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AU Section 504

Association With Financial Statements

(Supersedes SAS No. 1, sections 516, 517, and 518 and SAS No. 15, paragraphs
13–15.)[1]

Source: SAS No. 26; SAS No. 35; SAS No. 72.

See section 9504 for interpretations of this section.

Issue date, unless otherwise indicated: November, 1979.

.01 The fourth standard of reporting is:

The auditor must either express an opinion regarding the financial statements,
taken as a whole, or state that an opinion cannot be expressed, in the auditor's
report. When the auditor cannot express an overall opinion, the auditor should
state the reasons therefor in the auditor's report. In all cases where an auditor's
name is associated with financial statements, the auditor should clearly indi-
cate the character of the auditor's work, if any, and the degree of responsibility
the auditor is taking, in the auditor's report.

The objective of the fourth reporting standard is to prevent misinterpretation
of the degree of responsibility the accountant assumes when his name is associ-
ated with financial statements. [Revised, November 2006, to reflect conforming
changes necessary due to the issuance of Statement on Auditing Standards
No. 113.]

.02 This section defines association as that term is used in the fourth re-
porting standard. It provides guidance to an accountant associated with the
financial statements of a public entity or with a nonpublic entity's financial
statements that he has been engaged to audit in accordance with generally
accepted auditing standards.2

.03 An accountant is associated with financial statements when he has con-
sented to the use of his name in a report, document, or written communication
containing the statements.3 Also, when an accountant submits to his client or
others financial statements that he has prepared or assisted in preparing, he is
deemed to be associated even though the accountant does not append his name
to the statements. Although the accountant may participate in the preparation
of financial statements, the statements are representations of management,
and the fairness of their presentation in conformity with generally accepted
accounting principles is management's responsibility.

[1] [Footnote deleted to reflect the conforming changes necessary due to the issuance of Statement
on Auditing Standards Nos. 53 through 62.]

2 For purposes of this section, a public entity is any entity (a) whose securities trade in a public
market either on a stock exchange (domestic or foreign) or in the over-the-counter market, including
securities quoted only locally or regionally, (b) that makes a filing with a regulatory agency in prepa-
ration for the sale of any class of its securities in a public market, or (c) a subsidiary, corporate joint
venture, or other entity controlled by an entity covered by (a) or (b). Statements on Standards for Ac-
counting and Review Services provide guidance in connection with the unaudited financial statements
or other unaudited financial information of a nonpublic entity.

3 However, this section does not apply to data, such as tax returns, prepared solely for submission
to taxing authorities.
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2140 The Fourth Standard of Reporting

.04 An accountant may be associated with audited or unaudited financial
statements. Financial statements are audited if the accountant has applied
auditing procedures sufficient to permit him to report on them as described in
section 508, Reports on Audited Financial Statements. The unaudited interim
financial statements (or financial information) of a public entity are reviewed
when the accountant has applied procedures sufficient to permit him to report
on them as described in section 722, Interim Financial Information.

Disclaimer of Opinion on Unaudited
Financial Statements

.05 When an accountant is associated with the financial statements of a
public entity, but has not audited or reviewed4 such statements, the form of
report to be issued is as follows:

The accompanying balance sheet of X Company as of December 31, 19X1,
and the related statements of income, retained earnings, and cash flows for the
year then ended were not audited by us and, accordingly, we do not express an
opinion on them.

(Signature and date)

This disclaimer of opinion is the means by which the accountant complies with
the fourth standard of reporting when associated with unaudited financial
statements in these circumstances. The disclaimer may accompany the unau-
dited financial statements or it may be placed directly on them. In addition, each
page of the financial statements should be clearly and conspicuously marked
as unaudited. When an accountant issues this form of disclaimer of opinion,
he has no responsibility to apply any procedures beyond reading the financial
statements for obvious material misstatements. Any procedures that may have
been applied should not be described, except in the limited circumstances set
forth in paragraphs .18–.20. Describing procedures that may have been applied
might cause the reader to believe the financial statements have been audited
or reviewed.

.06 If the accountant is aware that his name is to be included in a client-
prepared written communication of a public entity containing financial state-
ments that have not been audited or reviewed, he should request (a) that his
name not be included in the communication or (b) that the financial statements
be marked as unaudited and that there be a notation that he does not express
an opinion on them. If the client does not comply, the accountant should advise
the client that he has not consented to the use of his name and should consider
what other actions might be appropriate.5

Disclaimer of Opinion on Unaudited Financial
Statements Prepared on a Comprehensive Basis
of Accounting

.07 When an accountant is associated with unaudited financial state-
ments of a public entity prepared in accordance with a comprehensive basis of

4 When a public entity does not have its annual financial statements audited, an accountant
may be requested to review its annual or interim financial statements. In those circumstances, an
accountant may make a review and look to the guidance in Statements on Standards for Account-
ing and Review Services for the standards and procedures and form of report applicable to such an
engagement.

5 In considering what actions, if any, may be appropriate in the circumstances, the accountant
may wish to consult his legal counsel.
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accounting other than generally accepted accounting principles, he should fol-
low the guidance provided by paragraph .05, except that he should modify the
identification of financial statements in his disclaimer of opinion (see section
623.02-.10, Special Reports).6 For example, a disclaimer of opinion on cash-basis
statements might be worded as follows:

The accompanying statement of assets and liabilities resulting from cash
transactions of XYZ Corporation as of December 31, 19X1, and the related
statement of revenues collected and expenses paid during the year then ended
were not audited by us and, accordingly, we do not express an opinion on them.

(Signature and date)

A note to the financial statements should describe how the basis of presentation
differs from generally accepted accounting principles, but the monetary effect
of such differences need not be stated.

Disclaimer of Opinion When Not Independent
.08 The second general standard states, "The auditor must maintain in-

dependence in mental attitude in all matters relating to the audit." The in-
dependent public accountant must be without bias with respect to the client;
otherwise, he would lack that impartiality necessary for the dependability of
his findings. Whether the accountant is independent is something he must de-
cide as a matter of professional judgment. [Revised, November 2006, to reflect
conforming changes necessary due to the issuance of Statement on Auditing
Standards No. 113.]

.09 When an accountant is not independent, any procedures he might per-
form would not be in accordance with generally accepted auditing standards,
and he would be precluded from expressing an opinion on such statements. Ac-
cordingly, he should disclaim an opinion with respect to the financial statements
and should state specifically that he is not independent.

.10 If the financial statements are those of a nonpublic entity, the accoun-
tant should look to the guidance in Statements on Standards for Accounting
and Review Services. In all other circumstances, regardless of the extent of pro-
cedures applied, the accountant should follow the guidance in paragraph .05,
except that the disclaimer of opinion should be modified to state specifically that
he is not independent. The reasons for lack of independence and any procedures
he has performed should not be described; including such matters might con-
fuse the reader concerning the importance of the impairment of independence.
An example of such a report is as follows:

We are not independent with respect to XYZ Company, and the accompa-
nying balance sheet as of December 31, 19X1, and the related statements of
income, retained earnings, and cash flows for the year then ended were not
audited by us and, accordingly, we do not express an opinion on them.

(Signature and date)

Circumstances Requiring a Modified Disclaimer
.11 If the accountant concludes on the basis of facts known to him that

the unaudited financial statements on which he is disclaiming an opinion are
not in conformity with generally accepted accounting principles, which include
adequate disclosure, he should suggest appropriate revision; failing that, he
should describe the departure in his disclaimer of opinion. This description

6 Reference to generally accepted accounting principles in this section includes, where applicable,
another comprehensive basis of accounting.

AU §504.11
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should refer specifically to the nature of the departure and, if practicable, state
the effects on the financial statements or include the necessary information for
adequate disclosure.

.12 When the effects of the departure on the financial statements are not
reasonably determinable, the disclaimer of opinion should so state. When a
departure from generally accepted accounting principles involves inadequate
disclosure, it may not be practicable for the accountant to include the omit-
ted disclosures in his report. For example, when management has elected to
omit substantially all of the disclosures, the accountant should clearly indicate
that in his report, but the accountant would not be expected to include such
disclosures in his report.

.13 If the client will not agree to revision of the financial statements or
will not accept the accountant's disclaimer of opinion with the description of
the departure from generally accepted accounting principles, the accountant
should refuse to be associated with the statements and, if necessary, withdraw
from the engagement.

Reporting on Audited and Unaudited Financial
Statements in Comparative Form

.14 When unaudited financial statements are presented in comparative
form with audited financial statements in documents filed with the Securi-
ties and Exchange Commission, such statements should be clearly marked as
"unaudited" but should not be referred to in the auditor's report.

.15 When unaudited financial statements are presented in comparative
form with audited financial statements in any other document, the financial
statements that have not been audited should be clearly marked to indicate
their status and either (a) the report on the prior period should be reissued (see
section 530.06–.08)7 or (b) the report on the current period should include as a
separate paragraph an appropriate description of the responsibility assumed
for the financial statements of the prior period (see paragraphs .16 and .17).
Either reissuance or reference in a separate paragraph is acceptable; in both
circumstances, the accountant should consider the current form and manner
of presentation of the financial statements of the prior period in light of the
information of which he has become aware during his current engagement.

.16 When the financial statements of the prior period have been audited
and the report on the current period is to contain a separate paragraph, it
should indicate (a) that the financial statements of the prior period were audited
previously, (b) the date of the previous report, (c) the type of opinion expressed
previously, (d) if the opinion was other than unqualified, the substantive reasons
therefor, and (e) that no auditing procedures were performed after the date of
the previous report. An example of such a separate paragraph is as follows:

The financial statements for the year ended December 31, 19X1, were au-
dited by us (other accountants) and we (they) expressed an unqualified opinion
on them in our (their) report dated March 1, 19X2, but we (they) have not
performed any auditing procedures since that date.

.17 When the financial statements of the prior period have not been audited
and the report on the current period is to contain a separate paragraph, it should
include (a) a statement of the service performed in the prior period, (b) the date

7 For reissuance of a compilation or review report, see Statements on Standards for Accounting
and Review Services.
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of the report on that service, (c) a description of any material modifications
noted in that report, and (d) a statement that the service was less in scope than
an audit and does not provide the basis for the expression of an opinion on the
financial statements taken as a whole. When the financial statements are those
of a public entity, the separate paragraph should include a disclaimer of opinion
(see paragraph .05) or a description of a review. When the financial statements
are those of a nonpublic entity and the financial statements were compiled or
reviewed, the separate paragraph should contain an appropriate description
of the compilation or review. For example, a separate paragraph describing a
review might be worded as follows:

The 20X1 financial statements were reviewed by us (other accountants) and
our (their) report thereon, dated March 1, 20X2, stated we (they) were not aware
of any material modifications that should be made to those statements for them
to be in conformity with generally accepted accounting principles. However, a
review is substantially less in scope than an audit and does not provide a basis
for the expression of an opinion on the financial statements taken as a whole.

A separate paragraph describing a compilation might be worded as follows:

The 19X1 financial statements were compiled by us (other accountants) and
our (their) report thereon, dated March 1, 19X2, stated we (they) did not audit
or review those financial statements and, accordingly, express no opinion or
other form of assurance on them.

Negative Assurance
.18 When an accountant, for whatever reason, disclaims an opinion on

financial statements his disclaimer should not be contradicted by the inclusion
of expressions of assurance on the absence of knowledge of departures from
generally accepted accounting principles except as specifically recognized as
appropriate in applicable standards established by the American Institute of
Certified Public Accountants.

.19 Negative assurances, for example, are permissible in letters for under-
writers in which the independent auditor reports on limited procedures followed
with respect to unaudited financial statements or other financial data pertinent
to a registration statement filed with the Securities and Exchange Commis-
sion (see section 634, Letters for Underwriters and Certain Other Requesting
Parties*).

[.20] [Superseded, February 1993, by Statement on Auditing Standards
No. 72.] (See section 634.)

* [Section 631, formerly 630, changed by the issuance of Statement on Auditing Standards No. 38
(superseded). Section 634, formerly 631, changed by the issuance of Statement on Auditing Standards
No. 49 (superseded). Title of section 634 changed, February 1993, to reflect the issuance of Statement
on Auditing Standards No. 72.] (See section 634.)
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