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The Meaning of “Present Fairly in Conformity With GAAP” 391

AU Section 411

The Meaning of Present Fairly in Conformity
With Generally Accepted Accounting
Principles in the Independent Auditor’s Report

{Supersedes SAS No. 5)
Source: SAS No. 69.

See section 9411 for interpretations of this section.
Effective for audits of financial statements for periods ending after March 15, 1992,

.01 An independent auditors unqualified opinion usually reads as fol-
lows:
In our opinion, the financial statements referred to above present fairly, in all
material respects, the financial position of X Company as of (at) December 31,
19XX, and the results of its operations and its cash flows for the year then
ended, in conformity with generally accepted accounting principles.

The purpose of this section is to explain the meaning of the phrase “present
fairly . . . in conformity with generally accepted accounting principles” in the
independent auditor’s report, ’

02 The first standard of reporting requires an auditor who-has audited
financial statements in accordance with generally accepted auditing standards
to state in the auditor's report whether the statements are presented in
accordance with generally accepted accounting principles. The phrase “gener-
ally accepted accounting principles” is a technical accounting term that encom-
passes the conventions, rules, and procedures necessary to define accepted
accounting practice at a particular time. It includes not only broad guidelines
of general application, but also detailed practices and procedures, Those con-
ventions, rules, and procedures provide a standard by which to measure
financial presentations. [Revised, June 1993, to reflect conforming changes
necessary due to the issuance of Statement of Position 93-3.)

.03 The independent auditor’s judgment concerning the “fairness” of the
overall presentation of financial statements should be applied within the
framework of generally accepted accounting principles. Without that frame-
work, the auditor would have no uniform standard for judging the presentation
of financial position, results of operations, and cash flows in financial state-
ments.

04 The auditor’s opinion that financial statements present fairly an
entity’s financial position, results of operations, and cash flows in conformity
with generally accepted accounting principles should be based on his or her
judgment as to whether (a) the accounting principles selected and applied have
general acceptance; (b) the accounting principles are appropriate in the circum-
stances; (c) the financial statements, including the related notes, are informa-
tive of matters that may affect their use, understanding, and interpretation
(see section 431); (d) the information presented in the financial statements is
classified and summarized ina reasonable manner, that is, neither too detailed
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The Meaning of “Present Fairly in Conformity With GAAP” 393

07 If the accounting treatment of a transaction or event is not specified
by a pronouncement covered by rule 203 [ET section 203.01], the auditor
should consider whether the accounting treatment is specified by another
source of established accounting principles. If an established accounting prin-
ciple from one or more sources in category (b), (c), or (d) is relevant to the
circumstances, the auditor should be prepared to justify a conclusion that
another treatment is generally accepted. If there is a conflict between account-
ing principles relevant to the circumstances from one or more sources in
category (b), (¢, or (d), the auditor should follow the treatment specified by the
source in the higher category—for example, follow category (b) treatment over
category (c)—or be prepared to justify a conclusion that a treatment specified
by a source in the lower category better presents the substance of the transac-
tion in the circumstances. :

08 The auditor should be aware that the accounting requirements
adopted by regulatory agencies for reports filed with them may differ from
generally accepted accounting principles in certain respects. Section 544, Lack
of Conformity With Generally Accepted Accounting Principles, paragraph .04
and section 623, Special Reports provide guidance if the auditor is reporting on
financial statements prepared in conforrity with a comprehensive basis of

accounting other than generally accepted iccounting principles.

.09 Because of developments such as new legislation or the evolution ofa
new type of business transaction, there sometimes are no established account-
ing principles for reporting a specific transaction or event. In those instances,
it might be possible to report the event or transaction on the basis of its
substance by selecting an accounting principle that appears appropriate when
applied in a manner similar to the application of an established principle to an
analogous transaction or event.

Application to Nongovernmental Entities

.10 For financial statements of entities other than governmental enti-
ties—>
_a. Category (a), officially established accounting principles, consists of
Financial Accounting Standards Boerd (FASB)Statements of Finan-
cial Accounting Standards and Interpretations, Accounting Princi-
ples Board (APB) Opinions, and AICPA Accounting Research
Bulletins.

b. Category (b) consists of FASB Technical Bulletins and, if cleared* by
the FASB, AICPA Industry Audit and Accounting Guides and AICPA
Statements of Position.

¢. Category (c) consists of AICPA Accounting Standards Executive
Committee (AcSEC) Practice Bulletins that have been cleared* by
the FASB and consensus positions of the FASB Emerging Issues
Task Force.

3 Rules and interpretive releases of the Securities and Exchange Commission (SEC) have an
authority similar to category (a) pronouncements for SEC registrants. In addition, the SEC stafl
issues Staff Accounting Bulletina that represent practices followed by thestaffin administering SEC
disclosure requirements. Also, the Introduction to the FASB's EITF Abstracts states that the Securi-
ties and Exchange C ission's Chief A tant has said that the SEC staff would challenge any
accounting that differs from a consensus of the FASB Emerging Issues Task Force, because the
conaensus position represents the best thinking on areas for which there are no specific standards.

. 4 The auditor should assume that such pronbuncements have been eleared by the FASB unless
the pr ment indicates otherwise.

AU §411.10
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.13 In the absence of Pronouncement covered by rule 203 [ET section
203.01) or another source of established

accounting principles, the auditor of
financial statements of state and lacal i
other acoounﬁx_ng litgrature

Effective Date

-14 This section is effective for audits of financia] statements for periods
ending after March 15, 1992,

Transition
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