financial statements. 

The PCAOB is the regulatory body authorized to establish audit and attestation 
standards for registered public accounting firms in the preparation and issuance of audit 
reports as required by the Sarbanes-Oxley Act. This framework has not been approved, 
disapproved, or otherwise acted upon by the PCAOB or its staff. 

Executive Summary 

Issuers frequently prepare registration statements after year-end but before issuing their 
year-end financial statements. Those registration statements oftentimes include capsule 
financial information for the recently completed 4th quarter and fiscal year (e.g., 
information that is included in an earnings release). 

As part of their due diligence procedures, underwriters frequently request accountants to 
perform procedures with respect to the capsule financial information. 

Accountants must exercise caution when considering performing procedures and 
reporting results that relate to information which is the subject of ongoing audit 
procedures and/or which is subject to change once the issuer finalizes and issues its 
year-end financial statements. 

Copyright © 2005 by the American Institute of Certified Public Accountants, Inc., 
New York, New York. 

http://www.aicpa.org/CPCAF�


 

 2 CPCAF Comfort Letter Procedures 
www.aicpa.org/CPCAF 

 

 

Issue 

Underwriters frequently ask accountants to provide a comfort letter in connection with 
securities offerings that take place after the issuer’s fiscal year-end but prior to the date 
that the issuer has “issued” its year-end financial statements1. 

Registration statements prepared during this timeframe oftentimes include2 capsule 
financial information for the fourth quarter and/or full year notwithstanding the fact that 
the year-end financial statements have not been “issued”. 

A number of questions arise as to what level of comfort the accountant should consider 
providing (at the request of the underwriter) on the fourth quarter or full year capsule 
financial data in connection with a registration statement that is declared effective prior 
to the issuance of the year-end financial statements. 

Underwriter requests for comfort on this type of capsule data generally include one or 
more of the following: 

1. Positive assurance that the year-end capsule financial information has been 
audited (or the year-end financial statements have been audited); 

2. Negative assurance that the capsule information for full year or the 4th quarter 
have been reviewed pursuant to Statement on Auditing Standards No. 100 
“Interim Financial Information” (or that the underlying 4th quarter or full year 
financial statements have been reviewed under SAS 100); 

3. Reading unaudited financial information for the 4th quarter and reporting certain 
changes in specified financial statement elements; 

1The term “issued” in this paper is used in the context as it was interpreted by the SEC staff in EITF Topic 
No. D-86. Financial statements are considered issued “as of the date they are distributed for general use 
and reliance in a form and format that complies with generally accepted accounting principles (GAAP) and, 
in the case of annual financial statements, that contain an audit report that indicates that the auditors have 
complied with generally accepted auditing standards (GAAS) in completing their audit. Issuance of financial 
statements then would generally be the earlier of when the annual or quarterly financial statements are 
widely distributed to all shareholders and other financial statement users or filed with the Commission.” 
Financial statements would not be considered issued as of the date of either an earnings release or posting 
of financial statements to the registrant’s web site. 

2Throughout this paper references to “included” are intended to mean “included or incorporated by 
reference”. 

Copyright © 2005 by the American Institute of Certified Public Accountants, Inc., 
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4. Inquiring of company officials as to changes in specified financial statement 
elements; 

5. Agreeing the 4th quarter or full year capsule financial information to the 
company’s accounting records (commonly referred to as “tickmark” comfort). 

The purpose of this paper is to explain what types of procedures accountants are 
generally willing to perform on behalf of and report to underwriters relating to 4th quarter 
and full year capsule financial information included in a registration statement prior to the 
time that the year-end financial statements have been issued. 

Background 

Section 11 of the Securities Act of 1933 (the “Act”) provides that underwriters could be 
liable if any part of a registration statement contains material omissions or 
misstatements. Specifically, Section 11(a) of the Act provides (in part) that every 
underwriter with respect to a security may be sued by any person acquiring that security 
if any part of the registration statement contained an untrue statement of a material fact 
or omitted to state a material fact required to be stated therein or necessary to make the 
statements therein not misleading. 

Section 11(b)(3) of the Act, however, provides that the underwriter would not be liable if 
he sustains “the burden of proof that (among other things)...: 

as regards any part of the registration statement not purporting to be made on 
the authority of an expert [e.g., the capsule financial information]...he had, after 
reasonable investigation, reasonable ground to believe and did believe, at the 
time such part of the registration statement became effective, that the statements 
therein were true and that there was no omission to state a material fact required 
to be stated therein or necessary to make the statements therein not 
misleading;...” 

The standard of reasonableness for purposes of determining what constitutes a 
reasonable investigation and a reasonable ground for belief under Section 11(b)(3) 
“...shall be that required of a prudent man in the management of his own property”.3 
This is commonly referred to as the “due diligence” defense. 

__________ 
3See Section 11(c) of the Act. 
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New York, New York. 

http://www.aicpa.org/CPCAF�


 

 4 CPCAF Comfort Letter Procedures 
www.aicpa.org/CPCAF 

 

Underwriters generally request that accountants issue a comfort letter with respect to 
certain information included in the registration statement as one of a number of 
procedures that may be used to establish that an underwriter has conducted a 
reasonable investigation4. 

Statement on Auditing Standards No. 72 “Letters for Underwriters and Certain Other 
Requesting Parties” (SAS 72/AU 634) provides guidance to accountants for performing 
and reporting on the results of engagements to issue comfort letters to underwriters. 
SAS 72 provides for several different types of procedures which an accountant may, at 
the request of the underwriter, consider5 performing. 

The Parties Involved 

There are three key parties involved with a comfort letter to be issued in connection with 
an underwritten registered offering: the issuer, the underwriter and the accountant. 

The issuer is responsible for preparing the registration statement and determining its 
contents. By including the capsule financial information in the document, the issuer is 
likely attempting to ensure that investors have the most current information available for 
purposes of making an investment decision. The information that the issuer determines 
to present in the registration statement is a key factor in establishing the population of 
information that the underwriter must consider in designing his “due diligence” 
procedures. 

The underwriter is also striving to ensure that the offering materials contain the 
appropriate information. However, unlike issuers which are always directly liable for 
material misstatements or omissions in the registration statement (including the capsule 
financial information), the underwriter may have the ability to “avoid” liability for a 
material misstatement or omission in the registration statement (including the capsule 
financial data) if the underwriter can show that after reasonable investigation, the 
underwriter had reasonable ground to believe and did believe, at the time such part of 
the registration statement became effective, that the statements therein were true and 
that there was no omission to state a material fact required to be stated therein or 
necessary to make the statements therein not misleading. 

4AU 634.12 states: “What constitutes a reasonable investigation of unaudited financial information sufficient 
to satisfy an underwriter’s purposes has never been authoritatively established. Consequently, only the 
underwriter can determine what is sufficient for his or her purposes.” 

5It is important to note that neither the Act nor SAS 72 obligates the accountant to issue a comfort letter and 
there is nothing which would preclude the underwriter from performing (for himself) all of the “due diligence” 
procedures he believes are necessary in order to demonstrate that a reasonable investigation was 
performed. 

Copyright © 2005 by the American Institute of Certified Public Accountants, Inc., 
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The accountant’s primary role is to audit the annual financial statements included in the 
registration statement. However, as a service, an accountant may also issue a comfort 
letter reporting the results of certain procedures (selected by the underwriter as 
considered necessary in connection with performing his “due diligence”). 

Performing Procedures on Information that Is Subject to Change 

There is a natural tension that exists when an underwriter asks the accountant to 
perform procedures on capsule financial information for a period more current than the 
financial statements included in the registration statement. 

The issuer, by not including the year-end financial statements in the registration 
statement, is acknowledging that the audited financial statements are, in fact, not 
available.6 

The underwriter, however, wants to ensure that the registration statement has the 
appropriate level of current information while protecting himself from liability. 

Accountants want to facilitate, to the extent practical and appropriate, the capital 
formation process, but are reluctant to perform procedures on capsule financial 
information and report findings in the context of a comfort letter when the financial 
statements underlying that data are not yet complete and have not been issued. In fact, 
oftentimes, the accountant is in the process of performing an audit of the underlying 
financial statements at the time that the comfort letter is issued, thus putting the 
accountant in the position of being asked to comment on balances and amounts which 
are subject to change7 and which are currently being subjected to a higher level8 of 
professional service. 

6Rule 3-12(c) of Regulation S-X states that: “Where a filing is made near the end of a fiscal year and 
audited financial statements for that fiscal year are not included in the filing, the filing shall be updated 
with such audited financial statements if they become available prior to the anticipated effective date, or 
proposed mailing date in the case of a proxy statement.” [emphasis added] 

7Even if audit fieldwork is substantially complete or the date of the audit report has passed, both the issuer 
and the auditor are responsible for evaluating post-balance sheet (pre-issuance) subsequent events for their 
impact on the financial statements and disclosures up to the issuance date. 

8An audit (the expression of an opinion, or positive assurance, as to whether a particular set of financial 
statements presents fairly, in all material respects, the financial position, and results of operations and cash 
flows in conformity with generally accepted accounting principles) is a higher level of professional service as 
compared to reporting in a comfort letter either negative assurance or findings as a result of applying agreed 
upon procedures specified by the underwriter. 

Copyright © 2005 by the American Institute of Certified Public Accountants, Inc., 
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Reporting the results of procedures on balances and amounts, which are the subject of 
ongoing, soon to be undertaken or completed auditing procedures, and which are still 
subject to change, is a risky proposition that the accountant must approach with caution 
to avoid assuming undue and disproportionate risk. 

There are, however, a number of procedures which accountants are generally willing to 
perform on capsule financial information prior to the date that the year-end financial 
statements are issued. However, prior to considering any level of comfort on 4th quarter 
or full fiscal year capsule financial information, the accountant must first consider the 
issuer’s circumstances such as the internal control environment, past history of audit 
adjustments, open contingencies (including the likelihood of resolution prior to “issuance” 
of the financial statements) and the nature of the business. 

A discussion of the various types of comfort letter procedures on capsule financial 
information that underwriters may request accountants to perform prior to the date that 
the year-end financial statements are issued (together with any relevant milestones that 
must be achieved prior to the accountant being in a position to give the indicated 
comfort) is presented below: 

Negative assurance that the capsule information for the full year has been  
reviewed pursuant to Statement on Auditing Standards No. 100 “Interim Financial 
Information” (or that the underlying full year financial statements have been  
reviewed under SAS 100)  

An accountant cannot give SAS 100 negative assurance on financial information for a 
company’s full fiscal year because SAS 100 only applies to interim financial information 
as that term is defined in AU 722.02. 

Negative assurance that the capsule information for the 4th quarter has been 
reviewed pursuant to SAS 100 (or that the underlying 4th quarter financial 
statements have been reviewed under SAS 100)  

Paragraphs 37 and 38 of AU 634 state that accountants can comment, in the form of 
negative assurance, on unaudited condensed interim information when they have 
conducted a SAS 100 review, in which case the accountants must (i) state in the comfort 
letter that the information has not been audited and (ii) disclaim an opinion thereon. 
Paragraph 39 of AU 634 states that accountants can comment, in the form of negative 
assurance, on capsule financial information only when they have conducted a SAS 100 
review of the financial statements underlying the capsule financial information.9 

9AU 634.39 provides that negative assurance as to conformity with GAAP is limited to capsule information 
that complies with the minimum disclosure requirements of Accounting Principles Board (APB) Opinion No. 
28. Otherwise, negative assurance is limited to consistency with the audited financial statements. 
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However, as noted above, management is responsible for evaluating subsequent events 
until the time that year-end financial statements are issued. Therefore, until the financial 
statement issuance date, management is not in a position to assert that the financial 
statements are final. Additionally, until the audit is complete and the financial statements 
are issued, there may well be adjustments to the balances and amounts included in the 
capsule financial information and those adjustments may be material. 

Even though SAS 72 does not otherwise place specific conditions on giving SAS 100 
negative assurance on 4th quarter financial statements or capsule information, the facts 
that i) financial statement balances and amounts are subject to change and ii) are 
subject to on-going audit procedures should result in the exercise of extreme caution by 
the accountant. 

Recognizing this, the accountant should wait until audit fieldwork is substantially 
complete10 and the year-end financial statements are in substantially final form11 before 
considering providing SAS 100 negative assurance on the 4th quarter financial 
statements or capsule information. If the accountant is in a position to give this level of 
comfort, 4th quarter financial statements must be prepared (at an S-X Article 10 level of 
detail, with all required financial statements and disclosures) and must be attached to 
the comfort letter if not included in the registration statement (see AU 634.41). 

Reading unaudited financial information for the 4th quarter and reporting certain 
changes in specified financial statement elements  

SAS 72 permits an accountant to give negative assurance that he has read the issuer’s 
financial information for October, November and December (for a calendar year end 
company) and that he is unaware of certain specified changes in financial statement 
amounts (see paragraphs 4b and 5b of Example A to SAS 72). 

10 The independent accountant must exercise professional judgment in determining what constitutes 
“substantially complete”. Some accountants may view “substantially complete” as fieldwork being complete 
(having reached the audit report date). Other accountants may view “substantially complete” as audit 
procedures having sufficiently advanced to a point that the accountant is satisfied that there are no 
significant matters that would likely cause a change in the numbers on which comfort is being considered. 

11The independent accountant must exercise professional judgment in determining what constitutes 
“substantially final form”. Some accountants may view “substantially final form” as being the same as 
“issued”. Other accountants may view “substantially final form” as having been through the full measure of a 
company’s internal quality control procedures (including any planned involvement/review by senior 
management, company counsel, the disclosure committee, the audit committee and the board of directors) 
but not requiring that the financial statements be issued. Still others may view “substantially final form” as 
being primary financial statements with key footnote disclosures (but not necessarily through the full 
measure of internal quality control procedures and senior management/audit 
committee/board/counsel/disclosure committee review). 
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Even though SAS 72 does not otherwise place specific conditions on giving negative 
assurance as to specified changes in financial statement amounts based on reading 
subsequent financial statements through the end of a fiscal year, the facts that i) the 4th 
quarter/year-end financial information cannot be finally determined until the year-end 
financial statements are “issued” and ii) the accountant either has been engaged to 
perform or is performing an audit on the annual period, indicate that the accountant 
should exercise extreme caution in providing this level of comfort prior to the completion 
of the audit. 

Recognizing this, the accountant should consider providing negative assurance as to 
specified changes in financial statement amounts based on reading subsequent financial 
statements through the end of a fiscal year only after audit fieldwork is substantially 
complete12(even if the annual financial statements are not in substantially final form)13. 
The accountant could however provide negative assurance that he has read financial 
information for a shorter period within the fourth quarter (e.g., one or two months) even if 
the audit fieldwork is not substantially complete. 

Inquiring of company officials as to changes in specified financial statement 
elements 

SAS 72 permits an accountant to give negative assurance that he has inquired of 
company officials and that he is unaware of certain specified changes in financial 
statement amounts up to a date that is less than 135 days from the end of the most 
recent period for which the accountant has performed an audit or review (see paragraph 
6 of Example A to SAS 72). 

Even though SAS 72 does not otherwise place specific conditions on giving negative 
assurance as to specified changes in financial statement amounts based on inquiries as  
of or subsequent to the end of a fiscal year, the facts that i) the 4th quarter/year-end 
financial information cannot be finally determined until the year-end financial statements 
are “issued” and ii) the accountant either has been engaged to perform or is performing 
an audit on the annual period, indicate that the accountant should exercise extreme 
caution in providing this level of comfort prior to the completion of the audit. 

12See footnote 10. 

13 The independent accountant should apply judgment and may determine that prior to agreeing to provide 
this level of comfort that the company must publicly disseminate 4th quarter information (e.g., an 8-K with 
primary financial statements but no footnotes) as evidence supporting management’s assertion that the 
information has been prepared on a basis consistent with the audited financial statements and has been 
subjected to the appropriate internal quality control processes. Additionally, the accountant may decide to 
comment in the comfort letter that the accountant has not completed the audit of the full year financial 
statements and that the 4th quarter information is still subject to change. 
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Recognizing this, if the cut-off date is year-end, the accountant should make these 
inquiries only after substantially completing the year-end audit field work (even if 
financial statements are not in substantially final form)14. 

The accountant can consider making these inquiries and reporting the results even if he 
has not substantially completed the audit or fourth quarter SAS 100 review procedures 
as long as the cutoff date is not the year-end15 (mindful of the 135 day rule discussed 
above). 

Agreeing the 4th quarter or full year capsule financial information to the 
company’s accounting records (commonly referred to as “tickmark” comfort) 

Paragraph 55 of AU 634 permits an accountant to agree certain information relating to 
an unaudited period to an issuer’s accounting records if the accountant has performed 
an audit of the financial statements for a period including or immediately prior to the 
unaudited period or if they have otherwise obtained knowledge of the issuer’s internal 
control (as described in AU 634). 

Even though SAS 72 does not otherwise place specific conditions on commenting on 
financial amounts related to the recently completed fiscal year or fourth quarter thereof, 
the facts that i) the 4th quarter/year-end financial information cannot be finally determined 
until the year-end financial statements are issued and ii) the accountant either has been 
engaged to perform or is performing an audit on the annual period, indicates that the 
accountant should exercise caution in providing this level of comfort prior to the 
completion of the audit. 

Recognizing this, an accountant should agree fourth quarter and full year information to 
the issuer’s accounting records (so-called “tick mark comfort”) only after audit fieldwork 
is substantially complete (even if financial statements are not substantially in 
substantially final form)16. 

14Ibid. 

15 If the cut-off date extends beyond year-end, the accountant may wish to wait until audit fieldwork is 
substantially complete and apply the guidance in footnote 13 above. Alternatively, the accountant may 
decide to restrict his comments to reporting the results of the inquiries (rather than expressing negative 
assurance) similar to paragraph 4c of Example O of SAS 72. 

16See footnote 13. 
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Positive assurance that the year-end capsule financial information has been 
audited (or the year-end financial statements have been audited);  

Underwriters sometimes request that accountants make a statement in the comfort letter 
indicating that an audit of the recently ended fiscal year is complete prior to the date that 
the client has issued the underlying annual financial statements. 

The accountants should not comment on the completion (or the status, other than the 
fact that the audit is pending completion) of the audit prior to the issuance of the 
underlying financial statements. Even though audit fieldwork may be substantially 
complete or the date of the audit report has passed, both the company and the auditor 
are responsible for evaluating post-balance sheet (pre-issuance) subsequent events for 
their impact on the financial statements and disclosures up to the issuance date. 
Therefore management cannot assert that the financial statements are complete until 
the date that the financial statements are issued. Since management is not in a position 
to represent that the financial statements are complete, the auditor cannot indicate that 
the audit is complete. Additionally, as noted above, if the audited financial statements 
were complete (and therefore, by definition, “available”), S-X 3-12(c) would require that 
they be included in the registration statement. 

* * * * * * * * * * 

Copyright © 2005 by the American Institute of Certified Public Accountants, Inc., 
New York, New York. 
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Exhibit A 
Summary of Procedures and Milestones 

Y e a r  e n d   Fourth 
Audit Quarter Fourth 

F/S In Fieldwork SAS 100 Quarter 
F/S Substantially(1) Substantially(2) Review Financial 

Issued Final Form Complete Complete Statements 
SAS 100-level 
assurance on  ................................................................. Precluded by SAS 100 
full-year f/s or 
capsule information 

Yes 

***(4) 

*** 

*** 

*** 

*** 

*** 

*** 

Yes(3) 

Yes 

*** 

*** 

*** 

*** 

*** 

*** 

Yes(3) 

Yes 

Yes(6) 

*** 

***(7) 

Yes(6) 

*** 

Yes(6) 

Yes(3) 

Yes 

*** 

*** 

*** 

*** 

*** 

*** 

*** 

Yes(5) 

***(6) 

*** 

***(7) 

***(6) 

*** 

***(6)  
Yes = Must be completed prior to giving the indicated level of comfort. 
*** = Subject to the accountant’s judgment, need not be completed prior to giving the indicated level of comfort. 

(1) Refer to footnote 11 on page 7. 

(2) Refer to footnote 10 on page 7. 

(3) Given that issuance of audited financial statements is a pre-requisite to giving this level of comfort, financial 
statements must be in final form and the audit and 4th quarter SAS 100 reviews must also be complete. 

(4) Given that there is likely an audit of the fiscal year that is ongoing or to begin shortly, the independent 
accountant should exercise judgment and may conclude that prior to giving SAS 100 negative assurance on the 
4th quarter capsule financial information (or 4th quarter financial statements) that the audited financial statements 
must be issued. 

Copyright © 2005 by the American Institute of Certified Public Accountants, Inc., 
New York, New York. 

Audit-level 
assurance on 
full-year f/s 

SAS 100-level 
assurance on 
4th quarter f/s or 
capsule information 

Read 4th quarter info 
and report changes 

Read info for 1st two 
months of 4th quarter 
and report changes 

Inquire of mgt. 
with respect 
to changes—cut-off 
date after year-end 

Inquire of mgt. 
with respect 
to changes—cut-off 
date is year-end 

Inquire of mgt. 
with respect 
to changes—cut-off 
date before year-end 

Agree 4th quarter 
or full year information 
to the books and records 
(tickmark comfort) 

http://www.aicpa.org/CPCAF�
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(5) The 4th quarter financial statements must be prepared using an S-X Article 10 level of detail, including all 
required financial statements and disclosures, and must be attached to the comfort letter (if not included in the 
document). 

(6) See footnote 13 on page 8. 

(7) See note 15 on page 9. 

Copyright © 2005 by the American Institute of Certified Public Accountants, Inc., 
New York, New York. 
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2023 SEC Filing Deadlines and Financial Statement Staleness Dates 
FILING DEADLINES FOR CALENDAR YEAR COMPANIES1

ANNUAL AND QUARTERLY REPORTS2 LARGE ACCELERATED FILER ACCELERATED FILER ALL OTHER FILERS

FORM 10-K FOR FISCAL YEAR
Ended December 31, 2022*

March 1 March 16 March 31 

FORM 10-Q FOR FISCAL QUARTER
Ended March 31, 2023

May 10 May 10 May 15 

FORM 10-Q FOR FISCAL QUARTER
Ended June 30, 2023

August 9 August 9 August 14 

FORM 10-Q FOR FISCAL QUARTER
Ended September 30, 2023

November 9 November 9 November 14 

*Definitive Proxy Statement (DEF 14A): If the Form 10-K incorporates Part III information from the proxy statement, either the proxy statement 

  must be filed by May 1 (120 days after fiscal year end) or the 10-K must be amended by that date to add the Part III information. 

OTHER FORMS DATE

FORM 3

10 days after the individual becomes a reporting person or no later than the effective 

date of the registration statement if the issuer is registering equity under Section 12 of 
the Securities Exchange Act for the first time

FORM 4 2 business days after the transaction date giving rise to a change in beneficial ownership 

FORM 5 February 14 (45 days after fiscal year end)

FORM 8-K Generally, 4 business days after triggering event 

FORM 11-K (Annual Reports for Certain 

Employee Plans)

Not subject to ERISA: March 31 (90 days after the plan’s fiscal year end)

Subject to ERISA: June 29 (180 days after the plan’s fiscal year end)

FORM 20-F (Foreign Private Issuers) May 1 (4 months after fiscal year end)  

FORM 40-F (Canadian MJDS Issuers) Same date the issuer’s annual report is filed in Canada

SCHEDULE 13G** February 14 (45 days after calendar year end covering the schedule)

SCHEDULE 13D** 10 days after acquisition of more than 5% beneficial ownership; amendments due promptly after 

material changes

FORM 13F (Institutional Investment 
Managers) 3

February 14 (45 days after calendar year end) and May 15, August 14 and November 14 (45 days 
after each of the first three calendar quarters)

FORM 13H (Large Trader Registration) 
10 days after transactions in securities of 2M shares or $20M on any day or 20M shares or $200M 
in any month; February 14 (45 days after calendar year end); amendments due promptly after 
quarter end for inaccuracies 

FORM SD (Specialized Disclosure) No later than May 31 of each year 

** The SEC has proposed amendments that, if adopted, would shorten the filing deadlines for Schedules 13G & 13D. See our Legal Update. 

Late Filing Reports: A notification of the inability to timely file all or any portion of a Report on Form 10-K,10-Q, 20-F or 11-K must be filed by 

5:30 p.m. Eastern Time no later than the next business day after the original due date (Securities Exchange Act Rule 12b-25)

Legal Update

December 13, 2022

https://www.mayerbrown.com/-/media/files/perspectives-events/publications/2022/02/legal-update--sec-proposed-amendments-to-schedules-13d-and-13g_.pdf
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FINANCIAL STATEMENT STALENESS DATES FOR CALENDAR YEAR COMPANIES4

Financial statements are considered stale under the rules of the US Securities and Exchange Commission (SEC) when they are too 

old to use in a prospectus or proxy statement. Accordingly, if financial statements have gone stale, an issuer must file the most recent 

required financial statements before using a prospectus or proxy statement. Deadlines vary based on the type of issuer. 

STALENESS DATE FINANCIAL STATEMENT REGULATORY DEADLINE5

FEBRUARY 14
2022 Q3 financial statements for initial public offerings, delinquent 

filers and loss corporations
45 days after year end6

MARCH 1 2022 Q3 financial statements for large accelerated filers 60 days after year end

MARCH 16 2022 Q3 financial statements for accelerated filers 75 days after year end

MARCH 31 2022 Q3 financial statements for all other filers 90 days after year end

MAY 9
2022 year-end financial statements for large accelerated filers and 

accelerated filers
129 days after year end

MAY 15 2022 year-end financial statements for all other filers 134 days after year end

AUGUST 7
2023 Q1 financial statements for large accelerated filers and 

accelerated filers
129 days after Q1 end

AUGUST 14 2023 Q1 financial statements for all other filers 134 days after Q1 end

NOVEMBER 6
2023 Q2 financial statements for large accelerated filers and 

accelerated filers
129 days after Q2 end

NOVEMBER 13 2023 Q2 financial statements for all other filers 134 days after Q2 end

Special Accommodation for Gap Periods: Staleness dates and Form 10-Q deadlines do not always correspond, resulting in gap 
periods during which registration statements may not be filed or declared effective and proxy statements may not be mailed. The SEC 
staff typically accommodates repeat issuers that have timely filed for the last 12 months by making the staleness date the same as the 
10-Q deadline. The SEC may ask the issuer to confirm that the 10-Q will be timely filed after effectiveness or mailing, as applicable and 
that there have been no material trends, events or transactions since the date of the latest balance sheet included in the filing that 
would materially affect an investor’s understanding of the issuer’s financial condition and results of operations.7 

Generally, FPIs’ audited financial statements go stale after 15 months, and interim financial statements (covering at least 6 months) go 
stale after 9 months, subject to the exceptions noted below.8

EXCEPTIONS 

 The 15-month and 9-month periods are extended to 18 months and 12 months, respectively, for the following offerings: (1) exercises 
of outstanding rights granted pro rata to all existing security holders; 

 (2) dividends or interest reinvestment plans; and (3) conversions of outstanding convertible securities or exercises of outstanding 
transferable warrants. 

 In an initial public offering of an FPI not public in any jurisdiction, audited financial statements go stale after 12 months unless the FPI 
sufficiently represents to the SEC: (1) compliance is not required in any other jurisdiction and (2) it is impracticable or involves undue 
hardship. 

 If financial information for an annual or interim period more current than otherwise required is made available in any jurisdiction, 
such information should be included. The new financial information does not need to be reconciled to US GAAP, but narrative 
explanations of the differences in accounting principles should be provided and material new reconciling items should be quantified; 
however, such requirements do not apply to issuers filing audited financial statements prepared under IFRS. 

FOREIGN PRIVATE ISSUERS (FPIs)
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EDGAR filings may be made from 6:00 a.m. to 10:00 p.m. Eastern Time on weekdays (excluding federal holidays). Filings submitted 
after 5:30 p.m. Eastern Time receive the next business day’s filing date (except filings for Section 16, Schedule 14N and filings 
pursuant to Rule 462(b), which receive the actual date of filing). 

For more information about the topics raised in this Legal Update, please contact any of the lawyers listed below.  

Jennifer J. Carlson
+1 650 331 2065 
jennifer.carlson@mayerbrown.com

Kwaku D. Osebreh
+1 312 701 8037 
kosebreh@mayerbrown.com

John R. Ablan
+1 312 701 8018 
jablan@mayerbrown.com

Naté S. Simmons 
+1 312 701 7197
nsimmons@mayerbrown.com

Laura D. Richman
+1 312 701 7304 
lrichman@mayerbrown.com

Endnotes
1 Dates reflect filing deadlines in light of weekends and federal holidays (Securities Exchange Act Rule 0-3(a)).

2 Form 10-K is due 60 days, 75 days and 90 days after the fiscal year end for large accelerated filers, accelerated filers and all other filers, respectively. Form 10-Q is 

due 40 days after the fiscal quarter end for large accelerated and accelerated filers and 45 days after the fiscal quarter end for all other filers. 

3 Beginning in 2024, Institutional Investment Managers filing a Form 13F and exercising voting discretion will also be required to file a Form N-PX disclosing the   

manager’s voting decisions with respect to say-on-pay matters. The SEC’s adopting release is available at https://www.sec.gov/rules/final/2022/33-11131.pdf. 

4 Dates reflect staleness in light of weekends and federal holidays (Securities Act Rule 417). 

5 Regulation S-X Rule 3-12.

6 Regulation S-X Rules 3-01(c) and 3-12(b).

7 SEC Division of Corporation Finance, Financial Reporting Manual (FRM) Section 1220.5, available at 

https://www.sec.gov/divisions/corpfin/cffinancialreportingmanual.pdf

 8 Regulation S-X Rule 3-12(f), Item 8 of Form 20-F and FRM Section 6220.

Mayer Brown is a distinctively global law firm, uniquely positioned to advise the world’s leading companies and financial institutions on their most complex deals and 

disputes. With extensive reach across four continents, we are the only integrated law firm in the world with approximately 200 lawyers in each of the world’s three 

largest financial centers—New York, London and Hong Kong—the backbone of the global economy. We have deep experience in high-stakes litigation and complex 

transactions across industry sectors, including our signature strength, the global financial services industry. Our diverse teams of lawyers are recognized by our clients 

as strategic partners with deep commercial instincts and a commitment to creatively anticipating their needs and delivering excellence in everything we do. Our “one-

firm” culture—seamless and integrated across all practices and regions—ensures that our clients receive the best of our knowledge and experience. 

Please visit mayerbrown.com for comprehensive contact information for all Mayer Brown offices.

Any tax advice expressed above by Mayer Brown LLP was not intended or written to be used, and cannot be used, by any taxpayer to avoid U.S. federal tax penalties. If such advice was 

written or used to support the promotion or marketing of the matter addressed above, then each offeree should seek advice from an independent tax advisor.  

This Mayer Brown publication provides information and comments on legal issues and developments of interest to our clients and friends. The foregoing is not a comprehensive 

treatment of the subject matter covered and is not intended to provide legal advice. Readers should seek legal advice before taking any action with respect to the matters discussed 

herein. 

Mayer Brown is a global services provider comprising associated legal practices that are separate entities, including Mayer Brown LLP (Illinois, USA), Mayer Brown International LLP 

(England), Mayer Brown (a Hong Kong partnership) and Tauil & Chequer Advogados (a Brazilian law partnership) (collectively the “Mayer Brown Practices”) and non-legal service 

providers, which provide consultancy services (the “Mayer Brown Consultancies”). The Mayer Brown Practices and Mayer Brown Consultancies are established in various jurisdictions and 

may be a legal person or a partnership. Details of the  individual Mayer Brown Practices and Mayer Brown Consultancies can be found in the Legal Notices section of our website. 

“Mayer Brown” and the Mayer Brown logo are the trademarks of Mayer Brown. 

© 2022 Mayer Brown. All rights reserved. 

EDGAR HOURS OF OPERATION
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