
CHAPTER 3
Auditors’ Ethical and Legal Responsibilities
SOLUTIONS FOR REVIEW CHECKPOINTS
3.1
This arises from the three party accountability discussed in chapter 1. The auditor is hired because users expect there may be such a conflict. If users completely trusted management there would be no need to have an auditor. This is the only way to detect fraudulent or misleading reporting. The logic is to reduce this potential to an acceptable level of risk. If the auditor assumed this risk was zero to start with the auditor would not need to provide evidence that the possibility is low, and that contradicts the reason users demand an audit. 
3-2
No, the auditor cannot detect deception without being skeptical. A non-skeptical auditor on finding evidence of fraud may not treat it with the significance it deserves. The rule that suspicious transactions or evidence of management deceit should automatically be considered material, even when the absolute amounts involved may be very small or insignificant, is an example of skeptical logic in action. Since three party accountability implies some degree of mistrust of management by users, the auditor must incorporate skepticism in his or her reasoning process when management makes assertions about the financial statements it has prepared. 
3-3
A professional accountant must be prepared to be agent, spectator, advisor, instructor, judge, critic.

3-4
Apparently, in ethical philosophy, the word "conscience" is used to describe the "undefinable mental process that yields moral decisions." A close kin in the political science terms would be "anarchy."

Conscience might not be a sufficient guide for personal ethics decisions because the individual's undefinable mental processes may be based on caprice, immaturity, ignorance, stubbornness, or misunderstanding. Conscience may fail to show the consistency, clarity, practicability, impartiality, and adequacy preferred in ethical standards and behavior. Exactly the same can be said about professional ethics decisions because a nonhypocritical individual can no more split his behavior between personal life and professional life than he can voluntarily split his own personality.

3-5
The rule "Failure to tell the truth is wrong" would (a) require that you not serve as a bank director when a conflict of interest might arise, (b) tell the employer what you know about the forgeries. This rule may be called imperative because it requires the truth regardless of what you might personally feel about the consequences. Strict duty based or imperative theories (e.g., Kant) excuses the individual from undesirable consequences as long as his decisions do not cause other people to be used as means.

3-6
Utilitarian ethics theory requires that a decision maker recognizes value attributes of the consequences of ethical choice alternatives (good v. evil), somehow measure or weigh these, and then decide on the basis of the greater good (or the lesser evil). Duty based ethics does not require that consequences be considered.

3-7
Monastic theories are based on idealizations or simplifications of the real world. The real world is “messy” with the context of a situation, such as whether there is three party or two party accountability, having a major impact on the proper role of an individual. Everyone has multiple social roles in life and it is the conflicts in these multiple roles that seem to cause the most problems for monastic theories.

3-8
In the current audit environment, PAs are expected to better justify their decisions. This need for justification, including the consideration of ethical issues, increases the importance of critical thinking.

3-9
Three specific aspects of on-the-job independence

1.
Programming independence

2.
Investigative independence
3-
Reporting independence

3-9
Professional ethics provides guidance on the conflicts of interest created by the PAs roles, whether as auditor, tax advisor, or management consultant, in helping justify PA’s decisions. 
3-10
In a class action lawsuit, a few aggrieved persons with small losses can bring suit on behalf of a large group of similar persons, collectively having large losses (as in a securities offering). Large lawsuits often result in large damage awards, and many lawyers are willing to take suit plaintiffs on a contingency fee bases, that is for 25% - 40% of the amount awarded. Such fees are very lucrative for lawyers, and probably less lucrative for their clients. Anyway, the losses loom large for PAs and their insurance companies.

3-11
Some causes are as follows:

· Failure to report known departures from accounting principles, including misinterpretation of accounting principles.
· Failure to conduct audits properly, including (a) misinterpretation of auditing    standards, and (b) faulty implementation of auditing procedures.
· Failure to detect management fraud, fraudulent financial reporting.
· Actual involvement in fraud.
· Also, business failure by clients after rendering an unqualified audit report.

3-12
Lawsuits related to tax practice, about 35 percent.

SOLUTIONS FOR EXERCISES AND PROBLEMS
EP3-1
Independence, Integrity, and Objectivity Cases

a.
Interpretation--Honorary Directorships and Trusteeships. The PA will not be considered independent unless:

1.
the position is in fact purely honorary, and

2.
listings of directors show she is an honorary director and

3.
she restricts participation strictly to the use of her name, and

4.
she does not vote or participate in management functions.

b.
Interpretation--Retired Partners and Firm Independence. Since the PA is still active with the firm as an ex-officio member of the income tax advisory committee, meeting monthly, his situation would impair the appearance of the firm's independence. The CPA should either resign from the Palmer board or cease his association with the accounting firm.


Another ethics issue arises over Pratt's ability to hear about tax problems of other clients, and his directorship with Palmer would raise appearance questions about confidential information (Rule 301).

c.
Interpretation--Accounting Services.

The PA must be careful to know whether outsiders would perceive relationships that would indicate status as an employee, hence impairing the appearance of independence. In particular, the PA must.

1.
Not have any business connection with Harper Corp. or with Marvin Harper that would in fact impair independence, objectivity and integrity, and

2.
Impress Marvin Harper (and the board of directors) that they must be able and willing to accept primary responsibility for the financial statements as their own, and

3.
Not take managerial responsibility for conducting operations of the Harper Corp. (although the PA's supervision of the bookkeeper seems to have this characteristic), and

4.
Conduct the audit in conformity with GAAS and not fail to audit records simply because they were processed under the PA's supervision.

This case assumes Harper Corp. is not reporting to the SEC, in which case the PA's audit independence would certainly be impaired as a result of participating in the bookkeeping work.

d.
Interpretation of--Effect of Family Relationships on Independence


The PA's wife's interest is attributed to him, and he would not be independent. The financial interest is considered direct.

e.
Interpretation


The PA is still not independent, so long as the daughter is a dependent child. The financial interest is considered direct.

f.
Interpretation


Still not enough. The grandfather (either the PA's father or his father-in-law) is considered a nondependent close relative, but the appearance of independence is impaired. The grandfather's investment is material (50 percent) in relation to his net financial resources.

g.
Interpretation


Finally. The remote kin (uncle) who is geographically separated and in infrequent contact is far enough removed.

h.
Interpretation--Meaning of Certain Independence Terminology


The firm's independence is not impaired by the attributable managerial relationship so long as the PA is not connected with the ATC audit.

i.
The PA's promotion changes the situation. When he becomes a partner, a stricter standard will apply and his firm's independence will be considered impaired even if he does not work on the ATC audit. Such occurrences are not really too rare in practice, affecting family relationships other than husband and wife. PA firms' resolutions are that one must forgo partnership or the other must give up his or her job with a client.

j.
Interpretation


Such loans would impair independence.

EP3-2
Independence, Integrity, and Objectivity Cases
(a, b, c, d, e, f) Interpretation--Effect of Actual or Threatened Litigation on Independence.

In general, when the present management of a client company commences or expresses an intention to commence legal actions against the auditor, the auditor and the client management may be placed in adversary positions in which the management's willingness to make complete disclosures and the auditor's objectivity may be affected by self-interest. Independence may be impaired whenever the auditor and his client company or its management are in positions of material adverse interest by reason of actual or threatened litigation. Various situations are hard to generalize, and the responses offered below are guidelines expressed in AICPA Ethics Interpretations 101-6 (Effect of Litigation). SEC Accounting Series Release No. 234 (December 1977) expresses similar guidelines.

a.
An expressed intention by the client company to begin litigation alleging deficiencies in audit work is considered to impair independence if the auditor concluded that there is a strong possibility that such a claim will actually be filed.

b.
The commencement of litigation alleging deficiencies in audit work would be considered to impair independence.

c.
The commencement of litigation by the auditor alleging management fraud or deceit would be considered to impair independence.

d.
The claim under subrogation by the insurance company would not "normally" affect the auditor's independence. In this case, the client company and members of management are not the nominal plaintiffs However, the idea of "normally" needs to be evaluated. If members of Contrary management are going to testify on behalf of the insurance company's interest and thus act in an adversary relation to the auditor, independence would seem to be impaired. The substance of the situation is essentially the same as if Contrary Corporation was the named plaintiff.

e.
Litigation not related to the audit work, whether threatened or actual, for an amount that is not material to the audit form or to the financial statements of the client company would not usually be considered to affect the PA-client relationship in such a way as to impair independence. According to the SEC, this situation might impair independence.)

f.
The class action lawsuit against both auditor and company in itself would not alter fundamental relationships between the company management and directors and the auditor and therefore would not be considered to have an adverse impact on the auditor's independence. These situations, however, should be examined carefully.


Actions to be taken

When independence is considered impaired, the auditor should (a) withdraw from the audit engagement in order to avoid the appearance that his self-interest would affect his objectivity or (b) issue an opinion denial because of lack of independence.

g.
Interpretation--Effect on Independence of Financial Interests in Non-clients Having Investor or Investee Relationships with a Member's Client


The PA's financial interest in Dove Corp. (investor) is sufficiently large to allow him to influence the actions of Dove, and the PA's (and the PA firm's) independence would be considered impaired. The PA's ability to influence Dove Corp. could permit him to exercise a degree of control over Tale Company (the investee, a client) that would place the PA in a capacity equivalent to that of a member of management.

h.i. 
Interpretation

Assuming that the North Country is a profit-seeking enterprise, the independence of the auditors is not impaired by the association of the two individuals who served both as members of the auditing firm and as directors for the client during the period examined as long as they have ended all ties with the bank and are not involved in the audit.

j.
The auditor's services may consist of advice and technical services, but he must not make management decisions or take positions which might impair his objectivity. The independence of the auditing firm would be compromised by any partner making a decision on loan approvals and the minimum balance checking account policy, but normally not by his performing a computer feasibility study.

If the former controller's participation in the feasibility study was objective and advisory, and his advice was subject to effective client review and decision, the firm's independence has not been compromised. It is desirable, however, that the former controller not participate in the audit of the North Country's financial statements. (AICPA Adapted)

k.
The acceptance by the PA of the unsecured interest-bearing notes in payment of unpaid fees would not be construed as discrediting the PA's independence in his relations with his client because the notes are merely a substitution for an open account payable. The notes are merely a substitution for an open account payable. The rule of professional conduct that prohibits a PA from having any financial interest in a client does not extend to the liability for the PA's fee. If liability for the PA's fee was considered to be financial interest in a client, the present form of the PA-client relationship would not be permitted to continue because often (frequently in engagements for continuing audits) the client's statements being audited include a liability for the CPA's services.

Under SEC rules, however, a definite arrangement for paying the notes must be stated by the client. However, the acceptance of two shares of common stock (or prior commitment to accept stock) would be a violation of Rule 204. Any direct financial interest such as common stock holdings are construed as discrediting the PA's independence. (AICPA adapted)

l.

Interpretation 204 -- Acceptance of a Gift.

The rules apply to Johnny if he’s a student member of the provincial institute.

The ruling applies to independence of a firm if an employee accepts a gift that is more than token. Independence is impaired because a member cannot permit his employees to break rules he himself is obligated to observe.

m.

Member as Bank Stockholder.

The financial interest is indirect and in respect of the relative size may be considered immaterial. Hence, independence is probably not impaired with respect to the borrowers who are clients.

n.

Interpretation -- Past Due Fees.

Independence is considered impaired. At the time a member issues a report on financial statements, the client should not be indebted for more than one year's fees. In the Groaner case, the debt would be for last year and the current year audit fees. Groaner will have to pay the fees for last year when the current year report is ready (or else get a non-independent disclaimer).

The past due fees take on characteristics of a loan within the meaning of Rule 204, and collection may depend on the nature of the audit report on the financial statements.

o.

Interpretation --Executive Search.

Independence would be impaired under Rule 204 since decisions about personnel employment are considered a management function.

Some services may be performed to help (advertising, screening, recommending candidates), but PA firms are currently very cautious about these services. They have been criticized by persons sensitive to the MAS-audit independence issue.

p.

Interpretation.  Independence is impaired when an auditor owns limited partnership interests in a partnership in which a client or its officers, directors, or principal stockholders also own interests, when: (1) the PAs interest is more than 20 percent of the limited partnership interests, (2) the interest of the client is more than 20 percent, or (3) the PA knows about the client's investment. (When these limits and conditions are not exceeded, independence is not impaired.)

EP3-3
Rules 102, 202, 204, 205, 206, 209, 210, 213, 217, 401, 402 (ICAO)

Situation A
Rule 205 prevents CA’s, from associating themselves with false or misleading documents.  There has been a limitation in scope on this audit because documents were destroyed in a fire.   The audit report must be qualified.  If it is not, rule 205 has been violated.

Rule 202 requires CA’s to perform their duties with integrity and due care.  Rule 206 requires CA’s to comply with the recommendations set out in the CICA Handbook.  Randi will violate both of these rules if she issues an unqualified audit report.

Situation B
Improper use of confidential client information is prohibited under rule 209. Rule 210.1 prohibits CA’s from disclosing confidential client information.  Lori is in violation of both these rules.  Not disclosing the reason does not reduce the violation.

Lori may have violated securities commission insider trading rules.   Therefore, she may have violated rule 213 which prohibits a CA from associating with any unlawful activity.  If Lori is found guilty, she must inform the Institute under rule 102(1).  She has also brought disrepute to the profession under rule 210.

Rule 204.1 requires auditors to be free of any influence, interest or relationship that would impair real or perceived objectivity.  This requirement extends to partners, members of the immediate family and family members who live in the same house.  If Tom lives with Lori or is economically dependent on her, Lori’s objectivity has been compromised.  (Candidates may also conclude that Tom and Lori are not closely related and there is no problem with objectivity.)

Situation C
Rule 204 requires a public accountant to practice under his own name.  Larry must use “Larry Wilde, CA” so that he does not violate this rule.

If Larry uses “accounting services,” he will violate rule 401.1 which specifies that the description of a practice shall be “chartered accountant” or “public accountant”.

Rule 217.1 prohibits advertising that is false or misleading, contravenes professional good taste, makes unfavourable reflections on the profession or any member, or includes statements that cannot be substantiated.  “Quality Chartered Accountancy Services” implies that other CA services may be lower quality.  Also, this statement cannot be substantiated.

EP3-4
Rules 203, 205, 210, 217, 301 (ICAO)

Rule 203 requires a member to sustain his professional competence by keeping himself informed of developments in professional standards in all functions in which he practises or is relied upon because of his calling.  Aileen is unable to answer a specific client request about the new GST.  However, there are several mitigating factors.  One is that she did not lead the client to believe that she would be providing detailed information before July 1.  Rule 205 prevents a member from being associated with a statement which he/she knows is false or misleading.  Issuing the newsletter before increasing her understanding of the GST would be a violation of this rule.  In addition, Aileen clearly intends to upgrade her understanding of the tax in the near future.

Rule 210 deals with the revelation of confidential client information.  If Aileen discusses specific details about her client at the conference, she will probably be in violation of this rule.  She will have to word her questions and conversations to be discrete.

The circulation of a newsletter to clients is permitted by rule 217.  However, the newsletter may only be sent to non-clients in response to a specific request for a copy.  Asking the client for names of potential recipients would be in violation of the rule preventing solicitation.

EP3-5
Common Law Liability Exposure

a.
Yes. Smith was a party to the issuance of false financial statements and as such is a joint tortfeasor. The elements necessary to establish an action for common law fraud are present. There was a material misstatement of fact, knowledge of falsity (“scienter”), intent that the plaintiff bank rely on the false statement, actual reliance and damage to the bank as a result thereof. If action is based upon fraud there is no requirement that the bank establish privity of contract with the PA. Moreover, if the action by the bank is based upon ordinary negligence, which does not require a showing of scienter, the bank may recover as a third-party beneficiary (an exception to the strict privity requirement). Thus, the bank will be able to recover its loss from Smith under either theory.

b.
No. The lessor was a party to the secret agreement. As such, the lessor cannot claim reliance on the financial statements and cannot recover uncollected rents. Even if he was damaged indirectly, his own fraudulent actions led to his loss, and the equitable principle of "unclean hands" precludes him from obtaining relief. 

c.
Smith was not independent. His report is improper and he is probably subject to disciplinary action. According to the ethics interpretation on actual or threatened litigation: "An expressed intention by the present management to commence litigation against the auditor alleging deficiencies in audit work for the client is considered to impair independence if the auditor concludes that there is a strong possibility that such a claim will be filed."

EP3-6
Litigation Resulting from Bankruptcy of a Client

a.
Overview

Our role is to investigate the work of the auditors who conducted the examination of a now bankrupt real estate company. The client in this investigation, is a bank who loaned money to the real estate company. The bank is asking us to determine whether or not the real estate company’s auditors were negligent in performing their examination (i.e., did the auditors comply with GAAS). This is the basis for a possible court case.

Guidelines

We should establish whether or not the auditors acted in a manner in which prudent practitioners would in similar circumstances (i.e., did the auditors follow the standards of the profession).   We must determine whether or not:

- the financial statements were presented in accordance with GAAP, including the CICA Handbook and industry practice (CIPREC)

- the audit was conducted in accordance with GAAS as set out in the CICA Handbook, and was consistent with other sources such as the CICA Audit Techniques Study for audits of real estate companies.

Outline

We should assess the auditor’s independence (e.g., the basis of client billing, the relationship of the auditors to the real estate company), whether the auditors had adequate technical proficiency and if their work was undertaken with due care.

By reviewing the auditor’s working papers, we should determine whether or not the examination standards were met and consider the following:

-
if the audit was properly planned (is there evidence of: knowledge of the real estate industry and of the client’s business; determination of auditor risk and materiality with reference to financial statement users; determination of the audit approach)

-
if assistants were properly trained and supervised (evidence of working paper review)

-
if there was a study and evaluation of those internal controls on which the auditor relied in determining the nature, extent and timing of substantive procedures

-
if sufficient appropriate audit evidence was obtained to support the content of the audit report (consideration of: materiality; results of compliance testing; support for sample sizes; subsequent events; support for specific audit objectives; adequacy of note disclosure)

 

b.
The courts will decide the auditors’ liability to the bank based on the following criteria:

-
did the auditors owe the bank a duty of care?  (i.e., was the bank a foreseeable third party who would rely on the financial statements?)

-
did the auditors breach their duty of care by performing the audit negligently? (i.e., without due care)

-
did the bank suffer a loss?

-
was the bank’s loss connected to the auditors’ breach of duty of care?

SOLUTIONS FOR DISCUSSION CASES
DC3-1
General Ethics

This is a thought-type question that deals with the "whatever you can get away with" issue. Of course, an act has the same ethical character whether it is known to others or not. (Remember that an act that affects no one but the agent--rare as such acts may be--is one that has no substantive ethical implications.) The latter part of the question asks the student to project himself into his future business role.

DC3-2
Church Gift Ethics Problem

1.
Many students' initial reaction to this situation is to refuse to accommodate the member because the deal sounds manipulative. Another way to analyze it is to realize (a) that the member could give the stock without any prior arrangements, (b) the church could sell the stock on the market, and (c) the member could reacquire it on the market. All this accomplishes the same thing as the arrangement except that both parties avoid payment of brokerage commissions. In the author's opinion, a utilitarian weighing of the consequences suggests that the treasurer should accommodate the member. After all, the tax code permits deductibility of such contributions, and the essence of a contribution is accomplished.

2.
Having reached the conclusion in (1), one's conclusion would not depend upon the particular financial position of the church. However, the three conditions are given to prompt students who would otherwise reject the deal to think about how particular circumstances might affect their conclusions, if at all.

DC3-3
Audit Proposals

The audit proposal scenario was adapted from a Wall Street Journal article entitled "Ethics on the Job: Companies Alert Employees to Potential Dilemmas" (July 14, 1986). It was reported to have been used in a company ethics training/awareness session. Cases like this do not pretend to have "solutions" 100 percent acceptable to everyone. The Wall Street Journal reported the following:

Some participants said: Dena should do as she's told. She's not on a level where she's supposed to think. She doesn't know all the facts. It may not be what she thinks.

Others said: Dena should refuse. The situation has a "bad smell." She should keep her own hands clean. (Caution. Always worry about someone who thinks through his or her nose!)

DC3-4
Engagement Timekeeping Records

As in all cases of this type, a "solution" is difficult. Some discussion thoughts:

1.
Craig is indeed lying by making false timekeeping records. 

2.
The budget appears to be unrealistic. Apparently, Sarah did not know (or did not care) that seven cash accounts had been added, and the work should take longer (probably in comparison to last year's time budget).

3.
Craig does not seem to give credit to Sarah for the possibility of explaining why the work took longer. The case seems to set Sarah up as a tyrant about the budget.

4.
Craig compounds the lie by putting the extra time in a budget area where someone else will seem to have fewer hours to do another segment of the work (internal control evaluation). Craig is also improving his chances of getting caught, because surely Sarah can see that his work had little or nothing to do with internal control evaluation.

5.
Juggling the time records, if successful, will have an impact on next year's audit staff. Auditors typically use the prior year actual time records to help plan the current time budget. If they are misstated, the next time budget may also be unrealistic. Sooner or later, some poor assistant will have to pay!

DC3-5
Audit Overtime

Many aspects of this case are similar to 16.36, except that Elizabeth did not put the extra time anywhere else. She just donated four hours of her own time (maybe seven hours if she was not paid for the time worked at home). Of course, her action makes it look like the work can be done in six hours next year.

Receiving help from her husband overnight should not raise any new issues. This event just increases the number of unreported hours. (Actually, some students may see a new issue related to Rule 209 --revealing client information to someone outside the firm.)

Leaving the work with the husband raises the new issue of having audit work done, unsupervised, by someone not employed by the firm who may be unqualified to do it correctly. Students should ask whether Elizabeth reviewed all her husband's work before putting in the working paper file. (The confidentiality issue can be raised again.)

DC3-6
Professional Corporation and Other Issues

1.
The formation of a professional corporation to practice public accounting is prohibited by Rule 408 of the ICAO.  Currently the only ICAO exception is association with corporations approved by other provincial institutes. However, Rule 402 may be changed in the near future.  In the U.S. the formation of a general corporation is permitted by the AICPA, provided state law also permits CPAs to practice in such a corporate form. In this situation the following characteristics, approved by Council, have been specifically violated:

a.
The insurance service to be provided by Bradley might create a problem if it creates a conflict of interest.

b.
All shareholders of the corporation shall be persons engaged in the practice of public accounting as defined by the Code of Professional Ethics. Bradley, a 50 percent stockholder, is not so qualified.

c.
The right to practice as a corporation or association shall not change the obligation of its shareholders, directors, officers, and other employees to comply with the standards of professional conduct established by the AICPA. As indicated herein, Gilbert has not complied with certain standards of professional conduct.

2.
A member in the practice of public accounting may have a financial interest in a commercial corporation which performs, for the public, services of a type performed by public accountants and whose characteristics do not conform to resolutions of Council, provided such interest is not material to the corporation's net worth, and the member's interest in and relation to the corporation is solely that of an investor. Certainly Gilbert's 50 percent interest is material to Financial Services, Inc., and Gilbert's status is not that of an investor. In this respect, Gilbert is in violation of Rule 505.

3.
Gilbert might be in violation of Rules  which state: "...a member shall maintain objectivity and integrity [and] shall be free of conflicts of interest..." The insurance aspect of the business might create conflicts of interest.

4.
Rule 404 also prohibits practice under a name which is misleading as to the type of organization. The name, Financial Services, Inc., is probably not a violation.

5.
Publication of the ad in the local newspaper does not violate Rule 217 of the Code since the rule permits advertising.

6.
Expressing an unqualified opinion on Grandtime's financial statements which did not disclose a material lien on the building asset is a violation of both auditing standards, and accounting principles.

7.
Having Bradley inform the insurance company of the prior lien on Grandtime's building is a violation of Rule 210 of the code which enjoins a member from violating the confidential relationship between himself and his client without consent of the client. The lien should have been disclosed in Gilbert's report on Grandtime's statements, but it may not be disclosed by him independently to a third party unless the client agrees to such disclosure. Gilbert should have first exhausted all means to persuade Grandtime to correct the error by recalling the original financial statements and reissuing them in corrected form with a new auditor's report.

DC3-7
Lehman Bankruptcy Case
This case is discussed in more detail in Chapter 14. When Lehman Bros. America’s fourth largest bank failed in Sept, 2008, it helped set off the financial crisis that is still affecting the world economy. See box in chapter 1 for some background on this crisis. A major fallout from this crisis is that everyone is asking why there were no disclosures of going concern problems for all the financial institutions that had to be bailed. This is a question being asked by regulators, corporate governance experts, and auditors around the world. The details of Lehman Bros. specifically are given in chapter 14. The auditor publicly defended itself by stating “There is no factual or legal basis for a claim to be brought in this contest against an auditor where the accounting for the underlying transaction is in accordance with the Generally Accepted Accounting Principles (GAAP). Lehman’s audited financial statements clearly portrayed Lehman as a highly leveraged operating in a risky and volatile industry.” Note the auditor does not state that the financial statements presented fairly, only that they are in compliance. The issues here seem quite similar to the Continental Vending Case in that the auditor may be hiding behind GAAP in not disclosing up to $50 billion in debt because of an accounting technicality. This detailed guidance has now been dropped from U.S. GAAP. Details provided in discussion case in chapter 14. For now this can be viewed as another illustration that principles-based reasoning in audit judgments may help auditors meet public expectations.
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