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.01 The third standard of reporting is:

When the auditor determines that informative disclosures are not reasonably
adequate, the auditor must so state in the auditor's report.

[Revised, November 2006, to reflect conforming changes necessary due to the
issuance of Statement on Auditing Standards No. 113.]

.02 The presentation of financial statements in conformity with generally
accepted accounting principles includes adequate disclosure of material mat-
ters. These matters relate to the form, arrangement, and content of the financial
statements and their appended notes, including, for example, the terminology
used, the amount of detail given, the classification of items in the statements,
and the bases of amounts set forth. An independent auditor considers whether
a particular matter should be disclosed in light of the circumstances and facts
of which he is aware at the time.

.03 If management omits from the financial statements, including the ac-
companying notes, information that is required by generally accepted account-
ing principles, the auditor should express a qualified or an adverse opinion and
should provide the information in his report, if practicable, unless its omission
from the auditor's report is recognized as appropriate by a specific Statement on
Auditing Standards.1 In this context, practicable means that the information is
reasonably obtainable from management's accounts and records and that pro-
viding the information in the report does not require the auditor to assume the
position of a preparer of financial information. For example, the auditor would
not be expected to prepare a basic financial statement or segment information
and include it in his report when management omits such information.

.04 In considering the adequacy of disclosure, and in other aspects of his
audit, the auditor uses information received in confidence from the client. With-
out such confidence, the auditor would find it difficult to obtain information
necessary for him to form an opinion on financial statements. Thus, the auditor
should not ordinarily make available, without the client's consent, information
that is not required to be disclosed in financial statements to comply with gen-
erally accepted accounting principles (see AICPA Code of Professional Conduct,
Rule 301 [ET section 301.01]).

1 An independent auditor may participate in preparing financial statements, including accom-
panying notes. The financial statements, including accompanying notes, however, remain the repre-
sentations of management, and such participation by the auditor does not require him to modify his
report (see section 110.03).
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