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Amerivan Institnte of Accmuntants

INCORPORATED UNDER THE LAWS OF THE DISTRICT OF COLUMBIA

THE NATIONAL ORGANIZATION OF CERTIFIED PUBLIC ACCOUNTANTS

13 EAST 41sT STREET, NEW YORK 17, N. Y.

June 16, 1949,

To THE MEMBERS OF THE
AMERICAN INSTITUTE OF ACCOUNTANTS:

GENTLEMEN:
At its spring meeting on May 3rd, council of the American

Institute of Accountants passed the resolution contained in the
special report which is reproduced herewith. Your attention is called
to the fact that this resolution approved a substitute for the amend-
ment to “Extensions of Auditing Procedure” proposed in Statements
on Auditing Procedure No. 23, and directed that the revised word-
ing be presented to the membership for formal action at the next
annual meeting of the American Institute of Accountants with the
council’s recommendation that it be adopted.

This notice is being sent for the purpose of directing your
attention particularly to the matter so that it may be given careful
consideration before the proposal is taken up for final ballot at the
annual meeting in Los Angeles this fall. ‘

Very truly yours,
Joun L. CArey

Executive Director



Special Report

Revision of Statements on Auditing Pro-
cedure No. 23, "Clarification of Account-
ant's Report When Opinion Is Omitted”

To THE COUNCIL OF THE
AMERICAN INSTITUTE OF ACCOUNTANTS:

GENTLEMEN: At the fall meeting of
council in 1947, the committee on auditing
procedure submitted a special report rec-
ommending an amendment to “Extensions
of Auditing Procedure” designed to clar-
ify reports submitted by accountants when
an opinlon is omitted. Because “Exten-
sions of Auditing Procedure” had been
formally adopted by the membership of
the Institute, it was believed appropriate
that any modification thereof should like-
wise be placed before the membership for
formal consideration. Accordingly, council
directed that the committee's special report
be placed on the agenda of the next annual
meeting of the Institute for discussion and
action by the membership, and authorized
its issuance ag a committee statement so
that the membership might have an oppor-
tunity to conmsider it prior to its presenta-
tion to the annual meeting for formal ac-
tion. The special report was issued in
December, 1947, as Statements on Audit-
ing Procedure No. 23, “Clarification of
Accountant’s Report When Opinion Is
Onmiitted.”

Following issuance of this statement it
became evident that there was consider-
able misunderstanding in the profession as
to the objectives of the proposed amend-
ment and its application in practice. Many
practitioners have indicated their unwill-
ingness to approve the proposed amend-
ment because they believe it requires a
lengthy statement regarding the omission
of an opinion, and the reasons why, even
in cases where all they do is prepare finan-
cial statements without audit and present
them on their stationery. Others have been
in doubt as to whether they could issue
long-form reports when they could not
express an opinion on the over-all fairness

of the financial statements; and still others
as to whether they could issue a qualified
report.

In view of this apparent confusion, for-
mal consideration of the amendment by the
profession was postponed until the 1949
annual meeting of the Institute.

The committee believes that many of the
objections to the amendment proposed in
Statements on Auditing Procedure No. 23
can be met by revising it to explain more
fully the committee’s views on the subject.
Accordingly, the committee has prepared
a revised amendment which it recommends
for submission to the membership for
formal action in place of the one previ-
ously recommended in paragraph 6 of
Statement No. 23. Although some changes
in the wording have been made for the
purpose of greater clarity, the principles
expressed in the amendment remain un-
changed. Some additional wording has also
been included to explain more fully the
objective of the proposed amendment and
its application in practice. The wording of
the proposed amendment as revised is con-
tained in the following resolution which
we recommend for passage by the council :

RESOLUTION

WHEREAS, “Extensions of Auditing
Procedure” (Statements on Auditing Pro-
cedure No. 1) contains the following

paragraph:

“The independent certified public ac-
countant should not express the opinion
that financial statements present fairly
the position of the company and the re-
sults of its operations, in conformity
with generally accepted accounting prin-
ciples, when his exceptions are such. as
to negative the opinion, or when the
examination has been less in scope than
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he considers necessary. In such circum-
stances, the independent certified public
accountant should limit his report to a
statement of his findings and, if appro-
priate, his reasons for omitting an ex-
pression of opinion,”

AND, WHEreAs, Council of the Amer-
ican Institute of Accountants has hereto-
fore directed that there be presented to the
membership for formal action an amend-
ment to the foregoing paragraph, which
amendment was recommended by the com-
mittee on auditing procedure in paragraph
6 of a special report to council, subse-
quently issued by that committee as State-
ments on Auditing Procedure No. 23,
“Clarification of Accountant’s Report
When Opinion Is Omitted,” and

WHEREAS, The committee on auditing
procedure, in the interests of greater clar-
ity of expression and fuller explanation of
the objective of the proposed amendment
and its application in practice, has recom-
mended that the proposed amendment be
restated to read as follows:

Restatement

“The independent certified public ac-
countant should not express the opinion
that financial statements present fairly
the position of the company and the re-
sults of its operations, in conformity
with generally accepted accounting
principles, when his exceptions are such
as to negative the opinion, or when the

examination has been less in scope than

'he considers necessary to express an
opinion on the statements taken as a
whole, In such circumstances, the inde-
pendent certified public accountant
should state that he is not in'a position
to express an opinion on the financial
statements taken as a whole and should
indicate clearly his reasons therefor. To
the extent the scope of his examination
and the findings thereof justify, he may
also comment further as to compliance
of the statements with generally ac-
cepted accounting principles in respects
other than those which require the de-
nial of an opinion on the over-all fair-

ness of the financial statements. The
purpose of these assertions by the ac-
countant is to indicate clearly the degree
of responsibility he is taking.

“Whenever the accountant permits his
name to be associated with financial
statements, he should determine whether,
in the particular circumstances, it is
proper for him to (1) express an un-
qualified opinion, or (2) express a qual-
ified opinion, or (3) disclaim an opinion
on the statements taken as a whole. Thus,
when an unqualified opinion cannot be
expressed, the accountant must weigh
the qualifications or exceptions to de-
termine their significance, If they are
not such as to negative the opinion, a
properly qualified opinion would be sat-
isfactory ; if they are such as to negative
an opinion on the statements taken as a
whole he should clearly disclaim such an
opinion. His conclusions in this respect
should be stated in writing either in an
informal manner, as in a letter of trans-
mittal bound with the financial state-
ments, or in the more conventional short-
form or long-form report. However,
when financial statements prepared with-
out audit are presented on the accoun-
tant’s stationery without comment by the
accountant, a warning, such as ‘Pre-
pared from the Books Without Audit,’
appearing prominently on each page of
the financial statements is considered
sufficient.

“It is not contemplated that the dis-
claimer of an opinion should assume a
standardized form. Any expression
which clearly states that an opinion has
been withheld and gives the reasons why
would be suitable for this purpose. How-
ever, it is not considered sufficient to
state merely that certain auditing pro-
cedures were omitted, or that certain
departures from generally accepted ac-
counting principles were noted, without
explaining their effect upon the accoun-
tant’s opinion regarding the statements
taken as a whole, It is incumbent upon
the accountant, not upon the reader of
his report, to evaluate these matters as
they affect the significance of his exam-
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ination and the fairness of the financial
statements.”

Now THEREFORE BE IT RESOLVED THAT:

(a) Council approves the above restate-
ment of the proposed amendment to
“Extensions of Auditing Procedure” and
directs that, in lieu of the wording pre-
viously recommended by the committee on
auditing procedure, this revised wording

be presented to the membership for formal.

-action at the next annual meeting of the
American Institute of Accountants with
the recommendation that it be adopted, and

(b) Notice of this action, together with
a copy of the committee’s special report
presented to this meeting, shall be distrib-
uted to the membership as soon as possible.

L - *

In considering this recommendation, it
should be remembered that “Extensions of
Auditing Procedure” for 10 years has pre-
cluded the expression of any opinion on

the financial statements taken as a whole,

when the accountant’s exceptions or qual-
ifications were such as to negative the
opinion. This provision is continued under
the committee’s recommendations. The

proposed change is concerned solely with
improving current reporting practices by
providing that, in such cases, the accoun-
tant should henceforth clearly indicate that
he is not in a position to express an opin-
ion on the financial statements taken as a
whole, and give his reasons why.

Respectfully submitted,
Committee on Auditing Procedure

ALvIN R. JENNINGS, Chairman
J. A. Bouray

Gagreerr T. Burns
CrARrLes F. Coates
WiLLia D. CRANSTOUN
Rarrr H. GALPIN
Henry 1. Haum
RusseLL C. HARRINGTON
GornoNn M. HiL

C. Arvin Kocn
MarcoLM LAMoONT

J. Woobrow MATHEWS
Tra B. McGLADREY
Hagry M. Prevo

A. FRANK STEWART
Avserr J. WiLey

M. M. WINKLER
Freperick W. WULFING

April 14, 1949



